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CLOSING THE EYES ON A GLOOMY FUTURE

For the poor, the contradiction between gloomy prospects and daily 
consideration of and concern for their future welfare is a source of 
cognitive dissonance. Why plan for the future if there is no hope for 
improvement? In 2000, Narayan and Ebrary conducted a study that 
reported “Mental health problems—stress, anxiety, depression, lack of 
self-esteem and suicide—are among the more commonly identified 
effects of poverty and ill-being…. People cope by focusing on one day 
at a time, becoming indifferent, apathetic or hovering near losing their 
mind.” By closing their eyes on the future, the poor can reduce their 
psychological distress and increase their day to day happiness. Under 
these conditions, people rarely consider saving money, as they prefer 
to leave behind this day to day worry. Without a deeper understand-
ing of what causes the poor to be reluctant to plan and save for their 
financial future, interventions may only address the symptom rather 
than the source of the issue, thus limiting lasting change. 

THE CONNECTION BETWEEN PATIENCE AND POVERTY

Can an individual’s time horizon, or patience level, change? Are time 
horizons determined by poverty, a condition difficult to change in the 
short term? Numerous studies have confirmed the positive correlation 
between patience (time discounting) and income. This research pro-
vides the first empirical evidence of the endogenous determination of 
time discounting. Amongst a relatively poor population, an increase 
in either the initial or the expected wealth of an individual increases 
his patience and lengthens his time horizon. Below a certain level of 
wealth, the time horizon of an individual, or the extent to which an 
individual identifies with his future selves at any given point in time, is 
decreasing in poverty, resulting in a behavioral poverty trap. Thus, the 
poorer you are the less able you are to look further into the future and 
the more likely you are to remain poor. 

The theoretical framework for this research describes how an indi-
vidual relates to her future self by decomposing time discounting into 
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a time preference and horizon function. To grasp the 
intuition behind this approach consider a person who 
knew they only had $300 for the next thirty days. A 
person with a long time horizon, or a positive future 
outlook, would spend ten dollars a day. An extremely 
poor person with a short time horizon of ten days, or 
a gloomy future outlook, would consume $30 then $27 
then $24.30, updating their consumption plan based on 
their time horizon each day. This shorter time horizon 
creates less anxiety for the poor as the anticipation of 
poverty brings negative utility, but it results in less con-
sumption smoothing and investment.

A NEW APPROACH TO MEASURE TIME HORIZONS

Mozambique is an appropriate place to attempt to an-
swer the question, “Why do poor farmers have a dif-
ficult time planning for the future?” as it remains one of 
the poorest countries in the world with a majority of the 
population dependent on small scale agriculture. Data 
collected from the project Savings, Subsidies, and Sus-
tainable Food Security: A Food Experiment in Mozam-
bique was used to 
test the predic-
tion that among 
a relatively poor 
population, an in-
crease in an indi-
vidual’s initial or 
expected wealth 
should increase 
his patience. 

This project in-
cluded the dis-
tribution of ran-
domly assigned 
vouchers for a 
73% seed and 
fertilizer sub-
sidy package to 
be used in a half 
hectare of maize production. The distribution occurred 
in November and December 2010, followed by a sur-
vey of 1,593 households during April and May 2011. In 
April 2011 an additional Matched Savings intervention 
was implemented. One third of the sample was encour-
aged to open savings accounts through easier access 
and financial education, and another third was offered a 
matched savings on top of the same encouragement to 

save. The Matched Savings offered a bonus of 50% of the 
savings left in the account between harvest and the time 
to purchase fertilizer (from August 1st to October 31st). 
This financial intervention aimed to help small farmers 
develop a savings habit in order to carry forward the 
benefits of the agro-input subsidy from year to year. A 
final survey of 1,436 households was conducted during 
July and August 2011. 

The survey response to the question “How much time 
ahead do you plan your future expenditures?” is the 
“horizon” variable. The question is inspired by Ameriks 
et al. (2003), who measured individuals’ propensity to 
plan, and found that it has a strong impact on actual 
savings. Their questions, initially designed to capture 
the propensity to plan of highly educated Americans, 
was adapted to rural farmers in Mozambique. This vari-
able is used rather than the typical time discounting 
question, “Do you prefer receiving x today or x a month 
from now?”, because the latter comprises not only time 
discounting, but also the cost of remembering the 
debt and the trust that the money will be distributed a 

month later, fac-
tors which may 
be heightened by 
the low levels of 
income and edu-
cation. Addition-
ally, the answer 
is affected by the 
change in mar-
ginal utility be-
tween the time 
of the survey and 
one month after 
the survey. This 
is particularly 
problematic in 
our project, given 
that farmers who 
received an agro-
input subsidy do 

expect a larger harvest and thus a lower marginal util-
ity about one month after the survey and would appear 
to be less patient. Hence, the replies to the typical time 
discounting questions would not only be noisy, but also 
biased against people who won the voucher lottery. 

Because the horizon variable is a new variable, its corre-
lation with other economic variables must be examined. 
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The results suggest that individuals who have a savings 
account, have already received a formal credit, used fer-
tilizer for maize production during the previous cam-
paign, or are more optimistic about their future, all tend 
to have a higher time horizon than others. Although the 
causality is unknown, this suggests that the time hori-
zon does have a relationship with key economic deci-
sions.

CHANGE IS POSSIBLE

Beneficiaries of the agro-input subsidy and the matched 
savings intervention who were among the poorest, in-
creased their planning horizon as a result of their im-
proved economic prospects. The distribution of the time 
horizon remained identical among the control and sav-
ings groups, but shifted forward by one to three months 
for the farmers for whom their economic prospects was 
improved by either the voucher or the matched savings. 
Figures 1 and 2 show the change in horizon caused by 
each intervention.

The value of an agro-input subsidy equivalent to USD 
65 increased the time horizon of small maize produc-
ers by more than half while an average transfer of USD 
34 in Matched Savings increased the time horizon of 
the small producers by 29 percent. These interventions 
were designed to leverage the amounts transferred, 
by requiring contributions from the farmers to orient 
them towards productive and forward looking activi-
ties. It is unclear whether a simple cash transfer of the 
same amount would have the same impact on the ben-
eficiaries’ planning horizon. 

Yet the results show that two different interventions 
which improve the economic prospects of the poor led 
to a substantial increase in his time horizon. Future re-

search should address whether the change of attitude 
towards the future is permanent or temporary and how 
the planning horizon translates into economic decisions 
such as consumption, savings, and investment. 

POLICY  RECOMMENDATIONS

Effective development policies require structural 
changes that will outlive the interventions. For an in-
dividual to escape a poverty trap they must also change 
their behavior. Poverty dynamics show that patience is 
fundamental for an individual to make the investments 
and sacrifices required to transition toward a higher fi-
nancial equilibrium. Thus, changing financial practices 
is key to allowing the poor to make long-term plans and 
conceive exit strategies. Considering the psychological 
causes behind myopic economic behaviors offers a new 
way to approach the issue given the empirical evidence 
of the endogeneity of the individual’s planning horizon. 
The fact that one’s time horizon is affected by his liv-
ing conditions and economic prospects shows reveals a 
vicious cycle, where shortsighted behavior and poverty 
reinforce each other.

“Interventions which improve the 
economic prospects of the poor led 

to a substantial increase in his time 
horizon.”
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These results point out just how crucial it is to know 
why behavior changes in order to promote lasting 
change. An economic intervention can affect asset ac-
cumulation both through its direct economic impact, 
but also through a behavioral impact, which embraces 
all changes in preference, aspirations or attitudes that 
will in turn affect economic decisions. Depending on 
the intervention, the behavioral impact may be positive 
(an increase in patience or aspirations), or negative (an 
increase in passivity or moral hazard). Improving the 
design of future interventions requires a deep under-

standing of both the economic and behavioral impact 
of the interventions. While most research has evaluated 
the economic impact, little is known about the behav-
ioral effects. By better understanding the behavioral 
changes, which can have a multiplier effect, we can bet-
ter design policies that make the best use of this mecha-
nism. 

This research shows the positive side-effect of poli-
cies that encourage asset accumulation: the behavioral 
change that goes with it enhances the long term ben-
efits. Hence, policies such as matched savings and Indi-
vidual Development Accounts, which offer a match at a 
fixed rate on savings towards the acquisition of assets, 
should be encouraged and further explored. 
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The BASIS AMA Innovation Lab is a virtual institute hosted at 
the University of California Davis comprised of researchers from 
around the globe that aims to improve the agricultural com-
petitiveness and quality of life of the rural poor in the develop-
ing world through policy-relevant research that is dedicated to 
improving access to resources and enhancing the operation of 
markets. 

For more information, please contact basis@ucdavis.edu.

“These results point out just how crucial 
it is to know why behavior changes in 

order to promote lasting change.”


