
 186 Journal of Economic Perspectives

 Figure 2

 Non-Exponential Discounting.
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 Source: Ainslie (1975).

 demonstrated, if the discount rate declines over time, then people will always consume

 more in the present than called for by their previous plans.

 The problem of dynamic inconsistency raises questions about consumer

 sovereignty. Who is sovereign, the self who sets the alarm clock to rise early, or the self

 who shuts it off the next morning and goes back to sleep? It is instructive that we

 normally see the far-sighted self take actions which constrain or alter the behavior of

 the myopic self. Dieters pay money to stay on "fat farms" whose main appeal is that

 they guarantee to underfeed their guests; alcoholics take antabuse which causes

 nausea and vomiting if they take a drink; smokers buy cigarettes by the pack (rather

 than by the carton which is cheaper). And, though no longer fashionable, for many

 years Christmas clubs were extremely popular in the U.S. These savings plans offered

 the unusual combination of inconvenience (deposits were made in person every week),

 illiquidity (funds could not be withdrawn until late November), and low interest (in

 some cases, zero interest). Of course, illiquidity was the Christmas club's raison d'etre

 since customers wanted to assure themselves of funds to pay for Christmas presents.

 Recognizing the limited ability of conventional decision models to account for

 self-binding behavior and other forms of intrapersonal conflict, a number of authors

 have proposed models that view economic behavior as an internal struggle between

 multiple selves with conflicting preferences (Ainslie 1975, forthcoming; Elster, 1979;

 Schelling, 1984; Thaler and Shefrin, 1981; Winston, 1980).

 Magnitude Effects

 The effect of magnitude on the discount rate is as strong as the effect of time

 delay. In both the Thaler and Benzion et al. studies using hypothetical questions, the

 implicit discount rates declined sharply with the size of the purchase. A similar result

 has been observed by Holcomb and Nelson (1989) over a small range of actual

 payoffs, $5-$17. Also, the very high discount rates observed for relatively small
 hypothetical rewards were obtained by Horowitz (1988) for an actual payoff of $50.
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