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Disclaimer

Dr. Richard lles is not a financial adviser. You should
consider seeking independent legal, financial, taxation
or other advice to check how this information relates to
your unique circumstances.
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How Australians Pay
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Outline

Argument

There exists a need to raise awareness of the societal challenges
associated with the use of technoloqy and financial credit in
Australia and facilitate public debate of the need for further
education and requlation.

Structure

1. Is there a problem? — empirical

2. Is there a problem? — behavioural theory

3. Ways of thinking about personal budgets — practical suggestions
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1. Is there a problem? empirical

ASIC Buy-Now Pay-Later (BNPL) survey October 2019.

* 21% (~400,000 people in 2020) BNPL customers “missed a payment in the past 12-months”

 20% (~400,000 people in 2020) BNPL customers “cut back or went without essentials — to
make payments.

* 15% (~280,000 people 2020) BNPL customers “had taken out an additional loan”.

Over representation of young people (aged 18-29) in all three categories.
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1. Is there a problem? empirical
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Structure

2.

Is there a problem? — behavioural theory
. Dual Processing
Il.  Framing

I, Loss Aversion
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2. Is there a problem? Behavioural theory

A. Dual processing theory

. System 1 (Autonomous Mind)
. System 2 (Reflective Mind)

Decisions made using System 1 are often made quickly based on heuristics (i.e.
rules of thumb) and impulses.

Decisions made using System 2 are often made deliberatively based on a fuller
consideration of available information.
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2. Is there a problem? Behavioural theory

B. Framing

Choices can be presented in a way that highlights the positive or negative
aspects of the same decision, leading to changes in their relative
attractiveness....

Different types of framing approaches have been identified, including

i.  risky choice framing (e.g. the risk of losing 10 out of 100 lives vs the
opportunity to save 90 out of 100 lives),

ii. attribute framing (e.g. beef that is 95% lean vs 5% fat), and

iii. goal framing (e.g. motivating people by offering a $5 reward vs imposing a $5
penalty) (Levin et al., 1998).

https://www.behavioraleconomics.com/resources/mini-encyclopedia-of-be/framing-effect/

Levin, I. P., Schneider, S. L., & Gaeth, G. J. (1998). All frames are not created equal: A typology and
critical analysis of framing effects. Organizational Behavior and Human Decision Processes, 76, 149-

188.
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2. Is there a problem? Behavioural theory

B. i) Loss Aversion

A tendency for people to value a loss (negative valuation)
disproportionately relative to an equal gain (positive valuation).
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3. Ways of thinking about personal budgets

Who's responsibility to manage household

finances?

Government?
Visa / Afterpay?

Individuals?
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3. Ways of thinking about personal budgets

What motivates me to stick to a budget?
What is going to help me stick to a plan?
Rewards?

Goals?

Accountability?
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3. Ways of thinking about personal budgets
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3. Ways of thinking about personal budgets

www.stickk.com
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Structure

3. Ways of thinking about personal budgets — practical suggestions
l. How we think about consumption.
Il.  Feeling the loss.
Ill.  Monitor spending
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3. Ways of thinking about personal budgets

. How we think about consumption.

“The way we should think about opportunity cost of money is that when
we spend money on one thing, it’'s money that we cannot spend on

something else, neither right now, or any time later.”

- Dan Ariely, author of Dollar and Sense

https://research.stlouisfed.org/publications/page 1-econ/2019/10/01/money-and-
missed-opportunities
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3. Ways of thinking about personal budgets

. How we think about consumption.
Trade-offs
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3. Ways of thinking about personal budgets

. How we think about consumption.

Relative vs Real valuation

Image you are buying an expensive item. As part of this purchase
decision, there are other separate but related goods that need to be
bought. How do you value these other goods?

Relative valuation compares the value of these ‘other separate but related
goods’ relative to the value of the expensive item.

Real valuation compares what could be bought instead of the ‘other
separate but related goods’ with the same money. (trade-off)
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3. Ways of thinking about personal budgets

. How we think about consumption.

Relative vs Real valuation

By presenting option B), respondents’ willingness to buy the entertainment video
decreased from 75% to 55%

Frederick, S.; Novemsky, N.; Wang, J.; Dhar, R. and Nowlis, S. "Opportunity Cost Neglect." Journal of Consumer
Research, 2009, 36(4), pp. 553-61; 04




3. Ways of thinking about personal budgets

Il. Feeling the loss.

Use cash were possible & set yourself a ‘hard’ budget constraint (i.e. $20
discretionary spending).

1. Don'’t carry cards
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3. Ways of thinking about personal budgets

lll. Monitor spending.

“Visa & MasterCard
transactions, including

contactless transactions
will incur a 0.5% surcharge.”

E.g: $350 bill ~ $1.75 surcharge.

>
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3. Ways of thinking about personal budgets

lll. Monitor spending.

1. Shop with a list
Grocery shopping ~17%
of weekly household

expenditure in Australia
(ABS, 2019)

* Helps to reduce
impulse buying; and

* Promotes healthier
eating.
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3. Ways of thinking about personal budgets

lll. Monitor spending.

2. Keep and record expenditure for 1-month
where does your money actually go?
how much discretionary spending do | make?

3. Review plans against usage periodically & ‘go to market’
a) phone & internet

b) car & home insurance
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3. Ways of thinking about personal budgets

ll. Monitor spending. Joe Pinsker, September 7 2018, The Atlantic
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3. Ways of thinking about personal budgets

Summary

1. Set a Goal and identify a mechanism to help make it stickK

2. Remember to think in Real valuation terms

3. Use Cash: i) feel the pain, ii) help to track expenditure against a budget
4. Grocery shopping with a List: i) reduces impulsive buying, ii) eat healthier
5. Monitor your Spending: i) track it for a month, ii) review contracts
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Resources

* https://www.anz.com.au/about-us/sustainability-
framework/financial-wellbeing/moneyminded/

(Berry Street, Smith Family & Brotherhood of St. Laurence
supported)

e https://www.ato.gov.au/Individuals/Lodging-your-tax-return/Tax-
Help-program/

(Free Tax advice through the Australian Tax Office)

* https://moneysmart.gov.au/covid-19/financial-assistance
e https://moneysmart.gov.au/covid-19/living-on-a-reduced-income




Questions





