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Is a monetary incentive a feasible solution to
some of the UK’s most pressing health concerns?

ALEX HAINES"

A monetary incentive is not always the key to &life's problems. It can only take us so
far. When it comes down to morals and ethics tleeafisnoney can become a very
complicated tool to implement, for example how gan price someones intrinsically moral
decision to donate an organ? This essay will ltake effect a monetary incentive could
have on three pressing issues which the UK fadessity, blood donation and
alcohol/smoking addiction. Using behavioral ecormtheory such as loss aversion, moral
hazards and intrinsic motivation not only can wguarwhy money doesn't always intice
but also how another solution may exist.

Standard economics would tell us that people avayd motivated by money and that a monetary
incentive would therefore encourage a person teathoething. Behavioral economics however, gives
the insight that money doesn’t always motivate feeapd that there are underlying factors that need
be addressed when encouraging motivation. Thig/esiddook at three issues where a monetary
incentive could encourage people to make the ‘rofloice’ and look at behavioral economics theories
such as people’s reactions to loss aversion, pstnedion and intrinsic actions to see if a finahci
reward will make a difference and whether a bedlrnative exists.

The three issues | have chosen are obesity, labloofl donations and alcohol/smoking addiction.
These three issues are of important concern toJkhas they put financial strain on the NHS and are
decreasing the life expectancy of many people. Aegoncentive is an interesting solution to the
problems as there is such a conflict of result tiatwould happen according to standard economic
theory and behavioral economic theory. This essdyaddress both theories to see if money incestive
are a feasible solution to these problems.

Tobacco and alcohol are two demerit substancesciety, whereby their consumption creates
negative externalities. They are widely consumethlye numbers and the figure of people suffering
from illnesses related to the two substances i®asing. Alarming figures show a consistent inaeans
deaths by alcohol. Since 1990 it has increased #023 to 9031 in 2008. This is a 100% increase in
alcohol related deaths in the last 20 years. Sngodtiatistics show similar results with over 90%unfg
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cancer deaths resulting from smoking. People coeduth substances because they are addictive but
would a monetary reward act as an incentive to tvant people’s addictions and reduce consumption?

The idea is that a person signs up to a schemeevitieevery month they go without drinking or
smoking they receive a monetary payment. Every mth person will be given two days notice of a
random screening to see if they have been smokidgrking, if the screening shows they have then
they will not receive the payment. An importanttfecremember is that studies show that the mgjorit
of smokers and drinkers tend to be poor. This ¢abse it is a cheap way to relief stress and these
people are not as aware of the long term damagedtusing. A monetary incentive for this group of
people could therefore make a big difference and $teonger incentive for them to give up smoking o
drinking.

There are however several problems with this sché&imgt of all the scheme could definitely cause
moral hazards whereby people start smoking andkidgrto get put on the scheme just to get the
payment. Secondly there are practical difficulassociated with ensuring the screening tests are
efficient. Finally the problem with alcohol and smlwo consumption is that because people are addicte
their utility from consuming the good is extremaigh thus a monetary incentive would have to be
sufficient to provide an equal amount of utility.

Apart from monetary payments what else could demaéhe consumption of alcohol and tobacco?
One problem is that people who smoke or drink tendiscount the future. Behavioral economics tells
us that people who ‘discount the future’ are manecerned about their utility in the present thagirth
future utility. The effects of smoking and drinkiage long term with no immediate negative shorhter
effects. People may continue to consume these goottgey are more worried about their currenttutili
than their future utility. Such people underestientiie consequences that will occur in the futuewyH
to overcome this? One method is to make sure ggtlp are made aware of the ‘right’ statistics.elak
smoking for example, a case study showed that aamomno smoked a pack a day since she was 14 till
she was 42 put her chances of getting lung candeimal00. Many smokers may be willing to take the
risk, however if given the statistic that 90% afigucancer deaths are smoking related this is faemo
likely to have an impact on a person’s choice obkimg. The success of the scheme would entirely
depend on how much people discount the future, toquortray the significant loss of utility will ba
the future and what approach people take to risk.

The second issue this essay will address is gh&3itesity has become an increasingly pressing
issue over the past few years. The 2009 NHS statistport shows that 61% of all adults are
overweight with 24% of that statistic counting drese and 2% counting for morbidly obese. This is a
pressing issue as being overweight is detrimeatpebple’s health. It also puts monetary pressare o
the NHS to supply time and effort to treat thesegbe Such an important issue seems to have asimpl
solution which is to eat healthily and exerciseutagy, but people are failing to do this. A newgimn
currently being tested by the NHS is to pay peojpléo £425 to lose weight.
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The scheme is very simple, a person is rewardedretary payment for every target weight |
met. For example a person would receive £425 &ingp50Ib and only a £70 payment for losing 1
Many people argue this will cost the NHS more moridys nay be true in the short term but it wo
out not to be true in the long run because for gtaran operation on the heart caused by obesitg
the NHS between £5000 to £20000. So the idea adcheme is to prevent these |-term costs from
occurring But will this monetary incentive encourage pedplése weight and even if it does is thel
simpler, cheaper way.

If an overweight person was told that they wouldjlven £425 when they lose some weight the
is likely many will agree to such cheme, but would this actually make them lose weigbhavioral
economics tells us the main issue with people grynlose weight is procrastination, people war
lose weight but simply cannot be bothered or hoddfi So first of all the scheme n see people
starting to lose weight but then after a while geapll hold off losing weight and then stop allgether
when they see that the £425 isn’t worth the effsrit is not going to make a difference. A solutiene
could therefore be to pumipeople for not meeting the weight target. Fomgxa a person coul
deposit a sum of money with the NHS and if thel/ttameet targets they stand to lose money insbé.
being rewarded. A very simple example of this iagbice is demonstrated in ase study shown in the
book Nudge. A student is struggling to find the iviation to write his thesis. A lecturer makes alc
with a student that the first day of every month student must place a $100 check on the lectt
desk. If he does not hamda chapter of the thesis by the end of the mtmHecturer will cash th
check and he will lose the money. By the end offtlee months the student had completed his e
and never missed a deadline. Originally the studestputting off completir his essay, but when he
stood to lose something he became much more wilirdp the essay. This shows people are
adverse meaning that a loss of £100 will caus#yutd fall by a greater amount than the rise iifityt
resulting from a gain in £10 This can be represented on a diag
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The y-axis represents utility and th-axis represents wealth. If a person gains £10énf®ting theil
weight target their utility rises to U1. If howevaiperson loses £100 for not meeting their weiatget
their utility drops to U2, as you can see the droptility to U2 is far greater than the gain of Uhe
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constant fear of losing money will act as a stromogntive to continue losing weight. However it kb
be argued that because people are so verse that the risk of not meeting the weight tacgelld be
enough to not join the scheme at

What about a solution that doesn’t require any rtengencentive at all. Behavioral economics t
us that a person is less likely to change if tirgypart of a ‘social norm’. In this case if everyost
overweight in a person’s community it is less hk&iey will want to want to lose weight, as theg
part of the social norm. If however the personivel a letter from the NHS stating they are weight
and then goes on to say how much they are abovageséhen they may feel more prone to exer:
This will make the person more likely to exerciagthey may now feel no longer part of the sc
norm when compared to the wider community. Anr behavioral economic theory worth considetr
is the meraneasurement effect. The m-measurement effect states that if a person saysatieegoinc
to do something it is more likely that they will doA study showed that if a person is asked e
before an election ‘will you vote?’ the increasahie amount of people who vote increases by (
25%. Taking into account this theory the letteregivo people who are overweight should inclu
questionnaire that makes people plan out theirogse routine over the next few months. A face to f
interview may also be used to reinforce a pe's commitment to weight lo¢

The final issue this essay will addres will a monetary incentive increase the amount obdl
donations in the UK. The donation of blood is ayMenportant aspect of modern day medicine.
only does blood go towards saving lives but ils®aised in medical science to help the researd
development of some threatening illnesses. Howneeprocess of giving blood is completely volunt
and relied upon by people’s altruistic actions,ahhmeans the demand for blood is consiste
exceeding the supply. Would a monetary paymeneate the amount of blood donations each
thus decreasing the gap of demand and su

According to standard economic theory the answarsisnple yes. Like an increase in wages wi
see more supply for a certain job a monetary paymenld see a hicer supply of people willing t
give blood. This can be shown on a simple diag
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The diagram shows people who can supply blood {8 )aiantity of blood supplied with a monetary
payment of zero at point Q1, the introduction ofi@enetary payment to P1 would increase quantity
supplied from Q1 - Q2.

But there are problems with this method. Behaviecanomics says that people either act
extrinsically or intrinsically. An extrinsic actids the exchange of a person’s time and efforafor
monetary payment. Intrinsic actions see the exahéegween a person’s time and effort for internal
motivation. The problem with paying people to gbleod is the fact the action of giving blood now
becomes an extrinsic action. Therefore people vave @plood intrinsically will feel less prone to go
now a monetary payment is being awarded. Thislisctcantrinsic crowding out. The theory behind this
is that people feel it is ethically wrong to beigidor an altruistic action and will therefore natipply
their blood. A report by Nicola Lacetera and Mavlarcis (2009) showed that in an Italian town 13.5%
people would stop giving blood if they were paitieTconclusion of their findings was that peoplé¢ fel
they were being ‘paid’ to give blood not ‘rewardekli the UK if you give 50 pints of blood you are
awarded with a certificate that details the pers@@nerous donations to the NHS. For many people
who give blood this document is worth more than amopetary payment. So the issue here is will the
offering of a monetary payment increase the amotipeople willing to give blood extrinsically more
so than a decrease in the people who gave intailhsiSecondly there is the issue of what pricedt?

If the price is set too high then blood donatioosld be seen as a profitable venture and peopliel cou
lie about their habits, such as drug abuse thuglging tainted blood, which would cause some sexiou
problems if used. If the price is set too low thieis may not motivate people enough to give blood b
at the same time will discourage people who gatrensically thus decreasing supply of blood.

Unlike the two examples above with blood donatipesple are getting a monetary reward for
helping others not for helping themselves. This@utvhole new angle on people’s money motivations,
whereas before the monetary incentive was a mddmgpooving a person’s lifestyle now the monetary
payment is simply there to encourage you to hefetpp One non-monetary way of increasing blood
donations is to make it so it seems the persostiing something back from doing it. For example ad
campaigns that focus on the fact that the blooddanate could go to save someone close to you.

In conclusion it is fair to say that a simple miamg incentive is not enough to motivate people nvhe
considering behavioral economics theories. Prao&sin, loss aversion, moral hazards and intrinsic
actions are all factors that need to be considetezh using money to influence a person’s actiams. |
some cases a monetary incentive can actually ntetpeople to make the wrong choice such as taking
up smoking to be put on a scheme to get paid t gugiving contaminated blood for money. So with
all things considered it is fair to stand by thdlweed saying of ‘Money complicates things’.
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