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What is a circular versus time 
orientation?  

• A philosophical orientation that helps to teach 
values? 

• A positive theory describing consumer 
preferences and behavior? 

• A normative characterization of how decisions 
should be made to achieve some ends (either 
private or social)? 



Philosophical? 

• This is primarily how circular thinking is framed 
outside of this paper 

• But it is not clear this is purely West versus East 
• Ancient Greeks and Hebrews talked about cycles 

of time 
• May be reflective of western ideas emerging in 

European Enlightenment with its focus on 
individual initiative and progress 

• But, at least to economists I have talked to no 
direct implications for savings behavior 



Positive: How decisions are made? 

• Is circular time consistent with standard economic 
model of discounting Σ𝛽𝑖𝑢 𝑐𝑖 ? 

• A model of discounting in a stochastic but stationary 
environment can be collapsed into a series of static 
decision rules. 𝑉 𝑎1 = 𝑢 𝑐1 +
𝛽𝑉 𝑎2 + 𝑦1 − 𝑐1 . This seems to fit circular idea.  

• OLG models in models of economic growth have a 
strong cyclical element 

• But these are analytical conveniences to handle linear 
time not circular orientation per se.  

• But stationary/non-stationary might map into 
traditional versus growing economy 



Normative: A characterization of how 
decisions should be made? 

• Reminiscent in a way of behavior economics literature 
on naïve versus sophisticated hyperbolic discounters 

• Certainly resonates with financial advisors. We ask 
them to provide information on how to best achieve 
ends that we define. 

• Also reflects idea the that teaching economics is not a 
positive exercise but a normative one (e.g. opportunity 
cost). 

• But not clear if cyclical thinking is making people more 
“sophisticated” as much as providing a rule of thumb 
that mitigates losses for naïve consumers.  



Thoughts on how one might motivate 
a circular rule of thumb 

• Key aspect of prompting is “goal orientation” 
versus “what you save today you will save 
tomorrow”.  

• In describing a simple model of savings standard 
life-cycle models treat savings as substitutes—
e.g., stock of savings reflects contributions at 
different points of time. 𝑢 𝑐1 + 𝛽𝑢 𝑐2 +
𝑉(𝑠1 + 𝑠2) 

• But the cyclical prompting suggests that savings 
at different points are economic complements 



How do we make sense of this? 

• In a standard model additive separability of utility over 
consumption at different points of time 𝑢 𝑐1 +
𝛽𝑢(𝑐2) 

• But with habit persistence  consumption at different 
points becomes complementary 𝑢 𝑐1 + 𝛽𝑢(𝑐2 −
𝛼𝑐1) 

• Since savings is income minus consumption then 
savings is also complementary 

• Thus if people have difficulty assessing habit 
persistence (lots of evidence on this) then the cyclical 
prompting could be effective in improving ex post well-
being  



Relation to human capital 

• Is increased savings in the samples really so 
desirable? 

• These are mostly students who are investing in 
human capital.  Perhaps they are saving more but 
worse off (the problem with rules of thumb)? 

• Is goal orientation versus habit persistence really 
different in East and West? 

• Evidence on extension of years in primary 
education shows substantial goal oriented 
behavior in China (Eble 2013) 


