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One BE insight referred to as the Dunning-Kruger effect describes how people 

over-estimate their knowledge and capabilities and do so even more when they 

have limited knowledge. People may overestimate their understanding of the complex 

calculation regarding the relative costs and benefits of renting versus buying. People 

think of rent going to someone else and being wasted but they neglect to consider 

that mortgage interest is also similarly going to someone else. They also neglect to 

consider factors such as the potential returns on alternative investments for the 

equity in their home, real estate transaction costs, how long they plan to stay, taxes, 

insurance, and maintenance.  

In the long run, the cost of renting versus buying should be equal as people switch 

to the cheaper option; for example, driving down home prices and driving up rental 

prices. But representativeness bias, where people assume current conditions will 

continue uninterrupted in the future, optimism, and fear of missing out are creating a 

home ownership hysteria and a real estate market bubble. 

Unfortunately, the global financial crisis demonstrated that housing could drop in 

value even faster than it rises, leaving many to abandon their homes along with their 

mortgages. Having leverage in the form of a mortgage means that the decline in value 

could easily exceed the entire down payment and all of the equity in the home. But 

that was over a decade ago and memories seem to be short.  

The growth in real estate prices sees crucial ties with the aforementioned k-shaped 

recovery and growing income inequality. While some people splurge on property 

speculation and see their financial assets rise in value, members of lower income 

segments lacking financial assets are seeing home affordability disappear. Home 

buyers need to consider the risks as well as all of the costs and benefits. Lenders and 

policy makers need to address emergent risks in the new normal. 



Conclusions – in the new normal, our 

traditional assumptions are seriously 

outdated 

Credit in the new normal reflects changes in how and why we use credit. 

These changes create new risks and challenges. We need to go beyond 

traditional economic statistics and perspectives and leverage the insights 

of BE to understand why these changes are occurring before we can 

propose solutions.  

Lenders need to be aware that assumptions in credit risk models need to 

be re-evaluated. Policy makers need to address excessive risk-taking for 

some and the changes that make it more difficult to establish a pathway 

to financial well-being for the financially vulnerable. Consumers need to 

understand the risks to their financial well-being in the new normal. By 

recognizing the changed conditions and consciously considering how the 

new normal may be affecting decisions and behavior, we can enhance our 

financial and overall well-being. 
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We found that consumers were more apt to be moved to action when 

their attention was focused on immediate, tangible benefits of the 

free upgrades that would help to make their day-to-day lives more 

comfortable (e.g., a quieter furnace, a warmer home, brighter LED lights, 

etc.) even while the longer-term benefits of program participation, in the 

form of energy savings, take time to materialize. 

In another example, encouraging credit card borrowers to pay off 

small purchases makes improvement tangible and creates a 

rewarding perception of progress. 

Given that there is often a long runway to many credit journeys, 

behavior change efforts need to make use of a combination of 

interventions – some that clarify the decision, and others that reward 

and reinforce small steps in a meaningful way.



   21





https://s3.amazonaws.com/cfsi-innovation-files-2018/wp-content/uploads/2020/10/26135655/2020PulseTrendsReport-Final-1016201.pdf
https://www.forbes.com/sites/ronshevlin/2020/11/22/the-24-billion-buy-now-pay-later-battle/?sh=a0a52572f53d
https://www.forbes.com/sites/ronshevlin/2020/11/22/the-24-billion-buy-now-pay-later-battle/?sh=a0a52572f53d


https://www.forbes.com/sites/ronshevlin/2020/11/22/the-24-billion-buy-now-pay-later-battle/?sh=a0a52572f53d
https://www.cardify.ai/reports/buy-now-pay-later
https://www.acrwebsite.org/volumes/v46/acr_vol46_2412083.pdf
https://www.acrwebsite.org/volumes/v46/acr_vol46_2412083.pdf
https://onlinelibrary.wiley.com/doi/abs/10.1111/jasp.12072
https://www.hbs.edu/ris/PublicationFiles/21-060_77e85b9a-f320-407d-9dad-ed5da9ae1972.pdf


https://www.acrwebsite.org/volumes/v44/acr_vol44_1021575.pdf


https://www.ncbi.nlm.nih.gov/pmc/articles/PMC3949005/
https://www.researchgate.net/profile/George_Loewenstein/publication/2539708_Projection_Bias_in_Predicting_Future_Utility/links/5558b80b08aeaaff3bf98965/Projection-Bias-in-Predicting-Future-Utility.pdf






https://s3.amazonaws.com/cfsi-innovation-files-2018/wp-content/uploads/2020/05/08193731/AARPF_TechAdoption.pdf
https://s3.amazonaws.com/cfsi-innovation-files-2018/wp-content/uploads/2020/10/26135655/2020PulseTrendsReport-Final-1016201.pdf
https://s3.amazonaws.com/cfsi-innovation-files-2018/wp-content/uploads/2020/10/26135655/2020PulseTrendsReport-Final-1016201.pdf
https://www.marketresearchintellect.com/product/global-artificial-intelligence-in-fintech-market-size-and-forecast/


http://spinup-000d1a-wp-offload-media.s3.amazonaws.com/faculty/wp-content/uploads/sites/48/2019/06/LicensingEffectinConsumerChoice.pdf
https://www.financialplanningforcanadians.ca/financial-planning/why-do-we-procrastinate-on-building-a-financial-plan


https://gflec.org/wp-content/uploads/2015/03/Keller-paper-JCPS241.pdf
https://rdcu.be/2rGV
http://www.jstor.org/stable/29783784
https://www.researchgate.net/publication/4820576_Saving_or_Retirement_on_the_Path_of_Least_Resistance


https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.834.9208&rep=rep1&type=pdf


https://www.researchgate.net/profile/George-Loewenstein/publication/227358519_The_Red_and_the_Black_Mental_Accounting_of_Savings_and_Debt/links/0912f50e4477ae38d2000000/The-Red-and-the-Black-Mental-Accounting-of-Savings-and-Debt.pdf
https://gflec.org/wp-content/uploads/2015/03/Keller-paper-JCPS241.pdf


http://www.iot.ntnu.no/innovation/norsi-pims-courses/huber/Ryan&Deci(2000).pdf






https://www.payments.ca/sites/default/files/paymentscanada_canadianpaymentsmethodsandtrendsreport_2020.pdf
https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.719.9522&rep=rep1&type=pdf
https://academic.oup.com/jcr/article-pdf/39/6/1330/5165963/39-6-1330.pdf
https://www.statista.com/statistics/534123/e-commerce-share-of-retail-sales-worldwide/
https://isolate.norton.com/?url=https%3A%2F%2Fnewsroom.ca.paypal-corp.com%2Fnews%3Fitem%3D122588


http://wallethacks.s3.amazonaws.com/research/Effects-of-Payment-Mechanism-on-Spending-Behavior.pdf
https://www.researchgate.net/profile/George-Loewenstein/publication/227358519_The_Red_and_the_Black_Mental_Accounting_of_Savings_and_Debt/links/0912f50e4477ae38d2000000/The-Red-and-the-Black-Mental-Accounting-of-Savings-and-Debt.pdf


https://pubsonline.informs.org/doi/pdf/10.1287/mnsc.2018.3195
https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.295.7703&rep=rep1&type=pdf


https://pubsonline.informs.org/doi/pdf/10.1287/mnsc.2018.3195
https://pubsonline.informs.org/doi/pdf/10.1287/mnsc.2018.3195


https://www0.gsb.columbia.edu/mygsb/faculty/research/pubfiles/1200/goalgradient.pdf
https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.719.9522&rep=rep1&type=pdf
http://www.economiapsicologica.com.br/wp-content/uploads/2009/05/thaler-mental-accounting-and-consumer-choice.pdf




https://www.economist.com/finance-and-economics/2021/04/08/house-prices-in-the-rich-world-are-booming
https://www.bankofcanada.ca/2021/05/financial-system-review-summary-2021/#:~:text=The%20Canadian%20financial%20system%20proved
https://www.bankofcanada.ca/2021/05/financial-system-review-summary-2021/#:~:text=The%20Canadian%20financial%20system%20proved
https://www.imf.org/en/Publications/GFSR/Issues/2021/04/06/global-financial-stability-report-april-2021
https://www.economist.com/finance-and-economics/2021/04/08/house-prices-in-the-rich-world-are-booming
http://zillow.mediaroom.com/2021-04-06-Zillows-2021-Mover-Report-The-Opportunity-Emotion-and-Trends-Behind-the-Great-Reshuffling
https://www.economist.com/graphic-detail/global-house-prices


https://www.economist.com/special-report/2020/01/16/owner-occupation-is-not-always-a-better-deal-than-renting
https://link.springer.com/article/10.3758/s13423-017-1242-7


http://www.uvm.edu/pdodds/teaching/courses/2009-08UVM-300/docs/others/everything/asch1955a.pdf
https://psycnet.apa.org/record/1999-11737-006
https://www.economist.com/graphic-detail/global-house-prices
https://www.economist.com/graphic-detail/global-house-prices


https://www.econstor.eu/bitstream/10419/200274/1/102987607X.pdf
https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.528.2013&rep=rep1&type=pdf
https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.528.2013&rep=rep1&type=pdf
http://psy2.ucsd.edu/~mckenzie/TverskyKahneman1983PsychRev.pdf
http://psych.fullerton.edu/mBIRNBAUM/psych466/articles/Tversky_Kahneman_JRU_92.pdf
https://selfdeterminationtheory.org/wp-content/uploads/2014/04/2013_PrzybylskiMurayamaDeHaanGladwell_CIHB.pdf
https://www.advisor.ca/news/industry-news/letter-a-short-article-on-irrational-investors/
https://www.emerald.com/insight/content/doi/10.1108/RBF-02-2013-0009/full/html




http://www.sakkyndig.com/psykologi/artvit/nickerson1998.pdf


http://ruccs.rutgers.edu/images/personal-zenon-pylyshyn/docs/TreismanReadings/06-Kahneman-2003.pdf




https://academic.oup.com/jcr/article-abstract/45/1/68/4600084
https://academic.oup.com/jcr/article-abstract/45/1/68/4600084
https://www.acrwebsite.org/volumes/v44/acr_vol44_1021575.pdf
https://kuscholarworks.ku.edu/bitstream/handle/1808/17770/PyoneJ_JMR_48(3)532.pdf;sequence=1
https://rdcu.be/2rGV
http://ww.andreisimonov.com/Microstr_PhD/NaiveDivStrat.pdf
https://www.jstor.org/stable/24910589


Unanswered Questions 

There remain many unanswered questions. While the behavioral economics lens 
can illuminate the path forward, innovation and experimentation are required to 
develop and measure the effectiveness of new approaches to managing credit 
in the New Normal. 

Important questions include: 

• What proportion of our population is experiencing a scarcity mindset, and 
how do we identify consumers who need help given the present bias and 
tunneling that this mindset can bring about? 

• Will scarcity mindset persist in intensity, or will the eventual cessation of the 
threat from COVID-19 reset our views?  

• As Buy Now, Pay Later products become more common, what expenditures 
will customers still prefer to Buy and Pay for Now? 

• What is the relative priority that consumers assign to credit and debt 
management behaviors compared to other key financial behaviors, and 
how can this be leveraged to develop an app to help with credit and debt 
management? 

• Will the proliferation of specialized personal finance apps continue, will more 
holistic apps emerge and become popular, or will new means of managing 
personal finance through technology solutions take the fore? 

• What makes payments more or less visible?  

• Will the intangibility of payments continue to bias consumer decision making 
or will individuals adapt to this ephemeral reality? 

• What is the difference, in terms of both mindset and behaviors, between 
cultures where home ownership is the norm and those where it is not? 



• How will the emergent trends endure and how will they evolve? 

• How can we moderate the current extrapolative price expectations and 
slow real estate speculation to allow a smooth transition to more realistic 
prices and support home affordability? 

• Which of our current policies and strategies are highest in the priority list 
for alteration given the changes to how credit is perceived and used? 

• How cognizant are consumers of the shifting credit landscape and how 
their individual behavior fits into the bigger picture? 

• What strategies should financial institutions be taking to ensure that 
consumers can make credit decisions that enhance well-being? 

• Can we incorporating behavioral indicators into credit adjudication and 
risk models to increase their effectiveness? 

• How should policy makers construct regulatory frameworks that consider 
the dynamic changes in credit in the years to come? 

• How can we immunize our economy against future global pandemics? 

Applying a behavioral economics lens helps us to ask new questions 
about human behavior that have never been explored before. By 
working in partnership with financial institutions, policymakers, and 
other interested parties, the BEworks’ Research Institute can help to 
shape a new perspective on Credit in the New Normal that is grounded in 
fundamental knowledge regarding financial decision-making and behaviour. 
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