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Hassles versus Prices
How can subsidized health products best target those who value them?

Benjamin A. Olken, MIT

Suppose a government or non-governmental organization has a valuable health product, such as bed nets to
prevent infection by malarial mosquitoes or hand soap to prevent the spread of disease, and it wants to distribute
this product to those who need it. The problem is that not everyone needs or will use the product. Thus, if the
organization gives the product away for free, a substantial amount may be wasted. On page 889 of this issue,
Dupas et al. show that introducing small hassles, such as visiting a store each month to redeem a voucher, can be
a much more effective way of reducing wastage than introducing prices.

Many organizations and governments price even heavily subsidized goods in an effort to screen out those who
would not use the product. The idea is that those who would not use a product value it less and would therefore
not buy it once it is priced. However, if the product is needed most by the poor, those who need it the most may
no longer be able to afford it. Several studies have found that raising prices for these types of goods substantially
reduces take-up, but does not dramatically change usage rates among those who obtain the product (2-6). In
short, charging a price screens out people not just based on how much they will use the product, but also based
on income.

Dupas et al. aimed to find an alternative way to eliminate wastage without charging a monetary price, and
thus discouraging the very poor. In their experiment, they compare three mechanisms for distributing a chlorine
solution in Kenya used to treat household drinking water: giving the chlorine away for free door-to-door to those
who want it; offering people at their doorstep the option to buy chlorine at 50% off the retail price; or giving
them a voucher that can be redeemed each month for free chlorine at a nearby shop. The key idea of the third
mechanism is that going to the shop is a small hassle, requiring time (scarce for both poor and rich) rather than
money (particularly scarce for the poor).

The experimental findings show that this type of small hassle can work. Requiring households to redeem the
vouchers every month reduces the amount of chlorine given out by 60 percentage points compared to the free
distribution group. Yet, the share of households actually using the chlorine falls by only 1 percentage point:
32.9% of households in the voucher group had water that tested positive for chlorine, compared with 33.9% in
the free distribution group. Vouchers dramatically reduce wastage with only miniscule reductions in usage.

Charging a co-pay price, by contrast, screens out more households that would actually have used the product.
Only 12.4% of the households offered chlorine at 50% off the retail cost had water that tested positive for
chlorine. Poorer households that may have used the chlorine under the voucher or free distribution treatment
were screened out by the co-pay price.

The idea that time costs can be used to help target the poor is not limited to subsidized health products. The
basic theoretical idea is that whereas money is particularly scarce for the poor, time is not, and so time costs can
be used to screen (7). This does not imply that the poor do not value their time—of course they do—but rather
that the relative trade-off of time versus money is different for the poor, precisely because money is relatively
scarcer than time for the poor.

For example, in an experiment in Indonesia, my coauthors and | found that in villages where people had to
come to a government office to apply to be screened for a cash transfer program, the resulting group of program
recipients was poorer on average than in villages where government representatives automatically screened all
potential recipients at home (8). The logic in that case was slightly different than in Dupas et al.’s study, but the
result was the same. In the Indonesia transfer program, middle class people knew that they were unlikely to pass
the screening test, whereas poor people thought they would be likely to pass. When faced with a hassle cost—
having to go to a government office and wait to be screened—those who did not expect to get the benefits, the
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middle class, self-select themselves out. But if the government comes to your house to give you the screening
test at your doorstep, the cost of being screened is essentially zero, so even the middle class figure they might as
well try — and since the formula is imperfect, some may wrongly qualify for benefits.

Other types of government benefit programs similarly use time costs to try to select just the poor for
assistance. Workfare programs, such as the Works Progress Administration (WPA) in the United States during
the Great Depression or the Mahatma Gandhi National Rural Employment Guarantee Act (MGNREGA) in India
today, are based on a similar idea. These programs guarantee low-paying, manual labor-based employment to
anyone who needs it. The unemployed can access these government benefits by working. But people with
another job cannot take up the program, because they need to spend that time working elsewhere. And indeed,
the poor and those who have the most difficult time finding regular work are the ones who disproportionately
take up these programs (9, 10).

The key innovation of Dupas et al.’s study is to show that these same ideas—making people spend some time
to claim a benefit—can be used for a different purpose, namely to target subsidized health products to those who
need them. It is important, of course, that the time the poor spend on claiming benefits is not so onerous that it
outweighs the benefits from better screening. But when this can be done, it is an important way of screening that,
in contrast to prices, does not cut off those who may need the products the most.
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