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The Cognitive Tax of Scarcity
What Is Scarcity?

Scarcity is the condition of having insufficient resources to cope with the demand (e.g., having
less money than you need). Most studies on scarcity focus on the shortage of money, but the
same principles apply to other resources (e.g., scarcity of time, food, water, energy, social
interactions; Zhao & Tomm, 2018).

What Is the Cognitive Tax of Scarcity?

Studies have found that having insufficient money makes people focus on the money issue at
hand (e.g., paying rent) while causing them to neglect other things in their life that also need
attention (e.g., paying attention to their children; Mullainathan & Shafir, 2013; Zhao & Tomm,
2017, 2018).

The cognitive tax of scarcity comes in at least three forms.
1. Having to Focus on Money Problems

First, having to focus on money problems is cognitively taxing because it requires people to
think hard about how to solve the problem using their insufficient financial resources (Shah et
al., 2012). An analogy is if you only have a small carry-on suitcase to pack for a week-long
vacation, packing is a lot more difficult than if you have two large suitcases that you can check.
Scarcity requires people to do trade-off thinking (e.g., if | spend money on this, what things do |
have to give up?) which is mentally exhausting. Scarcity also highlights the monetary dimension
of everyday experiences for people under scarcity (Shah et al., 2018). For example, hanging out
with friends is a social experience for most, but for a low-income individual, it automatically
raises the question of how much money it will cost.
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2. Focusing on One Thing Means a Lack of Focus on Something Else

Second, focusing on one thing means a lack of focus on something else (Mani et al., 2013).
Scarcity puts people in a firefighting mode in the present, causing them to neglect other
important things in their life, such as long-term planning or taking care of their health. An even
more detrimental effect of scarcity is that it can make people neglect beneficial opportunities
(e.g., social assistance, job training opportunities) that can help them get out of scarcity (Tomm
& Zhao, 2016). This is one reason that the take-up rate of many poverty-reduction programs is
low. Scarcity can put people in a tunnel vision where they can only focus narrowly on something
while losing sight of the bigger picture (Shah et al., 2012). Scarcity also reduces the mental
bandwidth overall. For example, people under scarcity perform less well on a range of cognitive
tests (Mani et al., 2013), are less able to control their impulses (Mani, et al., 2020), tend to
forget more (Tomm & Zhao, 2017), and make more errors at work (Kaur et al., 2021). These
behaviors can be particularly problematic because they can make people lose their jobs, incur
larger fees or debts, which can make perpetuate the cycle of scarcity.

3. Social Environment

Third, money scarcity is often associated with a social environment characterized by
discrimination, stereotypes, and stigma. For example, people with lower socio-economic status
(SES) are typically seen by others as less competent (Durante, et al., 2017). These negative
perceptions place a huge burden on the mind of people with lower SES (a term called
stereotype threat). These threats make people self-monitor more and more concerned about
others’ views and behaviors, which take up mental bandwidth (Duquennois, 2022; Schmader et
al., 2018).

How to Remove the Cognitive Tax of Scarcity?

Studies have shown that cognitive training targeting the individual (e.g., cognitive training,
teaching people to think differently) don’t work (Sala & Gobet, 2019). But interventions
targeting the scarcity situation (e.g., raising the income floor, providing income security) work
the best (Ong et al., 2019). For example, a recent study (Dwyer et al., 2023) shows that
providing a cash transfer to people experiencing homelessness not only provides cognitive
benefits, but also a range of behavioural improvements for the long term that end up saving
governments money. But providing these individuals with coaching and workshop had no
impact whatsoever.
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