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“Note that defaults can lead to two kinds of misclassification: willing 
donors who are not identified or people who become donors against 
their wishes." (Johnson and Goldstein 2003, 1339) 

"In some cases individuals make inferior decisions in terms of their own 
welfare— decisions that they would change if they had complete 
information, unlimited cognitive abilities, and no lack of self-
control." (Sunstein and Thaler 2003, 1162)  

W = Proportion of people who have their optimum 
(according to their true preferences) satisfied.  
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5 competing explanations: 
1. Cognitive effort 
2. Switching costs 
3. Loss aversion 
4. Recommendation 

effect 
5. Change of meaning 
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5 competing explanations: 
1. Cognitive effort 
2. Switching costs 
3. Loss aversion 
4. Recommendation 

effect 
5. Change of meaning 

Preferences between 
options involve trade-off 
between dimensions. 
Default setting increases 
impact of those 
dimensions that are 
considered a "loss" on 
preference judgment.  
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effect 
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policymaker that default 
option is particularly 
recommended.  
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5 competing explanations: 
1. Cognitive effort 
2. Switching costs 
3. Loss aversion 
4. Recommendation 

effect 
5. Change of meaning 

Setting default affects 
meaning of options. E.g. 
under opt-in, being a 
donor means something 
different than being a 
donor under opt-out.  
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5 competing explanations: 
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2. Switching costs 
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4. Recommendation 

effect 
5. Change of meaning 

Setting default affects 
meaning of options. E.g. 
under opt-in, being a 
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Individual 
welfare 
relevance 

Asymmetric 
effect 

Heterogeneous 
Switching 

Cognitive effort No Symmetric Heterogeneous 

Switching costs No Symmetric 
 

Homogenous 

Loss aversion No Asymmetric Heterogeneous 

Recommendation Yes Asymmetric Homogenous 

Meaning Change Probably yes Asymmetric Heterogeneous 
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3 percent contribution rate or a higher 6 percent contribution rate, a result
corroborated for other firms in Choi et al. (2004a,b). This finding should
not in fact be much of a surprise, as employee contributions up to 6 percent
of pay receive a generous dollar-for-dollar employer match at this firm.
Most employees should thus have a strong incentive to contribute at least
this amount to the savings plan (even if automatically enrolled at the lower
3 percent default contribution rate!).

5.2.2 Savings Plan Contributions

While automatic enrollment is effective in getting employees to partici-
pate in their employer-sponsored savings plan, it is less effective at moti-
vating them to make well-planned decisions about how much to save for re-
tirement. Consider, for example, the distribution of contribution rates in
figure 5.3 for employees at Company A hired under automatic enrollment
at a 3 percent default contribution rate (the black bars) versus that of em-
ployees hired under automatic enrollment at a 6 percent default contribu-
tion rate (the gray bars). The sample under both default regimes in figure
5.3 is restricted to employees with the same level of tenure so that the re-
sults are not confounded by differences in the time that employees have had
to move away from the default.

The distributions of contribution rates are strikingly different for the
two regimes. Under the 6 percent default regime, only 4 percent of em-
ployees have a 3 percent contribution rate; 49 percent of employees have a
6 percent contribution rate (the default); and fully 79 percent of employees

The Importance of Default Options for Retirement Saving Outcomes 173

Fig. 5.3 Automatic enrollment for new hires and the distribution of 401(k) contri-
bution rates: Company A (15–24 months tenure)
Source: Authors’ calculations.
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Worst-Case Scenario: e.g. Loss Aversion 
•  Default set at 3%: 24 individuals choose against their preferences 
•  Default switched to 6%:  

•  5+5=10 switch from default to non-default 
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at a 3 percent default contribution rate (the black bars) versus that of em-
ployees hired under automatic enrollment at a 6 percent default contribu-
tion rate (the gray bars). The sample under both default regimes in figure
5.3 is restricted to employees with the same level of tenure so that the re-
sults are not confounded by differences in the time that employees have had
to move away from the default.

The distributions of contribution rates are strikingly different for the
two regimes. Under the 6 percent default regime, only 4 percent of em-
ployees have a 3 percent contribution rate; 49 percent of employees have a
6 percent contribution rate (the default); and fully 79 percent of employees
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Fig. 5.3 Automatic enrollment for new hires and the distribution of 401(k) contri-
bution rates: Company A (15–24 months tenure)
Source: Authors’ calculations.

Worst-Case Scenario: e.g. Loss Aversion 
•  Default set at 3%: 24 individuals choose against their preferences 
•  Default switched to 6%:  

•  5+5=10 switch from default to non-default 
•  1+1+10=12 switch from non-default to default 
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corroborated for other firms in Choi et al. (2004a,b). This finding should
not in fact be much of a surprise, as employee contributions up to 6 percent
of pay receive a generous dollar-for-dollar employer match at this firm.
Most employees should thus have a strong incentive to contribute at least
this amount to the savings plan (even if automatically enrolled at the lower
3 percent default contribution rate!).
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Fig. 5.3 Automatic enrollment for new hires and the distribution of 401(k) contri-
bution rates: Company A (15–24 months tenure)
Source: Authors’ calculations.

Worst-Case Scenario: e.g. Loss Aversion 
•  Default set at 3%: 24 individuals choose against their preferences 
•  Default switched to 6%:  

•  5+5=10 switch from default to non-default 
•  1+1+10=12 switch from non-default to default 

Altogether 46 individuals choose against their true preferences 
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Fig. 5.3 Automatic enrollment for new hires and the distribution of 401(k) contri-
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Best-Case Scenario: e.g. Recommendation Effect 
•  Default set at 3%: 24 adjust their preferences according to 

recommendation  
•  Default switched to 6%:  

•  For 10, new recommendation isn't strong enough to choose default 
•  For 12, recommendation is strong enough to choose default 

Everybody's welfare-relevant preferences are satisfied 
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  Conclusion 
      

•  Non-robustness result: welfare 
assessment of default policy depends on 
assumption about underlying causal 
mechanisms 

•  Need for detailed investigation of context 
before policy is implemented 

•  A welfare economics that relies only on 
choices and ancillary conditions (e.g. 
Bernheim & Rangel 2009) is hopeless 
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