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DOWNSIDE OF DEFAULTS

 Lots of good findings
 Helpful policy insights
 But, how to translate into actual policy?
 Example relating to investment choice in 401(k) 

plans
 Directions for future research



KEY FINDINGS AND POLICY INSIGHTS

 “Information problems” increase probability:
 Of choosing by default
 Of regretting that choice

 “Quality, decision relevant information can reduce 
both default rates and regret”

 Policy should seek to improve communication and 
information

 But can policy really improve information, and will 
better information solve information problems?



EXAMPLE:  DEFAULT INVESTMENT

 “Qualified Default Investment Alternative” 
(QDIA) – 2007 DOL rule confers fiduciary relief
 Target date fund
 Balanced fund
 Managed account

 Generally expected (and intended) to increase 
equity exposure and promote auto-enrollment
 Higher returns – usually
 Higher participation, but some lower contributions



QDIA RULE:  IMPACT ON 65+ POP IN 2034
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2007 QDIA RULE – NOTICE REQUIREMENT

 Provided in advance, and then annually
 Written to be understood by “average” 

participant
 Must explain

 When contributions will be invested in the default
 Participants’ right to actively direct investment and 

available investment alternatives
 The QDIA’s investment objectives, risk/return 

characteristics, and fees



DISCLOSING INVESTMENT OPTIONS

 DOL rule (proposed 2008, finalized 2010) 
requires comparative chart showing returns, 
benchmarks, fees

Options 
(examples)

Historical 
returns

Benchmark 
returns

Fees and 
expenses

TDF X.X% Y.Y% XX bps
Stock fund X.X% Y.Y% XX bps
Company 
stock

X.X% Y.Y% XX bps

Bond fund X.X% Y.Y% XX bps
(Stylized representation)



CONTINUED…

 Early focus group testing showed chart is 
helpful, but:
 Confused by abbreviations and jargon (need 

glossary?)
 Can’t translate returns, fees to savings outcomes 

(need examples?)
 Too little information is already TMI



2008 PERFORMANCE OF “2010” TDFS
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CONTINUED…

 Subsequent focus group and large survey testing 
explored adding simple, graphic risk/return 
indicator to chart:

= high                        = low
 Had no systematic effect on choices
 Less financially literate found it unhelpful or even 

overwhelming
 Not included in final rule
 Choices are most affected by the order in which 

the alternatives appear!



HOW DOES IT REALLY LOOK?



2010 PROPOSED CHANGE TO QDIA RULE

 Additional requirements to explain TDF QDIAs:
 Asset allocation, and how it will change (glide path)
 When conservative endpoint will be reached
 Table or graph illustrating glide path
 If QDIA is dated (e.g., “2020 fund”), what the date 

means and what age group it is intended for
 Statement that QDIA may lose money and is not 

guaranteed to provide adequate savings
 Also amends disclosure of investment options



DIRECTIONS FOR FUTURE RESEARCH

 Developing specific solutions for specific 
information problems
 Can complex decisions be made simple to make?
 How to best communicate information (including 

role of electronic communication)?
 Developing strategies to improve outcomes 

when information problems can’t be solved
 Developing conditional defaults?
 Identifying risk of regret and intervening?


	The downside of defaults
	 downside of defaults
	KEY findings and policy insights
	Example:  Default investment
	QDIA Rule:  impact on 65+ pop in 2034
	2007 QDIA Rule – notice requirement
	disclosing investment options
	Continued…
	2008 performance of “2010” tdfs
	Continued…
	How does it really look?
	2010 proposed change to QDIA rule
	DIRECTIONS FOR future research	

