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		Abstract

		In the last several years, many employers have decided to automatically enroll their new employees in the company 401(k) plan. Using several years of administrative data from three large firms, we analyze the impact of automatic enrollment on 401(k) participation rates, savings behavior, and asset accumulation. We find that although employees can opt out of the 401(k) plan, few choose to do so. As a result, automatic enrollment has a dramatic impact on retirement savings behavior: 401(k) participation rates at all three firms exceed 85%, but participants tend to anchor at a low default savings rate and in a conservative default investment vehicle. We find that initially, about 80% of participants accept both the default savings rate (2% or 3% for our three companies) and the default investment fund (a stable value or money market fund). Even after three years, half of the plan participants subject to automatic enrollment continue to contribute at the default rate and invest their contributions exclusively in the default fund. The effects of automatic enrollment on asset accumulation are not straightforward. While higher participation rates promote wealth accumulation, the low default savings rate and the conservative default investment fund undercut accumulation. In our sample, these two effects are roughly offsetting on average. However, automatic enrollment does increase saving in the lower tail of the savings distribution by dramatically reducing the fraction of employees who do not participate in the 401(k) plan. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Choi,  James J. and Laibson,  David I. and Madrian,  Brigitte C. and Metrick,  Andrew, For Better or for Worse: Default Effects and 401(K) Savings Behavior (December 2001). NBER Working Paper No. w8651,  Available at SSRN: https://ssrn.com/abstract=294089
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						James J. Choi (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Yale School of Management]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Yale School of Management  ( email )

			

			
			
				
				
				
					135 Prospect Street
P.O. Box 208200
New Haven, CT  06520-8200
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER)  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						David I. Laibson

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Harvard University - Department of Economics  ( email )

			

			
			
				
				
				
					Littauer Center
Room M-14
Cambridge, MA  02138
United States
617-496-3402 (Phone)
617-495-8570 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER)  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Brigitte C. Madrian

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Brigham Young University Marriott School of Business  ( email )

			

			
			
				
				
				
					Provo, UT  84602
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER)  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Andrew Metrick

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: Yale School of Management]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Yale School of Management  ( email )

			

			
			
				
				
				
					165 Whitney Avenue
New Haven, CT  06511
United States
(203)-432-3069 (Phone)

				

				
			

			
				
				
					HOME PAGE: http://faculty.som.yale.edu/andrewmetrick/
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER)  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Yale University - Yale Program on Financial Stability]
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Yale University - Yale Program on Financial Stability 

			

			
			
				
				
				
					165 Whitney Avenue
P.O. Box 208200
New Haven, CT  06520-8200
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      216

			

		
		
		
			Abstract Views

			    7,383

		

		
		 
		
			Rank

			  257,350

		

		
	


	
		
            
            	       57 Citations
		

	

	
		
			
				        9 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           12,243

                                    

                                    
                                        PAPERS

                                           32,681

                                    

                                

                                
                            

                        

                    

                
	
                    Behavioral & Experimental Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Finance eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,708

                                    

                                    
                                        PAPERS

                                           16,905

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Employment Law eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Employment Law eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              965

                                    

                                    
                                        PAPERS

                                            5,488

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        J. H. Verkerke at University of Virginia School of Law

                                    

                                
                            

                        

                    

                
	
                    Household Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Household Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              768

                                    

                                    
                                        PAPERS

                                           12,292

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Peter Tufano at Harvard Business School

                                    

                                
                            

                        

                    

                
	
                    Labor: Personnel Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Labor: Personnel Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              670

                                    

                                    
                                        PAPERS

                                           13,543

                                    

                                

                                
                            

                        

                    

                
	
                    Employee Benefits, Compensation & Pension Law eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Employee Benefits, Compensation & Pension Law eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              662

                                    

                                    
                                        PAPERS

                                            5,760

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Power of Suggestion: Inertia in 401(K) Participation and Savings Behavior

                        
                            By
                                
                                
                                    
                                    Brigitte C. Madrian
                                     and 
                                
                                    
                                    Dennis F. Shea
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Power of Suggestion: Inertia in 401(K) Participation and Savings Behavior

                        
                            By
                                
                                
                                    
                                    Brigitte C. Madrian
                                     and 
                                
                                    
                                    Dennis F. Shea
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Determinants and Consequences of Financial Education in the Workplace: Evidence from a Survey of Households

                        
                            By
                                
                                
                                    
                                    B. Douglas Bernheim
                                     and 
                                
                                    
                                    Daniel M. Garrett
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            The Determinants and Consequences of Financial Education in the Workplace: Evidence from a Survey of Households

                            
                                By
                                    
                                    
                                        
                                        B. Douglas Bernheim
                                         and 
                                    
                                        
                                        Daniel M. Garrett
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Effects of Financial Education in the Workplace: Evidence from a Survey of Employers

                            
                                By
                                    
                                    
                                        
                                        Patrick J. Bayer, 
                                        
                                    
                                        
                                        B. Douglas Bernheim, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Role of Information and Social Interactions in Retirement Plan Decisions: Evidence from a Randomized Experiment

                            
                                By
                                    
                                    
                                        
                                        Esther Duflo
                                         and 
                                    
                                        
                                        Emmanuel Saez
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Role of Information and Social Interactions in Retirement Plan Decisions: Evidence from a Randomized Experiment

                            
                                By
                                    
                                    
                                        
                                        Esther Duflo
                                         and 
                                    
                                        
                                        Emmanuel Saez
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Illusory Effects of Saving Incentives on Saving

                            
                                By
                                    
                                    
                                        
                                        William G. Gale, 
                                        
                                    
                                        
                                        Eric M. Engen, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Framing, Probability Distortions, and Insurance Decisions

                            
                                By
                                    
                                    
                                        
                                        Eric J. Johnson, 
                                        
                                    
                                        
                                        John C. Hershey, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.156 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

