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Behavioral finance pioneer Richard Thaler  
on how the DC industry can continue to  
nudge participants — and even plan sponsors 
— toward better behavior
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On a recent plane ride I savored the quiet time to  
pop open Richard Thaler’s new book, Misbehaving:  
The Making of Behavioral Economics. I loved the way  

Thaler invited me into his curious journey, his inspirational 
relationship with psychologist and Nobel Prize winner  
Daniel Kahneman, and the continually advancing  
world of behavioral economics. 

Thaler’s book reminded me that no matter how much we 
debate topics like replacement ratios, plan participants  
are human actors who are almost sure to fail when it comes  
to financial decision making — and through no fault of their 
own. As Thaler put it so well, “Economists get in trouble  
when they make a highly specific prediction that depends 
explicitly on everyone being economically sophisticated.”

I spoke with Thaler about his research, and his perspective  
on the defined contribution industry, last fall. What follows  
is a slice of our conversation.

Ingrid Maltrud: 

What has behavioral finance helped  
the retirement industry accomplish?

Richard Thaler: 
We now know how to create a pretty satisfactory DC 
retirement plan. Automatic enrollment is key, with default 
rates not at 3% but at least at 6%. And auto-enrollment 
should be paired with automatic escalation — preferably as 
the default, and certainly not buried on some website that 
participants have to search for, which is closer to the norm. 
The plan should have no company stock, or very little,  
and good default investment vehicles. 

I first started talking about these ideas around 2004.  
At that point our research indicated that these kinds  
of ideas would work, but we had no proof. We now have  
lots and lots of proof that these concepts work. 

RICHARD THALER
Richard Thaler, the Charles R. Walgreen Distinguished 

Service Professor of Behavioral Science and Economics  

at the University of Chicago Booth School of Business,  

is one of the people behind the concept of choice  

architecture — the idea that careful design of the 

environments in which people make decisions can  

influence their choices. Thaler’s work has influenced  

many best practices in workplace retirement plans,  

from automatic enrollment to auto-escalation.  

In 2008, he co-authored (with Cass Sunstein) Nudge,  

the best-seller that proposed using concepts from  

behavioral economics to tackle many of society’s  

major problems. Thaler is the director of the  

Center for Decision Research, and the co-director  

(with Robert Shiller) of the Behavioral Economics  

Project at the National Bureau of Economic Research.

What could we be doing better?

We should be applying what we already know. The gist of my 
message to plan sponsors is that if you’re not happy with the 
retirement saving of your workers, look in the mirror. We know 
how to fix the problem, and it’s the recipe I just outlined. 

We also could do a better job of helping people figure out the 
retirement plan assets they have scattered around from various 
jobs. Those are all connected to Social Security numbers, so 
you could imagine the IRS serving as a clearinghouse for that 
information. My mantra is “Make it easy.” We could make  
it a lot easier to figure out what you’ve already got.

Thaler’s recipe for a strong DC plan

• AUTOMATIC ENROLLMENT
•  A 6% OR HIGHER  

DEFAULT SAVINGS RATE
• NO COMPANY STOCK
• GOOD DEFAULT INVESTMENT VEHICLES

B Y  I N G R I D  M A LT R U D
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You say “Look in the mirror,” but a lot  
of plan sponsors say their employees can’t 
contribute at higher rates, particularly in 
lower paid industries. What’s your response?

There’s no evidence to support that position. The firms that 
start with a 6% default rate don’t have appreciably higher  
opt-out rates. 

If plan sponsors are really worried about employees’ ability  
to sustain a 6% contribution rate, they could start participants 
at 6% with an opt-out provision. If they opt out, the plan 
sponsors could say, “If you can’t do 6%, what about 3%?” 
They’d just have to write one extra line of code, and  
it would give them the best of both worlds.

Now that we’ve got people in the plan,  
saving and investing, what can behavioral 
finance tell us about that next phase  
of decumulation? 

Two issues make the decumulation problem tricky. Most 
people have spent all of their lives living on a paycheck, so they 
have no experience taking a pot of money and turning it into 

income. So it seems sensible that annuities would be part of 
the income equation. But annuities are challenging: Employees 
shun them, and when they do use them, they use the wrong 
ones, at least from the point of view of most economists. 

At the same time, people are used to counting on their 
employers to figure out the best provider. They’re not prepared 
to shop for an annuity on their own. That’s why I think 
the solution ultimately will have to come from the private 
sector. In fact, Shlomo Benartzi [a professor and behavioral 
economist] and I have stressed that the solutions are going  
to have to be within the plan. 

A lot of your work has suggested that the 
more we take decisions out of participants’ 
hands — while providing opportunities  
for them to make the decisions if they  
wish — the better the outcomes will be.  
Does the same logic apply to plan sponsors’ 
decision making? Should plan sponsors  
try to automate some of their  
own decisions?

“ Most people have spent  
all of their lives living  
on a paycheck so they have 
no experience taking a pot  
of money and turning  
it into income.”R I C H A R D  T H A L E R
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INSIGHTS FROM BEHAVIORAL FINANCE
Read about Thaler’s original work on the “Save More Tomorrow” plan, which gave birth to automatic escalation,  
at chicagobooth.edu/capideas/summer02/savemoretomorrow.html. For ideas about how you can use insights  
from behavioral finance to support your participants, email theparticipant@ssga.com.

We see the same misbehavior, to coin a phrase, in plan 
sponsors that we observe in employees. For instance, both 
individuals and plan sponsors have negative market-timing 
ability. One of the hats I wear is that of a co-founder of  
Fuller & Thaler, an asset management firm that aims to  
take advantage of mis-pricings that occur as a result of other 
investors’ mental mistakes. The portfolio managers at our  
firm have discretion to make their own decisions, but only 
within very specific, rule-based frameworks. So, for example,  
a manager will be looking for stocks that have a specific set  
of characteristics, and a particular set of buy or sell signals. 

Plan sponsors might adopt the same approach when it comes 
to hiring and firing asset managers. They often talk about 
having a long horizon with any manager they hire. But that 
long horizon disappears as soon as something unexpected 
happens — they’re abandoning the discipline that they  
know they should maintain. 

What do you expect to see in the field  
of behavioral economics in the years ahead? 

Behavioral concepts have had some of their biggest impacts 
within finance — not just in DC plans, but also in intellectual 
debates about things like the efficient market hypothesis.  
Other branches of economics have not adopted behavioral 
approaches as quickly. At the end of the book I discuss my 
hope, which is that behavioral approaches to macroeconomics 
become more common. That may be wishful thinking, but a 
cohort of brilliant, young behavioral economists is branching 
out into all kinds of new fields.

There are all kinds of public policy questions in which some 
basic behavioral science can be useful. Using the same kinds  
of ideas that revolutionized DC plan design, we can make 
positive changes in lots of other domains.•



Learn More
For more information about the DC capabilities and  
investment strategies offered by State Street Global Advisors,  
email definedcontribution@ssga.com.
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†  Data were collected in October 2015 using a panel of 1,500 U.S. workers, aged 22-50, 
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