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 DeVign ChoiceV in PUiYaWi]ed Social-SecXUiW\ S\VWemV:
 LeaUning fUom Whe SZediVh E[peUience

 B\ HENRIK CRONQVIST AND RICHARD H. THALER*

 In Whe 2000 U.S. PUeVidenWial campaign,
 GeoUge W. BXVh adYocaWed a paUWial pUiYaWi]a-
 Wion of Whe Social SecXUiW\ V\VWem. AccoUding Wo
 hiV plan, a poUWion of Whe pa\Uoll Wa[ ZoXld be
 deVignaWed foU indiYidXal VaYingV accoXnWV. AW
 Whe Vame Wime aV WhiV iVVXe ZaV being debaWed in
 Whe UniWed SWaWeV, SZeden ZaV in Whe pUoceVV of
 laXnching a V\VWem WhaW iV YeU\ VimilaU Wo PUeV-
 idenW BXVh'V pUopoVal. AlWhoXgh BXVh'V plan
 did noW geW mXch aWWenWion in Whe eaUl\ \eaUV of
 hiV adminiVWUaWion, Whe pUopoVal ma\ UeVXUface
 eiWheU in Whe UniWed SWaWeV oU in oWheU coXnWUieV.

 If Vo, impoUWanW leVVonV can be leaUned fUom Whe
 SZediVh e[peUience. In paUWicXlaU, Whe SZediVh
 plan adopWed an inWeUeVWing mi[ of deVign
 choiceV WhaW can noZ be eYalXaWed baVed on

 WhUee \eaUV of poVW-implemenWaWion e[peUience.
 AlWhoXgh WheUe iV a laUge liWeUaWXUe in eco-

 nomicV on Whe deVign of Vocial-VecXUiW\ V\VWemV,
 moVW of WhaW liWeUaWXUe iV conceUned ZiWh mac-

 Uoeconomic conVideUaWionV VXch aV fXnding. In
 conWUaVW, WheUe haV been mXch leVV aWWenWion
 deYoWed Wo Whe deWailV of hoZ planV mighW be
 deVigned, in paUW becaXVe WheVe deWailV do noW
 Veem impoUWanW fUom a VWandaUd economic peU-
 VpecWiYe. In WhiV papeU, Ze UeYeUVe WhiV XVXal
 paWWeUn and focXV oXU aWWenWion on Whe deVign
 aVpecWV of Whe SZediVh plan. We find WhaW, al-
 WhoXgh moVW of Whe deVign choiceV aUe WhoVe
 WhaW mighW be appUoYed b\ moVW economiVWV,
 in Vome caVeV WheVe choiceV pUodXced Xnde-
 ViUable conVeTXenceV.

 I. DeVign of Whe SZediVh PUiYaWi]aWion Plan

 If one ZeUe Wo pick a Vingle phUaVe Wo chaU-
 acWeUi]e Whe deVign of Whe SZediVh plan iW mighW
 be "pUo choice." AW almoVW eYeU\ VWage Whe de-

 * GUadXaWe School of BXVineVV, UniYeUViW\ of Chicago,
 1101 E. 58Wh SWUeeW, Chicago, IL 60637. We Whank MoUn-
 ingVWaU, Whe NaWional Social InVXUance BoaUd of SZeden, and
 Whe PUemiXm PenVion AXWhoUiW\ foU pUoYiding XV ZiWh daWa.
 CUonTYiVW WhankV ToUVWen och RagnaU SodeUbeUgV VWifWelVeU
 foU financial VXppoUW.

 VigneUV XVed a laiVVe]-faiUe appUoach. In paUWic-
 XlaU, Whe plan haV Whe folloZing feaWXUeV:

 (i) PaUWicipanWV ZeUe alloZed Wo foUm WheiU
 oZn poUWfolioV b\ VelecWing Xp Wo fiYe
 fXndV fUom an appUoYed liVW.

 (ii) One fXnd ZaV choVen (ZiWh Vome caUe) Wo
 be a "defaXlW" fXnd foU an\one Zho, foU
 ZhaWeYeU UeaVon, did noW make an acWiYe
 choice.

 (iii) PaUWicipanWV ZeUe encoXUaged (Yia a maV-
 ViYe adYeUWiVing campaign) Wo acWiYel\
 chooVe WheiU oZn poUWfolioV.

 (iY) BoWh balanceV and fXWXUe conWUibXWionV
 can be changed aW an\ Wime, bXW XnleVV
 Vome acWion iV Waken, Whe iniWial allocaWion
 deWeUmineV fXWXUe conWUibXWion floZV.

 (Y) An\ fXnd meeWing ceUWain fidXciaU\ VWan-
 daUdV ZaV alloZed Wo enWeU Whe V\VWem.
 ThXV, maUkeW enWU\ deWeUmined Whe mi[ of
 fXndV paUWicipanWV coXld chooVe fUom. AV
 a UeVXlW of WhiV pUoceVV, WheUe ZeUe ini-
 Wiall\ 456 fXndV Wo chooVe fUom.

 (Yi) InfoUmaWion aboXW Whe fXndV, inclXding
 feeV, paVW peUfoUmance, and UiVk, ZaV pUo-
 Yided in book foUm Wo all paUWicipanWV.

 (Yii) FXndV VeW WheiU oZn feeV (e[cepW foU man-
 ageUV inclXded in Whe defaXlW fXnd, ZhoVe
 feeV ZeUe negoWiaWed).

 (Yiii) FXndV (e[cepW foU Whe defaXlW fXnd) ZeUe
 peUmiWWed Wo adYeUWiVe Wo aWWUacW mone\.

 FUom Whe peUVpecWiYe of VWandaUd neoclaVVical
 economic WheoU\, none of WheVe deVign choiceV
 appeaUV Wo be conWUoYeUVial. The combinaWion of
 fUee enWU\, XnfeWWeUed compeWiWion, and fUee
 choice VeemV haUd Wo TXaUUel ZiWh. HoZeYeU, if
 paUWicipanWV aUe noW Zell infoUmed oU highl\
 moWiYaWed, When ma[imi]ing choice ma\ noW
 lead Wo Whe beVW poVVible oXWcome. An alWeUna-
 WiYe appUoach Wo ma[imi]ing choice iV Wo adopW
 ZhaW ThaleU and CaVV R. SXnVWein (2003) call
 "libeUWaUian paWeUnaliVm." The idea iV foU Whe
 pUogUam deVigneU Wo cUeaWe an enYiUonmenW in
 Zhich XnVophiVWicaWed paUWicipanWV aUe genWl\
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 gXided in a manneU WhaW iV inWended Wo make
 Whem beWWeU off ZiWhoXW UeVWUicWing Whe fUeedom
 of Whe moUe VophiVWicaWed paUWicipanWV. HeUe Ze
 XVe Whe SZediVh e[peUience Wo illXVWUaWe hoZ Whe
 libeUWaUian paWeUnaliVW appUoach can gXide polic\
 choice.

 II. The DefaXlW FXnd

 A leVVon WhaW economiVWV aUe beginning Wo
 leaUn iV WhaW Whe choice of a defaXlW opWion can be
 e[WUemel\ impoUWanW. FoU man\ UeaVonV, inclXd-
 ing VWaWXV TXo biaV (William SamXelVon and
 RichaUd J. ZeckhaXVeU, 1988), la]ineVV, pUocUaV-
 WinaWion, and Vo foUWh, Zhen one opWion iV deV-
 ignaWed aV Whe defaXlW, iW Zill aWWUacW a
 diVpUopoUWionaWe maUkeW VhaUe. Plan deVigneUV
 mXVW When be YeU\ caUefXl Zhen VelecWing a
 defaXlW opWion. In Whe SZediVh Vocial-VecXUiW\
 pUiYaWi]aWion conWe[W WheUe aUe a Uange of opWionV
 WhaW coXld haYe been conVideUed. Some of WheVe

 inclXde Whe folloZing:

 (A) PaUWicipanWV aUe noW giYen an\ choice: Whe
 defaXlW fXnd iV Whe onl\ fXnd offeUed.

 (B) A defaXlW iV picked, bXW iWV VelecWion iV
 diVcoXUaged.

 (C) A defaXlW iV picked, and iWV VelecWion iV
 encoXUaged.

 (D) A defaXlW iV picked, and iWV VelecWion iV
 neiWheU encoXUaged noU diVcoXUaged.

 (E) TheUe iV no defaXlW opWion; paUWicipanWV
 mXVW make an acWiYe choice, oU Whe\ foUfeiW
 WheiU conWUibXWionV.

 ThiV liVW iV meanW Wo be VXggeVWiYe of Vome
 poVVible opWionV and iV ceUWainl\ noW e[haXVWiYe.
 The fiUVW poinW Wo noWice iV WhaW WheUe aUe man\
 UeaVonable alWeUnaWiYeV Wo conVideU. The SZed-

 iVh deVigneUV elecWed opWion B, bXW iW iV noW
 obYioXV WhaW WhiV choice iV beWWeU Whan (Va\)
 opWionV C, D, oU E. If Whe plan deVigneUV Whink
 WhaW paUWicipanWV Zill W\picall\ do Zell chooVing
 foU WhemVelYeV, When peUhapV E VhoXld be pUe-
 feUUed Wo B.1 AlWeUnaWiYel\, if Whe planneU WhinkV

 1 OpWion E mighW be difficXlW Wo implemenW Vince ineYi-
 Wabl\ Vome paUWicipanWV Zill fail Wo UeVpond Wo aWWempWV Wo
 Ueach Whem (peUhapV becaXVe Whe\ aUe oXW of Whe coXnWU\, ill,
 Xnable Wo commXnicaWe, eWc.). CXWWing VXch people off fUom
 all benefiWV iV pUobabl\ noW a poliWicall\ accepWable VolXWion.

 WhaW paUWicipanWV ZoXld W\picall\ be beWWeU off
 ZiWh Whe defaXlW Whan ZiWh WheiU oZn mi[, When C

 (oU eYen A) mighW be beWWeU.
 In an\ caVe, Whe SZediVh plan adopWed a YeU-

 Vion of plan B; paUWicipanWV ZeUe acWiYel\ en-
 coXUaged Wo chooVe WheiU oZn poUWfolioV Yia an
 e[WenViYe adYeUWiVing campaign. ThiV adYeUWiV-
 ing effoUW VeemV Wo haYe had Whe deViUed effecW
 Vince WZo-WhiUdV (66.9 peUcenW) of paUWicipanWV
 did VelecW a poUWfolio on WheiU oZn. (PaUWicipanWV
 ZeUe moUe likel\ Wo make an acWiYe choice if
 Whe\ had moUe mone\ aW VWake, and holding
 mone\ conVWanW, Zomen and \oXngeU paUWici-
 panWV ZeUe moUe likel\ Wo make an acWiYe
 choice.)

 Of coXUVe, 33.1 peUcenW allocaWed Wo Whe de-
 faXlW fXnd mighW Veem Wo be a big nXmbeU, noW a
 Vmall one. IW ZaV, in facW, Whe laUgeVW maUkeW
 VhaUe of an\ fXnd. SWill, a VenVe of Whe impacW of
 Whe campaign Wo encoXUage acWiYe chooVing can
 be infeUUed b\ ZhaW haV occXUUed in Whe WhUee
 \eaUV Vince Whe plan ZaV laXnched. EYeU\one
 Zho ZaV When in Whe laboU foUce had Wo chooVe a

 poUWfolio in 2000. Since 2000, neZ ZoUkeUV
 (moVWl\ \oXng people) haYe joined Whe plan, and
 Whe\ ZeUe alVo aVked Wo chooVe a poUWfolio.
 HoZeYeU, effoUWV Wo encoXUage acWiYe chooVing
 haYe diminiVhed. AfWeU Whe iniWial enUollmenW

 peUiod, Whe goYeUnmenW VignificanWl\ UedXced iWV
 adYeUWiVing e[pendiWXUeV, aV did Whe fXndV WU\ing
 Wo aWWUacW inYeVWmenWV. InWeUeVWingl\, Whe pUopoU-
 Wion of people chooVing WheiU oZn poUWfolioV fell
 aV Zell. FoU WhoVe ZoUkeUV joining Whe plan in
 ApUil 2003 (Whe moVW UecenW enUollmenW peUiod)
 onl\ 8.4 peUcenW of ZoUkeUV VelecWed WheiU oZn
 poUWfolio. Since WheVe neZ paUWicipanWV aUe pUi-
 maUil\ \oXng ZoUkeUV, WhiV peUcenWage iV moVW
 XVefXll\ compaUed ZiWh WhaW of ZoUkeUV Zho
 ZeUe leVV Whan age 22 Zhen Whe plan ZaV
 laXnched in 2000. ThaW gUoXp choVe WheiU oZn
 poUWfolioV 56.7 peUcenW of Whe Wime in 2000, leVV
 Whan Whe aggUegaWe, bXW mXch moUe Whan noZ.

 III. AUe AcWiYe ChoiceV BeWWeU?

 We haYe Veen WhaW Whe goYeUnmenW'V effoUWV Wo
 geW paUWicipanWV Wo make acWiYe choiceV dXUing

 FoU a diVcXVVion of UeTXiUed acWiYe chooVing, Vee JameV
 J. Choi eW al. (2003).
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 Whe iniWial laXnch peUiod had Whe inWended effecW.
 The ne[W TXeVWion Wo aVk iV ZheWheU Whe paUWic-
 ipanWV ZeUe made beWWeU off b\ chooVing WheiU
 oZn poUWfolioV. AlWhoXgh Whe XVXal pUeVXmpWion
 in economicV iV WhaW indiYidXalV aUe beVW

 eTXipped Wo chooVe ZhaW iV in WheiU beVW inWeUeVW,
 UecenW UeVeaUch callV WhaW pUeVXmpWion inWo TXeV-
 Wion. FoU e[ample, Shlomo BenaUW]i and ThaleU
 (2002) aVked paUWicipanWV in a UeWiUemenW plan Wo
 compaUe Whe pUojecWed diVWUibXWion of UeWXUnV
 fUom WhUee alWeUnaWiYe poUWfolioV, one of Zhich,
 XnbeknoZnVW Wo Whe VXbjecWV, ZaV WheiU oZn
 poUWfolio. MoVW of Whe paUWicipanWV pUefeUUed Whe
 median poUWfolio of WheiU co-ZoUkeUV Wo Whe one
 Whe\ had picked foU WhemVelYeV. TheUefoUe, iW
 VhoXld noW be a foUegone conclXVion WhaW Whe
 poUWfolioV Whe paUWicipanWV picked foU WhemVelYeV
 aUe beWWeU, in Vome VenVe, Whan Whe defaXlW fXnd.

 Since Ze do noW knoZ Whe paUWicipanWV' XWiliW\
 fXncWionV and do noW haYe infoUmaWion on WheiU

 oWheU inYeVWmenWV, iW iV noW poVVible foU XV Wo Va\
 an\Whing definiWiYe aboXW hoZ good a job Whe\
 did picking a poUWfolio. SWill, iW iV poVVible Wo
 compaUe Whe poUWfolioV people elecWed ZiWh Whe
 defaXlW fXnd on Vome dimenVionV WhaW UaWional

 inYeVWoUV mighW YalXe, VXch aV feeV, UiVk, and
 peUfoUmance.

 The defaXlW fXnd appeaUV Wo haYe been choVen
 ZiWh Vome caUe (Vee Table 1 foU deWailV). The
 aVVeW allocaWion iV: 65 peUcenW foUeign (i.e., non-
 SZediVh) VWockV, 17 peUcenW SZediVh VWockV, 10
 peUcenW inflaWion inde[ed bondV, 4 peUcenW
 hedge fXndV, and 4 peUcenW pUiYaWe eTXiW\.
 AcUoVV all aVVeW claVVeV, 60 peUcenW of Whe fXndV
 aUe managed paVViYel\. Specificall\, all of Whe
 NoUWh AmeUican e[poVXUe iV inde[ed, aV iV 50
 peUcenW of Whe inYeVWmenWV in EXUope and 25
 peUcenW of Whe SZediVh holdingV. One UeflecWion
 of WhiV high pUopoUWion of inde[ing iV WhaW Whe
 e[penVe UaWio foU Whe fXnd iV YeU\ loZ: 0.17
 peUcenW. Finall\, inYeVWmenWV oXWVide of SZeden
 ZeUe paUWiall\ (50 peUcenW) hedged XVing deUiY-
 aWiYeV Wo pUoWecW againVW cXUUenc\ UiVk UelaWiYe Wo
 Whe SZediVh kUoneU. AlWhoXgh Vome mighW con-
 VideU boWh Whe eTXiW\ e[poVXUe and pUopoUWion
 inYeVWed in SZediVh VWockV Woo high, WhiV ZaV
 ceUWainl\ an inWelligenWl\ deVigned defaXlW fXnd,
 and an aWWUacWiYe inYeVWmenW opWion on an e[
 anWe baViV.

 To Vee hoZ Whe acWiYe chooVeUV did aV a

 gUoXp, Ze haYe calcXlaWed Whe compaUable fig-
 XUeV foU Whe mean aggUegaWe poUWfolio (Vee Table

 TABLE 1-COMPARISON OF THE DEFAULT FUND
 AND THE MEAN ACTIVELY CHOSEN PORTFOLIO

 PeUcenWageVa

 Mean acWiYel\
 PoUWfolio chaUacWeUiVWic DefaXlW choVen poUWfolio

 AVVeW allocaWion

 ETXiWieV 82 96.2
 SZeden 17 48.2
 AmeUicaV 35 23.1

 EXUope 20 18.2
 AVia 10 6.7

 Fi[ed-income VecXUiWieV 10 3.8

 Hedge fXndV 4 0
 PUiYaWe eTXiW\ 4 0
 Inde[ed 60 4.1

 Fee 0.17 0.77
 BeWa 0.98 1.01

 E[ poVW peUfoUmance -29.9 -39.6

 NoWeV: The Wable compaUeV Whe defaXlW fXnd and Whe mean
 acWiYel\ choVen poUWfolio. The daWa on Whe aVVeW allocaWionV
 aUe fUom daWa on fXndV' holdingV fUom MoUningVWaU. Fee iV
 Whe \eaUl\ e[penVe UaWio aV a peUcenWage of fXnd aVVeWV. BeWa
 iV Whe beWa fUom UegUeVVing monWhl\ UeWXUnV on MomingVWaU'V
 compaUaWiYe inde[ foU a fXnd oYeU a WhUee-\eaU poVW-UefoUm
 peUiod. E[ poVW peUfoUmance iV UeWXUnV oYeU a WhUee-\eaU
 poVW-UefoUm peUiod (31 OcWobeU 2000 WhUoXgh 31 OcWobeU
 2003). FXndV' maUkeW VhaUeV folloZing Whe poUWfolio choiceV
 in \eaU 2000 haYe been XVed aV ZeighWV Wo calcXlaWe Whe
 chaUacWeUiVWicV of Whe mean acWiYel\ choVen poUWfolio.

 a E[cepW foU enWUieV in Whe UoZ foU beWa.

 1).2 TheUe aUe VeYeUal poinWV of inWeUeVW in WhiV
 compaUiVon. FiUVW, alWhoXgh Whe allocaWion Wo
 eTXiWieV in Whe defaXlW plan ZaV TXiWe high, iW iV
 eYen higheU in Whe poUWfolioV acWiYel\ choVen:
 96.2 peUcenW. Second, WheUe iV a VXbVWanWial
 "home biaV" (KenneWh R. FUench and JameV M.
 PoWeUba, 1991) UeflecWed in Whe acWiYe choiceV:
 48.2 peUcenW of Whe mone\ iV inYeVWed in SZed-
 iVh VWockV.3 ThiUd, onl\ 4.1 peUcenW of Whe fXndV
 in Whe VelecWed poUWfolioV ZeUe inde[ed. FoXUWh,
 Whe feeV foU Whe acWiYe chooVeUV aUe higheU: 77
 baViV poinWV.4 In VXmmaU\, WhoVe Zho VelecWed

 2 We aUe condXcWing a deWailed anal\ViV of indiYidXal
 poUWfolioV. ThiV Zill be UepoUWed in fXWXUe UeVeaUch.

 3 FoU Whe Vake of compaUiVon, in 2000 SZeden UepUe-
 VenWed aboXW 1 peUcenW of Whe ZoUld maUkeW capiWali]aWion,
 NoUWh AmeUica aboXW 50 peUcenW, and EXUope (e[clXding
 SZeden) aboXW 30 peUcenW.

 4 ThiV fee iV Whe aYeUage fee UepoUWed b\ fXndV in Whe
 infoUmaWion book VXpplied b\ Whe goYeUnmenW. SXbVe-
 TXenWl\, fXndV offeUed Vome diVcoXnWV noW UeflecWed in WhiV
 UepoUWed fee, and Whe acWXal feeV paid b\ paUWicipanWV aYeU-
 aged 57 baViV poinWV. We UepoUW Whe 77-baViV-poinWV nXmbeU
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 poUWfolioV foU WhemVelYeV VelecWed a higheU eT-
 XiW\ e[poVXUe, moUe acWiYe managemenW, mXch
 moUe local concenWUaWion, and higheU feeV.

 IW ZoXld be haUd Wo make Whe caVe on an e[

 anWe baViV WhaW Whe acWiYel\ VelecWed poUWfolioV
 ZeUe beWWeU Whan Whe defaXlW fXnd. FXUWheUmoUe,
 alWhoXgh WhUee \eaUV of UeWXUnV doeV noW pUoYe
 an\Whing, Whe defaXlW fXnd haV done beWWeU e[
 poVW aV Zell aV e[ anWe. The UeWXUnV foU Whe fiUVW
 WhUee \eaUV (31 OcWobeU 2000 WhUoXgh 31 OcWo-
 beU 2003) foU Whe defaXlW fXnd ZeUe -29.9 peU-
 cenW, Zhile Whe acWiYel\ choVen fXndV loVW 39.6
 peUcenW. Indeed, Whe peUfoUmance of Whe defaXlW
 fXnd haV been Vo good oYeU WhiV peUiod WhaW Whe
 fXnd-UaWing VeUYice MoUningVWaU UecenWl\
 aZaUded Whe fXnd iWV higheVW fiYe-VWaU UaWing
 (compaUed Wo oWheU "global" fXndV).5 In con-
 WUaVW, Whe aggUegaWe poUWfolio VelecWed b\ paUWic-
 ipanWV ZoXld pUobabl\ haYe UeceiYed WhUee VWaUV
 if iW ZeUe conVideUed a Vingle global fXnd.

 One inWeUeVWing feaWXUe of Whe SZediVh e[pe-
 Uience iV WhaW Whe laXnch of Whe fXnd occXUUed

 jXVW aV Whe bXll maUkeW in eTXiWieV (and bXbble in
 Wechnolog\ VWockV) ZaV Ueaching an end. Al-
 WhoXgh iW iV impoVVible Wo Va\ ZiWh an\ pUeciVion
 ZhaW effecW WhiV accidenW of Wiming had on Whe
 choiceV people made (oU eYen Whe deciVion Wo
 laXnch Whe pUiYaWi]aWion pUogUam) WheUe aUe
 Vome VWUong hinWV in Whe daWa. We haYe alUead\
 noWed WhaW Whe acWiYel\ choVen poUWfolioV had an
 eTXiW\ e[poVXUe of 96.2 peUcenW. Had Whe laXnch
 occXUUed jXVW WZo \eaUV laWeU, Whe pUopoUWion
 inYeVWed in VWockV ZoXld likel\ haYe been
 loZeU. A good compaUiVon iV ZiWh neZ paUWici-
 panWV in 401(k) planV in Whe UniWed SWaWeV. In
 UeWiUemenW VaYingV planV managed b\ VangXaUd,
 paUWicipanWV Zho enUolled neaU Whe maUkeW peak,
 in 1999, ZeUe VWill conWUibXWing 72 peUcenW Wo
 eTXiWieV aV of JXne 2003. YeW, foU WhoVe Zho
 enUolled in Whe fiUVW Vi[ monWhV of 2003, Whe
 allocaWion Wo VWockV ZaV jXVW 48 peUcenW.6

 NoW VXUpUiVingl\, Whe inYeVWmenWV ZeUe alVo
 WilWed WoZaUd Wechnolog\ VWockV. To giYe one

 becaXVe WhaW iV Whe fee WhaW paUWicipanWV WhoXghW Whe\ ZeUe
 VelecWing.

 5 PaUW of Whe good UeWXUnV Wo Whe defaXlW fXnd can be
 aWWUibXWed Wo iWV foUWXiWoXV deciVion Wo hedge cXUUenc\ UiVk
 oYeU a peUiod in Zhich Whe kUoneU haV appUeciaWed UelaWiYe Wo
 Whe dollaU.

 6 ThankV Wo SWeYe UWkXV aW VangXaUd foU pUoYiding WheVe
 daWa.

 illXVWUaWiYe e[ample, Whe Vingle fXnd WhaW aW-
 WUacWed Whe laUgeVW maUkeW VhaUe (aVide fUom Whe
 defaXlW fXnd) ZaV RobXU AkWiefond ConWXUa
 Zhich UeceiYed 4.2 peUcenW of Whe inYeVWmenW
 pool. ThiV fXnd inYeVWed pUimaUil\ in Wechnol-
 og\ and healWh-caUe VWockV in SZeden and elVe-
 ZheUe. IWV peUfoUmance oYeU Whe fiYe-\eaU peUiod
 leading Xp Wo Whe choice ZaV 534.2 peUcenW, Whe
 higheVW of Whe 456 fXndV in Whe pool. In Whe WhUee
 \eaUV Vince Whe laXnch of Whe pUogUam iW loVW
 69.5 peUcenW of iWV YalXe.

 The finding WhaW Whe inYeVWmenWV of paUWici-
 panWV aUe inflXenced b\ UecenW UeWXUnV in YaUioXV
 VegmenWV of Whe maUkeW implieV WhaW Whe Wiming
 of Whe laXnch of Whe pUogUam can haYe a VWUong
 impacW on Whe aVVeW allocaWionV of Whe paUWici-
 panWV. ThiV effecW can be long-laVWing becaXVe
 YeU\ feZ paUWicipanWV haYe alWeUed WheiU poUWfo-
 lioV. In Whe fiUVW WhUee \eaUV, Whe peUcenWageV of
 paUWicipanWV Zho made no changeV Wo WheiU poUW-
 folio dXUing Whe \eaU ZeUe 98.3, 97.3, and 96.9,
 UeVpecWiYel\. IneUWia haV alVo been foXnd in U.S.
 401(k) planV (Vee SamXelVon and ZeckhaXVeU,
 1988; John AmeUikV and SWephen P. ZeldeV,
 2001). The combinaWion of pa\ing XndXe aW-
 WenWion Wo UecenW UeWXUnV in Whe iniWial aVVeW-

 allocaWion deciVion plXV ineUWia implieV WhaW Whe
 accidenW of Wiming (Zhen Whe neZ V\VWem iV
 laXnched) can end Xp haYing a pUofoXnd impacW
 on Whe inYeVWmenWV WhaW paUWicipanWV chooVe.7

 IV. ConclXVionV

 If WheUe iV a Vingle conclXVion fUom WhiV anal-
 \ViV iW mighW be WhaW economiVWV need Wo pa\
 gUeaWeU aWWenWion Wo Whe old e[pUeVVion: "Whe
 deYil iV in Whe deWailV." Man\ of Whe choiceV
 made b\ Whe deVigneUV of Whe SZediVh UefoUm
 had conVeTXenceV WhaW ma\ haYe been XnanWic-
 ipaWed. PeUhapV one indicaWion of WhiV iV WhaW Whe
 goYeUnmenW haV noZ e[pliciWl\ decided Wo end
 iWV effoUWV Wo encoXUage acWiYe chooVing b\
 paUWicipanWV.

 If Whe UniWed SWaWeV adopWV a VimilaU paUWial
 pUiYaWi]aWion of iWV oZn Social SecXUiW\ V\VWem,
 man\ leVVonV can XVefXll\ be leaUned. Since Whe
 U.S. econom\ iV moUe Whan 30 WimeV biggeU Whan

 7 PeUhapV "accidenW of Wiming" iV Whe ZUong phUaVe, Vince
 a pUiYaWi]aWion plan iV moUe likel\ Wo be laXnched afWeU a
 pUolonged bXll maUkeW Whan afWeU a beaU maUkeW.
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 SZeden'V, if a VimilaU fUee-enWU\ V\VWem ZeUe
 adopWed heUe Whe nXmbeU of fXndV ZoXld likel\
 be in Whe WhoXVandV. SXUel\ WhaW cannoW be Whe
 opWimal nXmbeU of choiceV. IW mighW Zell be
 beWWeU Wo go in Whe oppoViWe diUecWion and giYe
 inYeVWoUV a YeU\ Vmall nXmbeU of opWionV. FoU
 e[ample, WheUe mighW be jXVW WhUee fXndV, VimilaU
 Wo Whe SZediVh defaXlW fXnd, bXW ZiWh YaU\ing
 leYelV of UiVk. ManageUV ZoXld compeWe foU Whe
 bXVineVV of UXnning componenWV of Whe (laUgel\
 paVViYe) poUWfolioV. CompeWiWiYe bidding ZoXld
 lead Wo Win\ feeV paid Wo Whe poUWfolio manageUV.8
 A moUe Uadical plan ZoXld be Wo offeU jXVW a
 Vingle fXnd. AlWhoXgh VXch a plan VeemV XnaW-
 WUacWiYe Wo man\ economiVWV and Vome poliWi-
 cianV, iW haV a loW going foU iW. AdminiVWUaWiYe
 coVWV (0.30 peUcenW peU \eaU in Whe SZediVh
 V\VWem) ZoXld be conVideUabl\ loZeU if WheUe
 ZeUe no need Wo accommodaWe indiYidXal choice

 in Vo man\ indiYidXal accoXnWV, man\ of Zhich
 aUe Vmall, aW leaVW iniWiall\. AlVo, Whe SZediVh
 e[peUience VhoZV WhaW appaUenW benefiWV of pUo-
 Yiding choice can be illXVoU\. OYeU 90 peUcenW
 of WhoVe paUWicipanWV noZ joining Whe plan aUe
 chooVing Whe defaXlW plan, and a Win\ peUcenWage
 of paUWicipanWV make an\ changeV Wo WheiU poUW-
 folio. WiWh Vo feZ paUWicipanWV e[eUciVing WheiU
 UighW Wo chooVe, iV iW a ZoUWh Vpending Whe e[WUa
 mone\ Wo offeU choiceV? FXUWheUmoUe, eYen Vo-
 phiVWicaWed inYeVWoUV Zho ma\ be capable of
 making a VoXnd, UaWional inYeVWmenW choice on
 WheiU oZn aUe liWWle haUmed b\ being foUced Wo
 inclXde Vome of Whe h\poWheWical defaXlW fXnd (a
 loZ-coVW blend of global VWockV and bondV) in
 WheiU WoWal UeWiUemenW VaYingV poUWfolio. The\
 can adjXVW WheiU oYeUall aVVeW allocaWion elVe-
 ZheUe. In WhiV VenVe, Whe paUWicipanWV Zho ZoXld
 moVW gain fUom haYing choice Vimpl\ make WheiU
 choiceV elVeZheUe.

 One implicaWion of haYing jXVW one (oU a feZ)
 goYeUnmenW-adminiVWeUed (bXW pUiYaWel\ man-
 aged) fXnd iV WhaW pUiYaWe adYeUWiVing ZoXld noW
 pla\ an e[pliciW Uole in deWeUmining Whe aVVeW
 allocaWion choiceV of Whe paUWicipanWV. AlWhoXgh

 8 LaUge-cap inde[ fXndV can eaUn feeV b\ lending oXW
 Vome of WheiU VhaUeV Wo VhoUW-VelleUV, and WhXV chaUge noWhing
 (oU leVV!) Wo YeU\ laUge inYeVWoUV.

 in pUinciple VXch adYeUWiVing coXld pla\ a help-
 fXl Uole in infoUming indiYidXal choiceV, CUon-
 TYiVW (2004) findV WhaW onl\ a Vmall peUcenWage
 of Whe adV in Whe SZediVh campaign coXld be
 conVWUXed aV "infoUmaWiYe." RaWheU, Whe SZediVh
 e[peUience VXggeVWV WhaW Whe oYeUall effecW of
 adYeUWiVing iV Wo e[aceUbaWe (UaWheU Whan eUadi-
 caWe) an\ biaVeV Whe indiYidXal inYeVWoUV mighW
 haYe. We haYe Veen WhaW Whe poUWfolioV indiYid-
 XalV foUmed WhemVelYeV Veemed heaYil\ inflX-
 enced b\ UecenW UeWXUnV (an e[WUapolaWion biaV)
 and b\ a pUefeUence foU inYeVWing aW cloVe Wo
 home (a "familiaUiW\" biaV). ThiV iV a XVefXl
 UemindeU of a geneUal poinW: maUkeWV can acWX-
 all\ incUeaVe Whe biaVeV indiYidXalV diVpla\ in
 nonmaUkeW VeWWingV.
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