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The Human Mind

More information 
and choice may 
distort (or paralyze) 
decisions and 
reduce well-being

More information and 
choice improves 
decisions and well-
being

The Psychological Mind The Economic Mind

Simpler policy is often better policy



Three Lessons for Simpler Policy Design

Simplify program information

Evidence from the Earned Income Tax Credit

Simplify program structure & incentives

Evidence from health insurance

Simplify choice architecture

Evidence from retirement savings
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Low 

Program 

Take-up

Policy Problem

(Bhargava and Manoli, AER 2015)

Background

Large share of eligible individuals fail to claim significant government 

benefits for which they are eligible – e.g., 25% fail to claim EITC (US) 

credits amounting to an average of 1 month of income

Economic perspective – Eligible individuals don’t take up because of 

program stigma or administrative enrollment costs

Behavioral perspective – Low take-up due to psychological frictions 

such as lack of program awareness, hassle costs associated with 

enrollment, and aversion to program complexity

Research Strategy

Randomize distribution of strategically modified EITC notices and 

claiming worksheets to 35k eligible non-claimants ($26m benefits)



Simplicity 

& Program 

Take-up

Field Experiment w/ IRS

(Bhargava & Manoli 2015)

How important is informational complexity?

17% 23%

Complex Notice Simple Notice

Simply receiving a second notice improved resulted in response of 0.22



+13% +6%-4%



Earned Income of Notice Recipients

Complexity and EITC Take-up by Income

Program 

complexity 

disproportionately 

affects take-up 

of low earners



Three Lessons for Simpler Policy Design

Simplify program information

Evidence from the Earned Income Tax Credit
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Background

Health landscape in US recently 

shifted towards greater choice (ACA -

46 plans, Medicare – 30 plans)

Economic perspective - expanding 

plan menus should spur insurer 

competition and lead to better choice 

Behavioral perspective – Benefits 

of greater choice presume individuals 

make informed, sensible decisions

Sensible 

Health Plan 

Choices

Policy Problem

(Bhargava, Loewenstein & Sydnor 

QJE forthcoming)

Research Strategy

Test financial efficiency of health plan choices by exploiting natural 

experiment created by insurance offering at Fortune 100 firm



• Deductible Choice:  

- $350

- $500

- $750

- $1,000

• Coinsurance:

- 90%

- 80%

• Out-of-Pocket Maximum

- $1,500

- $2,500

- $3,000

• Office Visit Copayment

- $15

- $25

48 Plan 

Options

1 Firm let employees “build” their own plan”



2 Employees chose from standardized menus



3 Nearly every low-deductible plan was “dominated”

Employees 

would need to 

spend $600 in 

premiums 

to save an 

expected $250 

(max of $500) 
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Total Health Bills

Total Employee Spending by Health Bills by Deductible
(Schedules depicted for 4 plans fixing Out-of-pocket max and coinsurance)



Dominated Plan Choice by Employee Salary

Low earners more 

likely to choose 

dominated plans and 

less likely to 

subsequently switch

55% of employees 

chose dominated 

plans at a cost 

equivalent to 24% 

of premiums



Follow-up 

experiments suggest 

poor choices not

caused by menu 

complexity but lack of 

insurance 

understanding



Counterfactual Savings w/ Single Best Plan

Employees who spent ~$1250 more than 

they would have had they chosen the best 

plan for them (x-axis). A
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Employees would have saved about $1500 

under Plan #41, which is the average-best 

plan for all employees. 

Sub-Optimality of PY 2010 Choice Based on Ex-Post Out-of-Pocket Spend ($) 

Policy Remedy #1 

Restrict Menus

Single best-plan would have 

saved employees $40m –

nearly as much as choice w/ 

perfect foresight



Policy Remedy #2 

Simplify Incentives

Simplifying, and 

standardizing, insurance 

structure may promote 

more efficient choices and 

utilization

Simplified Insurance Plans from Oscar



Three Lessons for Simpler Policy Design

Simplify program information

Evidence from the Earned Income Tax Credit

Simplify program structure & incentives

Evidence from health insurance

Simplify choice architecture
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Low 
Employee
Savings

Policy Problem

(e.g., NIRS 2013 Report)

Background

Large majority of US households have accumulated insufficient assets 

for a financially secure retirement and have low emergency liquidity

Introduction of 401(k) auto-enrollment sharply increased 

employee participation in retirement plans over past 15 years but 

savings has not improved…



Low 
Employee
Savings

Policy Problem

Lack of aggregate savings due in part to low defaults, consumer inertia 

Research Strategy

Field experiment, in collaboration w/ Voya Financial, to explore 

sensitivity of savings to 401(k) plan incentives and choice architecture.

Fraction of participants hired during auto-enrollment

at both default contribution rate and asset allocation 
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Does enrollment setting shape savings decisions?

401(k) Enrollment Home Page

Choice 
Interface &
Engagement

Preliminary Research

Preliminary – please do not cite

(Benartzi, Bhargava, Conell-Price, 

& Mason, in progress)

Default Contribution Rate:  3 percent

Matching Contribution:  Dollar-for-Dollar up to 6 percent

53% 40% 7%

(N = ~6900 pre-test using hypothetical plan choices)



How do people respond to changes in incentives?

53% 40% 7%

Sensitivity 
to Match 
Generosity

Preliminary Research

Original Default Contribution Rate:  3 percent

Original Match:  Dollar-for-Dollar up to 6 percent

New Default Contribution Rate:  3 percent

New Match:  Dollar-for-Dollar up to 3 percent

-18%                     +18% No Change



What  

happens 

when we 

change 

COLOR?

53% 40% 7%

+3% -3% NC



What  

happens 

when we 

change 

LANGUAGE?

53% 40% 7%

+10% -8% -2%



Take-up of Match by Income, Interface, and Match Generosity

Choice    
architecture           
may affect people 
differently across 
policy-relevant 
dimensions like 
income

< $55k > $75k



Overall 
lessons 
for policy 
design

BE & Policy Design

Simplify Disclosures

- Simplify visual presentation

- Use reminders

- Highlight relevant information

- Customize (or automatically populate)

Simplify Incentives & Program Structure

- Introduce defaults (but remember they are sticky)

- Restrict menus to suitable choices

- Simplify underlying structure of incentives

Simplify Choice Architecture

- Provide decision aids not just education

- Offer (customized) recommendations 

- Iteratively test through randomized designs



Thank you
sbhar@andrew.cmu.edu


