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Households are increasingly responsible for making their own decisions about how 
much to save and how to allocate their retirement savings. A defined contribution (DC) pension 
(for example, a 401(k) account) is a type of retirement plan in which the employer, employee, 
or both make contributions. DC pensions are the dominant source of retirement income for 
current and future retirees. It is essential to study how the design of employer pension plans 
may affect employees’ saving behavior. I present a theoretical model that predicts how changes 
in the contribution rate, number of investment choices, information quality, and introduction of 
new saving options affect the contribution and participation decisions of workers who have 
either rational preferences or cognitive costs. Using a novel panel data set on the demographics 
and retirement plan contributions of employees of a large nonprofit employer, I test the extent 
to which household choices conform to a rational benchmark versus an alternative in which 
cognitive costs limit households' abilities to choose their best options. 

In chapter 1, I test whether an increase in the total mandatory contribution rate for 
workers induces any change in their participation decisions and contribution rates to other 
voluntary retirement saving plans. Specifically, in 2010 the employer decreased the mandatory 
employer contribution rate for new hires from 10.4% to 8.9% and increased the mandatory 
employee contribution rate for new hires from 0% to 5%. This policy change increased the total 
mandatory contribution rate from 10.4% to 13.9%. If workers are rational, my model predicts 
that this increase in mandatory contribution rate should crowd out other voluntary savings, 
making employees less likely to participate in other retirement saving plans and contribute less 
money. However, if workers face high cognitive costs, they would stay with the default choice, 
and I should see no change in the participation rates and the contribution rates to other 
retirement saving plans.    

In chapter 2, I use the same administrative data to test whether a change in the number 
of investment choices and information quality offered by the employer affects participation and 
contribution rates to voluntary retirement saving plans. Specifically, the employer introduced a 
new streamlined, three-tiered investment structure on February 1, 2017.  I model this policy 
change as a decrease on cognitive costs and my model predicts that employees are more likely 
to participate in voluntary retirement saving plans. Contribution rates to the retirement saving 
plan should increase after the policy change.  

Chapter 3 considers whether introducing new retirement saving options, such as Roth 
accounts, affects the contribution rates to other existing retirement saving plans.  
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