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 Economists have long sought to understand how individuals navigate important 

financial choices in the face of risk and uncertainty.  While economists have historically 

characterized risky and uncertain choice with models of rational actors who maximize expected 

utility (e.g., Von Neumann and Morgenstern 1948; Savage 1948), recent laboratory evidence 

has documented significant sub-optimality and departures from the expected-utility framework 

due to psychological frictions such as the size and the complexity of the choice set (e.g., Iyengar 

and Lepper 2000).   

 In this project, we hope to make two significant contributions to this discourse.  First, 

we intend to test for the existence of sub-optimality due to choice complexity in the specific 

domain of health insurance decisions.  We will implement this test by leveraging access to a 

uniquely rich dataset of tens of thousands of employees at a major U.S. firm that varied its plan 

choice regimes over time.    Critically, due to the manner in which plan options are priced at this 

firm, our analysis will permit us to identify choice sub-optimality without any assumptions of 

risk preferences or beliefs, but, instead, from the revealed choice of completely dominated plan 

options.  We expect this analysis will add to the literature that has documented evidence for 

psychologically informed departures from the standard model in a range of important field 

settings (see DellaVigna 2009), as well as a more specific, and recent, literature that has 

hypothesized non-standard behavior in insurance markets (e.g., Sydnor 2010; Barseghyan, 

Molinari, O’Donoghue, and Teitelbaum 2012).   

 While we believe that evidence of non-standard choice (and the persistence of such 

choice) in the consequential setting of health insurance would alone be of theoretical and 

policy interest, our empirical setting permits us to make a second contribution.  Specifically, we 

will illuminate the mechanisms underlying any observed sub-optimality by disentangling two 

mechanisms:  Does sub-optimality arise because individuals are cognitively or psychologically 

overwhelmed by the expansiveness of the choice set, or is inefficiency induced at each juncture 

at which an individual is asked to make a choice along some attribute dimension (i.e., due to 

factors unrelated to the choice context)?  This distinction has important theoretical implications 

for our understanding of behavior, as well as practical implications for the efficient design of 

choice environments particularly when the choice involves tradeoffs across attributes. Given 

the recent proliferation of available options in health insurance, as well as the anticipated 



introduction of insurance “exchanges,” the potential role of psychological frictions, such as 

decision-choice complexity, looms as increasingly important.  

 Our desire to test the hypothesized influence of the choice set on choice efficiency in 

the insurance market is enabled by access to a very rich dataset of nearly 250,000 insurance 

choices made by the universe of benefit eligible employees of a large firm over a 4 year period.  

Specifically our data is from a firm that, twice in recent years, modified its menu of health 

insurance plans.  The firm originally offered a 3 plan menu featuring a low, medium, and high 

deductible accompanied by a fixed bundle of non-deductible attributes. The firm then 

implemented a “build your own” choice regime in which employees were asked to actively 

select the desired level for each of 4 plan attributes and effectively choose among one of 48 

plans. Finally the firm expanded the deductible menu and the effective choice set to 60 plans.  

In this environment, with data on the plan choices of existing and new hires over time, we can 

explicitly examine how the complexity of the plan menu influenced the optimality of resulting 

decisions.   

 All told we have individual micro-data on plan choice (including choice of 4 available 

plan attributes: deductible, copay, coinsurance, and out-of-pocket maximum), medical claims 

and visitation, descriptive characteristics such as gender, income, age, height, weight, marital 

status, medical history, as well as details of occupational type and firm tenure.  Further, we 

have the ability to calculate counter-factual expenses for each plan option the individual did not 

choose. We believe that our dataset possesses features unique from those examined in prior 

research.  In a series of laboratory experiments with simulated choice settings, we intend to 

verify our hypotheses regarding the effects of choice complexity, further elaborate upon 

specific mechanisms, and identify choice architectures that lead to greater efficiency.    

 Our findings will have implications for individual welfare and the optimal design of 

insurance programs.   If the negative effects of choice abundance are borne out, we can 

consider the welfare implications associated with alternative, simpler, choice regimes.  As an 

example, we can document the efficiency gains and distributional costs of replacing the 

conjoint 48 plan choice design offered by the firm in our dataset with the single modal optimal 

plan.  

 Finally, beyond demonstrating sub-optimality in insurance choice due to choice context, 

our data permits us to examine how sub-optimality, and sensitivity to choice complexity, varies 

across dimensions of theoretical and policy interest.  Specifically, we intend to test whether the 

effects are moderated by firm tenure and plan, income, gender, age, and individual healthiness.   

A dimension of particular interest is individual income.  If choice is particularly debilitating for 

those of low to moderate incomes, then this supports the recent claims in the literature that 

choice complexity may be a hidden and regressive feature of benefit program design (e.g., 

Zeckhauser 2008; Bertrand and Mullainathan 2008; Bhargava and Manoli 2012).  
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M.A., Economics, University of California, Berkeley, 2005 
 
PRE-GRADUATE: 
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2.  Contrast Effects in Sequential Decisions: Evidence from Speed Dating (with Ray Fisman), Review of Economics 
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Black, and Jeffrey Grogger) 
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1.  The Affliction of Choice:  Sub-Optimality in Health Insurance Decisions in the Field (with George Loewenstein) 
 
2.  Suffer the Children?  New Evidence on the Hedonic Value of Children (with Karim Kassam, George 
Loewenstein, and Carey Morewedge) 
 
3. Information, Incentives, and Impulsivity in Food Choice:  Evidence from a Field Experiment of Online Food 
Purchases (with Vikram Pathania) 
 
4.  Media and Food Choice (with Vikram Pathania) 
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(with George Loewenstein)  
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7.  The Economic and Psychological Determinants—and Deterrents—of Tax Compliance:  An IRS Field   
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8.  Mental Accounting, Loss Aversion, and Charitable Giving (with Prasad Krishnamurthy, and Vikram Pathania) 
 
9.  Job Search Intensity, Wage Preference, and Job Preference during an Unemployment Spell:  New  
Evidence from Micro-Data on 8 Million Job Seekers (with Tanya Menon) 
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on Job Search (with Tanya Menon)  
 
11.  Does the EITC Lower Crime?  Evidence from County-Level Data on EITC Filings  
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