January 26, 2007

The Honerable Elaine 1., Chan

Secretary of Labor

Departiment of Labor

frances Perkons Building

Third Street and Consttution Avente, NW
Washington, DC 20210

Dear Madam Secretary:

The Pension Protection Act or 2006 wag a crincal step forward m integrating some of the mamn
findings of behavioral finance and moders portfolio theory into retirement plan design. As part of
the unplementation of the Act, the proposed QDA regulation recenily circulated by the
Department of Labor could have a substantal impact on the ability of many Americans w
adequately fund retirement. Historcally, many emplovees who did not sclee: invesiment options
had all their contributions invested in exther cash or stshle value vehicles. Because of marug, or
the advice that was considered ymplicit in the choree of a default, meny workers never changed
this detault investment aliocation, Grven ther fime horizon {o retirement. savings pattems and
desire for a comfurtable retirement, investing 106% of their moncy in either of these options does
not represent a sound investmient chosce for the majority of plan parficipants,

by hughhighung which vehicles would be suitable for defauli invesiment proteenon, Congress
recognived that auto-enrotiment must be paired with strong mvestment performance. Congress
stipulated that only mvestment strategics which meluded a mix of asset classes would be eligble
tor QA status. We know 1ron over twenty five vears of research in the urea of porttolio
construgiion that well diversified portfolios which combine mvestments in muitiple asset classes
offer the highest amount of return per unit of risk taken. We also know from the academic work
w1 the Geld of behawvioral finance that an “opt out” approach vieids hugher 401 (k) patticipation
yates, We are therefore strongly supporiive of the iegislanion as enacted both with regard 1o the
protection provided for spensors who adopt auto-enrollment and widh regard 1o the requirement
that 4l potentiai GIMAS be mwia-gssct <lass poritohios.

We are alse strongly supportive of the QDIA repgulation as drafted by the DOL which we belicve
appropriately capiares Congresswonal intent. By including only sirategies which arc auto-
rebalancing or pass a genersl demographic suttability tesi, the DOL recognized that mosi
defaulied participants will not shitt their investment from that which 1s selected for them by the
plan spousor a5 part of the auto-enrollment process. By specifically identifying fund types which
have i common some aloeation to both equities and fixed income msivuments, the DOL bas
recogmzed that Americans wili not otherwiae achieve their reurement objectives.
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Ri(:h;ird H, Thaler RS ;
Ratph and Dorothy Keller Distinguished Servige Prafessor
Crraduate Schoot of Business, Pniversity of Chicago
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