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James Poterba

It’s often said that economists agree on little, but there was no divergence of opinion
when the National Bureau of Economic Research, the nation’s premier body of research
economists, announced it had selected James Poterba as its new president and CEO
as of July 1. Economists of all stripes were unanimous in their praise.

Left-of-center columnist Paul Krugman deemed Poterba “a great choice.”
Republican Martin Feldstein, NBER president for 30 years, declared Poterba “an
excellent fit.” Freakonomics co-author Steven Levitt summed it up: “The choice was
so obvious that I can’t say I’m surprised. Nonetheless, I couldn’t be more delighted,
both for Poterba and for the profession. This is wonderful news.”

Poterba—a summa cum laude graduate of Harvard College, a Marshall scholar
at Oxford University, a fellow of the American Academy of Arts and Sciences and the
Econometric Society—personifies the highest standards of scholarship in economics.
His work on the impact of taxation on household and firm behavior is fundamental
in the profession, and his recent exploration of how taxes affect savings and portfolio
decisions, and tax-deferred retirement plans in particular, has been pathbreaking.

But skills honed as head of the top-rated economics department at the
Massachusetts Institute of Technology, as editor of the Journal of Public Economics,
as director of the NBER’s program on public economics and on countless policy
committees over the years will be central to his future leadership of NBER. Colleagues
refer often to his impartiality and his ability to bring fractious debate to cohesive
conclusion. In the contentious world of research (and allocation of resources within),
such skills will be invaluable.

In the following interview, that same respect for evidence and thoughtful
consideration of alternatives is evident, but Poterba also promises to respond “nimbly”
to the pressing economic challenges of our time. “One of the NBER’s great strengths,”
he notes, “is its ability to bring a whole range of economic researchers to bear on
important questions as they emerge.”
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TAX REFORM

Region: Let me throw you in the deep
end. With the presidential election
drawing near, tax policy is sure to
become a topic of increasing debate. As
a tax scholar and a member of the 2005
President’s Advisory Panel on Tax
Reform, what kind of advice would you
offer to an incoming president on tax
policy?

Poterba: We are approaching a period
when tax reform will likely move out of
academic discussion and attract serious
attention from Washington policymak-
ers, for two reasons.
One is the Alternative Minimum Tax,

a feature of the tax code that was origi-
nally designed to affect very-high-
income taxpayers but has over time
come to affect a larger and larger frac-
tion of the U.S. tax-paying population
because the relevant provisions were not
indexed for inflation. Congress has been
fixing the AMT one year at a time by
raising the thresholds at which it affects
taxpayers. But the one-year fix strategy
is becoming increasingly expensive
because the compounding of inflation
keeps lowering the levels at which statu-
tory thresholds kick in. It’s likely that
Congress will have to do something to
fix the AMT in a more permanent
way—after the next election would be a
natural time.
The other factor that will draw tax

reform into the middle of the political
debate is the scheduled expiration of the
tax changes that were enacted in 2001
and 2003. The expiring provisions
include reductions in marginal tax rates
as well as the tax rate relief on dividends
and capital gains. The estate tax will also
revert to its pre-2001 form if Congress
does not act in 2009 or 2010.
It’s difficult to predict where tax

reform is likely to go. When the presi-
dent’s tax panel looked at the AMT and
other issues in 2005, we recognized that
there was no easy solution to the chal-
lenge of tax reform. Fixing the AMT is a
very expensive proposition. It costs

more than a trillion dollars over a medi-
um-term budget window to repeal the
AMT, and if you’re going to do that in a
revenue-neutral way, you have to either
change income tax rates or broaden the
income tax base. The tax panel pushed
toward the base-broadening approach,
which I think has a great deal to recom-
mend it.
Of course, supporting base-broaden-

ing is hardly novel. It’s almost a reflexive
action for most public finance econom-
ics. Marginal distortions associated with
the tax code tend to rise with the square
of the tax rate, so that as the tax rate gets
into higher and higher territory, the

marginal dead-weight losses tend to
grow rapidly. Going from a 30 percent
to a 40 percent marginal tax rate, for
example, doesn’t increase the marginal
efficiency cost of taxation by a factor of
1.33, but by the ratio of 16 over 9—close
to 75 percent.

Region: Thus the appeal of broadening
the base.

Poterba: Exactly. Broadening the tax
base reduces the need to impose high
marginal dead-weight burdens associat-
ed with high marginal tax rates. The
challenge of broadening the base—
which I fear the tax panel members
learned the hard way by proposing a lot
of base-broadening and then seeing the
proposals go nowhere in the political
system—is that most of the things that
erode the current income tax base are
political sacred cows. These include the
home mortgage interest deduction, the
exclusion of employer-provided health
insurance from the tax base for individ-
uals, the deduction for state and local
property taxes, and the relief we provide
on medical expenditures of various
kinds. They all have constituencies that
find them very important and very
attractive. There isn’t a strong con-
stituency at the moment, and probably
never will be, for the efficiency gains
associated with broadening the tax base
and lowering rates.
So you’re faced with one of the classic

political economy problems of imposing
burdens on an identifiable group that
can tell they’re going to have their oxes
gored by the particular reform you’ve
proposed, while generating broadly dif-
fused benefits for the population at large
in the form of a more efficient structure
for raising revenue.

Region: Is there any hope that the politi-
cal system can embrace broad-based tax
reform?

Poterba: It’s not impossible, and it’s
happened before. In 1986, the tax sys-
tem was reformed in a way that broad-
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ened the base and lowered marginal
rates across the board. What that took
was a combination of the political stars
lining up in just the right way and the
policymakers and policy advisers—the
academic economists and the econo-
mists in the policy process—making a
strong and articulate case for the bene-
fits of an efficiency-improving tax
reform.
In 1986, we’d been through a period

with high inflation which had wrought
havoc on the effective tax burdens on
many investments. Inflation tends to
raise the effective tax burden on bonds
because the inflation premium in nomi-
nal bonds is taxed. The United States
had higher tax marginal rates than
many of our international competitors
at that point. Policymakers recognized
that these were serious concerns, and
they managed, quite remarkably, to
draw together in support of a major tax
reform. I don’t think it’s impossible to
do it again.

Region: The advisory panel also suggest-
ed a simpler code; is that a feasible goal?

Poterba:Absolutely. Simplification may
be the easiest dimension of reform. If
you look, for example, at the way we
currently provide incentives for saving
to finance retirement, education, med-
ical expenditures—we have a dizzying
array of programs: 401(k)s, IRAs, Roth
IRAs, 403(b)s, 457s—all of these are
basically ways of offering households
what public finance economists call
“consumption tax treatment” on their
savings. By investing in these special
forms, investors can earn the pretax
return on their investments. But each
of these account types has its own
complicated set of rules, and many
households don’t know what they’re
eligible for and don’t take full advan-
tage of the opportunities that these
programs present. Some simplification
could surely be achieved by rolling
some of those programs into a smaller
number of more broadly available sav-
ing vehicles.

There probably are other opportuni-
ties for moving in the direction of a
return-free system for a substantial
number of low-income taxpayers who
have relatively simple tax returns. If a
taxpayer’s only income source is wage
income or that plus some very easily
identifiable capital income, perhaps
from a bank, the IRS could easily com-
pute the household’s tax liability and
send out a bill.
The problem with simplicity is that

while almost everybody thinks that a
simpler tax code is an attractive ideal,
in many cases the tax code is not sim-
ple because it’s trying to deal with the
complexity of economic life. You could
make the tax code simpler, for example,
by having one tax schedule for every-
body and just saying that married cou-
ples and single individuals would file
on the same schedule; no need to look
up different rates or anything else. But
of course that would offend some peo-
ple’s sense of fairness. They would say
that a two-person household with a
given income should not necessarily
face the same tax burden as a five-per-
son household with the same income,
or as a single individual with that
income. So you say, “Okay, we’ll have
different tax codes for married couples;
we’ll allow for some dependency
deductions.” Soon you’re on the path to
making the tax system more complicat-
ed. The same thing happens to an even
greater degree when you’re trying to
track the income from investment
property. A lot of the complexity really
comes from the fact that people do
complicated things, and we need to
track them appropriately.
While it would be straightforward to

simplify the tax code for quite a large
number of taxpayers, some of the
inherent complexity of the tax code
that’s associated with the measurement
of capital income, with the tracking of
business receipts and things like that,
would be very difficult to get rid of
without ending up with a tax system
that many people would find objec-
tionable.

TAX EXPENDITURES

Region: Going back to the issue of a
broader tax base, I believe you’ve just
hosted a conference on “tax expendi-
tures.” Can you tell us about it?

Poterba: Sure. I organized the confer-
ence to address some questions that
arose during the tax panel’s discussions.
Those discussions, incidentally, were
great. Serving on the panel was a
remarkably interesting and educational
experience. The other members brought
a variety of interesting and insightful
backgrounds to bear on the questions of
tax reform, and they worked incredibly
hard on the issues we faced. We also had
a fabulous professional staff of both
lawyers and economists who tackled a
lot of the difficult issues that tax reform
raises.
As I worked with that very distin-

guished group, I realized that a key issue
that is likely to emerge next time we have
a big tax reform discussion concerns how
to broaden the income tax base. This will
require good estimates of the economic
effects of various current tax code provi-
sions that narrow the base. The research
projects that were presented at the recent
conference focused on this issue. Under
the auspices of the National Bureau of
Economic Research, I brought together
11 research teams working on various
features of the current tax code that cause
deviations from a broad-based income
tax and lead to revenue reductions.

Region: Revenues forgone by the gov-
ernment as a result of tax exemptions,
credits or exclusions?

Poterba: Exactly. Over time there’s been
an increasing use of the tax code for
social engineering through various
kinds of deductions and credits, most of
which would fall into the tax expendi-
ture category. For example, we now
encourage various kinds of energy
activities with tax credits or tax deduc-
tions. We encourage the construction of
low-income housing with tax credits.
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These incentives are joining the more
traditional and bigger ticket items like
the tax exemption for employer-provid-
ed health insurance and for property
taxes, the home mortgage interest
deduction, and the exemption for state
and local interest payments on tax-
exempt bonds.
I organized the research project that

was summarized at the conference to
focus on a set of tax expenditures that
would be regarded as narrowing the tax
base both by those who support an
income tax and by those who support an
expenditure tax, a tax based on con-
sumption rather than income. An
income tax taxes the return to capital
income; a consumption tax does not.
The research presented at the confer-

ence did not consider the tax expendi-
tures for private pensions, 401(k)s, IRAs
and other types of tax-deferred savings.

These provisions of the tax code reduce
revenues if the benchmark is an income
tax, but not if it is a consumption tax.
The conference brought new empirical
work to bear on these issues and also
provided detailed information based on
tax returns and household surveys on
the distribution of benefits associated
with the current tax expenditures. Some
of the researchers also looked at the
behavioral consequences of tax expen-
ditures.
To give you one example, my work

with Todd Sinai at theWharton School at
the University of Pennsylvania focused
on the tax treatment of owner-occupied
housing. Not all homeowners have mort-
gages; the elderly often have fully paid-up
houses, so they don’t take advantage of
the mortgage interest deduction. By con-
trast, younger households, particularly
high-income younger households, have a
lot of mortgage debt. Also, because house
prices vary a lot from place to place—
they’re much higher in Boston than in
Minneapolis and higher still in San
Francisco—the geographical diversity of
the benefits of the home mortgage inter-
est deduction is substantial. Another
source of variation is that not all house-
holds withmortgages itemize on their tax
returns. Those who do not cannot claim
a mortgage interest deduction.
Todd and I found that the mortgage

interest deduction is a benefit skewed
toward young households in high-
income areas on the East and West
coasts. It is also more beneficial to high-
er-income taxpayers because the benefit
is proportional to the taxpayer’s marginal
tax rate. So somebody who’s at a 35 per-
cent bracket saves more than somebody
who’s in a 25 or 15 percent bracket. That’s
an important feature of many tax expen-
ditures—their value is increasing with
marginal tax rates. It is not obvious that
one would design a tax subsidy so that its
value increases with a household’s
income or marginal tax rate.

Region: You’ve also been looking at the
nontaxation of imputed rent of owner-
occupied housing, I believe.

Poterba: Yes. As a homeowner, you are
buying a long-lived durable asset and
then renting it to yourself each period.
Think of it as two transactions: In one,
you’re a consumer who pays the landlord,
while in the other, you’re the landlord
who’s collecting the rent. It just happens
that the landlord and the tenant are the
same person.
The income tax doesn’t tax the

implicit rental income that a homeown-
er receives in the landlord capacity. If
the same taxpayer owned a rental build-
ing and collected rent from a tenant,
that income would be taxed. The non-
taxation of implicit rent means that
owner-occupied housing is taxed less
heavily than many other assets in the
economy. The result is that we have
much more owner-occupied housing in
the U.S. economy than we would other-
wise. The distortion is likely to be larger
for high-income taxpayers who are in
higher tax brackets.
This is a standard example of how the

tax code distorts the economy, which in
turn leads to a less efficient allocation
of capital than in a no-tax world. Inmany
general equilibriummodels built to study
taxes and other issues, when there are
different tax burdens on different kinds
of assets, the level of output is substan-
tially lower than in an economy in which
all assets are taxed the same way.

HOUSING AND
THE WEALTH EFFECT

Region: Let me ask about another issue
related to housing. In 2000, in a paper
reviewing evidence on the wealth effect,
you concluded that the “rising stock
market has surely contributed to rising
consumer spending in the 1990s” but
that there is “at best a weak link between
house price changes and nonhousing
consumption.”
Since that time, of course, both equi-

ty and housing markets have undergone
significant boom and collapse cycles.
What is your sense right now of the
impact of the housing market collapse
on consumer spending?
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Poterba: Great question. Much of the
discussion of the wealth effect seems to
assume that there’s a question of
whether it exists. I think that’s a misap-
prehension. The simple logic of budget
constraints for multiperiod consumers
and households tells you that if you
reduce the value of the assets that
households own at a given point in time,
the present discounted value of their
consumption stream must be reduced
correspondingly. So the real question is
simply, How does a household, or the
household sector in aggregate, spread
the loss of wealth from a drop in equity
values or house values over various con-
sumption in various future periods?

Region: So it’s not whether, but when
and how big.

Poterba: Right, and once we say that, we
are drawn to the question of how pre-
cisely we can measure these effects. This
is a particular challenge since in the
aggregate data, if asset prices have
changed precipitously over some time
period, it’s typically not the case that the
only shock buffeting the economy is the
movement in asset prices. If we see a
significant move in stock prices, for
example, it’s possible that consumers
might also have changed their future
expectations of interest rates or other
discount factors; risk premia may have
changed in the economy; the expected
wage path the consumer thinks he or
she may be able to achieve by supplying
labor in the future may also have
changed at about the same time.
All of those variables potentially can

affect the level of consumer spending,
so teasing out the part that can be iden-
tified with the wealth effect of move-
ments in the stock market becomes very
difficult. The same is true when you
pose the question with respect to hous-
ing, particularly in the context of a large
house price movement like the one
we’ve seen in the last couple of years.
When we look back at the current peri-
od, it may be hard to identify the effect
of house price movements as distinct

from changes in lending practices and
other aspects of the financial environ-
ment.

Region: But scholars have made the
effort nonetheless. What have you
found?

Poterba: Yes, there have been some
attempts to look at cross-sectional dif-
ferences in the exposure of households
to different kinds of wealth. For exam-
ple, some households hold more stock
than others and consequently would be
more exposed to a revaluation of stock
market equities, so one can study those
households to see if they are particular-
ly sensitive to stock price fluctuations.
Equity ownership is concentrated in

the United States. Households in the top
1 percent of the wealth distribution own
more than half of the corporate stock

which is held outside of retirement
accounts. Even if you include retirement
account wealth, the concentration is still
very high. With housing equity, by the
way, there’s a more egalitarian distribu-
tion. The top 1 percent owns about 15
percent of housing. In the portfolios of
the richest households, housing equity
is less important than other sources of
financial wealth.
One thing that researchers have tried

is to see if there is evidence that house-
holds with lots of equity exposure tend
to cut their consumption back more
when the stock market tends to decline.
Unfortunately, we don’t have very good
measures of consumer spending at the
household level linked up with high-
quality data on the household balance
sheet, especially for the best-off house-
holds.
The Federal Reserve System sets the

gold standard for household balance
sheet information with the Survey of
Consumer Finances. This survey is
administered every three years. The
most recent version was 2007, and we
should have the data from that survey
later this year.

Region: But there are definite limitations
to SCF data, including a small sample of
upper-income families, right?

Poterba: It’s true that the SCF doesn’t
have a very large sample of the upper-
wealth households, but it is still by far the
best source of information about this
group. But the real problem for studying
wealth effects is that the SCF doesn’t have
any data on consumer spending. This is
not because the consumption data would
not be of great value—it is just because
there is a trade-off between getting
respondents to answer the survey and
the length of the survey, and adding
questions about consumption might
lengthen the questionnaire and depress
the response rate. Also, the SCF is a snap-
shot. It’s a one-time cross section each
time it’s administered, so researchers
cannot study a given household and see
how its wealth changed over time.
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The data sets that do have a lot of
information on consumer spending
either have very little information on
assets or have very little information on
the high-wealth households who are
likely to be the key holders of corporate
stock.
It may be possible, using other data

sets, to get a better fix on the wealth effect
of house price movements. But there is
another complication. Movements in
house values in regional and local
economies are tied up with employment
prospects and many other factors. In
some of the boom housing markets of the
last decade—Southern California, Las
Vegas, South Florida, for example—con-
struction became a very important part of
the economy. When house prices decline
and the construction sector contracts, the
effect on consumer spending cannot be
attributed only to a simple wealth effect. It
is very hard to design empirical tests
which can distinguish wealth effects from
other associated shocks.
These serious concerns notwithstand-

ing, when one looks at the historical cor-
relations between aggregate wealth
movements and aggregate consumer
spending, controlling as well as possible
for other shocks to the economy, one
finds something between 4 cents on the
dollar, 6 cents on the dollar, of change in
consumer spending within about 12
months of a stock market revaluation.

That’s not very different from the esti-
mate of the consumption effect you
would develop if instead of looking at
data, you used a standard life-cycle
model with plausible parameter values
and worked through the potential effects
of a wealth shock on consumer spending.
With regard to measuring the hous-

ing wealth effect, I worry that historical
correlation patterns between price
changes and consumer spending may be
misleading because the financial services
environment has changed in ways that
may alter the underlying behavior we’re
interested in. The changes in lending
practices that took place between 1990
and 2002 made it easier for households
to tap into their home equity and pro-
vided home equity loans on a broader
scale than in the past. Related changes
altered the loan-to-value ratios of first-
time home buyers in a way that could
change the link between house prices
and consumer spending. I suspect that
the innovations in the financial services
area increased the linkages between
changes in house prices and changes in
consumer spending. We saw those on
the upside in a period of rising house
prices, as households withdrew equity
from their homes. The current discus-
sions of foreclosures and trying to find
ways to keep people in their homes sug-
gest that we’re just in the early stages of
finding out what those dynamics are
going to be on the downside.

SAVING FOR RETIREMENT

Region: With Joshua Rauh, Steven Venti
and David Wise, you’ve conducted a
great deal of research on the shift from
defined-benefit to defined-contribution
retirement plans, one of the major
changes in the private pension land-
scape. Can you tell us about that trans-
formation?

Poterba: Over the last two decades, we
have seen a radical change in the role of
the individual in taking responsibility
for retirement in the U.S. economy.
Twenty-five or 30 years ago, the pre-

dominant form of employer-provided
retirement benefit was a defined-benefit
pension plan. A defined-benefit, or DB,
pension plan is a liability of the employ-
er which gives the worker an annuity
when he or she retires. In most cases DB
plans provided a guaranteed nominal
income stream for as long as the worker,
or the worker and the worker’s spouse,
remained alive. The worker never had to
think much during the working phase
about the way DB plan assets were
invested by the firm. Most workers just
knew that there was a formula, often
complicated, which related their bene-
fits after retirement to their last wage,
years of service at the firm and the age at
which they retired.
In the late 1960s and early 1970s, sev-

eral large firms went bankrupt and their
workers were left with empty pension
promises. Their DB plans had not been
funded, and this exposed a set of risks
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associated with the DB paradigm. In
1974, Congress passed ERISA, the
Employee Retirement Income Security
Act. It regulated DB plans along a num-
ber of dimensions and provided federal
insurance for retiree benefits. The regu-
latory structure for DB plans was more
stringent than that for defined-contribu-
tion plans, to which firms and employers
contributed but with no benefit promise
at retirement. Subsequent legislative
changes raised the regulatory burden,
particularly on firms with DB plans.
Firms responded to the changing reg-

ulatory environment, and to growing
worker interest in defined-contribution
plans in the 1990s, by shifting away from
the historical DB model and toward DC
plans. Very few new defined-benefit
plans have been started in the last
decade. There has been very rapid
growth in defined-contribution plans,
primarily the 401(k) type of plans. With
these plans, the individual takes respon-
sibility for deciding how much to con-
tribute, how to invest the assets, what to
do with the assets at retirement. The
retirement options include leaving the
assets in the plan, annuitizing them or
taking them out as a lump-sum distribu-
tion. Those choices are important ones,
and they all involve difficult decisions.
Financial economists will recognize

that the planning problem for a house-
hold thinking about financial accumu-
lation over the life cycle in a world with
uncertain labor income, uncertain asset
returns and uncertain mortality is diffi-
cult—even for someone with sophisti-
cated analytical tools. Ordinary house-
holds confront a pretty daunting task in
trying to make these decisions. The DC-
based retirement system to which we
have shifted offers households the
opportunity to save more than they typi-
cally could in the defined-benefit world
and to make different choices for retire-
ment depending in part on their prefer-
ences and attributes. The DC system
allows an individual who is in poor
health to choose a lump-sum payout
rather than an annuity, but it also allows
an uninformed but healthy individual

who does not recognize the chance of a
very long retirement to inadvertently
endanger his late-life resources by mak-
ing the same choice.

Region: What does this mean for the
future of retirement? Are 401(k)s likely
to provide greater financial security for
retirees than defined-benefit plans did?

Poterba: We are not quite far enough
into the 401(k) experience yet to see
how people do in the drawdown phase.
Even though many retirees today are
reaching retirement with some assets in
a 401(k) plan, most of those people
joined 401(k) plans relatively late in
their working career.
The retirees who will hit retirement

in 2025 or 2030 will have worked for
most of their life under a 401(k) regime.
They will have accumulated a lot more
assets in that part of the retirement sys-
tem, and the decisions they make will be
much more consequential for how their
retirement plays out than the decisions
of today’s retirees because many of
today’s 401(k) retirees also have a DB
pension. A lot of 401(k) wealth is invest-
ed in equities. As we move forward, the
future retirement accumulations for
people in the 401(k) sector are going to
be quite dependent on the equity return
path.
If equities on average deliver returns

like their historical returns since the
1920s, then there’s every reason to think
that accumulations in 401(k) plans will
be larger by a substantial margin than
the wealth values that were built up in
traditional defined-benefit plans. On
the other hand, there is a chance that
equity markets will perform less well in
the future than in the past—and a small
chance of a much weaker performance.
If they perform dramatically less well
than they have historically, we are likely
to end up with households with signifi-
cantly lower levels of retirement wealth
than previous generations of retirees. Of
course, it is hard to know how a more
traditional defined-benefit system
would perform if equity markets gener-

ated weak returns for a prolonged peri-
od, since this would place heavy
demands for plan contributions on the
sponsoring firms.
One of the challenges that the shift

toward the 401(k) model places on
households is the need to become more
educated about the financial decisions
that they face. It places a responsibility
on both public policymakers and firms’
human resource departments to find
relatively straightforward heuristics that
will help people who in most cases don’t
really want to know the details of finan-
cial engineering.

Region: What kinds of heuristics would
be useful in this context?

Poterba: Brigitte Madrian, David
Laibson and their collaborators have
done research on behavioral economics
in the context of retirement and have
found that many of the investment deci-
sions people make are influenced by
factors in the workplace. One of the best
documented facts is what happens when
a firm shifts from having a voluntary
participation 401(k) plan where, when a
worker is hired, he or she has to check a
box and say, “Yes, I’d like to join the
401(k) plan and contribute X percent of
my salary to this plan” to an “opt-out”
plan in which the firm’s hiring forms
say, “We have a 401(k) plan. You will be
automatically enrolled, and the firm will
contribute 5 percent of your salary to
your account.”

Region: Unless you opt out.

Poterba: Right. You have to check a box
to say “no contribution.” Neoclassical
economists would say the voluntary par-
ticipation and the opt-out settings are
identical. The budget sets, the returns,
everything else is identical in these two
problems, so we would expect house-
holds to make the same choices. In fact,
however, participation in “opt-out”
401(k) plans is sometimes 40 percentage
points higher than participation in vol-
untary participation plans.
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Region: That much!?

Poterba: It’s a huge difference. The effect
tends to slowly damp out over time. The
effects are largest in the first year or so
when people are hired. Even in a volun-
tary program, people who have been
with the firm longer do tend to migrate
into the 401(k) plan over time, but even
five years after workers are hired, there
are still some effects of the automatic
enrollment.
What the evidence suggests is that

there are ways to affect participation in
defined-contribution plans. I don’t think
the ways necessarily have to come from
behavioral economics. Standard price-
based approaches, such as matching con-
tributions to plans, also work in increas-
ing 401(k) participation and contribu-
tion rates.

Region: You’ve looked at life-cycle allo-
cation strategies too.

Poterba: We’ve looked at how people
might allocate their 401(k) savings over
the course of their lives. The rise of life-
cycle funds is a good example of how the
financial services sector and retirement
planners are trying to find ways of mak-
ing this simpler for households and giv-
ing them ways to basically put the retire-
ment saving process on autopilot. The
designers of these funds are trying to rec-
ognize that many households do not
want to think about financial decisions
and are offering them ways to reduce the
potential costs of financial inertia.

INSURANCE PRICING

Region: You’ve developed a significant
body of work on asymmetric informa-
tion in insurance markets, much of it
with Amy Finklestein. In a recent paper
with Amy and Casey Rothschild,
“Redistribution by Insurance Market
Regulation,” you estimate the efficiency
costs and distributive impact of regula-
tions that prohibit insurers from look-
ing at buyer characteristics in determin-
ing prices. Are the cost and impact
quantitatively significant? In an age
when genetic testing is growing ever
more sophisticated, what is the policy
import of such findings?

Poterba: I am fascinated by insurance
markets and the contracts that are avail-
able to individuals. This strikes me as an
important and somewhat understudied
area. My work with Amy and Casey tries
to understand what happens when regu-
lations preclude insurance companies
from using some information to set
insurance prices.
There are many examples of such

regulations. Many states limit the data
that firms can use to price automobile
insurance. We consider the market for
retirement annuities. In the United
States, a firm cannot offer different
pension payouts to men and women
with the same salary history and years
of service, retiring at the same age,
even though life expectancy for
women is several years longer than
that for men at typical retirement
ages.
In most settings, a ban on using

some information to price insurance
transfers resources toward those
whom this information would show to
be high-risk insurance buyers. In the
market for annuities, someone who is
expected to live a long time is more
expensive to insure than someone who
is unhealthy and has a high mortality
risk. An insurance company could
offer to pay higher monthly benefits to
those who are ill or infirm if it could
identify them. Sometimes insurance

regulations make this difficult or
impossible and therefore represent a
transfer from one mortality risk group
to another.
One of the intriguing questions is

the extent to which insurance compa-
nies can induce policy buyers to reveal
something about their underlying
mortality type through the creative
design of insurance policies. In
Britain, insurers offer both inflation-
indexed and nominal annuities. The
households who buy the inflation-
indexed products, which deliver more
of their value at advanced ages than
nominal products, tend to live longer
than those who buy nominal annuities.
This enables insurers to partly distin-
guish their client base. The extent to
which such distinctions can be made is
likely to vary across markets and set-
tings.
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NBER

Region: Let me ask you a last question, if
I may, about the NBER. You’re about to
become president and CEO, stepping
into the shoes of Martin Feldstein, who
held the position for 30 years. Can you
tell us your thoughts about directions
that economic research should take in
coming decades and where you plan to
steer the Bureau?

Poterba: Let me start by saying it is an
incredible honor and a humbling oppor-
tunity to be asked to lead an organization
which has had such an enormous impact

on the course of empirical research with-
in the economics profession. It’s an excit-
ing opportunity and one I’m looking for-
ward to.
The NBER under Marty has been a

great place for economists from differ-
ent universities, sometimes from differ-
ent subfields within the field of eco-
nomics, to come together for discussion
and collaboration. The topics have
ranged widely, and they have been of
broad interest to economic policy ana-
lysts whether they’re in academe, gov-
ernment or business. I hope that the
NBER will continue to deliver top-qual-
ity research that will be of general inter-

est and that we’ll manage to respond
nimbly to the interesting economic
developments of the day. One of the
NBER’s great strengths is its ability to
bring a whole range of economic
researchers to bear on important ques-
tions as they emerge.
I hope to follow an opportunistic strate-

gy in directing research. Sometimes this
involves looking into the crystal ball and
identifying issues and questions that are
likely tobecomemore important going for-
ward. But other times it involves looking in
the rearview mirror and saying, “What’s
just happened that’s really interesting?
Should we lookmore deeply into this?”
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Honors and Awards

EFACT Honorary Award, Tilburg University, Netherlands, 2005

Certificate of Excellence, Paul Samuelson Prize, TIAA-CREF, 1996, 2004

Duncan Black Prize, Public Choice Society, 2000

National Academy of Sciences Award for Scientific Reviewing, 1999

MIT Economics Department Teacher of the Year, 1995, 2002

American Finance Association Director, 1993–95

Executive Committee, American Economics Association, 2001–03

James L. Barr Award, 1986

Fellowships, current and past: Center for Business Taxation, Oxford University;
Institute for Fiscal Studies (London); TIAA-CREF Institute; Center for Economic
Studies, University of Munich; Nuffield College; American Academy of Arts
and Sciences; Center for Advanced Study in Behavioral Sciences; National
Academy of Social Insurance; Institute for Policy Reform; Econometric Society;
Alfred P. Sloan Foundation; Batterymarch Financial Management; National
Bureau of Economic Research

Publications

Editor of the Journal of Public Economics (1998–2006), co-author of two books
and co-editor of eight other journals. Has published dozens of journal articles,
with research focusing on taxation and its effect on the economic decisions of
households and firms.

Education

Oxford University, D.Phil. in economics, 1983; M.Phil. in economics, 1982

Harvard College, A.B. in economics (summa cum laude), 1980

Current Positions

Mitsui Professor of Economics (since 1996) and Head of the Economics
Department (July 2006–September 2008; Associate Head, 1994–2006),
Massachusetts Institute of Technology. Started as an instructor at MIT in 1982.

President and CEO, National Bureau of Economic Research, as of July 2008

Trustee, College Retirement Equity Fund (TIAA-CREF), since 2006

Director, Public Economics Research Program, NBER, 1991–2008

Previous Positions

Distinguished Visiting Fellow, Hoover Institution, Stanford University,
2000–01

Visiting Professor of Finance, Center for Research in Security Prices, Graduate
School of Business, University of Chicago, 1988

Professional Activities

First Vice President, National Tax Association, 2008; Second Vice President,
2007

Retirement Security Task Force member, Investment Company Institute, 2007

Economics Advisory Panel member, Congressional Budget Office, 2006–

Member, President’s Advisory Panel on Federal Tax Reform, 2005

Member, MIT 401(k) Plan Oversight Committee, 1999–2005

Trustee, MIT Retirement Plan for Staff Members, 1997–2001

Member, current and past, various committees: American Academy of Arts
and Sciences, American Economic Association, American Finance Association,
Association for Investment Management and Research, National Institutes of
Health, National Research Council, National Science Foundation
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I would expect, for example, in the
very near term I will encourage research
on the role of risk in financial markets,
the interplay between regulatory struc-
ture and risk-bearing by financial insti-
tutions, and the interplay between the
financial services sector and the broader
real economy. The economics profes-
sion needs to devote significant effort to
understanding what happened during
the financial market gyrations of late
2007 and 2008, to modeling the linkages
between different parts of the financial
sector and to explaining why contagion
spread from one market to another in
the way it did.
Part of what’s important here is to

make sure that policy analysts and
researchers in universities are brought
up to speed and learn what was happen-
ing in the financial markets so they’re
able to think cogently about the episode
we’ve been through and focus their
research on the right issues.

Once we’ve got that knowledge base,
I think the next question is “what are the
lessons?” as we try to think about the
potential consequences of different reg-
ulatory structures. The NBER does not
make policy recommendations. It tries
to identify the consequences of policies,
to think through “if you do this, then
this might happen” without saying
whether a particular policy is a good or
a bad idea.

Region: Thanks so much for your time.

—Douglas Clement
April 1, 2008
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