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Smart Defaults: From Hidden Persuadersto Adaptive Helpers

Abstract

Defaults have such powerful, pervasive and unnmeized effects on consumer behavior
that in some settings they may be considered ‘mgekesuaders’. Looking at defaults from the
perspective of consumer welfare, consumer autoremmdymarketing ethics, this paper shows
that ignoring defaults is not an option. It idées three theoretical causes of default effects—
implied endorsement, cognitive biases, and effoot-gttide thought on the appropriate marketer
response to the issues posed for consumer autoandwelfare. We propose the concepts of
“smart defaults” and “adaptive defaults” as welfardnancing and market-oriented alternatives
to the current practice of generally ignoring défatfects, in addition to other remedies. Our
analysis highlights how an ethical market orietativould consider the process of consumer
decision making as well as its outcomes: markdteeas responsibility for consumer buying
mistakes arising from the marketer’s inept negbechisuse of defaults. As well as
recommendations for marketing practice, we alsatitlepolicymaker and research implications
of defaults and consider, more broadly, the etbfassing techniques that influence consumer

choice without consumer awareness.

Keywords: default effects, marketing ethics, consuanhoice, consumer welfare, consumer

autonomy



“...many of us are being influenced and manipulatear#iore than we realize—in the
patterns of our everyday lives. Large scale effare being made, often with impressive
success, to channel our unthinking habits, ourt@asing decisions, and our thought
processes by the use of insights gleaned from paygland the social sciences.”

Vance Packardlhe Hidden Persuaders
(1960: 11; first published 1957)

Vance Packard’s 1957 bookhe Hidden Persuaderdealt a major blow to the image of
marketing. Allegations that movie-goers drank noke when the name of the brand was
subliminally spliced within movies made consumerspicious of advertisers, even though the
claims turned out to be fabricated. Nonetheldsspbok sold millions of copies and the term
“hidden persuaders” entered the language as aygoshymous with marketing. The central
claim of the book, as implied by the title, is tihadrketers can change consumer behavior
without crossing the threshold of consumer awareng&$e ability to carry out hidden
persuasion would represent a major challenge tontimeideals ofcaveat emptoandconsumer
sovereigntyHow can a buyer beware when the causes of tbeiabor are unknown to them,
and how can consumers rule marketplaces if thegubct to manipulation without awareness?

While the 1950s scare over subliminal advertisurged out to be baseless, half a
century later, there may be good reason to be ecnaedeabout hidden persuaders. Research of
recent years has identified a great number of paggital and environmental manipulations that
exercise considerable influence over unaware coami(fitzsimons et al. 2002). For example,
Wansink and Van Ittersum’s (2003) work on area @gtions and consumption volumes could
be used by marketers of liquid detergent to engmicver-pouring by providing short, wide
containers rather than tall, slender ones. Regssdf whether they are used with malign intent,

such unconscious influences pose profound questiomarketing ethics. While many argue



that the role of marketing is to discover and noegtsumer needs, the existence of these effects
raises issues about the identity of marketing @snmaand discovery enterprise.

In this paper we focus on a factor that affectsscomer choice in every domain: the
setting of defaults. What are defaults? Brown andhta (2004: 529) characterize a default as
“the choice alternative a consumer receives iffiefoes not explicitly specify otherwise,” and
other authors view them similarly (Johnson, Bellaad Lohse, 2002; Camerer et al. 2003;
Sunstein and Thaler 2003). Empirically, defauliéetis are both powerful and law-like (see
Johnson and Goldstein, in press, for a review)eylhave been demonstrated in specific
marketing contexts as both hurting and helping soress. For instance, just before Christmas
2007, the popular social network Facebook begaactipe of announcing to members’ friends,
the products the members had purchased on otheisitésb Since this program was activated
for all Facebook members by default, many custorsansit as a violation of privacy and tens of
thousands joined a petition group within a weeke Tbmpany capitulated soon after and made
the program strictly opt-in. On the positive sdefaults can promote consumer welfare, for
instance by increasing enrollment into employeesenplans (Madrian & Shea 2001).

We examine defaults as a case study to understarellmoadly the ethics of using
techniques that influence consumer choice withonsamer awareness. We start by reviewing
defaults’ surprisingly strong effects on consumehdvior and examining three theoretical
explanations for their power. We then introducedbecept of consumer autonomy as an ethical,
welfare-relevant consideration in setting defaaftd consider the ethics of defaults in light of
these possible causes of default effects. Havingpdstrated the power and pervasiveness of
defaults, we suggest how they can be used to eatamsumer welfare by identifying remedies

to their potential misuse; the idea of “smart dé&iand “adaptive defaults” being promising



candidates precisely because they draw upon magkietiow-how. We close with a discussion

of why firms may wish to adopt consumer welfare-imazing strategies for long-term success.

DEFAULTSMAKE A DIFFERENCE

Suppose a customer has two options when complatmgchase: they can enroll in a
“rewards” program (and receive promotional offeydddephone, post, and email) or not. In
these situations it is common to speak of “optantl “opt out” policies. In the opt-in system, the
default is tonot automatically enroll new customers, and no pers@mrolled unless they
actively request it. In the opt-out system, eveswrtustomers enrolled by default and stays
enrolled unless they take active steps to quit.

Defaults are surprisingly powerful in a number ohsequential domains, including
matters of life or death. Johnson and Goldsted®32 found that in European countries with
opt-in organ donor pools, often less than a quaiténe population opted in. However, in opt-
out systems, typically over 99 percent of the papah did not opt-out, leading to enormous
differences in donor pool size between otherwisglar countries. Studies show that default
enrolliment in 401(Kk) retirement plans can lead3®&Qarticipation within a few months of
employment, compared to about 60% participatiomevit the default (Beshears et al. 2006).
Defaults can also sell millions of dollars of ingace. In the early 1990s, in New Jersey and
Pennsylvania, a sweeping change in legislationireqevery driver to choose between two
alternatives: i) a high-cost insurance policy {vatvided the right to sue or ii) a low-cost
insurance policy which lacked this right. Defawdierted tremendous influence in this choice.
As it turns out, New Jersey chose the inexpensbhieypas the default and Pennsylvania chose
the more expensive one. As a result 21% of Neweyars purchased the right to sue, compared

to 70% of people on the opposite side of the nindPennsylvania (Johnson et al 1993). Itis



estimated that $140 million more auto insuranqauischased annually in Pennsylvania (over $2
billion since the law was changed) because of diaudt.

Beyond two-alternative choice, defaults exhibibsy (or sometimes stronger) effects in
the presence of several or thousands of altermatfnqvist and Thaler (2004) document how
under privatization of social security, Swedislzeihs were sent a catalog of mutual funds and
given instructions on how to invest for their ovatirement. Of the 456 possible funds, a full
third of participants ended up with their entirggstment in the default fund, despite an
extensive educational campaign encouraging themede active decisions. Park, Jun and
Maclnnis (2000) found that consumers chose a cifiravimore expensive set of features if the
default was a fully loaded car from which they abrédmove features versus a basic car to which
they could add features for more money. Similaultesvere found for treadmills and personal
computers. This scenario illustrates the scopepameer of defaults beyond fixed and captive
consumers: consumers buying a car can comparesamffesings from competing car
manufacturers (e.g., manufacturer A with the fidigded default versus B with the base model
default) or even across categories (e.g., compuessis cars, with different default offerings).

In some cases, defaults are so well hidden tr@ilpenay not be aware they even have a
choice. Many people do not change default settimgsoftware (Mackay 1991), so a Web
browser’s default search engine can influence hgearaon will search the Internet for years.
Since operating systems have default Web browsgiish have default home pages and search
engines, many computer users might not be awatalteanative browsers and search engines
exist. Though changing them is trivial for manyusf software defaults have enormous
economic impact. It has been argued that AOL’s follion dollar purchase of Netscape was

motivated less by its software and more by its mroasly popular home page, which was



preserved as the default by some 40% of Netscaps (lsesan and Shah 2006). Software
defaults are increasingly legally contested. Ssearch engines like Google and MSN make
billions of dollars by placing ads among searchiltssthe dispute over default search engines
has found its way to the US Department of JustieeUS Federal Trade Commission, and the
European Commission (Johnson and Goldstein, 2006).

WHY DO DEFAULTSWORK?

Three mechanisms are often thought to drive deé&dfdtts. Because they have
different ethical and practical implications, wealiss them separately.

Implied endorsementOne view of defaults is that the public perceivesn as implied
endorsements by those who select them. In theafgsdicy defaults, such as for organ donor
status or pension plan membership, McKenzie, Lierand Finkelstein (2006) argue that people
interpret the default as the recommended coursetan set out by policymakers. Thaler and
Sunstein (2003) propose that the default selectgmblicymakers might be interpreted as an
indication of what the majority chooses, and tladibfving a heuristic of imitation (Henrich et al.
2001) could lead to its widespread adoption. Inaaketplace context, Brown and Krishna
(2004) posit that defaults set by marketers magdreeived as suggestions, and in the case of
suspicious vendors, as manipulation attempts thagwomers will reject. When viewed as
endorsements, default effects are not seen as@freim cognitive limitations; on the contrary,
it suggests that agents react to defaults witmd &f developed social intelligence or
“marketplace metacognition” (Wright 2002).

Cognitive bias Several labels have been given to supposedtoggbiases that might
explain default effects, and many of these imp8slaversion as a root cause. For instance,

comparisons have been drawn between the defaatttefhd the status quo bias (Ritov and



Baron 1990; Samuelson and Zeckhauser 1988), arehttevment effect (Park et al. 2000), all
of which have been explained in terms of loss averélhaler, Kahneman and Knetsch 1992).
Thaler et al. (1992) state that the endowment efed the status quo bias (which they explicitly
liken to default effects, p. 69) “are a manifestatof an asymmetry of value that Kahneman and
Tversky (1984) call loss aversion” (p. 63). Thet gisthis explanation is that people may feel as
if they somehow possess the default option andgivatg it up would be perceived as a loss.
Under loss aversion, such a loss would matter rtiame the equivalent gain achieved by
changing to the non-default option. This accourtpats that people would feel the same way if
they were endowed with the opposite default ansbah, presents itself as a human fallibility.
We do not concern ourselves with the debate “omehbty of cognitive illusions” (Gigerenzer,
1996; Kahneman and Tversky, 1996). Rather, we sk the ethical implications avéhen

default effects are attributable to cognitive pgses over which consumers have no awareness
or conscious control.

Effort. Some of the default effect on expressed prete®is surely due to effort
(Samuelson and Zeckhauser 1988). For instancey people living under opt-out policies for
organ donation, might not bother to opt out becafiske effort involved in acquiring and
mailing a change-of-consent form (Johnson and Geild2003). However, effort is not the
whole story. In experiments where choosing to karegbandon the default required the same
number of mouse clicks, Johnson and Goldstein (R&Bfound differences in organ donor
pool enrollment that resembled those found in &at world (42% for opt in and 82% for opt
out). Similarly, other scholars have argued thabnal calculations of the efforts of switching
compared to the gains of switching cannot explagnrange of default effects observed (Thaler

and Sunstein 2003; Samuelson and Zeckhauser 18@8)o not wish to brush aside effort-



based explanations: Increasing effort clearlyaféect choice, however, effort alone cannot
explain all default effects.

While all three causes may contribute to the impédefaults, their importance may
differ across situations. As the causes of deftdicts change, so too will possible
interventions and ethical implications

MARKETING ETHICSAND DEFAULTS

Questions about marketing ethics were commonplatebsfore Packard (1960). As
Farmer (1967: 1) observed: “For the past 6,000syta field of marketing has been thought of
as made up of fast-buck artists... Too many of ue Heeen ‘taken’ by the tout or con-man; and
all of us at times have been prodded into buyihgats of ‘things’ we really did not need, and
which we found later on we did not even want.”

The classic reply to such criticismscaveat empto(buyer beware) subject to the
marketer operating within the law; plus an asseritbmarket discipline, recognizing that most
companies rely on repeat purchase and favorabld-efemouth (Smith 1995). This reply can
be criticized on many grounds. However, it is diemadequate if the consumer response to the
marketer is the result not of illegal and deceppix&ctices, but through “hidden persuaders,” a
manipulation of which the consumer is unaware. @agenptor is presumed to rely upon
consumers having some capacity to identify markiaference strategies.

The ethical challenges of marketing have prompfgmxite to provide normative guidance
to marketers, often drawing on theories of mordlosbphy. Two especially prevalent
approaches have been: 1) theories based on comsegyusuch as utilitarianism; and, 2)
nonconsequentialist theories that are typicallydhased (Dunfee, Smith and Ross 1999).

Ethical evaluations of marketing practices oftdw,rié only implicitly, on a consequentialist



analysis. Thus one criterion used to ethically@at® the use of a default might be the overall
goodness of the consequences. Our discussiorfafltleffects indicates that they can have
major good and bad consequences (e.g., automatsigoeplan enrollment; adding overpriced
warranties to all orders) and they may be ethicaligluated accordingly.
A Consequentialist Perspective: Using Defaults to Maximize Consumer Welfare

One possible resolution of the quandary presenyetefaults would be to pick the
default that would maximize consumer welfare, oirbthe consumer’s best interest. However
appealing, there are at least two problems withdpproach. The first is that the firm’s and the
consumer’s interests are not necessarily aligniechsi-seeking to increase profit may set a
default inconsistent with consumer welfare maxiriitazg which might benefit some consumers
while the majority is dissatisfied and possiblyrhad, and welfare, on average, is reduced.

The second is that what is best for consumers dispgpon characteristics of the
consumer: An outcome that maximizes consumer weetfgerall may be suboptimal for some
consumers in a context where there is heterogeimefiseferences. Thus, a marketer may set a
default consistent with consumer welfare maxim@atbut some minority of consumers will be
dissatisfied and possibly harmed. For exampledé#feault for auto purchasers in the US is to
have an air bag installed in all new vehicles. M/this has clearly produced a net savings in
lives, it has endangered small-framed women asasethildren. The welfare producing benefits
have mostly accrued to large-framed men and sowe dzeculated that those who are more
likely to be in accidents—such as those who arbrinted—are particular beneficiaries. Thus,
while welfare is improved on average, there aratiflable winners and losers, and questions of

responsibility. Moreover, as we show in the nextisa, even if defaults enhanced consumer



welfare for all consumers, they would remain etlygaroblematic because of their implications
for consumer autonomy.
A Nonconsequentialist Perspective: Defaults Should Not Violate Consumer Autonomy

Defaults can both enhance and reduce consumerre/el&etting defaults to maximize
consumer welfare might appear to resolve ethicales. However, a nhonconsequentialist
perspective suggests otherwise.

Various marketing ethicists have identified a doftynarketers not to mislead consumers
(e.g., Laczniak and Murphy 1993) and the Americarkdting Association Statement of Ethics
identifies honesty and openness as basic valuesredopf marketers The implied endorsement
theory of defaults suggests they may mislead coassife.g., the default is incorrectly assumed
to indicate what the majority chooses). Though #gusome consumers (e.g., the “market
savvy”) will be skeptical of marketer persuasiotemipts and alert to their use of self-serving
defaults rather than be misled (Brown and Krishd@42. Defaults also can be at odds with the
consumer’s right to choice, one of the four bagjhts identified in a landmark speech by
President Kennedy in 1962 (Lampman and Douthit7Z)19%mith (1995), in reference to social
contract theory, proposed a marketer duty to erthateconsumers are capable of exercising
informed choice. All three theories of defaultggest they can be inconsistent with consumers
exercising choice and thus fail Smith’s (1995) “somer sovereignty test” (under which
marketers ascertain whether consumers have suifficégability, information and choice).
More fundamentally, a nonconsequentialist perspedtighlights a need to examine the
implications of defaults for consumer autonomy, etthive define as the right of consumers to

make their own decisions.
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The term autonomy comes from the Greek words “difsedf) and “nomos” (rule or
law) and, when applied to persons, refers to tthedisions and actions being their own. As
Dworkin (1988) observed, it is a moral, politicaldesocial ideal. Autonomous persons are self-
determining but it is much more than this, as Dwogk(1988: 20) seminal analysis observes:

... autonomy is conceived of as a second-order cypaicpersons to reflect critically

upon their first-order preferences, desires, wished so forth and the capacity to accept

or attempt to change these in light of higher-ogteferences and values. By exercising
such a capacity, persons define their nature, g@aning and coherence to their lives,
and take responsibility for the kind of person theg.

Dworkin uses the classic story of Odysseus—tiduigship’s mast so that he can resist
the calls of the sirens—to explain the second-oreléection inherent in his conception of
autonomy. Autonomy means that we can have a reterabout our preferences (in light of
how we wish to live our lives). For this reasdnsipossible for autonomy to be maintained in
the face of interference that infringes on the atdiny character of one’s actions (or even
coercion). As Dworkin (1988: 14) writes, “not eyeénterference with the voluntary character of
one’s actions interferes with a person’s abilitghmose his mode of life.” Thus some loss of
liberty still may be consistent with Dworkin’s caption of autonomy. Consider, for example,
life-saving medical treatment rendered withoutgratconsent in emergency situations (Dworkin
1988: 116).

Consumer autonomy has to do with our self-detertiwinas consumers. It reflects
preferences about preferences as well as immetkaids and wants. Thus, it can be conceived
as accommodating consumers who would wish to allways as much choice as possible and

those who might prefer to have their consumer @waurbed (e.g., because of anti-materialistic

values). Defaults may challenge consumer autonomy.
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In the case of manipulation through defaults, thresamer cedes some independence of
choice to the marketer and consumer autonomy igdhed (even where consumers might
have a preference for the convenience and easecaiah-making provided by defaults over an
active choice alternative). This is clear wherestoners do not frame the default as a choice
(e.g., the costs of opting out are seen as provebjthigh) or where consumers are not aware as
to the possibility of choice (e.g., not knowing ara switch long-distance providers).
However, is autonomy always maintained where chigicecognized by consumers? We take
up this question when we look further at the pdesithuses of default effects but first discuss
autonomy in relation to paternalistic uses of die$alecause this highlights the potential clash
between the possible policy goals of consumer aumyrand maximizing consumer welfare.
Pater nalism in Setting Defaults

Since defaults change choices, they can violatswroer autonomy by serving the
marketer’s interest and not the consumer’s. Yistutiolation can be “for their own good,”
serving a paternalistic intent. Paternalism is“thierference with a person’s liberty of action
justified by reasons referring exclusively to thelfare, good, happiness, needs, interests, or
values of the person being coerced” (Dworkin 197R)is tradeoff between maximizing
autonomy and consumer welfare is shown in claiggtiations of paternalistic interventions by
the state include laws requiring seat-belt usens or helmets of motorcycle riders. Dworkin
(1988: 123) explained: “There must be a usurpatfahecision making, either by preventing
people from doing what they have decided or byrietang with the way in which they arrive at
their decisions.”

Sunstein and Thaler (2003: 1161) have argued diramdavor of a form of paternalism,

urging that default rules “should be chosen with élplicit goal of improving the welfare of the
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people affected by them.” Their rationale (200B63) is that “in some cases individuals make
inferior decisions in terms of their own welfare—edons that they would change if they had
complete information, unlimited cognitive abilitiend no lack of self-control.” Moreover,
given their belief in constructed preferences, thaygest that in many situations there is no
alternative to a kind of paternalism. Somebodytrsasthe default. This “weak paternalism” is
still impossible to avoid even where planners aw@thults and require active choices, because
some people would choose not to choose.

Sunstein and Thaler (2003: 1162) advocate “libemgpaternalism,” under which, they
suggest, paternalistic policies that are “self-comssly attempting to move people” would be
acceptable from a libertarian perspective if ch®i@es not blocked off and impose only “trivial
costs on those who seek to depart from the plasipeeferred option.” Thus, in setting defaults,
marketers potentially could have “libertarian beslence” in mind whereby default rules are
“enlisted in the interest of vulnerable partiesOQ3: 1162). It remains libertarian because the
design makes it easy to take the non-default option

Even libertarian paternalism violates autonomynssein and Thaler (2003: 1167, fn. 22)
acknowledge this concern up to a point, though #ssert that it is “fanatical” in settings such as
obesity “to treat autonomy... as a kind of trump toobe overridden on consequentialist
grounds.” They continue by claiming respect fatoaomy in saying that “autonomy is
adequately accommodated by the libertarian aspdittestarian paternalism.” If the effect of
defaults comes from effort or implied endorsem#ren perhaps giving people the ability to
change their choice does provide sufficiently foromomy. However, this is not the case for our
third theory of default effects and Sunstein andl&h(2003: 1168) maintain that human

judgment is profoundly biased: “People fail to médecasts that are consistent with Bayes's
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rule, use heuristics that lead them to make systerblainders, exhibit preference reversals (that
is that prefer A to B and B to A), suffer from ptelms of self-control and make different choices
depending on the framing of the problem.”

Consumers meeting this characterization would @ “free to choose” as Sunstein
and Thaler would have it (2003: 1161) because®f/try biases that they say need to be
acknowledged. If the bias of loss aversion undsithe preference for default options (as argued
by Thaler, Kahneman and Knetsch, 1992), then uséfgults as instruments of policy inevitably
compromises autonomy. In a real sense, the freedaimoose provided by libertarian
paternalism is an illusion, at least to those wigoumaware of the effects of defaults.

REMEDIESTO ENHANCE CONSUMER WELFARE

One response to the dilemma of defaults might ljgatce a premium on consumer
autonomy and require active choices wherever plesstowever, defaults can provide greater
efficiency in consumer decision-making and cansagsinsumers in making good decisions.
Thus, under certain circumstances, defaults casohsumer welfare enhancing. In some sense,
defaults are also inescapable, if one views thé&cesonade by producers about product
attributes as all potentially consumer choicesfaDli effects are certainly more prevalent as
consumer choice has expanded; contrast Ford’s Mb@@ny color so long as it’s black”) with
the multiplicity of choices provided to computesstamers today on Dell's website (“create your
own system”). As has been demonstrated by worleasan-based choice (Shafir, Simonson and
Tversky, 1993) adding options increases the tendenemain with the status-quo default.

Most important, perhaps, is that the expansionifsegmtly increases the effort involved in

making a decision, even if decision-makers usetadaptrategies (Payne, Bettman, and
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Johnson, 1993). Is it possible to create new kafdkefaults that can both preserve autonomy
and lead to good outcomes?

One obvious conclusion from a welfare perspecsvidat ignoring defaults can be a
mistake for both firms and consumers. Welfare maydaluced where defaults are set without
regard to the consequences for choice, referrad tonept neglect” by Sunstein and Thaler
(2003: 1202). We know of a large manufacturer #tlatved its consumers to configure their
order using a web site. The manufacturer had vierdently, set the default alternative to the
least expensive option for every choice. Not ahtythis fail to maximize profits for the firm, it
also destroyed consumer welfare: When making elsditthe absence of a default, customers
systematically chose more expensive options. Tieisvrong default left both the markegard
the customer worse off. A better choice of defadtild generate a pareto improvement in
welfare to both parties. Arguably, in this casepaerweighting of consumer autonomy resulted
in losses to both patrties.

Ultimately, while autonomy is an important valuesgquires that consumers (1) are
aware of the effects of marketplace characteristich as defaults, and (2) know how to
overcome their effect by spending an appropriatewarnof effort. If both of these conditions
exist, then the threat posed to autonomy by defasiless of a concern. However, if they do not
exist, consumers, policy-makers and firms may wieséxamine other alternatives. Since
ignoring defaults is not an option, we discuss spossible remedies, and propose two new
kinds of defaults: “smart defaults” and “adaptivefalilts”.

Benign Defaults
Consistent with Sunstein and Thaler (2003), we tlesti the most problematic cases are

those in which defaults are chosen in a way thasdmt maximize consumer welfare. A
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certain number of people will be dissatisfied unaest any default. However, if the default is
set to the preference most people would make waegdfwith making an active choice, the
greatest number benefit.

Implementing such policies is not as simple asdinss, because giving someone the
wrong defaults may have great cost. Consider the chorgan donation (Johnson and
Goldstein, 1993). Governments consider organ domatelfare maximizing, and polls in the
United States show that most people approve offrodgaation. However, only a minority of
Americans have joined organ donor pools, and omhyreority agree to be donors in forced-
choice situations such as at motor vehicle registtaagencies. Should stated preferences (polls)
or revealed preferences (forced-choice questionatgbining donor pools) be used to
determine what is welfare maximizing? A usefulliocsuch cases is to see what people who
are forced to make a choice without a default ghtbose.

Policy makers and marketers also must look beybadchtimber of people affected by
various defaults (as we have done here) to thederaaonsequences. The families of willing
organ donors may care little if their kin are dédfiadi into not being donors, while the families
of unwilling donors may care a great amount if theved ones are harvested for organs. Even
if one argues that having more donors despite aof@vages is better for societal welfare
(including organ recipients), one must admit thatnegative press arising from the incidents
could cause voters to put an end to the opt-ouesyshus decreasing societal welfare.

In their approach to benign defaults, SunsteinBmaler (2003) focus primarily on
public policymaker use of defaults to identify val enhancing interventions. They do,
however, also acknowledge the relevance of theéseventions to the private sector (but do not
consider private sector exploitation of defaultt tteduce consumer welfare). Four

interventions are identified: 1) “Minimal paterrafi,” where a default rule is constructed with
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the goal of influencing behavior but it is costlessearly costless to depart from the default
plan (this intervention is most consistent withitheea of libertarian paternalism); 2) “Required
active choices,” where the planner is unsure oftwhaice will promote welfare and so forces
people to choose explicitly; 3) “Procedural conistisfl typically require more effort and are
designed to ensure that not following the defaultaluntary and rational rather than a function
of defective decision-making (due to, say, a lackxperience); 4) “Substantive constraints”
allow people to reject the default but only on aerterms and potentially at considerable cost as
well as effort. Planners also have the optionesfyihg choice altogether on the basis that
people will reject a default in error. This is radypical of public sector use of defaults though,
in some respects, it is what companies do in reguoonsumers to read terms and conditions
before committing to purchase, arguably to enh@oosumer welfare but more likely to reduce
scope for subsequent complaints or litigationis Hlso what a company does in determining a
set of product attributes over which the consunasriio choice, though clearly consumers have
choice in comparing different products of competogpanies.

In determining the appropriate intervention, thame two approaches that appear to apply
to marketers as well as in a public policy con{&tnstein and Thaler 2003). First would be a
cost-benefit analysis that evaluates the gaindasses associated with the program options. If
feasible, this would be an objective assessmewhath option maximizes consumer welfare
and thus how to set defaults. The organ donatt@amele illustrates the challenges this poses
and a standard critique of consequentialist etiBitise difficulty of forecasting all potential good
and bad consequences for all affected partiesorfieto adopt rules-of-thumb: the approach
that the majority would choose if explicit choicgere required and revealed (but what of the
minority?); or a forced-choice approach (but sonoeeile not choose, others would not make

“good” choices, and this abandons the efficiencgeffiults); or an approach that minimizes the
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number of opt-outs (but this might result from cibige biases). Ultimately, however, the
approach of using these various benign defaultisolsiis suboptimal in our view relative to
what we call “smart defaults” or “adaptive defauttsat intentionally set out to exploit marketer
expertise in mitigating default effects in markgticontexts.

Smart Defaults

Marketers are in the business of understandingurnesneeds and predicting their
behavior. Defaults can be set in a way that taklesntage of that knowledge. Consider the air
bag example used earlier to illustrate heteroggmeitonsumer needs. If the deployment of the
airbag could react to the kind of occupant of thatsconsumer welfare would be increased.
Thus many “Advanced Airbag Systems,” required dmedv vehicles in the U.S. since 2006, are
designed to sense the weight of the seat occupatérmine whether to activate the airbag.
This is a smart default. In helping customers niaéer decisions about the purchase of
retirement investments, a smart default might Is=8an a simple linear model incorporating
the purchaser’s age, family status and intendecatigtirement. Other factors, such as the
investor’s risk preferences and loss aversion, eésobe included. Such defaults would not suit
all consumers perfectly, but are superior to taditional default contribution of not providing a
safety net or the more recent ‘one-size-fits-adffadilt suggested by many firms.

The challenge for smart defaults is to gather ehanfprmation sufficiently quickly to
produce a better-customized default than the aref@is-all approach. There will always be a
tradeoff between the amount of information gathened the accuracy of the default calculation,
but existing market research technology shouldaaflons to address this problem. From both a
consequentialist andaaveat venditofseller beware) perspective, smart defaults amr@narthnt
option? We believe they may also be an advantage tdrheat well, assuming they do two

things: The first is that they meet the challenfjereating the right smart default. The second,
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which is perhaps much more difficult, is to be a@oleommunicate the effect of defaults upon
choice and to convince consumers that their chaisgg) smart defaults are better. In this case,
firms may profit from the long-term loyalty genezdtby increased consumer satisfaction.

Smart defaults require the presence of consumeifgpdata, some of which may
already be known to the marketer (e.g., age, geneferring URL) and some of which might be
collected explicitly to generate the default. Teauty of smart defaults is that they return us to
the original idea of marketing as understandingraeéting consumer needs including the
differences across consumers evident in market segion. What is novel is that smart
defaults assume that the firm must understand coesubetter than consumers themselves at
the beginning of the decision process. Much likera uses market research to produce
products that meet consumer needs, smart defaigiggest that firms must produdecisionghat
meet the consumers’ needs as well. This was eatdbe when our auto manufacturer, who had
picked the least expensive default for every chdeiéed to meet the needs of most consumers.
The smart default design, selecting the right emdiody style, and accessories for both the high
performance connoisseur and the parent of a lamgéyf, would be a smart default better
meeting those needs.
Adaptive Defaults

Another option, particularly relevant to the wodtlonline commerce, is the idea of an
adaptivedefault, one that uses each choice in a serigsttother defaults. Instead of making the
auto manufacturer’s unfortunate choice of seledfiregleast expensive options as defaults, a
more appropriate, benign, welfare-enhancing defaight be to make the default the option that
a customer would select in the absence of a default

As we have discussed, smart defaults would impoovisumer welfare based on

rudimentary knowledge about the consumer. Adamtefaults would require the manufacturer
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to present the options with defaults that repregenbest guess of what might be chosen
conditionalon what has been chosen to date. For exampleeswwho chooses a powerful
engine may be more likely to choose certain cdll@d), and other consistent options, such as
sporty wheels, a sports handling package, and qpedgiace tires. Note that unlike the
widespread use of packages of options to limitahdihe idea of an adaptive default preserves
considerable consumer autonomy (within marketegrd@hed boundaries) and strikes a balance
between providing more choice and providing thatrihoices. It also addresses concerns with
choice overload (lyengar and Lepper 2000) by limgtihe options that must be shown to the
consumer. Because the number of decisions thatlmusade is also reduced, ego depletion
effects in choice might be minimized by adaptivéad#s (Baumeister, Muraven and Tice 2000).

While smart and adaptive defaults have many meh&se may be some problems
associated with their implementation. These clelstaults appear to be choices or judgments
that the firm is making for the customer. Who iblame when a smart or adaptive default does
not fit the consumer, such as when the airbagagpropriate: the manufacturer for having a
poor algorithm, or the consumer for passively atngghe default?
Other Remedies

In some circumstances, it might be appropriatetmire procedural constraints (Sunstein
and Thaler 2003) to reduce the prospect of consuineggcting a welfare enhancing default.
These constraints typically raise the cost of mgaway from the default by requiring greater
effort (e.g., where software companies provide moended settings when installing software).
In other circumstances, particularly where the dkiéfa not welfare enhancing for at least some
consumers, warnings and disclosures may be wadamtelden defaults, that is, not informing
all customers that they have a choice of certationp, may be inappropriate or at least require

disclosure if there are potentially major negatieasequences for consumer welfare. Equally, it
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may be appropriate to warn consumers of defaudtcedf not unlike how curved rear-view
mirrors come with warnings about how they altercpered distance. However, warnings would
be of less practical value as a remedy under thenggtion that cognitive biases are at work. |If
default selection reflects implied endorsementight be appropriate to require warnings to the
effect that the default option is not endorsedh®ydompany where this is not the consumer
welfare maximizing option (e.g., “default settindfs not constitute a recommendation and may
not be the preference of a majority of consumerg€learly, however, in this context and others
(e.g., in regard to paternalistic remedies), mesearch is required to better understand the
relative contribution of the different theoriesdsfault effects to default outcomes.

More draconian, but arguably warranted in someexdst would be regulations
preventing the use of defaults or restricting masefrom using the consumer-welfare
minimizing default or from unfairly loading the d¢s<f not following the default. In view of the
demonstrated powerful effects of defaults, consymetection agencies should closely monitor
their use. We believe that much could be achi¢wemligh consumer education so that
consumers are better informed of how conscioushtioerwise they might respond to defaults.

CONCLUSION

We have borrowed a page from an old book on thepukation of consumers. Though
its message has been brushed aside, perhaps lhightfuvhere it concerns indirect manipulation
(as through subliminal advertising), recent consuragearch documents robust, reliable and
more direct effects, the consumer-welfare implaagi of which merit attention. Taking the
strength and scope of default effects as a cageiitt, we argue that they present considerable
potential to impact, both positively and negativehe outcomes consumers face. Where
previous discussions of defaults have focusedysoleloutcomes, we argue that even when

consequences are benign, default manipulationsiotate consumer autonomy.
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The implications of defaults cannot be judged wittha theory of why default effects
exist. We consider the ethical implications of ddtfawith respect to three dominant lines of
explanation as to why default effects exist: imghl@dorsement, cognitive limitations, and effort.
Arguing that ignoring defaults is never justifiede examine the options that are available to
firms who wish to maximize consumer welfare givika éffects of defaults. Moving beyond
benign defaults, we propose two alternatives motme with marketing principles of
understanding and segmenting customers--smartlteetmd adaptive defaults--showing that
both can enhance consumer welfare and how adajgfaeilts also may preserve consumer
autonomy. These alternatives highlight marketspoasibility for the process of consumer
decision-making. Buying mistakes as a result ofket@r default settings cannot simply be
blamed on the consumer. Accordingly, implemenéingthical market orientation (Kohli and
Jaworski 1990) requires marketer attention to thresamer decision-making process, including
but not limited to the role of defaults.

As we close, we note that while the effects of dit$éaare notably powerful and pervasive,
similar issues arise with any marketing influerttat toperates without consumer awareness,
whether they are failures of willpower encouragggbming, the use of containers that
encourage consumption, or the use of anchors letenbrices. All these occur without
substantial awareness, and in some cases, ashaorarg; simply warning consumers of their
existence does not prevent their influence. Ligkadlts, they can enhance or detract from
consumer welfare. Caveat emptor and consumeraigwy are not adequately operative
concepts in these cases. A more desirable vieaytimpinion, is the realization that consumers’
decisions are tightly linked to the manner in whitformation is presented to them, and

represent additional obligations by which ethicalrketers must abide.
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Footnotes

! See American Marketing Association Statement ofdSttadopted 2004, at
http://www.marketingpower.com/AboutAMA/Pages/Stagt?200f%20Ethics.aspx?sq=statement+of+ethics#

Accessed December '1,72008.

2 Smith (1995) placed caveat venditor at the oppasiid from caveat emptor on a “marketing ethicsiconm”.
This position is where consumer interests wouldnost favored relative to producer interests, btdiges concerns
about paternalism of the type discussed earlier imeregard to defaults.
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