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Does the number of funds offered in defined contribution plans such
as 401(k)'s affect how many funds you choose to invest in or how you
spread your dollars across your chosen funds? In three studies
conducted among adults, we explore these issues by decomposing the 1/
n heuristic, or the tendency to invest one's dollars evenly across
all available investment options (Benartzi and Thaler 2001). When we
decompose this heuristic into its two underlying behavioral
dimensions, we find that increasing the fund assortment size
decreases the tendency to invest in all available funds (the first
dimension), but increases the tendency to spread one's dollars evenly
among the chosen alternatives (the second dimension). Choosing from a
larger assortment reduces the proportion of funds invested in (a
ceiling effect) but increases the absolute number of funds invested
in (a weaker menu effect). Choosing from a larger fund assortment
size cognitively depletes the investor, who chooses more funds and
allocates dollars more evenly across the chosen funds. The results
help to reconcile discrepancies noted in previous research regarding
asset allocation heuristics.
