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Abstract
Recent evidence, as illustrated by Chetty et al. (2014), has established that individuals differ in terms of the degree to which they pay attention to retirement
saving. In particular as argued, since some savers are passive, i.e., not attentive
to government’s retirement subsidies, policies that directly target saving quantities such as default enrollment can be beneficial. Inspired by this evidence, I
study optimal government policy in a model in which individuals are rationally
inattentive to government policies and their (future) preferences.
To do so, I consider an individual who solves an information design problem by acquiring information about their preferences and government policies
before making their choices: as in Sims (2003), Matějka and McKay (2015) and
Caplin and Dean (2015). To acquire information, individuals pay a utility cost
which depends on an appropriate notion of the distance between their prior and
posterior. This information acquisition creates a feedback effect whereby government policies depend on individuals’ choices and information while individuals’ information choice depends on their expectation of government’s policies.
I show that the nature of the individuals cost of information acquisition critically
impacts the policy chosen by the government. In particular, when the cost of information acquisition is such that individuals cannot distinguish between small
changes in government policy and their prior, then optimal policies depart from
standard behavioral models of limited attention such as Farhi and Gabaix (2015).
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Furthermore, I study an extension of the model that allows for heterogeneity
in attention cost across individual. Optimal policies then prescribe how to target
passive versus active decision makers, i.e., those with high and low attention
costs. I provide formulas that characterize the optimal mix of tax/subsidies as
well as defaults and quantity targets. Finally, I apply this framework to optimal
design of public pensions and retirement incentives.
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