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In recent years, finmancial literacy has gained the atten-
tion of a wide range of major banking companies,
government agencies, grass-roots consumer and com-
munity interest groups, and other organizations. Inter-
ested groups, including policymakets, are concerned
that consumers lack a working knowledge of finan-
clal eeneepts and do not have the toels they need to
make deeisions mest advantageous to their esonemie
well-being. Sueh finaneial literacy deficiencies &an
affest an individual’s er family’'s day-te-day meney
management and ability te save for leng-term geals
sueh as Buying a heme, seeking higher edueatien, of
financing, retirement. ineffestive meney Mmanagement
ean alse result in BeRaviers that make GORSHMErs
viinerable tg severe financial erises:

From a broader perspective, market operations and
competitive forces are compromised when consum-
ers do not have the skills to manage their fiirances
effectively. Informed participants help create a more
competitive, more efficient market, As knowledge-
able consumers demand products that meet their
shott- and long-term financiall needs, providets com-
pete to create produets having the characteristies that
best respend to these demands.

As concern about fiimancial literacy has increased,
so too have the number and variety of fliramcial
literacy training programs and program providers—
some offering comprehensive information on sav-
ings, credit, and similar topics for a broad audience
and others tailored to a specific group, sueh as youth
or military personnel, or focused on a speeific goal,
sueh as heme ewnership of savings.

The fiindings of studies of the effectiveness
of fiimancial literacy training have been mixed.
Although some programs, particularly those having
discrete objectives, have succeeded in improving
certain aspects of consumers’ personal ffinancial
management—such as maintaining a mortgage,
inereasing savings, or participating in employer=
sponsered benefit plans—improved finaneial behav-
lef does net nesessarily follew from inereased finan=

cial information. The timing and format of training,
as well as human traits such as aversion to change,
play a role in whether programs will effect positive
change that contributes to households’ long-term
financil well-being. Accounting for all the variables
associated with fiimancial literacy traiming—when,
how, and where it is delivered, who is trained,
and what information is presented—poses a great
challenge for program developers. Given the
resources now devoted to fiimancial literacy training,
this is an opportune time to evaluate the research,
identify best practices, and consider public policy
options that would further the goal of creating more
financiallly savvy consumers.

CHANGES PROVPTING INCREASED ATTENTTION:
TO FINANCIAMLLATHRERCY.

Numerous factors have led to a complex, specialized
financizdl services marketplace that requires consum-
ers to be actively engaged if they are to manage their
finances effectively. The forces of technology and
market innovation, driven by increased conipetition,
have resulted in a sophisticated industry in which
consumers are offered a broad spectrum of services
by a wide afray of providers. Conipelling consumer
Issues, sueh as the very visible issue ef predatory
lending, high levels of eensumer debt, and lew sav-
ing rates, have alse added te the sense ef wrgeney
surreunding finaneial literacy. Other imperiant deme-
graphie and market trends eontributing ie SORSSHAS
inelude inereased diversity of the pepulatien. result-
1ﬁ% in heugehelds that may facs langyage, sulfural, o
8ther Barriers {8 establishing & banking felationship:
gxpanded access 1o eredit Tor YBURGRE pOpHIALIoNS:
and increased employes respansibility fof directing
et owh IRvestments in eMployer-SpBRseLed Fetire:
FRERt R4 pensien plans:

Technologicall Changes
and Mawket! Ihnosatiiam

Over the past decade, technological advances have
transformed nearly every aspect of the marketing,



delivery, and processing of financial products and
services. The expansion of the Internet as a means
of communicating and delivering services has also
enabled financial services providers to market fliman-
cial products and serve customers more efficiently.
Communication and delivery innovations increase
the ameunt of infermation available to consumers
and allew them te shep for and cheese from a wide
array of produets and serviees witheut geegraphie
limitatien. Te Benefit from the innevatiens, hewever,
eensumers need a base level of finansial knewledge,
§6 that they ean identify and aceess pertinent informa-
tien as well as evaluaie the eredibility of the seures
of the infermatien

Technological advances have also increased the
capacity for targeted marketing to consumers, with
robust databases of consumer information making it
possible to match household characteristics and pref-
erences with product offerings. This application of
technology can promote competition and improve
customer service. However, its misuse can increase
consumer vulnerability to unserupulous lenders.
Questionable marketing and sales tasties may induee
eensumers to asguire produets that they de net need
or that are inapprepriate fer their cifewmstanees.

In addition to broadening the application of data-
bases in marketing, technology has enabled the use of
databases in loan underwriting. Using statistical mod-
eling, sophisticated computer programs produce a
numerically based risk profile of consumers to estab-
lish a range of acceptable risk and to develop guide-
lines for pricing credit. While credit-scoring tech=
fielegy has inereased lean production and decreased
crediter costs, it has alse diminished lendier-eustomer
interactien. With the lask of persenal invelve:
ment, eensumers, partieulay these unfamiliar with
Banking and eredit systems, have limited means
fer ebtaining insight en the elements in their finan-
slal EE@HIS that affsst decisienmaking and guidanee
8n the eeurse of action neeessary {8 impreve their
ereditwerthiness.

Market innovation and competition within the
financial services industry can also be seen in the
increase in the variety of products offered by deposi-
tory institutions. For example, basic deposit and
credit products have multiplied and become highly
speclalized. In additien, there has been a proliferation
of nonbank providers of financial serviees, sueh as
payday lenders and eheek cashers. (The number of
eheek-eashing eenters has deubled ever the past five
years, aeeerding te Finaneial Serviee Centers of
Ameriea, 1ne.) These developments have given 66h-
SHMers mere eptiens and greater flexibility in ereat-
ing finaneial arrangements that Best suit their needs:

However, consumers may have difficulty assessing
the options, and a misguided choice can result in
higher costs due to monthly fees, overdrafts, or exces-
sive transactions.

Market innovation has also prompted deregulation
of the banking industry. As competition from non-
banking institutions has increased over time, banks
have devised ways to offer products to cuistomers
outside the bank-regulated structure. In response to
these market realities, legislation was passed in 1999
to eliminate the regulatory barriers that had prehib-
ited banks from engaging in the sale ef securities
and insuranee, enabling bank-ewned finanecial held-
ing eempanies to beceme one-siop finaneial serviees
providers. This legislatien (ihe Gramw-Leash-Bliley
Agt), fecognizing the aetivities already essurring
within the marketplace, faeilitaied finaneial mederi-
izatien and premeted a mere efficisnt financial ser-
viees indusiry. Hewever the expansien ef finansial
products affsred By banking 8rganizations, for sxam-
El@; S6EHHIIES ahd IRsHFanes, requires EoRsHMErs 18

EEOMe More aware of the distinetion pefwesn these
produets and 18 recegnize tat they 48 Aot coRveY the
S3ME EoRSHMeEr protections and Fghts as Haditional
Banking praducis:

Rise in Questionable

An increase in anecdotal reports of unfair and
deceptive home equity lending practices in the late
1990s raised concerns about the scope and impact
of unscrupulous credit arrangements, commonly
referred to as predatory lending. Investigations and
publie hearings by federal, state, and local goveri-
ment ageneies to identify pessibly unethieal or preda-
tery mortgage lending practices revealed that in many
eases the terms of such contracts are net technically
illegal but rather are inappropriate for and disadvania-
geous te eensumers. An example is a 1ean strustired
with relatively small fixed payments in the early
8ars but a large “ballesn™ payment at the end ef the
ean term. Sueh a strueture reeagnizes that a ySHH%Sf
Berrewer's future earning petential i3 generally
feater than Ris oF Rer curfent ineome and Assumes
at the berrawer will Be ble 8 fefinance at the &end
gf the 18an term: Whils the QHQHE%{H%HE fakes Mmer:
398 pavments more affordable Ior SOme BOHOWETS,
It €aR BE devastating 16 Hese living on fixed RCOMES:
Efforts by government agencies to better under-
stand predatory lending have generally found that the
distortion or inappropriate use of credit provisions,
coupled with the inherent complexity of mortgage



lending, sometimes results in borrowers becoming
entangled in a fiimancially devastating credit quag-
mire. Borrowers who are unfamiliar with credit trans-
actions and unaware of the full implications of the
loan terms may be vulnerable to unethical lenders’
sales strategies. Although regulatory protections and
legal remedies are impertant, consumer edycation is
seen as an essential element for eombating and pre-
venting predatery lending.

Changes in Pevsonal! Fiinanees

Other factors prompting increased attention to fiman-
cial literacy include the rise in consumer debt levels,
the decline in already-low personal saving rates, and
the increase in non-business bankruptcy Ailings.
Altheugh the rate of expansion of consumer credit in
2001 was well below that in 2000 (6.5 percent com=
pared with 10.25 percent), outstanding househeld
debt inereased an estimated 8.75 pereent in 2001, a
rate abeut 1 pereentage peint faster than the average
growth ever the preeeding twe years. Heuseheld
Berrewing euisiripped the grewih of dispesable per-
sonal inesme in that year, with the heuseheld debi-
serviee Burden—an estimaie of Minimum ssheduled

1. In 1999 and 2000, a variety of efforts were undertaken by fddete:

eral, state, and local agencies to gain insight into abusive lending
practices. The Federal Reserve hosted a series of public hearings to
obtain comment on proposed revisions to the regulation immplementing
the Home Ownexship Equity Protection Act, a statute enacted to stem
unscrupulous lending by increasing disclosure requirements and
consumer protections for high-cost loans (www.federalreserve.gov/
events/publichearings/default. him)). A joint task force of the Depart-
ment of Housing and Urban Development and the Depaitment of the
Treasury released a repoft of filidings and policy recommendations
regarding predatory lending (www.huduser.org/publications/hsgfin/
surbing.html). 10 beth eases, filnaneid]l education was resommended
as a means of helping berfoweis better understand the basies ef
foktgage eredit.[endofnote]

payments on mortgage and consumer debt as a share
of disposable income—veaching near-record levels.
Meanwhile, although the personal saving rate rose
on average in 2001, it registered below 1 percent
at year-end. In addition, a record number of non-
business bankruptcies, approximately 1.5 million,
were filed in 2001, an increase of more than 19 per-
cent from 2000. Together, these data suggest that
some consumers may be vulnerable to a flimancial
crisis in the event of an economic shock such as the
loss of employment or a protracted illness.

Changes in Demographics.

Data from the 2000 census confirm that the U.S.
population has become considerably more diverse
and that foreign-born households represent an impor-
tant consumer market force, Many in these groups,
as is common among underserved populations, may
be unfamiliar with U.S. financial practices and (or)
lack access to mainstream financial systems. Lan-
guage, educational, and cultural barriers can discotir-
age seme populations frem establishing a banking
relationship te asguire finaneial serviees. Instead,
they may use alternative previders te eendust basie
transaetions sheh as eashing eheeks, ebtaining 16ans,

oF Wiring funds: Altheugh using alfefﬁa?gg %g%g;gﬁq o, vy st

may Be eenvenieat of cemfertable, a

Fannie Mae Feundatien asseris that they generally
eharge Righer per-transaction fees (fable 1): Financial
literacy programs promote participation in the bank-
ing system to enable consumers to gain access to a

2. Statistics on debt and savings are from ‘“Monetary Policy Repfntte:
to the Congress,” Filéeali! Reseevee Bullétiip, vol. 88 (March 2002),
pp. 141-72.[endofnote.]

3. American Bankruptey Institute, “U.S. Bankruptey Filings 198[hete:
2001" (www.albiwonld ong/stzts/1 9RTEmued 1 Htimi) ) [endofnote.]

Tablebkti m&stdnietsd e dbnforc fihanoiel cesrvheegedh drg etb byamdnpeonki dmey @02 2002

Service Rate per transaction Number of transactions Gross revenue Total fee revenue
(percent) (millions) (billions of dollars) (billions of dollars)
Check cashing Payroll and governmemt, 2-3 180 60 15
Persomal, can exceed 15
Payday loans 15-17 per two weeks 55-69 10-13.8 16-2.2
400 APR
Pawnshops 1.5-25 per month 42 33 n.a.
30-300 APR
Rent-to-own 2 or 3 times retail 3 4.7 2.35
Auto title lenders 1.5-25 per month n.a. n.a.
30-300 APR
Total 280 78 5.45

APR=Amuz] percenttye rate.
n.a.=Not available.
.. ANott aqny{edilke.

SOURCE. James H. Carr and Jenny Schuetz, “Fimancial Services in Distressed
Commumiities: Framing the Issue, Finding Solutions” (Fannie Mae Foundation,
August 2001).



full complement of services, with the possible result
of significant savings in transaction fees. An addi-
tional benefit of engagement with the banking system
is suggested by research indicating that 51 percent
of households that have a banking relationship save
regularly, compared with 14 percent of households
that do not.

Increase in Consumwwer: Responsitbilities.

Consumer responsibilities for credit and imvestment
management have increased in recent years. For
example, greater competition and more-flexible
underwriting standards have increased younger pop-
ulations” access to credit. It is not uncommon for
college students, even those lacking a job or other
source of income, to obtain a credit card. In a 2001
study by the U.S. General Aceounting Office, more
than 33 pereent of surveyed students indicated that
they had a eredit card befere they entered &ellege,
and anether 46 percent had acguired a eard in their
freshman year of eellege: Evidence that younger
populations are having difficulty managing debt is
revealed in statistics showing a 51 percent increase in
bankruptcy filings by debtors under the age of
twenty-five between 1991 and 1999.

Consumers’ responsibilities for their retirement
investments have also grown. Employers are increas-
ingly offering defined-contribution plans, for which
the employee directs the investment, rather than
defined-benefit plans, for which the employer makes
the investment decisions on behalf of its employees.
In 1980, 70 percent of pension plans were structured
as defined-contribution plans; by 1997, the pre-
pertion had risen te 92 pereent. Moreover, sur-
veys indicate that as many as 30 percent of eligible
employees do not participate in employer retirement
plans. Financial training can help employees devise

4. James H. Carr and Jenny Schuetz, “Financial Servicpwoim Dis-
tressed Commumities: Framing the Issue, Finding Solutions” (Fannie
Mae Foundation, August 2001) (www.fanniemaefoundation.org/
programs/jpapens shitonl) [endofnote.]

5. Constance R. Dunham, “The Role of Banks and Nonbanks [note:
Serving Low- and Moderate Income Commumities,” in Jackson L.
Blanton, Alicia Williams, and Sherrie L. W. Rhine, eds., (Zhang-
ing Finemeiall Markktys and] Commumityty Deveddpprentut: PFRyoeeefiimgs
of a Fedéeahl Ressewee Systeem Commumitity Affivss Resseaehh (Covfer-
encez (April 2001), pp. 31-58 (www.chicagofed.org/cedric/2001/
sessionone.cfm).[endofnote.]

an investment strategy that ensures their retirement
security—first by recognizing the advantage of con-
tributing to employer-sponsored savings plans and
then by understanding their future needs, goals, and
appetite for risk.

PROVIDERS AND FOCUS
OF FINANCVALL LITERNCY TRAINING.

Efforts to improve the quality and increase the
amount of the fiimancial information provided to con-
sumers have been in place for many years. In a broad
sense, the disclosure of key terms and costs of lend-
ing and deposit transactions dictated by federal con-
sumer protection laws constitute a fimancial education
teel, as they are intended to enable consumess to
compare the same type ef infermatien aeress pred-
uets. Altheugh the utility ef disclesure desuments
has been debated, diselosures are generally viewed as
af impertant meehanism for sommunicating imper-
tant infermatien te 6OASHMELS:

What is new is the proliferation of programs. A
study commissioned by Fannie Mae found that two-
thirds of the ninety financial literacy programs that
it examined were begun in the 1990s and that three-
fourths of those were initiated in the late 1990s or
2000.

The providers of fimancial literacy programs are
a diverse group that includes employers, the mili-
tary, state cooperative extension services, community
colleges, faith-based groups, and community-based
organizations. Commercial banks are also important
providers of fiimancial literacy education. All but two
of the forty-eight retail banks responding to a
recent survey by the Consumer Bankers Association
reported contributing to fimancial literacy efforts in
some way. Many banks consider their engagement
in this area a way to expand their customer base and
promote goodwill, and such activities are often given

favorable consideration in examinationsrfaiicomplchuetz, “Financial Sen

ance with the Community Reinvestment Act.
The content and audience of fiimancial literacy

programs also vary considerablly. Somg qaregrams, bunham, "The Role

such as the Federal Deposit Insurance Corporatiom's
“Money Smart” curriculum, offer comprehensive

10. Lois A. Vitt, Carol Anderson, Jamie Kent, Deanna M. Lyter,
Jurg K. Siegenthaller, and Jeremy Ward, Passpabl Finamoee and

6. U.S. General Accountinfnéfice, “Consumer Féhaucs.: Geikigé AccdivetiRestd floc Cothfeidaoere: r Fiimaoiok! Civdbegyy Ediicatioon in the US.
Students and Credit Cards,” Report GAO-01-773 (GAO, June 2001) [endofi{stedy commissioned and supported by the Fannie Mae Foundation

7. Ibid. [note:

8. U.S. Department of Labor, “The National Summit on Retiremdnbte:
Savings: Agenda Background Materials” (prepared by C. Conte),
1998.[endofnote.]

9. Mark Dolliver, “Just Blame It on Ignorance, if Not orfdatgprovi-
dence,” Adiveekf, vol. 42 (March 2001).[endofnote.]

and conducted by the Institute for Socid-Hinahcial Studies, [Mdd-

dieburg, Va., 2000) (www.fanniemaefoundation.ofy/pregmmsipafént of Labor, "The Nati

rep_finliteracy.pdf).[endofnote.]
11. Consumer Bankers Association, “Financial Literacy Programs:

A Survey of the Banking Industry” 9 JulyrR0Da)igerwilcbamtaorg/it on Ignorance, if Not
issues/financial_literacy/Financial_Literacy_Suwvey_ 2002 fittm))[endofnote.]

[note:

[note:

of



The Federal Reserve System’s Role
in Economic and Financial Liienany

Recognizing the importance of educated and informed
consumers to the operation of efficient markets, the Fed-
eral Reserve has been an active provider of economic
literacy materials to help students and the public better
understand the U.S. economy and the role of the Federal
Reserve. Each of the twelve Fedeial Reserve Banks sup-
ports this objective through a wide variety of education
partnerships, publications, learning tools, and student
challenge contests.

As the importance of ffinanciall literacy has increased
in recent years, the Federal Reserve has also become
engaged in a broad spectrum of initiatives to further that
goal. In partnership with government agencies, commu-
nity groups, and other organizations, the Federal Reserve
has supported programs to provide training seminars for
communitty edueators and increase awareness of abusive
practiees in lending and other fiinaneiall services. Some
Reserve Banks use thelr web sites as informatien elear-
ingheuses, agaregating and categerizing the variety ef
reseurees that ean be aceessed en the Interdet. Others
have published mafuals to help eensumers wnderstand
fundamental finaneidl management ceneepis and have
developed slectranic taels far designing persenal Budgets
and savings plans. Te eentribute to the Bady of ressareh
81 the teple, the Federal Reserve has condueied AUMEr:
gHs sthdies related i consumer finanees. IR addition, the
3003 Federal Reserve eommunity Affairs Researeh €on-
ference Will serve s an BBBSE_{%EEE/ 18 Bring REW think:
ing 18 the stbject of measuring the effect 8f dipancial
iteragy {f&lﬂlﬁ% and determining the level of need far
$HER educatigp Tendofbox ]

information intended to familiarize households with
the fundamentals of saving and credit. Other pro-
grams are intended to facilitate the aftainment
of a specific goal, such as home ownership, savings
accumulation, or debt reduction. Some programs
are intended for a broad audience. Others are
designed for a particular group, such as high school
students or military personnel. For the banks sur-
veyed by the Consumer Bankers Association, pro-
spective homeowners were the most common focus.
Another major target audience was training for youth:
Three-fourths ef the respending banks reperted that
they suppert finaneial literasy pregrams in publie
sehoeels, through direst investment and participation
iA training initiatives.

The American Bankers Association Education

Foloeglationg offers bankkrs a variebpxof informatibhe Federal Reser

resources to promote the importance of savings and
credit management and sponsors a Personal Econom-
ics Program in which banks work with educators to
teach people of all ages about banking services and
financiall management. Banks and other deposi-
tory institutions also collaborate with community
development organizations as a means of increasing
their reach. For example, some fiimancial institu-
tions support the National Community Reinvest-
ment Coalition’s financiall literacy initiative designed
to help bring low- and moderate-income communi-
ties, minority groups, and individuals into the fiiman-
clal mainstream. One cempenent of the pregram
helps banks and leeal eemmunity groups develep
mutually beneficial strategies for prometing financial
literaey-

Employers are also common providers of: fiinancial
education, and many sponsor informational and train-
ing sessions that employees can attend during the
workday. For example, the Federal Reserve Board
has in recent years periodically hosted sessions focus-
ing on homebuyer orientation, budgeting and credit
management, and savings for retirement and chil-
dren’s edueation. The Departieant of Defense, whieh
determined that financiall welliess contributes te
guality ef life and affests military readiness, iRE6FP6-=
rated eomprehensive finaneial edueation in iis basie
training pregrams fer eertain persennel.

FINDINGS OF EMPIRICAL STUDIES
OF FINANCTIAIL VITERACY PRRIGERAS.

While fiimancial literacy training programs have
clearly proliferated, research measuring the effective-
ness of the training has not kept pace. Those studies
that have been conducted use a variety of criteria for
determining success, ranging from the incidence of
default on home mortgages to changes in confidence
levels among training participants. The body of
objeetive research generally ceneludes that fiinancial
literaey tralning yields seme benefits. Student testing
and surveys of eenfidence in finaneial matiers, how=
ever, preduee less-definitive results.

In analyzing the efficacy of fimancial literacy pro-
grams, the primary challenge is defining and quan-
tifying “success.” The broad objective of all pro-
grams is to present information that will improve

12. For a description of the FDIC program, see “Money Smdftote:
An Adult Education Program” (www.fdic.gov/consumers/consumer/
moneysment/findkx hitmi))[endofnote. ]

13. Consumer Bankers Association, “Financial Literacy Progranfisote:
A Survey of the Banking Industry."[endofnote.]

12). For a description of the FDIC progr

14. American Bankers Association Education Foundation, [note:
“Our Natiomal Programs” (fwwww.ale com/Consigineg oComectBankers Association, "Fin:
CNC_abouttef. hitem)[endofnote.]



consumers’ ability to make decisions that are bene-
ficial to their financial well-being. One measure of
success is the achievement of a specific outcome
resulting from the training, with programs that are
tied to a defined goal providing the best opportunities
for measuring success. Initiatives that have a signifi-
cant goal-oriented educational component include
programs for first-time homebuyers, savings initla-
tives, and workplaee retirement-planning efforts.

Homeltbuyerr: Counselling; Programs:

Home ownership, a primary mechanism for house-
hold asset accumulation, is the cornerstone of gov-
ernment housing policy objectives and commiuinity
development strategies. Considerable resources have
been devoted to supporting consumers in purchas-
ing a home. Prepurchase counseling has long been
a way of preparing and qualifying prospective
hemeowners—paiticullilly these whe have lew
ineeme, inadeguate savings, eor Iimpaired eredit
histeries—for the finaneial respensibility ef a meri-
gage. Many afferdable-heusing pregrams inelude
a finaneial literasy cempenent, with sweh training
generally addressing deBt management, budgeting,
and saving:

Within the community development arena, home-
buyer counseling has been a fundamental strategy
for increasing home ownership among disadvantaged
households in distressed communities. As a catalyst
for neighborhood stabilization, community organiza-
tions provide financial literacy training to develop
“bankable” borrowers who can qualify for a mori-
gage and appropriately manage their debt. Neighber-
heed Heusing Services, a subsidiary of the Neigh-
beriieed Reinvestment Cerperation (NRC), was efie
of the first eemmunity-based afferdable-heusing
pregrams te instituie this prastiee. NRC and its
umbrella network, NeighborWorks, provided home-
buyer training, both before and after purchase, to
more than 71,000 individuals in fiscal year 2001,

Maintenance of a mortgage loan in accordance
with the contract is a desired outcome of many home-
buyer counseling programs, and timely payments are
a measure of their success. Using payment perfor-
mance as a measure of success, Freddie Mac, one of
the largest purchasers of mortgage loans, conducted a
study of nearly 40,000 morigages originated from

15. The Neighborhood Reinvestment Corporation was created ppte:

Congress in 1978 to revitalize older, underserved areas through
commumity-based approaches to support redevelopment and afford-
able housing.[endofnote.]

1993 through 1998 under its affordable mortgage
loan program, Affordable Gold. Some borrowers
had received prepurchase counseling, and others had
not; those who had received counseling had received
it from a variety of sources, including government
agencies, mortgage insurers, and nonprofit groups.
The objective of the study was to determine whether
prepurchase heme ownership counseling affected
filnety-day delinguency rates and whether effee-
tiveness varled with training fermat @individual
eounseling, group classes, heme study, of telephene
eounseling). Berrewers receiving eeunseling had, en
average, a 19 pereent lewer ninety-day delingueney
fate than Befrewers with “equivalent observable
eharaeteristiss" et reeeiving eeunseling. These whe
reeeived individual seunseling had a 34 pereent lower
delinquency rate than these whe received A8 coHA-
seling, and these whe received classreem and home
study training had 26 pereent and 21 percent 1ower
gelinguency rates respectively. Telephone connseling
did net lewer delinduency Fates: The reduction IR
delinguency Fates was fouRd 18 Be atriBytable 18 e
tvpe 8F coynseling format. regardiess of e Sreaniza:
t8n providing the saunseling:

Savings |hitiatiies

Financial literacy training is integral to many initia-
tives designed to increase the rate of saving among
middle- and lower-income households. America
Saves—a program in which communities conduct
local savings campaigns—was begun by the Con-
sumer Federation of America in May 2001. The
program includes efforts to enroll residents as savers
and the provision of no-fee savings accounts, moti-
vational workshops, and one-on-one consultation.
The pilot program in Cleveland, Ohio, has more than
100 organizational participants, has enrolled 1,500
“Cleveland Savers,” and has involved more than
2,000 individuals in motivational workshops. An
areawide survey suggests that through these efforts,
some 10,000 Cleveland-area residents have been per-
suaded to save more effectively. Since the launch of
the pilot program, America Saves campaigns have
been initiated in Kansas City and are being organized
in other cities, including Indianapolis and Charlotte.

16. Abdighani Hirad and Peter M. Zom, “A Little Bit of Knovfet:
edge Is a Good Thing: Empirical Evidence of the Effectiveness of

Pre-purchase Homeowmership Counseling™ (Freddits]Maos Mgy G0fdieodoReieyestment Co

17. America Saves, “One-Quarter of U.S. Households Are Wealtlote:
Poor,” press release, May 13, 2002 (Wwww.americasaves.org/

back_page/savinginamenica_ffirst.cfm).[endofnote.]



Money 2000, a program sponsored by the U.S.
Department of Agriculture through its Cooperative
Extension Service (a division of the agency’s Coop-
erative State Research, Education, and Extension
Services program) was initiated to provide informa-
tion and toels to consumers seeking to improve their
savings and spending patterns. Program participants
reporting progress toward their financial geals
inereased their savings, en average, appreximately
$1,600 within a twelve-menth peried and desreased
their eredit balanees an average eof mere than
$1,200.

Other, more focused efforts support asset devel-
opment among lower-income households through
the use of monetary incentives. Matched-savings pro-
grams known as individual development accounts
(IDAs) were designed to address the concern that
many lower-income earners do not have access
to employer-sponsored savings programs, sueh as
401(k) plans. Participants epen savings acceusts and
specify a savings objestive. Theif eentribytions are
fatehed by spensering erganizations sueh as nef-
prefit erganizations, serperations, gevernment agen-
eles, and feundatiens. Matehing funds are ferfeited
if the funds are withdrawn fer any reasen ether than
{0 purehase a heme, start & small Buginess, ef fund
Rigner edueatien:

To determine the effectiveness of IDAs, the Cor-
poration for Enterprise Development initiated a pilot
project involving fourteen IDA programs throughout
the country, the American Dream Demonstration
(ADD). Participants in the programs received an
average of ten and one-half hours of financial train-
ing. An evaluation of ADD programs, participants,
and savings patteris from September 1997 through
June 2000 found generally faverable eutcemnes.
Although IDAs have many features that can influence
success rates, such as voluntary enrollment and
matching funds, fimancial training appears to have
played an important role: Average monthly net depos-
its increased with each additional hour of training up
to twelve hours (iraining beyond that amount had
little effeet).

Workplace Programs:

As employers have shifted from offering employer-
driven defined-benefit retirement plans to employee-
directed defined-contribution plans, many individuals
have of necessity assumed greater responsibility for
planning for their financial needs in retirement. Many
employers have instituted training seminars to help
employees assess their needs and evaluate their
options for the future.

A study by Fannie Mae found that employers
most often initiated financial education for reasons
associated with their 401(k) programs—to increase
participation and contribution levels, to comply with
related regulations, and to avoid potential liability for
losses. The study profiled programs on long-term
financial and retirement planning at Weyerhaeuser
Company and United Parcel Service (UPS). The
Weyerhaeuser program was begun in 1984, and the
UPS program in 2000; both are strongly supported
by management and are offered at regular intervals.
The programs consist of one- or two-tay workshops
tailored to particular age groups. Employees receive
extensive reseurce materals, ineluding werkbeoks
that ineerpoerate explanatiens of the eempanies’ bene-
fits in the eentext of broader financial planning strate-
gies. The Weyerhaeuser pregram takes a helistis
appreaeh, severing nenfinaneial tepies skeh as health
and guality ef life in the werksheps. The UBS pre-
gram augmenis writien reseuree maierals with a
Wweb-Bagsed servies 1o help empleyess develep a per-
s8nal finaneial actien plan and eomputer seftware e
provide infermation 8A sueh fepics as budgeting,
Managing deBt, saving, insurance, and wills:

Employee response to workplace fimancial educa-
tion programs and the results of studies of the influ-
ence of such training on employee financial behavior
have generally been favorable. One study found
that employees who attended training workshops
subsequently increased their participation in 401(k)
plans. Another study drew a similar conclusion,
with more than half of those participating in counsel-
ing sessions and workshops changing at least one
financiall behavior. In a study evaluating the effec-

18. Money 2000 recently became [Moteey 2020 and is being ind8f- Money 2000 recently became Money 2020 and is being incor-
porated into the America Saves program (wWww.momey2000 eng/))[endofnote.]

19. The Corporation for Enterprise Development is a nonprdfiote:

organization that promotes asset-building and economic opportunity
strategies primarily in low-income and distressed commumities. The
evaluation of the ADD programs is reported in Mark Schreinet,
Michael Sherradem, Margaret Clancy, Lissa Johnsom, Jami Curley,
Michal Grinstein-Weiss, Min Zahn, and Sondra Beverly, “Savings
and Asset Accumulation in Individual Development Accounts: Down-
payments on the American Dream Policy Demonstration, A National
Demomnstration of Individual Development Accounts™ (Washington
Univeisity in St. Louis, Februaty 2001) (tixtip/igmibweb.wustl.edu/esd/
Publicatiens/ADDiepoi2001l/ e i) [endofnote ]

20. Lois A. Vitt and others, Personal Financ®larkheh€dipstefote: for Enterprise Dev

Campet#aergendofnote.]
21. Jinhee Kim, Constance Y. Kratzer, and Irene E. Leeghote:

“Impacts of Workplace Financial Education on Retirement Plans,” in
Jeanne M. Hogarth, ed., Prareedifiges of the 2001 Anmuab! Confitsrence
of the Assosiatition frr Finameiah! Casnseliigg and! Planvingg FHdocation,
p. 28.[endofnote.]

22. Jinhee Kim, “The Effectiveness of Individual Financial Cotnete:
seling Advice,” in Jeanne M. Hogarth, ed., Prarsedifigees of the 2001

Kb Confreonee of the Asswedtition for Firancial! Coansstiligg end
Plaawinigg Edlicatition, pp. 62-69.[endofnote.]



tiveness of fimancial education offered by a chemi-
cal production company, 75 percent of employees
reported deriving a sense of benefit from workplace-
sponsored training; they believed that they had made
better fimancial decisions after attending the work-
shop and were overall more confident in making
investment decisions. Other researchers conducted
a telephone survey of a national sample of indi-
viduals aged thirty to forty-eight to examine the
effects of employer-based financiall education on
savings, both in general and for retirement. Retire-
ment accumulation, by nearly all measures, was
found to be significantly higher for respondents
whose employeis offered flinancial education. In
additien, rates of participation in 401(k) plans for
beth respendents and speuses were higher in the
presenee of employei-spensored financial eduea-
tien. The study feund a signifisant relationship
Between finaneiall edueation and the rate ef tetal
saving; hewever, there was essentially ne relatien:
ship Between finaneial edueatien and tefal wealih
aeeymulation.

Studies of workplace-sponsored financial training
have also focused on benefits to employers. The
study at the chemical production company, for exam-
ple, found that financiall wellness was positively cor-
related with worker productivity (as measured by
supervisors’ performance ratings) and worker health
(as a Tunction of absentee records).

RESULTS OF SURVEYS
OF GENFERALL FINANCUALL TRAINING PROGRAMS.

While studies generally find a positive correlation
between financiall training and the achievement of
specific goals, the results of surveys measuring the
acquisition of more general, more comprehensive
financiall literacy are less clear cut. A 1995 telephone
survey of a nationally representative sample of indi-
viduals aged thirty te forty-nine te measure the long-
term effects of financial currleula in high sehools
across the eeuntry feund that state-mandated finan-
elal edueation resulted in beth inereased exposire t6
sueh infermatien and impreved asset asswmulation

23. E. Thomas Garman, Jinhee Kim, Constance Y. Kratzer,
Bruce H. Brunson, and So-hyun Joo, ‘“Wortkplace Financial Education
Improves Personal Financial Wellness,” Finamsiall Counseliige and
Plamingg Joamed/, vol. 10 (issue 1, 1999), pp. 79-99.[endofnote.]

24. B. Douglas Bernheim and Daniel M. Garrett, “The Effects of
Financial Education in the Workplace: Evidence from a Survey ofi
Households,” Joumed! offfahibéic Ewamomiczs (forthcomingy).[endofnote.]

25. E. Thomas Garman and others, “Workplace Financial Educa-
tion Improves Personal Financial Wellness. Tendofnote.]

when participating students reached adulthood.
A more recent study, based on data from the 1999
Freddie Mac Consumer Credit Survey, concluded
that specific and detailed knowledge of fiinancial
affairs had little effect on behaviors and outcomes,
and that confidence and a broad understanding were
more important predictors of successful fiimancial out-
comes. The study also found that consumers appear
to benefit from practical and applied learning: The
major source of learning for all groups was a difficult
financiell experience. The researchers concluded that
teaching financial literacy in the abstract appears to
be ineffective and that providing consumers with
ready access to information on an ongeing basis may
better help households having miner financiall diffi-
culties aveid exacerbating their situatien threugh
unpreductive behaviers.

Other surveys have sought to measure the short-
term effects of financial training targeted at second-
ary school students. One such survey was a 1997-98
evaluation by the National Endowment for Financial
Education (NEFE) of its High School Financial Plan-
ning Program. The survey compared studemnts’
responses to questions about their fimancial behav-
iors, fimancial knowledge, and confidence levels in
managing financiall matters before and after par-
ticipating in the program. Neatly 30 percent of the
students reported that they staried saving after partici-
pating in the training, and 15 percent indicated that
they began saving more. In addition, 37 pereent of
the students stated that they had better skills fer
tracking spending, 47 percent believed that they were
fmere knewledgeable abeut the eest ef eredit, and
38 pereent indieated that they were Beth betier
iﬂf@ﬂﬁ_@d abeut iﬁveﬁﬁl%ﬁﬁ_, ﬁ_ﬁd mete esnfidsnt abeut
Mmanaging meney after pariicipaiing in the pregram.

While the NEFE survey results indicate that gen-
eral fimancial literacy training can be useful for stu-
dents, at least for a short period after the training,

26. B. Douglas Bernheim, Daniel M. Garrett, and Dean Maldiote:
“Education and Saving: The Long-Term Effects of High School
Financial Curriculum Mandates,”” NBER working paper w6085
(National Bureau of Economic Research, July 1997).[endofnote.]

27. The study was based on data for more than 12,000 individufibete:
across the country aged twenty to forty with household incomes ofi
less than $75,000. Study results are discussed in Donald Bradley,
Abdi Hirad, Vanessa Gail Perry, and Peter Zorn, “Is Experience the

[Best Teacher? The Relationship between Financial Knowledge, FasinE. Thomas Garman,

cial Behaviot, and Financial Outcomes,” paper submitted to the
Rodney L. White Center for Financial Research, University of Penn-
sylvania, Workshop on Household Financial Decision Making, March
[26@1.[endofnote.]
28. Laurie Boyce and Sharon M. Danes, “Evaluation of the NEFiote:
High School Financial Planning Program, 1997-1998" (report of a

[stwely sponsored by the National Endowment for Financial Educatin)E. Thomas Garman an

(www.nefe.org/pages/educatiionall itmi)) [endofnote.]

24]. B. Douglas Bernheim



scores on a test administered to high school seniors
by the Jump$tart Coalition, a nonprofit ffirancial
education advocacy group, present a less clear view
of the relationship between training, knowledge, and
confidence. Over a period when attention to public
school training in personal finance was increasing,
average scores on a multiple-choice test of seniors’
knewledge of the basies of personal finance were
deslining—frem 57 pereent in 1999 te 52 pereent in
2000 te 50 pereent 1A 2002. In fact, students in the
2002 study who had received an entire semester of
training scored a bit worse on the test than those who
had not, and students in states having a statewide
training requirement scored worse than those in states
having no requirement. Notably, in the 2002 survey,
students who had participated in an interactive stock
market game as part of their tralning scored betier on
the survey (52 percent) than did students everall and
better than these whe had reeeived ether types ef
iraining. Despite the lew average seere, 65 persent
of the studenis tested in 2002 indieated that they felt
“somewwhat sure” er “very sure™ ef their ability te
handle their Ainansss.

INFLUENCE OF BEHAVIOR TRAITS
AND FNRNING FREFERENCES .

Although research shows that the acquisition of addi-
tional information can result in improved behavior
in financial matters, studies also make clear that
increased information cloes not automatically result
in sueh improvemeni. While the overarching objec-
tive of finaneial literaey training is to impart knewl-
edge that will, ultimately, impreve finaneial behav=
jefs, the assumption that the presenee ef mere
infermatien will lead te impreved behavier is faulty.
The eenundrum 6f why, if the presenee of reliable
ahd eredible infermatien, heusehelds de net always
aet in their Best finaneiadl interesi—as the efficient-
markets medel eentends they sheuld=is explered by
the diseipline of Behavieral ecenemics. Researeh in
Behavieral econamics can contrbute i8 e develsp-
g}%&g{‘ policies and programs that metivaie pesitive

In examining the disconnect between the efficient-
markets model and the ‘“nonrational™ behaviors
in which consumers engage, a study funded by the
National Bureau of Economic Research (NBER) pos-

29. The results of the 2002 Personal Financial Literacy Survey
are available at www.jumpstant.org/download.cfin. Also see “From
Bad to Worse: Financial Literacy Drops Further among 12th Grad-
ers,” Jump$tart press release, April 23, 2002.[endofnote.]

its that the risk—either real or perceived—associated
with experimenting with something new will cause
an individual to remain in a situation that is not
optimal. The study's authors also note several
economically self destructive aspects of behavior,
such as overconfidence (investing in the absence of
complete information), overreaction (exaggerated
response to new information), selflessness (giving to
charity despite one's financial situation), and loss
aversion (delayed entry ifito or exit from a fiinancial
situation incensistent with one’s financiall best inter=
est). Recognition of these behavieral traits can help
financiall literaey tralners understand heusehelds’ pri-
orities and ereate finaneial iraining programs that
take these traits inte consideration:

With respect to savings, the NBER authors suggest
that consumers® lack of self-discipline necessitates
strategies and policies that force savings, such as
automatic enrollment in 401(k) investment plans
and tax benefits to motivate contributions to indi-
vidual retirement accounts. Other meehanisms ¢of-
sumers commenly use that can be characterized
as foreed savings are the everwithhelding ef inceme
taxes to ensure a refund and the aesumulation ef
Refie equity threugh merigage payments and prep-
8ty appresiation:

In one study of a savings program that capitalizes
on the propensity of households to engage in passive
savings, researchers examined the Save More Tomor-
row (SMT) program, through which employees
commit, in advance, a portion of their future salary
increases toward their (employee-directed) defined-
contribution retirement plan. Program participants
are offered ongoing counseling by an investment
adviser. Although the study was not based on random
assignment, as participants self-selected into the pro-
gram, the findings are compelling: Savings rates of
participants tripled in twenty-eight months; 78 per-
cent of eligible employees elected to participate; and
the vast majority of participants remained in the
program through twe or three pay inereases (98 per-
eent ane 80 pereent respestively).

The manner in which information is presented can
also influence the effectiveness of financial literacy
programs. A recent Federal Reserve siudy based on the
November and December 2001 Surveys of Consumers

30. Sendhil Mullainathan and Richard H. Thaler, ““Behavioral Edoete:
nomics,” NBER working paper w7948 (National Bureau of Economic
Research, October 2000).[endofnote.]

31. Richard H. Thaler and Shlomo Benartzi, “Save More Tom§mete:
row: Using Behavioral Economics to Increase Employee Sawviing”

[(oterking paper prepared at the University of California at Los A#ge-The results of the 20

les, August 2001). (For information on the Save Mote Tomorrow
program, sce Httpn!/fgthwwawn wdhieage sdwinews/capideasksummer02/
savemoretomoiiow:.hitim]) [endofnote.]



Tabld> & poPtioposti consfintarsuwleoshathe eveugafiicascfibamodalu pro dudterrgalc engagariousafiicanc fihdnelalvizesaviors,

by consumer money management style
Percent

Product or behavior
All consumers

g%f%fgﬁdﬁl@%gbeposit products:

€pOS1
Checking account 89
Savings account 80
Certificate of deposit 30
Investment products
Any investment account 52
Mutual fund 46
Public stock 24
Bonds 6
Retirement products
Company pension plan or 401(k) plan 45
IRA or Keogh 43
Credit products
Credit card 79
Mortgage 72
Refinanced mortgage or loan for home
improvements 35
At least one financial product 97
Memo: Average number of financial
products owned 7

@ﬁgﬁf_&gﬂfﬁ%}w&%ash-ﬂow management:

OW management

Pay all bills on time 88
Have a recordkeeping system 65
Balance checkbook monthly 67
Track expenses 59
Use a spending plan or budget 46
Savings
Have an emergency fund 63
Save or invest money out of each paycheck 49
Save for long-term goals such as education,
car, home, or vacation 39
Plan and set goals for financial future 36
Investment
Have money in more than one type
of imvestment 53
Calculated net worth in past two years 40
Participate in employer’s 401(k)
retirement plan 37
Put money into other retirement plan,
such as an IRA 22
Credit
Review credit report 58
Pay credit card balances in full each month 49
Compare offers before applying for a credit card 35
Other
Do own taxes 40
Read about personal money management 20
At least one financial behavior 100
Memo: Average number of behaviors gngaged in 9

NOTE. See text for explanation of consumer money management style.
Statistical tests show that for each item, the differences among the groups are
significant at the 99 percent level of confidence.

looked at the perceived effectiveness of different
means of information delivery and numerous other
aspects of money management. The study identi-
fied money management styles and factors associ-
ated with those styles, information resources used by

32. The Survey ofi Consumers is a monthly telephone symstey of a
sample of U.S. households conducted by the Umiversity of Michigan
Survey Research Ceniter. Information on the Federal Reserve study is
from Jeanne M. Hogarth, Marianne A. Hilgert, and Jane Schuchardt,
“Momney Managers—The Good, the Bad, and the Lost,” paper pre-
sented at the Association for Financial Counseling and Planning
Education Conference, Scottsdalle, Arizona, November 2002 [endofnote.]

SOURCE. Jeanne M. Hogarth, Marianne A. Hilgert, and Jane Schuchardt,
“Mioney Managers—The Good, the Bad, and the Lost,” paper presented at the
Association for Financial Counseling and Planning Education Conference,
Scottsdale, Arizona, Novembetr 2002.

households, and perceptions about effective informa-
tion sources. It also provided insight into household
cash-flow management, saving and investment, and
retirement planning.

Survey respondents were classified in terms of
the number of financial products they used or owned

Money managel\n{llgﬂteg/tyri]ea:nagement style: Money management style:
Inactive/Unengaged iHSSH\V/%Bg%%%% Active/Unengaged  Marteyeidhagegedtstyle:Allconsumers
74 100 92 100
61 Fin®@ialproduct:Depositprdficts: Savingsaccount94
14 FinadBial  product:  Depdsit  products:CertH2cate
Financial product: Invest
17 84 31 93
15 FinaBgial pro@gt: Inve84nent products:
7 Finad8ial prodldct: Invd@ment products:
1 Finan@ial proddct: Invd@ment products:
Financial product: Retire
19 72 27 74
16 Finaf@ial praduct: Rifirement products:
Financial product:
57 97 79 97
53 Fina8Zial prodi@t: Credftl products: I
jnancial product: Credit products: i
16 Ell 51 23 57 loan for ho'?neJ
92 Finantiz0 100 1@@duct:
Financial product:
4 9 5 10
75 90 96 98
41 Finabtial beh&@8or: Cas8flow management:
49 FinaBdial behav@r: Cash-fB8v management:
41 Finad2ial beha&for: CasA8low management:
34 Finaldial behatior: Ca&d-flow management:
Financial behavior:
30 60 81 93
20 Fina@ial 64  behavior: 78 Savings:
Financial behavior: Savings:
14 16 59 65
20 Finai0ial 57  behavior: 54 Savings:
Financial behavior: Investr
16 74 46 93
14 Finad8ial 4fehavior: 68 Investment: Ca
Financial behavior: Investment: Pal
11 47 33 68
Financial behavior: Investment:
4 16 22 47
Financial behavior:
40 47 74 74
21 FinabBial 54 behavior: 76 Credit:
21 Finaddial 44 behavior: 47 Credit:
Financial behavior:
31 31 47 51
5 FinanBial 23 behavior: 40 Other:
100 Finantid 100 bébavior:
5 Financial 12 behavib3:

(from a list of thirteen) andf'tHé°nithibet’ of fiRideial® o "' «'o"one *

behaviors they exhibited (from a list of eighteen).
Respondents who ranked above the median in both
number of products (labeled “‘engaged” consuimers)
and aumber of behaviots (labeled “active” consuin-



Fablé>BopoPRtioposti consfintersumleosolrtadneht dinadcfabamdiat niaformétion Faorousastorees rgesoiyunmrsumac ynoaesageanagiestele style

Percent
Item
All consumers

Fearnedd “a lot"0or a “faiv aarsount”
abeuttiffaiatal topicss firm:

Inactive/Unengaged ac

Money management style: Money management style:

nac{ive

Personal fiinanciall experiences *¥% 68 51 66 72 86
Friends and family *¥* 42 earned "a lot"or a "faB%amount" about financidDtopics from: Friends #6d family *** 49
TV, radio, magazines, newspapers *** 3@.earned "a lot"or a28air amount" about fB¥ncial topics from: B8, radio, magazines, 45
Employer ** 21 earned"alot"ora"fair@ount"aboutfinancialt@ficsfrom:Employer 20 26
High school or college course *** 19 earned "a lot"or a "E&ir amount" about findiktial topics from: HigBOschool or college 26
Course outside school ##* 17 earned "a lot"or a "fdit amount" about financi topics from: Course b&itside school 25
Internet *** 11 earned"alot"ora"fairatount"aboutfinancialtdfcsfrom:Internet*** 12 19
Mastt imp way { aboutt p bl i ;1

Personal fiinanciall experiences 48 47 42 49 51
Friends and family * 2Most important way2#arned about persor2$ finances: Friends &®d family * 17

TV, radio, magazines, newspapers *
Training courses/seminars

1Most important wa@ learned about [&sonal finances:
$Most important way I8rned about personal 4inances: Training 6

Employer SMost important way ledned about personal filances: Employer 6 5
High school or college course Most important way7 learned about perdbnal finances: Highdschool or college codrse
Internet $Most important way IRarned about persona# finances: Internet 4 1
No answer Most  important wa$ learned about personal finances: Nb answer 1
Ejféattiee wayss to learm abautt persooabfifianceses :

TV, radio, magazines, newspagpars™®* 71 66 74 71 76
Informational brochures 66ffectivewaystolearnab8utpersonalfinances: In6srmational 64 70

Video presentation at home 6&ffective ways to 69earn about persof8l finances: VidedsPresentation at 67
Internet/computer program *** Séeffectivewaystolearnad@utpersonalfinances: InSérnet/computer progidm *** 67
Informational seminars in community 5FEffectivewaystolearnad@utpersonalfinances:InS@rmational seminars§@ community 58

Formal courses at a school

NOTE. See text for explanation of consumer money management style.
Statistical tests show that the differences among groups are significant at
the following levels of confidence: *=90 percent level; **=95 percent level;
k=09 percent level.

ers) owned, on average, ten of the thirteen flinamcial
products and exhibited thirteen of the eighteen fiman-
cial behaviors, while the average respondent below
the medians (inactive/unengaged consumers) owned
only four of the products and exhibited only five of
the behaviots (table 2).

To measure level of financial knowledge, the sur-
vey asked a series of true—false questions concerning
savings, credit, and other general fiimancial manage-
ment matters. Overall, respondents answered 67 per-
cent of the questions correctly; active/engaged con-
sumers answered 76 percent cortectly, and inactive/
unengaged consumers answered 59 percent correctly.
Test score, inceme, and level of education were
the enly variables found to have a statistieally sig-
fifisant relatienship te meney management style:
Respendents with higher test seeres, greater inceme,
ahd a higher level ef edieation were mere likely
te be astive/engaged and less likely e Be inastive/
Hnengaged than eiher respendenis—a finding sup-
perting the value of finansial literaey sdueation.

Most commonly cited as the most important source
of information about personal finances was personal
experience; smaller proportions of respondents cited
friends and family and mass media (TV, radio, mag-
azines, and newspapers) as their most imporiant
source (table 3). Most commonly cited as effective
ways to learn about personal finanees were mass

S5Effective ways to SBarn about persondi3 finances:

Formal §6urses at a school 52

1 =Percentages may not sum to 100 percent because of mounding.
SOURCE. Jeanne M. Hogarth, Marianne A. Hilgert, and Jane Schuchardt,
“Mioney Managers—The Good, the Bad, and the Lost.”

media, information brochures, and video presenta-
tions at home. The Internet, seminars, and classroom
courses ranked somewhat lower, with active respon-
dents generally more likely than inactive respondents
to consider these effective ways to learn about fiinan-
cial management. Those sources generally consid-
ered most effective can be classified as individually
foecused and available “en demand —ihat is, cof-
sumers appear te want infermatien at a time ef their
eheesing, net en semeene else’s sehedule. These
whe did tend te see a greup envirenment as an
effestive venue fer learning were mere likely te be
aetive, engaged sONSHMErs.

Data of this sort promise to be helpful in the design
of fiimancial education programs and the develop-
ment of strategies for reaching various target groups
most effectively. For example, by cross-referencing
socioeconomic data collected in the survey (not
reported here) with the data on effective sources of
information, the design and delivery of programs can
be tailered te be more responsive to the preferences
of learniers.

POy IMPLICATIONS
AND PROGRAW CHINILLENGES.

Overall, evidence concerning the benefits of fiinancial
training is consistent with conventional wisdom—

TN, radio, magazines, béwspapers *
5

1ve@gg% %[cii Active/Unengaged  Adtineyfagzgeadentstyle:Allconsumers

newsp
ox

coul

courses/seminars

brochures



education can result in more-informed consumers
who make better financial decisions. When it comes
to specifics, however, many challenges remain in
identifying the most effective and most efficient
means of providing relevant information to educate
consumers at appropriate points in their financial life
cycle. Demonstration of program effectiveness is
critical to malntalning the current level of interest in
ane reseurees devoted to finaneial literacy education:
Certainly, the matter has reeeived the attentien of
pelisymakers, with members of the Federal Reserve
Beard addressing the tepie en Rumereus 666asions
ahd Cengress helding twe days ef hearings en the
sybjest in February 2002. In addition, the Depart-
ment of the Treasury has established an Office of
Financial Education dedicated to providing resources
and contributing to policy on fimancial literacy. And
the No Child Left Behind Act of 2001 commits
federal funding for innovative assistance programs
at the local level, including “activities to promote
consumer, economic and personal finance education,
such as disseminating information on and encotir-
aging use of the best practices for teaching the basic
principles of economies and prometing the concept
of achleving finaneial literagy. . . .”

The challenges for policymakers and educators in
designing and delivering financial literacy education
to meet the needs of all groups within the population
are many. The elements that must be considered can
be defined broadly in a set of questions:

e Wiho is the targeted audience and what are the
group’s information needs?

» Wihat does the andience need to know to under-
stand personal financial circumstances, identify future
goals, and implement behaviors consistent with
attainment of these goals?

» Wihen is the appropriate time to expose imdiividu-
als to both general and specific information about
financiall issues and options?

33. See, for example, “Financial Literacy,” testimony by Chairman
Alan Greenspan before the U.S. Senate Commiitee on Banking, Hous-
ing, and Urban Affairs, February 5, 2002; “Reflections on Financial
Literacy,” speech by Vice Chairman Roger W. Fergusom, Jr., before
the National Council on Economi¢c Education, May 13, 2002, and
“Finamcial Literacy,” speech by Governor Edward M. Gramlich at the
Financial Literacy Teacher Training Workshop, University of 1llinois
at Chicago, May 2, 2002.

Also see ‘“‘Hearings on the State of Financial Literacy and Educa-
tion in America,” U.S. Senate Committee on Banking, Housing, and
Urban Affairs, February 5-6, 2002 (fwwww.senate.gov/%7Ebanking/
02_02hrg/020502/indexhtm and www.senate.gov/%7Ebanking/
02_02hrg/020602/iimdix i) [endofnote.]

34. U.S. Department of the Treasury, “Treasury Department
Announces Office of Financial Education—New Deputy Assistant
Secretary for Financial Education in Place,” press release, May 7,
2002 (wwwy.treas.gov/piess/ieleases/po307 Hm)[endofnote. ]

 Wihere should fimancial literacy education be pro-
vided to reach the broadest audience?

e How can fiimancial literacy education be effec-
tively delivered, both at specific points in time and
over time, to assist households in adjusting their
financiall plan to suit their circumstances?

e How can the efffectiveness and impact of finan-
cial literacy programs be meastired?

The task, which may appear simple when reduced
to a series of bullet items, becomes complex when
these variables are considered simultaneously or
the multiple implications of just one variable are
evaluated fully, For example, in considering where to
introduee financial management topics to youth, the
publie schoel system may seem a logical place. How-
ever, issues ef funding and teaching prierities compli-
eate the use of this venue. Even when states mandate
persenal finanee edueatien, the guestion remains
of hew te ineerperaie training inte existing student
eurrieula, as speeific reguirements related to asa-
demie perfarmance and the desire t8 effier werthwhile
But eempeting elestives, sueh as fereign langHages
and musie, may leave liitle reem for a ssparate
eouree. Similarly, while research identifies e werk:
Flﬁ%@ as an effsctive venue for exiending financial
{ieracy 18 adults, e existence 8f workplace pre-
grams IS dependent on management philssephy anrd
corparate cHlttre, and as & result programs may het
Be gvallable 18 large seoments 8f the POpH1atien:

The challenge of providing financial training to
adults is particularly vexing in light of the wide
variety of information needs arising from differences
in prior experience, language and cultural back-
ground, current financial situation, and time availabil-
ity, given work and family commitments. The wide
variatien in needs also poses challenges in the devel-
opment and delivery of relevant infermation. Mest
classroom-=style programs take a “one size fits all”
appreaeh, i1 a well-intended effert to provide as
mueh infermatien as pessible in a limited ameunt ef

[Hlfﬁ@: §H§H Hﬁlﬂlﬁg fﬁﬁy ﬁ@t B@ éﬁ@ﬁgh f@f M@See, for example, "Fin:

participants and tee mueh for ethers. Many edueation
previders yse ihe Internet e aifer Feseureas and refer:
rals, allewing censHmers I8 chesse, ameng a range of
tples, the infermatien that Best suits their needs But
this approach has limited uiility for consumers whe
EaNRBt 366ESS 2 COMputer, Rave limited 1anguage or
feading skills, Of Reed & MAre personalized Halning
EXPEHENLE:

In an ideal world, financial educators would ana-

[iy2e each individual's needs and provide customiZgdV.S. Department of

training based on that assessment. But such one-on-
one interaction is time- and resource-intensive. Thus,



educators are seeking other ways to analyze con-
sumer needs more effectively and deliver pertinent
information more efficiently. One approach might
parallel in some ways the use of a credit-scoring
model in loan underwtiting, which has enabled lend-
ers to quickly and effectively construct an individual
risk profile. A similar approach might be taken in
determining a consumer’s financial literacy profile,
with a database en an individual's ef group’s finan-
slal status, behavier, and learning preferenees used t6
identify an individtallss infermation and edusational
needs. Knewledge of these needs, seupled with an

assessment ofi the individual’s motivation and confi-
dence, could assist in providing relevant flimancial
information at the appropriate time.

The development of consistent standards for
measuring results, too, could increase the success
of financial literacy programs. Practitioners who can
demonstrate the effectiveness of their programs can
contribute significantly to the identification of “best
practices” and the setting of policies that may lead te
gonsumers whe are better eguipped to survive and,
more impertant, thrive in eur vibraat, diverse, com-
plex finanelal marketplace.



