Household Financial Management:
The Connection between Knowledge and Behavior

Maviannee A. Hilgertr and Jearwme ML Hogantth, of the
Boawd!/ss Divisiam of Consumer and (Comrwumity
Affeiirs and Somdbar G. Beverlyy;, of the University of
Kansas, prepaved this article.

Across the decade of the 1990s to the present, the
issue of financial education has risen on the agendas
of educators, community groups, businesses, govern-
ment agencies, and policymakers. This increased
interest in financial education has been prompted by
the increasing complexity of financial products and
the increasing responsibility on the part of individu-
als for their own financial security. Well-informed,
financiallly educated consumers are better able to
make good decisions for their families and thus are
in a pesition te increase their ecenemie seectrity and
well-being. Finaneially secure familles are better able
to contribute t6 vital, thriving eemmunities and
thereby further fester eemmunity esenemic develep-
ment. Thus, finansial edyeatien i§ impertant net enly
te individual heusenelds and families But e their
eemmunities as well:

Knowledgeable consumers who make informed
choices are essential to an effective and efficient
marketplace. In classical economics, informed con-
sumers provide the checks and balances that keep
unscrupulous sellers out of the market. For instance,
consumers who know the full range of morigage
interest rates and terms in the marketplace, whe
understand how thelr credit-risk profile and persenal
situatien fit with these rates and terms, and, €onse-
guently, whe ean determine whieh merigage is best
for them make it diffiswlt for unfair er dsseptive
lenders te gain a festheld in the marketplass.

Amid growing concerns about consumers’ finan-
cial literacy, the number and types of fimancial edu-
cation programs have grown dramatically since the
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1. See Sandra Braunstein and Carolyn Welch, ““Financial Literacy:
An Overview of Practice, Research, and Policy,” Fedknal! Reserve
Bullktir, vol 87 (November 2002), pp 445-57.[endofnote.]

mid-1990s. Many of these programs focus on pro-
viding information to consumers and operate under
the implicit assumption that increases in information
and knowledge will lead to changes in fiinancial-
management practices and behaviors. Whether that is
the case is the province of behavioral economics,
which offers its blend of psychological and economic
insights into household financial management.
Behavioral econemies acknowledges the rele that
psyehelogical eharacteristies (sueh as proeecrastina-
tien, regret, risk aversien, eempulsiveness, generes-
ity, altruism, and peer pressure) play in hewseheld
gconemic desisiens. Thus, Behavieral ssenemies
affsrs a framewsrk for studying behaviers that seem
ineengigient oF ifrational—fer example, SORSHMErS
wiie eld meney in & savings aceeunt sarning interest
at 2 pereent while carrying Balanees en eredit cards
and paving 18 pereent #niersst:

This article explores the connection between
knowledge and behavior—what consumers know
and what they do—focusing on four flirancial-
management activities: cash-flow management, credit
management, saving, and investment. Data are from

2. Several researchers and organizations have developed catalogs
of programs. For examples, see Lois A. Vitt, Carol Anderson, Jamie
Kent, Deanna M. Lyter, Jurg K. Siegenthaler, and Jeremy
Ward, Personal! Financee and the Rusth to Compelengee: Financial
Litenayy Edueatioon in the U.S. (Fannie Mae Foundation, 2000)
(wwwv.fanniemaefoumdation. oig/progiams/pdiiep_finliteracy.pdf);
Katy Jacob, Sharyl Hudsen, and Malcelm Bush, Toels For Survival:
Am Anslpsiss of Fimenaded! Lierawyy Programss o Lower-
Iweomee  Familipss (Chicage, 1ll.: Woodstoek Institute, 2000);
Jump$tart Cealition, Jump$tart Persenal Finance Clearinghouse
(www.jumpstart.org/mdb/jsseareh.cfim); National Endewment for
Finanecial Education, “Economic Independence Clearinshouss”
(2001) (www.nefe.org/amexecenfund/index.html); Neighberhood
Reinvestment Corperation NeighbonWonis®, “Annetated Refer-
enee Guide for the Neighborv¥ors® Campaigh fer Heme Ownsr-
ship 2002* (August 2001) EMMYIW.SFgRstwerk/pubsAndMedia/
publicatiens/eataleg/pubs/anneRefGuide pas).[endofnote ]
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the University of Michigan's monthly Surveys of
Consumers conducted in November and December
2001 (see Appendix A: Survey Data). Also, data
from the Survey of Consumer Finances (SCF) are
used for purposes of comparison.

HOUSHAOUD IFNANCIAL-MANAGEMENT
PRACTICES.

Households in the Surveys of Consumers reported on
eighteen fliranoial-managemesit behaviors, ranging
from very basic money management skills (tracking
expenses, paying bills on time) to more sophisticated
ones (diversifying investmenis). They also provided
information on their use of thirteen financial prod-
uets. These ranged from savings and cheeking
aceounts to eredit cards, mertgages, heme equity
leans, and investmeats. Te leek at the different
types of finaneial practices, measures of fiinansial-
fanagement behaviers and finaneial preduet ewner-
ship were 60mbined: Practices were categorized as
cash-flow management, credit management, saving,
investment, and other. Table 1 lists the behaviors or
products used to analyze each type of practice.

A fairly large percentage of individuals reported
what are considered “good” cash-flow management
practices: 89 percent of households had a checking
account, 88 percent paid all their bills on time, and
75 percent reconciled their checkbook every month,
Hewever, fewer than half reported using a spending
plan er budget. Fer the credit management practices,
altheugh nearly four-fifitis Sif easpandients Hedl Attt
eard, enly ene-third eompared effers befere applying
for a eard. As i saving praetiees, the data shew
that while 80 pereent and 63 pereent had a savings
acesunt and an emergeney fund, respeetively. only
39 pereent were saving fer leng-term geals, sueh as
for edueation, a ear, or a home. There was alse a wids
f%ﬁge in the investment prastiees reperied By house:
helds. For example, althaugh three-fifths (63 percent)
feperied Naving felirement ASCOVMRIS—PERsSISRS,
4610, or 1RA plans—and half (53 percent) had

4. The SCFs are triennial surveys sponsored by the Federal Resefnote:
and provide detailed information on the financial characteristics of
U.S. households, particularly families’ assets and liabilities. For
details on the SCF, see Ana M. Aizcorbe, Arthur B. Kennickell, and
Kevin B. Moore, “Recent Changes i U.S. Family Finances: Evidence
from the 2001 Survey of Consumer Finances,” Federal! Reserve
Bultetim, vol. 89 (January 2003), pp. 1-32. The definitions of house-
held in the SCF and in the Surveys of Consufiers are consistent
enough to allow for comparisons. In this artlele, we use the terms
femily, and heusehold interchangeably.[endofnote.]

Tabld inanEiak betad vieh avid rpeodupt ocarca blesiatsked tased to
analyze cash-flow managememt, credit management,
saving, and investment practices

Percentage of

. - . respondents
Financial behavior or product repotting
(n = 1,004)

Casthftvw managementt
Have checking account 89
Pay all bills on time Cash-flo88 management:
Have financial recordkeeping system or track expenses  Cash-flo#9 management:
Reconcile checkbook every month Cash-flo#@5 management: Re
Use a spending plan or budget Cash-flod6 management:
Creditt manaysmentt
Have credit card 79
Pay credit card balances in full each month Credit 61 management:
Review credit reports Credit 58 management:
Compare offers before applying for a credit card Credit 35 management: (
Saving:
Have savings account 80
Have emergency fund Saving: 63
Save or invest money out of each paycheck?® Saving: 49
Save for long-term goals such as education, car, Saving:

or home 39
Have certificates of deposit Saving: 30
Investment:
Have money spread over different types

of imvestments 74
Have any retirement plan/account?® Investmes8
Have any investment account Investme&2
Have mutual funds Investmed8
Have 401(k) plan or company pension plan? Investmed§
Have IRA/Keogh Investmed8
Calculated net worth in past two years Investmed Calc
Participate in employer’s 401(k) retirement plan! InvestmeB Part
Have public stock Investme@4
Put money into other retirement plans such as an IRA3  Investme@2
Have bonds Investmen®
Otferr fimanerad:] exyyeaianoee
Own home 75
Bought a house Other 72 financial experience:
Do own taxes each year Other 40 financial experience
Often or always plan and set goals for financial future Other 36  financial experience:
Refinanced mortgage or loan for home improvements Other  35financial experience: Refin
Read about money management Other 20 financial experience:

1. Not able to control for employment status because these data are not avail-
able in the data set.

2. Could be either defined contribution or defined benefit plan.

3. Only for respondents younger than 65.

SOURCE. Surveys of Consumers, November and December 2001.

investment accounts, less than half (46 percent) said
that they had mutual funds, about one-fourth reported
holding individual stocks, and about one-fifth said
that they put money in other retirement accounts. Of
all the behaviors, reading about money management
was the least frequently reported (20 percent).

Fimencial! Practices | rifoes: 4 The SCFs are tr

To characterize the extent of a household's participa-
tion in each type of ffirannizl-managemesitt activity, an

iennial surveys sponsc

6. T¢naketefinifio tetepnportim prbpetpomdofityespandbotingonrtributing to

retirement accounts, we included only individuals less than 65 years
old because we assume that individuals 65 or older no longer contrib-
ute to a retirement account. Although we would also like to have made

5. The decision to own a fifroteial product can itsélf Behecdedikinsdto owthis fiatculiatipnodontitionaken employienid status, this variable was

a fimancial behavior.[endofnote.]

et avallable in the data set.[endofnote.]
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by type of ffimanciall practice
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NOTE. If households reported fewer than 25 percent of the practices, they
were classified as “low"; households reporting between 25 percent and 70 per-
cent of the practices were classified as “medium’; and those reporting more
than 70 percent of the practices were classified as “high.”

SOURCE. Surveys of Consumers, November and December 2001.

index was constructed in which levels of cash-flow
management, credit management, saving, and invest-
ment practices were classified as “high,” “medium,”
or “low.” If households reported fewer than 25 per-
cent of the practices, they were classified as “low™;
heuseholds reporting between 25 percent and 70 pet-
cent of the practices were classified as “mediwm™;
and these reperting mere than 70 pereent of the
practiees, were classified as “high.” (For detailed
information on how the indexes were constructed,
see Appendix B: Indexes of Financial Practices.)

Chart 1 shows the proportion of respondents scor-
ing in the high, medium or low groups for each
index. The cash-flow management index had the larg-
est percentage of respondants in the high group
(66 percent), followed by the credit management
index (45 percent), the saving index (33 percent), and
the investment index (19 percent). These initial find-
ings suggest that finaneial behaviors may be hierar=
ehieal, that is, that ene may preeede anether. Fer
example, individuals whe are cash-censtrained may
engage in eash-flew management practices and ebtain
eredit but may net save and invest.

Housettell! Finamcial/ Kool bl

Lack of knowledge about principles of fimancial man-
agement and financial matters could explain why

7. Households that did not pay their bills on time were classified[aote:
low for cash-flow management regardless of any other practices they
reported for that category.[enofnote.]

some families do not follow recommended fiiman-
cial practices. In fact, surveys of youth and adults in
the United States reveal low scores for economic,
financial, and consumer literacy. Results from the
Jump$tart Coalition's biennial financial literacy tests
of high school seniors show that students correctly
answered 58 percent, 52 percent, and 50 percent of
the questions in 1997, 2000, and 2002 respectively.
Adults taking the same test scored somewhat better
but missed some basic insurance and credit ques-
tions. Other studies find that low-income consumers,
those with less education, and African Americans and
Hispanics tend to have below-average financial lit-
eracy scores. Some have argued that some of the
survey questions may be ambiguous or irrelevant,
and it has been suggested that respondents’ knowl-
edge may be greater than the scores indicate.
Research also finds a correlation between flimancial
knowledge and behavior, although the direction of
the causality is unclear. Those who score higher on
financiall literacy tests are more likely to follow rec-
ommended financial practices. Compared with
those who have less financial knowledge, those with
more financial knowledge are also more likely to
engage in recommended financial behaviors—stch
as paying all bills on time, reconciling the checkbook
every month, and having an emergency fund. This
correlation dees not necessarily mean, howeves, that
an increase in knowledge improves behaviok. Instead,
the catisality may be reversed In that peeple may galn
knewledge as they save and aseumulate wealth, of
there may be a third variable, for example, family
experienees and esenemie seeialization, that affests
Beth knewledge and behavier. Altheugh mest studies

8. For a sampling of surveys, see Consumer Federation of America,
“US. Consumer Knowledge: The Results of a Nationwide Test”
(Washington, D.C.: Consumer Federation of America, 1990); CFA,
“High School Student Consumer Knowledge: A Nationwide Test,”
(Washington, D.C.: Consumer Federation of America, 1991); CFA,
“Colllege Student Consumer Knowledge: The Results of a Nationwide
Test” (Washington, D.C.: Consumer Federation of America, 1993);
and CFA, “American Consumers Get Mixed Grades on Censtifmer
Literacy Quiz” (Washingten, D.C.: Cenisumer Federation of America,
1[998)._[endofnote.]

9. Jump$tart Coalition for Personal Financial Literacy, “From Bad
to Worse: Financial Literacy Drops Further among 12th Graders,”
press release, April 23, 2002.[endofnote.]

10. Lawrence J. Kotlikoff and B. Douglas Bernheim, “Household
Financial Planning and Financial Literacy,” in Essays on Saving,
Beqaesiss, Alwuissm, and Life-eyelte Plamning (Cambridge, Mass.: MIT
Press, 2001).[endofnote.]

11. Jeanne M. Hogarth and Marianne A. Hilgert, “Financial
Knowledge, Experience and Learning Preferences: Preliminary

Results from a New Survey on Financial Literacy,” 7T drsumalioldtethat did not pay their bill

ests Ammuall, vol. 48 (2002) (fwwaw.comsumerinterests.org/public/
articles/Financial Literacy-02.pdif ).[endofnote.]
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TableAderage diagaciilakeielwvlatge| sdgee sbyréinanciidapeiattipeamibex iaddxi ek italee! level

Percent

Financial knowledge score, bl\ésubsegti
i

Overall
score!

Financial practice index

and index level Credit

management

Casthiftvw mamagpesett iindex
Low 55 51
Medium 66 62
High 69 63
Creditt manaypmeett iindex
Low 52 47
Medium 66 61
High 71 66
Saningg iindex
Low 56 56
Medium 63 62
High 72 66
Trevesteneant itndex
Low 59 57
Medium 70 63
High 77 68
Memo:
Average flinanciall knowledge score,

all households 67 62

NOTE. For definitions of index levels, see note to chart 1.

do not analyze causality, one study suggests that
increases in knowledge do indeed increase retirement
saving. In addition to knowledge and experience,
public policies that increase incomes, tax incentives
for “good"” financial management (for example, sav-
ing for retirement), positive childhood experiences,
social norms, and attitudes toward spending all may
play a role in households’ fifnaccikinnaanragament
behaviors.

While most studies have looked at fiilmancial knowl-
edge at the aggregate level, this article explores the
linkage between specific fiimancial behaviors and
knowledge about specific fiimancial topics. The mea-
sure of knowledge reporied here is based on a quiz
containing twenty-eight true-false questions that was
part of the Surveys of Consumers (see box, “What's
Your Finaneial 1Q,” and table 2). The quiz covered
cash-flew management, general eredit management,
saving, investment, merigages, and a bread categery
of ether fiinancial-managemesiit topies. Overall, hewss-
helds eerrectly answered twe-thirds (67 pereent) of
the guestiens. Censumers were mest knswledgeable
abaut fﬁ@ﬂgﬁ?@% seering abeut 80 pereent) and least
knewledgeable abeut tne “ether” tepies _@Gélﬂﬁg
57 pereent). Mest of these scores are in line wit
similar fiRancial knewiedge guizzes:

1%1; Financial knowledge score, by subsection®
nancialkkowledgescore,bysubsection

Investment

Saving Investment Mortgages Other
63 53 63 50
76 62 81 57
80 66 84 59
58 48 66 48
77 61 80 57
83 69 86 60
67 54 74 54
77 61 81 57
86 73 86 61
66 50 74 53
81 67 83 60
90 80 90 62
77 63 81 57

1. Score on quiz administered as part of the November and December
Surveys of Consumers (see box, “What’s Your Financial 1Q7™).

CASH-FHIOW NV AKNXIGEMENT .
Survey Results:

Perhaps the most basic fimancial practice is to pay
bills on time, and 88 percent of households reported
following this practice. Consistent with the notion of
a behavioral hierarchy, however, those with low
scores on the credit management, saving, and invest-
ment indexes were less likely to repoft paying bills
on time (table 3) than these with medium or high
scores on these indexes.

Data from the 2001 SCE provide some additional
insight with respect to the timely payment of bills. In
the SCF, an estimated 93 percent of all households in
the United States reported having no payments in the
past year that were late sixty days or more. The
proportion of households in the SCF that did not have
payments sixty days late was related to income:
87 percent of these in the bettom fifth of the inceme
distribution reperted ne late paymeats compared with
99 pereent of these in the tep fifth.

Besides encouraging consumers to pay bills on
time, fimancial educators typically encourage them to
make written budgets and to regularly compare actual
expenditures with planned expenditures.

13. Barbara O’Neill, “Twelve Key Components of Financial Well- [note:
ness,” Journal! of Familly and Consumer Scienctd] $ed. l9dtlikoff 4nd Bernheim, "House
(2002), pp. 53-58.[endofnote.]

12. See Kotlikoff and Bernheim, “Household Financial Plannifrpte:
and Financial Literacy.”[endofnote.]



What’s Your Financial 1Q? [beginning of box:] What's Y
Quiz administered as part of the Surveys of Consumers
Percentage of
respondemts
Correct answetimg
Question answer correctly

Credit:

Creditors are required to tell you the APR that you will fraywhen you gyedtalbean. True 92

If you expect to carry a balance on your credit card, the APKisdite most important thing If you exj
to look at when comparimg credit card offers. True 84

Your credit report includes employment data, your payment@isttity, any inquiries made Your credit repg
by creditors, andl any public record information. True 81

The finance charge on your credit card statement is what yo@€peditto use credit. True Thé9finance c

Using extra money in a bank savings account to pay off higiCiettitest rate credit card debt Using extra mone
is a good idea. True 68

Your credit rating is not affected by how much you charge o@reditr credit cards. False Youré&fedit rati

If your credit card is stolen and someone uses it before you €aulit:it missing, you are only If your cr
respomsible for $50, no matter how much they charge onit. True 50

If you have any negative information on your credit report, £cedilit repair agency can If you ha
help yow remove that information. False 30

If you are behind on debt payments and go to a credit couns€liegitservice, they can get If you arg
the federal governmemt to apply your income tax refund to pay off your debts. False 22

Saving:

You should have an emergency fund that covers two to six momths of your expenses. True 24

If you have a savings account at a bank, you may have to p&Satings on the interest you earn. True 86f you ha

If you buy certificates of deposit, savings bonds, or Treasurgdiihg:you can earn higher If you bu
returns than on a savings account, with little or no added risk. True 74

With compound interest, you earn interest on your interest, 8awirdl as on your principal. True WithZ@mpound

Whole life insurance has a savings feature while term life irSaviamge does not. True Whole I&@ insurang

Investment:
The earlier you start saving for retirement, the more money you will have because
the effects of compoundiing interest increase over time.

A stock mutual fund combines the money of many investordeebtigemteariety of stocks.

Employers are responsible for providing the majority of fundisvisttneot1 will need
for retiirement.

Over the long term, stocks have the highest rate of return onlmuesteyeimvested.

Mutual funds pay a guaranteed rate of return. Investment:

All investment products bought at your bank are covered bylfief€namurance.

Mortgages:
When you use your home as collateral for a loan, there is no chance off losing your home.
You could save thousands of dollars in interest costs by choddartgades:year rather
than a 30-year mortgage.
If the interest rate on an adjustable-rate mortgage loan goes Mmrigagemonthly mortgage
paymemts will also go up.
Repeatedly refinancing your home mortgage over a short pehlodtgfigaste results
in added fees andl points that further increase your debt.

Other:
Making paymemnts late on your bills cam make it more difficult to take outta loan.

Your bank will usually call to warn you if you write a checkQtrrwould overdraw
your account.

The cash value of a life insurance policy is the amount avail@heif you surrender
your life insurance policy while you’re still alive.

After signing a contract to buy a new car, you have three da@therchange your mind.
fand-aflhas]

True 92
True 73\ stock n
Employers areresponsible
False 72
True
False Mutual fé2ds paya
False
False 91
You could say|
True 84
True 77
Repeatedly refinancing your,
True 72
True 94
Your bank will
False 62
The cash vald
True 56
False After 1Bning ac

our Financial

ect tocarry a balanc
rt includes employm

harge onyour credit
inabank savings @

g isnotaffected by
bdit card isstolen an

e anynegative infor

behind ondebt payr

e a savings account
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or providing the ma
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Bable Percentage tat households aeporting tvagious ifi nandiadhgaacticesti bys fimpndiahgaactiesc indexnand mdexnlovelievel

Cash-ﬂom%%%dﬁgmmsw. index: Creditmanagementindex: Savdngitrdée(.saVI ng
Financial practice i . i . . .
Low  Medium Fﬂg Low  Medium Fﬂg Low  Medium High Low RAA% iﬁrnr]l Fﬂg
Casth{ftvw managementt
Have checking account 59 82 97 50 92 96 72 93 97 74 96 100
Pay all bills on time 0 100 Cieb-flow 61 88nanagemedt: 72 Paglall bills 88 time 78 92 98
Have financial recordkeeping Cash-flow management: Have financial recordkeeping
system or track expenses 46 43 97 45 80 86 59 80 93 68 81 94
Reconcile checkbook Cash-flow management: Reconcile checkbook
every month 31 25 88 30 71 73 50 72 75 57 71 78
Use a spending plan or budget 29 9 CafB-flow 30 4tanagemeS& 37 Usd& spendirfif plan or #6dget 46 47
Creditt manaysmentt
Have credit card 48 74 86 0 83 95 58 82 92 58 88 98
Pay credit card balances in full Credit management: Pay credit card balances in full
each month 13 43 57 0 34 74 20 49 71 22 56 82
Review credit reports 44 54 Crédit 0 man&@ment: 91 &KReview crbBit report68 48 62 67
Compare offers before applying Credit management: Compare offers before applying
for a credit card 20 33 39 0 14 64 28 36 39 29 39 38
Saving:
Have savings account 63 76 84 51 79 88 42 91 97 63 90 88
Have emergency fund 25 52 SaVihg: 23 59 78 8 Have Binergency9fund 35 74 93
Save or invest money out of Saving: Save or invest money out of
each paycheck! 16 42 57 24 44 60 17 46 77 27 58 69
Save for long-term goals? 13 27 Sadhg: 16 31 51 4 Save2Br long-t8dn 25 40 63 goals®
Have certificates of deposit 16 29 Sa8hhg: 18 27 36 2 Have 22rtificate®df deposifl0 35 58
Imvestment:
Have money spread over different
types of investments 21 47 61 14 49 67 17 53 83 5 74 99
Have any investment account 22 48 IngBtment: 12 46 69 22 Have 52y invest#nt accoumt 71 99
Have mutual funds 24 42 Indstment: 18 38 61 18 Have 45utual furé®s 5 59 96
Have 401(k) plan or company Investment: Have 401(k) plan or company
pension plan? 30 42 48 27 38 56 28 44 59 24 57 57
Have IRA/Keogh 24 42 IndBtment: 22 37 54 19 Havedl 63 5 52 9BA/Keogh
Calculated net worth in past Investment: Calculated net worth in past
two years 14 34 46 9 34 53 17 36 61 14 42 85
Participate in employer’s 401(k) Investment: Participate in employer's 401(k)
retirement plan? 18 34 42 15 32 48 19 36 53 17 47 54
Have public stock 15 25 In&Stment: 10 21 30 13 Have Pliblic stod6 0 26 64
Put money into other retirement Investment: Put money into other retirement
plans such as an TRA* 8 17 26 4 16 32 4 18 41 1 21 66
Have bonds 3 6 Invétment: 2 5 7 2 Have bdnds 7 0 4 21
Ottferr fimaneiad] exyyeeibneee
Own home 53 73 79 53 77 78 60 75 86 59 82 89
Bought a house 45 68 OtRér fi8ancial 75 experieB06e: HBought a Aduse 82 54 78 94
Do own taxes each year 32 38 OtH8r 25 financial 40 elperience: 33 D45 own tax4d each yedi 41 44
Often or always plan and set Other financial experience: Often or always plan and set
goals for fiimanciall future 26 24 42 18 32 45 23 30 54 30 34 52
Refinanced morteage or loan for Other financial experience: Refinanced mortgage or loan for
home improvements 16 33 39 4 18 39 56
Read about money management 12 16 OtRgr financial 17 exp@ence: 9 Read BEbout mord¥ 8 19 Mdnagement
Mawo:
Number of households 119 224 661 114 436 454 264 404 336 370 445 189
Memo:Percentage of hcafstbokihblds® 12 22 66 11 43 45 26 40 33 37 44 19

NOTE. The table reads: “Of all households with a low score on the cash-
flowr management index, 59 percent have a checking account.” For definitions
of index levels, see note to chart 1.

1. Not able to control for employment status because these data are not avail-
able in the data set.

eviderderéisdvidemse fthailicanystadilies indiead alise
mental budgets rather than written budgets; use short-
term budgets (that is, budgets covering one month or
less); and prefer simpler techniques (for example,
automatic bill-paying or envelope accounting).

14. Elizabeth P. Davis and Ruth Ann Carr, “Budgeting Practices
over the Life Cycle,” Jommaial ofCohsumerner Eddnatintion, vol. 10 (1992),
pp- 27-31; Glenn Muske and Mary Wiinter, “An In-Depth Look at
Family Cash-Flow Managememt Practices,” Jwmnala! of Familyly cand
Ecoeroimic fsyres, vol. 22 (Wimter 2001), pp. 353-72; Glenn Muske

2. Such as for education, for a car, or for a home.

3. Could be either defined contribution or defined benefit plan.
4. Only for respondents younger than 65.

5. Components may not sum to 100 because of rounding.
SOURCE. Surveys of Consumers, November and December 2001.

ifferendd also evidence that families—at all income
levels—have trouble resisting spending tempta-

tions.

and Mary Wimter, ““Cash Flow Managemsmt: A Framework ofi Daily

Family Activities,” Finaneiatia! Comssieljng amt! Pléaningng, vol.

(1999)), pp- 1-12.[endofnote ]

10, no. 1

Credit manag

[notet5. Sondra G. Beverly, Jennifer L. Romich, and Jennifer TesalferElizafrdte: P. Davis anc
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But existing research has used small samples,

and more research on budgeting and cash-flow man-
agement is needed.

Data from the Surveys of Consumers reveal that,
overall, fewer than one-half (46 percent) of all house-
holds used a spending plan or budget. Results for the
cash-flow management index show that fewer than
one-third of the households that scored low on the
index repofted using a spending plan orf budget,
altheugh as showa in table 3, propertions were larger
for heusehelds with lew seceres on other indexes,
espeeially saving and investment.

A low-cost checking or savings account is recom-
mended as a budgeting and fifinaociblamaragament
tool for several reasons. It reduces the cost of routine
financiall transactions, helps individuals develop posi-
tive credit histories, and may facilitate asset aceumuy-
lation by providing a secure and semewhat “out-
of-reach” place for sioring meney. Despite the
advantages of owning a bank account, however, data
from the SCE indicate that about 9 percent of all U.S.
families were “unbanked” in 2001. The percentages
were much higher for low-income, younger, non-
white, and Hispanic families. The overall percentage
of unbanked families has remained fairly stable in
recent years after a marked increase in account own-
ership between 1992 and 1995.17

According to the Surveys of Consumers, 89 per-
cent of all U.S. households have a checking account.
About three-fifths of households scoring low on the
cash-flow management index had a checking account,
compared with higher proportions for those with
medium or high scores. Again, households with low
credit management, saving, and investment index
scores were also less likely te have cheeking accouits
than heusehelds with medium and high seeres for
these indexes.

Findings From a Focus Group,” Fimanciad! Counseling: and Plan-
ning, vol. 8, no. 1 (1997), pp 1-8; Amanda Moore, Sondra G. Bev-
erly, Mark Schreiner, Michael Sherraden, Margaret Lombe,
Esther Y.N. Cho, Lissa Johnson, and Rebecca M. Vonderlack, Saving,

IDA Programss, and Effectss of IDAs: A Survey of Pamtiipantss (Wash-

ington University in St. Louis, Center for Social Development, 2001).[endof]

16. Joseph J. Doyle, Jose A. Lopez, and Marc R. Saidenberg,
“How Effective Is Lifeline Banking in Assisting the ‘Unibarilkesd!?”
Curvent: Issuess in Ecenimicss and Finangez, vol. 4 (June 1998), pp. 1-6;
John P. Caskey, Beyond! Cash-angiCaaryy: Financiad! Savings, Fiman-
eial Services;, and Low-leamee Houselindilds in Two (Communities
(report written for the Consumer Federation of America and the Ford
Foundation, Swarthimore, Pa.: Swarthmore College, 1997); Sondra G.
Beverly, Amanda Moore, and Mark Schreiner, “A Framework of
Asset-Accumullation Stages and Strategies,” Journgll of Family and
Evonnicc Issues, vol. 24 (Summer 2003), pp. 143-56.[endofnote.]

17. Jeanne M. Hogarth, Chris E. Anguelov, and Jinkook Lee,
“Who Has a Bank Account? Changes Over Time in Account
Ownership,” Comsunatr Intenestss Amnual/, vol. 47 (2001)
(www.consumerinterests.org/public/aiticlks/Hogaritth, Angualivy,_Lee pdff).

[end of note.]

Knowled(g and Cash-Flow Nlanagement
Behaviors.

Households classified as low on the cash-flow man-
agement index had lower average fliman-
cial knowledge scores than households classified as
medium or high. Those in the low group had an
average overall knowledge score of 55 percent, com-
pared with 66 percent and 69 percent for those in the
medium and high groups respeectively (see table 2).
The low-index group alse had lewer sceres on the
eredit management, saving, Investment, mertgage,
and “other” subsectiens of the guiz. In general, these
elassified as high en the eash-flew Management index
had higher finaneial knewledge sesres than these
classified as lew and medium, Beth everall and fer
gaeh of the swbsestisns:

CREDIT MWANAGEMEWT.
Survey Results.

Three common indicators of credit management are a
household’s debt-payment-to-income ratio, the time-
liness of credit card payments, and payment in full of
credit card balances. In 2001, according to the SCF,
11 percent of all families in the United States had
debt-payment-to-income ratios greater than 40 per-
cent. The percentage was even higher for lower-
ineeme families. In the SCF, 7 percent of all fami-
lies had a payment 60 days past due. Among the
76 percent of households in the SCF with credit
cards, 45 percent reported not carrying over a balance
on their credit card accounts.

Of the households in the Surveys of Consumers
that reported having a credit card, three out of five
reported paying their credit card balances in full each
month. More than half (58 percent) reviewed their
credit reports, and one-third compared offers before
applying for a credit card. The relatively low niim-
bers for evaluating credit card offers may be associ-
ated with individual characteristics. For example,

payment meehanism may net need {6 eempare

18. Aizcorbe et al., “Recent Changes in U.S. Family Finances.”

19. Another study found that 3 percent of credit card accounts hdhd
by college students showed at least one payment that was late 90 days
or more, compared with 2 percent of other nonstudent young adults

[antk:1 percent of nonstudent older adults. See Michael E. Statenldhdleanne M. Hogarth,

John M. Barron, “College Student Credit Card Usage,” Woeorking
Paper no. 65 (Georgetown University: Credit Research Centex, June
2002) (www.msb.georgetown.edu/prog/erc/pdfiWP63.pdf).[endofnote.]
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annual percentage rate because they pay off their
balances in full each month, but they may want to
compare other fees, terms, and features.

Credit Knowlkdye and Credit NManagement

Behaviors.

Households with low credit management indexes had
lower overall financial knowledge scores as well as
lower scores related to credit management knowl-
edge than households in the medium or high groups
(table 2). Households with low, medium, and high
credit management indexes had credit knowledge
scores of 47 percent, 61 percent, and 66 percent
respectively. To examine the relationship between
knoevwledge and behavier while helding ether vati-
ables eenstant, legistic regression analysis was pef=
fermed. The resulis were used te predist a hewse-
held’s prepensity te seere in the lew, medium, or
Righ greups en the eredit management index, given
& spesifis eredit management knewledge seers: In
this analysis, the correlation between credit manage-
ment knowledge and credit management behavior
was statistically significant. For example, a house-
hold with a credit management knowledge score of
70 had a 48 percent chance of being classified in the
high credit management index group. But if the same
household had received a credit management knowl-
edge score of 90 instead of 70, its chances of being in
the high credit management index group increased to
54 percent.

SAVING.
Survey Resulis:

One of the most widely recognized ffirmncial-
management principles is to save regularly, generally
by setting aside some amount for savings before
paying for expenses. Although four-fifttis of the
households in the Surveys of Consumers reported
having a savings account, overall, fewer than half of
households said that they saved regularly out of each

20. Regression analysis was performed for all four financial prinete:
tices. Details can be found in Jeanne M. Hogarth, Sondra G. Beverly,
and Marianne A. Hilgert, “Patterns of Financial Behaviors: Implica-
tions for Community Educators and Policy Makers” (paper pre-
sented at the Third Community Affairs Research Conference of the
Federal Reserve System, March 2003) (www.federalreserve.gov/
communityaffairsimationall ICA_Corfi_SusCommDev/pdf/
hegarthjeanne.pdf).[endofnote.]

Fabld’érceRtage nihgesphndsmds depisriiego sting gawiactigeactices
in the 2001 Survey of Consumer Finances and
November and December 2001 Surveys of Consumers

Survey of

Savi N Surveys of
aving practice Consumer
Fi onsumers
inances

Save regularly by putting money aside

each month 41 50
Have no regular savings plan; save what

is left over 32 25
Spend work income, but save other imcome 8 8
Do not save because all income is spent 21 11
No answer 5

Total 102 100

Compoments sum to more than 100 because of multiple responses.

paycheck. The proportion of households that were
regular savers varied by how they scored on the
saving index and ranged from about one out of six in
the low group to three out of four in the high group.
To compare the consistency of these estimates with
those of the SCF, the Surveys of Consumets also
included a guestion regarding ‘‘saving habits™ that
was identieal te the ene asked in the SCF. Cempared
with the SCF results, a slightly higher propertien ef
respendents i the Surveys ef Censumers sald that
they saved regularly, and a lewer propertion said that
they did net save (table 4). The differenses in the
resulis are net surprising given that the Surveys ef
Censumers are pnene surveys, whereas the SCF has a
persenal-interview fermat.

Another saving practice that flimancial planners
recommend is having an emergency fund to cushion
against economic shocks, ranging from paying for
car or appliance repairs to covering expenses during a
period of unemployment. Numerous studies show
that mere than half of U.S. households do net have
adeguate emergeney funds, whieh are typically
defined as liguid assets te cover two to six meaths of
living expenses. In the Surveys of Consumers, how-
ever, about three-fifths of households responded that
they had an emergency fund, although the actual
number of months of living expenses that would be
covered by the fund was not specified.

21. Personal interviews, which are conducted face-to-face, minote:
elicit a slightly different response than a phone survey.[endofnote.]

22. See Yi Regina Chang, Sherman Hanna, and Jessie X. Finote:
“Emetgency Fund Levels: Is Household Behavior Rational?” Finan-
cial Counselitig and Plamningg, vol. 8, no. 1 (1997), pp. 47-55. See

also Edward N. Wolff, *“‘Recent Trends in WealtRODviReeysiipof®&Bdysis was performed f

1998,” Working paper no. 300 (New York: Jerome Levy Economics
Institute, April 2000) (G liewy argidioasiwikpapipapers/300.himl);
Robert Haverman and Edward Wolff, *Who Are the Asset-Poor?
Levels, Trends, and Composition, 1983-1998" (paper prepared for
“Imclusion in Asset Building: Research and Pelicy Syimpesivin,”
Washingten University in St. Louis, Center for Secial Development,
2000).[endofnote.]



Kwowlkidlge of Savimg and Savimg Befiawions.

Households with low scores on the saving index had
lower overall financial knowledge scores and lower
scores on the saving subsection of the quiz (table 2).
Those with low index scores had an average saving
knowledge score of 67 percent, compared with
77 percent for these in the medium groeup and 86 per-
cent for those in the high groeup. This cerrelation
between knewledae ef saving and saving behaviers
was statistieally significant: A househeld with a sav-
ing seere 6f 70 eut of 100 had a 27 pereent ehanee 6f
Being in the high saving index greup. In eentrast, the
same heuseheld with a saving seere of 90 had a
31 pereent ehanee of bBeing in the Nigh saving index
greup.

INVESITTWIRNT .
Survey Resulls.

After households have established an emergency
fund, many personal finance texts and fimancial plan-
ners recommend that the next step be investing for
short- to mid-term goals (such as a vacation) as well
as for longer-tesm goals (homes, children's college
education, and retirement). More than half (52 per-
cent) of the households in the Surveys of Consumers
reported having an investmeat account; 46 percent
had mutual funds, 24 pereent had steek, and 6 pereent
had bends. Furthermere, 75 pereent ewined their ewn
heme. Nearly three-feurihs ef the respendents said
that they diversified their pertfelies By having meney
spread ever diffsrsnt types of investments:

Financial assets held in investments are one way
for people to accumulate their down payments for
cars and homes, as well as to build college and
retirement funds. Some studies have shown that for
lower-income households, financial assets account
for a larger proportion of net worth than for middle-
and upper-income households; that is, lower-income
families held most of their assets in fimancial instru-
ments rather than in hemes, cars, businesses, or other
real preperty. According to the 2001 SCF, 75 per-
cent of U.S. households in the lowest 20 percent of
the income distribution held at least some fiinamcial

23. Stacie Carney and William G. Gale, “Asset Acc[natetation
among Low-income Households” (paper prepared for Ford Founda-
tion conference, “Benefits and Mechanisms for Spreading Asset Own-
ership in the United States,” December 10-12, 1998, New Yeork,
New York), February 2000 (Gwwv. ook edu/views/papers/gale/
19991130.pdf).[endofnote.]

assets, and 68 percent held some nonfinancial asset
(car, home, business, or other property). In compari-
son, 99 percent of U.S. households in the upper
20 percent of the income distribution had fiiancial
assets, and 99 percent had nonfinancial assets.

There are numerous policy initiatives targeted at
ways of assisting low-income families in accumulat-
ing assets through homeownership programs and
individual development accounts (IDAs). IDAs are
meant to improve saving and asset acecumulation
by the poor by providing matching funds for sav-
ings toward home ewnership, higher education, and
mieroenterprise.

Other studies suggest that Americans are saving
too little for retirement. In one survey, 35 percent
of respondents did not even guess at how much they
needed for retirement. The estimate for those who did
respond was, on average, 44 percent below their
expected needs. More than half (52 percent) of the
households in the Surveys of Consumers reported
having an investment account and three-fifths
(63 percent) reported having any type of retirement
fund—pension, 401(k), IRA, Keogh, or other type of
retirement account. Fewer than half of all respon-
dents reported having a 401(k) or com-
pany pension plan, IRA, er Keogh; nearly two-fifths
(37 percent) indicated that they participated in an
empleyer's 401(k) plan, and abeut ene-fifth (22 pet-
eent) reperted putting meney inte anether type ef
retirement aeeeuit (table 3). OF these seering lew 6n
the investment index, ene eyt ef feur had a pensien
8F 4081(k), and ene eut of six partieipated in an
empleyer's 401(k) plan.

Kmowlkidfge of fnvestmentr and wwestment
Behaviors.

Households in the low investment index group had
lower overall financial knowledge scores and lower

24. Mark Schreiner, Margaret Clancy, and Michael Sherraden,
Saviing Pevitnmancee in the Amenitam: Dveamn Demenstretioon (Wash-
ington University in St. Louis: Center for Social Development, 2002);
Melvin L. Oliver and Thomas M. Shapiro, Black; Wealth/Wiite: Wealth:

A New Pemspectivee om Raciall Inequalityy (New York: Routledge,
1995).[endofnote.]

25. See B. Douglas Bernheim, “Financial Illiteracy, Educatifnote:
and Retirement Saving,” in O.S. Mitchell and S.J. Schieber, eds.,
Livingg with Deffinett! Contvitbutioow Planss (University of Pennsylvania,

Wharton School, Pension Researcl3Tobncik I298p\ppardB-B8|lfon aG. Gale, "Asset Acc

review of other studies on retirement saving.[endofnote.]

26. Mark Dolliver, “Just Blame It on Ignorance, If Not on Improfnete:
dence,” Adinead;, vol. 42 (March 2001), p. 45; Employee Benefit
Research Institute, “The 2001 Retirement Confidence Survey: Sum-
mary of Findings” (www.ebri.org/rcs/2001/01keses. paif).[endofnote.]
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investment knowledge scores (50 percent) than those
who were classified as medium or high on the invest-
ment index (67 percent and 80 percent respectively,
table 2). These differences were statistically signifi-
cant. A household scoring 70 on the investment
knowledge subsection of the quiz had a 9 percent
chance of being in the high index group. The same
household with a score of 90 on the ivestment
sibseetion of the guiz had a 13 percent ehanee ef
being 1A the high greup.

SOURCES OF FINMNCIAL KNOWLEDGE .

Ways Housettolldss Gain Knowlkdz about
Personal! Firnanees.

If knowledge is linked to behavior, then it is impor-
tant to know where households obtain their fiinamcial
knowledge. Households in the Surveys of Consumers
reported learning from a variety of sources, but expe-
rience, friends and family, and the media were anmong
the top sources for all households (table 5). For each
practice—oash-flow management, credit manage-
ment, saving, and investment—households with lew
Index seeres were less likely to repert learning frem

any of these sources. For example, 46 percent of
those with low index scores for cash-flow manage-
ment reported learning from personal experience,
compared with 63 percent of those with medium
index scores and 73 percent of those with high index
scores.

The largest variation among the index scores
within each behavior related to personal experience—
respondents with high scores were more likely to
report learning from personal experience. This large
variation may reflect, in part, the motivation of those
with high index scores to seek out information and
apply it to personal circumstances. For example, one
could argue that there is a difference between reading
abeut meney Management and actually engaging in
financiall Behaviers that previde mere eenerete leari-
ing experienees:

In this study, the correlation between sources of
financiedl knowledge and fimancial practices was
found to be significant. Generally, households that
reported learning a lot from personal experience and
from friends and family were more likely to have
higher index scores. For example, within the cash-
flow management index, households that reported
learning from these seurees had a 71 percent chance
of seoring high, while these that did nov repert learn=

Jabld sarnilrearnpgriexees enck peoterpneferehyefinbyc fihapriait peaotdes indéx ek iredet level

Percent
Credit management

Learning experience or preference

dndex
Cash- ﬂowmanagementlndex itnmnagementindex:

Low Medium Fﬂgg Low Medium Hig Low I'{A/[%%uug High Low RAA% iﬁrnr]l Fﬂ%
Fearnedd “a lot” or a “faiv aamount"”
aboutt financial! topiss froom:*
Personal fiimanciall experience 46 63 73 . 50 69 81 52 73 86
Friends and family 33 2 41 iﬁame%fﬁ%ﬂ‘?lﬁ'g g q‘i‘%ﬁ Friendy 45 and fagily 35 4 44
Media2 26 36 38 xSB[EE HE afi' 6 sﬂm? topiggy 370m:Meddg 29 39 42
High school or college course 22 13 20 e \ n:High 14 1g5chool oggcollege 35 19 25
Course outside school 13 14 18 585?3 el , amo ourse 37 oyside schog 11 18 25
Employer 14 21 22 BEG O f mogd ™ ics 15 fromsgmployeps 17 24 19
Internet 8 10 15 Loeedy ?f M' topics s fgpm: Interng 6 13 19
Masst irpantantt way léeamed
abaoutt persaval! ﬂmmmes.
Personal fiimanciall experience 38 42 53 Most im¥brtant way earned 49 47 51 47 49 47 51
Friends and family 18 25 20 whostti ¢ Felnds 21 22 and iy 22 22 17
Medua? 8 13 1 B.hmltlmp%rtant wayearpedsorkd 10 firahces: Mel 8 1 16
High school or college course 6 5 ahostti nalvafifzmned: High 7 Sschool ordollege 6 4 6
Course outside school 3 5 5 mhositi IwéinfeacesdCo se 2 outkide scho 2 6 5
Employer 3 6 5 ahosttimpbrtant way Jgarsethal > 3 financesEmployer 6 4 6 3
Internet 1 1 2 whotimgbrtant way feamedonal 1 finafices: Intern 1 2 2
Nothing 2 2 hesttimportant way feapesdonal 2 finarfes:Nothin 2 .9
No response 18 0 about ¥brsonal fthances:No 7 response 4 2
Ejfeattiee wayss to lkmm
to mavgge momeyp:
Media 65 69 73 74 73 7 65 .. 74 78
Video presentation 64 66 63 ggﬁﬂg%@; *© e e Y il b\r’égeﬂrggeseé'ga“o” 65 66
Informational brochures 62 63 68 pftectivahays taldbfne Y 61 Imer%{‘ 65 67 69
Internet 48 53 58 Eﬂectlﬁ il g6 . MOk L n?gmnal e 4T 58 64
Informational seminars 46 47 {%ﬂectlvﬂﬁ\/ays 10 mEgley: 48 E ggl 47 t 54 59
Formal courses at a school 56 51 e 55 moggy: 55 origgl courseggat a - g9 52

NOTE. For definitions of index levels, see note to chart 1.
. . Not applicable.
1. Components sum to more than 100 because of multiple responses.

2. Televisiom, radio, magazines, and newspapers.
SOURCE. Surveys of Consumers, November and December 2001.

Saving in%%%{?'f'OW Wﬁm@ﬁm%mqﬁgemem ind@Xedit management index:

course

course
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ing a lot from personal experience, friends, and fam-
ily had a 63 percent chance of scoring high.

Using the media and the Internet to learn about
financial-menegeeneaht topics was important for credit
practices. Households that reported learning a lot
from the media and the Internet had a 50 percent
chance of being in the high index group for credit
management practices while households that did net
report learning a let from these setirees had a 42 per-
eent ehanee of being in the high greup. High seheel
or eollege eotirses were alse found te be a statistically
significant way te leard abeut finaneial tepies for
these sesring high en the sredit Management index.

The Surveys oft Consumers also asked consumers
what was the most important way that they had
learned about personal finances. Not surprisingly,
personal experience was reported as the most impor-
tant way for each of the financial practices indexes.
Howevet, it is worth fieting the variation from low
te high index scores within each category. While the
difference in the percentage of househelds that said
that persenal experienee was the mest impertant way
te learn was narrew for saving and investment prae-
tises (ranging enly frem 47 pereent t8 51 pereent),
there was a larger diffsrsnse fer sash-flew manage-
ment and eredit Management praetiees (ranging frem
34 pereent te 53 percent). Perhaps censumers are
able 8 learn mere thraugh ggﬁ@ﬁ%l gxperience for
S8e W%@é gf Behaviars than for ethers: FOr example,
Reusehelds can lsarn {8 aveid Bad cash-flow and
eredit-management Ef%ﬁﬂ%@é_ Beeause the egst of
these can offen be felt immediaiely. Changes in sav-
1Rg aRd IRVESHMERL Practices, 8A HHie Sther fand, have
pavalfs that are Roticed aaly 1A the 18AG FHA, 4Rd §8
{E gflﬁl% BHMAH1Y 87 Bersanal EXBEHERLE MaY BS 1688

Preferved Sources of Fimamcizal/ Koo bl

The Surveys of Consumers included six questions
regarding how individuals prefer to learn about
financial management. Specifically, respondents were
asked, “Given your time and the way you like to
learn, which of the following ways would be effec-
tive for you te learn abeut managing your meney?”
Overall, households preferred to learn about money
management through media sources (television,
radio, magazines, and newspapers), informational
videos, and brochures (table 5). Households that
scored high on the financial practices indexes were
more likely than these scering in the low or medium
group to prefer the Internet as an information seurce.
In general, these seurees have “just in time” avall=

ability for people who want to learn on their own—
those households that want to access education and
information resources when they are preparing to
make a decision and at times and places that are
convenient for their lifestyle. Media sources, bro-
chures, and Internet materials on new products and
services may be all that are neeessary for these house-
helds. The high ratings for videos may reflect the
preference of visual learnets to “‘see” applications ef
finaneia-managesnesht teels (Rew te balanee a shesk-
beek, hew 6 set up different recerdkeeping systems,
ef where te leek fer infermatien en eredit eard
affers). Videss may alse be a prastieal meshanism
fer time-eongirained individuals whe ean view the
videss in their heme. Fermal metheds, sueh as 18arn-
ing threugh eeurses at & sehesl of infermatienal
seminars, were net as BBFH!%, pafticularly ameng
these whe seored lewer, although some may Benefit
from group-learning situations: Many Rohsenslds
41se appreciate the convenignce of lesrning thraugh
EMplover-based programs:

Others also have found that low-income consumers
prefer to learn through media sources, primarily radio
and television, although there are some variations
from this pattern of learning preferences. Some
studies show that low-income families have a strong
preference for learning from peers—from *someone
who has been through this.” Also, anecdotal evi-
dence indicates that some ethnic audiences prefer to
learn from trusted key community leaders.

Effectivenssss of Learming Stvategies.

It is important to ask how effective various learning
strategies are likely to be. For example, media
sources were cited by respondents in the Surveys of:

27. E. Thomas Garman, “Consumer Educators, Now Is the Time
for a Paradigm Shift Toward Employee Financial Education,” Con-
sumer Interestss Ammual/, vol. 44 (1998), pp. 48-53.[endofnote.]

28. Sherrie L.W. Rhine and Maude Toussaint-Commeau, “Con-
sumer Preferences in the Delivery of Financial Information:
A Summary,” Consumesr Intevestss Amnual/, vol. 48 (2002)

[note:

[note:

(www.consumerinterests.org/public/articles/Financiallnformation-02 pdff) [endofnote.]

29. Jeanne M. Hogarth, Josephine A. Swanson, and Jane Segelken,
“Using Contemporary Adult Education Principles in Financial Educa-
tion with Low Income Audiences,” Familjy Ecomamitss & Resource
Meamagemesht Biemmiall, vol. 1 (1995), pp. 139-46; Jeanne M. Hogarth
and Josephine A. Swanson, ‘*Voices of Experience: Limited Resource
Families and Financial Management™ (paper presented at the Family
Economics & Management Conference, American Home Economics
Asseciation Meetings, Jure 1993).[endofnote.]

30. Andrew I Schoenholtz and Kristin Stanton, “Reaching the
Immigrant Market: Creating Homeownership Opportunities for New

[note:

[note:

Americans” (Washington, D.C.: Fannie Mae Foundation, 2001).[endofnote.]



Consumers as effective ways to learn about managing
money. From the educator’s viewpoint, media outlets
could be important ways of creating awareness about
financied]l education opportunities. Public service
announcements could serve to stimulate thinking and
provide motivation, in addition to helping people
connect with financial education resources. Com-
munity educators could werk with local newspapers
t6 prepare finaneial edueation eelumas 6 supplement
these available at the natienal level. (See bex,
“The Federal Reserve System’s Finaneial Edueatien
Initiative.”)

In recent studies on mortgage lending and credit
management, households that had been through a
one-on-one counseling session were less likely to be
delinquent with mortgage payments and had higher
credit scores and better credit-management practices
than those that had been exposed to other education
strategies. An evaluation of the Money 2000 pro-
gram also revealed the benefits of repeat contacts
with participants and access to a money management
“coach.” Unlike a professional counselor working
in a one-on-one setting, a coach could be a peer
volunteer or key community leader who serves as a
mentor to a small group of individuals and families.

Timing the delivery of fimancial education may
also be important. Not only is it necessary to edu-
cate consumers about flinargizl-managemenit topics
through methods that fit their learning preferences,
but it is also necessary to present the material at a
“teachable moment.” Consumers who are provided
information when it is immediately relevant and appli-
cable, such as fiirst-time homebuyers receiving pre-
purchase counseling, may have a greater chance of
recognizing the value of the information and of mak-
ing a behavioral change. However, consumers may
not always recognize these teachable moments, and
some may not be aware that information on topics
relevant to their needs is available. Thus, one of the

31. Abdighani Hirad and Peter M. Zorn, “A Little Knowledge I§note:

Good Thing: Empirical Evidence of the Effectiveness of Pre-Purchase
Homeownesship Counseling” (paper presented at the Third Commu-
nity Affairs Research Conference of the Federal Reserve System,
March 2003) (www.federalreserve.gov/communityaffairs/national/
CA_Conf_SusCommbDev/pdf/zornpeter.pdf); Michael E. Staten,
Gregory Elliehausen, and E. Christopher Lundquist, “The Impact of
Credit Counseling on Subsequent Borrower Credit Usage and Pay-
ment Behavier,” Monograph ne. 36 (Geergetown Unlversity: Credit
Researeh Center, Mareh 2002) (v sb.georgetown.edu/prog/ere/
pef/M36.pdif).[endofnote.]

32. The Money 2000 program encourages participants to redienote:

debt by $2,000 or increase savings by $2,000, or some combination of

The Eederal Beserve System’s Finangial
Education Initiative

In spring 2003, the Federal Reserve System launched a
finanotahl education initiative designed to stimulate U.S.
households to learn more about ffimenciall management.
In a public service announcement, Chairman Greenspan
stated, ‘‘No matter who you are, making informed deci-
sions about what to do with your money will help build a
morxe stable flinanciall future for you and your family.”

The public service announcememt refers consum-
ers to the Federal Reserve’s personal ffimanciall education
web site (www.Federal Reserweldiietion eng), which has
links to additional resources, including “There’s a Lot to
Learn About Money.” This guide features tips on setting
finanetdhl goals, budgeting, and using credit wisely. It is
available in English and Spanish. Consumeis can obtain
copies online of through a tell-free number (800-411-
4533). Anether consumer resource, ‘‘Building Wealth:
A Beglnner’s Guide to Securing Your Finamgial Future,”
is available in beth English and Spanish at
VN s e O/ i </ puss IRl

The Federal Reserve System also has created an
online repository for ffinanciall education research on the
web site ofi the Chicago Federal Reserve’s Consumer
and Economic Development Research and Informa-
tion Center (CEDRIC) (www.chicagofed.org/cedric/
finaneiahledubatiat onsaassbacehtecefiyr.cfm). CEDRIC pro-
vides researcheis, commuwinity organizations, fifinancial
institutions, government agencies, and the public with a
comprehemsive source for abstraets and full texts of
artleles, reperts, woiking papers, and other studles related
to effestive flinanciall education initiatives and community
develapment 1s5ues.[endofbox.]

greatest challenges for policymakers, consumer edu-
cators, and practitioners in providing fimancial educa-
tion is motivating individuals to pursue it.

KNOWIHDGHE AND BEHANIOR:
WHAT IS THE LINK?

Financial knowledge can be statistically linked to
financiadl practices related to cash-flow management,
credit management, saving, and imvestment—those
who knew more had higher index scores, and those
who learned from family, friends, and personal expe-

[beginning

31]. Abdighani Hirad and Peter M. Zorn,

riences had higher index scores. It i8,WarhBR{iN8oo program encourag

that certain types of financial knowledge were found

both. See O'Neill, “Twelve Key Components of Financial Wellness.”[endofgtea §tati§tically §igﬁiﬁ@aﬂt for paﬁi@ular _ﬁmial _ _
practices. With the exception of the cast=HEW mafszme for Fmanci! &
(2002) (www.nefe.org/pages/whitepaper2002sympasiumm i) [endofnote. ] ag6feAt practices, whieh did net have a correspond-

33. National Endowment for Financial Education, “Financial Ifitote:

eracy in America: Individual Choices, National



ing subsection on the quiz, the relationships between
specific fimancial knowledge scores and the corre-
sponding financiall practices indexes were statistically
significant. Thus, knowing about credit, saving, and
investment was correlated with having higher index
scores for credit management, saving, and investment
practices respectively. This pattern may indicate that
inereases in knewledge and experience can lead to
improvements in finaneiall praetiees, altheugh the
eausality eeuld flew in the ether direstien—or even
beth ways. One way o inerease knewledge is te gain
experience. And ene way i gain additienal eduea-
tien is te learn frem the experienees of others, as san
Rappen in elasses and seminars and threugh sonversa-
tieng with family and friends:

There is a difference between providing informa-
tion and providing education. Education may require
a combination of information, skill-building, and
motivation to make the desired changes in behavior.
The distinction between information and education is
an especially important point for policymakets and
program leaders making decisions abott the alloca-
tlon of resourees. Finaneial education awareness cam-
palgns and learning teels (for example, web siies of
breshures), all impertant in their ewn right, may need
te be eeupled with audience-targeted metivational
and educatienal strategies te elieit the desired behav-
{eral shanges in financial-managementt prastises:

APTERDIN A SURVEY DIMTA.

The monthly Surveys of Consumers, which were
initiated in the late 1940s by the Survey Research
Center at the University of Michigan, meastire
changes in consumer attitudes and expectations with
regard to consumer finance decisions. Each monthly
survey of about 500 households includes a set of core
questions covering consumer attitudes and expecta-
tions and the respendents” socioeconomic and demo-
graphie characieristies.: In the November and
December 2001 surveys, the Federal Reserve Board
commissioned additional questions regarding house-
hold financial knowledge, behaviots, learning experi-
ences, and learning preferences. The sample included
1,004 respondeiits.

Interviews were conducted by telephone, with tele-
phone numbers drawn from a cluster sample of
residential numbers. The sample was chosen to be
broadly representative of the four main regions of

34, See University of Michigan Survey Research Center, Surveys
of Comsumenss (Ann Arbor, Mich.: University of Michigan Survey
Research Center, 2001).[endofnote.]

the country—Northeast, North Central, South, and
West—in proportion to their populations. Alaska and
Hawaii were not included. For each telephone num-
ber drawn, an adult in the family was randomly
selected as the respondent. The survey defines a
family as any group of persons living together who
are related by marriage, blood, of adoption or any
individual living alene of with a persen or persens to
whem the individual is net related. The survey data
have been weighted te be representative ef the pepu-
latien as a whele, thereby eoefreeting for differenses
ameng families in the prebability ef their being
selested as survey respendenis. All survey data in the
tables are Based on weighied obssrvations:

Federal Reserve staff members worked with col-
leagues in the U.S. Department of Agricultwre’s
Cooperative State Research, Education, and Exten-
sion Service to craft the additional questions. Ques-
tions were based, in part, on experiences from other
surveys (for example, the Jump$tart Coalition's bian-
fival survey of high schoeol seniets, Meniey 2000
surveys, previous Constifiier Federation of America-
American Express surveys, and the Ameriean Sav-
ings Edueation Ceufneil youth survey). The questiens
were divided inte five paris: a twenty-eight questien
guiz en heuseheld finaneial knevledge; an assess-
ment of experienees with thirieen finaneial produets
and serviees; an assessment of eighteen fiinancial
Behaviers: gHestiens en ways respendents learned
abeut managing heusehsld finances; and questions
81 ways respendents wewld prefer 18 learh abst
Mmanaging Melr finanees. Beeause the Strvey f €8h-
SHAEES 1S 2 phoRe SHFVEY, & tre-false-wacekiain ot
mat was adapted for the kﬂBWl%ﬁ%% gtz rather than
the multiple-choice rormat Hsed N Many of the Qe
SHIVEYS OREE GHESUBAR Were draed: they wers
§ ags With 3 sef oF researchiery Wi Work IR e area

fiRARctan education: + 8%858%{8 &R e 3888 FEVIEW
Ihe qHesHens an §¥8¥1 58 & 81%1893} %ﬂi anes FiE
{her Tevizions wefe made 10 copsuliaiian wifh ﬁ%%
Stalf e SuveY Research Genler

AFFERDIX B: INDEXES OF FINANCIAL
PRACTICES.

To explore patterns of household fimancial practices,
four of the five types of practices listed in table 1
were examined: cash-flow management, credit man-
agement, saving, and investment. As discussed in the
text, ownership of various financial products as well
as reported behaviors were examined simultaneously
and used to create an index for each of the four typ
of practices. Table 1 shows the individual fiiramcial

3] See University of Mic
bs Y



product and financial behavior variables used to con-
struct the four indexes. The cash-flow management,
credit management, and saving indexes include all of
the individual financial product and financial behav-
ior variables listed. The investment index does not
include the two items related to employer-provided
retirement plans because ififormatien on whether in-
dividuals had aceess to these plans (or even whether
they were empleyed) was net available.

Levels of cash-flow management, credit manage-
ment, saving, and investment practices were classi-
fied as “high,” “medium,” or “low.” For each type
of financial behavior, a determination was made
about whether there was an essential element associ-
ated with that behavior. For example, in cash-flow
management, paying bills on time was considered an
essential element. Respondents who did not pay
their bills on time were automatically categorized in
the low group.

35. See E. Thomas Garman and Raymond Forgue, Personal
Finangee (Boston: Houghton Mifflin, 2003).[endofnote.]

Next, controls were established for “conditiomall™
variables. Specifically, (1) for the cash-flow manage-
ment index, households without checking accounts
were not expected to report balancing their check-
books; (2) for credit management, respondents with-
out credit cards were not expected to report paying
their credit card balances in full each menth; (3) for
investiment, respendents without an individual retire-
ment aseeunt (IRA) were net expested i6 repert
eentributing te an IRA; and (4) fer investment, retif-
ees (proxied by being age 65 er elder) were net
expescted to repert eentributing te IRAS er ether
retirement plans.

The items reported for each financial practice cate-
gory were summed and percentages were calculated.
If households reported fewer than 25 percent of the
items, they were classified as low; househelds repori-
ing between 25 percent and 70 percent of the items
were classified as medium; and househelds reporting
more than 70 percent of the items were classified as
high. Integers were rounded te acceunt for the dis-

[Gfete nature of the items; for example, 25 pereeRisphee £ Thomas car

five items (1.25) was reunded e 1.



