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POLICY OPTIONS TO IMPROVE FINANCIAL EDUCATION:

Equipping Families for their Financial Futures
by Leslie Parrish and Lisa Serton

Sorting through credit card offers, deciding howrteest retirement funds in the stock market, pigkihe right
mortgage from a myriad of options, deciding hovsawe for a child’s college tuition—the scope angediity of
the financial decisions a family has to make haswgr exponentially. Former Federal Reserve ChaimAla
Greenspan observed, “Today'’s financial world ishlygcomplex when compared with that of a generatigo.
Forty years ago, a simple understanding of how aintain a checking and savings account at locakdamd
savings institutions may have been sufficient. Noansumers must be able to differentiate betwesia range
of financial products and services, and providéthase products and services.” (Greenspan, 2003).

The lack of sufficient information needed to maked financial decisions is a problem for many fasilup and
down the income scale. But the consequences atieytarly acute for families with lower incomes afelver
resources. Financial education needs to be taodhuth children and adults to help fill this knodde and skills

gap.

Policy Options to Improve Financial Education:
Equipping Families for their Financial Futures

Financial education is needed now more than eveause:
Children and adults have low levels of financialieation.
The financial services landscape has become inoghasomplicated.
Individuals are now much more responsible for mgKinancial decisions that will affect
their economic futures.
Americans are not saving, and bankruptcy ratedabd are growing.

Financial education initiatives should:
Be taught at ‘teachable moments’ starting at aly eme.
Be offered in conjunction with an account for gezatlevance.
Address both the supply of and, especially, theatahfor financial knowledge.

Recommendations include:

- Requiring completion of a personal finance couosenfgh school graduation.
Establishing a savings and investment accounteryechild born in America.
Creating opportunities for adults to receive finaheducation in conjunction with an
account.

Encouraging states to provide financial educatioMANF recipients.

Supporting public awareness campaigns that buihdaghel for financial education.
Creating new funding sources generated by predéaders’ financial penalties.
Supporting efforts to provide financial educatiarthie workplace.

Creating a “Financial Services Corps” to broadereas to financial planning.

! Leslie Parrish is a Senior Policy Analyst in thgsat Building program at the New America Foundatidsa Servon is the
Associate Professor and Acting Director of the Camity Development Research Center at the New Sdboiersity, and
previously served as a Senior Research Fellowedildw America Foundation.



Financial education programs, when delivered effelyt, arm individuals with critical knowledge thahables
them to foster positive financial behaviors andigate a complex financial environment. These bedravi
include saving, shopping for credit, maintainingpiqpriate levels of insurance, and avoiding unsaieys

financial services firms. We use the definitiorfinhincial literacy developed by Vitt et al. (2005)

Personal financial literacy is the ability to reahalyze, manage and write about the personal
financial conditions that affect material well bgint includes the ability to discern financial
choices, discuss money and financial issues witfmutespite) discomfort, plan for the future,
and respond competently to life events that aféeetryday financial decisions, including events
in the general economy.

A growing recognition of the need for a more finaHg-educated public resulted in the formation thg
Treasury-led Financial Literacy and Education Cossioin (FLEC), which recently released a publicataying
out the first glimpses at a national strategy tdrasds this issue. This brief takes the next stgpafosing several
specific actions that policymakers could take teuga all children and adults have access to at éehasic level
of knowledge about finances to make sound decisioqdanning for their futures. It also seeks tal@ds the
main challenge of the financial education field—gwsing the demand for, and effectiveness of, &iahn
education programs, in particular, linking finahn@ducation programs to accounts people own ancggean

RATIONALE
For a number of reasons, the need for financiata&tittn has increased in recent years.

Children and adults have low levels of financial edcation. Adults and children alike lack knowledge of
personal financial basics. The JumpStart CoalifmmYouth Financial Literacy conducts a survey gvésw
years to test high school seniors on their findne@ucation levels. These students—who will soogirbe
receiving loan and credit card offers—consistergigeive failing grades. For example, the latestesurevealed
that only 14 percent of all respondents knew thstibak tends to have higher growth over a longgoeof time
compared to a U.S. savings bond, savings accouohezking account (JumpStart, 2006).

Similar studies show that adults do not have tmartial knowledge necessary to plan for their &gur
Bankrate.com conducted a financial literacy surtageting adults in 2004. The average adult receavéD”
grade when answering questions on basic finano@avledge and good financial behavior. In many casavey
respondents knew what they should be doing, sudbuédding an emergency savings funds, transferdreglit
card debt to lower interest cards, and shoppingrat@o find the best terms on a mortgage. Howeaesn those
with good financial knowledge failed to take thepegpriate actions. For example, while 61 percent of
respondents said it was important to comparisop s¥ten purchasing insurance, only 39 percent dgtdal so
(Bankrate.com, 2004). A similar disconnect is @pparent in retirement planning. While 70 percérdults are
at least somewhat confident that they will haveugiomoney during their retirement years, only 4&@et have
actually calculated what they will need to savelider to have a comfortable retirement. Additiona®2 percent
of adults are very confident about having a finalhgisecure retirement, but are not even savingt filgmployee
Benefits Research Institute, 2006). Disconnecta/dxen perception and reality such as these illestratv many
adults do not realize their need for financial edian.

The financial services landscape has become incréagly complicated. For example, mortgage options are far
more complex than they used to be. Consumers drenty faced with the growing complexity of exiggimand
new financial products, but also with the entryrefatively new fringe financial service providetsat do not
always have their best interests in mind. Thesggérifinancial services include check cashing firpeyday
lenders, and rent-to-own businesses. Fringe fiahservice providers often locate in low-incomégidorhoods
and target poor people with little financial liteya Some prey upon military personnel. As a fteghibse with
the most to lose often find themselves caught ayade of debt that makes it nearly impossible to @4, let
alone accumulate assets and exit poverty. Althduigiye providers undeniably serve a market nebdirt

growth and approach raises critical policy issugs.Carr and Schuetz (2001) assert:
2
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First, because fringe lenders do not provide savatgounts, households that rely exclusively on
them lack both the incentive and option to saveo8e, the heavy concentration of fringe lenders
in minority communities means that those areasdaproportionately burdened with second-

class financial services options. Finally, relaman fringe lenders, even to the extent they
provided needed financial services, routinely coates very high cost.

Individuals are now much more responsible for makilg decisions that will affect their economic futures
Increasingly, Americans are faced with a wider mmg responsibilities and choices involving heattire,

pensions and retirement savings, financing collagd, buying a home. For example, a shift is undgrinam

traditional pensions, where employees could coard specific retirement income, to defined contidouplans
such as 401(k)s, where employees do not have amfead return but instead must carefully navighesr t
investment options (Jacob et al., 2000; Madrian @inela, 1997). According to the Federal Reserversey for

Consumer Finances, nearly 60 percent of worker®2&de 34 had a defined benefit pension in 1989.2@01,

this had dropped by almost half to 31 percent.

Americans are not saving, and bankruptcy rates andlebt levels are growing. According to the Bureau of
Economic Analysis, the personal savings rate hagred at or below 0-1% of disposable income foressv
years, down from 8 percent in the 1980s and e&904. This low savings rate has recently trendesh éawer,
with the BEA reporting a negative 0.5% savings fate2005, the first time this rate has enteredatieg territory
since the Depression-era 1930s. Thall Street Journalreports that nearly 70 percent of consumers live
paycheck to paycheck. Bankruptcy rates and delgtldeare also on the rise. According to the America
Bankruptcy Institute, one in every 60 householdsdfifor bankruptcy in 2005. Further, Cardweb.comgst
recent survey finds that the average debt for Hmlde with at least one credit card has risen & 11,000, not
including mortgage deBt.Savings is important for families because it caphto both buffer them from
unplanned events such as job loss, and enabletthaccumulate assets such as a home or a collegatexh.
Some researchers argue that a lack of savingsributéble to individuals' “failure to appreciate&canomic
vulnerabilities” (Bayer et al., 1996; Bernheim, 499if this is true, financial education could hgipople gain
this appreciation and lead to better decision-nkiSherraden et al. (2002) posit that quality rimfation, which

is delivered through targeted financial educatismne of six institutional variables that help mpiate saving, and
that low-income households are “substantially lé®dy to have access to these institutiofs.”

Financial education is particularly important fawkincome families, as research indicates thatnfired
knowledge likely varies with socio-economic sta(8berraden et al., 2002). Existing studies hawvshthat
education level, in particular, is an indicationfiofancial sophistication, and education is higbtyrelated with
income level. Unfortunately, research also shows that currewaritial education programs largely fail to reach
the low-income people who need them the most (Jatab, 2000).

CURRENT STATE OF FINANCIAL EDUCATION

Alongside the growing need for financial educaticgsources and programs have proliferated in regeats,
with offerings from the public, private, and norefit sectors. Although some headway has been made i
elevating the importance of financial educatiorotigh the distribution of these materials, lesslf&en done to
effectively implement these programs and gauge ith@acts on financial behavior. As Hughes and Brian
(2004) note, “there is a difference between avditgland accessibility.” Materials can be effeaionly if they
are used.

2 See http://www.cardweb.com/cardtrak/news/2006/B8Gs:html.
% The other five variables Sherraden et al. idergify access, incentives, facilitation, expectatiang limits.
* Solomon (1975), Kaufmann (1984) and Bernheim arftb& (1993) cited in Sherraden et al. (2002).
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The two primary audiences for financial educatiddrassed in this paper are youth and adults. Teiemajority
of literature, curricula, and programs are targetegouth, largely because this group is easiestéach through
schools. Adults are more often difficult to located to attract into programs.

Financial Education for Youth

Regardless of income, race, or other socioeconatmcacteristics, children do not receive adequiaian€ial
education from their parents. This is likely beeatise parents themselves do not know enough almmd g
financial behavior to serve as role models andhexacfor their children. As noted earlier, high@alseniors got
an average of a little over half of the questiaghtron a JumpStart survey on financial basics,asdrvey from
the American Savings Education Council revealetl@hdy 15 percent of students had a good understgn@7
percent had a fair understanding, and 18 percettnmaunderstanding at all of financial matters.haligh
minorities and children of families with lower inoes did slightly worse on the JumpStart surveygroup of
students—regardless of socioeconomic status—reteiven a passing grade.

To meet this need, financial education resourcelspgragrams have proliferated in recent years, witbrings

from the public, private, and non-profit sectongjéding every group imaginable. The following tahlighlights
some of the larger financial education curriculayfouth.

Financial Curricula for Youth

Curriculum Name Sponsoring Number Served
Organization(s)
High School Financial Planning | National Endowment for Over two million children have been taught
Program Financial Education financial education through this program.
Money Matters: Make it Count Boys & Girls Clubs of Used in more than 450 clubs, approximately

America, Schwab Foundation 36,000 teens will complete the program in the
next two years.

Practical Money Skills for Life Visa Reaches mdrnart 300,000 teachers and six
million students in 28 states.
Banking on our Future Operation Hope, Citigroup réat program in 7 cities reaches 10,000

youth; their goal is to expand program to
reach five million urban youth in five years.

Teach Children to Save/ American Bankers Since 1997, over 1.25 million students have
Get Smart About Credit/Money in Association Educational participated in the Teach Children to Save
Motion Foundation Day program, taught by banking industry

volunteers every April. Get Smart About
Credit Day is held every October. The Money
in Motion curricula is available for teachers’

use.
Financial Fitness for Life National Council on Ecomic | This program has been taught to teachers and
Education, Bank of America | parents in over 300 workshops.
Foundation
Junior Achievement Programs fgrJunior Achievement, GoldmapJA has a variety of modules that incorporate
Elementary, Middle, and High Sachs Foundation elements of financial education into a
School comprehensive economic training program

that reaches approximately four million
students annually.

Investing Pays Off Merrill Lynch Merrill Lynch disbutes this curriculum
through a series of non-profit partners in three
age-appropriate modules.

A consensus is emerging that children should hagess to financial education as part of their Ketlacation.
However, curricula vary widely in terms of formagntent, and depth, and there is little consensustandards.
In addition, only a fraction of existing progranmevie been independently evaluated for effectiveness.
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Many experts suggest that financial education begmated into existing subjects such as Math, $&tiadies,

and English in lower grades and a stand-alone eanrkligh School that is a graduation requiremiei®ally, this

course would be taught during the first two yedrkigh school, since some students may drop osat #fts time
and many more financial decisions will be madeater years, such as working, buying a car, sawngdllege,

and applying for financial aid. Since teachers ust@@dably put greater emphasis on what will beetgsany
standardized tests should incorporate personaldmguestions. Financial education experts alsmmmetend that
this education be active, rather than passive.eikample, children could learn by opening a banloactand
keeping up with their transactions. School-basetk ilmanches have opened in high schools to meeh#ed and
teach teenagers how to manage checking and sadcgsints. For example, there are 125 credit uropesating

401 student-run bank branches in schools (Mort@@52 Ensuring all students have a savings or tnwest

account could potentially serve a role here, whiidecen tracking their investments and setting isgsigoals.
Financial activities could also be a way to incogte parents into their children’s’ financial eduoa, enabling
them to learn together.

Adult Financial Literacy

Designing financial literacy programs for adultsynee far more challenging than for kids, as theyndbhave a
single institution, such as a school, in which they a captive audience. Most adults do not waattémd generic
money management courses. Instead, adults areafjgribe most receptive to financial education offgs at
“teachable moments” when the information is esplgciapplicable to their lives (NEFE, 2004). Thenefp
financial education taught while receiving publgsistance, during a student loan exit interviewenvfiling for
bankruptcy or in need or credit repair, filing tax@r before buying a home is likely to be moreitpasy
received.

A growing body of research has begun to documentitik between workers’ financial stability and guativity
(Quinn, 2000; Kim and Garman, 2003; Garman, 1998)ading edge corporate actors have begun to remogn
that providing financial education programs ben#igm as well as their employees. Other firms mHgro
financial counseling indirectly through part of &mployee Assistance Program. In addition, the fder
government will soon offer financial counseling fetirement to all of its employees. Still, manymayers do
not offer financial education, with some perceivihgt these programs are unaffordable, even théinghcial
education is relatively inexpensivénother reason firms may choose not to offer faiaheducation is their fear
of being liable for providing poor advice.

RESEARCH FINDINGS

Experts generally agree that youth and adults teé@ more knowledgeable about their personal Giesnhand
there is a growing consensus that financial edocdielps to achieve this goal. It is now import@ntdetermine
what kinds of financial education are most effeztivot only at increasing knowledge but also at ghran
financial behavior. While some research has shtvan financial education leads to account ownersimg
savings, it could also be that owning an accoursioofie kind and beginning to save actually spurplpgo seek
out financial education. Findings described belaw ftom a mixture of programs—some provide finahcia
education in advance of opportunities to save, avbihers introduce financial education in conjunttivith an
account. Although more evaluations are neededt&rmée the best content and delivery methods dortty and
adult financial education, the following studiegiveto illustrate the potential of these programs.

Perhaps the most studied youth financial educatioricula is NEFE's High School Financial Planniagogram.
According to an evaluation of this program by Da#8904), it has educated over two million childesrd shown
strong post-program impact in knowledge and skitid increased confidence in managing money. Ayshyd
Bernheim, Garrett, and Maki (1997) concludes tlmisamers who graduated from high school in staiés w
mandated financial education were more likely teehbigher savings rates and net worth as adults tihase
who did not. These researchers conducted a sunvé®95 of adults aged 30 to 49 to determine if ratedl

® One report estimates the cost of financial edaoat between $50 and $350, depending on the typegram offered
(Quinn, 2000).
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consumer education in schools changes the finahalgits of adults. They found that before this edion was
mandated, there was no difference in savings eatdsnet worth across states. However, once thisresgent
was implemented in several states, a steady amdfisant divergence of financial behavior took madhose
adults who grew up attending schools in states wiindated financial education had higher reportedngs
rates and a higher net worth as a percentage ofrec

Likewise, a Luntz-Webber/Merrill Lynch survey foutigat children who are exposed to financial edocatind

decision-making skills have better financial habigsadults. For example, those who discussed fasanih their
parents saved 43 percent more of their earningada#ts for retirement than those who did not hawehs
discussions. Along those same lines, people whaahaallowance, bank account, or investment asld shved
36 percent more, 108 percent more, and 40 percerdg of their income, respectively, as adults (Koffi and

Bernheim, 2001).

Other studies show that adult financial educatiam loe successful when offered in the workplace veeaisions
need to be made about participating in an empleyetirement savings plan, such as a 401(k). Famele,
Bayer et al. (1996) find that “both participationdacontributions to voluntary savings plans arenificantly
higher when employers offer retirement seminarsytipularly when the frequency of these offeringshigh.
They also find that the effects of financial edimaton savings behavior is particularly strong fam-highly
compensated employees. Given that low- and magl@arabme populations have a more tenuous connetdion
the financial mainstream than do wealthier groupis finding is particularly important. Financiatlucation,
when delivered properly, may help more vulnerabdpybations to “catch up” and foster positive finghc
behaviors. In their study of lower-level, whitellao employees, Loibl and Hira (2004) found that siagle
employer-based educational session stimulates anmmus financial learning which, in turn, improvesahcial
management practices and financial satisfactiométAer study by Bernheim and Garrett further shthveslink
between financial education and retirement sawvith a 20 percent increase in retirement plan gigdtion
rates among employees attending workplace finaediatation (1996).

Another example of pairing adult financial literagyith an opportunity to save is the American Dream
Demonstration where low-income participants wereegithe chance to save in an Individual Development
Account, or IDA, for a home, business start-upanreducation. Those who saved in an IDA and comglat
financial education program had their savings nmedci\n evaluation of the program found that ratesawing
increased for every additional hour of financialieation received, up to twelve hours. (Schreinealet2001).
This study suggests that a modest amount of fiaarducation could make a difference in spendirdysavings
behavior.

An evaluation of the Financial Links for Low-IncorReople (FLLIP) program in lllinois offers furthevidence
that low-income individuals benefit from financedlucation and the opportunity to open a savingswdc This
program provided financial education to low-incopaticipants, including TANF recipients, a portiohwhom
had the opportunity to open an IDA account. Paréints reported that they were budgeting betteingawore,
opening bank accounts, and participating in emplspensored retirement plans as a result of thgrpm
(Anderson et al., 2004).

Finally, a research study examining an experimenére H&R Block tax advisors offered matches for IRA
contributions from tax refunds found that qualityofessional advice generated a large increasetiremesnt
savings. The combination of matching funds andptiesence of an experienced advisor to talk thr@ugarson’s
financial options played an important role in tayga’ decisions to save (Duflo et al., 2005).
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Summary of Research Findings

Study Key Findings

NEFE High School Financial PlanningYouth engaged in NEFE's financial education cultou have

Program evaluation by Danes increased knowledge, skills, and confidence in gamtamoney.

Bernheim, Garrett, and Maki Adults that receivathficial education in high school have
higher savings rates and higher net worth.

Luntz-Webber/Merrill Lynch Children exposed to firtdal education and decision-making
through interaction with their parents have bditencial habits
as adults.

Bayer et al. When employers offer retirement plagnparticipation and
contributions increase, especially among lower-neo
employees.

Loibl and Hira Employer-sponsored financial edumatimproves financial
management and financial satisfaction.

Bernheim and Garrett Workplace financial educatémhto a 20 percent increase in
retirement plan participation rates among attendees

American Dream Demonstration Rates of saving increased for every hour of finalneflucation

Evaluation by Schreiner et al. received, up to twelve hours.

Financial Literacy for Low-Income Participants improved their budgeting and savingraaking a

People evaluation by Anderson et al| twelve hour class.

H&R Block Study by Duflo et al. Professional advimed matching funds generated a large
increase in retirement savings.

Characteristics of successful financial educationrpgrams

The above research establishes quite clearly ittdial education can play a significant role eljpgng people
to become better financial actors. There is leseaagent on the format, quantity, and content ofetthecation,
although some overarching principles are begintongmerge. The National Endowment for Financial dation
(NEFE) has identified seven universal conceptsofilivhich must be present in order to effect a geaim
behavior. These concepts are: readiness, resouaiesance, respect, responsibility, reward, agplication
(NEFE, 2004).

It also appears that the more individualized theregch, the more successful the intervention. &we seems to
suggest that the most effective financial educapoograms are those that are delivered in persoough
seminars, workshops, or one-on-one (Bayer et @06R To the extent possible, financial educafoograms
should be tailored to the individual and focus bant values (Ciccotello and Elger, 2004).

Financial education experts also recommend thatetthiication be active, rather than passive. Péepteto learn
better when they believe the material is relevartheir lives and when they are able to practicatwhey learn.
For example, the most recent Jumpstart Survey gif Bchool students found that students who hadhtake
financial management course did not necessarilsesay better on a financial education course thain peers.
The survey researcher, Dr. Lewis Mandell notesghawdings that may indicate that students do eddin
financial education teachings because they do eettkem as relevant to their daily lives (Jumpst2006).
Other studies suggest that “the use of mainstreamikibg services contribute[s] to positive finandighavior”
and that “negative financial behavior increasedmmainstream banking was not used” (NEFE, 20048seRrch
also suggests that people who have access taitistdlized mechanisms of saving, such as IRAsemployer
pension plans, “are likely to have higher savingsahan those who lack such access” (Sherradah, 002).
These findings lend support to arguments for pedichat create a system of universal savings plans.

The manner in which material is delivered is alsgportant to program success. Traditional appraadbe
financial education may do a poor job of connectivith individuals (Ciccotello and Elger, 2004), alaiv-
income individuals in particular (Shirer and ToB@04). Alternatively, other research findings segjg that a
promising new approach called “andragogy,” a leaoeatric approach that is more flexible and lessure-
oriented than traditional classes, may work befberadults than traditional pedagogical approacfdSFE,
2004). Shirer and Tobe found that traditional katohg classes did not do a good job of retainingigpants,

7
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and therefore piloted a model curriculum incorpoatstages of change theory” which they found écefffective
for motivating people with few financial resourd¢egpursue a healthy financial lifestyle.

This emerging research can serve as guidance $igrdeg effective programs which allow people toduntive
participants in their education, which is custordizzs much as possible to their individual needstheu
evaluations of existing financial education progsamay yield additional findings on how to best defi
financial education.

CURRENT POLICY

Recent years have witnessed the launch of sevaeadant policy initiatives that collectively attésta growing

consensus regarding the importance of broadly asing access to financial education. Currentlyyéwer,

programs and policies to address the financial &itut issue remain fragmented. This section surizesr
current efforts.

Financial Literacy and Education Commission (FLEC)

The Financial Literacy and Education Commission wraated within the Treasury Department as a redutie
Fair and Accurate Credit Transactions (FACT) Act26D3 to leverage the financial education actisiiie the
public, private, and nonprofit sectors and createional strategy to serve as a blueprint for gbeernment
moving forward. The Commission, which is made upregpresentatives of approximately twenty different
government agencies, is charged with encouragiidjgand private sector efforts to promote finahéitaracy,
coordinating the federal government’s financial etion efforts and identifying best practices, depmg a
national financial education strategy, and creatingoll-free number and a website that providesrfoial
education resources.

The website, MyMoney.gov, and the toll-free numizere both launched in October 2004. The websiteiges
a comprehensive list of all grants, materials, swburces produced by the federal government thatetevant
to financial literacy. In future iterations, the lvggte will include financial education resourcesnfrthe nonprofit
and private sectors. Callers to the toll-free Inetlcan get a financial education “toolkit,” conisigtof several
publications.

FLEC released their national strategy in April 2006is report documents the need for financial atlon and
what resources are currently available in the peiaand public sectors, and then suggests sevexakteps for
moving financial education forward which are laggiicused on further convenings of different segtmerf the
financial education field to work on crafting areaga. These include:

A joint Treasury and Department of Labor roundtakitih large employers to discuss retirement savings
and financial education in the workplace;

A joint Treasury and Department of Education summnitintegrating financial education into the K-12
school curriculum and teacher training to preparétiis integration;

A series of four regional “bank the unbanked” coafees to be held in partnership with the OCC, EDIC
and NCUA; and

A symposium for financial education researchersbé held with the USDA’s Cooperative State
Research, Education, and Extension Services (CSREBBESBwill result in a working paper examining the
current financial education research that existsidentifying future research that needs to be ootedl.

In addition, FLEC intends to launch public servammouncement campaigns on the importance of saridg
credit score basics, linking consumers to additisaaources through the MyMoney.gov website antfteé

number. While the mere presence of this Commisgounlikely to yield radical improvements in finaalc
knowledge among all Americans, its efforts areagesparking conversation and debate among polikgrea
and the private and non-profit sectors on how tzestove forward.
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Financial and Economic Literacy Caucus

This bi-partisan caucus led by Rep. Judy BiggeHdlL)Rand Rep. Ruben Hinojosa (D-TX), was created in
February 2005 to organize legislative efforts arbfinancial literacy and host related forums andrds. Several
other House members have joined the Caucus, whashalithored a resolution declaring April as Fingnci
Literacy Month and hosts an annual Financial Litgrislonth event on Capitol Hill.

Federal Financial Regulators’ Programs

Curricula, workshops, and outreach programs hawn Baunched from several of the federal agencias th
regulate financial institution&ach of the twelve Federal Reserve Banks providesamic literacy materials to
help students and the public better understandUtlse economy and the role of the Federal Reservhe
individual banks support this objective through i@ewvvariety of education partnerships, publicatjdearning
tools, and student challenge contests. For exarttideFederal Reserve Banks in Atlanta, Chicago arth®a
have designed financial literacy curricula. TheaAth Bank’s curriculum is geared toward middle stho
students, whereas the Dallas Bank’s program (cdBedlding Wealth: A Beginner’'s Guide to Securingplyr
Financial Future”) is targeted to adults. The Fabl&eposit Insurance Corporation (FDIC) has dewatop
course called Money Smart for adults, which cossistten, instructor-led modules. Since 2001, 500,000
people have taken the Money Smart course.

State-Mandated Financial Education

The National Council on Economic Education condwtBiennial survey of states to determine progoess
implementing economic and personal finance educdtidhe schools. Their latest survey, which wésased in
March 2005, showed the following:

38 states have adopted personal finance standsifusigh only 23 require explicitly or through régal
testing that these standards be followed

7 states make personal finance a requirement §br $hool graduation

9 states require testing in personal finance

In 2005, seven additional states passed legislatiandating youth financial education be incorpatatgo the
K-12 school systems.

POLICY RECOMMENDATIONS

All levels of government can play a role in ensgrihat youth and adults are equipped with enouganfiial
education to make good decisions. Each of thedatg recommendations incorporates principles ksad to
effective financial education.

First, financial education should be taught at Ctetble moments” when participants can immediatelytpeir
newly-acquired skills to use. For kids, this coméan financial education provided in schools. Farltg, this
financial education can be provided during key sieai making times such as signing up for a retirgnpéan or
buying a home.

Second, it should be “active” rather than “pas$iweith opportunities such as saving and investintpian
existing account or opening a new financial accaifdgred alongside the course to increase its agle®. Being
able to act on what was just learned will incretigechances of improved financial behavior.

Finally, both the supply of and, especially, demfordinancial education need to be addressed aopihople not
only have resources available to them, but they &t®w that they need to become more knowledgeiable
managing their finances. This new focus on buildimg demand side education is now a priority of ohéhe
most prominent financial education organizatiofe National Endowment for Financial Education, whis
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bringing together multi-disciplinary experts to exae how to motivate people to seek out financalaation
and change their behavibr.

Require completion of a personal finance course fohigh school graduation To ensure that all children
become financially educated, states should recmimersonal finance course for high school gradoatio
addition, financial education concepts should liegrated into existing material in grades K-8 arablenpart of
each state’s standardized testing mandated by th€Mild Left Behind Act. States and local schodtiicts
should have the flexibility to draw from a variaifexisting resources or craft their own curriculaese courses
should then be evaluated for impact to discern higricula and delivery methods work best.

Establish a savings and investment account for ewerchild that can serve as a relevant financial edation
tool. The ASPIRE Act, currently being considered in @@ass, would establish a savings account, calkdD&
Account, for every child at birthEach child would receive a starter deposit of $60én the government and
children from households below the national medi@ome would be eligible for a supplemental conttiitin up
to an additional $500. Further contributions frony &ource could be deposited into the account aow ¢ax-
free. Low- and moderate-income children would hidgnegr savings matched. Once a child reaches 18 viioald
be able to use the account for post-secondary &dnca home, or save it until retirement.

These universal accounts would provide a promisgaghing opportunity for youth and their parenisjng
financial education more relevance. Financial etiocataught in conjunction with these accounts dooélp
children and their parents save into the accoudtnaanage their investment choices, as well as prgpauth for
the financial decisions they will be able to maggarding their savings once they reach agé 18.

If, however, this KIDS Accounts proposal cannotebacted due to fiscal constraints, there is a lost-proposal

for “Young Savers Accounts” or YSAs which would @lsreate a savings product for kids that could make
financial education relevant. Simply put, YSAs Rath IRAs for kids. Presently, because of the “edrimcome”
requirement, the vast majority of kids cannot savRoths. YSAs simply clarify that the parents’ reedt income,
instead of the kids’, would be used to determinatrdloution levels. Also, just like Roths, penaltge
withdrawals may be made for college or a downpaynoena home, as well as retirement. And, as a,Roth
contributions would trigger the federal “Savers dit,¢ a federal matching program aimed at helpiog-income
persons g§ave. YSAs were introduced as part of #win§s Competitiveness Act of 2006, currently pagdn
Congress.

Create opportunities for adults to receive financiheducation in conjunction with opening a bank accont

or saving for retirement. Many government-sponsored incentives to buildetasshrough homeownership,
matched savings accounts or other means includaspns mandating some sort of financial educaton
counseling. For example, a proposal for zero-dowtA Fhome loans requires that participants complete a
homeownership counseling class. State housing dmaruthorities, which offer below-market rate mactg
loans to first time homebuyers, often also havs teguirement. These safeguards give participduetest
chance of success, while giving the governmentrioffethe program or subsidy a better chance oft@rnmeon
their investment. Whenever possible, when a goventrprogram is created to spur savings or assktifgy a
financial education component should be offeredgdae.

Encourage states to provide financial education toTANF recipients. The proposed TANF Financial
Education Promotion Act would mandate that stagsciéy in their TANF plans how they will encourage

® See NEFE’s 2005 white pap€losing the Gap Between Knowledge and BehaviomifigrEducation Into Actign
available at www.nefe.org.
"The ASPIRE Actis S 868 and HR 1767. The sponsb&868 include Sen. Santorum (R-PA), former Snzine (D-
NJ), Sen. Schumer (D-NY), and Sen. DeMint. The sposof HR 1767 include Rep. Ford (D-TN), Rep. kathn(D-RI),
and Rep. English (R-PA). Senator Corzine is nowesoer of New Jersey.
8 See www.AspireAct.org for more information on KIB8counts.
° The Savings Competitiveness Act of 2006, S 243 sponsored by Sen. Baucus (D-MT).
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financial literacy among TANF recipient$.Attendance at financial education seminars @ssga would count as
work activity for recipients. Some state and logavernments have already begun to offer this kihttaining
on their own. For example, the lllinois Human Seeg has partnered with Financial Links for Low-Imeo
People (FLLIP) and the University of lllinois Coopive Extension to provide a twelve hour finan@education
program which counts as a work activity. FLLIP lshsred this curriculum with other states interesterfeating
similar programs which offer work activity credid fTANF recipients. At a minimum, federal policymake
should ensure that states continue have the flayilio allow financial education as an option foOANF
recipients, as Delaware, lllinois, and Missourirently do and as is proposed in California.

Support public awareness campaigns that build demah for financial education. While many financial
education materials exist, consumer demand fonéia education is not high among the general patfmn.
This may be because people “don’t know what theytdsow” and are unaware of how their lack of kredge
may be costing them money or opportunities. Puareness campaigns could be one solution tosimdar to
those for smoking, seat belts, and littering. Sdrmage suggested that campaigns include celebritieb as
Donald Trump, or that the President could talk altlee issue to raise its profile. These types ofigaigns could
teach parents how to talk to their kids about foemnand how to model good spending behavior, girtulads
now that direct parents to resources on talkinthéir kids about drugs. One large-scale privatalydied public
awareness program already underway is the Natiendbwment for Financial Education’s “Get Smart Abou
Money” campaign which includes educational ad spatsa website with resources for people who waitgdrn
to manage their personal finances. In addition, €LE planning to roll-out a public service announeet
campaign within the next year.

Create new funding sources generated by predatoryenders’ financial penalties.If financial institutions are
found in violation of a consumer protection or @&ty lending law, they may have to pay substafitiancial

penalties, in addition to changing any harmful bass practices. A portion of these funds could titeimqio a
fund to create financial education resources. Theseurces could be funding for teacher trainimggricial

education courses taught by disinterested padiesvariety of other related needs.

Support efforts to provide financial education in the workplace. Research cited above documents the
effectiveness of financial education delivered ra tworkplace, and the link between financial edooaand
increased productivity. Workplace financial edigratcan cover a variety of topics, and surveys han@vn that
workers are most interested in retirement planr@ing financial basics. The federal government, tiinothe
Department of Defense and other programs, has beguecognize the value of financial education aog
provides courses for its own employees. In 2004)gBess passed the Thrift Savings Plan Open Eleétain
which included language requiring the Office of $&emel Management to develop and implement a finknc
education strategy for federal employees who aggbtd for the Thrift Savings Plan retirement pragr. The
government could share insights learned from opwydats own workplace financial education and thade
private sector firms such as Weyerhauser and thedRarcel Service, which have established congpratie
programs for their employeés.

In addition, policymakers have proposed incentif@s private employers to provide independent finahc
counseling for their employees. For example, thesips bills currently under consideration in Corsgralso
contain a provision which would further facilitaggnployers who want to provide a financial counsetr
dispense investment advice to their employées.

Create and deploy a “Financial Services Corps” to maden access to financial planning. A “Financial
Service Corps” of financial and tax advisors, sémih structure to the Army Corps of Engineers anekiCorps,
should be created to ensure that all Americans laaeess to financial planning services. A tax d¢rémitax
preparation firms and financial institutions couiélp off-set some of their costs of training persdnand

9 The TANF Financial Education Promotion Act, S 98@s sponsored by former-Sen. Corzine (D-NJ), n@we@nor of
New Jersey.
1 See Vitt et al. (2005) for more details on finaheiducation programs at Weyerhauser and the URitecel Service.
?HR 2830 and S 1953.
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advising individuals that otherwise would not haeeess to a financial planner. Recognizing thatynfimancial
educators may work for non-taxpaying entities (poofits, credit unions, etc.), a direct grant peogrcould be
administered by FLEC.

Summary of Recommendations

1. Require completion of a personal finance courséigin school graduation.

2. Establish a savings and investment account foryestdtd that can serve as a relevant
financial education tool.

Create opportunities for adults to receive finahethucation in conjunction with opening
a bank account or saving for retirement.

Encourage states to provide financial educatioPANF recipients.

Support public awareness campaigns that build ddrf@rfinancial education.
Create new funding sources generated by predatndels’ financial penalties.
Support efforts to provide financial educationhe tvorkplace.

Create and deploy a “Financial Services Corpsrtmbien access to financial planning.
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