Financial Literacy Seminar Series, April 11, 2012




Individuals are increasingly in charge of their
financial well-being

»Changes in the pension landscape
»More individual accounts

»Changes in the labor markets
~Increased mobility

»Changes in the financial markets
~Increased complexity




»~Risk shift from the government and employers
to individuals

~How well-equipped are people to make these
decisions?




Aim: Assess knowledge of basic concepts, the abc’s
of financial knowledge

The journey of 3 simple questions




- How to measure financial literacy?

* Theory: Saving and investing

«» Life-cycle model of saving
+»» Portfolio choice
* Present value of lifetime resources
v'Interest compounding

v'Real versus nominal values
* Risk diversification




1.How much (or little) do individuals know?

Assess basic knowledge
2.Who knows the least?

|dentify vulnerable groups

3.Does financial literacy matter?

Effect of financial literacy on retirement planning




“Suppose you had $100 in a savings account and the interest
rate was 2% per year. After 5 years, how much do you think
you would have in the account if you left the money to grow?”

i) more than $102
i) exactly $102

iii) less than $102
iv) don’ t know (DK)
v) refuse to answer




“Imagine that the interest rate on your savings account was
1% per year and inflation was 2% per year. After 1 year, with
the money in this account, would you be able to buy...”

i) more than today

ii) exactly the same as today
iii) less than today

iv) DK

v) Refuse to answer




“Do you think the following statement is true or false? Buying
a single company stock usually provides a safer return than a
stock mutual fund.”

) true

ii) false

i) DK

Iv) Refuse to answer




The Journey of Three Questions

2004 Health and Retirement Study (age: 50+)

2007-2008 National Longitudinal Study of
Youth (age: 23-28)

2008 American Life Panel (all age groups)

2009 Financial Capability Study (all age
groups)

National surveys in 7 other countries



These questions have been
added to national surveys In:

s* The Netherlands
“* Germany

» Italy

s Sweden

s Russia

s New Zealand

*» Japan

See special issue on financial literacy of
the Journal of Pension Economics and
Finance, October 2011




1. National Survey: Nationally projectable
telephone survey of 1,488 American adults

2. State-by-State Survey: Online survey of
approximately 28,000 respondents (roughly
500 per state + DC)

3. Military Survey: Online survey of 800
military personnel and spouses

Financial Capability in
the United States

National Survey—Executive Summary




Responses

Correct Incorrect DK Refuse
Interest rate @ 13% 1%
Inflation @ 20% 14% 2%
Risk diversif. 13% 1%

NB: Only 30% correctly answer all 3 questions; less than half (46%) got
the first two questions right.




Responses

Correct Incorrect DK Refuse
Interest rate G 1% 15% 13% 1%
Inflation m 11% @ 2%
Risk diversif. 40 3% @ 1%

NB: Only 27% correctly answer all 3 questions; less than half (49%) got
the first two questions right.




Responses

Correct Incorrect DK Refuse
Interest rate 11% 0%
Inflation 5% 17% 0%
Risk diversif. 6% ( 32% ) 0%

NB: About half (53%) correctly answer all 3 questions; 72% got the first
two questions right.




Responses

West G. East G. West G. East G.

(correct) (correct) (DK) (DK)
Interest rate 85% 78% 9% 15%
Inflation @ 14% @
Risk diversif. 28%

NB: Less than half (45%) correctly answer all 3 questions in East

Germany




Responses

Correct Incorrect DK Refuse
Interest rate -~ 85% 9% 1%
Inflation 77% 8% 14% 1%
Risk diversif. 13% 2%

NB: Less than half (45%) correctly answer all 3 questions; 73% got the
first two questions right.




“Suppose you had SEK 200 in a savings account and the
interest rate is 10% per year and is paid in the same account.
How much will you have in the account after 2 years?

1) Your calculation (correct answer is SEK 242)
ii) don’ t know (DK)




Responses

Correct Incorrect DK Refuse
Interest rate 16% n.a.
Inflation 24% 16% n.a.
Risk diversif. 13% @ n.a.

NB: Only 21% correctly answer all 3 questions; only 27% got the first two
guestions right.




These questions have also
been added to surveys in:

“ India

*» Indonesia

¢ Sri Lanka

*» Mexico

“» Chile

*» Working to add other
countries (Colombia, Australia
Spain)




Financial Literacy and Age: U.S. HRS (50+)
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correct answers by age
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1. Financial literacy is lowest among

Young
Old

Women

2. Women answer in the same way across
countries; they say they “do not know”




1. The geography of financial literacy
US states

Italian regions
Urban versus rural areas in Russia
2. Financial literacy and race

3. Financial literacy and religion




A Financial Literacy Index by State
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* The effect of financial literacy on retirement
planning

» Planning: Forward looking behavior predicted by
the life-cycle model

+ Planning is a strong predictor of wealth
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Have you ever tried to figure out how much
you nheed to save for retirement?

Yes

42% No

58%




How much have you thought about
retirement?

- A lot 17 .1
- Some 52.4
- Little 21.9

- Hardly atall 7.0
- DK/Refusal 1.7

Planning: Thinking “a lot” or “some”




Measures of retirement planning

Having a financial goal/financial plan and how
much have thought about financial planning
(New Zealand)

Having a saving plan (Japan)
Pension plan participation (ltaly)

Participation in individual private pension plans
(Russia)



Empirical model:

*Planning =a + (3 Fin Literacy + 8 X + u

Financial Literacy is a choice variable:

* How to assess causality: does financial literacy cause
retirement planning

v Exposure to financial education in high school

v"Financial experiences of siblings and parents




OLS OLS IV
estimates estimates estimates
All 3 correct 0.091*** (0.04)
# of correct 0.051** (0.02)| 0.277**(0.14)
answers
Demographics yes yes yes




OLS
estimates

OLS
estimates

1V

estimates

All 3 correct

0.126** (0.03)

# of correct
answers

0.101** (0.02)

0.175*(0.045)

Demographics

yes

yes

yes




OLS estimate
(US)

OLS estimates
(NL)

Q1: Interest rate
correct

0.042 (0.036)

0.173**(0.053)

Q2: Inflation
correct

0.009 (0.035)

-0.0062 (0.0406)

Q3: Risk diversification

correct

0.078™* (0.0306)

0.142** (0.031))

Demographics

yes

yes




1. Financial literacy affects retirement planning,
participation in pension plans, and retirement
expectations

2. Empirical estimates are stronger in the Netherlands




Implications for financial education

How to increase the
effectiveness of financial
education and saving programs

New book joint wt O. Mitchell

Financial Literacy: Implications
for Retirement Security and the
Financial Marketplace

Oxford U. Press 2011




Employer-provided financial education

»Most people are at work

Financial education in school

»Most young people are in school

»We need education before individuals engage in financial
contracts

Financial education in the activities that people do

»Financial literacy games




New York Stock Exchange

Home | Learning Center | History | The Bell | Visiting the Exchange | Financial Fitness Kit
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The Employer Checklist
Ten key steps to financial fitness,
divided into basic, intermediate and

advanced stages

The recent financial crisis has taught us many things. Chief among the lessons learned is that
financial illiteracy is widespread and that the consequences of making poor financial decisions are
severe. Decisions about how much to save to secure a comfortable retirement, how to invest, and
how to protect wealth are overly complex. Without guidance, employees may end up without the
financial fithess necessary to meet short- and long-term goals.

EMPLOYEE CORNER

Employee Checklist
This toolkit allows
individuals to customize
a financial plan to suit
their needs. MORE

The Financial Health

Quiz

Loren ipsum dolor sit
amet consectetaur elit
adipiscing et vivencum
vitae nulla quam. MORE

ABOUT THE PROGRAM

ﬁﬂ

The Experts
Punam Anand Keller
and Annamaria
Lusardi bring an
impressive amount of
research and
experience to help you

boost your team's financial fitness. MORE

About the Program
Two toolkits—one for
employers and one for
employees—designed
to empower employees
to understand and meet

Shhnile EBmamalal manls

Follow Us

n Facebook ’ Twitter LinkedIn

EXCCELERATE

FROM VENTURE TO CAPITALIST

When a company decides to transfer or
go public on the NYSE, they're taking a
giant leap forward on a journey that will
transform their business.

LEARN MORE NOW »

www.nyse.com/exccelerate

Did You Know?

Bells were introduced
on the NYSE when
continuous trading
was instituted in the
1870s. Originally a
Chinese Gong was
used, but brass bells

have been used since the Exchange moved to its
current location in 1903. Visit our history page to
learn more fascinating facts. MORE



Workplace Financial Fitness Toolkit '/’///;‘

The success of employee benefit programs depends

The Employer
Checklist

Ten key steps to financial fitness, divided

into three stages and designed to help
employees meet their financial goals.

on employee

in five employees claim they would benefit from financial advice and answers to everyday

guestions. Improve employee participation rates,

line by using our customizable employ
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employee welfare and your company's

er and employee financial fithess toolkits.

THE BASICS

Automatic Enroliment

Patticipation soars when employees are
automatically enrolled.

MORE

Automatic Escalation

Scheduled increases make the most of automatic
enrollment.

MORE

Lifecycle Asset Allocation

Give employees the chance to grow their retirement
savings.

MORE

participation rates! Nearly four

hottom

Follow Us
n Facebook * Twitter m LinkedIn

Curiosity

Register Your Classrooms Today
wfor an Engaging Student Challenge j

sdiscovery
vt

NYS.E Euronext.

Did You Know?

Bells were
introduced on the
NYSE when
continuous trading
was instituted in the
1870s. Originally a
Chinese Gong was
used, but hrass hells have been used since the
Exchange moved to its current location in 1903.
Yisit our history page to learn more fascinating
facts. MORE

' Ask Our Experts a Question




INTERMEDIATE

Employee Toolkit Direct Deposit Financial Planning Credit Scores

Increase participation Increase safety and lower and Tax Preparation Improved employee credit
rates by empowering administrative costs at the Employee satisfaction is scores have direct and
employees to customize same time. MORE as a competitive indirect benefits to
programs. MORE advantage. Create a employers. MORE

culture of caring for
employees. MORE

ADVANCED

\

Debt Management

Help with debt management can prevent an
employee's loss of focus and performace.

MORE
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Health and Financial Fithess Assessment

Data enables employers to design an evidence-
hased benefit plan.

MORE

D
o
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Financial Planning Seminars

Educate your employees about the customized
financial plans availahle to them.

MORE




» Need to equip individuals with tools to make decisions

- Individuals are increasingly in charge of their financial well-
being across the world

» Cost of financial illiteracy at both the individual and
macro level: Lack of retirement savings

- The importance of financial education




