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With DC Plans, Starting Early Can Make A
Significant Difference To Retirement Security
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But Most Young Adults are Not Prepared To
Plan Ahead

% correctly answering questions on interest, inflation
and risk in 2011 US Financial Capability Survey

40.5%
36.8%

26.2%
19.4%
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Age

Source: Annamaria Lusardi and Olivia Mitchell, Financial Literacy and Retirement Planning in the United States (2011)



We Developed An Intervention Around Five Key
Concepts for Planning Success




Developing The Delivery Model for 5 Steps

Goal is to overcome the mix of disinterest, anxiety, and non-
comprehension associated with financial issues

Key elements in process of intervention design

* Personal narratives with age-appropriate role models

» Vicarious experience (behavioral modeling) can increase self-efficacy,
create cognitive involvement and generate a desire to change course

« Widely adopted in adult / health education with demonstrated effects on
motivation, comprehension, and recall

- Emphasize teachable moments where possible
« Marriage, inheritance, new job

« Experiment with online video vs. written anecdote

» 84% of internet users age 18-29 and 74% age 30-49 watch or download
online video

* Growing audience for educational videos (22% of adult internet users in
2007 and 38% in 2009)



Evaluation Process for Five Steps
Qualitative Research + Online Experiment




Lessons Learnt from Qualitative Research:
Lack Of Knowledge Is Not the Only Barrier

20/40 years sounds like a really long way
away. It looks so dinky now.

It’s too hard to connect with today, to
decide to set aside x percent for such an
abstract concept

Savings is really hard ... I’'m taking it one
day at a time. | try to think ahead, but get
defeated by emergencies.

It doesn’t make any sense to save while
you’re still in debt



Other Lessons Learnt During Focus Groups

A fine balance needs to be achieved in all material

« Content level should be appropriate, not too difficult to
understand but not juvenile or “dumbed down”

* Tone should be aspirational but not “condescending”

 For videos, several factors matter
* Relatability of individual actors
 Cultural diversity
* Realism

* Videos are persistently reported to be more motivating



A Narrative Sample Extract

Dave and Michelle met in college, five years ago. Theirs isn’t a romantic story of love at first sight;
instead they slowly built the foundation for a strong relationship. Dave asked Michelle out for a
coffee, then another, and another. Their relationship continued to grow stronger, and they

recently got married.

When they got $5000 in cash as wedding presents, Michelle and Dave had to decide what to do with
the money. The answer didn’t seem obvious. Looking over their finances didn’t take long
because they didn’t have much money, especially since Michelle’s job at the time paid more like
an internship. The two of them don’t generally consider themselves big planners and, at first, it
seemed pointless to even think about investing for the long term. Dave suggested not investing
right away, but instead waiting until they had better jobs and made more money.

But Michelle told Dave about the 7 and 10 rule. The rule describes how long it takes for an
investment to double. At a 7% rate of return, it takes about 10 years for an investment to grow
twice as large. At a 10% rate of return, it takes only about 7 years to double your money.

7 and 10 Rule At a 7% rate of return, it takes about 10 years to double your money. At a 10% rate of
return, it takes about 7 years to double your money.

At first, Dave wondered whether they could get such a high return: 10% is a lot! Michelle pointed out
that a 7% return might be more realistic. After all, they would be investing for the long term.
Dave realized that over the long term a diversified portfolio of stocks can yield returns in that
range, though both he and Michelle understand that it always varies.

The simple 7 and 10 rule helped Michelle figure out that even at a 7% rate of return, the original
$5000 would grow to a whopping $160,000 by the time she and Dave turn 75. When Michelle first
pointed this out to Dave, he thought something had to be wrong with Michelle’s calculation. But,
as Michelle explained to him, the money grows that much because the returns compound over
time. In other words, all of the money, including the earned interest, gets reinvested every year
so that over the long term, there’s some serious build-up! ......




And now, time for a short break...

1:24/3:18




Experiment Design

* Study sample of 3000 adults of all ages drawn from the
RAND American Life Panel, an online panel of (now
5000+) households established in 2006

 Data on demographics and other financial information
already available for matching

* A natural environment for testing interventions that are
likely to be web-based
 Easy, transparent randomization, even complex design
- 3 waves, at least 2 weeks apart

— Each respondent saw all five steps

— 2 steps as video only, 2 narrative only, 1 video & narrative (to enable
within-person comparison)



2 Types of Outcomes Assessed:
Knowledge vs Self-efficacy

« Suppose you invest $2,500 and earn 7% per year on
this investment. How many years will it take for your

total investment to be worth $5,000?
KHOWIedge * 1 Between 0 and 5 years
about Interest Rates - 2 Between 5 and 15 years

* 3 Between 15 and 45 years
* 4 More than 45 years

When making decisions about personal finances,
how likely is it that you would be able to effectively
take into account the impact of interest

Self-efficac compounding?
. y * 1 Extremely likely
about interest rates - 2 Very likely

* 3 Somewhat likely
* 4 Very unlikely
* 5 Extremely unlikely




Results I: Treatment Effects on Changes
in Knowledge, Regression With Controls
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Five Steps Increases Some Knowledge
For All Ages Across All Domains
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...But Has More Impact on the Young (In
Some Domains)
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Format Differences Are Not Consistent
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Results ll: Treatment Effects on Changes
in Self-Efficacy, Regression With Controls
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Self-Efficacy Increases In All Domains
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And self-efficacy decreases for those 65+
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Conclusions

To be successful intervention needs to be informative,
accessible and motivational

Proof of concept results are encouraging
* Across all ages and both formats, Five Steps increased
knowledge

* In general, knowledge gain was highest among the young (where baseline
knowledge was also lowest)

* Videos and narratives are both effective with respect to knowledge
questions

* Videos consistently are more effective at increasing self-
efficacy for younger workers

Videos cost only few thousand dollars to produce: this delivery
model can be cost effective

Results on long-term effects and impacts on behavior are
forthcoming
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