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The growing importance of financial literacy

Major changes that increase individuals’ responsibility for 
their financial well-being

 Changes in the pension landscape
• More individual accounts and DC pensions

 Changes in labor markets
• Divergence in wages – skills are critical
• More flexibility – workers change job often

 Changes in financial markets
• More opportunities to borrow & in large amounts
• Greater complexity

A new economic landscape



Changes in the pension landscape 

 How much to save for retirement
• Incentivized by employer matches and tax

benefits of pensions

 How  to invest retirement wealth
• Returns and fees matter a great deal over a long

horizon

Whether and how much to borrow from 
pension accounts
• It is possible to tap into pension wealth

How to transfer pensions from job to job
• Labor mobility; people change jobs often

Individuals make many decisions



Changes in the pension landscape  (cont.)

 How and when to withdraw retirement 
wealth
• Including when to withdraw Social Security
• Make sure wealth lasts a lifetime

 How  to meet other needs
• Saving for emergencies
• Saving for children’s education
• Repay student loans and other debt

Individuals make many decisions



Household finances: Evidence from the NFCS

The 2009 & 2012 National Financial Capability Study 
(NFCS) - 2015 data will be released in summer 2016

• Very low levels of financial 
literacy

• Some groups are 
particularly vulnerable: 
Millennials, women

• Very limited use of financial 
advisors



Planning ahead: Most workers don’t

Are you setting aside any money for 
your children's college education?

Have you set aside an emergency or 
rainy day fund?

Have you ever tried to figure out how much you need to save for retirement?

Yes, 46%
No, 50%

DK, 3% Refused, 
1%

Yes, 
41%

No, 56%

DK, 2% Refused, 
1%

Yes, 
40%

No, 57%

DK, 1%
Refused, 

2%

Note: Respondents age 23 to 61 and employed at the time of the survey. 2012 NFCS 



Why no long-run vision? Dealing with short run

A simple measure of financial fragility developed 
by Lusardi, Schneider, and Tufano (2011):

 How confident are you that you could come up with 
$2,000 if an unexpected need arose within the next 
month?

 I am certain I could come up with the full $2,000 
 I could probably come up with $2,000 
 I could probably not come up with $2,000
 I am certain I could not come up with $2,000 
 Don’t know / Prefer not to say



Financial fragility by career stage
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Note: Respondents age 23 to 61 and employed at the time of the survey.  



Dealing with student loans

Note: The statistics relative to ability to repay student loans is conditional on having a 
student loan.

 38% of Millennials have a college degree
 Many Millennials are worried about paying off student loans

Yes, 
39%

No, 59%

DK, 2%

Have a student loan

Yes, 54%

No, 42%

DK, 4%

Concerned they might not be able to 
pay off student loan



How to help employees make financial decisions

The Dartmouth Project

Simplify financial decisions

Provide information when 
needed by individuals 

Target specific groups 
(women)

Use communication that 
does not rely on figures and 
numeracy



A planning 
aid

Together with a 
marketing professor, 
I designed a planning 
aid intended to help 
Dartmouth College 
employees enroll in 
supplementary 
retirement accounts 
(SRA)



Most people plan on electing a supplemental retirement account, but feel they don’t have the time or 
information right now.  We have outlined 7 simple steps to help you complete the election process. It 
will take between 15 – 30 minutes, from   start   to finish.    It    will   take   less  time   for   you   to  
start  to  insure your  future than  it takes you to unload your dishwasher!

Don’t give up! Contact the Benefits Office (6-3588) if for any reason you 
could not complete the online application. 

It takes no time to prepare for your lifetime!

A Planning aid



Program effectiveness 

30 days 
After Hire

60 days 
After Hire

Number of 
Observations 

Control 
Group

7.3% 28.9% 210 

Planning aid 21.7% 44.7% 166 

There was a large increase in savings enrollment within 
30 and 60 days of hiring among participants who 
received the brochure.



Targeting Millennials

 Program targeted to young workers

 Used new methods of communication

 Kept the message free of economic/ 
finance jargon

 Covered concepts that people know 
the least, such as risk diversification, in 
a simple story

Five steps to planning success



Short video about risk: don’t put all your 
eggs in one basket

 After being exposed to videos, the performance on financial literacy 
questions improved

 While young were targeted, the videos affected all age groups



Building long-term financial security
Best practices

How employers can help new hires save for retirement:
Best practices that build long-term financial security

 Based on studies of many employer-
provided financial education programs

 Goal of the report is to help employers 
improve retirement saving choices of 
newly hired workers

We prepared a report documenting 
best practices for improving financial 
decision making in the workplace. 



Concluding remarks

 Equipping people to make saving and retirement 
decisions
• People are not equipped to make these decisions
• Employers need to be pro-active

Cannot focus on retirement savings only
• Other decisions are important and affect retirement security

Life cycle perspective
• Cannot support a 30-year retirement with a  40-year career if 

employees do not contribute right away 

 Need targeted approach
• Workers are very different

Shifting paradigm
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