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Motivation

m Economic conditions have improved since the Great
Recession, but financial capability remains a consistent
issue:

m 46% of Americans have saved three months of living
expenses in case of an emergency.

m 39% report ever figuring out how much they need to save
for retirement.

m Over 50% worry about running out of money in retirement.

m Financial knowledge has actually declined since 2009,
despite that perceptions of financial knowledge are
relatively higher.
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How to Measure Financial ___ ?

Status (assets, debt, income)
Inclusion (banked)

Hardship (missed payments)
Literacy (knowledge)

Wellbeing
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Life Cycle Financial Behaviors and Outcomes

m Explore Financial Literacy and Wellbeing measures across
age cohorts

m Use Financial Wellbeing Survey (2016), National Financial
Capability Survey (NFCS, 2015) and Survey of Consumer
Finances (SCF, 1983-2016; 2016)

m Show lifecycle saving and debt.
m Explore patterns of financial well-being and literacy

Measured subjective financial well-being may be a useful
construct that is not directly captured in other measures
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Assets by Age in Each Survey Year (SCF, 2016 $)

Median Financial Assets
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Debt by Age in Each Survey Year (SCF, 2016 $)
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Unbanked by Age in Each Survey Year (SCF)
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Late Payments by Age - Year (SCF)
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Patterns

Large differences in Assets and Debt by Age and Across
Time

Time Trends - more assets, more debt, less unbanked
Economic cycle effects
...If question is ‘better off’...?

...If question is ‘financially secure’...?
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Financial Literacy

* 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?

m More than $102
m Exactly $102
m Less than $102

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

m More than today
m Exactly the same
m Less than today
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Financial Literacy, con’t

* Buying a single company’s stock usually provides a safer
return than a stock mutual fund.

m True
m False
If interest rates rise, what will typically happen to bond prices?
m They will rise
m They will fall
m They will stay the same

m There is no relationship between bond prices and the
interest
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Financial Literacy, con’t

Suppose you owe $1,000 on a loan and the interest rate you
are charged is 20% per year compounded annually. If you
didn’t pay anything off, at this interest rate, how many years
would it take for the amount you owe to double?

m Less than 2 years

m At least 2 years but less than 5 years
m At least 5 years but less than 10 years
m At least 10 years

A 15-year mortgage typically requires higher monthly payments
than a 30-year mortgage, but the total interest paid over the life
of the loan will be less.

m True
m False
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Correct Responses by Financial Literacy ltems
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Generational Cohorts by Birth Year

Pre Boomer (Silent) Pre 1945
Boomers: 1945-1964

Gen X: 1965-1980

Millennial: 1981-1995

Gen Z (Alpha): 1995-2010
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Correct Financial Questions (\5), 2016 NFCS
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2016 SCF Correct Financial Quiz(3)
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2016 SCF Perceived Fin Knowledge (10)
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Patterns

Differences in Literacy Levels by Age, controlling for some
factors

Only 1 point in time, but other studies show persistence
Might matter more for decisions later in life
...or accumulation of decisions that shows up later?

Unclear if changing financial literacy matters at population
level but some promising studies
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Financial Well Being Scale: 10 items

Large Public Investment by Consumer Financial Protection
Bureau (CFPB)

m Extensive qualitative data to define constructs

m Graded Response Model Item Response Theory

m Scoring by survey mode and age (18-62 vs. 63-older)
m Financial Well-Being Survey (FWBS) in 2016

m Items intended to be independent of income
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FWB Components

FIGURE 1: THE FOUR ELEMENTS OF FINANCIAL WELL-BEING

Present

Future

Security Control over your day-to-day,
month-to-month finances

Capacity to absorb a
financial shock

Freedom of Financial freedom to make
choice choices to enjoy life

On track to meet your
financial goals
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Financial Well Being Scale

This statement describes me Completely Verywell Somewhat Verylittle Not atall
1. 1 could handle a major unexpected expense O O O [} O
2. I am securing my financial future O O O O O
3. Because of my money situation, | feel like

I will never have the things | want in life 0 0 0 O O
4. | can enjoy life because of the wa

ey Y O O O O O

m managmg my money
5. Iam just getting by financially O O O O O
6. | am concerned that the money | have
Y O O O ] 0

or will save won't last
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Financial Well Being Scale, Con’t

This statement applies to me Always Often Sometimes  Rarely Never
7. Giving a gift for a wedding, birthday or other
occasion would put a strain on my finances O O O O O
for the month
8. | have money left over at the end of the month O O O O O
9. lam behind with my finances O O O O
10.My finances control my life O O O O O
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Financial Wellbeing by Gen, 2016 FWBS
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2016 Savings by Gen FWBS
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Savings by Gen by FWB Quartile, 2016 FWBS
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FWB Distribution by Assets Quartile, FWBS 2016
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FWB Distribution by Income, FWBS 2016

Density
0 .02 .04 .06

0 .02 .04 .06

0 .02 .04 .06

Distribution of FWB Score

Less than $20,000 $20,000 to $29,999 $30,000 to $39,999
n.d 1 ll‘. al. .. i
$40,000 to $49,999 $50,000 to $59,999 $60,000 to $74,999
A | o madlh TN anal
$75,000 to $99,999 $100,000 to $149,999 $150,000 or more
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Fin Lit by Gen by FWB Quartile, 2016 FWBS
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Self Assessed Financial Knowledge Items

m | know how to get myself to follow through on my financial
intentions

m | know where to find the advice | need to make decisions
involving money

| know how to make complex financial decisions

| am able to make good financial decisions that are new to
me

m | am able to recognize a good financial investment
m | know how to keep myself from spending too much
m | know how to make myself save

1 Not at all; 2 Very little; 3 Somewhat; 4 Very well; 5
Completely
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FWB Distribution by Self-Assessed Financial

Knowledge, FWBS 2016
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Estimating Wellbeing by Self Assessed Financial
Knowledge Area, FWBS 2016

Know how follow through —
Know how find advice - ——
Know how make fin dec|{ —@&——
Know how make new fin dec —T—
Know how to invest ——
Know how to budget —
Know how to save —
Conf Ability to Reach Goals ——
Have Fin Plan ——
2 0 2 4 6

Controls: Financial Literacy, Savings, Age, Income,
Dependents, Married, College, White, Female
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Estimating Wellbeing by Health, FWBS 2016

HealthAssess==2 4
HealthAssess==3 —
HealthAssess==4 S —
HealthAssess==5 ——
foodhardship ——
housinghardship ——
medhardship ——
Health Shock 12 mos —o—
10 5 0 5 10

Controls: Savings, Age, Income,
Dependents, Married, College, White, Female
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NFCS Pseudo FWB Item Scale

m | could handle a major unexpected expense: Can fund
emergency of $2,000 (J20)

m | am behind with my finances: Credit record is poor (J32)

m | have money left over at the end of month: Expenses less
than income (J3)

m My finances control my life: Low confidence in financial
future (J30)

m | am just getting by financially: Low satisfaction with
financial situation (J1)
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NFCS Pseudo FWB

Psuedo FWB Actual FWB

Psuedo Financial Wellbeing, 2016 NFCS Financial ing by Gen, 2016 FWBS
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Patterns

Subjective measures come with some reduced precision
Can approximate items in other datasets—general construct
Correlated with savings (and income) but not entirely

Not related to objective financial literacy but perhaps
subjective or perceived knowledge levels
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Discussion

m FWB and Fin Lit Maybe Useful to Understand Financial
Status

m FWB subjective, distinct from quiz-based knowledge
m Closest to savings and subjective knowledge
m Good measures for program evaluation. And available!
https://www.consumerfinance.gov/
data-research/research-reports/
financial-well-being-scale/
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https://www.consumerfinance.gov/data-research/research-reports/financial-well-being-scale/
https://www.consumerfinance.gov/data-research/research-reports/financial-well-being-scale/
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Financial Outcomes
Mechanisms

Access

27/39



Financial Outcomes

Mechanisms

Access

Knowledge
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Financial Outcomes

Mechanisms

Access

Knowledge

Behavior
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Financial Outcomes

Mechanisms

Access

Knowledge

Behavior

Well Being
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Summary

m New constructs offer alternative ways to estimate financial
status

m Use for policy analysis? Maybe if income or assets not
main goal

m Potential for use in field studies; need to understand
reporting biases (vs. savings)

m Need to track FWB and Fin Lit longer term to understand
trait-like tendencies

m Need to understand mechanisms and connections
between behavior, subjective perceptions and financial
holdings
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Collaborations Welcome

Carly Urban

carly.urban @ montana.edu
406.994.2005 M
www.montana.edu/urban
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