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summary

Recent years have seen an explosion in interventions designed to improve
financial outcomes of participants. Yet on-the-ground evidence suggests
that not all financial education programs are equally successful at
achieving this aim.

Indeed, whilst some outstanding education programs exist in isolated
pockets, reviews of outcomes show, in general, the reach and impact
of programs is far more limited than we would like.

This paper examines the difference between interventions that work,
and those than do not. It attempts to answer the question:
"How do you actually build financial capability?”

In doing so, we aim to help interested parties enhance the effectiveness
of their programs and policies by providing them with evidence-based
recommendations to drive positive outcomes in participants.

In general, our findings are that many financial capability programs

place an over-emphasis on knowledge. They also fail to account for the
cognitive, affective and behavioural biases that are inevitable contributors
to real-world decision making. These factors limit their effectiveness.

The first section of the paper explores the many factors that contribute
to financial decision making - informed by insights from behavioural
economics and neuroscience - and compares them to the logic that
underlies many financial capability programs.

The second section explores the ways that understanding the drivers
of financial decisions can influence intervention design.

The third section of the paper explores and unpacks the 10 principles
themselves, using real-world case studies and robust academic evidence.

10 principles

EY work reveals 10 principles which should underpin financial
education interventions to maximise their reach and impact.

They are:
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Use rules-of-thumb

Focus on teaching people
the most simple and practical
behaviours possible.

Make good
behaviours easy

Make the right decision
the easy one.

Intervene ‘just-in-time’

To change behaviour,
deliver targeted information
as close as possible

to the financial decision.

Strengthen self-control

Give people the willpower
to make the right decision.

Build personal human
connections

Develop relationships
with participants and tailor
advice to individual needs.
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Make the invisible visible

Find ways to make money
physical, visible and tangible

to help people keep track of their
money and make good decisions.

Keep it real

Help people learn by modelling
real life behaviours using real
life scenarios.

Support practice with product

Complement the provision

of financial education with
direction to products that help
people follow through on making
good financial decisions.

Build soft skills

Teach people to ask for
help, resolve issues, and have
conversations about money.

Take it to the people

Design with
activation in mind.
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" unrestricted marketplace.'
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ancial systems have
srown in complexity
, and sophistication,
r__f:‘ often outpacing the
capacity of individuals
“and families to make
“informed financial ch

Only 1 in 10 students who sat the PISA 2015 financial literacy
assessment could tackle the hardest financial literacy tasks measured.’

lin2

Australians have
limited to no savings.*

60%

of students do not show an
understanding of inflation.’

Individuals surveyed reported that
winning the lottery was “the most
practical strategy for accumulating
several hundred thousand dollars”
of wealth for their own retirement.®

(14

The current economic climate is one in which individuals now shoulder greater personal
financial responsibility in the face of increasingly complicated financial products.’

$4,232.83

The average credit card holder's debt.®

3

times

Average household debt
has increased over the
past 25 years.’

Savings rate of bottom
quintile of Australian
households.*

minus

26%

University students
think they have a high
understanding of saving.’

Were able to correctly answer
a simple savings question.’
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financial education

Financial education is often touted as the panacea
for the financial challenges facing 21st century
consumers; challenges such as an increasingly
complex marketplace, higher levels of personal
responsibility to plan for retirement, easy access
to credit and increased capacity to over spend.

Unfortunately, while some outstanding financial
education programs exist in isolated pockets, reviews
of financial education programs demonstrate that the
reach and impact of programs generally is far more
limited than we would like.

Our research reveals several ‘hard truths' about
financial education programs and interventions
that are often overlooked.

These truths include:

While there are some outstanding programs,
most interventions don't work

People overestimate their financial knowledge

Most people don't want our help
(at least not enough to sit through a seminar!)

No single intervention is the solution Th IS pa per a nswers
to all problems the central question:

No single program can possibly hope

to teach everything Why dO some
People don't ‘arrive’ at interventions equally H M
interventions work
Financial decisions are influenced by many W h e re Ot h e rS fa i | ,
complex factors
But perhaps the most important ‘truth’ about a n d W h at Sets
interventions is that, contrary to the design
principles that guide most traditional financial t h ese S u CceSSf u |
education programs, more knowledge doesn't

always mean better behaviour. | n te rve ntIO n S a pa rt?
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We shouldn’t fool

ourselves into
thinking that adding

understand today’s
wide array of
financial proc

Richard Thaler

—

Financial Financial Financial Financial
education knowledge behaviour outcomes

Isn't enough

The logic of a ‘typical’
financial education program

Knowing and doing are two very different processes. We all recognise
that there is a difference between knowing that exercise is good for
you and actually going to the gym; or knowing that healthy eating

is key to weight loss and actually sticking to a diet.

Why should we think that financial behaviour is any different?
Of course, we should not.

Yet many financial education programs are, either implicitly or explicitly,
built on this overly simplistic logic model: financial education increases
financial knowledge, increased financial knowledge leads to better
financial behaviour, and better financial behaviour drives improved
financial outcomes.*

While this model might intuitively feel correct, the causal links in this
theoretical chain are largely untested,”” and recent research casts doubts
on the validity of the model at each step of the causal chain.

At the very first step of the model, several studies have demonstrated
remarkably little impact of financial education programs on knowledge.

For instance, analysis of students’ scores on the JumpStart Financial Literacy
surveys showed that students who have taken a high school course on money
management and personal finances were no more financially literate than
those who had not.*”

This was also borne out by a 2014 meta-analysis of 90 financial education
programs, which found that such programs account for only 0.44 per cent
of the variance in financial knowledge.*

As one review of financial education programs put it, the evidence
“that financial education actually increases financial literacy... is more
limited and not as encouraging as one might expect.””

10 principles for financial interventions



High financial literacy does
not necessarily cause good
financial outcomes.

Researchers have also extensively investigated
the second step of the model (that better financial
knowledge predicts better financial behaviours).

While it is true that a lot of evidence has been found
that shows a positive correlation between financial
knowledge and better financial outcomes,**®

when the magnitude of this correlation over multiple
studies was tested, researchers found that the effect
of financial literacy on financial behaviours was small:
financial knowledge accounts for only 1.8 per cent

of the variance in financial behaviours.*

Importantly also, most studies that suggest financial
literacy improves financial outcomes demonstrate
correlation, not causation. That is, typically people with
high financial literacy also have good financial outcomes,
but high financial literacy does not necessarily cause
those outcomes.

Finally, when considering the model overall,

the 2014 meta-analysis revealed that while interventions
to improve financial literacy did improve financial
behaviours, their effect was 'miniscule’. On average,

they accounted for only 0.1 per cent of the variance

in financial behaviour.

Based on this evidence, it might be tempting to assume
that no programs work, or work well. We argue that

is not the case at all. These data simply mean that on
overage most programs do little to increase knowledge,
and the knowledge gained in those programs does little
to drive better behaviour.

Meta-analyses and many reviews don't assess the quality
of the programs or program delivery. The financial
literacy space has been characterised by a proliferation
of programs unified by both their positive intent and poor
design. Many programs do not control the quality of their
facilitator, for instance, using untrained volunteers; they
consist of relatively dry information packs and resources;
and they are designed by financial experts rather than
behaviour change and education experts who know how
to change the way people think, act and buy.

So, can financial education
programs ever work?

The short answer is yes.

Throughout the rest of this paper, we will be unpacking

a number of interventions that have demonstrably

worked to improve the financial knowledge, behaviour

and outcomes of their participants. Our argument is not
that financial education programs (or ‘financial capability
interventions’ more broadly) cannot work. In fact, we are
big believers and investors in financial education programs.

We believe that the above data demonstrate that financial
education programs designed to increase only knowledge
do not drive good outcomes, particularly when taking into
account the costs (time, financial, opportunity) associated
with delivering them.

This paper will go beyond a simple analysis of whether an

intervention has worked or not, and begin to unpack the why.

Financial knowledge
accounts for only
1.8 per cent of

the variance in
financial behaviours
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A new model for
financial decision making

Fields as diverse as behavioural economics, cognitive
psychology and behavioural neuroscience now suggest
that knowledge plays only a small part in driving the
decisions and behaviour of an individual.

For instance, in one study, four traits - numeracy,
propensity to plan for the use of money, confidence
in searching for information and willingness to take
prudent investment risks - were found to be more
predictive of financial behaviour than knowledge.*

Experts suggest that the types of behaviours that
can be modified by financial education (knowledge-
driven behaviours) account for only 15 per cent of
over-indebtedness cases."” Other studies have found
that personality traits like impatience,” values like
materialism,** and differences in cognitive ability*
all predict financial outcomes and behaviours,

often far better than financial understanding can.

Although not part of the 2015 PISA study,

the 2012 PISA financial literacy assessment
(administered to approximately 29,000 students

in 18 different countries) found that students’ attitudes
to learning, such as perseverance and openness to
problem solving correlated with higher financial literacy.

For instance, on average, students who agreed with
the statement 'l like to solve complex problems’ scored
31 points higher on the financial literacy assessment
than students who disagreed.”

While it is important to note that just because something At t h e h ea rt Of

predicts an outcome it doesn't necessarily cause it,

it seems probable that interventions designed to alter t ra d |t | O n a | fl n a n C i a |
these factors have a higher likelihood of changing . r .
behaviours than those that target knowledge alone. f y | |te ra Cy p rOg ra m S

is @ model based
on«a.bad assumption:
that knowledge alone
can drive positive

financial outcomes.
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The DNA of
a financial decision

We propose a new model for financial decision making.
This model, the DNA of a Financial Decision, will help
to inform the design of more effective financial
capability interventions.

In the same way that organisms have DNA that is the
blueprint for that organism, this ‘DNA’ is a complex
blueprint that drives a person’s financial behaviour.

Just like the DNA of an organism is made up of many
genes, each of which contributes a small part to the
overall organism, financial decisions are influenced

by several elements, each of which contributes a small
part to each financial decision. These ‘genes’ can be
both internal and external, and each represents an
influence point for interventions to change behaviour.

When we conceptualise financial decision making

in this way, it is apparent that knowledge-only
interventions are attempting to influence only a tiny
fraction of the factors that drive a financial decision.

There are some important nuances to this model.

Firstly, while the 'genes’ listed here do not form
a comprehensive list of all influences on decision
making, they are the major ones identified

as influences on financial decision making

by the literature.

Indeed, our understanding of the factors

that determine any decision is rapidly growing.

For instance, it has now been shown that financial
behaviour has a genetic component: a gene

(the MAOA gene) has been identified that predicts the
likelihood of reporting credit card debt.* Perhaps more
counterintuitively, financial behaviour is also modified
by the weather - a phenomenon we will discuss more
below. In 2016, researchers published an in-depth
review of our understanding of psychological and
neuroscientific drivers of financial decisions.”

Secondly, the degree to which each of these ‘genes’
contributes to behaviour will vary depending on both
the individual and the type of decision being made.

A decision about how much an individual will save

for retirement might be primarily driven by structures,
knowledge and individual biases, whereas a decision
about whether to buy a chocolate bar when grocery
shopping might be strongly driven by habits

and emotions (and, interestingly, cashlessness,

which we will also discuss in greater detail below).

Thirdly, the degree to which each of these ‘genes’
can be influenced or changed will differ greatly.

We believe that successful interventions recognise

and manipulate multiple factors that influence financial
decisions across an individual's lifetime. In general,

the more ‘genes’ that an intervention targets, the larger
its likelihood of success and the larger its effects.

Knowledge-only
interventions are
attempting to influence
only a tiny fraction of
the factors that drive

a financial decision.
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to make change

The DNA of a decision highlights both the internal and external factors that
drive decision making, and finding ways to influence as many factors as

possible is key to driving better outcomes.

Changing the landscape

- external factors affecting decisions

Improving financial outcomes requires cross-sectoral
collaboration, and no one party can realistically provide
the entire solution. We all have a role to play in creating
meaningful change. In Australia, such collaboration

is well and truly underway with initiatives across
government, academia, education, the community
sector and the private sector (especially banks and
other financial service providers) already a key part

of the landscape.

We hope such collaboration will continue, as bridging
the gap between good intentions and real impact
requires efforts spanning access and inclusion,
education and regulation. This means governments,
community and not-for-profit organisations,

education institutions and private sector organisations
continuing to work together towards a common goal.

We recognise that banks have a unique part
to play in this journey.

This unique role is created partly by banks’
responsibility to society as a core provider of financial
services; but it's also created because banks possess
unigue access to people that other groups do not have,
which represents an exciting opportunity to affect
positive change.

Thinking about the DNA of a decision, the more
‘touchpoints’ an organisation has with an individual,
the more opportunity that organisation has to influence
their behaviour for the better. Banks reach their
customers at more points on their financial journey
than any other; from opening their first bank account
to making their retirement plans (and at almost every
point-of-purchase where they use their bank card

in between) banks are present at the crucial moment

of financial decision making, in one way or another.

The depth of understanding gathered about people
and their financial behaviours, coupled with this
remarkable level of access to people leading up

to, and at the point of, decision making means banks
have the potential to have a more positive influence
over the way an individual thinks about, and spends,
their money than any other organisation.

We hope that the research in this paper can
be a blueprint for using that access to enhance
the financial wellbeing of people and the community.

10 principles for financial interventions |
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Economic agents are assumed .- % The brain beyond knowledge

to reason brllhantly Catalogue - internal factors affecting decisions
2

h ge amounts Of information that While the humap brain ?s .perhaps the most remar.kgbly evoIveq machine

in the known universe, it is far from perfect. And it is most definitely
not engineered for making complex financial decisions in stressful

they Cdll access lnstantly frOm , environments with incomplete information.
3 =Y As you read the ten principles of effective interventions later in this
thelr memOI‘leS and exerCISe paper, you will notice that they are unified by pragmatism. They are
: i chosen knowing that humans are not purely rational, and that we
| are generally bad at weighing up differences in short and long-term
eXtraordlnary Wlllpower i rewards and at navigating an intricate and frequently changing
| financial environment.
Plain ¢ld humans make plenty

Failure to account for these limitations results in interventions that
may change people’s understanding of what they should do, but not

of mistakes (even when they are - _ hat they il co.
consciously thinking!) and suffer

This is so important that it's worth a brief consideration of some of the
most significant psychological influencers of financial decision making
and how the best interventions design for them. Below we briefly outline

éll typeS Of breakdowns in plannin l | . ercr;;;)rf]tr:zkr?nc;s.t critically important internal influencers of financial

self-control, and forecasting.*’
Sources of financial mistakes:
Richard Thaler

Errors in thinking Errors in feeling Errors in execution

Error-proneness
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Errors in thinking
- cognitive biases

Cognitive biases are predictable, universal mistakes in our thinking. They're mistakes
that our brains are programmed to make. And because they're mistakes that are built
into the programming of the brain they are incredibly difficult to correct. Here we
discuss just a few of the cognitive biases that can shape financial decision making.

Present bias
We want it now

Present bias is the tendency to weigh benefits

we can get ‘right now" much higher than benefits in
the future. This means that future pay-offs typically
need to be large for people to be willing to sacrifice
something they currently have.”"#

One classic demonstration of present bias occurs
when psychologists offer people a choice between
two amounts of money at different times. If this
decision is set in the future (receiving $150 after 48
weeks, or $160 after 52 weeks) many people choose
to receive more money later. However, if this decision
is moved to the present (receiving $150 right now,
or $160 in a month) many of those same people
reverse their choice. Even though the equation is
basically the same (ie wait four weeks for an extra
$10) people choose differently when ‘now’ is involved.

Present bias also means that people often dramatically
overestimate the self-control of their future self.

For instance, people who know they are going to
receive a lump sum in a six-month period (say, from

a tax return) might believe that their future self will

be disciplined enough to put that money into savings,
but when they receive the money find that this is not
the case. This failure has been described in a recent
review as an ‘empathy gap’ between our current

and future selves.”

Interestingly, new research has suggested that making
the future more salient can help to overcome present
bias. In one study, participants who were shown
digitally aged images of themselves showed less
present bias, a greater willingness to delay payment
to receive larger monetary rewards, and a willingness
to contribute more to savings accounts.®

Loss aversion
We value what we have

Loss aversion is the tendency to value something more
when we have it in our possession than when we don't.
In fact, we weigh losses about twice as much as gains.
This was demonstrated in a study which found that
students who were given a free mug (worth $6) were
unwilling to part with it for less than $5.25, almost twice
as much as a second group of students were willing

to pay for it ($2.25-$2.75).*

That we find losses more painful than gains accounts,
in part, for why building a savings habit can be so
difficult. People feel the loss of disposable income
more than the gain of money in a savings account.

People feel the loss
of disposable income
more than the gain
of money in a
savings account.

Default bias
When in doubt, we choose the default

Default bias is the tendency to choose the default
option, that is, the option that occurs when the chooser
does nothing. People gravitate towards the default
option for multiple reasons. Firstly, the default is easy.
Cognitive overload, distraction and laziness all conspire
to make choosing the path of least resistance desirable.
Secondly, defaults often come with the implicit or explicit
suggestion that they represent the recommended or
‘correct’ choice. For instance, if the default rate for
superannuation is 9.5 per cent of your income, it might
be assumed that this is the ‘right’ individual contribution.

You can often profoundly change behaviour by changing
the default choice. For instance, when a large national
railroad in Europe changed its online booking process
so that seat reservations (which cost one to two euros)
were included with the ticket purchase unless a customer
opted-out by checking a box on the online booking
form, seat reservations jumped from 9 per cent to

47 per cent, and earned the railroad an additional

$40 million annually.” This is true even of choices that
we assume to be emotionally charged and matters of
strong personal preference, for example, organ donor
rates are on average 60 percentage points higher in
countries where you must opt-out of being an organ
donor than in countries where you must opt-in.*

The amount a European
railroad added to their
annual sales as a result
of ‘default bias’.

Status quo bias
We overvalue our current state

Status quo bias is the tendency for individuals

to prefer the current state of affairs, and to continue with
their current or previous decisions. Status quo bias has

a profound effect on financial outcomes when people
stick with sub-optimal products and services rather than
seeking out better options. Failure to change mortgages,
phone plans, credit cards, and investment and savings
options all have real costs associated with them, which
can add up over the course of a lifetime.

There is evidence that status quo bias is a major driver
of people’s financial behaviour - for instance, one study
of a retirement plan found that the median number of
changes in asset allocation over a person'’s lifetime was
zero. In other words, more than half of the participants
retired with the same asset allocation they chose

on the day they signed up for the plan.*

10 principles for financial interventions | 18
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yudget is tight, the 1
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parately needed, and so
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ants, impulses

Roy Baumeister

dividuals who report self-control problems:

2 0%

Accumulate on average 20 per cent
less wealth than those who do not.

Are 70 per cent
more likely to be
one month behind
on at least one debt.

Errors in execution
- failures of self-control

Even when we don't suffer from cognitive or affective
biases, when we know and want the best option we
can still fail to make good financial decisions because
of errors in execution. That is failure to properly
implement our intentions.

One of the largest predictors of a person'’s financial
outcomes is self-control, that is, the ability to control
one's emotions, impulses and behaviours in the face
of temptation. Failures of self-control have been
characterised in a number of ways, though perhaps
most simply put they occur when people favour
behaviours that feel good immediately or that

are easy even when they carry long-term costs.
Many studies have linked low self-control with poor
financial outcomes.

For instance, individuals who report self-control
problems accumulate on average 20 per cent less
wealth than those who do not.* Individuals who report
self-control problems are also 70 per cent more likely
to be one month behind on at least one debt, and low
self-control is a better predictor of overindebtedness
than financial literacy.”

Low self-control individuals are more likely to be
using products that give them quick-access to credit
such as payday loans, in-store credit cards and mail
order catalogues.”

Studies have also demonstrated a causal relationship
between self-control and spending - depleting a

participant’s self-control led to stronger urges to buy,
willingness to pay more and spending more money.*

Related to the issue of self-control problems is the
rise of ‘compulsive buying’ - a dysfunctional consumer
behaviour that occurs when consumers engage in
uncontrolled and excessive buying behaviour that
results in psychological distress and other negative
consequences, including serious debt.”” At its worst,
compulsive buying is a clinical disorder, with sufferers
experiencing irresistible buying urges and loss

of control over buying behaviours.®

Many studies
have linked low
self-control with
poor financial
outcomes.
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Becoming more error-prone
- the effects of stress

| & People aren’t poor
kbecause they make bad

Everyone is susceptible to mistakes in thinking,
feeling and execution. But we now know that stressed
individuals - including individuals experiencing
financial stress - are far more error-prone than

their non-stressed counterparts.

This effect is so large, that researchers have
characterised poverty (along with other forms

of stress) as a ‘tax’ on people's minds, which makes
them more likely to make bad decisions.* In one
experiment, researchers got rich and poor participants
to consider a large financial decision and then take an
IQ test. Although the decision was wholly hypothetical,

the Qs of poor individuals dropped on average 14 points
- a drop large enough to take someone from an ‘average’

IQ score to ‘borderline deficient'. This deficit is larger
than that incurred when someone stays awake for
24 hours. In contrast, the scores of rich people

(who would presumably be less affected by the
negative consequences of their financial decision)
did not change.”

Stress changes behaviour in a number of ways.

Not only does it deplete cognitive performance

(as described above), it also causes individuals to make
decisions without considering all the alternatives;®
makes individuals more likely to make disadvantageous,
risky decisions;* interferes with emotional processing
of risk;* depletes self-control;*> and makes individuals
more likely to rely on automatic, inflexible behavioural
systems and thought processes rather than flexible
goal-directed ones.***

Scientists have also found evidence that stress
changes the brain. Acute stress changes the
metabolism of multiple brain regions associated with
both cognitive and emotional processing and decision
making.* Even more worrying, chronic stress has been
shown to drive profound and long-term changes in

the brain, particularly neuronal atrophy and a loss

of neuronal density in a number of regions associated
with decision making, memory and cognition.*

Put simply, stress changes our brain and makes us more
prone to mistakes of thinking, feeling and execution.
This is likely to have large effects on financial decision
making. Firstly, many financial decisions are inherently
stressful for most individuals, such as investing in the
stock market; contemplating your death or illness when
taking out insurance; and taking out a large home loan,
to name just a few.

Secondly, given that financial scarcity can be a
huge stressor, people can become trapped in cycles
of poverty as their stress leads them to make bad
decisions, which in turn increases their stress.

As Sendhil Mullainathan, a researcher in the
psychology of scarcity, argues, people aren't poor
because they make bad decisions, they make bad
decisions because they are poor.”

Stress changes

our brain and makes
us more prone to
mistakes of thinking,
feeling and execution.
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Typieally when the poor ¥émain stuck
m.the grip of poverty, policymakers tend
to.ask what’s wrong with them, pointing
to ajdack of personal motivation or ability
Rarelydowe as policymakers ask,
‘Whatisiittabout this situation that

1S enabling this failure?™* -

Sendhil Mullainathan
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Building with our limitations in mind

An example of the way that we can use our
understanding of people's cognitive and emotional
limitations to drive better financial behaviours comes
from research into the most effective strategies for
individuals to get out of debt. Rationally, the order in
which people pay off their debts follows a simple formula
- pay off the debts with the highest interest rates first to
minimise interest costs. But indebted individuals typically
don't do this - instead, they pay off their smallest debts
first, regardless of interest rate, even when interests
rates differ by a large amount (for example,

12 per cent versus 18 per cent).**

While the debtors are not minimising their costs, they are
increasing their feeling of achievement - paying $200 off
a $250 debt feels like a bigger achievement than paying
$200 off a $2,500 debt. Researchers have called this
difference in feeling ‘the illusion of goal progress’.*

But what is even more interesting is that individuals who
create this ‘illusion’ actually do better at paying off their
debts than those who behave in a more ‘rational’ way.

Researchers analysed the financial behaviour of nearly
6,000 HelloWallet customers over a three-year period
to compare the effectiveness of different credit card
debt repayment strategies. They found that individuals
who concentrated their repayment strategy (focusing
on paying off one debt first, rather than paying off
multiple debts simultaneously) made greater debt
repayments than those who did not.” In follow-up lab
experiments where individuals worked to pay off their
debts, researchers found that individuals who were
assigned to a concentrated debt repayment strategy
repaid their debt 15 per cent faster than those who
repaid multiple debts at once.” In other words,

the feeling of progress (however illusory) motivated
people to work harder to reduce their debts.

This effect is enhanced when people pay off their
smallest debts first, because doing so creates the
greatest sense of progress. Another implication

of this research is that consolidating debt into
one large account might actually be demotivating.

Understanding the contribution that emotions and
feelings make to behaviour allows for the design of the
most effective (although not always the most rational)
way to achieve financial goals. As one researcher put it:
"'Pay the smallest debt first' is a straightforward strategy
that can be easily communicated and easily applied."”

Understanding

the contribution that
emotions and feelings
make to behaviour
allows for the design
of the most effective
way to achieve
financial goals.
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Case study

The SMarT Program

While people are inherently error-prone - leading
to irrational and sub-optimal financial choices -
our irrational behavioural tendencies can also be
powerfully exploited to promote good decisions.
This is perhaps best illustrated by the SMarT
(Save More Tomorrow) savings program designed

by Richard Thaler, widely considered to be the father

of behavioural economics, and Shlomo Benartzi.**

The SMarT program is simple in its design: employees

that received scheduled pay increases annually
commit in advance to allocating a portion of their

raise towards retirement savings. The plan capitalises

on the psychological and cognitive tendencies
described above.

» Present bias - because people are deciding
how to allocate money far in the future,
the choice to commit money to savings
is more attractive than it would be when
choosing how to spend in the present.

» Status quo bias - once people are enrolled
in the program, they're unlikely to drop out,
so energy and resources were spent on
getting people to sign up in the first place.

> Loss aversion - once people get used to a level
of income, asking them to save part of it is seen

as a loss. Taking the money out of a pay increase

is less likely to trigger loss aversion.

» Limited self-control - increased contributions
occurred automatically, so there was no need
for participants to expend their willpower
or self-control to engage in positive
financial behaviours.

The SMarT program was remarkably successful
at changing and maintaining individuals’ savings
behaviours. When implemented in a mid-size
manufacturing company, 78 per cent of
employees who were offered the plan signed

up. Of those employees, 80 per cent remained
in the plan for the four years of the trial,

that is, through four pay rises.

Participants in the SMarT program committed
to quite an aggressive increase in their savings
rates - they agreed to increase their savings
rates by 3 per cent each year, even though their
pay rises were only slightly higher than this
(3.25 - 3.5 per cent).

After 40 months, the average savings rate

of participants in the program increased from
3.5 per cent to 13.6 per cent - that is, it almost
quadrupled savings rates. The SMarT program
takes many of the behavioural tendencies that
typically cause individuals to postpone saving
indefinitely and flips them to drive

good behaviours.

The success of the SMarT program suggests
that recognising inherent cognitive biases and
behavioural tendencies, and designing financial
interventions with them in mind can drive strong
positive outcomes. And this is particularly the
case when those biases themselves are used

to drive good behaviours.
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INnterven

The 10 principles are:

Use
rules-of-thumb

Make good
behaviours easy

Intervene
just in time

Strengthen
self-control

Build personal
human connections

Make the
invisible visible

Keep
it real

Support practice
with product

Build
soft skills

Take it to
the people

tion design

How do we design financial interventions
that have a genuine and significant impact
on the behaviour of participants?

After conducting a thorough review of financial
interventions, we have identified ten evidence-based
principles that we believe should guide the design
and implementation of future programs.

While it may not be possible to implement every
strategy in every program, the best interventions
will be those that 'tick the most boxes'.

For this reason, you may notice as you read the
principles that some of the case studies we use

to illustrate a principle could just as easily be used
to illustrate another principle. This is because the
best case studies and most effective programs
tend to embody multiple principles.

10 principles for financial interventions
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rules-of-thumb

Focus on teaching people the most simple and practical behaviours possible.

When designing financial education programs there

is often tension between making content comprehensive
(particularly in increasingly complex financial
environments) and making it easy to understand and
implement. In 2012, researchers ran a randomised
control study to determine which approach was the most
effective at changing behaviour.®

They delivered two financial literacy programs to small
business owners in the Dominican Republic. The first
program was a traditional, principles-based small
business training program. Participants were given
lessons on a number of things including double entry
accounting, inventory management, daily record keeping,
aggregation of records into weekly and monthly reports,
profit calculating and investment planning. The second
program was far simpler and only gave participants
financial rules-of-thumb that were easy to implement.

For example, while the traditional training program
taught participants to separate their business and
personal accounts by instructing them how to calculate
business profits, the rule-of-thumb training simply taught
participants to keep their money in two separate drawers
(or purses) and to only transfer money from one drawer
to the other with an explicit ‘IOU" note between the
business and the household.

The study overwhelmingly found that the rule-of-thumb
training improved participants’ financial behaviour

in @ number of domains. Participants in the program
were significantly more likely to keep accounting
records, to separate their business and personal
accounts, and to calculate their monthly revenues.

On the other hand, the authors found that participants
in the traditional program did not significantly change
their behaviour in these areas. Moreover, only the
participants in the rule-of-thumb program made less
errors overall in their financial reporting, with the
standard accounting training actually increasing

errors in businesses that were in the lowest quartile

of baseline business practices, while reducing errors
for high-skilled individuals.

Lower-skilled or disinterested clients in the accounting
training also reported substantial drops in their revenues
and sales. This suggests that traditional, comprehensive-
but-complex financial education programs can actually
lead to worse outcomes for vulnerable individuals.

On the other hand, the authors of the study found

that rule-of-thumb programs had the largest effect

on the least sophisticated participants.

This study makes a clear point -
if you want to change behaviour, simplicity is key.

Interestingly, the study is not the only one to demonstrate
that traditional financial literacy programs can drive
worse outcomes for their participants. One study found
that individuals who had taken a financial course were
less likely to pay off their credit cardiin full every month
than those who had not.* Another found that low-
income participants who were assigned to a 12-month
mandatory financial literacy program held more debt
and had lower net worth than those who did not
participate.® An analysis of investment fraud victims
found that they scored higher on financial literacy

tests than non-victims.* While little has been done

to analyse the cause of this effect, it may be that
providing complex information drives confusiog

and overconfidence in participants, which

in turn worsens their financial capability.

If you want to
change behavieur,
simplicity is key.
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The primary rule-of-
thumb to impart might
be to seek financial
advice whenever
making complex
financial decisions.

The more complex the environment,
the more important the rules-of-thumb

Behavioural economists have found that when facing complex decisions,
individuals resort to heuristics or mental shortcuts to make the decision
simpler. For instance, when choosing between products that differ on a large
number of features, people tend to make decisions based on just one or two
attributes of the product rather than carefully weighing each of the options.*
So when choosing between credit cards, for example, individuals might look
only at the respective interest rates and ignore any other features of the
cards. One common way that we simplify our decisions is through the use of
financial rules-of-thumb, some which help make good decisions (ensure you
have at least a 20 per cent deposit when buying a house), and some which
do not (spend one month'’s salary on an engagement ring).

The more people use and rely on rules-of-thumb, the more important it is
for them to use the right rules. Designing financial capability programs that
simplify complex decisions and behaviours down to rules-of-thumb gives
people tools that they will actually use.

Balancing simplicity
with accuracy

While it may be tempting to condense all financial capability training into
easy to follow rules-of-thumb, the reality is that there are some financial
situations that cannot be reduced to simple rules or that have different rules
for different individuals, a reality that has been discussed at length by some
practitioners.’

For instance, telling individuals never to buy any financial product they
do not fully understand “would mean some consumers would not buy
insurance, invest, or borrow at all,”* and a simple rule-of-thumb might
not be sufficient to teach consumers how to invest their money wisely.
For this reason, financial interventions need to be designed with the goal
of balancing simplicity with accuracy, and the primary rule-of-thumb to
impart to individuals might be to seek financial advice whenever making
complex financial decisions rather than attempting to navigate the
financial world alone.

10 principles for financial interventions
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Case study

You Need a Budget:
Rules-of thumb for budgeting

You Need a Budget (YNAB) is a popular budgeting tool that
is centred around four simple and easy to implement rules:

Give every Embrace your
dollar a job true expenses

These rules comprise YNAB's budgeting
methodology, though like many budgeting tools,
YNAB also allows users to sync the app with their
bank accounts, track their spending, set savings
goals, and automatically transfer money between
their accounts.

The four rules of YNAB replace traditional training
on how to create and balance a budget (a process
which is automated by the app), thereby lowering
the barrier for people to start financial planning.
YNAB complements these four rules by giving
individuals real-time feedback about their
spending via the app, as well as online classes
that users can access as and when needed.

This rule-of-thumb approach to budgeting works

- on average, users save $200 the first month and

accumulate more than $3,300 by the ninth month.
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As both the number of options

and the information about options

increases, people tend to consider
ewer choices and to process a smaller

fraction of the overall information

available regarding their choices.”

Sheena S. lyengar & Mark R. Lepper

behaviour easy

Make the right decision the easy one.

The easier it is for people to make good financial
decisions, the more likely they are to do so.

On the flip side, complexity and too much choice
promotes poor decision making and behavioural inertia,
that is, the choice to do nothing at all. In an increasingly
complex financial environment, consumers are less likely
to start saving, investing or planning for retirement.

Our tendency to choose the path of least resistance
when it comes to financial decisions is so ingrained that,
in the face of even small barriers, we will knowingly
make bad decisions rather than change our behaviour.
A survey of participants in US defined contribution
retirement plans (401(k)) found that two thirds of
employees believe they are saving too little; of these
employees, one-third say that they intend to raise their
savings rate in the next two months. But almost none

of them do so0.*

In the UK, retirement plans in which all contributions

are paid by the employer but which require employees
to actively sign up for them have participation rates of
only 51 per cent® - in other words, merely asking people
to opt-in to receive free money is too much of a barrier
for half of the workforce.

Making the right decision easy can profoundly
change people’s financial behaviour. In 2009,

a group of researchers attempted to increase
participation in employee retirement plans by
simplifying the plan selection process. They made
each step simpler and more concrete, provided clear
information (such as minimum and maximum savings
amounts), and even highlighted how little time each
step would take. After this intervention the number
of employees who signed up for a retirement plan

in the first 30 days of their employment tripled.®

Making it even simpler has even larger effects.
Another study increased participation rates

from 9 to 34 per cent by making it possible for
employees to sign up to a retirement plan by

simply checking a ‘yes' box during their orientation.®
Conversely, increasing choice in retirement plans
decreases enrolment.”’

Finally, the easiest decision is no decision at all.

So one of the most effective ways to promote good
financial behaviour is to make the right choice the
default. For instance, in one company, switching
from an opt-in to opt-out retirement plan changed
participation in that plan from 20 to 90 per cent,
with 76 per cent of plan participants choosing the
default plan options provided by their company.*”

In Australia, it is' mandatory for employers to pay
the superannuation guarantee to eligible employees.
While most employees have a choice of fund,

the majority(an estimated two-thirds) stay

in the default fund offered by their employer.”™
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The flipside

- make the wrong decision hard

It is now easier to spend money than ever before. Access
to easy credit means that we can spend what we don't
have. Online shopping means that we can spend money
without leaving the house (or with apps that remember
our credit card details, without even reaching for our
wallet). Services like Apple Pay, PayPass and payWave
reduce purchasing to the tap of a card or a phone, which
psychologists argue spare us from feeling the pain of
parting with cash. In Australia, 86 per cent of consumers
are now using contactless payments when shopping.

Moreover, we are exposed to this phenomenon earlier
and earlier. In-app purchases make it so easy to spend
money that a child with a tablet can spend with the push
of a button - sometimes without even realising they are
doing so. In the UK, 28 per cent of parents report that
their children had made in-app purchases without their
knowledge. And this is an even bigger problem with
very young children - 36 per cent of parents have paid
for content bought accidentally by children under four
years of age.”

There is a cost to this convenience. The principle of
simplicity suggests that the easier it is to spend money,
the more people will do it. One way to change people’s
financial behaviour could be to develop products that
make it harder for people to impulse spend. There is
evidence that people are choosing this option already.

A 2015 survey by Chime has found that seven out of

10 millennials would prefer to use a debit card rather
than a credit card - presumably to stop themselves from
accidentally overspending.” A common piece of advice
for people who have problems with compulsive shopping
is for them to freeze their credit cards, creating a physical
obstacle to using the cards.

HSBC is taking advantage of its access to data on their
customers’ spending habits to create a new banking app
called Nudge, designed to change long-term spending
habits. The app, which HSBC began trialling in January
2016, sends users personalised notifications about

their day-to-day spending, including how their spending
compares to other people's in the same demographic.

For instance, the app might notify a user that they spend
much more on eating out than most people in their income
bracket and suggest that they eat in more, or it could let
users know that if they spend a certain amount on coffee
then they will not reach their savings goal. The app makes
it harder for individuals to ignore the conseguences of
their spending behaviour, including by sending messages
that trigger loss aversion.
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to receive free
money is too much
of a barrier for half
of the workforce.
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Case study

Raiz:

Making investing simple

Choosing how to invest can be overwhelming and
confusing, especially for young people. A recent
survey conducted by Harris Poll, commissioned by

the investment app Stash, found that 69 per cent of
millennials find investing confusing, with 40 per cent
saying that they would rather help an elderly person
set up a social media profile than begin investing.”

It is perhaps unsurprising then that nearly 80 per cent
of millennials are not invested in the stock market.”

Raiz is an app that applies the principle of simplicity to
encourage people to invest their money. Firstly, it makes
choosing an investment plan effortless. Users choose
from just six diversified investment portfolios - designed
in consultation with the Nobel prize winning economist
Dr Harry Markowitz - that are differentiated only by how
risky they are, ranging from conservative to moderate
to aggressive.

But even more powerfully, Raiz makes the process
of investing automatic. Once people sign up, the
default option is to invest. Raiz does this by linking
with customers' bank accounts and rounding up each
of their purchases to the nearest dollar. The spare
change from every purchase gets invested in the
customers' chosen portfolio. The average new user
invests $33 to $35 a month, or more than $400

a year. The majority of Raiz’ users are millennials,
and in Australia alone, over 100,000 users signed
up to use the app in the six months since its launch.

Raiz success can be linked to a number of factors.

For instance, by taking such small amounts from

a user's account at any time, people are less likely

to feel the pain of lost income. But at its heart, Raiz’
appeal is its simplicity. For this reason, Raiz is known
as 'the Tinder of investing’ - just as Tinder made dating
as simple as swiping right, Raiz has made investing

as simple as installing an app on your phone.
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A one-hour long
program delivered with
no delay has a larger
an a six-hour
‘delievered with

Just-in-time’

Deliver targeted information as close as possible to the financial decision.

There are few more powerful predictors of whether

an intervention will be successful than whether it is

delivered at just the right moment for the intended audience.
In general, the effects of an intervention are greater the closer
they are to the decision being made."*'*™ A one-hour long
program delivered with no delay has a larger effect than a
six-hour program delivered with a six-month wait before the
financial decision.™

Remarkably, this finding holds true almost regardless of

the duration of the intervention - for instance, even intensive
interventions (24 hours of instruction) if left unsupported
and not followed up tend to show almost no independent
effect less than two years after the intervention.*

10 principles for financial interventions

| 44

T0

20

0

<0

90

L0

80

60

OT



Financial institutions are well positioned
to give people just-in-time interventions

One of the benefits of increasing digitisation

is that we now have the means to deliver personalised
financial feedback to individuals instantly and at times
that are most helpful. For instance, Level Money,

an app launched in 2013, links with users’ bank
accounts and is designed to give them one simple piece

of information that they can access before any purchase:

their ‘Spendable’ or how much they can spend that day
(or week, or month) and still meet their savings goals
and commitments like recurring bills (which it can
predict based on your financial history).

Level Money, which has been described by its
cofounder Jake Fuentes as ““the digital equivalent of
opening up your wallet and seeing how much you have
left”, does not require complex planning or budgeting.
Rather, it gives users the information required to easily

answer the pre-purchase question “Can | afford it?".
While Level Money has other features - such as the
ability to automatically pay bills and the ability to
generate spending histories by category - at its core,
it is a recurring ‘just-in-time" intervention that helps
its users make better decisions.

A weakness of Level Money is that it is not based

on real-time data. According to the site, it updates
transaction history up to four times a day.

This means that between updates, users who are
spending frequently run the risk that their ‘Spendable’
does not accurately represent how much they can
actually spend. We would argue that banks - with real-
time access to their customers’ accounts and detailed
information about their spending and income histories -
are in the position to give this sort of feedback

better and faster.

TS .
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We now have the

means to deliver
personalised financial

Content
still matters

Just-in-time interventions succeed when they
provide the right information at the right time.
General financial information just doesn't cut it.

For example, a US Federal Reserve study of a general
financial literacy program delivered to young soldiers
at the US Army post at Fort Bliss in El Paso, Texas
found that the course did not change the ability of
soldiers to manage their checking accounts and credit
cards or increase savings for retirement, or their
likelihood of comparison shopping. It did, however,
have a clear effect on their decisions around buying

a car, despite the fact that car purchasing made up
only a small part of the course.

feedback to individuals
instantly and at times
that are most helpful.

Participants in the course had smaller loan
amounts, higher down payments, and a higher
down payment-to-loan ratio. The study concluded
that the information about buying a car stuck
because “purchasing a means of transportation
was, or would soon be, a high priority."™

The take-home message from this study is that
relevance doesn't transfer. Financial education
that has immediate relevance to individuals
will have an effect while other information,
even if presented at the same time, will not.
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self-control

Give people the willpower to make the right decision.

The famous Stanford Marshmallow Experiment found
that the ability to resist eating a marshmallow at age
seven to nine for the promise of two marshmallows in
the future - that is, the ability to delay gratification -
predicted a number of later life events, such as higher
SAT scores, higher educational attainment and lower
BMIs. Other studies have shown that low levels of self-
control in childhood predict unemployment in adulthood,
even decades later at age 50.7 These findings suggest
that self-control tends to be a relatively stable
personality trait across a person’s lifetime.

But even though self-control is fairly constant
across a lifetime, it isn't completely fixed.

At any given time, a person'’s self-control will

go up or down based on a number of factors.

Self-control is perhaps best charactered as

a pool that people can draw on. Different people
might start with a bigger or smaller pool, but if
someone's pool of self-control is ‘full’ they will be
better able to make better decisions than if their
pool is ‘empty’. Fatigue, negative emotions, low
blood sugar, cognitive complexity, losing track

of one's behaviour and using self-control for other
decisions drain the pool, while things like rest,
increased time between uses, and increasing
blood glucose help to refill the pool.” ™
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Strategy one
- make sure the pool is full

Interventions that increase self-control could be as simple
as giving people rules-of-thumb to increase the likelihood
that they are making purchasing decisions with a full pool
of self-control. Rules like ‘never go shopping hungry’,
‘don’t shop when you're upset’, ‘shop early in the day
before you get tired’ and ‘don't make two big purchase
decisions on the same day’ might be enough to shift
people’s financial behaviour.

A second strategy to increase people’s levels of self
control may be to teach them to forgive their mistakes.
Many studies have demonstrated that when people fail
to exercise self-control once, they abandon all attempts
at continuing to exercise restraint.

For instance, when people exceed their monthly

budget, they are more likely to spend on unnecessary
purchases than when they are within their budget.™
Researchers refer to this as ‘what the hell’ thinking.

The effect is amplified by how hard people were working
to avoid the temptation in the first place, often leading

to counterintuitive behaviours. For instance, researchers
have found that when carrying no debt on their credit
cards, high self-control individuals spend less on purchases
than low self-control individuals. But, if those same
individuals are carrying debt on their cards and there

is low available credit, they will spend more money than
individuals with low self-control.” The authors of the study
argue that reducing the psychological impact of failures
reduces the ‘what the hell’ effect, and so may prevent
future breaks in control.

A final strategy to keep the self-control pool full may

be to encourage individuals to use budgeting software

to track their expenses. Research suggests that when
people lose track of their behaviour, self-control breaks
down, whereas refocusing attention on the behaviour
increases control. In one study, dieters given candy to eat
ate significantly less if their attention was drawn to how
much they were eating (for instance, by making the candy
wrappers clearly visible so that the subjects could easily
see how much they had eaten).” The implication of this
research is that monitoring and tracking expenses makes
impulse purchasing less likely.*”

We all have a pool of self-control

Some people's pool is

BIGGER

than others'.

Some things
drain our pool:

» Alcohol

» Emotional distress
» Low blood sugar

» Fatigue

Some things

O O
fill It

®
» Normal blood sugar

> Rest

The more self-control in our pool, the better we are at resisting impulses.

To change behaviour we can
fill people’s pools or
give them a bigger pool
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When peopletail to
exercise self-control once,
they abandon all attempts
at continuing to

exercise restraint.

Strategy two

- increase the size of the pool

Innovative new research has begun to investigate

the way that we can increase the size of the pool

of self-control that individuals begin with. Just like
regularly exercising a muscle at the gym will make

it stronger, it now seems that exercising parts of

the brain responsible for regulating cravings and
self-control (regions of the prefrontal cortex such

as the anterior cingulate cortex) makes them stronger
too. Neuroscientist David Eagleman refers to such
training as a ‘prefrontal workout'.

Scientists are using a technique known as real-time
neurofeedback to teach people to strengthen areas

of the brain involved in impulse control. The technique
uses functional magnetic resonance imaging (fMRI)

to measure activity levels in various regions in the
brain. Imagine that you are trying to help someone stop
smoking. You put them in an fMRI machine and show

them pictures of cigarettes to induce a craving to smoke.

At the same time, you measure the activity in regions
of the brain that are associated with craving and

show participants how that activity changes by using

a thermometer or bar on the screen. If the activity

in the region increases, the bar goes up and vice versa.
In other words, the participants can see in real-time
how the activity in their brain is changing.

The aim of the exercise is for participants to make

the bar go down. When participants first get into the
machine and see the cigarettes, the bar goes up - their
craving or impulses are high. As they learn to make the
bar go down, what they're actually learning is how to
suppress the areas of the brain that are inducing craving

- they are actively reducing the strength of their impulses.

Researchers have found that not only can people learn
to suppress the region of their brain responsible for
craving, but also that as they do, their feelings

of craving go down as well.*** Strengthening this
‘muscle’ might help people make better decisions.

This research is still in its infancy, but it represents

an exciting new tool to strengthen an ability that was
previously thought to be relatively fixed. And although
fMRI machines are costly and difficult to use, research
is also being done into finding simpler ways to give
people the feedback they need. For instance, the
biofeedback game Play Attention trains children with
ADHD to pay attention using a similar prefrontal workout
to the one discussed above for smokers, but it uses

an armband rather than an fMRI machine to detect
biological markers that indicate whether or not children
are paying attention. There is evidence that this training
is more effective than simple cognitive training at
improving ADHD symptoms, and to have an effect

even six months after the final treatment.®*®
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human connections

Develop relationships with participants and tailor advice to individual needs.

One of the biggest influencers of people's financial
behaviour is the advice and behaviour of people that the
individual has a personal connection with. Researchers have
reported “clear evidence that individuals learn attitudes and
behaviour through the observation and imitation of those
role models who come into frequent contact with them -
most notably parents."*

For instance, one study found that 58 per cent of millennials
report that their parents had the greatest impact on the way
they managed their finances. Millennials learned from the
provision of financial advice (23 per cent); from seeing how
their parents effectively managed their own finances (19
per cent); and from observing the way that their parents
handled their financial mistakes (16 per cent).”

Another survey of young people found that 68.8 per cent
of participants indicated that they had learned everything,
or almost everything, about the management of their
finances from their parents.®

e success offfinancial
education’programs
decreases with
incrq' ng c stance
between the educator
and theindividual.
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Deliver face-to-face
interventions

This phenomenon has a number of implications.

The first is, that efforts to change financial behaviour
are the most effective when the influencer (or educator)
is able to form a personal, human connection with the
person they are trying to influence. It is unsurprising
then that generally the success of financial education
programs decreases with increasing distance between
the educator and the individual. A 2010 evaluation of the
Money Guidance Pathfinder - a UK-based financial advice
program run by the FSA's Financial Capability Division
that provided financial advice via the internet, telephone
and face-to-face sessions - measured the impact of the
intervention on five domains of financial capability. They
were making ends meet, keeping track, planning ahead,
choosing products, and staying informed.

Users of the face-to-face channel were more likely to
improve their financial capability across all five domains.
Users of the telephone service only showed improvement
in their ability to make ends meet and staying informed.
Provision of the web-based intervention had the lowest
impact - users only showed an increase in their ability

to stay informed. Further, the review found that 90 per
cent of the people using the face-to-face service were
satisfied, this dropped to 75 per cent when people used
the telephone service, and to 74 per cent when people
used the web service.*

Table adapted from The Money Guidance Pathfinder:

key findings and lessons learned, 2010.

Financial cability domains Face-to-face Telephone Web
Making ends meet N4 N4

Keeping track N4

Planning ahead N4

Choosing products N4

Staying informed N4 v v

v/ Statistically significant improvements

Another example of the importance of building personal

W Meennections to change financial behaviour comes from

~ the loan was even gr.

Good Shepherd Microfinance No Interest Loan Scheme
(NILS). This program is the largest microfinance program
in Australia, and offers people on low incomes small
interest- and fee-free loans to pay for essential expenses.

As part of the application process, participants
have a conversation with a microfinance worker or:
volunteer, which is designed to provide support,
information and positive reinforcement. While man
elements of the program were shown to have a posi
impact on applicants’ knowledge and behaviour
researchers found that the program's impac

at the point of the financial conversation

benefits of the conversation could be

d. For insta

after a financial conversation the

who felt they ha money

period fell by 45 p

Many positive changes d
also persisted over time. F
after the conversation ov
of applicants report chan

There is evidence that e
1ections can chanc
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Analysis of the im

reminders were only effective if

name of the person'’s loan officer, anc

had been serviced by that loan officer b

In'those cases, the SMS drove'a 41 per
reduction in the likelihood that a loan was unpaid
20 days after maturity.

In other words, simply having met their loan officer
in the past, and being reminded of that connection
was enough to significantly change financial behaviour.
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Being part of'a peql:pport group caused participants

to deposit 3.7 times Jore frequently than the control
goup, and to save almost double the amount the
ntrol group saved.

Exert social
pressure

Another way to change people's behaviour is to design
interventions that exert social pressure on people to
encourage them to make good decisions. The strength
of social pressure has been evidenced in a number of
domains. Getting people to publicly commit to a certain
behaviour has been shown to have longer lasting and
greater effects than private commitments,” and the
same is true for group commitments.”

A randomised control study conducted among 2,700
micro-entrepreneurs in Chile compared the effect of
peer-group support - with participants assigned to
groups where they set and publicly announced their
savings goals, met weekly to monitor their progress,
and were rewarded with non-monetary recognition -
with a ‘high interest’ group who were offered a 5 per
cent interest rate on their savings account (compared
to the 0.3 per cent interest rate typically offered).
The researchers found that being part of a peer-support
group caused participants to deposit 3.7 times more
frequently than the control group, and to save almost
double the amount the control group saved.

On the other hand, researchers found that offering
participants a high rate of interest had a small effect
on behaviour, with the majority of participants in this
group appearing not to respond to the increased
interest rate at all.”

In a follow-up experiment, the same researchers found
that using SMS messages to create peer influence also
improved the savings behaviour of individuals. Both
giving people a 'savings buddy’ who is informed about
the participant’s savings progress via SMS, and giving
people ‘peer information’ about the savings behaviour
of other people in their savings group improved the
savings behaviour of participants almost as much as
the weekly meetings did. Importantly, because people
had to opt-out of receiving the messages rather than
actively deciding to continue participating in the
weekly peer-group meetings, researchers found that
the SMS interventions could maintain improvements
in savings behaviour for months after the inception

of the program.*
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Getting people to
publicly commit to
a certain behaviour
has been shown to
have longer-lasting
and greater effects
than private
commitments.
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Use story to build
personal connections

Using story as a tool to drive behaviour change
can be an effective way to increase the reach
of financial interventions while still leveraging
the power of personal connections. Compelling
stories can create characters that participants
connect and relate to, even if they are fictional.

In South Africa, researchers from the World Bank
harnessed the popularity of Scandal! - an established
soap opera - to tell a compelling story designed to
change the financial behaviour of viewers. The story
consisted of a 26-episode arc focusing on Maletsatsi,
one of the soap’s main characters, whose poor financial
choices led her into trouble with instalment plans,
gambling and borrowing; she eventually sought the
help of a credit counsellor from the South African
National Debt Mediation Association (NDMA).

At the end of several episodes the toll-free

NDMA helpline number was also broadcast.

Researchers found that the show had a significant

effect on the behaviour of viewers. Compared to viewers
who watched a soap opera without any financial content,
viewers of Scandal! were 9 per cent more likely to borrow
primarily from a formal institution, 7.5 per cent more
likely to borrow for investment purposes, 5 per cent

less likely to gamble, 4 per cent less likely to use hire
purchase, and 10 per cent more likely to state that they
would seek financial advice from a formal source if it
was needed. Moreover, on the day that the NDMA was
introduced into the storyline the call volume on their
helpline jumped more than 300 per cent.”

A final interesting note from the study is that

when researchers conducted follow-up interviews

four months after the storyline concluded, they found
that participants were able to “easily and fondly" recall
elements of the show that were delivered by Maletsatsi,
but not those delivered by the NDMA agent. Crucially
they determined that “lack of emotional connections”
to the NDMA agent (who was external to the soap opera
and not welldeveloped) was a leading cause for the
erosion of the participants’ memory.” In other words,
when participants cared about a character did

The ripple effect
of personal interventions

Interventions that change the behaviour, attitudes
or knowledge of an individuals’ social group are likely to

change that individual's behaviour as well. Good financial

behaviour can be contagious and can ‘trickle up or down’
to people in a participant's social group.

In one large-scale financial intervention, researchers
delivered an in-depth, long-term financial literacy
program to students in Brazilian schools.

This included a number of take-home exercises
designed to be completed with students' parents.

Not only did parents whose children participated in
the intervention report that the students were more
likely to talk to them about financial matters at home
and to participate in organising the household budget,
the researchers also found that the intervention
changed the behaviour of the parents.

The percentage of parents who saved more than

zero increased by 2 per cent, the average percentage
of income saved increased by 1 per cent, and the
likelihood of keeping a budget increased by 2 per

cent.? This effect on behaviour also occurred in reverse:
by getting parents to attend a single financial literacy
workshop, the students increased their savings rate

by 2.5 per cent.? While these effect sizes may seem
relatively small, it is important to note that they are
indirect, secondary effects of a financial intervention.

found that deliverinc
migrants and the family b had
a large and significant effect o , behaviour
and savings. For instance, partiCi were 10 per
cent more likely to have saved in the last six months,

and had almost twice the savings as the control group.
Training family members alone had a smaller effect,

while training the migrant alone had no impact at all.*

The take-home rule for financial interventions is that
designing programs that encourage participants to share
and discuss their behaviour and knowledge with other
members of their social group, or that target information
to multiple sections of a social group, can spread their

Programs that =
encourage participants
to share and discuss

their behaviour and %
knowledge with other —
members of their =
social group... can ®
spread their impact =
beyond their primary =

participants.

10 principles for financial interventionss | 60



- 2y

less pain’

o Who pay“&'
¥ eques,
nd to spend more
\vemore readily.

Invisible visible

Find ways to make money physical, visible and tangible.

One of the biggest changes to the financial environment
in the 21st century is rapidly increasing ‘cashlessness’.
In a cashless society, consumers are not limited to
spending the money that they physically have at any
given time. Instead, they can make payments over the
internet, spend money with the tap of a card or phone,
directly transfer money to one another using apps,
and pay for public transport and tolls automatically
using Near Field Communications (NFC) technology.
Billions in transactions are now processed instantly
and invisibly.

In Australia and North America, more than half of
transactions are conducted without cash. The trend
of increasing cashlessness is so pronounced that
Professor Rabee Tourkey, director of the Australian
National University Research School of Economics,
has claimed that by 2025 Australia will no longer
be printing physical cash.

Making monetary transactions increasingly invisible
has profound implications for people’s financial
behaviour and financial literacy. When physical money
changed hands, people got instant, physical, sensory
feedback about the amount they had gained or parted
with. At the point-of-sale, the pleasure of gaining the
goods or services purchased was coupled with the
pain caused by a tangible loss of money.

Researchers have demonstrated this using fMRI, which
measures changes in blood flow to regions of the brain.
They found that products that people wanted activated
a region of the brain known as the nucleus accumbens

- a region associated with reward and motivation. High

prices activated a region known as the insula - a region
that is associated with the anticipation of physical pain.

The authors found that they could predict whether
or not people would decide to purchase an item based
on how active their nucleus accumbens was when they
saw the product, and how inactive their insula was while
making the decision. In other words, people bought
when the pleasure of getting something outweighed the
pain of payment. The authors of the paper argued that
credit cards, which reduce the salience of payments,
"anaesthetise consumers against the pain of paying.

195

In a cashless transaction, people get the positive
feeling of ‘getting’ something without having to part
with anything. The pain of parting with their money is
delayed until they get a bank statement or check their
account balances. And even then, their loss is reduced
to changing numbers on a screen or piece of paper.

A wealth of research suggests that financial decision
making is changed without this direct feedback.

People who use credit cards, pre-paid cards, gift cards
and debit cards feel less pain than those who pay with
cash or cheques, and tend to spend more money more
readily. This phenomenon was first observed in 1986
by Richard Feinberg, an associate professor at Purdue
University. Feinberg found that people using a credit
card were willing to spend 50-200 per cent more for
items than people using cash. Perhaps even more
startling, Feinberg also found that simply seeing credit
card logos increased the amount people say they would
spend for an item, and also caused people to make
faster decisions about spending.*

10 principles for financial interventions | 62

1O

20

€0

0

<0

L0

80

60

OT



While the majority of similar experiments are conducted
on credit card payments - which are confounded by the
fact that the transaction isn't cashless, but also involve
spending ‘credit’ rather than money the participants
actually have - these data have also been replicated with
a number of other cashless transactions. For instance,

in 2014, researchers at the Copenhagen Business School
found that using debit cards also increases the amount
that people are willing to spend on items.”

There is also evidence that cashless transactions
change the types of purchase decisions that people
make. A 2011 study found that people who paid for
groceries with credit and debit cards bought more
impulsive and unhealthy foods - what the authors
called 'vice products' - than people who paid with cash.”
The researchers found that one of the drivers of this
behaviour was that pain of payment, which can curb
impulsive spending, is significantly less with cashless
transactions. So cashless transactions don't just cause
people to spend more, they also cause them to make
more impulsive purchases and ultimately different
purchasing decisions.

There is also research that in a cashless society, children
learn about money differently. Many parents teach their
children financial skills when ‘teachable moments' arise
in their day-to-day lives, rather than in a planned way.
As money becomes invisible, the number and frequency
of events that trigger conversations about financial
behaviours is decreasing. Using cash can also be a
powerful way for children to begin to understand the
abstract concept of money. Children can see, feel

and experience the fact that cash has intrinsic value,
can be exchanged for goods and services and can

be earned by working.

As James Bergin, Chief Architect at ASB Bank, put

itin a 2014 TedX talk, “cash forms a tangible bridge

to an intangible concept - money.” The move to cashless
transactions can therefore hinder the development

of children’s understanding of money.

In the UK, 34 per cent of parents pay their child's pocket
money into a digital bank account, so children don't see
money changing hands.” The 2014 US Parents, Kids
and Money Survey found that 73 per cent of parents
agree that because digital transaction are so common,
children think of currency differently to how they did
when growing up.'® In Australia, one in three parents
believe that digital transactions make it harder for their
children to understand the value of money, and the same
number believe that children don't know how digital
purchases are paid.*”

Incredibly, paying
with credit cards
may be making

s less healthy.
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Case study
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Invisible money
visible for children .
N
To help children learn about money in a cashless society, ASB has developed
a ‘cashless moneybox' called Clever Kash that makes invisible cashless 8

transactions visible to children. Clever Kash is a cute yellow elephant that
is electronically linked to children’s savings accounts and paired with ASB's
mobile banking app.

This digital moneybox is designed to let children easily see money move

and accumulate. When children shake him - just like they would a traditional
piggy bank - the elephant’s belly displays the amount that they have in their
savings account, and how close they are to their savings goals. When money

is transferred into their account, children can experience this deposit by swiping
virtual coins and notes from the app towards Clever Kash, and watching the
amount on his belly go up in real-time.

For instance, if a child receives $2 in pocket money, they can swipe two one- 3

dollar coins from the app into Clever Kash, and watch their balance increase by

a dollar each time. Describing the rationale behind Clever Kash, James Bergin

commented, “it's harder to teach their children about money if they can’t touch I

it and feel it and see it. Anything we could do to make that a richer, more tangible

experience would be beneficial.” ®)
(00)
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O
—
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It real

Help people learn by modelling real life behaviours using real life scenarios.

Good financial capability interventions minimise
the barrier between learning skills in a classroom
and applying those skills to everyday life.

Experiential or hands-on learning situations where
participants model real financial decisions allow people
to practice and receive feedback on the exact behaviours
they will need to make good decisions in the real world.
Conversely, more traditional concept-based interventions
require participants to go through the often cognitively
demanding task of taking an abstract concept (like
compound interest or diversification) and independently
attempting to apply it later on when faced with decisions
in the real world.

A financial skills assessment conducted by Citigroup
found that while Australian students aged 10 to 12
understood financial concepts like saving and reducing
spending, they struggled with translating mathematical
concepts into financial domains, such as the ability to
calculate change or mobile phone charges.'* Similarly,
researchers found that when faced with ‘real world’
financial situations, students find it difficult to use
mathematics to solve the problem, to combine their
social and mathematical understandings of the world,
or even to understand that the financial problem they
were asked to solve was a mathematical one.*”

On the other hand, the PISA 2015 assessment
of financial literacy, which was administered over
15 countries, found that on average, students in
the Organisation for Economic Co-operation and
Development (OECD) countries who hold a bank
account score on average 23 points higher than
students who do not, after accounting for
socioeconomic status.’

It should be unsurprising then that one common
consistent predictor of the success of financial
education programs is their applicability

to the real world.

Analysis of the JumpStart financial literacy surveys,
which have been conducted since 1997, found that
high school students who have participated in a
financial education intervention are in general no
more financially literate or financially capable than
students who have not, even when those interventions
are given over the course of an entire semester.****
However, students who have played a stock market
game score significantly and consistently higher

in financial literacy tests.'**'*

Indeed, because solving real world problems is one

of the most effective ways to develop financial skills,
one of the biggest sources of financial capability is
personal experience. One study found that in the first
three years of having a credit card, the fees paid by
account holders drop by 75 per cent due to negative
feedback in' the form of fees and charges. Being charged
a fee in one month reduces the likelihood that a user
will incur a fee the next month by 40 per cent. Users
learn by experience how to avoid fees in the future.'®

onsumers found

Ost important way
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One of the:most
consistent predictors
of success/of financial
educationprograms
Is their applicability
to the real world.
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Case studies

Banger:

A simulated economy

Banger is a New Zealand-based start-up designed to
teach students financial skills in an interactive and
experiential way. Banger is an online platform that
introduces a ‘virtual currency’ and online bank to the
classroom, and it realistically simulates a number of
financial concepts. Students earn money by completing
tasks around the classroom, can go in and out of debt,
earn interest on their money if it is left in a savings
account, pay tax on their income, buy virtual goods
and much more. This allows them to not only learn

Thrive ‘'n’ Shine:

about money management concepts,

but to experience the way those concepts work

in real life, experiment with strategies to earn more
money, and receive real-time feedback about the
consequences of their financial decisions.

Teachers who use Banger report children learning
unexpected lessons as well, such as noticing the
inflation that occurs as more and more currency
is earned throughout the school term.

Gamified financial education

Created by Mindblown Labs, Thrive 'n’ Shine is

an experiential financial education game for teens and
young adults. Players design a customised avatar and
navigate their way through a simulated game world
making financial decisions. Among other things, students
earn money, pay taxes, budget, use financial services
like credit and debit cards, take out loans and get credit
scores. Students also have to make their avatars happy

- their avatars need to eat, sleep and socialise, each

of which has a financial price. Thrive ‘n’ Shine applies
principles of gamification to keep users engaged and
learning. As players level up in the app they unlock
guests that introduce them to financial concepts, and
which gradually increase the complexity of the game.
They also unlock new things to buy. Some products

help them save time or meet their avatar's needs, while
others are simply in-game collectibles - temptation items
that have no utility besides being ‘wanted’. Students
have to balance their spending and make other financial
decisions in this increasingly complex environment.

Thrive ‘'n" Shine doesn't just make learning fun,

it embeds financial education in every facet of game
play, rewards players with progress and bonuses for
making good decisions, and provides rapid feedback
about the consequences of bad ones. As Jason
Young, co-founder of the game, put it, “The beauty

of [financial education] games is you have accelerated
time. So you get to, first of all, see the consequence
of your actions. Instead of having to wait, say,

30 years you get to see it in a few hours."”
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with product

Compliment financial education with direction to products that help people follow through.

There is a reason why financial inclusion is front and
centre in most public policy agendas aimed at improving
financial outcomes.* It is because without access to

the right products, exhibiting the right behaviour is
virtually impossible. There is often a large gap between
knowing and doing. Good financial education programs
make people aware of their financial shortcomings and
inspire them to change their financial situation. But
there is ample evidence that sustained behaviour change
often requires structures, products and environments
thatprovide ongoing support to facilitate good decisions.
Put simply, no matter how much knowledge you have,
you can't make good choices without the right tools.

This is borne out by a multitude of research that
highlights how often behaviour is driven by our
environments, not by rational decision-making
processes. Social psychologists have shown that
context can have a profound effect on an individual's
behaviour, while behavioural psychologists have
suggested that up to 40 per cent of the actions
performed each day are automatic, cue-driven
habits, rather than conscious decisions.'”

We've explained that financial interventions must be
simple, timely, engaging and practical. It follows that
interventions that direct people to useful products
that support good decisions, that can be accessed
immediately, and that are easy to use can drive
powerful behavioural change and positive financial
outcomes. Such interventions don't just give people
the desire to act, they give them the opportunity

to act as well.

For instance, a review of the effects of an eight-hour
financial literacy course conducted by the US military
found that the intervention had limited effects on most
financial outcomes studied: credit card balances, auto
loan balances, unpaid debts and adverse legal actions
(foreclosures, liens, judgments and repossessions).
However, the course roughly doubled participation

in and contributions to the Federal Thrift Savings Plan -
a retirement plan similar to a 401(k) that is offered

to army personnel. This effect persisted for at least
two years.” Importantly, soldiers who sat through the
course had a product immediately available to them
that allowed them to take advantage of the knowledge
they had gained.

The effect of coupling a financial intervention with

a financial product designed to support good behaviour
was recently investigated by researchers who conducted
a large-scale financial intervention in the Philippines,
Bolivia and Peru. The study, which investigated the
behaviour of over 13,500 account holders, coupled

a simple intervention that regularly reminded people
via- SMS to save with a bank account that rewarded
them for saving.

In each of the countries the intervention
was slightly different, but in all instances
researchers worked with banks to develop
an account that incentivised saving

by offering higher interest and other
benefits if customers made minimum
monthly deposits into the account.

The researchers found that the monthly
SMS reminder to make deposits was

most effective when they mentioned both
people’s savings goals and the bonus
interest that they would earn from the
specially designed savings accounts.
People who received this double reminder
saved 10-11 per cent more than those

in the control group, as well as those who
were reminded only of their savings goal
or the increased interest."’

Coupling the intervention with specific
and clear benefits provided by a financial
product (and mentioning those benefits
during the intervention) was more
effective than an intervention that

only reminded people of the benefits

of saving.

No matter how
much knowledge
you have, you
can't make good
choices without
the right tools.
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Use access
for impact

Certain types of institutions are better positioned than
others to access people with financial interventions.
For example, banks and other providers of financial
services are uniquely positioned to deliver products
that support good financial behaviour.

Banks have frequent and regular access to their
customers, for instance, in the form of bank statements,
in-branch interactions and banking apps. This access
provides multiple opportunities for banks to integrate
financial education with their products. There is evidence
that these types of financial education programs might
be particularly useful at changing behaviour, with

some researchers arguing that, similar to advertising,
financial education might be cumulative. That is, multiple
interventions over time could be the most effective

at changing behaviour.* This is particularly important
because research suggests that most people won't
voluntarily attend financial education workshops and
interventions. Banks have an audience that they are
already talking to.

Banks also have access to real-time data about their
customers’ spending and savings habits allowing them
to tailor advice and feedback to their individual needs.
Kiviat and Morduch, researchers at the Financial Access
Initiative at New York University's Robert F. Wagner
Graduate School of Public Service, have argued that

a key factor in people's ability to take action to improve
their financial situation is selfawareness, including the
ability to understand one's own financial behaviour."

This might include knowing how much you spend and
where, or to predict what your future expenses might be.

Researchers in the US have found that when seniors
using Medicare Part D were sent information about
plan prices based on their own medical history
(specifically, their prior use of prescription drugs),
the rate of plan switching increased by 20 per cent,
and that after switching the amount the seniors spent
went down by at least 14 per cent.™™

A number of financial institutions are already building
products that help customers make good financial
decisions. For example, Visa has developed Simple,

a Visa debit card linked to a phone app and website
that provides real-time information for users to help
them make spending and saving decisions. The app
gives users a regularly updated ‘Safe-to-Spend’
amount, which is calculated by deducting upcoming
expenses to reflect how much actual spending money
is in their account at any one time. According to the
Simple website, the average Simple customer saves
10 per cent of their yearly income, while the average
person under 35 spends more than they earn, saving
-2 per cent of their annual income.
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Intervention is that
‘we cannot teach
everything.

soft skills

Teach people to ask for help, resolve issues, and have conversations about money.

One of the ‘hard truths' of any financial intervention

is that we cannot teach everything. The financial
environment of the 21st century is one characterised
by increasing complexity. In 2006, the US National
Strategy for Financial Literacy described the financial
marketplace as “constantly changing, with new
products, services, and providers emerging to meet
consumer demand... the range of topics and issues that
consumers must evaluate is vast and ever-growing.”

There is increasing choice among financial products,
so that consumers have to comprehend, analyse
and compare a snowballing number of options when
making decisions. In almost every state of the US,
seniors are offered over fifty Medicare drug plans,
some so complex that they require over thirty pages
to explain annual changes in costs and benefits.

A 2008 survey of Australian consumers found that

of the respondents, 42 per cent experienced too
much choice when making a financial decision,

46 per cent believed that financial investments

were too complicated to understand, and 44 per cent
believed that superannuation was too complicated

to understand.** Further, financial understanding
needs to be constantly updated; financial laws change
regularly, as do features of financial products.

There is also evidence that giving the average consumer
an understanding of financial jargon and concepts is not
enough to help them comprehend the complex financial
documents they will encounter across their lifetime.

For instance, while more than half of US adults cannot
read beyond an eighth-grade level, a 1982 study

of life insurance policies found that their readability

sat somewhere between The Wall Street Journal

and Einstein's Meaning of Relativity. Another found

that credit card holder agreements were written

at a fifteenth-grade level.'

Expecting a consumer to acquire all of the knowledge,
insight and comprehension required to manage and
maintain their financial decisions is like expecting a
patient to perform surgery on themselves - unrealistic
and rife with the possibility for harm. In a field as
complex as healthcare we might expect individuals

to be able to treat a simple cold or to understand
simple tips to avoid getting sick (for example, wash your
hands reqularly, eat healthy food), but for the majority
of issues we give just one piece of advice - see a doctor.
Financial interventions should be no different.
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While we can give consumers rules-of-thumb and

simple behavioural skills to deal with everyday minor
decisions (practise comparative shopping, avoid high
levels of consumer debt), sometimes the most financially
literate behaviour is to seek financial advice from
gualified experts.

Being able to get good, unbiased financial help requires
a number of soft skills - the confidence and capability
to ask questions, to critically evaluate the quality of
advice given, to ask for clarification if advice isn't clear
or understood, and to raise concerns. As described in
one report, “knowing what to ask and how to get more
information is a major, almost invisible prerequisite

for making and executing good financial decisions.”"**
Yet there is evidence that many consumers do not
possess these skills. An OECD study of financial
literacy found that in general, individuals accept
financial advice without question.*

A study by The Centre for the Study of Financial
Innovation found that when over-indebted borrowers
were asked what would have made a difference

for them, they overwhelmingly requested a credit
helpdesk that would have allowed them to understand
the repayments they were committing to in the

context of their budgets."* The same study made the
provision of independent financial help the number

one recommendation for lenders to combat over-
indebtedness. A 2005 study of Australian consumers
found that 60 per cent did not recognise that an adviser
who works only for fees is more likely to give impartial
financial advice than one that works for commissions.*?

Equipping consumers with soft skills is also important

in helping them deal appropriately with financial
institutions. Financially capable individuals may need

to talk to financial service providers to deal with
mistakes, to raise complaints, to assert their rights,

to negotiate products and to solve financial problems.
For instance, one of the most helpful actions that over-
indebted consumers can take is to contact creditors,
explain their situation and negotiate a repayment plan.
This requires both confidence and communication skills.

Expecting a consumer
to acquire all of the
knowledge, insight and
comprehension required
to manage and maintain
their financial decisions
IS like expecting

a patient to perform
surgery on themselves.

Case study

The iff School projects:
Learning inside a bank

The Institute for Financial Services (Institut Fir
Finanzdienstleistungen or ‘iff") is a German
not-forprofit association that runs research in the
field of sustainable financial services and advice.

One of its initiatives is the SchiilerBanking project,

a financial education program designed to develop

the skills of students to confidently and competently
navigate interactions with financial service providers.

A core pedagogical principle of the SchilerBanking
project is the notion that students should learn from
bankers, in banks. Students are given a scenario designed
to be relevant to their everyday lives and needs (such

as needing to plan for an extended trip to another
country), and then they visit a bank and speak to

a banker to determine how to solve the problem.

One of the design principles of the program is that the
pupils must ask questions, while the bankers can only
answer them. As such, students must learn to ask good
questions, to critically analyse the answers and to actively
consider their own needs and interests and work to find
products that meet them.

The program is designed to build three types of
competence: financial competence - students learn
about concepts such as interest and risk management
as well as specific financial products and how to choose
between them; human competence - students learn to
identify and practice working to meet their individual
needs and interests; and social competence - students
practice asking questions, describing their needs and
participating in the advice sessions to ensure that they
are best able to solve the given case study.

Importantly, by holding sessions inside of a bank,
students practise these skills in a setting they will likely
encounter later in life. Not only does this increase the
likelihood that the skills they practice will be transferable
(this is a great example of 'keep it real"), it also helps to
demystify the often imposing world of financial services
and builds the expectation that consumers can engage
proactively with banks and other service providers

as equals advocating to have their needs met.

Analysis of the SchiilerBanking project has found
that conducting education programs inside banks
has a number of benefits for the bank as well.

As discussed in a report on the program, bank
personnel who participate in the program learn

a number of lessons through their interactions with
the students. Firstly, they learn to listen and respond
to the students rather than simply suggesting

‘'off the shelf’ products for them. Secondly, they
develop an understanding of the interests and
needs of students and young customers. Thirdly,
the bankers learn to communicate with the students
using language that the students will understand.”
These skills are developed not just during the visit.
As part of the program, students reflect on the
financial advice session in class afterwards. While
this serves as an additional learning opportunity
for the students as they discuss strategies to get
good financial advice and reflect on the advice they
received, this follow-up also generates feedback

for the bankers. Bankers quickly learn, for instance,
whether or not they have communicated in a way
that the students understood."”

10 principles for financial interventions




the people

Design with activation in mind.

The previous nine principles combined lay the foundation for great
programs, products and platforms that have an impact on the people
they touch. But it doesn't matter how well you build a program

if no one uses it.

No matter how good an intervention, you can’t change the behaviour
of someone who is not ‘in the room’ - and when it comes to financial
education, it's hard to get people in the room.

In a 2014 study, researchers tried to determine the most effective
methods to get people to attend a free, four-hour financial literacy
program conducted in Mexico City.

The only thing that boosted attendance rates among people

who expressed interest in the program was offering them money.
Offering participants $36 or $72 boosted attendance rates,

but only from 17.8 per cent to 27 per cent and 33 per cent
respectively. That is, while participation was nearly doubled by

the higher incentive, still less than one in three people who were
already interested in the course would go, even if you paid them to.

40,00‘6’]etters were sent
to clients inviting them
to attend the workshop,
and only 42 expressed
interest in attending.
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BaSically no One Wakes This challenge of adoption and activation is even more evident

in the crowded world of digital delivery. In 2003, Target offered

2 s 2 s 6,400 customers identified as being on the verge of credit card

up ln the mornlng thlnk]-ng delinguency an online course in credit management. This group
should have been highly motivated to change their financial

vk ‘Gee, tOday I I'eally need a behaviour, but only 684 people agreed to receive an email

about the course, and only 28 logged onto the education site.

4 ﬁnancial literacy program,. That's an uptake of less than 0.5 per cent.

The authors of the study in Mexico above suggested that part of
Peter Sheahan the reason for the lack of attendance is that the course didn't have

any effects on long-term financial outcomes. In other words, the

choice to not attend might have been a rational one - participants
('™ would have to give up four hours of their time (plus mental energy
\ and attention) to achieve nothing (or at most, $72).

\ \ ' This is the pre-eminent challenge of creating effective financial

— capability programs: build it, and they may not come.

We need to take our programs and interventions to the people
\ and find ways to drive personal engagement and relevance.

It is unlikely that people will come to our offers of their own

volition, particularly if they are dull, irrelevant or inconvenient.

This is the pre-eminent
challenge of creating
5 4 | effective financial
L | capability programs:
_ build it, and they
P may not come.
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The case for face
- harnessing captive audiences

One strategy beginning to show promise in driving
adoption is using face-to-face programs to target
‘captive audiences' - that is, groups who are opted-in
to a program, rather than actively choosing to attend.

Schools, for example, represent an attractive location
for programs because access to large numbers of
students can be granted by a relatively small group
of gatekeepers - principals and teachers. Programs
can be delivered to large numbers, and content can
be targeted to the most relevant needs of the group.

Here in Australia, Commonwealth Bank's Start Smart
program uses this approach (combined with a system
of providing curriculum-aligned workshops, delivered
free of charge by trained facilitators) and engages
over 500,000 students a year. Importantly, a survey
of over 4,500 teachers found that roughly two-thirds
would not commit to teaching financial education
independently of the program.

Based on the same logic, there is a proliferation of
programs in other areas where audiences are captive,
such as army bases (enlisted people), sports clubs
(athletes), immigration centres (new arrivals) and prisons.

When delivered well, some of these programs not
only show how face-to-face models targeting captive
audiences drive adoption, but also demonstrate some
interesting secondary effects.

For instance, researchers at the New Zealand Council
of Education Research investigated the effects of

a largescale financial education program aimed at
primary school students, where trained facilitators
entered classrooms and ran interactive, applied-
theatre based financial capability workshops

for students.

Researchers found that, in addition to the direct
effects on students, workshops also inspired
teachers to extend the workshop content with
their classes. 90 per cent of teachers whose class
had participated in workshops agreed or strongly
agreed that they were more motivated to teach
financial literacy as a result of the workshop;

79 per cent of teachers reported being more
confident teaching financial literacy as a result

of the workshop. Analysis of why the program was
increasing teachers’' confidence revealed that the
workshops served as models of financial education
‘done well’, giving them ideas on how to make
financial content fun, engaging and simple."*

Insights to the workshop:

/"

90%

Teachers were more
motivated to teach
financial literacy as a
result of the workshop.

Teachers reported being
more confident teaching
financial literacy as a
result of the workshop.

8%
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Case study

Better Money Habits:
Doing digital better

While there is relatively little evidence that online-
only financial interventions work, when used well
technology can play an important role in delivering
content to difficult to reach audiences. Although
the rule tends to be that digital resources go under-
accessed, there are exceptions that suggest good
execution of digital content strategies can drive
people to access resources.

As an example, Bank of America runs a free,

open access online financial education program
called Better Money Habits, in partnership with

the Khan Academy. The site provides entertaining,
easy to understand videos and infographics that are
designed for people at multiple life stages including
college students, families, low-income individuals
and retirees. It covers topics such as getting out

of debt, buying a car and paying taxes.

The bank has worked hard to ensure content

is relevant to individuals. For instance, in 2015

the bank partnered with several not-for-profit
partners in order to understand the needs of families
and individuals that struggle to make ends meet

to develop an online learning module called Paycheck-
to-paycheck that specifically addresses their needs.

The bank also placed tablets in over 2000 financial
centres, so that customers can be walked through the
information by bank staff in real-time. For instance,
if a customer has applied for a credit card but has

a poor credit history, bank staff can show them
information on how to improve their credit score.

Better Money Habits has overcome the access issues
that many financial interventions face; between its
launch in 2013 and December 2015, 11 million
people visited the site and content had been viewed
92 million times. In 2015 alone the site received 3.1
million on-site video views, five million unigue visits,
5.7 million on-site content views and 68.1 million
total content views. When surveyed, eight out of

ten customers using Better Money Habits felt more
confident about achieving their financial goals.

The design principles that seem to have underpinned
the success of Better Money Habits are as simple

as keeping their content very short, engaging and
relevant. But more importantly, their content has
been supported by an activation strategy that sees
humans point other humans towards the content
when it's most relevant to them, and the creation

of multiple access points (both online and in-branch,
for instance) that make access easier.
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Interventions are not created equal. In recent years,
many studies have called into question the effectiveness
of financial education programs at changing participants’
financial outcomes.” " Indeed, recent research indicates
that the traditional assumptions underpinning (implicitly
or explicitly) most financial education programs are
flawed. In particular, increasing financial literacy alone
has only a tiny effect on people’s financial outcomes.

But, as we presented in this paper, many interventions
can and do have profound effects on participants’
behaviours: almost quadrupling savings frequency*
and savings rates;* drastically increasing participation
in retirement savings plans;” increasing the rate of
debt repayment by 15 per cent;* and driving a 300%
increase in financial advice seeking.”

Clearly, there is a significant difference between
programs that work, and those that don't.

Programs that work draw on an understanding of human
decision making, and influence the factors that really
drive changes in behaviour. We believe that embracing

a broader conceptualisation of the drivers of financial
decision making (our DNA of a Financial Decision
model), and building programs and products with the

10 Principles from this paper in mind, is the first step
towards more effective, worthwhile and impactful
financial education.

The 10 principles discussed in this paper represent
insights gathered from a review of financial
interventions, research on human decision making

and cognition, and multiple theories of behaviour
change. As such, they are firmly rooted in empirical
evidence, and we have strong reason to believe that
programs designed with them in mind are likely to drive
increased impact. Testing this hypothesis now represents
a promising and exciting area for future research.

Recent research is beginning to settle on a consensus

in this regard. For instance, one recent literature review
concluded “we have reason to believe that interventions
that teach heuristics, with a learning-by-doing approach,
reinforced just-in-time before a change in circumstance
are likely to have a beneficial impact on participants’
financial outcomes. To find out for sure, we call for
targeted further research to be carried out."”

This paper was inspired by our experiences over the

last 13 years delivering some of the world's largest
financial education programs. Our intention was to make
a contribution back to the space that we feel so strongly
and passionately about. Our hope is that the actors

in this space will be able to use the 10 principles

to refine and enhance their programs.
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