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BUILDING THE FINANCIAL CAPABILITY OF
NORTH CAROLINA’S CHILDREN AND FAMILIES

Understanding basic economic concepts has become an essential part of living and
working in modern American society. Indeed, a stable and competitive North Carolina
economy requires its workforce and consumers to be financially savvy.

In North Carolina today, students do not have access to the financial information or
institutions that prepare them for decisions they must make as adults. There are only
five days of financial education mandated in Civics & Economics, a course offered
after gth grade. Not surprisingly, North Carolina students consistently score below the
national average in their grasp of basic financial concepts. Meanwhile, households are
disconnected from mainstream financial institutions and therefore have limited
access to financial products that are regulated, insured and conducive to saving.

Recent news on the economic downturn would seem to suggest that the lack of
consumer sophistication in financial matters is to blame for the housing bubble,
subprime mortgage products, and stock market crash. A closer look and a clear
understanding of markets reveals, in fact, a dangerous combination of factors
including the availability and use of information, institutional and individual behavior
and the broader economic and policy context. Any approach to preparing young
people for this environment and supporting adults must therefore proceed not with
information alone but with a combination of information, experience and protection.
Such an approach, founded in increasing capabilities, can forge understandings of the
connections and relationships among individuals, money, work, investments, credit,
banking and markets, and facilitate greater economic stability.

For North Carolina to ensure its economic stability and continued growth, every child
must be trained through a combination of classroom lessons and real-world
experiences to understand finances. Children will not only benefit from acquiring the
life skills to make sound financial decisions but will also be encouraged to engage in
entrepreneurial thinking and make stronger connections to the broader economy.
Similarly, adults and communities statewide must have access to impartial financial
advice and safe, affordable products that can facilitate sound financial decisions.

PorLicy RECOMMENDATIONS

* Establish a Financial Literacy Council to coordinate existing efforts and make
financial institutions and information accessible to facilitate sound decision-
making and greater opportunities to save for children and adults.

* Integrate financial education in public schools, K-12, to start money management
lessons early and repeat them throughout primary and secondary education.

* Ensure adults have access to sound financial advice.

* Connect more households to the financial mainstream to ensure that every child
has the experience of going to a bank or credit union and families have low-cost
options to manage their money.
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FINANCIAL
CAPABILITY

FINANCIAL
KNOWLEDGE
AND BEHAVIORS

inancial education is training on financial matters that can provide people

with knowledge to make informed decisions and develop skills. There are

numerous models for delivering financial education, through one-on-one

financial planning sessions, community workshops and school-based lessons.
Effective financial education is essential to ensuring that households have the tools to
make sound financial decisions and achieve improved financial outcomes. A growing
body of work suggests that taking a capabilities approach to personal finance can be
most effective in reaching these desired goals of behavior change and improved
outcomes. This approach to personal finance, based on the work of Amartya Sen and
Martha Nussbaum, recognizes that the external environment impacts decision-making
and that people must have not just knowledge and competency but also the ability and
opportunity to act on them.! In the context of personal finance, people need access to
financial products and protections that can facilitate the application of financial
knowledge and can result in financial well-being.

ESSENTIAL COMPONENTS OF FINANCIAL CAPABILITY

Financial
Literacy .
Regulation of
Financial
Services

N

Taking the goal beyond the acquisition of knowledge to building financial capability is
additionally supported by the best available research on the effectiveness of financial
education programming. Young people require a basic level of knowledge and exposure
to the institutions and products offered to become effective managers of money in an
increasingly complex financial marketplace. A 2005 study found that performance on a
personal financial skills assessment was improved for young people who had a part-
time job, had a savings account, or had a relatively higher family income.2 Another
study of workers’ participation in retirement savings plans found that those who
participated in a workplace financial education session were 20 percent more likely to
save in the offered retirement plan.3 Finally, an evaluation of matched savings
programs or individual development accounts demonstrated that with each additional
hour of financial education (up to 12 hours), the rates of savings increased.4 The
combination of financial education and the opportunity to apply it can lead to better
financial outcomes and will be increasingly necessary as more and more responsibility
for financial decisions is left up to the individual.

The Relationship between Financial Knowledge and Behaviors

There is a growing body of evidence showing a connection between individuals’ level of
financial knowledge and their financial practices. For example, those who score higher
on financial literacy tests are more likely to follow recommended financial practices
such as budgeting and asset accumulation.5 Those with more financial knowledge are
also more likely to plan for retirement and invest more efficiently.® Despite these
findings, the causal link between knowledge and behavior may be confounded by
experiences generated from higher family income, prior savings or connections to
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financial institutions. That is, having the experience of managing money and using
financial products could inform consumers about financial matters.

There is also a well-documented gap between financial knowledge and behavior.”
Despite knowing the best financial decision, many individuals fail to make that choice
and tend to act “predictably irrational.” For example, of those who attended a seminar
about their company’s retirement plan and the benefits of saving for retirement, 100
percent of the participants said in an exit interview they intended to join the plan, but
only 14 percent actually signed up.8

The field of behavioral economics — the study of human decision-making in a complex
world — can provide some insights into the gap between financial knowledge and
behavior. A few of behavioral economics’ essential findings are based on an analysis of
how people decide to save, take on debt and what information they use, and thus can
provide important insights to a pursuit of improved financial outcomes for all.9

First, people tend to use rules of thumb when making financial decisions, and these
ideas are not always based on sound financial analysis.’° One such rule of thumb is
using an “anchor” or a known number of value when deciding what to do. Thus, in
retirement plans, many workers select a contribution rate that will result in a full
company match. People also depend upon experiences or relevant examples to assess
the likelihood of risk. In low-income communities where many households are
unbanked, people may not adequately assess the risk of financial products due to the
lack of available reference points in the community.

Behavioral economics also shows that people pursue financial advice and support
when information is needed immediately. However, people have difficulty seeking
advice or taking action when a long-term decision is necessary. For example, it is
largely recognized that households across the income spectrum are not saving enough
for retirement.!* A program called Save More Tomorrow was designed to encourage
participants in a company’s retirement plan to pledge to increase their contribution
rate based on future pay raises. Nearly 78 percent of the targeted employees joined the
program to increase their contribution rate, resulting in an increase in their savings
from 4 to 9 percent.’2 By making their decision automatic and tied to a future, but more
short-term point in time, workers were more likely to save and saved more.

Finally, people learn from and are influenced by others, especially family and friends,
in the realm of personal finances.3 Nearly half of all respondents to a national survey
report learning about financial matters or receiving financial advice from their family
or friends.* In a study of individual development account participation, researchers
found that savings in these matched savings accounts increased when participants
attended meetings with peers.’s Social bonds are also potential motivations to save.
Individuals are encouraged when savings can be pooled by financial institutions, when
savings are made in the name of children or as gifts or when peer pressure or support,
such as in the America Saves model, are used to reference others’ participation in
savings and motivate households to conform to the group norm.6

Affinity marketing, or appealing to the identity of a person and their associations, is an
effective tool to move more households into the financial mainstream and thus
improve access to financial products.” The Latino Community Credit Union in
Durham is a successful model of providing banking and economic development
services to the Latino community. With more than 50,000 members, the credit union
has expanded to 10 branches in 2009 with $65 million in assets and nearly 10,000
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FINANCIAL financial literacy participants.® One of the keys to its success has been providing an
KNOWLEDGE environment that is open and welcoming to new immigrants as well as informed by the
AND BEHAVIORS founders’ experiences as recent immigrants.

CONTINUED

The implications of these findings for the design of policies and programs that seek to
build financial capability are significant. First, information and disclosure are
necessary but not sufficient to facilitate better decisions and outcomes for
households.? Second, connecting households to others’ experiences can support a
sound decision-making process and provide greater exposure to the information
needed to assess risks and rewards and take action. Finally, there is a significant role
for policymakers to play in ensuring that choices are available and structured so as to
North Carolina’s secure household and community financial stability. The design of government
regulation and private-sector products should align with the best research on how

! people make decisions so improved outcomes and resulting prosperity can be shared
national average on by households, government and the private sector.

financial literacy
assessments.

children score below the

North Carolina Children’s Financial Skills

Nationally, evidence demonstrates that children and youth do not have the most
basic knowledge about financial concepts. The national Jump$tart survey provides

an assessment of high school seniors. In 2008, only one in four high school seniors
passed the test. For those students from higher income families, scores were slightly
higher (52 percent) than for those from families earning less than $20,000 (43
percent). Similar disparities exist across racial and ethnic groups. Caucasian students,
for example, correctly answered 52.5 percent of the questions, while Hispanic students
correctly answered 45 percent, African Americans correctly answered 41.3 percent
and American Indians correctly answered 38 percent.2° Given that low-income
households and households of color are less likely to be banked, their lower scores are
not surprising in light of the connection between knowledge and experience.

HicH SCHOOL STUDENTS WITH NO BANKING RELATIONSHIP SCORE BELOW THOSE
WITH A CHECKING OR SAVINGS ACCOUNT IN ALL MoNEY Torics
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Source: Special data request, April 2009. The Financial Literacy of Young American Adults: Results of the 2008 National Jump$tart Coalition Survey of High School Seniors and College Students,
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The picture for North Carolina is similarly bleak. A 2006 sample of 7t graders in North
Carolina failed an assessment of their basic knowledge of financial topics including
saving, credit and budgeting.2! North Carolina high school students scored below the
national average in assessments of personal financial literacy in 2008. Performance on
the biennial Jump$tart survey by high schoolers in North Carolina has actually
declined over the past two years the survey was administered.

N.C. STUDENTS SCORE BELOW THE NATIONAL AVERAGE ON FINANCIAL LITERACY
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Source: 2008 Survey of Personal Financial Literacy Among High School Students, Jump$tart Coalition for Personal Financial Literacy,
http://www jumpstart.org/.

In addition to knowledge, the exposure of children and youth to real world financial
services and the process of decision-making are important to future financial success.
An estimated three million households are unbanked or underbanked in North
Carolina. One-in-four households does not have a savings account.22 This lack of daily
exposure to financial institutions and products limits young people’s ability to acquire
skills for managing their financial assets in the mainstream as adults and undermines
their financial outcomes. Young people who had an allowance, investment or bank
account as a child saved 36 percent more, 40 percent more and 108 percent more of
their income, respectively, as adults.23

Current Practice

While some schools, banks and other agencies provide financial education services in
North Carolina, they are not coordinated, universally available or identified through
one point of contact. It is therefore very difficult to assess where programs are
available, who they are reaching and how effective they have been at achieving
improved financial outcomes for participants.

Statewide offering of financial education in public schools is not
assessed. According to a recent Elon University poll (released March 23, 2009) the
majority of North Carolinians (91 percent) feel that financial training should be
included in the public education that all North Carolina students receive. North
Carolina’s students are supposed to receive five days of financial education in Civics &
Economics. Teachers from 64 counties have been trained as of spring 2008 to deliver
the financial education curriculum for this course.24 There is no available assessment of
financial education delivery in Civics & Economics nor of student performance over
time in this topic area. In a 2007 survey, nearly 9o percent of teachers in North
Carolina reported that students should be financially literate when they graduate and
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that schools should play a prominent role in promoting financial literacy. That same
survey found that 18 of 26 7th grade teachers devoted a minimal amount of
instruction time (two hours or fewer) to personal financial education.25

Most IN N.C. SurPoRT A FINANCIAL PLANNING COURSE BY MIDDLE SCHOOL
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Many state agencies offer financial education programming, but
greater coordination and public outreach is needed. For young people and
adults, a number of state agencies provide a range of financial education
programming, from investor education to consumer education to training for specific
asset purchases such as homes. These state agencies serve children, college students,
adults, workers and seniors, each with a unique curriculum and delivery mechanism.
For example, the Secretary of State’s office provides information to investors about
sound investment decision-making and potential scams. The office additionally
receives complaints from investors who have been the victims of investor fraud or
other investment scams. Similar work to protect consumers is conducted by the N.C.
Department of Justice, where the focus is on college students and financing higher
education and on seniors and identity theft, predatory mortgage products and home
repair fraud. The N.C. Department of Labor supports the statewide network of
individual development accounts which provide adults with access to a matched
savings account and companion financial education. Additional financial education
efforts are underway in the Office of the State Treasurer, the N.C. Commissioner of
Banks, the Housing Finance Agency, and the Department of Public Instruction, the
Community College System, the North Carolina Cooperative Extension and the State
Education Assistance Authority. There currently exists no agency that can bring
these groups together to share information, coordinate efforts, or provide up-to-date
analysis of outreach of research and innovative practice. Individually, these
institutions will struggle to get to scale, but by combining efforts, there is the
potential to create a system that serves the financial needs of North Carolinians from
birth to retirement.

Private sector institutions invest resources and time in financial
education efforts. Financial institutions and employers across the state have
invested in financial education efforts and deliver financial education to their
employees and communities. The North Carolina Bankers’ Association has members
statewide delivering financial education. Members of the association have
additionally invested in the development of an exhibit at Marbles Museum in Raleigh
that will provide young people with an interactive introduction to financial concepts
and practice in a “real-world” setting. The State Employee’s Credit Union has trained
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teachers statewide and engages young people through its Fat Cat program which
offers a savings product and financial education lessons through newsletters and
take-home workbooks. Finally, employers in North Carolina are increasingly
recognizing the importance of providing financial advice and education in the
workplace as a way to reduce employee stress, absenteeism and increase retention.
SAS, headquartered in Cary, provides its employees with financial planning sessions,
access to a retirement plan and financial advisors.

Nonprofit organizations offer a range of financial education
programming from cradle to retirement. There are a significant number of
nonprofit organizations that offer financial education, but there is no available
information about the scope and location of these services statewide. A brief review of
the N.C. Jump#$tart Coalition membership and other financial education listings
suggests that the majority of programs are delivered on a small scale through
community-based programs like childcare centers, after-school programs, churches
and adult education programs. In some cases, membership organizations such as the
AARP, provide information, advice and training to their communities.

Programs that integrate financial education with access to financial
products and institutions are delivered at limited scale. There are few
programs in North Carolina combining financial education with access to financial
products even though such programs have had a significant impact. The individual
development account program in North Carolina is currently operating in 32 counties
statewide. From 1999 to 2007, the cumulative savings by IDA accountholders in
North Carolina was $1,770,821, which allowed for the purchase of 448 homes, the
start-up of 32 businesses and the investment in education for 31 participants.2¢ The
Housing Finance Agency delivers housing counseling to potential borrowers through
seminars and one-on-one counseling. Borrowers who have completed these
education sessions are then eligible for downpayment assistance and access to other
mortgage-related products. In 2007, nearly $10 million in zero-interest mortgages
and downpayment assistance was received by low-income buyers, and housing
counselors arranged for stays of foreclosure for 150 households.2”

CURRENT
PRACTICE
CONTINUED
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LESSONS FROM
CURRENT
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NORTH CAROLINA
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Financial products oriented for children’s use are also not widely
available. Available financial products are not tailored to the small deposits that
are often made by children and households on a tight budget. Many households
forego setting up savings accounts because the products are not designed to meet
their short-term or perceived needs, or because they are not marketed to the
underbanked segment.28 The most recent data, a 1999 survey by the UNC Center for
Community Capital, demonstrate that just nine North Carolina financial institutions
provide accounts that have monthly fees waived for minors and no minimum deposit
requirement.29

More information about what is currently being done is an essential first step to
assessing where North Carolina can improve the preparation of young people and
support adults in personal financial matters. It is also important to follow the best
available research on what works in the delivery and design of financial education
and connect to existing efforts at the national level.

Once programs have been identified in North Carolina, it is important to assess the
degree to which they have incorporated elements of these promising or best
practices. Ensuring ongoing evaluation of financial education efforts is essential to
providing all North Carolinians with quality financial advice and education services.
The National Endowment for Financial Education has developed an online
evaluation toolkit that could effectively be implemented at scale in North Carolina to
collect information and assess the impact of current programming.38 Such
evaluations and information-gathering can inform the development of a certification
or credentialing process that would allow consumers to be smarter shoppers for
financial services, education and advice.
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FINANCIAL
CAPABILITY CAN
LEAD TO BETTER
FINANCIAL
OUTCOMES

Improving North Carolinians’ financial capabilities can lead to better
Jinancial outcomes for them and their communities. Young people’s
connection to financial products and training in financial matters has been
demonstrated to have social and psychological impacts, for example, on aspirations
and expectations for attending college. There are additional financial outcomes that
have been demonstrated to result from greater financial capability in the general
population. Compared with those who have less financial knowledge, those with
more financial knowledge are also more likely to engage in recommended financial
behaviors — such as paying all bills on time, reconciling the checkbook every month,
and having an emergency fund.39 Five years after high school, students with
mandated financial education in high school had higher self-reported savings rates
and increased their average net worth by roughly one year’s earnings.4°

2005-2006 Session

2007-2008 Session

House Bill 16

Senate Bill 912
Required Public Schools to
Teach Personal Financial
Literacy in High School

House Bill 719

Senate Bill 622

Funds for a pilot program
to implement personal
financial literacy on
consumer education,
personal finance and
personal credit in high
school

Senate Bill 1113
Requires financial literacy
integration in Algebra and
Integrated Mathematics
by school year 2008-2009
and appropriates funds
for personal financial
literacy in the schools

House Bill 1473
Senate Bill 278

Funds for instruction in
personal financial literacy
in high school Civics and
Economics course
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Conclusion. There is a growing recognition among states that economics and
personal financial literacy are essential lessons to be taught in the classroom. Each
state’s approach has varied from requiring courses for graduation to integrating
learning standards in the K-12 classroom. It is clear, however, that there is national
momentum behind teaching economics and personal finance in our nation’s schools.
North Carolina has had important accomplishments in this regard by identifying
objectives in the standard course of study that align with economics, personal finance
K-12 and requiring personal financial literacy in specific courses. There remains
more for North Carolina to do including ensuring personal finance lessons are taught
in all classrooms, providing teachers in all disciplines with the resources to deliver
innovative and evidence-based curricula and requiring personal financial proficiency
by graduation.

Expanding individuals’ financial capabilities will not only improve their future
outcomes, but it will also enhance the outlook for their communities as well. The
recent economic crisis has clearly shown that all parts of our economy are connected.
Ensuring the financial stability of North Carolina requires that all North Carolinians
have the financial capability to make sound financial decisions and achieve improved
financial outcomes, such as earning a higher wage, saving on a regular basis or
investing for the long term. These individual outcomes generate significant returns to
local communities and to the state as a whole.

CONCLUSION

of Education. October 2006. Who Will Own Our Children?: The Report of the Commission on Financial and Investor Literacy.

NATIONALLY, STATES ARE EMBRACING PERSONAL FINANCE TRAINING IN THE CLASSROOM
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STATES WITH K-12 STANDARDS STATES WITH A PERSONAL FINANCE COURSE
IN PERSONAL FINANCE REQUIREMENT FOR GRADUATION
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