FRM 1-2

9/2003
Abstract

Patterns of Financial Behaviors
Prepared by:
Joyce E. Jones



Personal Finance Specialist




Oklahoma Cooperative Extension Service




104 HES, FCS, Oklahoma State University




Stillwater, OK 74078




(405) 744-6282    joyceje@okstate.edu
Adapted/excerpted from:  Jeanne M. Hogarth, Sondra G. Beverly, and Marianne Hilgert (March 27-28, 2003).    2003 Federal Reserve System Community Affairs Research Conference. “Patterns of Financial Behaviors: Implications for Community Educators and Policy Makers.” Retrieved August 14, 2003 from: http://www.federalreserve.gov//communityaffairs/national/CA_Conf_SusCommDev/pdf/hogarthjeanne.pdf
IMPLICATIONS FOR COOPERATIVE EXTENSION.  As extension professionals, we need to acknowledge that our audiences are diverse – in their level of knowledge, skill, motivation, and behavior. As noted by the authors, a “one-size-fits-all” curriculum and a “one delivery technique fits all” approach are less effective in meeting the financial education needs of audiences. We need to pay more attention to matching curriculum – both content and delivery – to different audiences.
Overview
Using data from the monthly Surveys of Consumers, the authors looked at patterns of financial behaviors of households (such as cash flow management, saving, and investing). They also looked at various characteristics and learning preferences of households with these patterns. 
A wide range in diversity of financial behaviors was found among U.S. households. The only variables that consistently influenced having a high index on each of the cash flow, saving, and investment models were financial knowledge and financial learning experiences. In other words, those who knew more and those who learned from family, friends, and personal experiences had higher indices. 
The authors believe that one way to increase knowledge is through additional education, although they admit that education is only one way of influencing behavior. They further conclude that a “one size fits all” or “one delivery technique fits all” approach to financial education is less effective than a more targeted approach.
Methodology
Additional questions on financial behaviors were commissioned by the Federal Reserve Board and added to the monthly Surveys of Consumers, which are conducted by the Survey Research Center at the University of Michigan. 
The additional questions were divided into 5 parts:  

· A 28-question (true/false/uncertain) knowledge “quiz;” 

· An assessment of experiences with 13 financial products and services (e.g., checking accounts, credit cards, mortgages);

· An assessment of 18 financial behaviors (e.g., pay all bills on time, have an emergency account, calculated net worth in past 2 years);

· Information on how respondents learned about financial management; and

· Information on how respondents would prefer to learn about financial management.

Each monthly telephone survey of 500 households already included a set of questions on consumer attitudes and expectations, as well as socioeconomic and demographic questions.  The survey (with the added financial behaviors questions) was conducted in November and December of 2001, with information gathered from 1004 respondents.
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Data analyses included descriptive statistics, as well as three ordered logit regressions to examine the correlates of high, medium, and low indices of cash flow behavior, saving behavior, and investment behavior.

Some Results

The only variables that were consistently linked to high indices on each of the cash flow, saving, and investment models (i.e., had or did 70% or more of the financial behaviors in that model) were financial knowledge and financial learning experiences.  The relationship between financial behaviors and financial knowledge is consistent with previous studies. The relationship between financial behaviors and financial learning experiences was only true for learning “a lot” or “a fair amount” through personal experience or family and friends. 
The authors also looked at the relationship between each of the financial behaviors. They identified seven groups (combinations of high, medium, and low indices on each of the three financial behaviors), based on the type of financial education that appeared to be needed. The largest percentage of respondents (34%) were doing well with cash flow (high index), but needed some help with saving and investing (medium or low indices). 

An inverse relationship was found between motivation and amount of financial education needed. For example, those who were classified as “Need it All” or “Need All the Basics” were less likely to set goals for their financial future (16% and 24%, respectively). Sixty-two percent of those classified as “Superstars” (with high indices on all three behaviors) set goals for their financial future. The “Superstars” also were four times more likely than those who “Need it All” to read about money management.

As might be expected, those who had a greater need for financial education scored lower on the financial knowledge quiz than those who needed less, if any, financial education. 

The most important source of information for all groups was personal financial experiences; the second-most cited source was friends and family. 
Respondents expressed different preferences for learning. In general, they preferred to learn through media sources, information videos, and brochures. Formal courses or information seminars were not as popular. However, preferences varied by group.

Conclusions
This research – like other research studies – indicated that many households do not follow recommended financial practices. The study also linked increases in knowledge and experience with improvements in financial behaviors. 

The authors believe that one way to increase knowledge is through additional education, although they admit that education is only one way of influencing behavior. They also emphasize that simply providing information is different from providing education. Education implies a change in behavior and may require a combination of information, skill-building, and motivation. 
The authors conclude that a “one size fits all” or “one delivery technique fits all” approach to financial education is less effective than a more targeted approach. 
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