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Introduction

The Capital Market Development Taskforce has identified that financial literacy is a
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including the limited extent of direct investment in capital market products, may

suggest that New Zealanders have a limited understanding of these products. The
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literacy. Hence the taskforce is interested in looking at the current state of financial

literacy in New Zealand and the ways that it can be improved.

This report sets the financial literacy initiatives in New Zealand in an international
context and summarises what is known about the effectiveness of financial literacy
programmes. Possible gaps in the range of financial literacy initiatives on offer in
New Zealand are identified in order to consider possible future directions for financial
literacy in New Zealand.

*kkkk

The data presented in this paper has largely been obtained from public sources. The
major exception is that the Retirement Commission provided data on its own
activities, for which thanks are due. Errors are the responsibility of the author.



Executive Summary

Financial literacy can be pictured as a spectrum of skills and abilities that help
individuals make well-informed decisions about managing their money throughout
life (Figure 1). The ultimate aim is better personal financial well-being.

Financial education is any method which delivers objective, generic information or
guidance on money issues. In New Zealand, as in other countries, various types of
financial education are provided by many players in different sectors.

Financial education around the world places heavy emphasis on helping people of low
financial literacy and limited financial means. This means that there is generally more
information on budgeting and managing debt than on investing in stocks or managed
funds. Saving in a private retirement plan (like KiwiSaver) is the entry to capital
markets considered in most financial education programmes. It is generally agreed
that financial literacy has to cover all the money issues that might be met in a lifetime.
Consideration of financial literacy for capital market development therefore has to be
made in a wider context than just the field of investing.

New Zealand compares well to other countries

This paper compares the state of financial literacy in New Zealand with that in
selected other countries: Australia, Canada, Ireland, the UK and US. It finds that New
91 EOEOEz Uwi b O EsOvElpasifiontdintiisitodpOSpecifically:

9 The scale of commitment to financial education in New Zealand compares well
to that in other countries. There is no apparent over-provision, or significant
gaps in types of non-school financial education, although other countries
commit more to financial literacy in schools.
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higher than in any other country, and this success appears to have been
achieved cost-efficiently.
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worse than that of other populations.

On investing in particular, the widely available material in New Zealand appears no
less informative than that available in other countries. There has been low demand for
material about investing, compared to other financial subjects. New Zealanders
appear to understand the basic concepts of risk, return and diversification, and to
appreciate that investing is a way to achieve financial goals. Factors other than
financial literacy may also be important in explaining low participation in capital
markets in New Zealand.



New Zealand is unique in having an independent government-funded agency with its
main objective to promote financial literacy. In some other countries the lead financial
education agency is a small part of an organisation with wider market concerns,
usually protection or regulation. New Zealand also has relatively long practical
experience as the Retirement Commissionz bramded website Sortedis the longest
established and much copied.

The Sortedbrand, the Retirement Commission, and the partnerships with other
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Financial Literacy together provide a springboard for further development of financial

literacy initiatives in New Zealand, if required.

Financial literacy as part of the policy mix

There is a great deal of support for financial literacy initiatives in many countries,
including New Zealand. A policy of improving financial literacy is a natural fit to
other financial initiatives, such as KiwiSaver.

However, there has been little rigorous evaluation of the impact of financial literacy
programmes. Evaluation is inherently difficult. A simple model of financial
education leading to greater financial literacy leading to improved financial well-being
has not been proved. Therefore, three principles are suggested to keep in mind when
considering financial literacy policy and practice:

9 Financial literacy is complicated and multi-faceted. It is likely that different
types of financial education work in different ways for different people to
improve different skills on the financial literacy spectrum.

1 Because the effectiveness of financial education is unlikely to be proven in a
simple causal way, policy makers should be realistic in their expectations about
the benefits of financial education and the impacts of improved financial
literacy.

9 Financial literacy is part of the policy mix, alongside other approaches to
improving personal financial well-being (Figure 2). These other approaches, as
suggested by behavioural economics, include product constructs with defaults
(like KiwiSaver) and simplification of product material.

Framework for future directions in New Zealand

Below, some strategic ways to expand and improve financial education in New
Zealand are considered. These ideas are lines of thought only, suggested by the
review in this paper. Further analysis would be needed to make any
recommendations.



1. Financial literacy in schools could be promoted more strongly as part of the
curriculum, or made mandatory. A process to increase the prominence for
financial literacy in schools is in train as New Zealand moves to a new curriculum.
The Ministry of Education will take leadership for financial education in schools in
July 2009. However, other countries have gone further in making financial
education in schools mandatory, with resources to match.

2. Financial education outside schools could be stepped up in a number of ways if
additional funding were available, using existing infrastructure
2.1. More frequent marketing campaigns to draw people to the Sorted
resources could be made. This would be expected to lead to more New
Zealanders accessing the available education.

2.2. More financial information and education given by telephone or face  -to-
face contactis suggested by overseas initiatives. Dublin has a financial
information centreandthe 4 * wDUwx DOOUDPOT wE wsbratdE WE OE wU x O
web, telephone, and face-to-face service. However, these should be
considered cautiously. Various telephone and face-to-face services already
exist in New Zealand. Trialsof EWEUE OE1 Ews | EeBiccHrNew U x O O1 7z
Zealand were not encouraging.

2.3. The latest insights from behavioural economics and psychology could be
further mined for ways to improve the delivery of financial information
and education. This could include learning lessons from social marketing
theory and public health promotions, and from techniques which
encourage people to understand norms of behaviour. The Retirement
Commission has begun to explore these theories.

3. On investing in particular , two initiatives are suggested:

3.1. A new campaign could be run purely on investing . Given the existing
SortedSecurities Commission material, this could be a relatively low cost
way to stimulate demand for knowledge about investing. Alternatively, or
in addition, more KiwiSaver information campaigns could be run.

3.2. Additional financial informa tion and education could build from
product and adviser disclosure statements for investment products .
Guidance to help consumers understand what disclosure information
means could be made available on existing websites, clearly signposted
from disclosure statements. A consistent, integrated presentation should
help simplify information as a whole for the potential investor. It could
also enable product comparison tables, which are less common in New
Zealand than in other countries.

*kkkk



Figure 1

The financial literacy spectrum
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1. Financial literacy and its importance for capital market

development
Increasing the financial literacy of the population is an important policy objective of
most OECD countries and many developing countries.

Theterms | D OE O E b s WiddyeadddptecEt&iackude a range of activities and
objectives. This chapter first defines the relevant terms. It then sets out the scope of
this paper with regard to what is particularly relevant to capital market development.

s %D OE O E b E GeardmdlihgUgadsl ingnay@ecisions
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decisions regarding the use and management of money throughout
the life course.?

The term dinancial literacyz is used with similar meaning in Australia, Canada, the
US, the EU, the OECD and most of its constituent countriess.

s WbOEOEPEOQuwI EUEEUDPOOzZ wUI I 1 U0wUOwWUx1 EPI PEwi OUOE
voluntary sectors, by which:

o financial consumers/investors improve their understanding of

financial products and concepts and, through information, instruction

and/or objective advice, develop the skills and confidence to become

more aware of financial risks and opportunities, to make informed

choices, to know where to go for help, and to take other effective

actions to improve their financial well-being.4

Again, this definition of financial education is widely used. Of course, people can also
improve their financial literacy from informal methods such as talking to friends and
family.

It follows that the ultimate aim of any initiative or policy to improve the financial
literacy of a population is that people act on their own informed money-related
decisions in order to improve their own financial situation.

2 Retirement Commission 2008h, page 2
3The UK is an exception, as explained in the Appendix
4 OECD 2005 page 26



The action taken could be to buy a product or start saving, or it could be a decision not
to change anything. Alternatively, it could be a decision to go to a financial adviser for
more guidance.

As a result of greater financial literacy, and better informed decisions, personal
financial well-being should improve. It is also hoped that market outcomes would
improve. More informed participants in financial markets should imply greater
consumer scrutiny over product providers, perhaps leading to greater competitiveness
and market discipline.

Financial literacy itself is the accumulation of the skills and abilities likely to be needed
to make these improvements, as illustrated by the spectrum in Figure 1.

Financial literacy is therefore a very broad concept, and the term is often used in its
widest sense to include a range of activities and objectives. But people working in just
part of the field may use it to mean a specific programme on a specific topic. Any
discussion of financial literacy therefore benefits from a check that everyone is talking
about the same initiative or with the same aim in mind.

It may be helpful to make clear that financial literacy is not about:

1 Justknowledge . A closer look at some research referring to financial literacy
shows that it is testing whether survey respondents can answer a technical
finance-related question correctly. It is therefore testing financial knowledge
but not understanding or ability to make an informed financial decision.

9 Consumer protection . Financial literacy and consumer protection are
complements rather than substitutes. Legislation and regulation would still be
required even if a population has perfect financial literacy, for example to
enforce minimum standards of information disclosure and provide systems of
redress®.

1 A recommendation for action. Financial literacy is about individuals being
able to make informed decisions about what is right for them. Therefore, a
recommendation of what to do, or even a strong suggestion, would not be
considered financial information or education. To be considered part of
financial literacy, anything that looks like advice should be generic (that is, not

Ux1 EDI PEWUOWEOwWD OEDY D E Udt e danukBovithatiuyd UE OET U wE
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own decision-making).

5 OECD 2005
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giving of an opinion or guidance in relation to acquiring or disposing of
(including refraining from acquiring or disposing of) a financial product®.
Financial advice is therefore not generic or objective enough to be seen as part
of financial education. However, a customer may improve his or her financial
understanding because of contact with a financial adviser, or from generic and
objective material provided by an adviser.

Financial literacy goes wider than capital market issues
Financial literacy programmes vary by content topic, education method and target
population:

1 The content of a financial literacy programme can be focused on one topic or
can be more wide-ranging. However, there is general agreement that financial
literacy needs to include all aspects of personal finance that may be
encounteUl EwU0T UOUT T OU0wWOPI | wEl EEVUT wUT 1 Ul wEUIT wE
Financial Literacy covers budgeting, saving, home ownership, borrowing,
retirement planning and investing.

f  Not all methods of financial educationp OUOE wEl we OOUDPEI Ul EwEUws | E
the usual sense of the word. Examples of financial education programmes
include a schools curriculum, a retirement seminar at work, a budgeting
workshop in the community, or websites giving information.

1 National programmes are often aimed at the whole population, but use
marketing technigues to target the message differently to different groups.
Other programmes often have a smaller target population.

Financial literacy initiatives around the world place heavy emphasis on helping
people of low financial literacy and limited financial means. This means that there
appears to be more information and education on budgeting and managing debt than
on investing in stocks or managed funds. Saving in a private pension (like KiwiSaver)
is the entry to capital markets considered in most financial education programmes.

In considering financial literacy relevant to capital market development therefore, this

paper does not consider only topics related to investing, although it will highlight
them where necessary.

6 Financial Advi sers Act 2008



Financial literacy in a wider policy context

Improving financial literacy is a topical policy objective because it is seen as a potential
solution to a number of perceived problems. Similar concerns are seen in countries
around the world, including, for example:

1 High levels of household debt.
9 Low levels of household saving.
1 People lacking the financial skills to cope well with the increasing complexities
of financial responsibilities.
1 People not participating in financial services, who may be missing out on the
benefits of doing so.
T 371 wbOEEEI UUPEDPODUA wWOI wi UDEEOEIT wi OUWOEOa wx I
only as part of a product sale.
1 Consumers who make mistakes, for example fall for scams or put their money
into investments which are riskier than they realised.

Clearly, many factors drive these concerns other than financial literacy. A financially

literate population is not the only possible contributor to the goal of personal financial
well-being. - 1 Pw9l EOEOE z Uw- E (FinénGdk IGterayiliugratesT a wi OU w
financial literacy as one part of the landscape as in Figure 2.

*kkkk

It follows from the above that financial literacy as generally interpreted is concerned
with personal financial situations. How to improve business financial situations is not
included in the literature on financial literacy.

This paper therefore considers only personal financial literacy, including investing in
capital markets. MEDwill x Ul x EUTl wEwU]l x EUEUT wUIl xOUUOwOOws EVUUD

including accessing capital markets.
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literacy, this paper does not consider financial advice or financial advisers.

-10 -



2. Financial education in New Zealand

This chapter describes the initiatives current in New Zealand to improve financial
literacy. It first covers the National Strategy. As the Retirement Commission is the
established main provider of financial education, the chapter then describes the
"O00O0PUUPOOZUWEEUDPYDPUDPI UB ww

The chapter finds that New Zealand has an active financial literacy field, with a well-
supported National Strategy for Financial Literacy led by the Retirement Commission.
On investing in particular, information is available but demand is relatively low.

National Strategy for Financial Literacy

New Zealand has a National Strategy for Financial Literacy, developed from 2006 and
New Zealanders are financially well-educated and can make
informed financial decisions throughout life.”

The Strategy is supported by 45 organisations. Many of these are also providers of
financial education.

The National Strategy sets out a framework of three agreed areas for the direction of
-1 Ppw9l EOEOEzUwi POEORSEIOMODPUI UEEaAawbOPUPEUDYI U

1 Reaching people t If financial education/information is to be effective it has to
be timely, relevant, presented in accessible formats and impartial. The National
Strategy will seek to promote flexibility, multiplicity of channels and cultural
fit, in order to reach those who need financial education.

1 Extending d elivery + Where gaps in provision are identified the Retirement
Commission will liaise with and co-ordinate those stakeholders best placed to
fill them, so that the benefits of financial education/information are extended to
as many New Zealanders as possible.

9 Sharing what w orks - There is scope to improve the evaluation of the
effectiveness of financial education. New Zealand could take a world lead in
understanding how financial education works best. The Retirement
Commission will take the lead in bringing together interested parties to
develop an evidence base. The sharing of best practice and experiences
through which others may learn will be initiated. Furthermore, a database of
providers of financial education/information will be launched, with the scope
to identify those programmes which result in high quality outcomes, once
guality control indicators are established.®

7 Retirement Commission 2008h, page 8
8 Retirement Commission 2008k, page 4
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An advisory committee monitors progress on implementation of the 16 specific
recommendations of the National Strategy. The Committee comprises representatives
from the Investment Savings and Insurance Association (ISI), the Reserve Bank, the
Securities Commission, the Ministry of Education and the Retirement Commission.

Reports are made annually to Parliament, for convenience as part of the Retirement
"O000PUUDPOOZz Uw Orb sieh@epdrtihas BeehWrade to date®. Given that
the report was covering the year ending in the same month as the National Strategy
was launched, there was little new progress to show at the time. However, the report
showed resources were being applied to each recommendation.

Many initiatives and providers

A stocktake of financial education providers is held by the Retirement Commission.

To be considered in the stocktake, a financial literacy programme has to be consistent

with the definition of financial literacy used in this paper, and also up to date,
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material and, where applicable, training, and a Code of Conduct for presenters.

The most recent stocktake found around 55 programmes from over 30 providers®. A
summary of providers, target audience and topics can be found in Appendix 1.

Other providers may also operate programmes, but have not gone through the
accreditation process to be included in the stocktake.

The financial education providers in New Zealand include government departments,
public sector agencies, independent non-profit organisations and private sector
companies - national and local. Education and information are available via websites,
TV, printed material, over the telephone, in face-to-face seminars or individual
sessions in the workplace, in the community, in schools and colleges.

The programmes vary greatly, and range in scale from public courses which may be

attended by hundreds of people a year to websites or other media which may be seen
by millions.

9 Retirement Commission 2008a
10 Retirement Commission (forthcoming)

-12 -



Retirement Commission as lead agency

Many government departments need to give information to the general public on
issues related to finances. Those which go beyond providing just information towards
giving some explanation and education on financial topics include:

1 The Ministry of Consumer Affairs offers resources for schools, and general
information about consumer protection law relating to, for example, credit and
shopping at home.

1 The Reserve Bank promotes economic education through publications and
EEUPYDUPI UWEOEwWUI UOUUET Uwi OUWUUUET OUUWEOGE wU
functions.

9 The Securities Commission offers information through websites and brochures
about securities law, including resources for schools. It also hosts a website
www.looklearninvest.org.nz which provides basic information about
investing.

In addition, the Ministry of Education will be, as from July 2009, responsible for
financial education in schools.

The Retirement Commission is the only government-funded agency in New Zealand
with improving financial literacy at the heart of its mission, rather than offering
financial information or education as part of a larger role. This is why it was the lead
agency in developing the National Strategy for Financial Literacy, and reports on its
progress.

Retirement Commission has a long history 1t
The Commission, set up in 1993, is an autonomous Crown entity. Its roles, as set in
legislation??, are (emphasis added):

9 to develop and promote methods of improving the effectiveness of the
retirement income policies from time to time implemented by the Government
of New Zealand, including the promotion of education about retirement income
issues and the publication of informatidooat those issues

1 to monitor the effects of the retirement income policies that are being
implemented in New Zealand.

9 to review the retirement income policies being implemented by the
Government and to report to the Minister by 31 December 2007 and at 3 yearly
pOUI UYEOQUWUIT T Ul EiI U1 Ud

1 to advise on retirement income issues, when requested to do so by the
Minister.

11 SeePensions Policy Institute 2006; Retirement Commission 2008a; Retirement Commission (undated)
12New Zealand Superannuation and Retirement Income Act 2001 s. 83 as amended 2005
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carrying out regular reviews of retirement income policy. The Commission also has a
responsibility to monitor the Retirement Villages Act 2003.

( OQwUT 1T w" ©60P U U P OfigntiakddicatinekepEcoHse td @ naBdw) w
definition of its remit: planning for retirement. It was realised that this was an
interesting message only to some people, mostly those who had already grasped the
importance of retirement planning. So the Commission decided to shift the focus of its
information and education messages from financial planning for retirement to
financial skills for life.

This insight - that retirement planning is an accumulation of all the personal financial
decisions made throughout life, so that financial education has to embrace all personal
financial decisions through the life course - is now well accepted in financial literacy
practice around the world.

The Commission chose to make a website the main delivery channel for this new
message. The Sortedwebsite www.sorted.org.nz started in 2001. This method of
developing a brand, focused on a website, relevant to everyone but with tailored
marketing, has since been followed by most other countries with a financial literacy

policy.

Delivering the Sortedmessage, and in particular marketing the Sortedbrand to draw

peopOl wUOOWPUUWEOOUI OUOWOEOT UwUx wEwWUDPT OPi PEEOU WX E
work. Expectations for fiscal year ending 30 June 2009 are that the Commission will

spend NZD 5.2 million on financial literacy activities, compared with annual costs of

around NZD 200,000 on Retirement Villages and NZD 500,000 on Reviews of

Retirement Income Policy and associated research?s,

The Sortedbrand provides a common look and feel forE OO wUT 1 w" 0 0O0PUUDP OOz Uw
information and education material. As well as the Sortedwebsite, this includes:

booklets, seminars for the workplace about KiwiSaver, seminars for community

groups, Sorted JorneysTV ads about real-life New Zealanders finding out about

money and a telephone orderline for publications 0800 Sort Money.

13 Data from Retirement Commission
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The Commission works in partnership with other organisations. For example:

1 With the Ministry of Education, the NZ Qualifications Authority and others to
develop a framework and resources for personal financial education in schools.

1 With the Industry Training Federation and others to develop qualification
standards within the NZQA Framework for tertiary students.

1 With banks and supermarkets to make Sortedbooklets available in the
community.

1 With the private sector for some specific funding for example the ANZ Bank
co-funds the Financial Knowledge Survey.

9 Putting links to resources provided by others on Sorted for example to the
Securities Commission, Reserve Bank, NZX and Inland Revenue information
websites and to the helpline of the New Zealand Federation of Family
Budgeting Services to speak to a budget adviser.

Usage of financial education in New Zealand

Many of the financial literacy initiatives in New Zealand do not publish usage

statistics. At the end of 2007, a review suggested that there is active interest and

participation in financial education in New Zealand, but provision is patchy?4. Some

data is available on the two largest financial education programmes in New Zealand:

UET OOOUwxUOYPUPOOWEOSEWUT T w1l UPUI OI OUw" 6606PUUDO

1 Anestimate of provision in schools suggests around 2% of New Zealand
schoolchildren aged 11-12, 5% of those aged 13-15 and 8% of those aged 16-18
receive some financial education (around 25 hours a year for the younger age
groups, 100 hours a year for the older age groups)®. In addition of course,
other subjects would cover skills underlying financial literacy such as basic
numeracy skills for younger children and economics for older students. As the
Ministry of Education now drives the development of the new curriculum and
NZQA standards are being developed, greater participation in financial
education in schools would be expected.

1 The Retirement Commission tracks usage of its website and other activities
directly, as well as undertaking special surveys to measure impact and
satisfaction. Box 1 contains some indicators.

Sortedis used by all ages, although less by the group aged 65 and over,
probably due to lower access to the internet. The greatest increase in usage of
Sortedin the last five years has been in the 45-64 age group?s.

14 Retirement Commission 2007
15 Mundy 2008
16 ACNielsen 2008

-15 -



Box 1: Indicators of usage of Retirement Commission resources 17
Over five million unique visitor sessions to the Sortedwebsite since launch in 2001.

24% of New Zealanders aged over 15 can recall visiting the Sortedwebsite; a
significant increase since 19% in 20068,

In 2008 there were over 1.2 million visits to the Sortedwebsite.

6.1 million calculations were made on Sortedin 2008. Over 20 million have been made
since2001. " EOEUOEUOUUWEOOOPWUUI UUwU O wichddl 1 U u
Ol 1 EwUOWUEY!T wi OU6Yy 2 wOUw?' OpwOUET whbPOOWE
choose for their own circumstances.

Sortedhas 160,000 My Plan members. My Plan allows registered users to store the
results of their own personal calculations securely on Sorted This is designed to
encourage updating and review of money decisions.

Almost 9 in 10 adult visitors to Sortedreported taking action on their personal finances
after their visit. Over half said they had visited Sortedagain. Other actions included
making new financial goals or a financial plan, saving more or differently, changing
debt arrangements or meeting a financial adviser?®.

216,000 free Sortedbooklets were distributed across New Zealand during 2008.

Usage increased markedly in the first two months of 2009 compared with the same
period a year previously: visits to Sortedup by 30% and booklet orders up 50%.

KiwiSaver Sortedresources t+ booklet, calculator or seminar material ¢ have been
accessed at least 800,000 times in the eighteen months since launch in May 20072,

28% of New Zealanders aged 18-65 had used Sortedresources to help them decide
about KiwiSaver as at 20072

17 Data from the Retirement Commission, or Retirement Commission 2009, unless otherwise referenced
18 ACNielsen 2008. Maximum margin of error for 2008 survey +/-4.4%.

19 ACNielsen 2009

20 Retirement Commissioner 2008

21 Retirement Commission 2008cp. 10
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Information and education about investing in capital markets in New Zealand

There is information available in New Zealand by which to learn more about investing
directly in capital markets, as well as information about KiwiSaver. However, there is
currently low demand for information on investing, consistent with the limited direct
capital market investment observed in New Zealand.

1 The Sortedwebsite has a section on investing (Figure 3), with good quantity
and quality of content. It includes interactive calculators to help the user work
out which asset types would match his or her risk profile. It also covers
different ways to invest and how to work with an investment adviser.

Figure 322 Screen shots from Sorted on investing
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The chart shows that short term deposit:

the lowest return over time. Whereas sh:

shares for more than you paid. Gains may reflect the fact that the
company has grown or improved its performance or that the
investment community see that it has improved future prospects.

Of course shares can also lose value.

Any loss or gain in value is said to be ‘realised’ if you sell the shares
right there and then. If you hold onto them the loss or gain is
‘unrealised’.

The price of shares in any individual public listed company can vary
from day to day. On any day some shares may go up in value and
some down, depending on how investors view the prospects of each
company._And all of the listed company shares in a particular country

the long term should give you a higher return.
< Advice checklist
Malea e

Shares are for the long term

ra vniean nick annd advica

1 The Securities Commission also has its own website on investing. Given the
greater reach of the Sortedbrand, the Securities Commission and the
Retirement Commission worked together to develop a booklet on investing in

the Sortedseries.

22 http://www.sorted.org.nz/home/sorted

-sections/investing
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1 Many other programmes in New Zealand may include the topic of investing.
One provider identified as specialising in investment issues is the New
Zealand Shareholders Association which provides public education courses.
(The NZSA was not included in the recent stocktake of financial education
providers summarised in Appendix 1 as it has not gone through the process to

1 The investment recommender pages on Sortedreceived in 2008 about 1% of the
total traffic to interactive calculators. Traffic to the KiwiSaver and retirement
calculator pages were around 10% of the total. The most accessed calculators
are those on budgeting and mortgage repayments,

1 Out of the 216,000 Sortedbooklets distributed on demand in 2008, 17,400 were
on investing. The most popular, at 58,000 was Your guide to getting theravhich
covered a range of subjects. Demand for this booklet peaked when it was
featured on TV and available through ANZ/National Bank? - illustrating the
potential power of specific campaigns.

*kkkk

23 Data from Retirement Commission
24 Data from Retirement Commission
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3. Financial education in New Zealand compared with other

countries
This chapter compares New ZealE OEz Uwi DPOEOEDPEOQuwiI EUEEUDPOQwPDUT wl
The countries 4 Australia, Canada, Ireland, the UK and US ¢ all have financial
education initiatives often used as examples in the international literature. More detail
on the financial literacy activity in each of the example countries is in Appendix 2.

This chapter finds that:

9 The scale of commitment to financial education in New Zealand compares well
to that in other countries. There is no apparent over-provision, or significant
gaps in types of non-school financial education, although other countries
commit more to financial literacy in schools.

f 371 wUl EOQUET EwUUET hom€rhoal finatwial 9iter&cyiRitiativestisw
higher than in any other country, and this success appears to have been

achieved cost-efficiently.

1 Investing tends to be a relatively small part of financial literacy initiatives in all
countries and the available material in New Zealand appears no less
informative than that in other countries.

Table 1: Structures and strategies for financial literacy

NZ Australia | Canada | Ireland UK us
Financial 1993 2005 2001 2003 2003 2002
education
mandate®
National 2008 20042 Work to | n/a 2006-8 2006
strategy start
2009
Ownership Led by Within n/a n/a Treasury | Office of
of strategy Retirement ASIC?, and Financial
Commission; | market FSAZ2, Education
45 others regulator market within
signed up regulator | Treasury
National 2006 2002 Planned | 2009 2006 Planned
surveys 2009 2005 for 2009 for 2009
2007
2008

25 Date national agency set up or started to take responsibility for financial education

26 Date of discussion document which set strategic direction Consumer and Financial Literacy Taskforce 2004
27 Australian Securities and Investments Commission
28 Financial Services Authority
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-1 pw9l EOE OE z Waatidh Eob@EedHvield nolsignificant gaps

The countries considered vary in the organisation structure from which financial
education is provided, but the result is very similar types of financial education
delivered.

Structure and strategy (Table 1)

Partnerships between financial education providers are stressed in most countries: so
that delivery can be set close to the consumer, approaches can be consistent,
duplication avoided and learning about what works can be shared. New Zealand has
active working partnerships between financial education providers, some of which
were mentioned in the last chapter.

9 Like the other countries in the sample, New Zealand has a public agency with
responsibilities for improving financial literacy on a national scale. In all the
countries, many other financial education initiatives are carried out by other
organisations.

T -1 pPw9l EOE OE zttategy ot Finéndt IGtar&ry is unusual for being a
multi-party arrangement. In other countries, the strategy is within a national
agency.

1 In most countries, the main financial education agency is part of a larger
government agency that has wider concerns: consumer protection or
regulation.- 1 Pw91 EOEOEz Uwll UDII&stall@dénay, HcDBD UUD OO w
on financial literacy as the main part of its general role to encourage retirement
provision.

New Zealand appears to have the longest history of a central agency providing

financial education and has been often used as a case example for other countries

developing financial literacy strategy®. - | bw9 1 E OE O E zttategy forFénddE O w2

Literacy is relatively recent, and reflects some emerging trends in financial literacy

policy and practice.

9 -1 Pw9l EOEOEZUwWUUUEUIT awl OxT EUPUI UwUT T wlOl T Ew

evaluating the effectiveness of financial education programmes. The
Retirement Commissioner chairs an OECD working group on this issue.

1 New Zealand is one of few countries who have carried out a survey to measure
financial literacy standards of the adult population and one of only two with a
time trend. The results from these surveys are considered further in Chapter 4.

29 Financial Consumer Agency of Canada 2008; HM Treasury 2007b; Pensions Policy Institute 2006
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Extending delivery

In all countries, the main method of reaching people with financial information is a
website. Most other countries also have other methods of delivery. New Zealand
appears to have no gaps in provision, although other countries commit more to
financial literacy in schools, and experiments of financial education provided over the
telephone and face-to-face are worth watching, with caution.

1 Inschools: New Zealand has been behind other countries in getting personal
finance into the national schools curriculum. It is catching up as financial
literacy is part of the new curriculum for the first time, albeit not a prominent
part. However, other countries where personal finance topics are a
compulsory part of the curriculum will stay ahead. This includes Australia,
and regions of Canada, the UK and the US. As an example of significant
resources put to financial education in schools, in 2007 the UK Treasury
announced a 3 year package costing GBP 11.5 million (around NZD 31
million)3.

9 Outside schools: All countries use a website, printed material and a telephone
line, often just to order more information. Most countries, including New
Zealand, also use seminars in the workplace or community.

1 Ireland appears to be the only country with general financial information
available from a walk-in centre. The Financial Regulator, responsible for
financial education in Ireland, runs an Information Centre in Dublin.

9 371, up0] aw&UDPEEOEMtheB GBpIEXBEIE®Y UBWE OEwWUx 001 7
service with telephone and individual face-to-face contact. The UK pilot will
El wpOUUT whpEUET POT OWEUUwhbDUT wUOOI wtEEVUUDOOWI B
experience (see Box 2). Cost-benefit analyses for the local situation would be
needed.

9 Various telephone and face-to-face services are currently provided in New
Zealand. Therefore, together with the Sortedwebsite and brand, the

infrastructure is available to develop a similar service to Money Guidance in
New Zealand quickly if the motivation and resources were forthcoming.

30HM Treasury 2007a
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Box 2: The Money Guidance 3t pilot in the UK

History and timetable:

1 2007: UK review set up to design a nationwide service of generic financial
advice (GFA) centred on a single telephone contact with additional face-to-face
support if required.

T I YYWowll YDl pwUI OEEI 001 Ew&% wEUwW?, OO6I
long pilot, costing GBP 12 million (NZD 33 million).

9 2009: Pilot started. Service brought into the existing FSA consumer website
brand MoneyMadeClear A single telephone helpline hands off to specialist
agencies, for example, Citizens Advice, Consumer Credit Counselling Services
or Credit UnionsO wE ws TUXEUH GEUOOET O6

In New Zealand, the Retirement Commission has trialled two ways of providing
guidance over the telephone?QWE OUT wUOUDOT wE wi OU O wlihetes |
were few calls to either pilot, consequently a very high cost per call, so neither pilot
led to further development:

1 Ina6-week trial in New Plymouth in 2005, information and help with money
issues was offered on a free telephone helpline. Despite local advertising,
based on the Sortedbrand, fewer than 30 calls were received.

1 A telephone helpline 0800 Sort Money was advertised in a national campaign
using Sortedbranding, targeted at 25-K K wal EUwWOOEUOQwPHUT w
focus. The service offered help with managing money and calls were
answered by advisers at the New Zealand Federation of Family Budgeting
Services (NZFFB). From May 2007 to June 2008, just over 2,000 calls were
received, at an advertising cost of NZD 280,000 and operating cost of NZD
127,000%,

31 See also Appendix 2

32 Pensions Policy Institute 2006; Wilde and Roorda 2007

33 Data supplied by the Retirement Commission. No te 0800 Sort Money is now used as a publication orderline by
the Retirement Commission. NZFBB still runs a telephone line for budgeting advice part -funded by the
Retirement Commission.
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Box 2: The Money Guidance pilot in the UK, continued
The UK service may turn out to be similar to what is available in New Zealand
now:

i The Money Guidance initiative is centred on a branded website, which New
Zealand already has. The Money Guidance pilot assumes that by 2020, 65% of
users are accessing services via the web, 25% by telephone and only 10%
making face-to-face contact®.

¢ 37T wll UPUI O1 O0Uw" 60O6PUUPOOZ Uwl EUOA wi R
By 2000, it found traffic to its website was 10 times greater than to its telephone
helpline. This partly prompted the development of the Sortedwebsite.
Research for the Retirement Commission suggested that the web is preferred as
it is confidential, and web-based calculators can offer more personalised
information.

9 Telephone and face-to-face services are currently provided in New Zealand.
For example, the New Zealand Federation of Family Budgeting Services
(NZFFB) runs a telephone helpline for budgeting. Financial information or
guidance is provided either in a one-to-one format or in workshops or
seminars by, for example, Housing New Zealand, Plunket, the New Zealand
Association of Citizens Advice Bureaux, the NZFFBS, the Retirement
Commission and some banks.

From a New Zealand perspective, key issues to follow as the Money Guidance

pilot progresses in the UK include:

T 6D0O0wWUT | wd* wuxDOOUWUUEET UUI UOOGawbi i1 (
with a greater range of topics than that currently offered in New Zealand, or
will the information content be similar?

1 Will UK consumers take to non-website services more than New Zealanders
have done previously?

1 Will the greater scale of the UK pilot show that more advertising can attract
significantly more consumers with lower cost per call than achieved in New
91 EOEQOEZUwWUOEOOI UwUEEIOD lwixBOWDI U Wuiwi6 B4
positive, and could that translate to the New Zealand environment3s?

34HM Treasury 2008, Annex 4

35 For example, some of the financial benefit accruing to government expected from Money Guidance is that less
would need to be paid in means-tested retirement income benefits as Money Guidance encourages more people to
save. This does not have an equivalent in New Zealand.
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Reaching people

other countries.

9 The financial education websites of Australia, Ireland, the UK and New
Zealand are all branded. Building a brand is important to market the service
efficiently and effectively. The service in the US has no consistent branding.
Its website is a portal to information provided on other federal websites.

9 Most countries are like New Zealand in having one website (and related
resources) developed to a consistent brand, look and feel. In this case, different
demographic groups are targeted by tailoring marketing and advertising. The
4 * zFBIA takes a different approach in using different brands for distinct
initiatives marketed to different groups of people.

91 Inall countries some initiatives designed for local or community groups, or for
a specific financial education need, have developed outside of the main agency
PEOUT OUT T wxi Ul ExUwbOUODOT whpbDUT wbUAS ww- 1 bwIl
example, states that the Retirement Commission works with Méori and Pacific
community groups to develop appropriately tailored material.

Quiality of content
The main websites of each country offer content which is very similar, although with
differences in look and feel, and in depth of content. Sorteq UWE OOUT OUWEOOXxEUI Uw

T -1 pPw9l EOE O ESptiednbsla Eoimakatively wide range of subjects,
depth of content on each topic and variety in ways of presenting information,
for example, using stories, quizzes, movies, as well as plain text.

9 Sortedis notable for having more interactive content than others; for example, it
has over 30 calculators which are well used. It also is one of the few websites

to have a section for children.

1 2 O U Unhatérgalbn investing (directly, and via KiwiSaver) appears to be more
informative and detailed than that on the websites of other countries.
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1 Sortedhas relatively little on scam warnings and consumer rights which are a
feature of the consumer protection-oriented websites of Australia, Ireland and
the UK. Some content in similar areas is provided by the Ministry of
Consumer Affairs and the Securities Commission.

1 The UK also has an In the Newssection which goes further than the usual press
releases to include information, for example, relevant to customers of a failed
bank, or explaining the impact on consumers of a recent change in regulation.

9 Sortedhas less on product comparisons: only a KiwiSaver fees comparison
table for which providers give data voluntarily. The FSA in the UK has
product comparison tables: for pensions (Figure 4), mortgages, insurance and
savings accounts. The Financial Regulator in Ireland has cost comparison
tables for current accounts, savings, loans, credit cards and insurance. These
comparisons can be made as disclosure of product costs or returns is mandated
in standard ways.

Figure 43¢; Example of standard costs comparison: pensions in the
UK

& | (& bt fun.Fsa.gov.ukjtablesjtablefresults_Frameset... | |

You are here > Choose a product > Pensions choices > Pensions results

Pensions results

Show shortlist > m Charges and deductions (£) + .
51 products out of 51 Page 10f1
Charges & other details More details
(2 2] 2] 2] 2 2 2 2]
Short Provider Product lustrated Available Charges & deductions Charges in Stakeholder
List Name fund from £ early years
£
v
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, .
.
[0 Windsaor Life .Assurancew Balanced D 26,028 78 Mo
Pension Plan
0O Egﬁg‘s:)“fe (Roval - [nobdua SIGhOld. yygnageqFung  WOM 26,035 79 Yes
alice Mutual akeholder akeholder es
Police Mutual Stakehold Stakehold D 26,036 79 i
FTSE All Share
[[] HSBC Life (UK) Ltd Stakeholder Pension \ndex Tracker M 26,100 79 Yes
- Virgin Stakeholder Virgin Pension
[] virgin Money Pension Crowth Fund D 26,142 79 Yes
O Halifax Financial Stakeholder Pension  Halifax Managed D5 26 400 112 Yes
Senices Elan Fund !
PRU Flexible Prudential .
O Prudential Retirement Plan Managed A Fund 1, Wom S0 262 No
T .

36 http://www.fsa.gov.uk/tables/table/results frameset.isp
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High level of usage with comparable costs

The financial literacy initiatives provided in New Zealand by the Retirement
Commission appear to be used more than the equivalent in any other country, and this
success appears to have been achieved cost-efficiently.

Usage

(OI OUOEUDPOOWPUWOOUWEYEDPOEEOI wOOwWUT 1T wUOUET T woOi wE
DOPUPEUDPYI USww' OPI YI UOwWUT 1T w1l UPUI Ol O0w" 6OODPUUD
high usage and target coverage.

Traffic to the Sortad website represents a much higher proportion of the population
than that to the analogous websites in the other countries in the sample (Table 2).

Table 237 Traffic to the main financial literacy website s

NZ Australia | Canada Ireland UK us
Year 2008 2007/8 2007 2008 2006
Visits in year | 1.2 15 n/a 514,000 4 628,000
million million million
% of total
population 38 | 28% 7% 12% 7% 0.2%

Further, the usage of Sortedalone appears, on available measures, to have already

9 Sortedusage is measured by a survey of New Zealanders aged 15 and over.
From the latest survey, usage of Sortedis recalled by 24% of New Zealanders
over age 15. Usage has grown; this measure stood at 19% two years
xUl YPOUUOGaAGww3T 1T wlil UPUI OltksingitadGODP UUD OOz UwUE
increase to 30% by 2010 (Figure 5). Because Sortednow brands other resources,
such as booklets, the target is for total resources. However, the previous
figures have measured website use only.

1 The UK has a target for all financial literacy initiatives in its national strategy to
reach 10 million people, which would represent 19% on the same measure. It is
currently at around 12%. Therefore, Sortedalone has already been used more
widely than the UK target (Figure 6).

37 ASIC 2008; Financial Regulator 2008; FSA 2009b; GAO 2006; Retirement Commissi 2009

38 Visits to website in year noted as percentage of the total population in that year, estimate. Note that in each case,
the measure used appears to be traffic to the website rather than unique visitors, which in the case ofSortedwould
be 954,00 during 2008, or 5.2 million since launch.
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Figure 5%

Sorted website visitor levels have
grown

30%
24%
0
16% 17% 1I9/0 I
2003 2005 2006 2008 2010
Nov. Target

Note: Target is for all Sorted resources; previous numbers are for
website visits only

Figure 64

Sorted usage is already higher than the
UK target for all financial literacy
Initiatives

30%
24%
19%
12%
2008 2010 2008 2011
Target Target
New Zealand, Sorted UK, national strategy

Note: UK numbers have been converted to be consistent to the NZ
survey measure: % of population aged 15+

39 ACNielsen 2008; Retirement Commission 2008c
40 FSA 2009b; Retirement Commission 2008c
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Expenditure

Reliable comparable estimates of the cost of financial education activities have not

Ei 1 OWOEUEDOI EGww' OPI YI UOwUT T wEOUUUwWOI wi pPOEOEDE
Retirement Commission can be compared with the reported budget for similar work

in the main agencies in the UK and Ireland. This approximate analysis indicates that

UOT 1 wUEEOT wOl wUOT T w1l UPUI O O0w" 660PUUPOOZzZUwbOUOW

T TheRetireOl O0w" OOOPUUDPOOZ UwWUOUEOWI BRx1 OEPUUUI wOO
year ending 30 June 2009 is expected to be NZD 5.2 million#. This is around
NZD 1.2 for every New Zealand resident.

1 The FSA reports a budget for financial literacy work in 2009/10 of GBP 22.7
million, around NZD 61 million#. This is roughly equivalent to NZD 1 for
every UK resident.

1 Ireland has a similar population size to New Zealand. The costs of its Financial
Regulator consumer information activities, excluding staff pay, in 2008 were
3.5 million euros®, around NZD 8 million or NZD 1.9 per Irish resident. This is
higher than the costs of the Retirement Commission which include staff pay.

It is not clear how costs per capita should compare. However, it seems reasonable that
there would be scale economies so that a somewhat lower spend per capita would
apply in the UK compared to Ireland or New Zealand.

If both the Retirement Commission and the FSA meet their targets, the higher usage of
OT 1T w" 6060b U Unldieracyresbubcés FF@ire 6) means a lower cost per
financial education user in New Zealand than in the UK.

Without a fuller analysis of fixed costs and detailed comparison of expenditure items,
Ul PUwUOUT T wEOGOXxEUDUOOWUUT T1T U0U WU tiakvgsarel bw9 1 EOEOD
delivered efficiently.

41 Data from Retirement Commission

42FSA 2009c Note the exchange rate used here is NZD 2.%o GBP 1, an approximate mid-point of the 3 months
and 12 months to end April 2009. The exchange rate as at end April 2009 is NZD 2.6 to GBP 1.

43 Financial Regulator 2009a
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The Retirement Commission is funded mainly by government, with sponsorship for

some activities from the private sector. The FSA is funded by compulsory levy on

financial services companies. The UK Treasury and the FSA are jointly funding the

&' / whl wOPOOPOOwW?, OO0 AawW&UPEEOEI 2 wuxbDOOUS ww( OQw( UI
Regulator are shared between a levy on industry and the Central Bank and Financial

Services Authority of Ireland.

The main cost for financial literacy is the spending on marketing and advertising to
draw people to the financial information material. The Retirement Commission
spends what it can on marketing campaigns given its annual budget. Around 70% of
its total financial literacy costs are spent on marketing and promotion.

*kkkk
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4. Levels of financial literacy in New Zealand

This chapter assesses what is known on the levels of financial literacy in New Zealand
compared to other countries. It first describes the measure used in New Zealand, and
considers the issues with that and other surveys used around the world. It briefly
explains the findings from the latest survey, with particular regard to investment
knowledge. Some context for these findings is provided by some indications from
other countries.

Given the limitations of such surveys, these findings, as follows, are indicative only:
¢ 371 Ul wEUTI wOOWOEY D OUU wU gehe@lfinaddiaBitkracy isb w91 EOEOQE
worse than that of other populations.
1 New Zealanders appear to understand the basic concepts of risk, return and

diversification, and to appreciate that investing is a way to achieve financial
goals.

1 However, this does not seem to translate into believing that investing in shares
will deliver good enough returns over the long-term.

Measuring financial literacy in New Zealand

The measure used in New Zealand for tracking levels of literacy in the adult
population is the ANZ-Retirement Commission Financial Knowledge survey. This
significant exercise was first undertaken in 2006. The survey is being repeated in 2009,
with first results due in June.

Many of the questions asked are pure knowledge, for example*:
As far as you know, is NZ Super income tested?
#OwaolwoOOPwPT E0wWUT 1T wUOIl UOws Ul EVUUT EwOOEOZ wol
However, many other questions require more financial understanding such as:
(T wOT 1T wbOUI Ul UOWUEUT wOOw 601 zUwWUEYDPOT UWEEE !
inflation was 2% per year, after 1 year, would she be able to buy more

than, exactly the same as, or less than today with the money in this
account?

44 Questions from 2009 survey
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Further questions are about financial attitudes and behaviour such as:

There are many different ways of paying for things such as your
groceries, your power bill, your rent or mortgage. Which of the
following payment methods doyouyoU U U1 O wUUI o6y

(wUx] QOEWEOOWOl wOawbOEOOTI wEUwW( wil OwPUWEOE w(
future (Strongly agree, agree etc.).

The results of such surveys have as yet little context to set them in perspective. The
2006 survey* set a baseline in two ways:

9 First, the proportion of people answering questions correctly can be tracked as
the survey is repeated in future. These responses can also be compared to
those of surveys in other countries where similar questions have been asked
(see next chapter).

1 Second, the answers to selected questions were scored and so the respondents
could be grouped into three equal sized segments (tritiles) called Low, Medium
and High Knowledge. This gives some idea of the demographic characteristics
of people who may need most help to improve their financial understanding.

It also sets a benchmark against which the responses to future surveys can be
compared. The Retirement Commission has the aspiration to reduce the
proportion of the population in the lowest knowledge group from 33% to 25%%
by 2010.

The survey is called the Financial Knowledge Survey as the grouping into Low,
Medium and High Knowledge groups is done on the basis of scoring responses to
some of the questions, mainly those testing knowledge. In 2009, the information
collected on other attributes along the financial literacy spectrum will be analysed in
more detail, so a fuller picture of the financial literacy of New Zealanders will be
available.

Issues with surveys used to measure levels of financial literacy

As the last chapter showed, New Zealand is one of few countries to have completed a
survey of financial literacy levels in the population. Australia, the UK and Ireland
have also carried out surveys, Canada and the US have surveys planned.

45 ANZ - Retirement Commission 2006
46 Retirement Commission 2008c
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Given the inherent complexities of financial literacy, it is not surprising that surveys to
measure it in a national population are large and complicated themselves. The
method used in the above countries is face-to-face interviews, except Australia which
uses a telephone survey. Over 5,300 people were interviewed for over 40 minutes
each on average for the UK survey, in a study that took over a year to design#. Similar
methodology was used for the recent study in Ireland, where the questionnaire had
around 350 questions and the sample size was over 1,500 people®.

The New Zealand survey has around 100 questions, and the sample size is around 850
people®. It covers similar locally-specific areas, with fewer questions on each of
knowledge, attitudes and behaviour compared to the UK-based surveys. The
Australian survey, which has around 130 questions and a sample size of 3,500 people,
is different again, with a relative emphasis on attitudes and product buying.

Like any survey, those on financial literacy are important data sources, but need to be
interpreted with care. Issues include:

1 The data problems inherent with a Il such surveys. Not everyone is
EOOI OUUEEOI wEPUEUUUDPOT wOT 1 PUwx1 UUOOEOwi DOEOD
knowledge, so the sample that does may be biased. The questions asked to
elicit knowledge levels sometimes seem irrelevant or trivial ¢ we do not know
which questions are the ones most predictive of literacy levels or financial
behaviour. Responses can be constructed - people report that they usually
behave in a certain way because they assume that is what the interviewer is

looking for. So, they may say they save regularly, but do not do so.

1 Tracking and comparison . Simple indicators like the percentage calculating a
compound interest calculation correctly can be tracked over time, although the
context and the way in which the guestion was asked can change responses
each time. For the same reasons, comparisons with similar questions in other
populations have to be made with caution.

1 Analysing results . Most surveys score the results in some way, as the New
Zealand study does to identify Low, Medium and High Knowledge groups.
The UK-based methodology goes further as it seeks to identify distributions
across the population and uses cluster analysis to identify groups of people
with similar scores. In Ireland seven such groups were identified. All scoring
or grouping parameters are somewhat arbitrary, and tracking scores over time
can cause interpretation problems as there can be good reasons to change both
the questions and the scores.

47FSA 2005
48 Financial Regulator 2009band associated documents
49 Data from the Retirement Commission for 2009 survey
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9 Acting on the results . As discussed in the next chapter, we do not yet know
how financial education acts to develop financial literacy skills, or how quickly,
or how better financial literacy skills influence financial behaviour. Therefore,
not all the findings from complex surveys may be able to be used in the design
of financial education programmes.

The design and use of such surveys is relatively new. New Zealand is one of the first
countries to have a time trend. Learning on the value for money of different
approaches to designing surveys and using the results will continue.

Levels of financial literacy in New Zealand

The 2006 Financial Knowledge survey in New Zealand concluded that, overall, New
Zealanders have a reasonable level of financial knowledge®. There was a strong
correlation between financial knowledge and socio-economic status, but there were
also low income people in the High Knowledge group and high income people in the
Low Knowledge group.

Some basic financial terms were not well understood. Particular areas of low
understanding that were highlighted include: debt consolidation, banking internet
security, compound interest and its relevance to investing.

Responses to questions about investing in the 2006 survey suggest that New
Zealanders are both interested in and know something about investing:

T 3T UITl wgUEUUI UUwWOi wUl UxOOETI OUUWET UI T EwpPUT wU
PEawi OUwWOl wOOWEET Bl Y Ihudeneithepdgieeg @ E Owi OEOU? Ouw
disagreeing and only 8% disagreeing.

1 The 35-44 year old age group had the highest proportion agreeing with the

above statement (83%). It then gradually declined to 70% among those aged
over 65 years.

1 As household income increased, and as the amount of savings held increased,
so a higher proportion agreed with the above statement.

9 UOUOEwODPOI wbOwUI OQwUl UxOOEI O0UwUI EOT OPUIT EwU
Ul EOWEYI UETT wUl OUUOwWPUwWODPOI QawlOwil EYT wEwT BT

50 ANZ - Retirement Commission 2006
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7 JustOYTI UwoODPOT wbOwUil OwUuUil UxOOET OUUWEOUOwWUI EOT 6D
investments, in the short term the value can usually be expected to go up and
EOPO~2 8w

§ Justoverthree-UEUUI UU WO wUI UxOOEI OUUwOOBI pwlUl EVW?E
portfolio and haviOT WEwWYEUDPI Uawodi wbOYI UUOI OUU>? whEUWE w

The above suggests that the core messages about investing are widely known in New
Zealand. Three possible explanations for the apparent contradiction with the low
numbers actually investing are suggested:

1 That there is still a financial literacy gap: people need to know more than the
basic concepts about risk, return and diversification to feel confident enough to
invest. This explanation is consistent with the difference between 87% of those
in the High Knowledge group agreeing that investing money was a way to
achieve their financial goals compared with 65% of the Low Knowledge group.

9 That there are factors other than literacy driving the investing decision. This
explanation could also be consistent with the difference between High and
Low Knowledge groups above. For example, the High Knowledge group
generally has higher income than the Low Knowledge group, and people with
higher income would be more likely to invest in the capital markets than
people with lower incomes. Actual or perceived ease of access to the market
may be another factor.

9 That New Zealanders have a basic understanding of share market returns, but
generally do not believe the share market is appropriate for them. This could
be because of risk preferences, or because of perceived returns. This
explanation is consistent with over half of the respondents to the survey
picking a range of fixed interest investments as more likely than a range of
shares to deliver the better long term return.

As described above, the results of the 2006 survey set a baseline for comparison with

future studies. Further context is provided by comparing these results with those in
other countries.
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New Zealand levels of financial literacy appear ¢ omparable

Levels of financial knowledge or literacy as identified by any survey will depend on
how the question is asked, and what the environment is. Itis also likely that policy
affects the way people engage with their personal finances, for example, whether
retirement savings plans are compulsory, auto-enrolment or voluntary. Products are
used differently in different countries and beliefs and experiences about products can
Ul il Ol ECDwEwWEOUOUUVUazUwl PUUOUA

Therefore, there is no one standard by which we can say one country is more or less
financial literate than another. However, by comparing the answers to a small number
of similarly-phrased questions in surveys around the world, a general picture
emerges. The evidence is scant; there are few surveys and fewer comparable
guestions. However, Table 3 provides no evidence that New Zealand has significantly
worse or better financial knowledge or behaviour than the other countries selected.

1 Interms of knowledge on compound interest, for example, the result for New
Zealand t 30% answering correctly + appears low. However, the results from
other countries provide some context to say that this is not out of line.

1 New Zealand appears to have similar or better proportions of the population
Ul x O U U b Gihancgal béhéviomriaround budgeting, planning and saving.

A lower percentage of the population in New Zealand, compared to the US, believe
that shares should outperform fixed interest investments over the long-termst. As
discussed above, this may not indicate a lack of financial literacy; in fact high
proportions of New Zealanders seem to understand the basic concepts of investing.
Other explanations for the comparable figures include:

1 Fewer New Zealanders being familiar with capital market investments
compared to Americans. 31T 1 wOl UUET I wOT EVws UT EUT wbOY1T UUDC

mainstream in the US for many years.

1 Different risk-return perceptions, or different judgements on the attractiveness
of risk vs. return among individuals in the two countries.

9 71 wedpi i1 Ul OUwxUI YEDODOT wbOYI UUOT OU0wOxxOUUU
rates on term deposits being high compared to other countries.

1 The question being a blunt instrument for testing literacy; in fact, shares have
under-performed fixed interest for some recent periods, and vice versa, so it is
impossible to answer the question correctly.

51 The New Zealand survey question referred to 15-20 years
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Table 352 Indicators of financial literacy or knowledge
Percentage of survey respondents (adults) answering question correctly

NZ Australia UK/Ireland us
Inflation question
correct 80% 79%
Compound
interest question 30% 28% 18%33
correct
Believe shares do
better over the 30% 56%
long-term than
fixed interest
Keep track of
everyday spending 78% 82%

Prepared for short- | 60% say they | 79% / 74%* 70% / 59%**

term income loss could cope say they say they have
with 3 could cope made no
months lost provision for
income unexpected
dropin
income
Saving regularly 53% save 38% save
Have thought
about financial 83% 79%

plan for retirement
*79%inl YYAwUUUYT aw?T EYIl wUEPOawEEawOOO!l awUl ODwE
PPl w( wl EEWEWOENOUWOOUU WO wbOEOOI w( wEOGUOE w
** 70% of the respondents in the UK survey. 59% of respondents in the Irish survey

have made no provision for dealing with a drop in income lasting 3 months or more.

UDEI
OEOET

*kkkk

52 Questions were phrased differently in each survey so a straight comparison is not valid. Survey size, method
and date also vary. These questions were chosen as a comparison of results was availablé so this is by no means
a complete picture but an indication only, taken f rom incomplete reports of the survey results. Results reported in
ANZ - Retirement Commission 2006; Financial Literacy Foundation 2007; FSA 2006; Lusardi and Mitchell 2007
Note that because some questions are d&-reported, the responses may indicate an attitude rather than actual
behaviour. Empty boxes mean that no responses to consistentlyphrased questions were identified.

53 Survey of 51-56 year olds
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5. Does financial education increase financial literacy ?

The success of financial education initiatives is often measured by usage. This
assumes a simple model of more financial education leading to better financial
literacy, leading to individuals taking actions that improve their personal financial
well-being.

This chapter explains why evaluations to prove this model will always be difficult, but
also that the simple model is unlikely. It goes on to consider why, despite the lack of
clear proof that financial education works, it has support and is likely to continue to be
part of the policy mix.

Too early, or too difficult, to tell

There is general agreement in the international literature of financial literacy that there
has been little rigorous, meaningful evaluation of the impact of financial education
programmes®.

Even in the US, where most of the evaluative research has been done, a long list of the

things about financial literacy that researchers do not know was recently compileds.
(UwbOEOUEI EwUUET WEEUPEwW@UI UUPOOUWEUwW?¢gPI 1 0T 1T U¢
to improvements in knowledge retention, attitudes and motivation, and long-run

i DPOEOEDPEOWEI T EY b Guhérs nodkdFiundhciaOdeaisibrd, arfel ©ddv can

i POEOCEPEOwWI EUEEUDOOwWxUOT UEOQUWET UOWOOEDPI awEOEWU

The problems in evaluating the effectiveness of financial education, and interpreting
the results of any evaluations made, can be summarised as follows?s:

1 The integrity of the data collected to evaluate financial education
programmes is questionable . The data is often limited and biased through
self-reporting or because respondents are a select group. Sometimes, the
measure used to record financial knowledge, literacy or education is trivial or
inappropriate. Therefore an evaluation undertaken in another country or in a
particular situation may not be measuring interventions and outcomes that are
relevant for New Zealand.

54 Fox and Bartholomae 2008; Fox, Bartholomae and Lee 2005; Kempson 2008; Lyons, Palmer, Jayaratne and Scherpf
2005; Martin 2007; O'Connell 2008; OECD 2005; Willis 2008

55 Financial Literacy and Education Commission 2008

56 O'Connell 2008; Willis 2008
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9 Isolation of th eimpact of a specific financial education programme is nigh
impossible , considering all the other factors that could have had an impact on
financial literacy or financial behaviour over time. Often studies cannot
measure a change in both a group that had financial education and a similar
group that did not.

9 There are no benchmarks to provide a context by which any measured
impact of a financial education programme can be interpreted . Evaluations
tend to focus on the easy measures of satisfaction with the programme,
increases in financial confidence or intention to take a particular action. Itis
often more difficult to measure increases in knowledge or actual changes in
behaviour. Buteven if it could be measured, there is the problem of
identifyingUT 1 ws UDT T Uz wE O Udr hawamany pedpledsiitR E O x O1 Ow
important to know that NZ Super is not income tested? Even economists
disagree on what investment assumptions or actions are appropriate in
general, and individuals have different priorities: saving may be financially
wise for one family but paying down debt a better strategy for another.

An example of the difficulties in interpreting an apparently clear case of the positive
impact of financial education is provided by an often quoted survey’ of ex-students of
High Schools in the United States. This survey found that ex-students in states that
had mandates for financial education in schools reported savings rates 1.5 percentage
points higher than ex-students from states without mandates. Interpretations of this
study rarely explain that the mandates may not have led to financial education
actually being taught, or inquire what the education comprised (it was more often
about consumer issues than personal finance)®. Further, a recent study has suggested
that the additional saving by students in states with mandates is an effect of the timing
of economic growth in those states®.

Given these issues, many countries are now encouraging better evaluations of
financial education initiatives. The OECD is developing best practice guidelines to
give a consistent framework that can be used with locally relevant measures and
objectives.

Meanwhile, it is likely that a clear picture of the effectiveness of financial literacy
initiatives, in and outside schools, will be slow to emerge.

57 Bernheim, Garrett and Maki 1997
58 O'Connell 2007; Willis 2008
59 Cole and Shastry 2009
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Broad indications, but simple model unlikely
We can take some broad indications about financial education and its impact on
financial literacy from various research studies around the world:

9 Financial knowledge or literacy appears to be associated with higher age
(although may be lower in the oldest age group), higher level of general
education, and higher income or wealth®,

1 People scoring highly on financial knowledge appear more likely to be those
EODPOT wU Tthingsstdnahabelheinfinancess:. For example, people who
score badly on financial knowledge questions are more likely to have trouble
managing cash-flow and debt, and are less likely to be saving regularly.

1 The evidence on the immediate effectiveness of teaching financial literacy
subjects in schools is mixed, perhaps because any impact can only emerge
many years later in adult life. Signs of greater knowledge about investment
have been observed in adults who took a course in personal finance education
at US high school or college®, yet knowledge about personal finance appears
low among students tested recently after taking such a course®,

1 Evaluations of retirement planning seminars need to be treated with caution as
the measure of effectiveness is usually participation in the retirement savings
plan that the seminar is explicitly set up to support. Some seminars may
therefore be more about coaxing than about objective financial education.
Again, the evidence is mixed, but there is some evidence that links frequent
attendance at workplace seminars with more retirement planning activity and
higher participation in retirement saving plansé.

Evaluations do not prove or disprove causal links from financial education to

improved financial literacy to improved financial well-being. Further, any causal link

i UOOws POxUOYI Ezwi DOEOCEDEOQWEI fedoromidlevelisU Owb Ox UOY I
untested.

It seems likely that a simple model of financial education always leading to better

financial literacy whichEOPEaA UwOl EEUwUOQws T OOEz wi POEOCEPEOQWEI |
Instead, it is likely that financial education improves financial literacy in some way for

some people. It might work on different parts of the financial literacy spectrum

(Figure 1) for different people, who may respond in different ways. We do not know

precisely where the causal arrows should be drawn.

60 ACNielsen 2005; ANZ - Retirement Commission 2006; FSA 2006

61 Hilgert, Hogarth and Beverley 2003

62 Peng, Bartholomae, Fox and Cravener 2007

63 Mandell 2008

64 Bayer, Bernheim and Scholz 1996; Clark and d'Ambrosio 2008; Lusardi and Mitchell 2007
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Support for financial education

The difficulties of evaluating the benefits of a financial education programme mean it
will be speculative to calculate precise benefits from improving financial literacy.
However, even if positive proof of its effectiveness is hard to pin down, there are
compelling arguments in favour of financial education:

1 Financial literacy surveys have found financial knowledge or literacy levels to
vary across populations. Therefore, at the very least, the people who score low
could be helped to reach higher standards.

1 Like any education, or public social marketing messages such as health
promotion, efforts to improve financial literacy are generally accepted to be
positive and valuable.

1 The demand for financial education is growing and it seems to be appreciated,
as the usage of Sortedshows in New Zealand, for example. Private sector
engagement is also high, as shown by the number of partnerships and non-
governmental initiatives in New Zealand and around the world.

1 There are opportunities to deliver financial education. Schools education can
provide a basic grounding in financial knowledge, and is the last chance to
OEQOEEU]I whPUB ww#UUDPOT WEEUOUWODI 1 OwlT 1 Ul wEUIT wod
financial education seems most relevant, for example on becoming a new
parent, buying a house or being auto-enrolled into KiwiSaver.

1 Helping people gain the skills to make personal financial decisions is consistent
with policy principles on individual financial freedom and a belief that
participating in the financial markets can be beneficial.

9 Financial education may support specific policy initiatives, for example the
KiwiSaver policy package included funding to develop complementary
information and education. In the UK, a similar auto-enrolled retirement
savings product is planned for 2012; this and the Child Trust Fund are cited as
reasons for investment in financial literacy initiatives®.

1 Aswell as providing benefit to the individual, governments may see financial
education as helping to reduce the political risk inherent in policies which

would tend to increase financial risk for individuals.

9 Financial education can be achieved on a modest budget.

65 See Appendix for further details
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Financi al literacy as part of the mix
The arguments in favour of improving financial literacy and the strong support for
financial education around the world suggest that it is going to stay part of the policy

mix.

Research is also developing to understand other drivers for improved personal
financial well-being. This research prompts some ideas for policies which could
complement financial literacy initiatives, or help to improve their effectiveness. For
example:

T

Insights from behavioural economics are fairly new, but beginning to be used

OOUI whbPET Oad wwuwudUwl B E O x-énrotnerit ant defudtY | Uz UwUUT w
i UOEUWUT EOT OPUT UwUT 1T wUUOUI O1T U1 wOi wxOUI OUPEOW
use of product constructs, like KiwiSaver, which provide rules and norms as

well as information and education, are thought to be helpful for people with

little confidence in investing®e.

Another insight from behavioural economics is that people want tasks to be
simplified. This suggests simplifying the process of buying a product or
investing and simplifying regulatory communications®. This means disclosure
statements should be easy to access and read so that a potential investor can
easily identify the points needing more thought or action.

Some researchers point to the complicated patterns of behaviour so that simple

financial education may not be enough without tackling the differences

EIl Upl 1 OwWPOEDYPEUEOUZ wx Ua Ed e brie BFEnELIQuUT Ux OO U
supports techniques which encourage people to see nhorms of behaviour and

address why they behave differently. Individual counselling may be required,

xT UTExUwOOWEwWs EUPUDPUZ wbOUT UYI OUPOOOWUDOPOEU
debt becomes a problem.

It is suggested that public health literature provides a useful analogy for

financial education®. The Retirement Commission has recently begun to use
social marketing techniques in promoting its messages.

66 Sherraden and Boshara 2008

67 Madrian 2009

68 de Meza, Irlenbusch and Reyniers 2008 See alsdCole 2009
69 Cole 2009
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These ideas are consistent with Figure 2 which illustrated financial literacy as only one
of a number of contributors to the objective of better personal financial well-being.
This suggests a balanced policy view of financial literacy: it is part of the mix,
alongside other policies.

In other words:
"Financial education is like a cartoon superhero. Itis supposed to
possess special powers that can save human beings from falling
victim to disaster. There is certainly plenty of scope across many
different countries to make significant improvements in individuals'
financial capabilities, and governments and regulators are right to
pursue these. But they should also recognise that even superheroes
have limits to what they can do."

Financial Timedeader article 21 October 2006

*kkkk
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6. Possible future directions

This chapter considers three future issues of financial literacy. First, the impact of
financial crisis is considered, then some implications from current legislative changes
in New Zealand. Finally issues specific to the development of capital markets
participation in New Zealand are discussed.

Current financial crisis: reprioritise messages?

The current financial crisis would be expected to have some impact on: how people
think about money; the demand for financial education; and, which financial literacy
skills may become more important. For example:

1 Demand for financial information and education may increase . The
Retirement Commission has reported™ an increase in people using Sorted
resources perhaps because the impact of the crisis, or the fear of its impact, has
led people to seek financial information more actively.

1 The supply of financial education may need to be reprioritised if additional
resources are not available to meet new demand. For example, in the UK, the
FSA reports that as a result of the crisis it will be doing more to take its
financial education to those facing redundancy or already unemployed, and
those affected by family breakdown. It will be doing less in schools and for
young people. Itis also planning less work to evaluate the effectiveness of its
financial education initiatives. The FSA also reports™ it will not be doing any
marketing, outside of the Money Guidance initiative, so is consolidating what
is likely to be one of the highest spending activities.

1 The content of financial education may need to be reconsidered . Topical
content may need to address possible consumer concerns raised by media
coverage of the financial crisis or actual financial impact. Content may also
have to address shifts in the longer-term: prevailing views towards money may
change. For example, survey responses to questions on expectations for
relative potential returns from shares and fixed interest investments’2, and
attitudes towards finance companies, would be expected to be different now
than before the crisis.

70 Retirement Commission 2009
71FSA 2009a
72 Willis 2009
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Opportunity from regulatory reviews and disclosure requirements

Mandatory disclosure statements about products and financial advice should give
consumers significant information, so provide a financial education opportunity.
However, a common complaint about disclosure statements in all countries is that by
providing all the information deemed necessary, the disclosure becomes too
complicated for many consumers to understand.

In New Zealand, product and adviser disclosure has been under consideration in the

, DPOPUUUAwWOI ws E OO dReddivnfFinantiabrdoddets &nd Rroviders and
is currently being considered as part of the Securities Disclosure and Financial
Advisers Amendment Bill. The Ministry of Consumer Affairs, Securities Commission
and Reserve Bank all have responsibilities in disclosure. The Retirement
"O00O0PUUDPOOI Uz UrertehtYnbodmb Rolixy iou2007 Eupported the case for
high quality product information disclosure especially for KiwiSaver and other
investment products, including stronger disclosure on product fees?.

The debate about the content of disclosure statements is likely to continue. But
whatever statements look like, there is a case for helping consumers understand the
implications of what they contain; so integrating disclosure into the financial literacy
spectrum. This could be achieved by, for example:

1 Using the same words for technical terms on disclosure statements as used in
educational material, for example, on Sorted

1 Mandating on disclosure statements a message that suggests the consumer
goes to specific sections of Sortedor other websites for further help and detail.

1 Having sample disclosure statements on Sortedor other websites or in other
material, with simple explanations of each section intermsof? 6 T E0wWE O Uwb U w
mean for me? What do | need to do after reading the disclosurey 2

1 Requiring disclosure on key numbers (such as product fees) in standard ways
that would then facilitate product comparison tables. As noted in Chapter 3,
New Zealand has less of this information than provided in other countries.
Sortedonly has a comparison on fees on KiwiSaver products which providers
join voluntarily.

73 Retirement Commission 2007
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Financial literacy and participation in capital markets

As previously discussed, in financial literacy efforts around the world, there is a high
degree of emphasis on people whose financial understanding is thought to be low,
and who need help with everyday financial management, particularly issues around
budgeting and debt. Financial education around capital market investment tends to
be focused around retirement savings products, like KiwiSaver in New Zealand.

As noted in the previous chapters, good quality information on capital market
investing is available in New Zealand, but demand is low, compared to demand for
information on budgeting and mortgage issues. Depending on the progress of
financial markets after the crisis, demand for more information about investing could
increase, for example, linked to increasing membership of KiwiSaver.

There is some literature, mainly from the US, which investigates links between
financial literacy and participation in long-term investments, either by direct
investment in capital markets or investment in a retirement savings plan:

1 Arecent US study suggested that age, education, income and cognitive ability
are all positively correlated with participation in financial markets. In
particular, level of general education is strongly related to financial market
participation.

1 A study from the Netherlands, which has had relatively low direct stock
market participation, found that people with low financial knowledge are less
likely to hold stocks?™. Of course, there is likely to be a feedback loop here too:
as more people invest so levels of financial literacy around investing should
increase.

9 As previously mentioned, there is mixed evidence on whether workplace
seODPOEUUWEEOUUWOT T wi 6xO00ail UzUwUI UPUI 01 OU0wx OE
employees who enrol in the plan. Some studies suggest a positive link,
particularly if the seminars are frequent?.

The difficulties with measurement and evaluation of financial education discussed in
the last chapter apply here equally. Still, the indications are that there is a link
between knowledge about investment and investing. It is not known how far that can
be taken: whether more education about investment would cause greater participation
in capital markets. But it is possible that people who could invest would feel more
confident to do so if they had more information and education about it.

74 Cole and Shastry 2009
75van Rooij, Lusardi and Alessie 2007
76 For example, Bayer, Benheim and Scholz 1996
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7. Conclusions

Chapter 1 is a reminder that financial literacy is complicated and multi-faceted.
Knowledge about investing in capital markets is only one part of financial literacy.
Investing is often considered to be suitable for people with the most highly developed
financial skills. Improved financial literacy about simpler subjects like budgeting or
short term saving may lead to more confidence about investing.

As Chapter 2 outlined, New Zealand has an infrastructure provided by the National
Strategy for Financial Literacy and by the activities of many financial education
providers including the Retirement Commission and the well-used Sortedresources.
This provides a springboard for further development of financial literacy initiatives in
New Zealand, should additional resources become available.

Chapters 3 and 4 show that, overall, New Zealand compares well with other countries
as regards financial literacy. There is no evidence of significant gaps, either in levels of
financial literacy or in the scale or type of financial information and education offered
in New Zealand, although schools provision is behind some other countries. Financial
literacy initiatives in New Zealand appear to be cost-effective.

Financial education in schools has to be seen in the context of both the Ministry of
Education taking responsibility from July 2009 and the current transition to a new
schools curriculum. However, financial literacy is still not very prominent in the new
curriculum, and other countries have gone further in making financial education in
schools mandatory, with resources to match. Therefore financial literacy in schools
could be promoted more strongly, or made mandatory.

Outside of schools, financial literacy initiatives could be stepped up in a number of
ways if additional funding were available, using existing infrastructure.

For example, experience shows that campaigns do generally result in more demand
for the available education. Therefore, more frequent marketing campaigns to draw
people to the Sortedresources could be made. Different campaigns could be run
targeted to different demographic groups, topics or life events, perhaps those not
recently targeted.

The overseas initiatives discussed in Chapter 3 suggest that more telephone or face-to-

face ways of giving financial information and education be explored. Dublin has a

i POEOCOEPEOwWDPOI OUOEUDPOOWET OUUI wE OE wkbrahdu4 * wbUwx DO
web, telephone, and face-to-face service. However, these should be considered

cautiously. Various telephone and face-to-face services already exist in New Zealand.
TUPEOUWOI wEWEUEOEI E wig NeWEZealend #evd het@dduraging.] UY DE |
Cost-benefit analyses for the New Zealand environment would be needed. The results

of the evaluation of the UK pilot could be useful, although are not due until 2010.
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Chapter 4 shows that as yet we have very limited evidence on levels of financial
literacy in New Zealand compared to other countries. Further, Chapter 5 shows that
we do not yet know whether or how different types of financial education work to
improve financial literacy. Policy makers should therefore be realistic in their
expectations about the benefits of financial education and the impacts of improved
financial literacy. Financial literacy is part of the policy mix, alongside other
approaches to improving personal financial well-being.

Chapter 5 also suggested that the latest insights from behavioural economics and
psychology could be further mined to help improve the delivery of financial
information and education. This could include learning lessons from social marketing
theory and public health promotions, and from technigues which encourage people to
understand norms of behaviour. The Retirement Commission has begun to explore
these theories.

A particular suggestion from Chapter 5 was that simplifying the purchase of financial
products is important. This chimes with Chapter 3, which showed that product
comparison tables are less common in New Zealand than in other countries and the
suggestion in Chapter 6 that more financial information and education could build
from product and adviser disclosure statements. Guidance to help consumers
understand what disclosure information means could be made available on existing
websites, clearly signposted from the disclosure statements. Such an integrated
presentation could help simplify each item of information, and reduce the risk of
confusion from multiple formats.

The above suggestion on disclosure may be particularly important for investment
products. And, to promote investing in particular, it could be made the focus of new
financial literacy campaigns. This could direct people to the existing Sortedwebpages
and booklet, which are linked to Securities Commission information. Given the
existing material, this could be a relatively low cost way to stimulate demand for
information on investing. Alternatively, or in addition, more KiwiSaver campaigns
could be run. This may stimulate demand for already-available seminars, as well as
the web and printed material.

However, the limited indications available so far, set out in Chapter 4, suggest New
Zealanders generally understand risk-return, but do not prefer the risk-return of share
investments. The evidence suggests that financial literacy may be only one of a
number of barriers to more New Zealanders investing in capital markets.

kkkkk
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Appendix 177 Financial education providers in New Zealand

as at May 2009

Financial institutions

Organisation Audience Delivery method | Topic
ASB School students School classroom | Comprehensive
ANZ Bank customers Booklets Comprehensive
Online
MasterCard General audience | Online Budgeting, debt
Visa NZ General audience | Online Budgeting, debt
Booklets
Westpac New Bank customers Public seminars Comprehensive
Zealand Staff One to one
sessions

Government age ncies

Organisation

Audience

Delivery method

Topic

Career Services

School students
Teacher resources

School classroom

Comprehensive

Department of Prisoners Workshops Budgeting
Corrections
Housing New Home buyers Public seminars Home buying
Zealand Online
Inland Revenue Post school Online Tax
students Student loans
First time
jobholders
Ministry of School students; School classroom | Purchasing goods
Consumer Affairs | Teacher resources
Retirement General audience | Online Comprehensive
Commission Employees (for Booklets (including investing)
KiwiSaver) Public seminars
Workplace
seminars
Securities General audience | Online Investing
Commission
Work and Income | Beneficiaries Face to face Budgeting
NZ (WINZ) Booklets Debt

77 Summarised from Retirement Commission (forthcoming)
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Not for profit organi sations

Organisation

Audience

Delivery method

Topic

Trust

Consumer NZ Subscribers Magazine Consumer protection
Online

New Zealand General audience | Face to face Budgeting

Association of Booklets

"pUPal Oz U

Bureau

New Zealand General audience | Public seminars Budgeting

Federation of Face to face

Family Budgeting Public courses

Services

Plunket New parents Public courses Budgeting

SavY Charitable School students School classroom | Budgeting

Te Runanga o
Ngai Tahu

Ngai Tahu

Online

Compound interest

Young Enterprise
Trust

School students

School classroom

Comprehensive

Education organisations

Organisation

Audience

Delivery method

Topic

Continuing
education
providers

General public

Short courses

Comprehensive

Learning Media

School students
Teacher resources

School classroom

Comprehensive

Open Polytechnic
of New Zealand

General public

Short courses

Comprehensive

Organisations ¢
student services

One to one
sessions

Ministry of School students School classroom | Numeracy
Education Teacher resources Financial thinking
ScholarNet Online | School students Online Comprehensive
Education

University of Tertiary students | Undergraduate Financial literacy
Auckland degree course

Tertiary Tertiary students | Online Budgeting

Managing debt
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Medi a

Organisation

Audience

Delivery method

Topic

MoneyTV

General public

Online

Comprehensive

Television NZ

General public

Television

Money management

Financial coaches and seminar presenters

Organisation Audience Delivery method Topic
My Money Mentor | Employers Public seminars Money
Employees Workplace management
General public seminars
One to one
sessions
Wealthcoaches Employers Workplace Money
Employees seminars management
One to one
sessions
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Appendix 2: Financial literacy in other countries
Australia, Canada, Ireland, UK, US

Australia

Australia has no apparent current National Strategy document for financial literacy. A
taskforce set up by Treasury in 2004 recommended formation of a single body to take
a strategic approach to financial literacy for Australia; to be a central hub for research
and development of resources; and, to be a single co-ordinator of the various
providers of financial information and education.

The Financial Literacy Foundation (FLF) was established by the Australian
Government in 2005 within the Treasury. It developed the website
www.understandingmoney.gov.au along the lines of Sorted

In July 2008, the functions of the Foundation were transferred to the Australian

Securities and Investments Commission (ASIC), the corporate, market and financial

servicesregulator. 2 ( " wOOPwbOUOUWUOwW? 1 OEIrkEchiolByStthODEDE OwOD (
promote improved financial literacy and, importantly, financial decision making

UT UOUT T OU00wUT T w UBUUEOPEOQuwWxOxUOEUDOO?

As the regulator, ASIC has consumer protection responsibilities and had a website for

consumer information www.fido.gov.au. Fidonow has more content than

Understanding Moneyincluding calculators, stories and articles.

Australia has researched levels of financial literacy in the population more often than
other countries. ANZ Bank sponsored surveys in 2002, 2005 and 2008 and FLF
commissioned one in 2007.

There is effectively compulsory financial literacy education in Australian schools up to
age 15. FLF supported the development of National Financial Literacy Framework
(curricula learning standards) and teacher resources. Additional resources for schools
are available from ASIC and the non-profit and private sectors.

A stocktake in 2004 found over 700 consumer information initiatives with a focus on
financial education in Australia™, from public, private and community sector bodies.
One example is the National Information Centre on Retirement Investments (NICRI),
funded by a government department FaHCSIA. NICRI offers free information via a
website, booklets and seminars on investment products, particularly targeted to
people with modest means.

78 ASIC 2008p. 19
79 Consumer and Financial Literacy Taskforce 2004
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Canada

The Financial Consumer Agency of Canada (FCAC) was established in 2001 as an
independent federal body to strengthen oversight of consumer issues and expand
consumer education in the financial sector.

(DWEOTI UwOOU0wl EY! wWEWEUEOQE] Ewbl EUPUT wEUWUOT 1T wOUOT 1
website focuses on banking, insurance, credit, loans and debt products. Its

information on saving and investing is on one page, plus some facts on government-

issued savings bonds.

Personal financial education in schools is currently not mandatory except in two
provinces which each give around 20 hours of class time at age 15 or 16. FCAC is
developing resources to be available to schools nationally.

There are some non-profit organisations involved in financial education in Canada,
locally and nationally. Social and Development Innovations (SEDI) hosts the
Canadian Centre for Financial Literacy which works with businesses, governments
and non-profit organisations to help lower-income Canadians improve their financial
literacy.

With no national strategy and with the first national survey of financial literacy due in
2009, Canada appears to be the slowest country in this sample to embrace financial
literacy. However, in February 2009, the Minister of Finance announced the intention
to establish an independent task force which will make recommendations on a
national strategy on financial literacy.

Ireland

The Irish Financial Regulator was set up in 2003. As part of its statutory functions it
OUUUwW?HOEUI EUI WwEPEUI Ol UUWEOOOT WEOOUUOI UUwOIi wli
i POEOEDE Owx UOE U Ehe WebsiedEww litdy diirdtey.idlis the main

channel for consumer information and education. There is also a telephone helpline

for general information for ordering booklets, and an Information Centre in Dublin.

Reflecting the consumer information and protection orientation of its host, the website
is notable for having content about consumer rights in relation to financial products.
It also has cost comparison tables for 10 financial product types.

The Financial Regulator chairs the National Steering Group for Financial Education,
set up in 2006. This group was set up to oversee and coordinate financial education in
Ireland. It comprises representatives of government, public bodies, voluntary
institutions and the private sector. As yet, there appears to be no National Strategy
published from the Group.
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Ireland has recently published the results of a financial capability survey, following
OT1T wdOI UT OEOCOOT awldl wiOT T wa*zU0wl YYt wUOUUYIT ad wuw

3T T w YYNwTl OYTI UOOI OUWEEOOwWUI EExDUEODPUEUDPOOWUET I
includes a provision that the banks contribute funding and other resources to develop

and support financial education, guided by the Steering Group report and the

financial capability study.

United Kingdom

The UK providesEOQwl BRET xUPOOwWUOwWUT T wOUT wOl wUOT T wOl UOuws I 1
s | b0 EGKEE@admdEVOuwW? EWEUOEEWEOOET xUOwi OEOOXEUUD(
knowledge and skills to understand their own financial circumstances, along with the

motivation to take action. Financially capable consumers plan ahead, find and use

information, know when to seek advice and can understand and act on this advice,

leading to greater participation in the financial services markets? 8 ww( Uwi EVUWET T Ow
suggested that this is different from financial literacy.

This paper uses the term ginancial literacyzto describe EOOWE QU OUUEhe Uz wi 1 1 OGUUU
financial education| D1 OE Ow®b O E O.UThiDaSsurmeblthalt theddifferdnce is one

of terminology rather than a useful practical distinction. The spectrum of financial

literacy in Figure 1 includes the knowledge, skills and motivation in the first half of

the definition of capability, but does not pre-suppose that the four actions of

financially capable consumers as defined are necessarily the most important ones.

However, it is unlikely that any financial education practitioners or policy makers

would not share the same ultimate goal of personal financial well-being which implies

appropriate action is taken. Further, UK financial education initiatives are looked at

alongside those of other countries (including by UK-based researchers)st.

The UK has made the largest centralised commitment to financial literacy in this
sample of countries. The Financial Services Authority (FSA, which regulates the
financial services industry in the UK) set out a 5 year plan to improve financial literacy
in 2006, based on a large national survey of financial literacy levels. HM Treasury
published UT T w& OY 1 U O Gdrrdappraachn@@T and set up an independent
review in 2007/8. In 2008 a joint action plan was published by the Treasury and the
FSA.

80 HM Treasury 2007b p. 19
81 For example in Kempson 2008 Note that I reland also calls its national s ur
but the same team as in the UK followed the method used in the UK survey.
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which require participation in saving and investment®.
1 Child Trust Fund (CTF): The government sends a voucher for GBP 250 (around
NZD 675) to the parents of every new born child in the UK. The parents have
to choose an account in which to invest the money. The child has access to the
money at age 18. Additional resources available for financial education in
schools were made partly to develop curriculum resources based on the CTFs3,
1 Personal accounts: The government is planning a national auto-enrolment
retirement savings plan, similar in some ways to KiwiSaver, to start in 2012.
Communications and education around this product are not yet developed.

The FSA is the lead agency for the implementation of the financial capability strategy.
It works in partnerships with many other providers of financial education. In its 2007
report, the Treasury informally reviewed 60 financial literacy initiatives in the public,
private, non-profit and voluntary sectors.

The FSA tracks many different initiatives, with different branding, materials,

approaches and partnerships, under its own business plan. This includes:

1 A website MoneyMadeCleaand printed guides for consumers, with product
comparison tables and interactive tools.

AOI pwx EUI OU Uz wlingibding asepdratvisitea

A website WhatAboutMoneyfor young adults.

Resources for schools curricula.

Material for young adults in higher education and those not in education or

employment, and training for student money advisers.

1 Seminars and material for employees delivered in the workplace (with
presenters from the financial services industry working pro-bono).

1 Tailored resources for vulnerable groups (including offenders, people with
learning disabilities, autism, mental health issues and in social housing)
delivered by appropriate intermediaries.

9 Tailored web-based content and links with intermediaries to give financial
information to those going through divorce or separation.

T 2, 001 a wé& Ubdistuidds below.

= =4 =4 =4

The FSAZ £D06-11 financial literacy plan anticipated spending GBP 100 million over 5
years, around NZD 270 million#*. 3 T 1 w %dudget br financial literacy initiatives in
2009/10 is GBP 22.7 million, around NZD 61 milliongs,

82HM Treasury 2007b

83 HM Treasury 2007a

84 HM Treasury and FSA 2008
85 FSA 2009c
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This came out of the independent review set up by the Treasury in 2007 to determine
I Obpw?1T1 Ol UPEwi BOE OE b E proviéd vrbafhational gréléo GREAMED U O E WE |
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financial circumstances of an individual, but which does not result in a product
Ul EOOOI OBEUDOO»

Recognising that this would be a new and major initiative, the review®” recommended
a year long pilot, which started in two regions of England in April 2009. The FSA
takes the lead, subcontracting provision of some services to existing providers. The
aim is to trial web, telephone and face-to-face services. See also Box 2.

GFA was relabelled ? , O O1 a w& U&né iEvElhter brought under the brand of
the existing FSA consumer website MoneyMadeClear The website is used as the main
delivery channel for the service. Critical questions for the pilot to answer include:

1 Will the service successfully fill the gap between regulated product advice and
pure information: will Money Guidance be able to do more for individuals
than existing financial education initiatives do without straying too far into
recommendations?

1 How different will the service be from a larger scale and more organised
delivery of currently available services?

1 How significant will telephone and face-to-face advice be: how many people
would want it, for which type of services?

1  Will the cost of a national service be worth it? The estimates® is an annual cost
of between GBP 36 to 64 million, around NZD 95 to 170 million, to serve 4
million people (7% of the population) a year.

Personal financial education in schools in compulsory in Wales at ages 7-16 and in N.
Ireland at ages 14-16. It is a voluntary subject in Scotland and England. Government
has announced its intention to introduce some compulsory element of learning about
money in all English schools from 2011.

86 HM Treasury 2007b p. 49
87 The Thoresen Review,HM Treasury 2008
88 HM Treasury 2008 p. 14. 2008 prices.
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United States
The US currently has two federal initiatives which provide an over-arching structure
for financial literacy:

1 The Treasury Department established the Office of Financial Education in 2002
to promote access to financial education tools in all areas of personal financial
management. The Office also coordinates the efforts of the Financial Literacy
and Education Commission (FLEC), a cross-departmental group which works
to improve financial literacy and education on a national basis.

T 371 w/ Ul UbP EdnGoountil@pAE)BrbFthancial Literacy was set up in
I YYWwOOwPOUOwWPPUT wOT | wxUEOPEWEOEwWxUDBYEUI wUl
competitive and assist the American people in understanding and addressing
i DPOEOEPEOWOEUUI UU? 8w

FLEC runs the website www.mymoney.gov. Unlike other national websites in this

sample, MyMoney is a portal for accessing material on other federal E1 x EUUO1 OUUZz w
websites. So for example,? %OUT EOOUUUI w1l UOU vlieks thnaigidtt w" OOUUOT L
the Federal Reserve Board website,or? 3EODOT wUOT | w, a0l UawOU O woi w1l !
/| OEOODPOT » WEOPEOUWUT UOUT T wOOWE w#1 xEUUOI O0wOIi w+E

The National Strategy for Financial Literacy was produced by the US Treasury in 2006.

It was criticised by the Government Accountability Office (GAO)EU w? E1 UEUDxUDOOU w
existing initiatives or broad pronouncements that do not include a specific

DOx Ol O1 OU E pHé GAacaBBd&Eféund that the MyMoney website (which

started two years earlier) had low visitor numbers, around 628,000 visits in the last

fiscal year. That represents around 0.2% of the US population.

371 w/ Ul UPEI OUzUw EYPUOUaw" OUOEPOWI EUwxUOxOUI Ew
including mandating financial education in all schools to age 18, tax incentives for

workplace financial education and increased federal funding for non-profit

community financial education programmes.

The US is notable for having very many non-federal financial education initiatives, run
by public and private sector organisations, including private non-profit foundations,
financial institutions, community groups, schools and employers®. This proliferation
leads to a lot of financial education resources, market research and academic research.

There are also many US-based academics researching aspects of financial education
and evaluating programmes. Many of these programmes focus on retirement
planning, perhaps not surprising given the size of the retirement savings industry.
Financial market participation is a topic of much of the research; not only about the
role of financial literacy but also behavioural economics.

89 GAO 2006
9 Kozup and Hogarth 2008; Vitt, Reichbach, Kent and Siegenthaler 2005
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