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Introduction 

Another potential financial crisis is looming. The Millennial generation is perilously 

close to the “point of no return” for securing their future retirement; plagued by debt—fueled 

predominately by an overreliance on credit—and characterized by their financial illiteracy, the 

Millennials are not saving adequately for retirement. National policy must be implemented to 

address this crisis before serious repercussions are realized; this policy proposal outlines the 

factors affecting the Millennial generation and offers two solutions to the crisis—a short term 

solution of implementing automatic savings and a long term solution of increasing financial 

literacy through increased financial education.  

Millennial Analysis, Behaviors & Decisions 

The Millennial Generation, or Generation Y, consists of unique attitudes and beliefs, 

which differentiate it from other generations.  As the fastest growing generation, the Millennials 

feel as though they control, influence, and lead the future of innovation. Born in the early 1980 to 

late 1990’s, they grew up alongside the early development of current technology, adapting 

effortlessly to things like cell phones, laptops, and internet that previous generations barely 

understand (Junco, 2007). Millennials are very team-oriented, hungry for gratification, and crave 

attention. They seek attention from bosses, leaders, or authority figures through feedback, 

guidance, and approval. Millennials emulate the values taught to them by their parental figures 

and role models. Their spending habits are also directly influenced by their values, culture, and 

trends. The continual growth of the United States economy has contributed to the Millennial 

Generation’s current increased spending habits rather, while putting saving to the wayside 
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(Malcolm, 2012; Hadley, 2012). Financially, this generation is characterized by low savings 

rates, luxury items, and low financial literacy.  

 

Source: St. Louis Fed. FRED, 2012 

The Millennial generation is looking toward a much more conservative retirement lifestyle if 

they don’t change their beliefs of using today’s dollar as a tool to prepare for the future.  

Technology Influencing Debt 

Credit cards give the ability for consumers to splurge, spend, and carelessly use money 

that they clearly do not have, but also presents the opportunity to borrow when needed. Carrying 

a credit card, rather than having cash, gives the users the ability to use pretend funds that they do 

not have. Simply visualizing their account balance rather than realizing the direct physical 

depletion of cash in their wallet leads to individuals spending 12-18% more than they would with 

cash (Debt Management – Investopedia, 2012). Giving consumer’s finite spending limits without 

immediate repercussion produced a pronounced use of credit in the United States essentially 

since 1983. The potential dangers of credit cards can directly impact the financially illiterate 

owners. 
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Source: US Federal Reserve, 2009; US Census Bureau 
 

 Based on this epidemic, “In 1983, 65% of households in the United States held at least one 

credit card, leading to high household debt” (Castronova & Hagstrom, 2004). Whereas more 

recent estimates suggest that anywhere between 73% and 80% of households have at least one 

card” (Bucks et al., 2009; Garcia, 2007; Min & Kim, 2003). The ability to own a credit card is 

simply too easy, meanwhile many of those who are spending do not anticipate or have the means 

to pay the debt off.  

Debt Continuing to Increase 

Giving individuals the ability to own such useful but potentially financially destructive 

device such as credit cards, tests the owner self-discipline and moral values by allowing limitless 

spending. The Millennial Generation is continuing the trend of owning multiple credit cards 

irresponsibly and carrying large debt. Millennials own approximately 4.6 credit cards per 

individual” (Perry, 2005). They also hold an average debt of $3,317 (Malcolm, 2012; Hadley, 

2012). This spending will hinder the ability of individuals to saving for retirement due to their 

excess money going to the interest being charged on the credit cards (American Express, 2012). 

If you were to make a minimum payment of 2% on a $5,000 credit card debt holding with a 
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national average of 15% APR it would take a little over six and one-half years to repay 

(Dilworth, 2012; Kelly. 2012). The $5,000- loan would grow to an accrued amount of $7,900 in 

total payments including interest. The vicious but self-induced cycle of buying consumer goods 

on credit places a barrier on Generation Y being able to save for the future. 

                     

Consumerism 

Over the last few years, consumer spending has accounted for nearly 70% of all 

economic activity in America (Bureau of Labor Statistics, 2011). America and the Millennial 

generation in general are targeted by marketing teams and advertisers through television, 

magazines, internet, etc. The American sees approximately 20,000 television commercials every 

year and more than 20 million by the time they reach age 65. Parents Magazine reported in 

March, 2004 that “children ages 4 to 12 shell out an estimated $35.6 billion of their own cash 

annually, more than four times what they did a decade ago.” Commercials make us feel that we 

need and deserve the products being offered. When it comes to Generation Y in general their 

outlook on spending is “I am special and I can afford this” (Olshin, 2007).  

Financial Literacy Defined 

Financial literacy is the ability to make informed financial decisions with an underlying 

knowledge of basic financial principles and investment vehicles. Research suggests financial 

literacy directly affects consumer’s financial decisions and behavior. For example, Chang and 

Hanna (1992) found that consumers with higher levels of financial knowledge were more likely 

to make better financial decisions. Furthermore, Perry and Morris (2005) found that people with 

higher financial literacy were more likely to budget, save and plan for the future.  Conversely, 
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those who are less financially literate are more likely to unknowingly commit financial mistakes, 

less likely to adopt recommended financial practices, and less likely to effectively cope with 

sudden economic shocks (Hung, 2009).  

Low Financial Literacy for Millennial Generation 

Research suggests that the Millennial Generation struggles with basic financial skills. The 

2008 Jump$tart Survey of Financial Literacy among High School Students has been surveying 

12th grade students biennially since 1998. Student scores range from a high of 57% to a low of 

48.3% all of which are failing grades on a high school scale. In addition, Charles Schwab’s 2007 

Teens & Money Survey found that only 26% of teenagers know how credit card fees work and 

only 24% know whether check-cashing services are good or bad to use. College students also 

performed poorly on the literacy test. On Jump$tart’s first survey of Financial Literacy Among 

College Students, college students had an average score of 62%. The saving habits of the 

Millennial Generation are significantly lower compared to other generations. Research from the 

Employee Benefit Research Group found that young workers are significantly less likely to 

participate in employer saving plans (RCS, 2012). Even for the highest earners ($50,000 or 

more), 54.3% of employees ages 21-24 chose to participate in a plan, compared to 71.2 % of 

those ages 45-54.  
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Reasons for Low Financial Literacy 

 Low levels of financial literacy are largely due to a lack of financial education in public 

schools and the low quality of education in places where it is offered. Currently, only 25 states 

have financial education requirements compared to 27 states that do not have any at all. In the 

states that do offer some sort of financial education, the financial education requirements vary 

significantly and often times simply isn't enough. For example, in Arizona the Board of 

Education  added a one-half credit (one semester) economics requirement and only a fraction of 

the course includes a personal finance concept while other states such as Missouri require an 

entire one semester course devoted to personal finance. (Jump$tart State Financial Education 

Requirements, 2010) 

 

 

 

 

 

 

Image from Jumpstart.org 

Not only is there a lack of financial education in public schools, but many parents don’t 

teach their children basic financial skills. Charles Schwab 2008 Parents and Money Survey found 
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that parents do not place enough emphasis on educating their children about money (Schwab, 

2008). The research found that only 34% of parents had taught their teenagers to balance a 

checkbook and only 29% had taught them about credit card fees and interest (Schwab, 2008).  

The tradition of very little formal financial education has contributed to the low personal savings 

rate of Americans, which is currently only 3.3% according to the St. Louis Fed (Personal Saving 

Rate, 2012). 

The Short Term Solution for Increased Retirement Saving 

Given the saving crisis faced by the millennial generation, immediate action needs to be 

taken. This proposal outlines a two-pronged short term solution for national implementation—

automatic savings through automatic qualified retirement plans, such as 401(k)s or automatic 

IRAs.  

The Automatic 401(k) 

Over time, fewer and fewer firms are offering defined benefit pension plans where the 

employer traditionally assumed the risk and responsibility of their employees’ retirement 

savings. Instead, firms are shifting the burden of retirement saving onto the employee by offering 

defined contribution (DC) plans, which offer lower-cost implementation and reduced financial 

risk for the employer. However, these DC plans require significant initiative on behalf of the 

employee and can be prohibitively complex for the financial illiterate. Today, the most common 

of the defined contribution plans is the traditional 401(k). Under a traditional 401(k) plan, the 

employee is required to make a number of complex decisions: whether or not to participate in the 

plan, how much to contribute, how to allocate investment funds, when to rebalance their 

portfolio, what to do with the deferred contributions upon changing jobs, and when and how to 
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withdraw funds for retirement. Given the overall lack of financial literacy, on average, among 

the millennial generation, this is no easy task. “In this system, a worker who is intimidated by the 

complexity remains outside of the 401(k) system and is thus deprived of the tax-advantaged 

retirement saving opportunities that 401(k)s provide” (Iwry and Gale, 2006). “Studies by 

psychologists have shown that increasing the complexity of a decision-making task leads 

individuals to defer making a decision, or, in the popular vernacular, to procrastinate.” (Madrian, 

2000) This intimidation and procrastination evoked by the complexity of the 401(k) decision-

making process results in a force of inertia constantly working against retirement saving by new 

employees. A proposal solution to the problem is the automatic 401(k). 

 The automatic 401(k) is derived from a strategy by the U.S. Treasury to promote 

retirement saving, without sacrificing individual choice, via the use of default arrangements. It is 

“a plan designed to recognize the power of inertia in human behavior and enlist it to promote, 

rather than hinder, saving” (Iwry, 2006). The automatic 401(k) has three key elements—

automatic enrollment, automatic escalation, and automatic investment—which can all be 

overridden at any time if the employee so chooses.  Whereby approval will appease both political 

parties—oversight house differences. 

I. Automatic Enrollment 

The critical component of the automatic 401(k) is automatic enrollment. Under automatic 

enrollment, all eligible employees will automatically be enrolled in their employer-sponsored 

401(k) plan and set at a default contribution rate of 3 percent; of course, the employee will 

always retain the right to opt out of the plan—a “negative 401(k) election”—and to adjust their 

contribution rate to their choosing. In previous years, employers have been hesitant to enact 

automatic enrollment due to state anti-garnishment laws; however, the Pension Protection Act of 
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2006 (PPA) “provided legal clarification that automatic enrollment is not prohibited by state 

anti-garnishment laws meant to prevent inappropriate and involuntary deductions from employee 

pay” (“Automatic 401(k)”, 2006). Under the PPA, plan sponsors will be required to permit the 

employee a 30 day “opt out” period from the day of enrollment to the time of the first deferral 

(“Automation of DC Plans”). After the first deferral, the employee has a 90 day “unwind” period 

to request a return of all automatic contributions from the 401(k) plan without facing withdrawal 

restrictions or a 10% early withdrawal tax (“Analysis”, 2006). Thanks to this legislation, 

employer hesitation has been largely overcome and automatic enrollment is increasing in 401(k) 

plans.  

 The automatic enrollment provision is estimated to boost enrollment for new-hires from 

49 percent to 86 percent (“Automatic Savings Vehicles”, 2006), and, if presented as a condition 

of employment, the employee may be more unlikely to take the initiative to opt-out of the plan 

than they were to enroll in the past (“Automation of DC Plans”). This tendency not to opt out is a 

result of two reasons—inertia and the endowment effect. Applying the same principle of inertia 

that originally resisted enrollment in a 401(k), the inertia is now used to maintain employee 

participation in the 401(k) plan. Secondly, “once individuals become 401(k) participants, they 

may actually value 401(k) participation more than they would have valued it as non-participants” 

due to the endowment effect—individuals value commodities more as owners than they would as 

prospective owners (Madrian, 2000). Combined, inertia and the endowment effect work to 

maintain plan participation under automatic enrollment, which will be essential for promoting 

retirement saving among the Millennial generation—a generation characterized by its preference 

for present consumption and an inherent lack of savings.  In addition to increasing participation 

among new-hires, the nonparticipation rate—representing existing, eligible employees who are 
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not enrolled in the employer-sponsored 401(k) plan—can be cut from approximately 25 percent 

to as little as 5-10 percent under automatic enrollment (“Automatic 401(k)”. 2006). However, 

extreme care and diligence will need to be taken when bringing existing employees into the 

automatic 401(k) to ensure that these employees are aware of the 30 day “opt-out” period and 90 

day “unwind” period. Overall, the automatic enrollment provision of the automatic 401(k) will 

have a significant impact on participation rates for employer-sponsored 401(k)s, and it will be 

critical in the short term solution for the savings crisis faced by the millennial generation.  

II. Automatic Escalation  

The second element of the automatic 401(k) is an automatic escalation of 401(k) 

contributions. A significant proportion of participants enrolled by automatic enrollment exhibit 

“default” behavior—the tendency to remain at the plan defaults—as a result of inertia and from 

employees viewing the defaults as implicit investment advice from the company (Madrian, 

2000). Since the default contribution rate of 3 percent under the automatic enrollment provision 

is widely regarded as insufficient for long term retirement saving, it is imperative that steps be 

taken to ensure contribution rates of automatic 401(k) participants do not drop below age-

appropriate contribution rates. One proposed solution is the automatic escalation of 

contributions.  

Unless the employee chooses otherwise, the employee’s contributions will increase 

automatically each year, or in conjunction with pay raises, up to a specified limit (Iwry, 2006). 

This automatic escalation will serve to mitigate the “default behavior” risk by automatically 

increasing the contribution rate, although it is understood that solely relying on the automatic 

escalation will not yield appropriate long-term contributions. To further reduce this risk, 

employers can shift plan education from the need to enroll in the employer-sponsored plan to the 
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need to increase deferral amounts over time (“Automation of DC Plans”,). Much care will be 

needed to ensure the automatic escalation provision does not negatively impact each employee’s 

maximum elective deferral limit (“Automation of DC Plans”). Companies will be required to 

provide a schedule of the automatic escalations to each plan participant. Thankfully, some 

framework has already been provided to employers per the establishment of the qualified 

automatic contribution arrangement (QACA) by the Pension Protection Act of 2006 (PPA): 

“If the plan’s automatic enrollment feature is designed to meet the requirements of a QACA, then 
the plan will be treated as meeting the actual deferral percentage (ADP) and actual contribution 
percentage (ACP) tests and will be exempt from top-heaving testing. The QACA must provide 
the following automatic deferral rates: 

• On initial eligibility – between 3% and 10% 
• In the second year of participation – at least 4% 
• In the third year of participation – at least 5% 
• In subsequent years of participation – at least 6% 

The QACA must also contain a matching provision of either (1) at least 100% on the first 1% of 
deferrals plus at least 50% on the next 5% of deferrals, or (2) a 3% nonelective contribution” 
(“Automation of DC Plans”).  

Under this policy proposal, employers offering the automatic 401(k) will be highly encouraged 

to comply with the automatic deferral rates for a QACA; given the benefits of compliance for 

nondiscrimination testing, it is expected that the majority of companies will, at a minimum, meet 

the requirements of a QACA.  

III. Automatic Investment  

The third element of the proposed automatic 401(k) is the automatic investment of 

contributions. Perhaps the most daunting and complex decisions to be made in a 401(k) are the 

investment decisions, especially for those lacking financially literacy, such as the millennial 

generation. Consequently, many 401(k) accounts lack the proper diversification and asset 

allocation, investing too heavily in employer stock and in safe, but low yielding, money market 

funds (Gale, 2005). The automatic investment element of the automatic 401(k) would address 
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this problem. In the absence of investment decisions by the employee, contributions would 

automatically be invested in low-cost, balanced, and diversified funds. The Department of Labor 

(DOL) has identified three Qualified Default Investment Alternatives (QDIAs) that offer 

employers protection from fiduciary liability arising from losses incurred by participants 

invested in a QDIA; the three QDIAs are: 

• Lifecycle or Target Retirement Date funds 

• Professionally managed accounts which allocate account balances across 
existing plan options 
 

• A Balanced fund which takes into account the demographics of the plan 
participants  

Additionally, a stable-value fund can be utilized as a temporary QDIA during the 30 day opt-out 

period and 90 day “unwind” period (“Automation of DC Plans”). While employers will be free 

to choose the default investment options to be offered in their automatic 401(k)s, it is expected 

that the vast majority will offer QDIAs as the default investment options for the fiduciary 

liability protection. This automatic investment of contributions will ensure 401(k) accounts are 

properly allocated and diversified if no action is taken by the employee.  

Impact of the Automatic 401(k) 

 Having explained each element of the automatic 401(k) and the associated benefits of 

each, it is now essential, especially for this proposal, to quantify the aggregate impact of the 

automatic 401(k) proposal on government expenditures, national savings, and employers. An 

obvious cost of implementing the automatic 401(k) proposal is the loss of tax revenue associated 

with the increase of tax-deferred 401(k) contributions. “The revenue loss from making automatic 

enrollment in 401(k)s universal and implementing a default contribution rate is between $3.5 

billion and $6.9 billion per year, with losses between $35 billion and $69 billion over fiscal years 
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2008-2017” (Geissler, 2008). Compared to the $498.7 billion of total tax expenditures for 

contributions to employer-sponsored retirement plans over 2008-2011, the cost is relatively small 

as it would only increase federal outlays by about 2.2 percent (Geissler, 2008).  As for the 

employer, the automatic 401(k) represents no additional cost since the 401(k) framework is 

already established; the greater expense incurred by the employer will only be the result of 

higher 401(k) participation rates due to the automatic enrollment feature. These costs, however, 

pale in comparison to the positive impact of the automatic 401(k) on national saving; “The net 

effect on national saving as a result of the automatic 401(k) alone would be an increase of about 

0.34 percent of GDP (2006)—almost $44 billion dollars per year” (Iwry and Gale, 2006). This 

calculation is broken down as follows (percentage of 2006 GDP): 

• Increase of 0.69 from new contributions 

• Reduction of other private savings by 0.25  

• Net effect on private savings = 0.69 – 0.25 = 0.44 

• Reduction of government tax revenue by 0.10 

• Net effect on national savings = 0.44 – 0.10 = 0.34 

Automatic enrollment, by itself, accounts for an increase in national savings of nearly $8 billion 

(“Automatic Savings Vehicles”, 2006). It is clear that, despite the loss in tax revenue, the 

benefits of the automatic 401(k) vastly outweigh the costs, and when viewed as a short term 

solution to secure the retirement security and increase overall social welfare of the millennial 

generation, the cost is negligible.  

Automatic Savings IRA’s 
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While Automatic 401(k)s are the most efficient and beneficial option for promoting 

employee saving, not all companies offer Defined Contribution plans. For companies that do not, 

they have the option of offering a plan that is comparable in expense and easier to implement for 

small companies—an individual retirement account (IRA). Individuals who are not offered any 

kind of retirement plan would have the ability to invest in an IRA. This vehicle offers tax-

deferred savings for individuals and low cost tax-deferred investment return. Most of the same 

key elements of automatic 401(k)s apply to automatic IRA’s. 

I. Automatic Enrollment 

These smaller individual plans have made it easier for individuals and companies that 

cannot afford government qualified plans to begin saving for their future. There is still something 

that keeps people from actively wanting to delay current consumption in order to increase future 

consumption at retirement. Making the enrollment as easy as possible, including no additional 

work for the employee to enroll in the plan, should help drive up the number of people 

participating in and regularly contributing to the plans.  

There are a few options when it comes to making these plans “automatic.” One of the 

greatest questions about automatic enrollment is not if they decide to participate but how long it 

takes before they sign up for the plan. The first step is to make sure that employees are 

participating in a plan within the first few years of employment. A recent study done by (John 

Beshears, 2009) showed that after a company switched from standard enrollment, which the 

default is “not enrolled,” to automatic enrollment, where employees must opt out to not 

participate, that their participation rates in the plan went from between 60-75% to almost 100%. 

Another reason the plan may be successful in increasing the number enrolled is because the 



16 
 

contribution rate is set. More recently, an attempt to pass automatic IRA legislation through the 

houses—Automatic IRA Act (H.R 4049)—has been deemed questionable; bipartisan approval 

will be key to successful legislation creation. According to Congressman Neal (D-MA), H.R. 

4049 “provided common-sense reforms that will help Americans prepare for financially secure 

retirement” (Imoh, 2012). 

“Despite the strong differences between the parties, proposals for Automatic IRAs have 
 had bipartisan support in the past. The AARP, Brookings Institute, Aspen Institute for 
 Financial Security and Heritage Foundation all support Automatic IRA policies similar to 
 that included in H.R. 4049” (Imoh, 2012). 
 

 H.R 4049 will force employees to save for their retirement unless they show strong indications 

of opting out. 

II. Automatic Contributions  

Enrollment is an important factor in creating inertia for plan participation, but many 

employees may become unwilling to participate when faced with too many questions of how to 

best participate. According to Donald Lambro, Chief Political Correspondent for The 

Washington Times, “The savings rate in our country…is abysmal. This [The Automatic IRA] 

would dramatically turn that rate around, helping millions to build wealth and some measure of 

retirement security” (Iwry, 2009; John, 2009). Implementing an automatic contribution amount 

will alleviate stress and make the employees’ process easier; it would allow the employees to 

deduct a designated percentage from their paycheck, similar to State and Federal taxes and 

Medicare, which could be adapted to fit the fluctuation of their monthly discretionary cash flow.  
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III. Automatic Investment Choice 

 Another step in smoothing the process of retirement planning is offering a standard 

default investment option when employees are automatically enrolled. According to Iwra and 

John, automatic payroll deposits would protect potential fiduciary liability investment 

performance by having a default set of investments. The benefit is realized by taking the burden 

of decision making off of the employees to provide them with one less reason to opt out of the 

plan. If the employee elects to choose an investment option, they have the ability to do so, but, 

upon default, a low risk, low cost investment option would be chosen for them.  

Current Rules 

The idea of automatic IRAs is becoming more and more popular to individuals and small 

employers. Qualified plans can be expensive and IRA’s give you the tax saving benefit that 

makes a retirement plan worthwhile. The Automatic IRA act of 2007 requires any company with 

more than ten employees that have been in business for two or more years must offer an IRA 

plan. The bill provides under automatic enrollment that all employees with automatically 

contribute to the plan from their paycheck unless they actively opt out. Participants in a non-

automatic plan must receive a yes or no answer from every employee thereby leaving no one 

behind. The investment alternatives have a default of a low cost low risk investment fund unless 

otherwise specified. The enrollment elects for debits from checking accounts to ensure ease for 

the employee (Iwry (s. 1141), 2006). 

One thing the IRAs do not offer that may entice employers to move to a government 

qualified 401 (k) plan is that the employer can contribute to the employee plans. This would give 
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the employee extra incentive to participate through a matching program, and gives a tax benefit 

to the employer. But many other incentives for employers exist in automatic IRA’s. They can 

offer retirement plans to employees without having to sponsor government qualified plans. Also, 

employers would not have an employer-matching program and would not have to comply with 

ERISA requirements. 

Automatic IRAs would provide the 46% of the workforce that is not offered a qualified 

retirement plan, such as a 401(k), the ability to save in a tax-advantaged savings plan. These tax-

deferred payroll deposit accounts would make it easier to save your money until a later date 

rather than spend it now. The low cost of implementation is beneficial for the employer, along 

with the tax benefit and default investment choice for the employee that requires little to no 

external knowledge. Also, the 10% penalty for withdrawal should curb appetite to withdraw 

before age 59 ½. These plans could increase the net amount of savings in the U.S. by $8 billion 

dollars.  

In summary, despite the benefits of qualified retirement plans, some companies are not 

large enough to incur the cost of introducing a qualified plan. To increase employee savings 

companies without qualified plans could implement mandatory self-direct payroll IRAs, versus 

qualified plans. 

The Answer to Financial Literacy 

The United States of America and the rest of the world are hopefully slowly but surely 

exiting the great financial crisis of the late 2000’s, and trying to learn from mistakes of the past.  

The crisis had many causes, and we may never agree on what the largest factor that caused the 

crisis was. What we have learned is that Americans are intimidated by money, financial markets, 
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interest rates, and loans confuse us (Lusardi, Annamaria, Mitchell, 2007). In absence of proper 

financial education, the American public cannot make informed decisions. Without that ability, 

the American economy will be held back by citizens like generation Y (American Express, 

2012), making simple financial decisions incorrectly, resulting in an increased probability of 

defaults and bankruptcies (Roberts, Jones 2001). In fact, Americans in their twenties have an 

average debt of $45,000 (Malcolm, Hadley 2012). Education can play a pivotal role in securing 

our financial security.  Education is simple, and something that everyone in America should be 

able to access. We propose to add a class in each of our educational stepping stones elementary, 

middle, high school, and higher education. The potential benefits are enormous and could 

improve our standing in an increasingly complicated world. 

The Argument for Education 

The types of benefits that education can deliver are great. For example, as a country we 

tend to argue about things like how much regulation is needed on the ground level to prohibit 

detrimental practices and fraud. While these regulations are just and worthwhile, at some point 

they can prohibit positive growth (Djankov, Simeon, McLiesh, Ramalho 2005). Education can 

play an important role in balancing regulation. With the proper education in place, our nation 

should be more informed to make good financial decisions, which lessens the need for strict 

regulations (Lusardi, Annamaria, Mitchell, 2007). The incentives in our tax code would not be 

needed at such a strong level, and thus we could potentially save money because households 

would be empowered with the ability to make informed decisions. For example, understanding 

the basics of planning for retirement would better prepare people to take on financial challenges.  

They would understand that personal finance isn’t a simple subject anymore and acknowledge 

that they don’t have to tackle retirement alone. There are plenty of resources out there for them; 
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all they have to do is know where to look. The problem is that a future similar to the one I 

pictured won’t come to fruition without hard work and dedication. Perhaps the best argument is 

one made by Dr. Annamaria Lusardi, a leading economist from the George Washington School 

of Business who said “financial literacy is an essential piece of knowledge that every student 

should have. Just as reading and writing became skills that enabled people to succeed in modern 

economies, today it is impossible to succeed without being able to ‘read and write’ financially.”( 

Lusardi, Annamaria 2007) 

Where to Start? 

Our recommendation for long term saving and successful retirement is to start financial 

education early and continue it throughout all of an individual’s education. The first step in this 

process is to begin education in elementary school. Elementary school is where you learn to read, 

write and perform simple math. We believe it should also be the place where your child gets the 

foundation of how money works. From 8 to 14 are critical times in a child’s development, and is 

when a child should learn “financial intuition” (Financial Literacy for Kids, 2012). The concept 

of learning finance very early has been proven once with the “Silent Generation” or people born 

from 1925-1942. This encompasses just about everyone who was born during the great 

depression.  They grew up seeing what their parents had to do to get by when the world sunk into 

a depression.  Many watched their mother go to work and their father go to war. They learned the 

value of a dollar and just how important it is to save at a young age (Youhana, 2012). This is the 

same type of an education that Generation Y needs and deserves.  

I. Elementary school children 

Most people agree that we need to educate our children about saving and finance, but 

they are not sure how to do it. There are many foundations set up for this purpose, such as the 
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Financial Educators Council who outlines activities and provides information that can be done 

with kids from pre-K to 5th grade. The program starts with kids watching cartoon puppets singing 

about “sharing, saving, and spending smart” (Financial Literacy for Kids, 2012). The FEC’s 

program is just one way to present the material. For example, an elementary school in the 

Atlantic coast teach students finances with the aid of “viking bux,” which are school dollars 

awarded to students for good behavior and for completing tasks such as homework. The students 

lose the “bux” for bad behavior and can choose to spend them throughout the year. At the end of 

the year, students can spend their hard earned money on numerous items, both large and small, 

depending on how well they saved and how conservative their spending habits are throughout the 

year (FCPS, 2012). 

II. Middle school students 

Middle school students are typically between the ages of 11-14 years old. At this age 

students experience a multitude of changes, not just physically but also related to their transition 

from elementary school to middle school. Students learn more directly how to study, interact 

with teachers, and start to notice the other sex (Pickhardt, 2012). Undergoing such extreme 

changes can make learning more challenging. Middle school teachers adapt their teaching 

methods and  no longer coddle students, which fosters growth and maturity in students to better  

prepare for high school (Pickhardt, 2012). To overcome such challenges of teaching students in 

transition, the financial education curriculum must be designed to help the students understand, 

while giving them a reason to care about the material.  

During the course of middle school, students are much more likely to handle and spend 

money. That being said, at this age group, students should learn the difference between wants 

and needs. Learning should also focus on budgeting and saving, borrowing money, and the 
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basics of financial aid (St.Louis Fed, 2012). For example, Iowa Student Loan, an institution 

which issues loans to students, had very positive results from implementing borrowing concepts 

in an Iowa middle school curriculum. The program determined what students knew about finance 

prior to the class and how effective the class was in increasing this knowledge. The program had 

incentives built in such as t-shirts, backpacks, flash drives, and gift cards to increase 

participation. The program performed studies on both students who finished the classes and on 

those who did not. The students’ scores were calculated using a pre and post exam.  The results 

were very positive for those who stayed with the classes. Students who were able to correctly 

identify what a loan was increased from 59% to 72% (Iowa Student Loan, 2012). That was after 

just 10 class sessions. On the other hand, those who did not take the classes had very similar 

scores pre and post exam.  

The ability for middle school aged children to learn simple but powerful personal finance 

is possible, and with the correct methods very effective. The Iowa student loan program was a 

simple 10 class program. The students did not have any elementary school personal finance 

education prior to the program. Consider the possibilities of these programs if the students had 

received personal finance when they were younger. 

The Iowa student loan program is an example of how personal finance can be taught with 

effectiveness to middle school students. The education could last for a whole year or last for just 

a few weeks, similar to how health or sex education classes are administered in some states. 

Facilitating teachers with the appropriate knowledge and training to teach personal finance to 

students could foster more creative education practices. 
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High School Students 

Teaching personal finance to high school students is a critical challenge that we as a 

nation must address. The Millennial Generation is defined as the generation born from the 

1980’s to late 1990’s, and most of them are still in middle school and high school. Middle school 

and elementary schools may be harder places to implement financial education, but school is 

where the rewards of education can be realized in a shorter time period.  

A survey conducted by Harris Interactive for the National Council on Economic 

Education, which asked questions regarding money, interest rates, inflation, and other personal 

finance related topics, found that the average score from high school students was 53% on a 24 

question test (Lusardi, Annamaria, Mitchelli, 2007). More troubling is the even larger gap in 

financial knowledge between different genders and minorities (Lusardi, Annamaria, Mitchelli, 

2007). This same group of youth is the generation expected to have reduced Social Security 

benefits if Congress doesn't act, and being more responsible for their future retirement savings. 

The Social Security fund is expected to be depleted in 2033 (Pear, 2012). The time to act is now. 

Without Social Security and potentially insufficient retirement savings to rely on, they are at a 

distinct disadvantage in being financial prepared for the future. If Millennials cannot understand 

which investments to invest in, which loans to make, or even how to pick an advisor to help 

them, as a nation we will be partially responsible.  

I. What to Teach High School Students 

High school students at a minimum should at least know what a good interest rate on a 

loan is. For example, there are currently 37.1 million people paying students loans in the United 

States (Student Loan Debt History, 2012) and with the current economic state that number is 
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likely to increase. High school students should also know what stocks, bonds, and mutual funds 

are and basic investment principals for each. Students should be informed about the benefits of 

401(k)'s and similar retirement plans. Students should understand what the interest rate on their 

loan means and understand what it will take to pay it off.  Without this type of information they 

may be taken advantage of in the near future.  

We also recommend that States use computer programs similar to NEFE's High School 

Financial Literacy Software to educate their students. NEFE and software similar to it use 

practice modules which allow students to “map out” their future financial goals. Sophisticated 

probability distribution programs such as Monte Carlo simulation allow students to see all of the 

possible outcomes of the financial decisions they make. Research conducted over the last thirty 

years indicates that computer software and simulations can encourage students to experience 

excitement, interest, and motivation to learn (Clark, 2009). In addition,  other research indicates 

that simulations motivate students by providing them with creative, interesting tasks (Adams, 

2008). In addition, the U.S. Department of Education’s National Education Technology Plan 

states that increasing the use of simulations in classrooms may potentially improve access to 

high-quality learning experiences for urban, suburban, and rural students (U.S. Department of 

Education	  Office of Educational Technology, 2010). Therefore, we recommend that States 

consider using computer programs to educate students about personal financial literacy.  

Hopefully the increased use of these programs in school systems will motivate companies to 

develop and improve upon similar software.   

Collegiate Financial Education 

Under our current educational system, students, if fortunate, will gain their financial 

knowledge in college. They may take an introductory personal finance class where they learn 
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basic time value of money and credit principals. Unfortunately, it is primarily just business 

students who receive financial education on these topics when in reality all students, regardless 

of their field of study, would benefit from personal finance classes.  Many universities require 

introductory courses in hard or soft sciences, such as psychology or sociology, but rarely require 

students to enroll in a simple personal finance class. Therefore, many college students never 

learn the importance of knowing about the time value of money, or the affect interest rates have 

on loans. 

Our recommendation for college students would be to create incentives for universities to 

offer personal finance classes. While classes like introduction to sociology are important and 

have their place and purpose, personal finance is just too important to be missing from a liberal 

arts degree.  

Government Involvement and Plan Implementation  

This council recommends simply handing over the responsibility of financial education to 

the states. We propose that the federal government put pressure on states to implement financial 

education by threading to curtail funding to grants for families such as the “2012 Discretionary 

Grants for the Advanced Placement Test Fee Program” (U.S. Dept. of Education, 2012). States 

will be required to implement all parts of the plan by the beginning of their next school year. 

However, we suggest that certain elementary and middle school curriculums be eligible for 

extensions in order to finance these programs. Accelerating financial education at the higher 

education level would enable most Generation Y students to be reached as soon as possible.   

We view these solutions as possible, since four states currently require a semester of 

finance each year without the need of federal funding (Jump$tart, 2012). Twenty other states 

have taken a similar approach by starting programs that require some type of personal finance 
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instruction (Jump$tart.org, 2012). We recommend using the St. Louis Federal Reserve’s award 

winning program called “Economic Lowdown” (St. Louis Fed, 2012). Their program is 100% 

free. The only cost to the states would be the students and teachers time. The program is 

extensive and runs from elementary school through college. The St. Louis Federal Reserve 

option is just one of the many free options, but each state would develop or find a curriculum 

that fits their needs. If state funding was not entirely able to fund financial education programs, 

the federal government could become a partner. The states would still be required to establish 

and maintain the programs. However, states could apply for federal grants for assistance which 

could come from reductions in future government spending, such as military costs as we phase 

out our military commitment overseas.  We estimate that a fair distribution per school could be 

around $3,000. The money could be used for financial education software, which typically cost 

about $300 per building (Bodnar, 2012), or to educate and train teachers,  and any other 

resources they need. According to the National Center for Educational Statistics, the total 

estimated costs are around $300 million dollars or 3000 multiplied by our 98,817 public schools 

(National Center for Educational Statistics, 2012). While paying for a new program is never 

popular or easy, Generation Y and the rest of America need financial education (Malcolm, 

2012).  

The Time for Action is Now 

It is a common cliché to say that we are reaching a turning point, or that this is a pivotal 

time in our lives, but it is common when we talk about a direction for our country. It is 

something that we say to try and talk about how important an idea is. Ironically every day in 

every part of our country, students in our schools are at turning points. Every day, students learn 

something new, something that will have an impact on their lives and future.  Unfortunately they 
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are missing a key stepping stone of their education, financial education. It is time to reinvest in 

our students. It is time that we give long term solutions to long term problems. It’s time to 

reinvest in American schools and give our kids and Generation Y, the last stepping stone they 

need to make America and the world a brighter place. 

 

Conclusion 

America is the place of realized dreams. Anyone one from any background can become a 

CEO with hard work and a pinch of luck. Unfortunately for the millennial generation that dream 

is becoming more difficult to realize. Our education system has fallen behind, and our young are 

no longer are saving for retirement. To get back on track we have recommended the implantation 

of automatic 401(k)s and automatic IRAs  in the short term, and financial education in the long 

term.  The American people are resilient; they work multiple jobs and work long hours to make 

ends meet. They deserve the tools and the knowledge to one-day see a happy retirement and a 

dream realized.  
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