
 

Financial education creates positive 'snowball
effect'

September 1 2011, By Jeff Harrison

(PhysOrg.com) -- According to a University of Arizona study,
cumulative education leads to more financial knowledge and more
positive financial behaviors.

New research from the University of Arizona shows that high school and
college students who are exposed to cumulative financial education show
an increase in financial knowledge, which in turn drives increasingly
responsible financial behavior as they become young adults. 

In fact, researchers at the UA Norton School of Family and Consumer
Sciences documented a "snowball effect" that these early efforts
exponentially increase the likelihood that students will pursue more
financial education as time goes on, including informal learning through
books, magazines and seminars.

Young adults also begin to display their own distinct financial identities
that reflect varying degrees of parental influence and autonomy. The
Norton School researchers have bundled them into three categories:
pathfinders, followers and drifters.

Also, parents, more than any other factor, exert the most influence over
their children when it comes to developing positive financial attitudes
and behaviors – 1.5 times more than continuing financial education and
more than twice as much as what young people hear from their friends.

These findings come from the third wave of a landmark study, Arizona
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Pathways for Life Success in University Students, or APLUS. In this
latest round, researchers surveyed more than 1,500 students and drop-
outs four years after they entered the UA in the fall of 2007.

"We are able to show causal linkages between repeated financial
education and higher levels of good financial behaviors such as tracking
expenses, paying credit cards in full and saving money each month," said
Soyeon Shim, director of the Norton School and the lead researcher on
APLUS.

"Students also are smarter about finances in general compared to
previous waves of the study. Objective knowledge measured by
performance on a financial quiz rose five percent," she said.

APLUS researchers studied how individual financial styles developed in
the cohort, including the degree to which young adults relied on parents
or themselves to guide their financial decisions and how financial style
affects financial capability. They discovered three clusters of emerging
financial styles among the students:

Pathfinders (31 percent): The most promising group of young adults are
those most engaged in defining their financial style and see themselves
as having actively chosen their approach to managing their finances. Of
the three groups, pathfinders exhibit more positive financial attitudes,
feel much better about their efficacy and control and report the most
positive financial behaviors.

Followers (39 percent): The largest group of young adults tends to follow
their parents' guidance and imitate their parents' financial management
style. Although they are exploring finances on their own, they also are
the most unconcerned about the process of doing so. 

"This is not necessarily a negative financial style when parents are good
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at financial management," said Joyce Serido, an assistant research
professor and co-principal investigator of the study.

Drifters (30 percent): These young adults are those least accepting of
their parents' financial management style, but they have not yet
established any approach of their own. They are not necessarily
unconcerned about personal finance, but their financial behaviors tend to
be worse than their peers. However, their financial knowledge and
awareness overall are solidly average.

Researchers believe that some young adults will retain their financial
identity, while others will continue to evolve and change places as they
encounter new opportunities and unexpected financial demands on the
path to financial self-sufficiency.

For Hannah Gomez, a recent UA graduate, the decision to stay close to
home in Arizona, rather than attend a private school, came with an
important safety net. By taking advantage of in-state tuition and a
scholarship, Gomez graduated debt-free in an unsteady economy.

"Not only was the cost much lower than my first-choice private
university, but it gave me the chance to learn to manage my finances at
lower stakes, and now I can afford and understand my loans for graduate
school," she said.

Although parents continue to be the most important factor in building
financial capacity in children, the nature of their influence changes over
time. Parental modeling declines slightly while children are in college –
perhaps because students spend less time at home, or parents are
stepping back to let their young adult children take more responsibility
for their own finances.

The value of parental communication – the most significant influence –
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remained stable over the study's time frame, Serido said.

"As young adults mature, so do their conversations with their parents
about money. Parents need to evolve their approach to fit their students'
growing independence: treat the discussions as a dialogue between
equals, adult to adult, and scale back on lecturing their children and
flooding them with checklists and advice," she said.

Meanwhile, the reported influence of parental expectations for
responsible financial behaviors, such as tracking expenses and sticking to
a budget, increased 4 percent since their freshman year.

  More information: www.aplus.arizona.edu/
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