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American families today are finding it hard
to save, and it is no surprise that household
saving is low.! Between 2005 and 2008, the
personal savings rate hovered below 1 per-
cent, a 50-year nadir.? Although the rate
rose in the first quarters of 2008—and
experts debate the proper way to measure
that rate—it is clear that many Americans
have saved lictle. In 2004, for example, 10
percent of households had less than $100 in
financial assets.?

The Power of Innovations

Some observers are pessimistic about the
potential to address this problem. To them
it seems as though limited profit opportuni-
ties will restrain private entities from helping
people save and high costs will restrain gov-
ernment action. But such concerns do not
close the book on policy options. The recent
economic crisis has prompted households to
revisit savings behavior, at least temporarily,
and we cast a wide net to identify savings
innovations that work, laying out a range of
options currently offered by stakeholders in
the United States and abroad. These solu-
tions can be distinguished as either process or
product innovations.

Process Innovations

Process innovations change the ability or
motivation to save. At one extreme are mea-
sures that take away the savings decision,
either through outright transfers or through
government-mandated savings. One could
say, for example, that by mandating payroll
tax deductions and contributions, Social
Security coerces individual savings.

The United Kingdom’s Child Trust
Fund (CTF) is an involuntary program
with a different approach in that it gives
rather than mandates savings. Since 2005,
every British child has received a grant of
at least £250 at birth and will receive sub-
sequent grants at age 7.4 U.S. advocates
hope Congress will create a similar sys-
tem under ASPIRE (America Saving for
Personal Investment Retirement and Educa-
tion) Act.

Other process innovations leave the
savings decision in consumers hands but
change the process with respect to the time
and place of savings. One such set of strat-
egies attempts to make it hard 7ot to save.
For example, employers may encourage
retirement savings by having participation
be the default setting for new employ-
ees’ 401(k) enrollment. Those who do not
wish to save must opt out.

A related strategy bundles saving with
something consumers already do, such as
shopping, using a credit or debit card, or bor-
rowing. The North Carolina State Employ-
ees Credit Union (NCSECU), for example,
offers an affordable payday-loan alternative
called the Salary Advance Loan (SALO). In
exchange for a low interest rate, borrowers
are required to deposit 5 percent of each
loan into a savings account. The bundling of
lending and saving meets customers’ short-
term needs while helping them to accumu-
late sufficient savings to break the payday
loan cycle.> Products like UPromise and
Bank of America’s Keep the Change are also
examples of bundling.

Other innovations require a conscious,
unbundled savings decision but reduce
impediments and make it easier to save—
for example, by making savings products
available when and where people can save,
and by opening up convenient distribution
channels like workplaces and retail stores.
Tax preparation providers are also good
distribution channels and help people save
some of the more than $129 billion in tax
refunds distributed by the Internal Revenue
Service annually to families with adjusted
gross incomes (AGI) of less than $40,000.”

Since 2005, every
British child has
received a grant of
at least £250 at birth
and will receive
subsequent grants
at age 7.

Spurred by small pilot programs at
Volunteer Income Tax Assistance (VITA)
sites and H&R Block offices, the IRS in
2007 introduced Form 8888 allowing fil-
ers to make a direct deposit of refunds into
more than one account. The seemingly
minor change allows filers to both mentally
and financially split their refunds between
spending and saving purposes.

However, because some low-income
refund recipients lack a bank account, a
simple savings option with a low minimum
initial deposit is also needed. U.S. Savings
Bonds fit that bill: they have no fees, are
low-risk, earn competitive inflation-indexed
rates, have no credit- or debit-check require-
ment, and cost as little as $25. As recently
as the 1960s they were easily available at tax
time, and making them available once again

on the tax form would help people save.?

Experiments conducted by the nonprofit
D2D Fund Inc., H&R Block, and VITA
sites show substantial promise for offering
U.S. Savings Bonds again.?

Product Innovations

Product innovations reengineer the cost-
benefit calculation of saving by adding
financial, social, or psychological incentives.
Many of the ways in which U.S. policy pro-
vides financial incentives for investing are
familiar, including the mortgage-interest tax
deduction, “529” plans that support educa-
tion, and 401 (k) and IRA accounts.

Additionally, individual development
accounts (IDAs) encourage savings among
the poor by providing grants that match
what the savers deposit in bank accounts (so
long as the funds are used for home owner-
ship, education, or business development).
IDAs, however, have had mixed success.
Most participants accumulate only mod-
est savings, and the programs remain small,
leading to high per-account administration
costs. More efficient ways to administer
IDAs, such as the OnLine IDA developed
by D2D Fund and Sungard, show potential.
Other efficient models would likely emerge
if large-scale funding were available.

Financial mutuals are products that
leverage the social power of groups to sup-
port saving. They take different forms but
share a fundamental behavioral logic fea-
turing peer pressure and peer support.
Although the most prominent form is the
microfinance lending circle popularized by
Muhammad Yunus, the rotating savings
and credit associations (ROSCAs) oper-
ate on similar principles around the world.
Members meet regularly, and each member
contributes funds that are then aggregated
and presented to one member. The meetings
continue until everyone has been award-
ed the pooled sums. Social bonds encour-
age participation and keep defaults down.
In developed countries, mutuals are seen
among immigrant entrepreneurs.

Finally, prize-linked investment prod-
ucts manipulate psychological incentives
to increase saving. First introduced in the
United Kingdom in 1694, prize-linked sav-
ings products have now settled on a fairly
simple construction. Investors purchase a
savings product with no risk of losing the
principal; they either forfeit interest pay-
ments or accept reduced ones in exchange
for the chance to win large prizes allocated
randomly among account holders. Prize-
linked savings products have been offered in
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many countries. In Britain, the “Premium
Bond” is available in denominations of £1
with a minimum purchase of £100. Each
bond represents a chance to win a prize,
with drawings held monthly and rough-
ly 1.2 million prizes distributed at each
drawing (including two grand prizes of £1
million). Ownership of the bonds is wide-
spread, with £31.1 billion outstanding held
by one-quarter of British households.!?

From ldeas to Action
All too often, we focus on one type of
savings (usually long-horizon goals like
retirement or education) or one type of pro-
gram (such as tax credits or a default scheme)
without acknowledging the breadth of fam-
ilies’ savings goals or the range of available
mechanisms. A consideration of the alter-
natives quickly leads to the observation that
some solutions are best suited to government
action (savings bonds at tax time), others
to the private sector (bundled or point-of-
sale savings), and others to social groups or
nongovernmental organizations (social net-
work savings). Additionally, some solutions
might appeal to “analytic types” (inflation-
indexed savings bonds) and others to sav-
ers with different preferences (prize-linked
savings.) Some might require government
subsidies, while others create profitable
private-sector activities.

Virtually all the examples cited here are
being used today. Although many are not
fully scaled up, they could be. Companies

that have not previously served low- and
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moderate-income families may lack basic
information about that demographic, and
many financial services firms may be better
positioned for delivery than for innovation.
However, companies can effectively tackle
such problems through partnerships. The
Center for Financial Services Innovation
(an affiliate of Chicago-based ShoreBank)
and D2D Fund are among the groups that
work on new-product development and
also partner with for-profit entities.

Government initiatives need not cost
billions. Important innovations like refund
splitting, default 401(k) enrollment, or
offering savings bonds at tax time require
only minor changes to existing regulations
and laws. The only surprise is that many of
the newest savings innovations are already
tried and true.

Peter Tufano is Sylvan C. Coleman Profes-
sor of Financial Management and the senior
associate dean for planning and university
affairs at Harvard Business School. Daniel
Schneider is a graduate student in sociology
at Princeton University.
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