AARP PUBLIC POLICY INSTITUTE

OCTOBER 2019

Insight on the Issues

Unlocking the Potential
of Emergency Savings

Accounts

Catherine S. Harvey
AARP Public Policy Institute

CONTENTS
The Importance of Emergency Savings .......... 2
Emergency Savings in Context......ccceccueeennnee. 3
Definition of Emergency Savings.................... 3
Characteristics of Americans without
Emergency Savings Accounts................... 6
How Much Do Households Set Aside
for Emergencies?......ccccceeeeeccvvveeeeeeeinnen, 7

Executive Summary

Factors Associated with Emergency Savings ... 9

Recommendations .......cccceeeveeeeeiciiiieeeeeens 14
Acknowledgments........cccceeeeeeiiiiieeeiencienen. 16
About the US Financial Health Pulse............ 17
APPENIX..eeiiiiiiiiiieieiieee et 19

A consensus is building around the understanding
that liquid savings of between a few hundred and
a few thousand dollars is a powerful buffer against
unexpected financial shocks and their long-term
consequences. To shed more light on the role of
savings in households’ financial security, AARP
analyzed data from a nationally representative
survey of US consumers to identify factors related
to whether a household has an emergency savings
account.

AARP

Real Possibilities

The report finds that emergency savings accounts
are an underutilized and potentially powerful tool
for financial resilience. We find the following:

® Fifty-three percent of US households have no
emergency savings account.

® The emergency savings challenge is widespread
and includes 51 percent of people over the age of
50 and people at every income level.

® While no single savings goal is right for
everyone, people with an emergency savings
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account tend to feel better prepared to withstand
a loss of income.

® People with an emergency savings account are 2.5
times more likely to be confident in their long-
term financial goals.

e Household income alone does not determine
whether someone has an emergency savings
account; structural factors, such as public policies

Introduction

that limit asset accumulation, and individual
behaviors also play a role.

These findings underscore the relationship between
emergency savings and short-term and long-

term financial security. They provide valuable
insights for the design of policies, programs, and
products aimed at helping more Americans prepare
financially for the unexpected.

Despite the United States being in the midst of a
prolonged period of economic growth and record-
low unemployment, a large share of Americans
remain just one surprise event away from financial
distress. For the sixth year in a row, the Federal
Reserve reports that approximately 40 percent of
American households would struggle to cope with a
$400 unexpected expense.’

The reality that a car repair, a medical bill, or

a temporary reduction in work hours could
significantly disrupt a family’s finances has gained
widespread attention. Policy makers, employers,
financial technology (fintech) companies, and
government and nonprofit agencies have crafted—
or in some cases rediscovered—solutions to help
people prepare for these common financial shocks.
Solutions range from higher wages to easy and
automatic ways to save, to incentivized savings and
lending programs, to mobile insurance applications.

The Importance of Emergency Savings

This report focuses on emergency savings accounts
as one potential solution to short-term financial
fragility. Analyzing the US Financial Health Pulse,
a nationally representative survey of US residents
ages 18 and older designed by the Financial Health
Network in collaboration with the University

of Southern California, we find that emergency
savings accounts are an underutilized and
potentially powerful tool for financial resilience.?

The report defines the population that lacks
emergency savings accounts and measures the
adequacy of emergency savings. It then identifies
the factors that are associated with having an
emergency savings account. Finally, it offers
recommendations for consumers, policy makers,
employers, and others who are seeking to leverage
emergency savings accounts as a building block of
financial well-being.

Emergency or precautionary savings is one form

of household liquidity. Liquidity refers to financial
resources that consumers can quickly deploy to deal
with an unexpected financial event. The Federal
Reserve considers liquid savings to include balances
in checking and savings accounts; cash; prepaid
cards; and stocks, bonds, and mutual funds23

Evidence is growing that liquid savings is especially
useful for keeping household finances on track
when they encounter a modest financial shock.

For example, savings of just $250 to $749 can
significantly reduce the likelihood that households
will be evicted or need to rely on public benefits.* In
some cases, maintaining modest emergency savings

may be preferable to paying off high-interest debt;
even a small amount of savings is associated with

a lower likelihood of coming up short for rent,
missing a mortgage payment, skipping medical care,
or going without food 5

In addition to buffering against financial hardship
in the near term, emergency savings can shore

up long-term financial security. Savings can
provide a safer cushion than unsecured debt and
alternative high-cost financial services such as
payday loans, which have been shown to keep
borrowers indebted for months or years and often
lead to default, delinquency, and bankruptcy.®
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Emergency savings can also help protect
retirement assets for households that have
retirement savings. Evidence from the employer-
based retirement system suggests that many
people rely on their retirement accounts to cope
with a financial shock. One survey found that
49 percent of employees expect that they will
tap their retirement savings for a nonretirement
expense.” Indeed, 21 percent of loans from

Emergency Savings in Context

retirement accounts are taken to cover a financial
emergency.® Using retirement savings for

rainy day expenses can result in the consumer
incurring high costs in the form of lost interest
and earnings, taxes, and financial penalties.
Altogether, the toll of early withdrawals, and to a
lesser extent loans from 4o1(k) plans and IR As, is
20 percent lower aggregate retirement savings in
the defined contribution retirement system.?

While this report focuses on emergency savings, it
is important to put this analysis in context. First,
savings is not always the first or even the best line
of defense for dealing with a financial surprise.
Some households may use savings to pay to fix a
leak in the roof, while others might use a credit
card; a bank loan; a personal or community loan;
a pay advance; proceeds from selling possessions
or services; assistance from friends, family, and
employers—or some combination of all of these
methods. While some of these coping mechanisms
come at an objectively high cost, others, such as

DEFINITION OF EMERGENCY SAVINGS

peer lending circles, are effective strategies to
weather financial shocks."

Second, emergency savings is not a panacea.
Household wealth—how much a household owns
minus how much it owes—is a more holistic
determinant of financial resilience, and emergency
savings is but one component of household wealth.
The reality is that people of color in the United States
face a massive wealth gap compared with whites,
and women have significantly less wealth than

men. According to the Federal Reserve, the median

It is important to note possible variances in interpretation of the relevant survey question on which
this report is based. Results in this report are based on a “yes” or “no” response to the following
survey question in the 2018 US Financial Health Pulse baseline survey: “Does your household have an
emergency savings account?” Therefore, for the purposes of this report, emergency savings is a self-
reported “yes” answer to this survey question.

As with any survey, respondents’ interpretations of this question differ. A broad interpretation of the
question could count any plan for coping with an emergency, including borrowing from family and friends,
as having an emergency savings account. Under this interpretation, even a household without savings

in cash or a bank account may still answer “yes” to the survey question. A more narrow interpretation
would likely comprise a respondent considering only whether the household has liquid assets that exceed
its regular expenses. Even some respondents in this group could answer “no” to the question if they have
liquid assets but do not physically or mentally designate a portion of those assets for emergencies. AARP
uncovered some evidence of variation in interpretation of the question, but the variation had little effect
on the relationship between emergency savings and the other variables we analyzed.!

i For example, AARP found that some people who answered “no” to the question “Does your household have an emergency savings
account?” have liquid savings. However, these same respondents tended to have similar levels of financial insecurity as others who
responded “no” in terms of their ability to withstand a $400 financial emergency or a loss of income.
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FIGURE 2.

Large Segments of American Households at Every Age Lack Emergency Savings Accounts

Percentage of adults with no emergency savings account, including those who don’t know, by age

[ 1 don’t know
B No

53% 59% 49% 59% 56% 48% 48% 37%
Total 18-29 30-39 40-49 50-59 60-69 70-79 80 and older
(n=5,008) (n=509) (n=899)  (n=948) (n=1,081) (n=995) (n=471) (n=105)
Age

Survey question: Does your household have an emergency savings account?
Unless otherwise noted, results are from bivariate, not regression, analysis.

black family had just $3,600 in household wealth in
2018, the median Latino family had $6,600, and the
median white family had $147,000." The women'’s
wealth gap is also wide. Median wealth for single
women is $3,210 compared with $10,150 for single
men, with greater disparities for women of color.”

The racial wealth gap is the result of generations
of exclusionary and discriminatory policies and
practices like redlining, predatory lending, and
means testing in public benefits programs that
has discouraged or penalized the accumulation

of assets in communities of color. The women’s
wealth gap shares some of these root causes but

is also exacerbated by disparities in student loan
debt, wages, and caregiving responsibilities that
disproportionately affect women. For both groups,

limited opportunities to build wealth in the form of
savings, housing, and business ownership means
that intergenerational wealth transfers, such as
inheritance, are also significantly lower among
these groups, putting them at a disadvantage
compared with their peers with similar education

and income levels.

Acknowledging that these structural factors
influence people’s ability to save for emergencies,
it is still worth studying emergency savings as a
potential proxy indicator of a household’s ability
to bounce back from a financial shock and to meet

long-term financial goals.
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FIGURE 3.

Even Many Higher-Income Households Do Not Have an Emergency Savings Account

Percentage of adults with no emergency savings account, including those who don’t know, by income

[ I don’t know
B No
67% 59% 47% 38% 35%
Total Less than $20,000 $40,000 $60,000 $75,000 $100,000 $150,000
(n=5,015) $20,000 -$39,000 -$59,000 -$75,000 -$99,000 -$149,000 or more
(n=777) (n=984) (n=890) (n=508) (n=662) (n=705) (n=489)

Household Income*

Survey question: Does your household have an emergency savings account?

*Not adjusted for household size.

Characteristics of Americans without Emergency Savings Accounts

According to AARP’s analysis of the US Financial
Health Pulse, 53 percent of Americans say their
household does not have an emergency savings
account.” It is little surprise, therefore, that

the demographic, employment, and financial
characteristics of people without emergency savings
resemble those of the American population as a
whole (see Figure 1). However, some segments of
the population are overrepresented. Compared with
Americans with emergency savings, people without
emergency savings are significantly more likely to'

® Describe their employment status as unemployed
or disabled,

® Earn less than $60,000 a year,

® Be between the ages of 18 and 29,
® Be black or Hispanic,
® Not have a college degree, or

o Not be married.

More than half of people over age 50 have no
emergency savings account.

Large segments of the population at every age

lack emergency savings. This includes 51 percent
of Americans ages 50 and older who say they

have no emergency savings account.’s Emergency
savings accounts are less common among the
youngest adults (ages 18 to 29), and more common
among adults over age 60 (see Figure 2)." Among
these older Americans, emergency savings may
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FIGURE 4.
People with an Emergency Savings Account Are More than Twice as Likely to Have $2,000 or
More in Liquid Savings

Amount saved in cash, checking, and savings accounts, by whether respondent has an emergency savings account

[77$2,000 or more
M $400-$1,999
[ Less than $400

Hl Don't have this type of asset
or don’t know the amount

Has Emergency Savings Account No Emergency Savings Account
(n=2,163)* (n=2,612)*

*Sample includes respondents who do not own checking or savings accounts.

be an especially important butfer against expense Nevertheless, significant shares of middle- and
volatility, which refers to large swings in spending high-income Americans have no emergency savings
due to unexpected events such as medical needs.
Older adults are more likely to experience a wider

range of volatility in their expenses compared with )
younger adults.” $150,000 has no emergency savings account (see

Figure 3).

account, while some low-income households do save.
For example, one in four Americans earning over

Americans at all income levels have no
emergency savings account.

Not surprisingly, the likelihood of having an
emergency savings account increases with income.

How Much Do Households Set Aside for Emergencies?

Given that American households differ greatly by how much liquid savings is enough for a household
size, location, and budget, it is impossible to say to be financially secure.”® Further, measuring an
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FIGURE 5.

People with Emergency Savings Accounts Are Five Times More Likely to Have at Least a Week

of Cash on Hand.

Length of time households could cover expenses with existing money, by whether respondent has an
emergency savings account

2%

[ 6 months or more

M 3-5 months

[ 1-2 months

M 1-3 weeks

B Less than 1 week

Has Emergency Savings Account
(n=2,163)

No Emergency Savings Account
(n=2,612)

Survey question: At your current level of spending, how long could you and your household afford to cover expenses, if you had to
live off only the money you have readily available, without withdrawing money from retirement accounts or borrowing?

account’s value at a single point in time is not a
reliable indicator of a household’s ability to weather
a financial shock, as research shows that many
families, especially lower-income households,
regularly build, deplete, and replenish their liquid
savings.”” Nevertheless, anywhere from a few
hundred to a couple thousand dollars can mean
the difference between a financial setback and a
financial crisis.>> The US Federal Reserve considers
$400 to be a “modest financial setback.” A separate
survey by the Pew Charitable Trusts finds that

the cost of the typical American household’s most
expensive unexpected expense or income loss is
$2,000.22

Our analysis finds that Americans who have an
emergency savings account are also more likely

to have a combined total of at least $2,000 in
checking accounts, savings accounts, and cash
savings compared with people without emergency
savings accounts. Specifically, 83 percent of people
with an emergency savings account have at least
$2,000 in easily accessible savings, compared with
just 36 percent of people without an emergency
savings account (see Figure 4). It should be noted
that smaller but significant shares of people

who report that they have no emergency savings
account also meet these savings thresholds. One
explanation for this is that households may have
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FIGURE 6.
Households that Plan Ahead Financially Are More Likely to Have Three Months of Cash on
Hand, Regardless of Income

Percentage of adults with three or more months of financial reserves, by household income and agreement with
“My household plans ahead financially”

Less than $40,000
household income $40,000-$59,000 $60,000-$99,000 $100,000 or more

Somewhat

*Use caution when interpreting due to small sample size.

their liquid savings earmarked for current or very =~ have an emergency savings account say they could
near-term expenses, rather than for emergencies. maintain current expenses for 3 months or more
without drawing from their retirement savings or
borrowing.>* Among people without an emergency
savings account, only 39 percent could do so. Even
more striking is that people without an emergency
savings account are nine times more likely to have
less than 1 week of cash on hand compared with
those with an emergency savings account (see

Another commonly cited threshold for
recommended emergency savings is 3 months of
expenses. This rule of thumb is roughly based

on a typical spell of unemployment. (In today’s
robust labor market, the median duration of
unemployment for workers over 20 years old is
8.6 weeks. For workers 55 to 64 years old, it is 10.5

weeks.”3) We find that 76 percent of people who Figure s).

Factors Associated with Emergency Savings

Income—in particular income that exceeds statistical relationship with emergency savings
spending—is an important predictor of whether than income.” The following analysis suggests that
someone has an emergency savings account; income is not the only factor that matters when it
however, our analysis of the US Financial Health comes to saving for the unexpected.*®

Pulse finds that other factors have a stronger
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FIGURE 7.

People with Emergency Savings Accounts
Are 2.5 Times More Likely to Be Confident in
Their Long-Term Goals

Adults who are confident in their longer-term goals,
by whether their household has an emergency
savings account

61%

Has Emergency
Savings Account
(n=2,163)

No Emergency
Savings Account
(n=2,612)

Survey question: Thinking about your household’s longer-term
financial goals, such as saving for a vacation, starting a business,
buying or paying off a home, saving up for education, putting
money away for retirement, or making retirement funds last. . .

. How confident are you that your household is currently doing
what is needed to meet your longer-term goals?

It should be noted that any statistical relationship
between emergency savings accounts and the
other variables does not imply causality. That

is, while certain behaviors, financial conditions,
and other variables may be related to having

an emergency savings account, one does not
necessarily cause the other.

FIGURE 8.
Having a Financial Cushion Is Associated with
Long-Term Financial Confidence

Adults who are confident in their long-term financial
goals, by whether they have three months of cash
on hand

59%

17%

Three Months Less Than
or More Three Months
(n=2,821) (n=2,189)

Survey questions: Thinking about your household’s longer-term
financial goals, such as saving for a vacation, starting a business,
buying or paying off a home, saving up for education, putting
money away for retirement, or making retirement funds last. . .

. How confident are you that your household is currently doing
what is needed to meet your longer-term goals? At your current
level of spending, how long could you and your household afford
to cover expenses if you had to live only off the money you have
readily available, without withdrawing money from retirement
accounts or borrowing?

Saving for emergencies is linked to long-term
financial planning and confidence.
Self-reported planning behavior is more strongly
related to having an emergency savings account
than the level of household income. Figure 6 shows
that, at every income level above $40,000, similar
shares of households that plan ahead financially
have a substantial financial cushion in case of
emergency. Conversely, households that do not plan
ahead financially are less likely to have a cushion,
regardless of income.

10
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FIGURE 9.

People without Emergency Savings Accounts Are Far More Likely to Have Experienced Financial

Hardship in the Past Year

Adults who experienced financial hardship in the past year, by whether their household has an emergency
savings account

M Has Emergency Savings

Account (n=2,163)

36%

Percent Who Said “Often” or “Sometimes”

| worried whether our
food would run out before
| got money to buy more.

We had trouble paying
our rent or mortgage.

% No Emergency Savings Account
(n=2,162)

34%

| or someone in my
household stopped taking
a medication or took
less than directed due
to the costs.

| or someone in my
household did not get
healthcare we needed
because we couldn’t
afford it.

In the last twelve months . ..

This is not to suggest that a planning mentality on
its own is sufficient to build emergency savings; it
merely underscores that the relationship between
short-term and long-term financial security cannot
be ignored. Indeed, people with an emergency
savings account are 2.5 times more likely to say they
are very or moderately confident that they will meet
their long-term financial goals than those without
an account (see Figure 7).

11

Simply having an emergency savings account is not
a guarantee of long-term financial security; a more
relevant indicator of future financial outcomes is
the size of a household’s financial cushion.”” For
example, 59 percent of people who have savings to
maintain their standard of living for three months
or more are also very or moderately confident they
can achieve their long-term financial goals. Among
those with less than three months of expenses on
hand, only 17 percent are confident about the long
term (see Figure 8).
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WHAT CAN VARIOUS STAKEHOLDERS DO TO HELP MORE AMERICANS SAVE
FOR EMERGENCIES?

e Policy makers: Remove barriers to
accumulating liquid assets and create
the conditions that make it easy and
rewarding to save for short-term needs.

Providers of financial services,
including financial institutions, fintech
companies, and service delivery
organizations: Incorporate behavioral
economics principles, design safe and

A tangible financial behavior that illustrates the link
between emergency savings and long-term financial
confidence is projecting a household’s retirement
savings needs. Studies show that retirement
confidence increases and people are more likely to
save for retirement when they make the effort to
calculate how much money they need to retire.”®
Our analysis finds that projecting retirement savings
needs is more strongly associated with having an
emergency savings account than income.

Households with no emergency savings are
more likely to experience financial hardship,
regardless of their income.

The relationship between financial hardship

and emergency savings is stronger than that of
income and emergency savings, according to
AARP’s analysis. Compared with Americans with
emergency savings, those without an emergency
savings account are

® Six times more likely to have had trouble

paying rent or mortgage in the past year,

Six times more likely to say they worried about
being able to afford food, and

Three times more likely to forgo needed health
care or medication due to cost (see Figure 9).

As with all the variables AARP analyzed, while
financial hardship and emergency savings accounts
have a strong inverse relationship, the direction of
the relationship is not clear from the data. Having

13

affordable products, services, and tools
that respond to the needs of the most
vulnerable.

Employers: Facilitate the automatic
transfer of pay to savings accounts.

Researchers: Further examine the
relationship between short-term and long-
term financial security and measure the
effectiveness of savings interventions.

emergency savings may have prevented these
hardships; conversely, those who experience frequent
hardship may be unable to build savings. These
hardships point to the major role that structural
factors and economic conditions play in a household’s
ability to save for emergencies.

People with emergency savings accounts are
more likely to use automatic transfers.
Another factor that is strongly linked to emergency
savings is the use of automatic transfers to move
money to savings or investments. People with an
emergency savings account are more than twice as
likely to use automatic transfers—such as between
checking and savings accounts—compared with
people without an emergency savings account.
Among people whose household has an emergency
savings account, 55 percent use automatic
transfers, compared with 25 percent of those whose
households have no emergency savings account.

Lack of account ownership may be one barrier to
saving for emergencies, since the ability to transfer
automatically into savings requires access to two

or more financial accounts with a transfer feature.
People without emergency savings accounts are
less likely to own traditional financial products and
services (see Figure 10). For instance, 61 percent of
people without an emergency savings account have
a savings account of some kind, compared with 94
percent of people who say they have an emergency
savings account.
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Recommendations

Our analysis of the US Financial Health Pulse
confirms and builds on the evidence base that
emergency savings is a critical component of
household financial security. While emergency
savings accounts will not be enough to protect
households from every type of financial shock or

to mitigate the effects of generations of harmful
economic policies and practices, AARP’s analysis
makes a strong case for the potential of emergency
savings accounts to guard against such shocks and to

1.

improve long-term financial confidence. Unlocking
this potential for more Americans will require
interventions by a range of stakeholders (see textbox).

The following principles are intended to guide
stakeholders in the design of policies, programs,
and products to help people save for emergencies.
The principles draw on AARP’s analysis of the
demographic, behavioral, and structural factors that
play a role in emergency savings.

Savings interventions must respond to the
needs of the most vulnerable.

The widespread nature of the emergency savings
challenge means that large-scale interventions have
the potential to affect millions of people. However,
a one-size-fits-all solution may exacerbate the
conditions that cause some groups, such as people
of color and unmarried people, to be less likely

to have an emergency savings account. For that
reason, interventions must respond to the unique

2.

sufficient.

circumstances and preferences of Americans who
are especially unlikely to have emergency savings.
Applying the principle of targeted universalism,
which aims to serve everyone by deploying
different strategies for different groups, will
ensure that savings interventions benefit the most
people and do not inadvertently reinforce existing
disparities.*

Good intentions are necessary but not

AARP’s findings may tempt some to conclude that
people simply need to adopt a planning mentality in
order to save; however, while many people aspire to
plan ahead, few follow through on their intentions.3
That is why savings solutions that incorporate
behavioral economics principles are more likely

to help people save than efforts that rely solely on
tinancial education. For example, there is strong
evidence of the power of mental accounting; the very
act of designating money for multiple “envelopes” to
go toward specific goals—such as education or an
emergency—results in higher savings rates3'

Still, such “nudges” alone are unlikely to help
consumers overcome major structural barriers that
make it difficult to save. Policy makers have an
important role to play in removing barriers that
prevent people from saving. For example, asset limits
in public benefits programs unduly penalize savings
among low-income families3* Raising asset limits or
exempting savings from asset tests could create the
conditions for savings interventions to succeed.



AARP PUBLIC POLICY INSTITUTE

OCTOBER 2019

3.

Access to safe and affordable financial
products is essential.

The disparity in ownership of traditional banking
products between people with and without
emergency savings underscores the need for
financial inclusion as part of the solution to the
savings challenge. This is not to say that Americans
without bank accounts do not save; on the contrary,
people manage money outside the traditional
financial system in a variety of creative and
complex ways.33 Nevertheless, the ability to set up,
maintain, and financially benefit from saving is
greatly enhanced by access to safe and affordable
financial products.

Policy makers and financial institutions both
have a role to play in expanding access to the
financial mainstream, especially for communities

A4

of color3* Banks and credit unions are scarcer in
neighborhoods with large concentrations of blacks,
Latinos, and Asians, leaving many people to rely
on high-cost alternative financial services such as
pawn shops and payday lenders to meet their daily
financial needs35 Expanding banking services and
removing features that discourage low-balance
savings—such as minimum balance requirements,
overdraft fees, and ATM fees—could go a long way
toward expanding opportunities to save. So could
policies to rein in discriminatory banking practices,
increase transparency in pricing, and protect
consumers from predatory products.3®

Financial services providers should facilitate
e greater use of automatic transfers to

emergency savings accounts.

Providers of financial products and services—
including banks, credit unions, fintech firms,
employers, and service delivery organizations—
have an opportunity to optimize their offerings to
help their existing customers build a liquid savings
cushion. AARP’s analysis makes a clear case for the
use of automatic transfers as a financial behavior
that helps people save for emergencies. This aligns
with the broad body of evidence that automation
in savings products leads to better financial
outcomes.’’

One effective way to get more people to
automatically transfer money into an emergency
savings account is to make it the default. This
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behavioral economics principle is widely used in
401(k) retirement plans to regularly route a portion
of employees’ pay to their retirement accounts,
unless they opt out3® Automatic enrollment has
been shown to greatly increase 401(k) participation
rates among employees regardless of income, age,
gender, race, and ethnicity3® Employers and other
intermediaries can play a transformational role in
leveraging automatic enrollment and other default
options that nudge workers to participate. AARP is
one of a growing number of researchers, financial
institutions, and policy experts that support

the use of automatic enrollment into a payroll
deduction emergency savings account.*
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Researchers should measure the

effectiveness of interventions.

AARP’s analysis of the US Financial Health
Pulse offers a foundation of data and insights for
targeting solutions to help more Americans build
emergency savings. As important as this analysis
is to understanding the scope of the emergency
savings challenge, it leaves open many questions
for future research. For instance, what are the
long-term financial outcomes of people who have
emergency savings? What is an appropriate blend
of liquid savings and credit for coping with a
financial shock?

Research is also crucial to understanding the
effectiveness of savings interventions in the lives
of the people they are designed to reach. Among
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Appendix

Summary of Factors Significantly Related
to Whether a Household Has an Emergency
Savings Account, Based on Regression
Analysis

All variables are from the 2018 baseline survey of the
US Financial Health Pulse.

Strongly associated with having an emergency savings
account
® Plans ahead financially

e Has calculated amount needed to save for
retirement

® Hardship over past 12 months (negative)
® Uses automatic transfers

e Household income

Moderately associated with having an emergency
savings account
® Spending relative to income (negative)

e Tevel of education
e Has talked to a financial adviser

® Uses a budget

Weakly associated with having an emergency savings
account
® Pays bills on time

® Non-Hispanic black (negative)

® Predictable income

® Degree to which debt is unmanageable (negative)
® Separated or divorced (negative)

® Asian or Pacific Islander (negative)

Of particular note are two topics of recent interest
to scholars of household finance. First, having
predictable income—defined in the survey as being

able to predict one’s income for every month of the
year—is a weak but significant predictor of having

an emergency savings account. This supports a host
of evidence that predictable income is a powerful
determinant of financial security (see Explanation
of Hardship Score).

Unmanageable debt is another indicator that has

a weak but significant inverse relationship with
having an emergency savings account. That is,
people who report having a manageable amount of
debt are more likely to have an emergency savings
account. Recent research on debt and emergency
savings delves further into this interaction.”

Technical Note and Regression Outputs

Regression to Determine Variables Associated with
Having an Emergency Savings Account

Regression analysis was used to determine which
demographic, behavioral, and attitudinal variables
are most strongly related to having an emergency
savings account. The regression analysis included
only respondents who answered “yes” or “no” when
asked if they have an emergency savings account;
people who said “don’t know” were excluded.
Because the dependent variable is dichotomous
(whether or not someone has an emergency savings
account), this was a binomial logistic regression.
The regression utilized a stepwise selection method,
forward selection (likelihood ratio), to select the
demographic, behavioral, and attitudinal variables
that are the strongest predictors of the variance in
whether each respondent has an emergency savings
account. Various iterations of the regression were
performed. The set of predictor variables selected by
the final regression is listed in Table 3.

All variables were standardized (i.e., converted into
z-scores) before being entered into the regression in
order to reduce the effect of each variable’s scale on
the size of each regression coefficient. Categorical
variables such as marital status, race/ethnicity, and
employment status were converted into dummy

i See Aspen Institute Financial Security Program, Expanding Prosperity Impact Collaborative initiative, http://www.aspenepic.org/epic-issues/

income-volatility/.

i Anqui Chen, “Why Are so Many Households Unable to Cover a $400 Unexpected Expense?” Issue in Brief Number 19-11, Center for Retirement
Research, Boston College, Boston, MA, July 2019, https://www.aarp.org/content/dam/aarp/ppi/2019/05/a-look-at-college-costs-across-

generations.doi.10.26419-2Fppi.00063.001.pdf.
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TABLE 1.

Model Summary

-2 log Cox and Nagelkerke
Step oo Snell
likelihood R Square
R Square
15 4436.806 0.346 0.464

TABLE 2

Classification Table

variables first and then those dummy variables were
converted into z-scores.

As shown in Table 1, the regression model explains
roughly 35 percent to 46 percent of the variance in
whether respondents have an emergency savings
account. Table 2 reveals that, for 77.8 percent of the
respondents, the model correctly predicts whether
they have an emergency savings account.

In order to ensure that the regression results would
not be distorted by independent variables that may

Predicted in fact be the same as the dependent variable, we
Observed Qti7a Percentage intentionally excluded all variables from the regression
0.00 1.00 Correct analysis that represented specific types of accounts
(no) (ves) or assets owned by the respondent. Specifically, we
Qt17a .00 2105 523 80.1 intentionally excluded the following variables from
" QI o0 sw e e e whele o poni s i
Overall Percentage 77.8 retirement account, an individual retirement account
TABLE 3.
B SE  Wald df Sig.  Exp(B) Im":(')?:;‘fce
Plans ahead financially 0.503 0.051 96.454 1 0.000 1.654 Very strong
Has calculated amount neededto 9292 0.041 51349 1 0000 1339 Strong
Hardship score* -0.399 0.058 46.970 1 0.000 0.671 Strong
Uses automatic transfers 0.274 0.038 51.845 1 0.000 1.316 Strong
Household income 0.248 0.047 28.420 1 0.000 1.281 Strong
Spending relative to income -0.284 0.044 42.108 1 0.000 0.753 Moderate
Education 0.206 0.042 23.625 1 0.000 1.228 Moderate
Has talked to financial adviser 0.204 0.040 26.536 1 0.000 1.226 Moderate
Uses a budget 0.156 0.039 15.874 1 0.000 1.169 Moderate
Pay bills on time 0.139 0.063 4.853 1 0.028 1.149 Weak
Non-Hispanic black -0.149  0.042 12.898 1 0.000 0.861 Weak
Income unpredictability -0.131 0.051 6.505 1 0.011 0.878 Weak
Eﬁﬂ::a?e‘;‘mfh debt is 0.125 0.049 6486 1  0.011  0.883 Weak
Separated/divorced -0.104  0.039 7.064 1 0.008 0.901 Weak
Asian or Hawaiian/Pacific Islander  -0.099 0.037 7.264 1 0.007 0.906 Weak
Constant -0.521 0.041 160.445 1 0.000 0.594
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Variables Removed from Regression Model through the Forward Likelihood Ratio Selection Method

® Gender ® Part time
® Age e Self-employed
® Variability of income ® Partner in partnership (as main job)

® Frequency of financial struggles while growing up  ® Consultant

® How often family discussed financial matters with ® Other (as main job)
o owi
SR T ® Not currently working

® Non-Hispanic other ® Married or partnered

® Non-Hispanic white

® Widowed
® Hispanic .
® Never married
® Full time
not provided by an employer, an employer-provided In the past 12 months, | or someone in my household
pension or cash balance plan, other personal savings stopped taking a medication or took less than
or investments, savings in cash, and other financial directed due to the costs.
assets or accounts. e Often (2 points)

Explanation of Hardship Score ® Sometimes (1 point)

The hardship variable in the regression was ® Never (o points)
calculated by adding each respondent’s responses to
each of the four hardship questions in the survey
questionnaire. Potential scores ranged from o to 8
using the point allocation shown below.

Once a hardship score was computed for each
respondent, the scores were divided into categories
as shown in Table 4.

Regression to Identify Predictors of Confidence
in Achieving Long-Term Savings Goals

A stepwise regression was conducted to identify the
significant predictors of confidence in achieving long-
® Sometimes (1 point) term savings goals. The regression revealed that the
following three variables are most strongly related to
confidence in achieving long-term savings goals:

In the past 12 months, | worried whether our food
would run out before | got money to buy more.
e Often (2 points)

e Never (0 points)

In the past 12 months, we had trouble paying our rent
or mortgage.
¢ Often (2 points)

e Amount of liquid savings
® Degree to which debt is unmanageable

e Sometimes (1 point) ® Spending relative to income

® Never (0 points)
In the past 12 months, | or someone in my household
did not get health care we needed because we

couldn’t afford it.
¢ Often (2 points)

® Sometimes (1 point)

® Never (0 points)

21



AARP PUBLIC POLICY INSTITUTE

OCTOBER 2019

TABLE 4.
Frequency Percentage Valid Percentage
No hardship 2,929 58.3 58.3
Hardship score of 1 766 15.2 15.3
Hardship score of 2 447 8.9 8.9
Valid .
Hardship score of 3 272 5.4 5.4
Hardship score of 4 or more 608 12.1 12.1
Total 5,021 99.9 100.0
Missing System 4 0.1
Total 5,026 100.0
TABLE 5.

Model Summary

Model R R Square Adjusted R Square SE of the Estimate

0.693™ 0.480 0.478 1.01411
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TABLE 6.
Lo . Unstandardized Standardized Collinearity .
Significant Predictor Coefficients Coefficients Sig. Statistics Relative
Variables - e Importance
B SE Beta Tolerance VIF

Liquid savings 0.328 0.013 0.323 24.410 0.000 0.637 1.570 \Very strong
Degree to which debt is
unmanageable -0.319 0.020 -0.192 -16.130 0.000 0.785 1.274 Strong
Household spending
S st -0.220 0.016 -0.163 -13.800 0.000 0.800  1.249 Strong
Household income 0.071 0.010 0.098 7.324 0.000 0.615  1.625  Moderate
Household has
emergency savings 0.249 0.036 0.088 6.829 0.000 0.671 1.489  Moderate
account
Household has IRA not
from employer 0.179 0.040 0.059 4517 0.000 0.649  1.541 Weak
Household has savings 0176 0.034 0.062 5123 0.000 0752 1.330  Weak
Household has
employer-provided 0.157 0.036 0.050 4.357 0.000 0.830 1.205 Weak
traditional pension
*Age -0.064 0.011 -0.073 -6.059 0.000 0.765  1.307 Weak
*Working full time for
someone else as main -0.153 0.034 -0.054 -4.521 0.000 0.766  1.306 Weak
job
Variability of income -0.076 0.024 -0.034 -3.144 0.002 0.929 1.076 Weak
Household has other
personal savings or 0.131 0.040 0.044 3.265 0.001 0.600  1.667 Weak
investments

Household has other

financial assets or
accounts excluding -0.134 0.060 -0.025 -2.247 0.025 0.935 1.069 Weak

housing/real estate

*Although age, working full time for someone else, and having other financial assets have negative Beta values, they are in fact positively
correlated with confidence. That is, confidence is higher among those who are older (v. those who are younger) and is also higher among
those who are working full time (v. others) as well as among those with other financial assets (v. those who don’t have other financial assets).

. . 1 —
Variables Removed from Regression Model through
Stepwise Method Insight on the Issues 147, October 2019

® Gender: male © AARP PUBLIC POLICY INSTITUTE
. 601 E Street, NW
® Education Washington DC 20049
® Income unpredictability Follow us on Twitter @AARPpolicy
. on facebook.com/AARPpolicy
® Has savings account www.aarp.org/ppi
® Working part time for someone else as main job For more reports from the Public Policy

. Institute, visit http://www.aarp.org/ppi/.
® Self-employed or sole proprietor
https://doi.org/10.26419/ppi.00084.001

® Partner in partnership (as main job)

®
® Consultant or contractor MRP
-~

® “Other” (as main job) Real Possibilities
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