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Evidence of the Lack of Effectiveness of Low-Incom&8avings Incentives
ABSTRACT

In view of the government’s propensity to devetwpgrams to encourage savings, we
examine a group of individuals to whom these prograre targeted: low- to moderate-income
taxpayers. We show that saving for retirement tsanariority in the lives of these taxpayers.

The low priority given to saving is often due tonmadiate necessary costs such as housing, food,
and transportation. However, our study shows thah @onessential items and activities such as
cable and internet services or travel are oftersiciened more important than saving. We also
show that most of the participants were not evearawf the tax incentives available to them.

In light of these results and evidence from otliedies showing that individuals will
save when given the right opportunities, we supaaytiments in favor of modifying the current
“Saver’s Credit” and adopting the Automatic Indival Retirement Account (IRA) currently
proposed in Congress. We also suggest an “optgyaotjram offered through direct deposit or
small employers along with a government match aalt@nnative way of packaging incentives
for retirement savings. By making the retiremerttigle readily available with a transparent,
immediate match, the effectiveness of the incergh@uld increase dramatically for those
gualified.

Key Words: Retirement Savings, Low-Income SavingsSaver’s Credit, Savings Incentives
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INTRODUCTION
The Government and other advocacy groups areamthstleveloping programs,
products, and incentives to promote financial éitgrand savings, specifically retirement savings

(e.g. www.feedthepig.ordhe “Saver’s Credit”). While these programs carbleneficial to those

that use them, many U.S. taxpayers, in particolarincome taxpayers, still are not saving.

Many of these individuals place a low priority avesg money. The low priority is sometimes
dues to having only enough money to cover esssentialvever we find that cable, internet, and
travel are also valued more highly than saving. l&imcentive programs should be able to
motivate those individuals who are not spendin@ftheir net pay on necessities, the very
people whom these programs target frequently ast lble to understand and take advantage of
them.

In 2005, the Urban Institute held a roundtableetirement policy and current trends.
Participants called for more research on low-incaaéngs behavior (Bell et al. 2005). This
paper presents survey data collected about thelsmeand savings habits and priorities of low
and moderate income taxpayers. While taxpayerawaaee of the need to save for retirement,
many do not have the opportunity, nor feel it @riarity in comparison with their other needs.
Although the government continues to develop sa/prggrams and tax incentives specifically
aimed at lower income individuals, evidence from swrvey shows that one in particular, the
“Saver’s Credit,” appears to be ineffective in paimg savings among these individuals and

families.
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The results of our survey suggest support for ppedahanges to the current credit and
support for the proposed “Automatic IRAhat is currently being debated in Congress. The
results further support the argument that indivisiuall take advantage of savings vehicles if
readily accessible and will increase participationetirement programs offering a “match” from
their employer or the government.

The purpose of this paper is to discuss the impoe&f savings (particularly among
low-income taxpayers), to present some evidenddrtbantive programs are not effective, and
to examine the savings priorities of low-incomepiayers. The next section presents the
motivation and background of the current statusamings in the U.S. and current sources of
savings. The final sections will discuss our surgetaxpayers, present the results of their
savings priorities, and discuss recent proposalsrfproving government incentives.

BACKGROUND AND PRIOR LITERATURE

Generally speaking, Americans are not very goagheing money. In fact, many
individuals are not even aware of how savings afbee’s ability to sustain a comfortable
standard of living in retirement. Seventy-six noillibaby boomers are approaching retirement
age (Johnson et al. 2006), and a recent study fthatcdpproximately 32 percent of them are at
risk of not being financially prepared for retireméMunnel et al. 2007).

According to the 2007 Employee Benefit Researsthitlite’'s (EBRI) Retirement

Confidence Survey, 49 percent of workers that digtase saving for retirement report total

2 Senators Jeff Bingaman (D-NM) and Gordon H. SERFOR) introduced The Automatic IRA Act of 2007 (S.
1141) in the 116 Congress. Representatives Richard Neal (D-MA)RImtEnglish (R-PA) introduced identical
legislation in the House.
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savings and investments (not including primarydessce and defined benefit plans) of less than
$25,000 (Helman et al. 2007). That same survewsltbat retirement benefits are often
misunderstood or misinterpreted. While 41 percémtarkers indicate they or their spouse
currently have a defined benefit plan, 62 percagitteey expect to receive retirement income
from such a plan. Many also expect to receive heafiurance in retirement through an
employer, yet many employers no longer offer tlaaddit to retirees. Most individuals do not
realize the costs they will have to bear for meditsurance and prescriptions alone during
retirement, not even considering other costs nacgss them during the same time.

Johnson et al. (2006) point out that the net natisavings rate in 2003, which includes
personal savings as well as government savingslv@gsercent; a rate is below that of many
other countries including China (38.6%), India ge6), Japan (10.8%) and Mexico (8.2%).
According to the Bureau of Economic Analysise personal savings rate not including
government savings dropped to a negative rate®.ZDhose households that make up the
lower-income half of all Americans only have anrage net worth of $23,000 with those in the
bottom quartile of income having a negative netttv@dohnson et al. 2006) meaning that, on
average, households in the bottom quartile sperné than they earn.

In conclusion, this trend is especially troublgfigen the aging of America and the

increasing longevity of the population. A considgeanumber of individuals will spend as much

as one-third of their lives in retirement. With@aequate savings, these retirees will be reliant
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on a shaky Social Security system, public assistaaned/or working further into their twilight

years.

Sources of Retirement Savings

Bell et al. (2005) point out that retirement s@drare often portrayed as a “three-legged
stool” with the three legs consisting of Social @&y benefits, pension or employer-related
retirement vehicles, and personal savings. Theyaserve that this stool looks unstable for
many individuals, especially those who are struggfinancially prior to retirement. Most poor
and low-income earners do not work in jobs wherelegers provide retirement benefits. Many
of these workers are planning to sustain themseétvestirement by relying on Social Security
benefits and the equity in their home if they angéunate enough to own their home.
Social Security Benefits

The Social Security Administration (SSA) claimstteity percent of those retired
persons over 64 years old depend on Social Sedarithe majority of their livelihood. For
those retirees in the lowest income quintile, Sdsecurity benefits comprise 82.9 percent of
their retirement income. Those households deperalingst exclusively on Social Security are
below the poverty line. Consequently, public assisé programs make up approximately 8.4
percent of their income. Half of retirees over &§aeceive less than $16,000 per year from all

income sources (SSA 2006, 2007).
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Although Social Security has not been able to mlewa luxurious income for retirees in
the past, it has been solvent. Unfortunately, thtéook for Social Security in its present form is
dim. The Social Security administration projectstttax revenues will fall short of benefits by
the year 2017 with exhaustion of the fund projedtg@041 (SSA 2007). Therefore, the overall
benefit received from this source is uncertain. ifs¢ability of Social Security and the number
of individuals leaving the work force over the negveral years is alarming.

There are also eligibility issues with Social SéguiThe age at which one becomes
eligible for Social Security benefits has gradualigreased since 1983. According to the EBRI
Retirement Confidence Survey, only a small minooityvorkers are aware of the age at which
they are eligible for full benefits. Fifty-one pert of workers believe they are eligible sooner
than they actually will be eligible and two outtefi workers do not know when they will be
eligible (Helman et al. 2007).

Employee-sponsored Retirement Plans

The second leg of the stool described in Bell.g2805) is employer-sponsored
retirement plans. They claim that these vehiclesige a relatively easy way for employees to
set aside money for retirement if they work foroapany offering a plan. Unfortunately, many
smaller businesses are unable or unwilling to gl®vhis benefit. As of 2003, 73 percent of
employees who work for firms with fewer than 25 émypes are not covered by an employer-

sponsored plan compared to only 32 percent of wenké&o work for firms with 100 or more

employees. In addition, many larger companies nbt provide the retirement vehicle, but they
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often contribute funds toward the retirement ofrteenployees. The authors continue discussing
how a disproportionate number of low income workersl to work for smaller companies
where employer-sponsored plans are not traditipaathilable to them. Since many of these
businesses are not able to offer retirement bantefitheir workers, these individuals are at a
disadvantage. Not only are they denied the findia&aefit of employer contributions, they are
also not provided with readily available finandratruments to which to contribute retirement
money.

Less financially sophisticated workers may notwrimw to go about setting up
retirement accounts. When the employer makes ateawailable, it provides a much easier
path for employees to follow. When this is not @tian, these employees must search out
retirement vehicles on their own — a process thathe intimidating even for financially savvy
persons. Because most plans require a positivenasti the part of the saver, and because a
plethora of confusing options are available, maagpbe that are eligible for employer provided
or tax-incentivized programs procrastinate makimgeision (Gale et al. 2006). One recent
change in companies, as required by the recenidPeRsotection Act of 2006, is an “opt-out”
rather than “opt-in” program. Research has showhttiese “opt-out” programs do tend to have
more participation, as individuals are more likigdystay in the program than leave (Madrian and
Shea 2001).

Personal Savings

The third leg of the stool is personal savingse Blureau of Economic Analysis
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measures personal saving as the difference bettisposal personal income (i.e. income after
subtracting taxes) and personal outlays. In MarchAspril 2007, the personal saving rate was a
negative 0.7 percent and a negative 1.3 percesgectively. Negative personal saving indicates
that on average personal expenditures are excedipgsable personal income. In order for this
to happen, consumers must be using borrowed fuist{ may come from credit cards or
home equity financing), selling assets, or usingr@avings. In this instance, even if individuals
are “saving,” they are, in essence, using borrofuads to do so. Consequently, saving from
current income may be near zero or negative.
Current Incentives

The government recognizes the need for peopleeorteore financial responsibility for
their future in retirement. Congress has providedm@ber of tax incentives associated with
retirement planning. The government allows a tadud#@on to businesses for the funds
contributed toward employee’s retirement and alsmarages individuals to participate in the
plans by offering tax incentives such as defermmgme taxes on contributions to various
retirement vehicles and allowing either tax-defére tax-free growth if the conditions of the
plans are met. However, only the middle and uppsyme families can fully benefit from the
vast majority of these incentives In addition, mafsthese plans benefit taxpayers in a higher
marginal bracket more than those in lower inconaekets (Gale et al. 2006). The need for
better savings programs for the middle and lowmme@opulation is a frequent topic in the

popular press (cf. Quinn 2007). The top 20 peroémicome earners reap the benefit of seventy

percent of the tax incentives for retirement vedsdduch as 401(k)-type plans and IRAs (Duflo

/A Wanagement

BOSTON

Financial Services Forum




et al. 2005b). Tax incentives for savings are reffsictive when taxpayers have the wherewithal
to contribute and when the magnitude of the taxgmvis salient to the individual (Frischmann
et al. 1998). Middle and upper income families nteese two conditions more frequently.
These families have larger disposable incomeslamgddre in a higher tax bracket. Since they
are in a higher marginal tax bracket than low inedamilies, the value of the tax deduction is
larger.

One incentive dubbed the “Saver’s Credit” (forrerdlled the Retirement Savings
Contributions Credit or Credit for Qualified Retment Savings Contributions) was implemented
in 2001 to entice low to moderate income taxpay@eet aside funds for retirement. This credit
originally expired on December 31, 2006 but thesdR@nProtection Act of 2006 made it
permanent. The incentive to save for retiremethaseligibility for a nonrefundable tax credit of
up to 50 percent of the taxpayer’s contributiommandividual retirement account or for
participation in an employer’s 401(k) or similaapl The maximum credit available is $1,000.
So, if a qualifying individual contributes $2,0a9d retirement plan, the government will reduce
their tax liability by $1,000. This credit effecély results in a 100% matching of funds. Since
the taxpayer is receiving a credit rather thandudgon there is no longer a tax disadvantage for
being in a low marginal tax bracket relative taghler marginal tax bracket.

While the motivation behind the credit is admiggbt fails to be very effective as an
incentive for the intended population. The problewmtt the credit have been widely publicized

(i.e. Bell et al. 2005; Gale et al. 2005). The m@mplaint is that the credit is nonrefundable.

Because the credit is nonrefundable, only aboutsewenth of the 59 million taxpayers who had
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income low enough to qualify for the 50 percentdran 2005 were able to receiemy benefit
from the subsidy. For those with a tax liabilitgs$ than one in 1,000 filers would have received
the full benefit of the maximum credit had they madcontribution of the full amount (Duflo et
al. 2005a). The other taxpayers with income lowugiato qualify did not have a tax liability,
hence, were unable to receive any benefit. In amfdithe amount of the credit phases out
rapidly as income rises.

Another problem that we have not seen publicizedidsly, but that we found in our
study, is the lack of awareness of this credit.diteshe fact that both survey and archival data
show an association between the use of paid pnepane taxpayers with low tax knowledge,
individuals in a low income bracket typically dotrimave financial advisors (Collins et al. 1990;
Dubin et al. 1992). While they engage paid pregatbe services often come from family
friends or national chain-based preparers who ddikedy render detailed financial planning
services (Frischmann et al. 1998). Consequenthgahaxpayers are simply not aware of the
credit in time to plan for its use. In our survéy105 taxpayers entering a VITA site, only two
individuals were familiar with the Saver’s Crediturthermore, many of these taxpayers do not
work for employers that offer retirement savingsna. Therefore, they are not using any type of
tax incentive to supplement retirement savings ewehe unlikely event that they are saving at
all.

SURVEY AND RESULTS

We surveyed one hundred six taxpayers at a VITAisithe mountain region of the

United States. One participant did not completeginestionnaire and was dropped from the
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analysis. Seventy-seven percent of the participapisrted a family income level before taxes of
under $30,000. The participants were fairly eveatisgributed between male (53%) and female
(47%), and the vast majority of those surveyed fa\teast some college education (see Table
1). To create an incentive to complete the survieyewvaiting to be served at the VITA site, the
participants were informed that ten $25 gift caréife would be randomly awarded to people that
had completed the survey at the end of the tavoseagirtually every participant that was
approached to complete a survey did so.

(Insert Table 1 about here)

The survey asked participants to rank spendingstemtwo separate questions. The first
guestion asked participants to rank the importarfigpecific items on a scale of 1-5 (Not
important to extremely important). The second goasasked participants to report on a 1-7
scale what percentage of income is actually sperhese same items (see Table 2 for specific
percentages).

(Insert Table 2 about here)

Based on our survey, we propose that a large gmoklith encouraging low-income
taxpayers to save for retirement is the feeling slaaing is not a priority in their lives. As
expected, expenses related to housing, food angpoatation were given higher priority than
savings. But, on average, cable/cellular/intereetises, credit card payments, and travel ranked

as higher priorities than saving for retiremenh@&texpenses ranking highly on the scale were

car and transportation, daycare/childcare, foodeghatation. The lowest spending priorities
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were charitable giving, cigarettes, alcohol, arayiplg the lottery. Savings (other than
retirement) ranks higher than retirement savingsdver both are in the bottom half of the
items.

While 73 percent of the participants seem to zedle importance of saving for
retirement, few actually contribute very much touarent retirement plan. Only 25 percent of the
participants are currently saving for retiremergtiment savings averaged 2.15 (on a scale of
7) which indicates that on average, participantésoaly saving 1-5% of their income for the
future.

Ninety-four of the 105 individuals surveyed comsidavings (other than for retirement)
to be at least somewhat important. Of these ppéits, 63 currently save some of their income
(61%) although two of the respondents noted thalewhey tried to save, their current savings
balance was very low. Consequently, setting asidieay each month doesn’t ensure that the
money remains in savings or builds over time. Sgzvisveraged 2.64 (on a scale of 7) indicating
that, on average, participants are saving betwaerand five percent of their income.

We asked participants an open ended questiogptithad extra money to do whatever
you wanted (spend on something, save, donate véta}, would you specifically do with it?”

Out of 84 participants who answered the questi@nmdntioned something about savings,
including retirement. One participant indicated tie answer would depend on the amount
received. These answers tell us that many of odicgeants do consider savings and retirement;

however may not have the opportunity to contriliatthese kinds of accounts.
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While the more immediate spending needs take pyioxier savings, there is evidence
that individuals will save some money if they haveelatively easy route and the opportunity to
do so. Bucks et al. (2006) shows that 89.4 perckeiployees who work for an employer that
offers a retirement plan choose to contributehinlowest 20 percent of the distribution, 49.4
percent contribute whether or not they receiveraajching funds from the employer (Bucks et
al. 2006). In our survey, 69 percent of the indints stated that they would contribute if their
employer offered a match and another 24 percemntatet! that they might contribute.

The government does, in effect, offer a “matchdtigh the Saver’s Credit for those
eligible to receive the full benefit of the creditowever, very few taxpayers take advantage of
the credit. Our survey requested information allegtparticipants’ knowledge of the credit as
well as preference in regards to saving match aragr We surveyed the individuals before
entering the VITA center; therefore they had nat hay tax assistance for the year at the time of
the survey. Only 2 out of 105 participants were rand the credit (1.9%). Of those two, only
one had been eligible and able to take the credite past. In another study done by the
Transamerica Center for Retirement Studies, omig percent of adults who were eligible for
the credit were aware of it. Out of all taxpayersheir survey, only 16 percent were familiar
with the credit. These numbers clearly show a tz#ckwareness of the credit. Nevertheless, the

credit, which was originally begun in 2002 as apenary provision, was made a permanent part

of the tax code last year.
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DISCUSSION

Several suggestions have been set forth outlinogrnpial reforms to the Saver’s Credit
to enhance the effectiveness. One of the most poéas has been for the government to offer
a true “match” rather than a credit and to remdwedurrent tax liability limit. Under the current
system, the taxpayer deposits the entire contohutito a retirement account and receives a
credit on his taxes at the time of filing. The ¢tedaybe equal to 50 percent of his contribution,
resulting in a “match.” Although, if his tax lialiyf is less than 50 percent of the original
contribution, the taxpayer won't receive a full fatHe will only receive a credit to the extent
of his tax liability. In essence, removing the tiability limit would have the same tax effect as
having a refundable credit (Johnson et al. 2006ta3at al. 2005a; Duflo et al. 2005b).

If taxpayers are aware of the incentive and ale tabset aside a little savings from each
paycheck while immediately receiving a governmeatah, they are more likely to be able to
contribute. The motivation of seeing their savitdsuble” would likely encourage continued
savings and increase the level of priority placedaving money. The IRS can handle this type
of arrangement similarly to the Advanced Earneamne Credit (AEIC) whereby employers add
the tax benefit to the compensation earned fop#yeperiod.

The idea of a government match compliments thesatitegislation in Congress
concerning the “Automatic IRA.” Under the propodedislation, small businesses in operation

for at least two years that have ten or more eng@syvould be required to automatically deduct
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money from employee paychecks and deposit thos#sfunio retirement accounts (lwry and
John 2006). Employees could “opt-out” if they chedsut the automatic enrollment provision
insures that a higher percentage of participatidhresult

Although the majority of small businesses are e & offer a host of employee
benefits, they would likely have the ability to lddethe Automatic IRA and/or facilitate a
government matching program. If the employer isudéidg the retirement contribution from
employee pay, the employer could administer theegunent match much like administering the
AEIC. While the process would place an additionaiden on the business owner, it would help
build employee morale and encourage personal regphty for savings. This avenue also
allows individuals to use a “pay as you go” systenretirement rather trying to contribute a
lump sum to an account. Data collected by the Oeghsus Bureau shows that individuals
earning from $30,000-$50,000 are almost 20 timerertikely to save when their employer
provides the retirement vehicle than when they hawseek out individual retirement programs
such as IRA’s (Johnson et al. 2006).

For individuals who do not choose to contributegtrement accounts throughout the
year or who might choose to “opt out” of employpossored programs direct deposit of a tax
refund could be matched by the government. Theh&sSa procedure to allow all or a portion

of a taxpayer’s tax refund to be paid electronycadto a savings account — including IRAs

provided the financial institution administerin@tiRA accepts direct depositsThe
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government could match those funds when the refvagldistributed. From an administrative
point of view, this could all be administered thgbuthe refund procedures already in place at the
IRS.

There would need to be safeguards in place. Whgering” of the saver’s credit does
not appear to have happened just yet, it won'obg before individuals realize they can simply
withdraw “matched” funds for a small price — a Hiqent penalty for early withdrawal and
income tax assessed on the funds. A requiredngep@riod for at least a portion of the funds
the government effectively contributed is advisalliso, there would need to be guidelines in
place to insure that government matching was disweed when income levels exceeded the
level required to qualify for the funds.

CONCLUSION AND FUTURE RESEARCH

Our survey asked selected taxpayers to evaluatenghortance of specific spending
items in their life and to give an approximate pettage of income spent on each item listed. We
also requested information on their knowledge ef‘tbaver’s Credit” as well as preference in
regards to saving match programs. The results stijigt savings and retirement savings are
known to be important, but not a financial priority many of the individuals. Only 2 out of 105
participants had even heard of the Saver’'s Credggesting that as a credit, the people who
should know of its existence are not getting thesage of its availability.

In light of these results and evidence from otliedies showing that individuals will

save when given the right opportunities (i.e. Johret al. 2006; Duflo et al. 2005a; Frischmann

et al. 1998), we support arguments in favor of fyaaly the current “Saver’s Credit” and
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adopting the Automatic IRA currently proposed imn@ress. By making the retirement vehicle
readily available with a transparent, immediateanathe effectiveness of the incentive would
increase dramatically for those qualified. Researditates a “match” would be more salient to
individuals and provide enhanced motivation forspeal savings. In our study, 55 percent of
participants indicated they would contribute teeirement plan if the government matched their
funds and another 38 percent indicated they mightribute. Duflo et al. (2005) demonstrated
that the percentage of taxpayers contributing ttRa&with a government match was three to
four time higher than those contributing with théséng Saver’s Credit. The study also showed
that the amount of the contribution was four tchéigmes higher than contributions with only
the Saver’s Credit. The research concluded thathrag funds increased the magnitude and
frequency of contributions to IRA’s.

The drawbacks include the increased cost to thergovent as more individuals would
likely take advantage of the incentive. Howevecr@asing retirement savings currently will help
to reduce reliance on public assistance in latarsyeAnother disadvantage is the increased
regulations on small businesses. While this is naw#esirable outcome, it may provide real
assistance to individuals and society by helpingravide the means to build up some financial
security.

Perhaps the biggest drawback at present is itapaténpact on federal assistance.
Many social programs such as Food Stamps and TampAssistance for Needy Families

determine eligibility in part on the family’s ass®tse. While employer sponsored retirement

plans are often exempt from these calculations, $R#e often included in the asset base.
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Therefore, any retirement savings in these accaoendisce the eligibility of a family for
government assistance. Since many of the prograunh,as Food Stamps, are regulated by state
government, there may be difficulty in exemptingreznent savings from all states. However,
even if the contributions go to an IRA of the enygle’'s choosing, there might be avenues for
exempting funds contributed and matched througlytivernment.

Future research and consideration may also be ¢iveimecting the tax credits to small
businesses who offer matching programs rathertihéime taxpayer directly. While our
participants indicated they had no preference batveegovernment versus an employer match
when rated on a 5-point scale, they did indicateenstrongly that they would participate in an
employer-sponsored matching program (69% partidpathan a government matching
program (55% participation). By providing additibtex dollars to small businesses with the
condition that the funds be directed retiremenhglor low income earners, the provisions could
encourage individuals to work. Thus, they may Iss keliant on the government in their twilight
years.

Regardless of the program, the results of our stladfrther the conclusion that savings
and retirement savings are at critically low lev@lse effectiveness of current and future savings

incentives is vital to insure that Americans aréwanting later in life.
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TABLE 1
DESCRIPTIVE STATISTICS

n=1052%
n %
Age
Under 25 42 40.4
25 and Over 63 59.6
Gender
Female 48 46.6
Male 55 53.4
Income
Less than $15,000 40 38.8
$15,001 - $30,000 39 37.9
$30,001 - $50,000 15 14.6
$50,001 - $75,000 4 3.9
Over $75,000 5 4.8
Level of Education
High School 8 7.9
Some College 37 36.6
College Graduate 23 22.8
Some Post-undergraduate College 12 11.9
Graduate Degree 19 18.8
Post-Graduate Degree 2 2.0
Currently saves for retirement 26 25.2
Currently saves for other needs (does not incletleement) 63 61.2

& For some of the items (e.g., gender, income), resg@were not available for all of the participants
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TABLE 2

MEAN VALUES FOR SURVEY RESPONSES
Ranking of Importance and Percentage of Income Spé¢n Items

Panel A: How Important Participants Consider Each tem

n = 105 Mean®
Household expenses: mortgage, rent, utilities, etc. 4.25
Car and transportation expenses 4.12
Daycare/Childcare expenses 3.94
Food — groceries/fast food 3.82
Education expenses 3.81
Medical expenses 3.51
Credit card payments 3.28
Cable/cell/internet 3.13
Savings other than retirement 3.12
Pet care and supplies 3.04
Travel 2.71
Retirement savings 2.68
Entertainment 2.68
Clothing and accessories 2.44
Charity 2.19
Cigarettes/alcohol 1.96
Lottery 1.10
Panel B: How Participants Spend Their Income
n = 105° Mean®
Household expenses 5.22
Groceries and fast food 4.13
Carr and transportation expenses 3.86
Education expenses 3.26
Credit card payments 2.92
Entertainment 2.76
Daycare/Childcare 2.67
Savings other than retirement 2.64
Pet care 2.58
Cable/cell/internet 2.57
Clothing and accessories 2.53
Travel 2.48
Medical expenses 2.45
Cigarettes/alcohol 2.44
Retirement Savings 2.15
Charity 1.59
Lottery 1.06
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@ For some of the items (e.g., daycare. cigarettesponses were not available for all of the pandints.
b Scale: 1=no importance — 5=extremely important

¢ For some of the items (e.g., daycare. cigarettesponses were not available for all of the pigdints.
4 Income Percentage: 1 = 0%, 2 = 1-5%, 3 = 6-10%]14-20%, 5=21-30%, 6=31-40%, 7 = >40%
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