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The Path To Better Financial Management 

It is a scary thing when the automated teller machine in a foreign country swallows your 

bankcard, and refuses to return it because you have overdrawn thousands of dollars out of your 

account. Being in that moment was the lowest point in my financial experience. After I managed 

to retrieve my card from the bank tellers inside, my mother contacted me to explain the situation 

and to inform me that I was spending money that I didn’t even have. I was embarrassed to hear 

that she had to go out on a limb to have my bank cover my debts, and then she had to pay for 

some of the difference. This low point was the real beginning of my education about how finance 

works, and why I needed to understand it. While my situation may have been a little more 

unique, an 18-year-old who does not understand the complexities of his or her financial position 

is a common trend in America. We need a better financial education system in this country, 

because consumers do not understand how finance works; this lack of financial knowledge is 

limiting their opportunities, contributing to a public health crisis, and increasing economic 

problems in both public and private spheres. 

Consumers do not understand the serious problems they create for themselves when they 

take on massive credit card and student loan debt. In 2008, it was estimated that 78.3% of US 

consumers held in total 609.8 million credit cards, with an average of 2.7 cards per cardholder 

and an average balance of $3,389 (Shen et al). Credit card debt in America has climbed 14% 

from $801 billion in 2012 (Besharat et al) to $917 billion in 2015, which translates to $7,879 
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per household (Birr). The Daily Caller goes on to report that this would be the largest sum since 

the financial crisis of 2008. This is because many credit card owners fail to pay the full balances 

on their credit cards, and they allow the debt to grow as their repayment rate slows. The 

problem may, at least in part, be psychological in nature; when consumers are presented with 

only information about the minimum payment, they are more likely to pay only that amount 

(Besharat et al). Because of this, interest on credit card debt has the chance to grow like weeds 

on a consumer’s debt portfolio, instead of being easily avoided.  

The average young American is having difficulties in purchasing a house, possibly 

because of crushing debt and poor credit scores. Lack of financial literacy and education often 

leads to poor credit scores. In a Business Insider article, John Burns noted that married people 

buy 65% of all homes sold, with unmarried couples buying 8%. The Center For Disease Control 

reports that marriage rates have been trending downward almost consistently since 2000, so this 

is a sign that the married couples market segment is shrinking (Burns). Burns also points out 

that 65% of homebuyers do not have children. Since children are expensive to have, this 

suggests that many homebuyers are choosing a house before or in place of children (Burns). 

Burns further notes that the down payment for a house was particularly difficult for young 

homebuyers. Even though the rule of thumb is to have a 20% down payment, 63% of young 

buyers put 10% or less for a down payment, and 45% put 5% or less down (Burns). Without 

Federal Housing Administration financing and a recovering mortgage insurance industry, the 

concept of a less-than 35-year-old buyer would be almost extinct (Burns). 31% of young buyers 

received a gift or loan from a friend or relative to finance their down payment (Burns). Student 

debt was cited by 54% of young buyers as the biggest impediment to saving the down payment 
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(Burns). It is estimated that student debt resulted in 8% (414,000) fewer home sales in 2014 

than would have been the case if debt levels were the same as in 2005 (Burns).  

Having poor financial management also has an impact on one’s health (Shen et al). Not 

only is the public more stressed out from debt, but also that stress contributes to the obesity 

epidemic and breaks down household well being. To quote from Averett and Smith,  

There is a substantial correlation between household debt and health. Individuals 

with less healthy lifestyles are more likely to hold debt, although a casual (sic) 

link between debt and health has not been firmly established. Economic theory 

suggests that a causal relationship between debt and health outcomes could run in 

either direction or both debt and health could be caused by unobserved common 

factors such as risk aversion, self-control such as impulsiveness, and time 

preferences.  

Averett and Smith also quote financial advisor Suze Orman: “If you had credit card 

debt...the next thing I found about them was they were overweight, it was like this burden, 

created this excess that wanted to make them eat and eat and eat. So when you’re not doing well 

with your money it shows up in your health.” Econometric results of Drentea and Lavrakas (qtd. 

in Shen et al) indicate a negative relationship between debt stress and self-reported health status. 

In the same realm, the Associated Press-AOL Health poll (Shen et al) found that individuals who 

reported being highly stressed over debt were significantly more likely to report migraines, 

muscle tension, and heart attacks than those with low debt stress levels. High debt stress has also 

been blamed for social and political unrest in a number of developing countries. (Shen et al, qtd. 

in Davel) A benefit of consumer financial education programs may be a reduction in debt stress. 

Shen and colleagues find that debt stress decreases significantly with both optimism and 
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pessimism about one’s financial future. Shen attributes the negative effect of financial pessimism 

on debt stress to the fact that individuals are generally better prepared for expected outcomes; a 

household head who expects his or her financial situation to worsen in the near future may takes 

steps to boost income by cutting spending or taking a second job. As the consumer stress level 

decreases the health benefits should increase.  

What does a good financial education look like? Lynne Borden and her colleagues 

studied the current methods and showed promising results. As she was preparing for her study, 

she found encouraging studies and literature that show financial education had a positive impact 

on financial behaviors, but education wasn’t widely available through educational institutions. 

Financial education primarily came from community and business organizations (Borden et al). 

During Borden’s study, she found that a 90-minute seminar was effective in enhancing college 

students’ knowledge, attitudes, and intentions of engaging in more responsible financial 

behaviors in the future. What made this effective was that the education was offered in a 90-

minute seminar as opposed to a semester-long course, since the average participant did not have 

enough extra time in their semester schedule to add a whole course in financial management. 

Timing was also a factor. College students are more likely to be in their first or second job, 

which is the point where they begin to have access to a wide variety of financial products 

(Borden et al).  

Financially literate consumers know more about money and are able to do more with 

their finances and maximize their financial position. Financial literacy is a measure of the 

degree to which one understands key financial concepts and possesses the ability and 

confidence to manage personal finances through appropriate short-term decision making and 

sound, long-range financial planning, while mindful of life events and changing economic 



	Condie	5	

conditions (Tokar Assad qtd. in Remund). Although numeracy and math-based skills are 

necessary for specific, concrete calculations, exposing individuals to financial topics and 

products are what may help individuals make more informed financial decisions. The challenge 

then is to create education initiatives that help individuals find a healthy dose of confidence 

(Tokar Assad). It should be emphasized that financial illiteracy, like language illiteracy, is not 

absolute in its own right, and must be gradually replaced with financial literacy that comes with 

adequate exposure to financial markets (Harrison-Walker). Raul Yzguirre, the United States 

Ambassador to the Dominican Republic suggests, “When this financially literate generation 

becomes parents, then its knowledge, will trickle down to the next generation.” This social 

network, while informal, is also a more certain and effective way of transmitting knowledge. 

Evidence from this study indicates that parents, school, and work are important sources of 

financial education. A more knowledgeable customer base has many advantages for financial 

institutions--reduced risk profile, and reduced moral hazards (Smyczek et al). Financial 

institutions are less likely to engage in unethical business practices with consumers who are 

financially literate and understand the risks they are taking. All of these will not only protect 

consumers, but also ultimately protect the image and growth of financial institutions. When 

viewed from a consumer perspective, consumers patronize financial institutions in order to 

optimize their financial management. Bangladesh social entrepreneur, Muhammad Yunus 

states: “The ultimate purpose of increasing financial education is to facilitate consumers' full 

participation in the market place. Therefore, if financial institutions meet this need more 

effectively, then they could affect themselves more positively (Smyczek et al).”  

Some experts argue that more financial education would not work because there is 

limited empirical support for it, there is an overwhelming amount of information about how 
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financial management works, and consumers have a bias in their financial decision-making.  

Financial problems are more complicated than just a consumer being caught up in their credit 

card debt and student loans. Liezel Alsemgeest, of the Center for Financial Planning Law, points 

out that parents, peers, and schooling can significantly influence financial problems such as 

credit card debt, since many attitudes and behaviors are formed during childhood (qtd. in Shim et 

al). Everyone manages their finances in their own way. Some people are savers, some buy 

impulsively on their gut instincts. Because of this, it is difficult to group consumers together, 

since each person has their own level of experience, needs, and wants. In countries where there is 

wider access to credit, the younger, high-income consumers tend to be the most over-indebted. 

Higher-earning, and higher-spending individuals also tend to be more educated, which indicates 

that it is not necessarily the poor and illiterate that mismanage finances. It seems that a major 

factor in over-indebtedness is access to credit, and not the lack of education (Shen et al). found 

the same conclusion in their study; an increased credit limit generally leads to a significant rise in 

debt. Huston’s study did not show a link between financial education and household financial 

welfare or behavior. While more education is a great theory, there is not much scientific 

evidence to support it being the single solution.  

Consumers also have an overwhelming amount of financial information. In more 

developed countries, there is a wider breadth of financial products available, and consumers have 

access to a wider range of choices in how to organize and utilize their finances. These choices 

are also ever-changing and evolving. The United States Department of Labor released a 62-page 

manual titled “Taking The Mystery Out Of Retirement Planning” and Alsemgeest points out that 

it did not have a strong effect on consumer investment in retirement. Personal financial education 

is also typically voluntary, and the individuals who attend are more open to learning how to 
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manage their money. It is easy for someone who is embarrassed about their financial situation to 

avoid educating themselves out of shame (Alsemgeest qtd. in Willis). 

Consumers also have a bias in their decision-making. The field of behavioral economics 

recognizes the role that personality, emotions and psychology play within economic decisions 

(Alsemgeest, qtd in Willis). Factors such as family, experiences and economic socialization have 

an impact on knowledge, attitudes and ultimately behaviors about an individual’s finance. Just 

like the famous phrase, “the apple does not fall far from the tree,” a consumer also learns 

financial cues from their parent’s monetary decisions. This can even happen when the consumer 

has no idea about their parent’s financial system, in my own experience. Personally, I didn’t 

know how my mom and dad organized their money; and when I turned 18 and was given access 

to money, the only thing I knew what to do with it was to spend it. I managed to blow through 

years worth of savings in less than four months. Another aspect is that individuals could make 

spontaneous monetary decisions out of avoiding emotional discomfort or dealing with basic 

motivations such as hunger and pain (Alsemgeest, qtd in Willis). Many people have gone 

through the struggle of ordering a pizza or picking up a tub of ice cream when they are having a 

bad day, even if they know they shouldn’t be using their credit card on items like that. 

Alsemgeest goes on to state, “Biases are therefore ingrained into our psyche, and in certain 

situations an individual would always fall back on that bias, even though they might be 

financially literate and should know better.” 

Furthermore, people make payments towards smaller debts as opposed to highest interest 

rate debts because this decision offers some psychological benefits to the debtors. For example, a 

person with a $300 loan with a 6% interest rate and a $3000 loan with a 12% interest rate may 

decide to pay off the $300 loan with her first paycheck, rather than a portion of the $3000 loan 
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with the higher interest rate. This phenomenon is referred to as “debt account aversion” since the 

desire to limit the number of open accounts overrides the financially optimal choice of paying 

down the debt with the highest interest rate first (Besharat et al). Shen and colleagues also found 

this same conclusion about the credit card debt puzzle in their study. Daniel found in her study 

that credit card holders overestimate their self-control. When applying for a credit card they 

assume that they will pay off any loan within a month or two, even though evidence clearly 

shows that this is not true. If more consumers were made aware of their own aversions through 

education, they might be less inclined to debt account aversion. Daniel found this to be true in 

her study with the support of commitment devices for consumers to fight their own biases. 

In spite of this, having a stronger financial education system would change financial 

attitudes and ultimately lead to more effective financial behaviors (Alsemgeest qtd in Borden et 

al). Throughout a consumer’s life, they will have to make big financial decisions such as 

choosing houses and mortgages, saving for education and ultimately enough for retirement, as 

well as relatively small decisions, such as using credit cards, repaying debts, and health and risk 

insurance. Both big and small decisions can have a negative impact if the consumer is poorly 

informed and makes serious financial mistakes or miscalculations (Alsemgeest qtd. in Lynch). 

The objective of financial education and literacy is to combat the recent consequences of the 

credit crisis, consumer over-indebtedness and bankruptcy by providing consumers with a means 

to make better financial decisions. (Alsemgeest qtd. in Huston). 

Having a superior grasp of finances allows consumers to better understand and be more 

confident in spending. In the 2001 U.S. Survey of Consumer Finances, 27% of households report 

simultaneously revolving significant credit card debt and holding sizeable amounts of low-return 

liquid assets; this is known as the “credit card debt puzzle.” (Telyukova) To solve this puzzle, 



	Condie	9	

consumers need to understand how to better apply their assets to the debts. Consumers also need 

to understand the difference between different types of assets and which ones will help them 

financially. By having a stronger system of financial education and informing the consumer on 

how to manage their credit card debt, we can eliminate this puzzle and directly remove one 

barrier to getting out of debt. 

To help fix our broken system of delivering financial knowledge, I propose a balanced 

approach of more access to financial education, while also lowering the admission to high-risk 

financial products that the average consumer would not know how to properly manage. First, we 

need to introduce or innovate high school level financial education courses. Consumers should 

have a gasp of how personal finance works before they are 18 and have access to financial 

products that can put them in long-term debt. We have already seen that consumers who are 

overconfident in their financial knowledge or alternatively embarrassed about their financial 

situation are less likely to seek out financial education, so the best strategy would be to bring the 

education to the consumer before they graduate high school and have the opportunity to fall into 

either one of these categories. Because the academic system is strong at tailoring information to 

its relevance for the learner, this would aid in counteracting the massive amount of information 

available to the consumer, while boosting their knowledge and confidence. 

As shown by Borden, adult financial education would be in the form of seminars, each 

around an hour in length. This keeps them short enough to add to an adult’s busy schedule. 

These seminars should be offered throughout a calendar year, and each seminar should have 

different topics or themes, since there is so much information to cover. If each seminar also has 

different topics, consumers can select which topics apply to them based on the seminars they 

attend. Marketing for these seminars would need to understand how to attract the consumers 



	Condie	10	

embarrassed by their financial situation, so more direct marketing would be effective in getting 

to the consumers that need the seminar most. 

Next, we need to raise the bar for consumers to be granted credit cards and other financial 

products. If financial products such as student loans and credit cards are more difficult to obtain, 

consumers will not find themselves saddled with as much debt as they currently have. We have 

already shown that reduced access to credit reduces average level of debt. This will counteract 

the bias in decision making, by giving the consumer less choices and chances to dive into debt.  

In conclusion, the lack of financial mastery on the part of the consumer has brought us 

into a crisis that we haven’t seen since the end of the 1920’s. It is of the utmost importance that 

we address this issue directly, so that we can prevent history from repeating itself again and we 

find ourselves at a worse financial meltdown than the one in 2008. A balanced approach between 

boosting consumer knowledge and confidence, and monitoring financial institutions for 

dangerous business practices seems like the most logical solution. We can prevent more than just 

forest fires; we can also prevent financial fires as well. 
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