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Financial Well-Being in Canada: Survey Results

Financial well-beingisthe extentto which you can comfortably meet all of your current financial
commitmentsand needs while also havingthe financial resilience to continue doingso inthe future.!
Butitis not only about income. It is also about having control over your finances, being able to absorb
a financial setback, being on track to meetyour financial goals, and—perhaps most of all—havingthe
financial freedom to make choicesthat allow you to enjoy life.

Generally, people who have high levels of financial well-being are not stressed about money and are
able to cope with unexpected expenses. In contrast, people with low levels of financial well-being have
difficulty meetingtheirfinancial commitments and do not have much moneyin reserve for
emergencies. Better financial well-beingis associated with less stress and greater mental and physical
health.?

The Financial Consumer Agency of Canada (FCAC) participatedin a multi-country initiative that sought
to measure financial well-being. FCAC conducted this survey to understand and describe the realities of
Canadians across the financial well-being spectrum and help policy-makers, practitioners and
Canadians themselves achieve better financial well-being. Thisisin keeping with the Agency’s ongoing
work to monitor trends and emergingissuesthat affect Canadians and their finances.

Previousresearch3has found that certain behaviours and economic factors are the key drivers of
financial well-being. These, inturn, are driven by psychological influences (such as impulsivity, self-
control, locus of control, time orientation, action orientation,#and attitudes toward spending, savingand
borrowing). The analysesin thisreport are based on the Kempson et al. model, illustratedin Figure 1.

! Kempson, E., Finney, A., & Poppe, C.(2017). Financial well-being: A conceptual model and preliminary analysis (Project
noteno. 3-2017). Retrieved from https://www.researchgate.net/publication/318852257 Financial Well-

Being A Conceptual _Model_and_Preliminary Analysis.

2 Hess, D.(2016). Finding the Links Between Retirement, Stress, and Health. Lockton. Retrieved from:
https://www.lockton.com/whitepapers/Finding_the_Links Between Retirement_ Stress _and Health.pdf.

3 Kempsonetal. (2017).

4 In personality psychology, locus of control is the degree to which people believe they have control over the outcome of
events in their lives, as opposed to believing that outcomes are driven by external forces beyondtheir control. Time
orientation reflects a preference toward past, present or future thinking. Action orientation isabout a person’s tendency to
take actionto address problems or achieve goals.
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Figure 1 — Categories of factors relating to financial well-being
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In this model, financial well-beingis determined by 5 categories of factors:

e financial behaviours (e.g., savingand borrowing)

e social factors (e.g., age, employmentstatus)

e psychological factors (e.g., confidence, attitudes toward money)
e economic factors (e.g.,income)

e financial knowledge and experience (e.g., experience with financial products)?

The survey used a number of questions to measure each of these categories of factors. The responses
were then combinedinto related variables. Figure 1 lists the variablesincluded in each category.

In November2018, FCAC released a Backgrounder report containing preliminary results of the survey
and a comparison of Canada’s overall results versus those of Australia, New Zealand and Norway. This
report expands on those results by:

e describingfinancial well-beingin Canada

e identifyingthe key behaviours, attitudes, knowledge and experiences that are associated with
financial well-being

e describingthe realities of Canadians across the financial well-being spectrum

e making recommendationsfor Canadians, including policy-makers and practitioners (such as
credit counsellors, financial advisors and educators)
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Key messages

e Many Canadians are doing reasonably well financially

e Income isimportant, but so are behaviours

e Financial well-being has a stronger relation to behaviours than to economicfactors

e Canadians who actively save have higherlevels of financial well-being than those with similar
incomes who don’t

e Canadians who avoid borrowing to meet daily expenses have higherlevels of financial well-
beingthan those who borrow regularly, regardless of income

e Financial confidence and attitudes toward spending, savingand borrowing are important

e For people withlessfinancial well-being, financial confidence and feelingin control of the
future are strongly related to financial well-being

e Generally, older Canadians who make positive financial choices and have the benefit of
experience have the highestlevels of financial well-being

Survey methodology

In February 2018, FCACconducted an online survey with a sample of Canadians aged 18 years and
older. A very similarsurvey had previously been completedin Norway, Ireland, Australiaand New
Zealand. Slight changes were made to some of the questionsto adapt themto each country’s context,
but the results are largely comparable.

We selected respondents randomly from a broad pool of Canadians who volunteerto participate in
online surveys. Online surveys have become commonplace in Canada, and findings have been shown
to generalize well.>The survey was completed by a sample of 1,9356 Canadian residents representative
of the distribution of gender, region and age in Canada.” The surveytook approximately 15 minutesto
complete. Further details about the methodology can be obtained from Library and Archives Canada.?8

Results

This section describes the survey results. Specifically, it describes Canadians’ overall levels of financial
well-beingaswell as components of the financial well-being model thatare most strongly related to
financial well-being.

5> See Braunsberger, K., Wybenga, H., & Gates, R. (2007). “Acomparison of reliability between telephone and web-based
surveys.” Journal of Business Research, 60(7), 758—764.

6 An additional 99 surveys wererejecteddue an insufficient number of valid responses. Valid responses included all answers
except “don’tknow” or “prefer notto answer”.

7 As anincentive for their participation, I psos (the researchfirm that contacted participants) offered respondents points
they could redeem for products fromonlineretailers, suchas gift cards and prizes. The seniors (65 yearsandover) in our
sample hadhigher incomes thanthe Canadian average for the same age range reported by Statistics Canada, but were
similar interms of education, marital status and employment status, and hadslightly lower levels of home ownership
withouta mortgage.

8 http://epe.lac-bac.gc.ca/100/200/301 /opwgsc-tpsgc/por-ef/financial consumer agency/2018/086-17-
e/summary/Exec Summary Appendices_excluding tabs HTML5 Eng.html.
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Most Canadians are doing reasonably well financially.

To assess Canadians’ overall financial well-being, we calculated a Financial Well-Being Score out of 100
for each survey respondent. The average score was 66.

Looking at the distribution of scores (Figure 2), we can see that three quarters (74%) of Canadians had
a score of greater than 50. As we explain below, Canadians who scored above 50 are considered either
Financially Secure (if they scored over80) or Somewhatfinancially secure (if they scored 51 to 80).

We can also see that about one quarter of Canadians (26%) had Financial Well-Being Scores of less
than 50. These Canadians are considered to be Struggling somewhat (if they scored 31 to 50) or
Strugglinga lot (if they scored 30 or less) with their finances.

Figure 2 — Overall financial well-being
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The overall Financial Well-Being Score can be divided into 3 components:

e meetingcommitments (for example, beingable to pay billsontime)

o feelingfinancially comfortable (forexample, the extentto which finances allow someone to do
the things they want and enjoy life)

e resilience forthe future (forexample, the ability to deal with unforeseen expenses)
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We calculated mean scores for these 3 components. Canadians obtained mean scores of:

e 81 for meetingcommitments

e 61 forfeelingfinancially comfortable
e 60 forresilience forthe future

Figure 3 shows the distribution of scores for Canadians for each component.

While most Canadians were very strong at meetingall of theircommitments (Figure 3a), the extentto
which theyfelt comfortable financially ranged greatly (Figure 3b). Clearly, many Canadians are meeting
theircommitments, but do not feel theirfinancial situation allows themto do the thingsthey want.
Some Canadians are in a good positionto be resilientforthe future—forexample, approximately 30%
had a score of 80 or greater for this component—but many others have lowerlevels of resilience
(Figure 3c).

These results tell us that Canadians stand to benefit from strategies that would allow them to build
more buffersintotheir spending plansand be better preparedfor financial setbacks, such as

unexpected expendituresora drop inincome.

Figure 3 (a, b, c) — Canadians’ scores on 3 key components of financial well-being
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We considered 5 categories of factors—financial, economic, psychological, social, and knowledge and
experience factors—and conducted analyses to determine which of them®were most strongly related
to Canadians’ financial well-being. Each set of factors contained a number of related variables. For
example, variablesinthe economic factors category included income, work status and home
ownership. Knowing how these factors and their underlyingvariables relate to Canadians’ financial
well-beingisimportantfor policy-makers and practitioners—such as credit counsellors, financial
advisors and educators—who are looking for advice on which behaviours, experiences, attitudes, types
of knowledge, and social or economic differences are most closely related to financial well-being.

2 Previous work on the financial well-being model (e.g., Kempsonetal., 2017), foundthat these factors were related to
financial well-being.

|

90 to 100



The cross-sectional data yielded by the survey don’t tell us definitively thatimprovinga person’s score
in 1 area willimprove theiroverall financial well-being. However, knowing how each of these factors
relates to financial well-being—and understanding the relative strength of the relationships between
them—isthe first step toward targeting areas for improvement.

Income is important, but so are behaviours.

As shown in Figure 4, financial well-beingincreases significantly as household income rises above
$50,000. However, the average Financial Well-Being Score does not differbetween households with
income between $50,000 and $150,000 (dark blue bars). Financial well-being only rises again for the
highestincome group (more than $150,000).

In other words, the relationship betweenincome and financial well-beingis strongest for Canadian
households with very low or very high incomes. The fact that thereis little change in financial well-
beingacross most income groups is consistent with the findingthat other factors, such as behaviour,
have a greater impact on financial well-being. This findingis striking because it is counter-intuitive and
contrary to many people’s beliefs that higherincome alone alwaysleadsto greater financial well-
being.10

Figure 4 — Financial Well-Being Scores by household income
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10 |n the Canadian Payroll Association’s 2018 survey, when asked “What would be the single most effective step you could
taketo improveyour financialsituation?” the most popular response was “earn more”. This result was consistent with
( results of theassociation’s 2015—17 surveys.
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Financial Well-Being Scores vary greatly within each income bracket (Figure 5). Notably, there are some
Canadians in highincome brackets (that is, with annual household incomes over $100,000) who report
relatively low financial well-being (Financial Well-Being Score below 50: orange and red bars), while
some inthe lowestincome brackets (householdincome under $25,000) report relatively high financial
well-being (Financial Well-Being Score 50 to 100: dark blue and teal bars).

Figure 5 — Level of financial well-being by household income bracket
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Financial well-being is more strongly related to behaviours than to economic factors.

While economic factors (including householdincome) clearly play an important role ina person’s
financial well-being, ! our model shows they are not the factors with the strongestrelationship to
financial well-being. We found that for Canadians’ Financial Well-Being Scores:

e 23% of their score was related to financial behaviours
e 19% was related to economic factors

e 12% was related to psychological factors

e 12% was related to social factors

e 4% was relatedto knowledge and experience

This tells us that how a person manages their money (for example, how often they save and how often
they borrow) has the strongest relationship to their Financial Well-Being Score, followed by economic




factors, such as income, owning versusrentinga home, and employment (working full-time versus
working part-time or beingunemployed). These results imply that to improve theirfinancial well-being,
Canadians have options other than changing their income or work status. They may be able to get
good results simply by altering certain financial behaviours.

Canadians who actively save have higher levels of financial well-being than those with the same income
who don’t.

Next, we examined how each individual variable (consideringall 5 categories of factors) related to
financial well-being. The variable with the strongestrelationship was active saving, which related to
10% of the variability in Financial Well-Being Scores.

We assessed active savingthrough questions about how often someone:

e saved moneyfor unexpected, majorexpensesoradropinincome
e triedto save funds to fall back on during hard times
e triedto saveregularly, evenif onlya small amount

On the surface, it may seem obvious that people who earn enough money to be able to save would
have higherfinancial well-being. However, thatis not the whole story. The analysis controlled for
economic and demographic differences between individuals, such as income, age, number of
dependentchildren, work status and more. This finding demonstrates that intentionally setting money
asideis the variable most strongly related to financial well-being, regardless of income level or other
demographicinfluences.

Because active saving accounted for such a large portion of the Financial Well-Being Score, we wanted
to better understand this behaviourso we could guide Canadians and help practitioners encourage it.12
Broadly, we found that psychological factors are the onesthat have the greatest relationship to
whetheror not a Canadian regularly saves money. 13 More specifically, the way Canadians think and
feel about money affects whether or not they save. 1 Perhaps not surprisingly, those who have
positive attitudes toward saving and negative attitudes toward borrowing are more likely to save. As
well, those who take a long-termview are more likely to save compared with those more inclinedto
live for the moment.

The same principle applies to Canadians who feel confident about managing their money day to day,
planningfor their financial futures, and making decisions about financial products and services: they
are more likely tosave and have higherlevels of financial well-beingthanthose who feel less confident
about money management.

12 \Weconducted a regressionanalysis usingactive saving as the dependent variable andvariables from the psychological,
economic, social, and knowledge andexperience categories as theindependent variables. We did notinclude the 7
remaining variables from the financial behaviours category because they areinter-related.

13 psychological factors accounted for the highest percentage of variability in active saving scores (21%), followed by
economicfactors (17%). Social as well as knowledge and experience factors accounted for smaller portions of the variability
(5% and 4%, respectively).

14 The attitudes toward spending, savingandborrowing variable accounted for 6% of the variability in active saving scores,
followed by time orientation (4%) and financial confidence (4%).
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Helpingsomeone to develop a new mindsettoward spending, saving and borrowing or changing their
perspective on how much control they have over theirlife may be challenging. However, unlike
social/demographicfactors (such as age, gender or number of dependents), psychological factors like
these can potentially be modified.1®> Given the finding that psychological factors are strongly associated
with financial well-being, this potential malleability is encouraging because it may lead to innovative
interventionsto help Canadians improve theirfinancial well-being.

Canadians who avoid borrowing to meet daily expenses have higher levels of financial well-being than
those who borrow regularly, regardless of income.

The variable with the next strongestrelationship to financial well-being was a financial behaviour: not
borrowing for daily expenses. It related to 5% of the variability in Financial Well-Being Scores. We
assessed thisvariable through questionsabout how often a person borrowed money to pay off debts,
was overdrawn on theirbank account, or used credit for food and daily expenses because they had run
short of money. As described above, this result takes into account elements such as income and
demographics. It indicates that whenall other elements are constant, not borrowing for daily expenses
is the variable most strongly related to financial well-being. Itappears that individuals who find ways to
avoid borrowingfor daily expenses—forexample, by reducingtheir spending—have higherfinancial
well-beingregardless of income level, savings behaviours, family status, home ownership, education or
work status.

Generally, we found that whethera Canadian borrowed for daily expenses was most strongly related
to both psychological and economicfactors.16 Similarto what we learned about active saving, those
who had positive attitudes toward saving and negative attitudestoward borrowing were less likely to
borrow (as were those with higherfinancial confidence). We also found that those who were good at
resisting temptation and breaking bad habits, and who feltin control of themselves, were less likely to
borrow for daily expenses.l”

These insightsinto the variablesrelated to not borrowing for daily expenses may help practitioners
pinpointareas to focus on with Canadians who want to improve their financial well-being. For
example, with Canadians who tend to borrow money for daily expenses, practitioners mightlook for
ways to help them build theirfinancial confidence, increase theirself-control, and change their
attitudes toward spending, savingand borrowing.

Overall, financial well-being was most strongly related to 2 financial behaviourvariables: active saving
and not borrowingfor daily expenses. Differencesinthese behaviourswere, inturn, most strongly
associated with psychological and economic factors. For both of these financial behaviours, financial

15 For example, Magidson, J. F., Roberts, B. W., Collado-Rodriguez, A., & Lejuez, C. W.(2014). Theory-driven interventionfor
changing personality: Expectancy value theory, behavioral activation, and conscientiousness. Developmental Psychology,
50(5),1442-1450.

16 psychological and economicfactors each accounted forapproximately 13% of the variability in the “not borrowing for
daily expenses” scores. Socialfactors as well as knowledge and experience factors accounted for smaller portions (5%and
3%, respectively).

17 Attitude toward spending, saving and borrowing accounted for 6% of the variability inthe “not borrowing for daily
expenses” scores, followed by financialconfidence (3%) and self-control (2%).
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confidence and attitudes toward spending, saving and borrowing were behind most of the variabilityin
Financial Well-Being Scores.

Financial well-being groups

To gain insightinto the proportion of Canadians experiencing differentlevels of financial well-being
and understand more about what the levels meanin practical terms, the study placed Canadian
respondentsinto 1 of 4 groups based on their Financial Well-Being Scores. These groups represent how
well theirmembers are doing financially. The 4 groups are:

e Financially Secure
e SomewhatSecure
e StrugglingSomewhat
e Strugglinga Lot18

In this section, we presentthe proportion of Canadians in each group and discuss:

e how each group tendsto describe its financial situation

e demographicinformationabout the group

e the variablesrelatedto financial well-being within the group
e how the groups differfrom each other

Figure 6 shows the range of Financial Well-Being Scores that were used to create the groups and the
percentages of Canadians in each. As mentioned earlier, Canadians on the whole seemto be doing
reasonably well: more than 74% fell intothe top 2 groups, Financially Secure and Somewhat Secure.

8 The groups were constructedaccording to guidelines set by D. Hayes, J. Evans and A. Finney. For moreinformation, see:
http://www.bristol.ac.uk/media-

library/sites /seography/pfrc/Momentum%2 0index%20PFRC%2 0March %202 016 %20FINAL%2 0Report%20-
%20after%20minor%20revisions%20(15 08 2016)%20%20.pdf.
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Figure 6 — Percentage of Canadian respondents in each financial well-being category
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To offera better understanding of what the financial situationis like for Canadians inthese groups,
includingtheir demographic compositions, we describe the groups in the next section.

Note that the main elementsthatare relatedto a person’s financial well-being would likely be
differentforeach group. For example, Canadiansin the Struggling a Lot group might find that their
financial well-beingisrelated to differentinfluencesthan those in the Financially Secure group. To
explore this possibility, we also looked at each group individually and examined which variables were
related to financial well-being within the group. 1°

\‘ o &°Weconducted regression analyses withineachgroup to determine the factors most strongly related to financial well-

‘being within thatgroup.
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The Financially Secure group

Financial situation: “Quite good” or “Very good”

Members of this group:
e make up about 33% of the population

e are confident about their financial situation over the
next 12 months

e can do the things they want and enjoy life

e would be able to cover an unexpected expense equivalent
to a month's income using cash or money in an account

e have at least 6 months' income in savings (80%) 51% male

33% of the population

Who's in the Financially Secure group?

e 51% are male

¥ a
1]
e 50% are aged 60 to 91 -E = a

e 65% are in a coupled relationship

months

Meeting Feeling financially Resilience for

51% own their home outright, while commitments comfortable the future
31% have a mortgage and 16% rent

e The average household income is $89,000

Among members of the Financially Secure group, income was the variable most strongly related to
financial well-being. Thisis consistent with the finding (described earlier) thatincome does make a
difference atthe high end of the income spectrum: all members of the Financially Secure group have a
fairly high level of financial well-being, but within this group, those with the highestincomes tended to
have the highest Financial Well-Being Scores.

At very highlevels ofincome, people can enjoy a very high level of financial well-being without being
cautious about how each dollar is spent. They can make small mistakes and recover from them without
long-termimpacts. They can easily covertheir necessary expenses, afford some “wants” or luxuries,
and still put some money aside for the future. This is not to say it isimpossible forsomeone withvery
high income to have difficulty coveringtheirexpenses, but clearly the challenges and opportunities are
differentthanat lowerlevels. Individuals with higherincome also tend to have more disposable
income and opportunities to gain experience with a range of financial products and services. For
example, to purchase investment products and access professional financial advice, you need money,
both to investand to pay for the advice.

Knowledge of money management (i.e., knowing how to plan spending against income, choose the
right savings products, and choose the right consumerloans and credit cards) was also strongly related
to Financial Well-Being Scoresin this group. This finding demonstrates that financial well-beingis not
just about how much money someone has; everyone inthe Financially Secure group has a high level of
financial well-being. What distinguishes those who are doing well from those who are doing very well
are skillsrelated to how they manage the money they have. This isan important consideration for
Canadians and practitioners, since these knowledge areas and skills can be learned and developed over

14




Meet Joe

Financially
Secure group

Age: 65

Meeting

commitments

Feeling financially

comfortable

Resilience for

the future

Marital
status:

Family
makeup:

Home
tenure:

Occupation:

Annual
income:

Knowledge
and
experience:

Psychological
factors:

Financial
situation:

Married

Married to Carla for 40 years. They have
2 children who are living on their own
and are no longer financially dependent.

Own their house outright

Retired and has an employer pension.
Spouse is partially retired and
supplements Joe's pension income
with contract positions she enjoys.

Combined income of $85,000

Has a lot of experience with
different financial products, such
as mortgages, life insurance and
various types of investments.

Prioritizes saving over spending,
thinks about the future, and is not
very impulsive. He feels he is in
control of his financial future.

Over the years, Joe and Carla put away
money regularly and now have substantial
investments which they plan on drawing
from later in retirement when Carla stops
working. He is confident that they have
sufficient savings to live comfortably
throughout their retirement years.

What can Joe do: To sustain his high level of financial
well-being, Joe and Carla might benefit from making the
most of savings vehicles, such as tax-free savings accounts
(TFSAs), and avoiding new debts. Joe should make sure

he is informed about the best products and services
available to him before making financial decisions.




The Somewhat Secure group

Financial situation: “Neither good nor bad” or “Quite good”

Members of this group:
e make up 41% of the population

e are either quite confident in (50%) or neutral about (40%)
their financial situation over the next 12 months

e can do the things they want and enjoy life (30%)
or are neutral on the topic (30%)

e tend to have some money left over after paying for
food and household bills, at least sometimes

o,
e may struggle to meet commitments from time to time (40%) 57% female
e may have more than 3 months' income in savings (50%) L 41% of the population
-
- ) oA o
Who's in the Somewhat Secure group? -E ] 6 "6
]
e 57% are female e o months
: . . Meeting Feeling financially Resilience for
e There is fairly even representation from all age groups commitments comfortable the future

64% are in a coupled relationship

44% have a mortgage, while 30% rent their home
and 21% own it outright

The average household income is $66,000

Among the Somewhat Secure group, the number of dependent children livingat home was strongly
related to financial well-being. Those who had fewer (or no) dependent children at home tended to
have higherfinancial well-beingthan those with more. This likely has to do with the number of people
being supported by the household’sincome today and into the future. The anticipation of future costs
to support dependents (such as the need to pay for their education) may add considerable stress to
these Canadians. The number of children living at home is often highly correlated with an individual’s
age, peakingin the mid-adultyears. As people getolderand approach retirement, their children often
becomeindependentandleave home.

Those who owned theirhome (as opposed to renting) tended to have higher financial well-being,
especially those who were mortgage-free. This is likely because of the effect that housing costs have on
disposable income. Being mortgage-free is frequently associated with life stage: youngadults often do
not own a home, but as they become establishedina career and perhaps start a family, they purchase
one with a mortgage, and pay the mortgage off over time.
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Itis important to note that paying a mortgage off over time (as opposed to continuingto carry it)is
advantageous. Historically, this was the only option for most people, butin recent years, home-equity
lines of credit (HELOCs) have been gaining in popularity in Canada. The problemisthat witha HELOC,
27% of Canadians make interest-only payments most months or every month,20resultingin debt
persistence. For people who are Somewhat Secure, a HELOC can provide useful flexibility when it
comes to funding renovations or other major home expenses. But for home owners who will struggle
to pay them off reasonably quickly, HELOCs can lead to unintended consequences and wealth erosion.
Practitioners should keep this in mind when advisinghome buyers on theiroptions for fundinghome
purchases and ongoing home expenses. They should highlight the importance of paying down
mortgages and avoiding consumerdebt to reach long-term financial goals.

20 Financial Consumer Agency of Canada, Home equity lines of credit: Consumer knowledge andbehaviour (Ottawa, ON:
Financial Consumer Agency of Canada, 2019).
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Meet Susan

Somewhat
Secure group

Age: 42

Meeting
commitments

o o @ o

Feeling financially
comfortable

e o @ -

Resilience for
the future

Marital
status:

Family
makeup:

Home
tenure:

Occupation:
Annual
income:
Knowledge
and

experience:

Psychological
factors:

Financial
situation:

Financial
behaviours:

Married

Married to John. They have 2 children
at home and many expenses.

Own their house with a mortgage,
but they are making progress
toward paying it off.

Daycare provider. Spouse is
an equipment operator.

Combined income of $98,000

Has some experience with products
like mortgages, but doesn’t have much
knowledge of investment options.

Thinks about the future sometimes, but
has a lot of current obligations taking
up her mental energy. She feels she has
some control over her finances because
she can choose to work less or more.

Susan has a small amount of money
saved for emergencies, and has started
to think about saving for retirement,
but she and John don’t have a lot of
money left over each month after
paying for their regular expenses.

They never borrow for daily expenses
and always try to make informed
choices about financial products.

What can Susan do: To increase her level of
financial well-being, Susan might benefit from setting

up automatic, regular savings to build up her financial
resilience and cover a potential financial setback. This
would help her to continue avoiding consumer debt. She
might also benefit from accessing financial education
resources to help her set and achieve financial goals such
as paying down her mortgage and preparing for retirement.




The Struggling Somewhat group

Financial situation: “Neither good nor bad”

Members of this group:
e make up 19% of the population

e describe their financial situation as neither
bad nor good, or somewhat bad

e are either neutral about or not confident in their financial
situation over the next 12 months

e do not feel their finances allow them to do the things they
want and enjoy life (2 out of 3 respondents)

57% female

e sometimes (50%) or often or always (11%) run short

of money for food or other regular expenses PO e Lo

o tend to struggle from time to time to meet commitments such

. . o
as bills, rent or mortgage and credit card payments (68%) &) B - °
e would not be able to cover the whole amount if tomorrow they -E ]
had an unexpected expense equivalent to a month’s income (7]
(5%; although 52% said they would be able to cover some of o e month
the unexpected expense using cash or money in an account) Meeting Feeling financially Resilience for
commitments comfortable the future

Who's in the Struggling Somewhat group?
e 57% are female

e 29% are 30 to 44 years old and 30% are 45 to 59 years old

e 51% are in a coupled relationship

e 50% rent their home, while 37% have a mortgage and
10% own their home

o The average household income is $48,000

Our analyses of the Struggling Somewhat group revealed that not borrowing for daily expenses was the
variable most strongly associated with higherfinancial well-being. As with all Canadians surveyed,
Canadians in this group whodid not borrow to cover theirdaily expensestended to have higher levels
of financial well-being. This result takesinto account elements such as income and number of children
at home, and indicates that whenall otherelements are constant, not borrowing for daily expensesis
the variable most strongly related to financial well-beingin this group.

This indicates that having low income, or low amounts of disposable income, is not the onlyreason for
borrowing for daily expenses; within this group, individuals are making different choices about how to
manage their cash flow, with some borrowing to cover daily expenses and others not. Those who are
finding ways to avoid borrowing for daily expenses—perhaps by cutting back or putting off regular
expenseswhenan unexpected expense comes up—have higherlevels of financial well-being.
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Our analyses showed that having post-secondary education was strongly related to financial well-being
for Canadians in this group. In general, post-secondary education was associated with higher earning
potential2Land higherfinancial literacy.22 Thisindicates that lower-income Canadians have the
potential to benefitfromincreased earnings through education even more than do Canadians in
higher-income groups. Canadians in the Struggling Somewhat group may wish to consider whether
additional training could improve the opportunities available to them and, inturn, theirfinancial well-
being.

21 Statistics Canada. Does education pay? Acomparison of earnings by level of education inCanada and its provinces and
territories. Retrieved from: https://www12 .statcan.gc.ca/census-recensement/2016/as-sa/98-200-x/2016024/98-200-
x2016024-eng.cfm.

2. Financial Consumer Agency of Canada. (2015). Managing money and planning forthe future: Key findings fromthe 2014
Canadian Financial Capability Survey [PDF].
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Meet Sam

Struggling
Somewhat group

Age: 26

Meeting
commitments

.—.—.——.—.

Feeling financially
comfortable

Resilience for
the future

Marital
status:

Family
makeup:

Home
tenure:

Occupation:
Annual
income:

Knowledge
and
experience:

Psychological
factors:

Financial
situation:

Single

No children

Rents a 2-bedroom apartment

Full-time, entry-level position
at a grocery store

$32,000

He has a credit card, but doesn’t
have many other financial products,
like insurance or a mortgage.

He lives in the moment and hasn't really
started thinking about retirement.

He feels neutral about his current
financial situation, and is not very
confident about his financial future.
He is usually able to make his rent
and other regular bill payments,

but struggles from time to time.

What can Sam do: In order to increase his level

of financial well-being, Sam might benefit from adopting
practices that would help him manage his money from day
to day, plan for his financial future, and make decisions
about financial products and services. For instance, he could
start with a budget to help plan his day-to-day spending
and be systematic about saving, even if he is only saving
small amounts in the beginning. He might also benefit from
accessing financial education resources to help him set and
work toward financial goals that will help him acquire the
financial assets that are important to him. Through all of this,
he should be careful to avoid accumulating consumer debt.




The Struggling a Lot group

Financial situation: “Quite bad” or “Very bad”

Members of this group:

e make up 7% of the population

e are not confident in their household’s
financial situation over the next 12 months
e do not feel their finances allow them to

do the things they want and enjoy life

e often or always run short of money for food or other - n “

regular expenses (2 out of 3 respondents)

. 66% female

e often or always plan how their

household will use their regular income

7% of the population

e have less than one month’s income in savings

(or don't know how much they have) &) B - °

w [ 2
Who's in the Struggling a Lot ? . )
osin € rugg Ing alLo group' Meeting Feeling financially Resilience for

o 66% are female commitments comfortable the future

32% are 30 to 44 years old and 38% are 45 to 59 years old

54% are in a coupled relationship

44% rent their home, while 42% have a mortgage
and just 8% own their home outright

The average household income is $40,000

Within the Struggling a Lot group, Canadians who had a higherscore for locus of control tended to
have higherfinancial well-being. Locus of control refersto the extentto which people believe they
have control over the outcomes of eventsin theirlives, as opposed to external forces beyond their
control having more influence. Arespondent’sscore in thisarea was based on theirlevel of agreement
withthe 3 following statements:

e “lcan pretty much determine what happensin my life”
e “My financial situationis largely out of my control” (reverse coded)
e “When | make financial plans, | do everythinglcan to succeed”
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Sometimeswhen a person feels everythingis out of control, an advisable approach is to find one
achievable goal and focus on that.23 Practitioners can support peopleinthis situation by helpingthem
identify an appropriate goal and related resources. For example, those who struggle with filing their
taxes might benefitfromvisitinga Community VolunteerIncome Tax Program, where a volunteer
could helpthem. This act alone could be extremely beneficial by making some individuals aware of
benefitsthey may qualify for and are not currently receiving. Other Canadians might have information
or otherresources available to them at work, such as through theirhuman resources department or an
employee assistance program. The Government of Canada has a wealth of resources available at
www.Canada.ca/money to help Canadians manage their money.

2 Robitaille, N. (2018). Managing your debt repayment goals. Retrieved from http://www.rotman.utoronto.ca/-
/media/Files/Programs-and-Areas/BEAR/FINLIT2018/19-Day-1-1615-

¢ Robitaille.pdf?la=en&hash=715D82E7A22030D69C75ECFAF41DBE4C68BFB608
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Meet Anna

Struggling a
Lot group

Age: 52

Meeting
commitments

@ .

Feeling financially
comfortable

Resilience for
the future

Marital
status:

Family
makeup:

Home
tenure:

Occupation:
Annual

income:

Knowledge
and
experience:

Psychological
factors:

Financial
situation:

Single

Lives with a partner. Anna has a
26-year-old daughter who has a part-
time job, but still sometimes looks

to Anna for financial support.

Rents home

Medical receptionist at a hospital

About $42,000 a year, but her hours
and the amount she earns can fluctuate
greatly from month to month.

Has chequing and savings accounts and a
credit card, but has never invested money.

Does not feel she has control over
what happens in her life. When she
has a difficult decision to make, she
tends to put it off to another day.

She would describe her current financial
situation as quite bad. Despite her best
attempts to plan how she will use her
income, she often runs short of money
for food and bill payments, and has very
little in savings. She constantly feels
strapped for cash and does not feel

like she can afford to do the things she
would like, such as go out for dinner
with her partner or take a flight to visit
her sister. She is concerned about her
financial future and doesn't see how she
could possibly ever afford to retire.

What can Anna do: 1o improve her financial well-
being, Anna would likely benefit from more consistent income.
She might consider speaking with her employer about whether
there are opportunities to work more hours on a regular basis.
Anna would also likely benefit from learning more about the
Canada Pension Plan, Old Age Security and Guaranteed Income
Supplement to develop a clearer understanding of the eligibility
criteria and the amounts she can expect to receive from

these programs in retirement. Anna might also benefit from
setting small, achievable savings goals to help her weather the
fluctuations in her income and build her financial confidence.




How do these groups differ from each other?

Next, we explored how the 4 groups differed2*in theirfinancial behaviours, psychological
characteristics, knowledge and experience, and demographics. 2>

At the lower end of financial well-being, locus of control and financial confidence played larger roles.

The Struggling Somewhat and Struggling a Lot groups shared similardemographics, includingannual
householdincome, education, home ownership and number of children under 18 at home. Where the
2 groups differed wasin key financial behaviourvariables (active saving, not borrowing for daily
expenses,26and spendingrestraint) and 2 psychological variables (locus of control and financial
confidence).

These key behavioural and psychological differences may be contributing to the differencesinfinancial
well-being between these groups. Therefore, when practitioners work with clients who have relatively
low financial well-being, they may find success in helping them identify ways to save actively, limit
borrowing for daily expenses, and restrain their spending. Practitioners could also help clients gain
financial confidence by suggesting steps they could take to experience successin money management
and ways to helpthemfeel more in control of their future. Where tight financial restraints limita
person’sfinancial well-being, changes to these behaviours and psychological factors have the potential
to increase theirfinancial well-being such that they may be able to transition from Strugglinga Lot to
Struggling Somewhat.

At the upper end of financial well-being, life stage played a larger role.

Members of the Financially Secure group appeared to be ina league of theirown, scoring significantly
higherthan membersin all other groups on the financial behaviour, psychological, and knowledge and
experience measures. This group also stood out in terms of several demographic factors: on average,
they were significantly older; the percentage holding at leasta bachelor’'s degree was significantly
higherthan inall the other groups; they had significantly fewerchildren underthe age of 18 at home;
and they were more likely to own their homes.

The Somewhat Secure group layin the middle. Its membersreported more financially beneficial
behaviours, psychological attributes, and knowledge and experience thanthose in the Struggling
Somewhatand Strugglinga Lot groups, but still significantly fewerthan those inthe Financially Secure
group. Demographically, the Somewhat Secure group had higher householdincomesand a higher
percentage of members with a bachelor’s degree compared with the Struggling Somewhatand
Struggling a Lot groups, but lower householdincome and less education on average than those in the
Financially Secure group. Those in the Somewhat Secure group were more likely to have a mortgage
and more children under age 18 at home than those in the Financially Secure group.

24 Based on Bonferroni multiple comparisons of the mean scores for each group for the variable being discussed.

25 Recall thatthe behaviour, psychological, and knowledge and experience scales were coded suchthat higher scores were
associated with better financial well-being.
26-Recall that this variable specifiedthat borrowing was because the individual ran short of money.
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Based on these patterns, we explored whetherit is possible that life stage is a key difference between
the Somewhat Secure and Financially Secure groups. Specifically, we wondered if many Canadians in
the Somewhat Secure group are simply younger versions of those in the Financially Secure group who
may well move into that group over time if they practise good financial habits, such as payingoff their
mortgages, avoiding debt and saving regularly.

As the previousdescriptions showed, Canadiansin the Somewhat Secure group are generally doing
well, but face financial demands (such as raising children and paying off mortgages) that are less likely
to be an issue for older Canadians, like those inthe Financially Secure group. For example, Canadiansin
the Financially Secure group are more likely to be 60 years of age or older compared with respondents
in the Somewhat Secure group.2’ They are also more likely to be retired 28 and to have paid off their
mortgages.?? Canadiansin the Somewhat Secure group are almost twice as likely to have children
under the age of 18 livingat home versusthose inthe Financially Secure group.30

Giventhat as a person ages, they are less likely to have children at home—and that if they have been
diligently paying off a mortgage, they are more likely to own theirhome outright eventually—these 2
key demographic differences betweenthe Somewhat Secure and Financially Secure groups appear to
be mainly related to age and life stage. Knowledge and experience of financial products could also
increase with age as a person’s circumstances change and they become more aware of products that
suit a variety of needs. If they have adequate resources and have maintained good financial habits
throughout adulthood, they are more likely to have other assets, such as savings and investments.
The Financially Secure group also had higherscores on all of the variablesin the psychological factors
category except for social status.3? While it is possible that the higherscores in the psychological
factors category are also age-related,32another possibility is that members of this group have always
had relatively high capabilitiesin these areas. It is possible that the current group of seniorshas a
higher proportion of people with psychological perspectives that benefit theirfinancial well-being.
There isno guarantee that younger Canadians will move into the Financially Secure group through
aging alone.

27 The proportion of respondents aged 60 or older in the Struggling a Lot, Struggling Somewhat and Somewhat Secure
groups ranged from 18% to 24%. However, the proportion was 50% inthe Financially Secure group, andstatisticalanalyses
revealed thatthis group was differentfromthe others.

2 The proportion of retirees inthe Struggling a Lot, Struggling Somewhat and Somewhat Secure groups ranged from 19% to
23%. However, the proportionwas 47%in the Financially Secure group, and statistical analyses revealedthatthis group was
differentfromthe others.

2 The proportion of homeowners without mortgages ranged from 9% to 23%in the Struggling a Lot, Struggling Somewhat
and Somewhat Secure groups. However, the proportion was 52% inthe Financially Secure group, andstatistical analyses
revealed thatthis group was different from the others.

30 The proportion of respondents with children under 18 years of age livingathomewas 22%in the Somewhat Secure
group and 12%in the Financially Secure group. Statistical analyses revealed thatthese proportions were different.

31 The social status variable measured the extent to which a personcared about how other people saw them or theirstatus,
including their desire for peopleto respectthem.

32 Thereis evidencethat people become more conscientious as they grow ol der (Allemand, Zimprich & Hendriks, 2008;
Donnellan & Lucas, 2008; Lucas & Donnellan, 2011; McCraeetal.,1999)andthat conscientiousnessis related to all of the
variablesin the psychological factors category (de Bruijn, de Groot, van den Putte & Rhodes, 2009; Donnelly, lyer & Howell,
2012; Dunkel & Weber, 2010; Jensen-Campbell, Knack, Waldrip & Campbell, 2007;Judge, Erez, Bono & Thoresen, 2002;
Jostmann & Koole, 2010; Kuhl & Fuhrmann; 1998; Olson, 2005; Penley & Tomaka, 2002; Verplanken & Herabadi, 2001;
Whiteside & Lynam; 2001; Zimbardo & Boyd, 2015).
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Giventhe demographic differences between the Somewhat Secure and Financially Secure groups, and

the plausible explanationsforthe Financially Secure group having higherscores on variables withinthe
psychological and knowledge and experience categories, we suggest that life stage plays a large role at
the upperend of the financial well-beingscale.

This does not mean that no younger people are inthe Financially Secure group or that aging alone is
enoughto bump someoneintothe Financially Secure group. But it doesappear that some younger and
middle-aged adults who have higherlevels of financial well-being and have developed healthyfinancial
habits will likely move into the Financially Secure group at a later life stage. These habitsinclude
making an effortto actively save money, carefully consideringhow money is spent, managing debt
appropriately, and making informed financial decisions and product choices.
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Conclusion

Overall, three quarters of Canadians have a Financial Well-Being Score of 50 or more, which places
them ineitherthe Somewhat Secure group or the Financially Secure group. This means that about a
quarter of Canadians are struggling with their finances to some extent.

An area of strength for Canadians is payingbills on time. However, unfortunately, many Canadians do
not have a lot of bufferin theirbudgets. Thisis a concern giventhat Canadians currently have record-
high debtlevels, accumulated during the recent period of historically low interest rates.33 When rates
rise, or if other macro- or micro-economicfactors change, some Canadians—particularly those in the
bottom 3 financial well-being groups—will find it more challenging to make all of theirbill payments on
time. Therefore, it is criticallyimportant that we continue to take stepsto help Canadians improve
theirfinancial planning, saving, attitudes toward money, and knowledge of money management. This
will help them prepare to face rising interest rates, economic downturns and other financial challenges
that may lie ahead.

Economic elements, such as employment status and income, will always be important componentsin
financial well-being. Ouranalysis showed that Canadians livingin households with incomes below
$50,000 had significantly lowerlevels of financial well-being than those in higher-income households.
But the results presentedin thisreport show that income is not the only elementthat determines
financial well-being, and is not eventhe element with the strongest connection to financial well-being,
for Canadians as a whole. Financial behaviours, such as saving and borrowing, were more strongly
related to financial well-beingthan elements such as income, employment status and home
ownership. The results of our analyses show that these behaviours have positive effectsevenwhen
demographic elements (such as number of dependentchildren) and economicelements (such as
income) are taken into account. This is encouraging news for Canadians who wish to improve their
financial well-being, because for some, it may be more possible to change these behavioursthan to
increase their income significantly orchange theiremploymentstatus.

The surveyresults indicate that psychological factors are also strongly related to financial well-being. In
particular, Canadians who were financially confidentand preferred saving to spendingand borrowing
tendedto have higherfinancial well-being. Anumber of researchers have alsofound a link between
financial confidence and financial outcomes.34Understanding more about how to help someone
improve their confidence—aswell astheirknowledge of day-to-day money managementand their
ability to plan for theirfinancial future and make decisions aboutfinancial products and services—will
be an important research question going forward.

3 Poloz, Stephen S. Bank of Canada. Canada’s Economy and Household Debt: How Big I's the problem? May1,2018.
https://www.bankofcanada.ca/2018/05/canada-economy-household-debt-how-big-the-
problem/#targetText=At%20the%20end%200f%20last,three%2 Dquarters%200f%20this%20debt (May 2018).

34 palmeta, Nguyen, Shek-wai Hui, & Gyarmati, 2016. The linkbetween financial confidence and financial outcomes among
working-aged Canadians. https://www.canada.ca/content/dam/canada/financial-consumer-

agency/migration/eng/res ources/researchsurveys/documents/link-confidence-outcomes.pdf.

Scerbina, etal.(2017). Measuring up: Canadian Results of the OECD PISA 2015 Study.

https ://www.cmec.ca/Publications/Lists/Publications/Attachments/371/PISA2015 FL_EN.pdf.
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Despite the fact that many Canadians had reasonably high levels of financial well-being—74% of
Canadian respondents had a score of 50 or more—there was a great deal of variability. The trends we
observed provide some insightsinto how bestto help Canadians at differentlevels of financial well-
being. Canadians in the Struggling a Lot and Struggling Somewhat groups differedin certain key
behaviours, including making regular efforts to actively save and finding ways to avoid borrowing for
daily expenses. Althoughit has yet to be tested, this finding suggeststhat helping Canadiansin the
Struggling a Lot group find ways to avoid borrowing for daily expenses (which mayinclude bolstering
spendingrestraint) and increase theirefforts to save could help improve their level of financial well-
being.

These 2 groups alsodifferedin 2 psychological variables: locus of control and financial confidence.
Helping Canadians with very low financial well-being feel more control over their financial futures and
more confidentabout their money managementand financial decision-making skills may also
significantly improve theirfinancial well-being.

In contrast, knowledge of financial managementwas a strong predictor of the financial well-being of
Canadians in the Financially Secure group. This suggests that effortsto improve the financial well-being
of individuals who are already doing quite well might be bestfocused on increasing their knowledge of
how to plan spendingagainst income as well as theirknowledge of savings products, consumerloans
and credit cards.

In this report, we have identified strengths and weaknessesin Canadians’ financial well-beingas well as
how specificbehaviours, knowledge, experience and psychological factors relate to financial well-being
for differentgroups. This is an important step toward identifying ways to improve Canadians’ financial
well-being.

Next steps

These findings provide valuable insights that may benefit practitioners and other financial literacy
stakeholderswhenit comes to designingand delivering financial literacy interventions going forward.
Our findings lead to two general recommendations for practitioners.

e Ingeneral, encourage active saving. Practitioners can do this by focusing on interventions that
seek to alter psychological factors, such as encouraging a long-termview, developing positive
attitudestoward saving and negative attitudes toward borrowing, and helpingindividualsfeel
confidentin theirfinancial situations. Thisincludes confidence in managing their moneyfrom
day to day, planningfor theirfinancial futures, and making financial decisions about financial
products and services. Setting up automatic savings mechanisms (such as an automatic transfer
to a savingsaccount every month) and setting financial goals would also be useful.

¢ Ingeneral, discourage borrowing for daily expenses. Practitioners can do this by focusing on
interventionsthataim to increase financial confidence and develop positive attitudes toward
saving and negative attitudes toward borrowing. Other practical tips include asking an
employerfor a salary advance, or asking creditors for more time to pay bills.
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Our findings also lead to specificrecommendations that practitioners might want to considerfor
Canadians in the identified groups.

e To help Canadians in the Struggling Somewhat and Struggling a Lot groups: Practitionerscan
considerhow to helpindividualsidentify waystoincrease savings and avoid borrowing for daily
expenses. It would be useful to help people inthis group feel more control over theirfinancial
situations. One strategy could be to helpidentify an appropriate goal and related resources.
Practitioners may also consider finding ways to help individuals gain experiences that can
increase financial confidence through money management, planningfor the financial future
and making decisions about financial products and services. Canadians in the Struggling a Lot
group would also benefit from accessingfinancial education on these topics, for example
through work or community organizations.

¢ To help Canadians in the Struggling Somewhat group: Focus on not borrowing for daily
expenses (see general recommendations above).

e To help Canadians in the Somewhat Secure and Financially Secure groups: Ensure these
Canadians know enough about savings products, consumer loans and credit cards to choose the
right ones for their circumstances. It is also advisable to ensure that Canadians are paying off
their mortgages and avoiding other forms of consumer debtthrough products such as credit
cards and HELOCs. In general, Canadians in these groups should focus on building assets
through vehicles such as TFSAs and registered retirement savings plans (RRSPs), and investingin
registered education savings plans (RESPs) if they have children who will likely be interestedin
post-secondary education.

We encourage practitioners and consumers alike to use some of the followingstrategies and toolsto
prioritize spending, develop savings habits and avoid running short of money:

e make abudget

e setup afund forfinancial setbacks

e setsavingsand investmentgoals

e make aplan to avoid using credit when short of money

e choose appropriate mortgage terms, bank accounts and credit cards

e make aplanto pay down debt, including optionsto help pay down a mortgage more quickly
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https://www.canada.ca/en/financial-consumer-agency/services/mortgages/pay-mortgage-faster.html
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