STATEMENT FOR THE RECORD

On

The United States House Committee on Financial Services

Subcommittee on Financial Institutions and Consumer Credit

hearing entitled:

“Examining Regulatory Relief Proposals for Community Financial Institutions, Part 11”

Submitted by:
Peter Tufano

Peter Moores Dean of the University of Oxford’s Said Business School

July 15, 2014



Chairman Capito, Ranking Member Meeks, and members of the Subcommittee, thank you for the
opportunity to submit this statement for the record in connection with the July 15, 2014 hearing before the

Subcommittee on Financial Institutions and Consumer Credit.

| serve as the Peter Moores Dean of the University of Oxford’s Said Business School." Prior to
taking this appointment in 2011, | was a professor of finance at Harvard Business School for over two
decades, and | received my AB (summa cum laude), MBA, and PhD degrees at Harvard University. |
have spent much of the last 15 years studying the field of household finance, and most of my research and
teaching deals with the financial service needs of low- to moderate-income households. | co-founded the
non-profit, Doorways to Dreams Fund (www.d2dfund.org), which works to test new financial products
and services for low- to moderate-income families; | co-founded the National Bureau for Economic
Research’s Household Finance Group; I sit on the FDIC’s Committee on Economic Inclusion; and
continue as an active researcher in the field. My testimony today reflects over a decade of my work on
the topic of prize-linked savings, substantial research on savings in America, and over 300 years of
history of this particular product serving as an effective savings vehicle.

The Need for Increased Savings

Personal savings are fundamental to household financial stability and to societal stability. Sadly, a
large percentage of households across income levels are financially fragile, and do not even have
sufficient savings for emergencies, let alone for expected, long-term requirements such as a child’s
education or retirement.” For example, in a methodology that my coauthors and | developed to measure
financial fragility, a recent survey showed that 25% of Americans are “certain (they) could not” come up
with $2000 within 30 days from any means and another 15% “probably” could not do so.®* This outcome
is striking in light of the potentially high return to savings and the significant financial and other costs
correlated with financial fragility.>® Although many individuals express a desire to save more, for many,

there exist few safe, affordable options that appeal to them.”® Americans’ conceptions of “saving” are
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complex. Surprisingly, in our research using the ZMET market research technique, some Americans
associate games of chance with savings®; a survey in 2006 by the Consumer Federation of America

confirms this finding.*

There are clear economic benefits to increasing the household saving rate in the United States,
and boosting Americans’ savings should be a matter of public policy priority—a recent National Review
article named the savings crisis America’s second most serious domestic problem.™*'2 While public policy
encourages long-horizon saving such as for retirement, little to no public policy encourages short-horizon

saving, which is the primary savings goal for more than half the American population.*®

The History & Efficacy of Prize-Linked Savings

For over three centuries and across the world, prize-linked savings (PLS) programs have offered
individuals the opportunity to win prizes for saving money. These products first appeared in 1694 and a
version of prize-linked savings has been continuously offered in the United Kingdom since 1957, with
widespread appeal.** PLS accounts offer savers a market-rate return in the aggregate, and no principal
loss. In brief, the payment of prizes and interest delivers a competitive expected return to holders of PLS
products, but the prize component—whereby some savers win large prizes—is particularly appealing to
many. PLS accounts give accountholders lottery-like payouts, or periodic chances to win money or
prizes.”>* Although the prize payouts are random, PLS programs differ from lottery in that the principal

saved by accountholders is never at risk. However, similar to lottery, the chance to win is both
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motivating and fun, increasing participation. In the UK, they were described as “Savings with a Thrill”

and in South Africa they were described as products with “Everything to gain, and nothing to lose.”’

Historically and globally, PLS products have had particular appeal among non-savers, the unbanked,
and low-income families.'® The first large-scale prize-linked savings product available in the United
States, Save to Win ™, Jaunched in Michigan in 2009 and is now available in four states. Since 2009,
over 50,000 accountholders, a large percentage of whom are financially vulnerable, have collectively
saved more than $94 million in the account.”®* Accountholders become quite engaged with the product

and keep the accounts open longer than other comparable savings products.”

Recent experimental research confirms the field results described above. Researchers in the US and
Australia have demonstrated that PLS products increase accountholders’ total savings in experimental
settings, and that this effect is larger among accountholders with low initial savings balances.?* % There is
also evidence that winning a prize tends to materially increase the savings the winner holds in her PLS
account by substantial amounts, and that the “buzz” from the winning increases demand for PLS products
as well.Z This latter point shows the difference between this type of savings and others—your neighbor’s

winning a prize can motivate your savings.

The Impact of the American Savings Promotion Act

Despite their long, successful international history, prize-linked savings products are relatively
new in the United States, in part due to legal and regulatory challenges facing financial institutions that
would like to offer these products. Under current law, states need to pass laws that allow financial

institutions under their jurisdiction to offer PLS accounts, or “savings promotion raffles.” However, these
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laws can only apply to non-profit financial institutions like credit unions, because existing federal

regulations prohibit banks and thrifts from offering PLS products.

The American Savings Promotion Act (H.R. 3374) removes these barriers and enables all
depositories to offer PLS products by creating a narrow exemption for federally-insured financial
institutions to voluntarily offer prize-linked savings products. The bill maintains the overall ban on
depositories’ ability to offer lottery products and does not require any financial institution to offer a PLS
product. The bill does not pre-empt state law. Individual states will still need to pass legislation
permitting financial institutions under their jurisdiction to offer PLS products. Finally, the products must
be voluntarily purchased by consumers. The Act simply gives states, financial institutions, and
consumers the right to choose to save in this manner. The American Savings Promotion Act is a market-
based solution to the savings problem in this country. It does not require any government subsidy, but

rather leverages the financial services industry by providing them a product tool to better serve customers.

Based on my research and my experience with household finance as well as my studies of PLS in
the United Kingdom, South Africa, and the United States, | believe that expanding access to PLS
accounts will help solve the savings crisis in America. As demonstrated in the marketplace through the
Save to Win product and in other research, the product has a positive appeal to low- to moderate-
individuals and to non-savers; not just motivating them to start to save, but helping them develop a long-

term savings habit that will result in increased financial security.

Thank you for the opportunity to submit this statement. | would be happy to answer any questions

or discuss this issue further with members of the Committee.



