Helping Employees Build
Financial Resilience

by Greg Ward | Financial Finesse

any Americans are ill-prepared for retirement.

According to the 2021 Retirement Confidence

Survey, most American workers are at least
somewhat confident they will have enough money to live
comfortably through retirement,’ but only 30% of employees
who completed a financial wellness assessment in 2020 indi-
cated that they had run a retirement projection and knew
they were on track to reach their income replacement goals.
Of those not on track, most have failed to complete the most
basic step of running a retirement plan projection (Figure 1).

Lack of retirement preparedness is disproportionate
across racial groups (Figure 1). According to data from the
Federal Reserve, 35% of Black families and 26% of Hispan-
ic families have retirement savings, compared with 57% of
white families. The median balance for households with re-
tirement accounts is $35,000 for Black families, $31,000 for
Hispanic families and $80,000 for white families.> The lack
of retirement savings means more dependence on Social Se-
curity for retirement income. According to the U.S. Social
Security Administration, about 38% of minority beneficia-
ries rely on Social Security for 90% or more of their income,
compared with 28% of white beneficiaries.*

There may be several factors contributing to this racial
wealth gap in retirement savings, including disparities in
income,” education® and financial wellness.” Black and His-
panic employees who completed a financial wellness assess-
ment in 2020 cited getting out of debt and managing cash
flow most often as their top financial priorities, whereas
white and Asian employees cited planning for retirement
most often as their top financial priority.® Because of these
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challenges, Black and Hispanic workers were more likely to
say debt was having a negative impact on their ability to save
for retirement.’

The general lack of retirement preparedness has genera-
tional implications as well. In a 2017 special report, Financial
Finesse identified a “cycle of low financial wellness” that has
been perpetuated in part due to a lack of accumulation in re-

AT A GLANCE

e According to the 2021 Retirement Confidence Survey, most
U.S. workers are at least somewhat confident they will have
enough money to live comfortably through retirement, but
only 30% of employees who completed a financial wellness
assessment in 2020 indicated that they had run a retirement
projection and knew they were on track to reach their in-
come replacement goals.

e To improve retirement preparedness and address racial dis-
parities in financial wellness within their workforce, employ-
ers should focus on helping employees build financial resil-
ience, especially among the most financially vulnerable
within their workforce.

e (ase studies illustrate that a best practices approach that
incorporates online, group and individual financial coaching
into one cohesive financial wellness program has yielded
the best results for helping employees accumulate and
maintain an adequate level of liquid savings and develop fi-
nancial habits and behaviors that improve cash flow and
debt management.



tirement savings.'® The report suggests that increased access
to a financial wellness benefit may improve financial health
and ultimately break this cycle.

Clearly, there is a relationship between financial health
and retirement preparedness. This article will examine that
relationship and show how employers can improve retire-
ment preparedness by improving the financial health and
resiliency of their workforce.

What Is Financial Resilience?
Financial resilience can be defined as a person’s ability to
bounce back from a financial setback. To understand the na-
ture of financial resilience and to see its net effect, Financial
Finesse studied the financial behavior of employees who
completed a financial wellness assessment before and during
2020. Recognizing that financial resilience includes having
a handle on cash flow, emergency savings and manageable
debt, it was determined that the presence or absence of an
emergency fund served as a good proxy for an individuals
overall level of financial resilience. For this reason, employ-
ees were separated into the following four categories.
1. Resilient: Employees who held an emergency fund
prior to and during 2020

2. Susceptible: Employees who held an emergency fund
prior to 2020 but did not maintain their emergency
fund in 2020

financial and overall wellness

3. Determined: Employees who did not hold an emer-
gency fund prior to 2020 but acquired an emergency
fund in 2020
4. Vulnerable: Employees who did not hold an emergency
fund prior to or during 2020
As expected, most employees (94%) who held an emer-
gency fund prior to 2020 maintained it but, surprisingly, one

Are You on Track to Retire Comfortably?

Al

White

Black

Hispanic

Asian

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

M Yes, | have used a retirement calculator, and
I know | am on target to retire comfortably.

M No, | have used a retirement calculator, and
| know | am not on track based on my projections.

I don't know—I have not used a retirement calculator
and don't know whether | am on track.

TABLE |

Percentage of Employees in Each of the Four Financial Resilience Categories

Who Answered the Statement in the Affirmative

Pre-2020 2020 | Pre-2020 2020 | Pre-2020 2020 | Pre-2020 2020

Resilient Susceptible Determined Vulnerable

[ have an emergency fund 100% 100% 100% 0% 0% 100% 0% 0%
| have a handle on my cash flow 93% 96% 81% 72% 69% 91% 52% 62%
| am comfortable with the amount 88% 91% 64% 48% 50% 72% 32% 40%
of non-mortgage debt | have

| am on target to retire comfortably 53% 60% 48% 42% 29% 40% 26% 28%
I ha\{e taken a retirement plan loan 6% 79 20% 27% 23% 17% 31% 349%
within the last 12 months
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in four (26%) employees who did not
have an emergency fund prior to 2020
acquired one (Figure 2). The secret to
their success appears to be improve-
ment in cash flow and debt manage-
ment since 91% indicated having a
handle on cash flow and 72% indicated
being comfortable with debt, up from
69% and 50%, respectively (Table I).
Financial resiliency also appears to
be directly related to retirement pre-
paredness. Financially determined em-
ployees (ie., those who acquired an
emergency fund in 2020) recorded a
36% increase in the likelihood of being
on track for retirement, compared with
a 13% decline in the likelihood of being
on track for retirement among the fi-
nancially susceptible (i.e., those who lost
an emergency fund in 2020). A similar
contrast was recorded with respect to
retirement plan loan activity (Table I).

The Current State of Financial
Resilience in America

According to the 2020 Financial
Wellness Year in Review, slightly more
than half of employees who com-
pleted a financial wellness assessment
were financially resilient.!! However,
distribution of employees across all
four categories by income, gender and
ethnicity shows that employees with
low household income (i.e., under
$60,000), women, and Black and His-
panic employees were the most likely
to be financially vulnerable. On the
plus side, they were also most likely to
be financially determined within their
respective cohorts (Figure 3).

Unfortunately, these numbers don't
tell the full story. Research conducted
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emergency fund prior to 2020

940/ of employees who had an emergency fund
0 prior to 2020 MAINTAINED IT! (Resilient)

an emergency fund prior to 2020

6% of employees who had an l t 26% of employees who did not have

LOST IT! (Susceptible)

740/ of employees who did not have an emergency fund
o

prior to 2020 STILL LACK ONE! (Vulnerable)

Under $60,000
$60,000-$100,000

QOver $100,000

Women

Men

African American/Black
Asian American/Asian
Caucasian/White

Hispanic/Latino

GAINED ONE! (Determined)

LYy 14% 53%

e 12% 36%

¥ 10% 22%

by 14% 54%

¥ 8%  12%
10% 29%
N 14% 44%

Total Population 7 11% 32%
0% 20% 40% 60% 80% 100%
M Resilient Susceptible MM Determined I Vulnerable

Note: Some percentages may not add up to 100% because of rounding.

by the Employee Benefit Research In-
stitute (EBRI) on the sufficiency of
emergency savings found that while
half (50%) of workers said they had a
rainy-day fund that could cover three
months of expenses, only about one
in five (20.1%) families with working

heads had more than three months of
income in liquid savings.'? This leaves
four out of five working households at
risk of having to tap other resources
(e.g., retirement savings, credit cards)
in the event of a large financial shock.
The research noted even more signifi-



cant gaps in liquid savings among low-
income households.

If there is a bright spot, it’s that low-
to moderate-income (LMI) households
may not need three months of liquid
savings to significantly reduce the like-
lihood of financial hardship. Research
conducted by the AARP Public Policy
Institute found that liquid savings of at
least $2,452 could meaningfully buffer
LMI households against financial hard-
ship. (For single mothers and house-
holds without health insurance, this
threshold increases by about $1,000.)
Households that achieved this level of
savings were significantly less likely
to experience financial hardship up to
three years later."”

How a Financial Wellness
Program Can Help

To accumulate and maintain an ad-
equate level of liquid savings, employ-
ees need to develop financial habits and
behaviors that improve cash flow and
debt management. Using a best prac-
tices approach that incorporates online,
group and individual financial coach-
ing in one cohesive financial wellness
program has yielded the best results in
achieving these desired outcomes.**

Case Study 1—Improving
Benefit Participation Through
Financial Wellness

In 2020, a case study was conducted
for a Fortune 500 health care company
that offers a financial wellness program
according to the best practice model.
The study looked at changes in finan-
cial behavior and benefit participation
over a five-year period. In addition to
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TABLE |1l

Results of Five-Year Case Study

Year 1 Year 5

Average Retirement Plan Contribution Rate

Average HSA Contribution Amount

Average Overall Financial Wellness Score* 5.0 6.4
| have a handle on my cash flow 67% 80%
| have an emergency fund to cover unexpected expenses 51% 60%
| pay my bills on time each month 86% 93%
I'm comfortable with the amount of debt | have 58% 67%
| regularly pay off my credit card balances in full 52% 61%
| feel confident my investments are allocated properly 43% 69%
| am on track to reach my income goal in retirement 21% 57%

9.4%
$1,319

*Financial wellness scores range from 0-10 with 10 indicating optimal financial wellness.

Number of Financial Wellness Interactions Through 2019

10.48%
9.05%
8.42%
7.93%
7.27%

6.439

3 i I I

Nonuser  Online 1 2 3 4 5+

only

improvements in cash flow and debt
management, average retirement plan
contribution rates rose nearly 50%
while average contributions to health
savings accounts increased more than
40% (Table II).

In addition to the improvements
noted above, employees who reengaged

multiple times saw progressive im-
provement in average retirement plan
contribution rates.

Engaging the Most Vulnerable

As noted earlier, low-income, fe-
male and minority employees are more
likely to be financially vulnerable and
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less likely to be financially resilient TABLE 111

relative to their respective cohorts. The
good news is that female employees are
engaging with their financial wellness
program at a much higher percentage
than their representation within the
general population. Unfortunately, the
opposite is true for low-income and
Hispanic employees (Table III). Be-
cause engagement in a financial well-
ness program is successful in improving
financial health, employers will want to
develop engagement strategies that tar-
get these vulnerable populations.

Case Study 2—Closing the Racial
and Gender Financial Wellness Gap
In 2020, a national insurance com-
pany launched an initiative to help re-
duce the financial wellness gap—and
ultimately the wealth gap—for women
and minority employees. To garner the
level of engagement necessary to reach
its goal, the company launched a mar-
keting and communications campaign
that aligned with its overarching social
justice pillar. The company developed
custom webcasts specifically target-
ing key audiences, recruited program
champions to raise awareness and used
incentives to promote employee action.
As a result of the initiative, more
than half (52%) of employees who en-
gaged with a financial coach were Black,
and 86% of employees who engaged
in a webcast or with a financial coach
were women. After one year, employees
who completed a financial wellness as-
sessment before and after the program
exhibited remarkable improvements
in financial behavior and confidence,
especially those who worked with a fi-
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Engagement Rates Relative to the
General Population by Demographic

Ratio of
Engaged
Employees

Ratio of

General
Population

Household
Income

Gender

Ethnicity

Under $60,000 44% 26%
$60,000 - $100,000 21% 26%
QOver $100,000 35% 48%
Women 51% 64%
Men 49% 36%
Black 12% 13%
Asian 5% 10%
White 64% 64%
Latino 16% 10%
Other 3% 2%

1. "Household Income Percentile Calculator,” U.S. [2021], dqydj.com/household-income

-percentile-calculator.

2."U.S. Census Bureau QuickFacts,” www.census.gov/quickfacts/fact/table/US/LFEQ46219.

3. "Population of the United States by Race and Hispanic/Latino Origin,” www.infoplease
.com/us/society-culture/race/population-united-states-race-and-hispaniclatino-origin

-census-2000-and-2010.

nancial coach (Table IV). In fact, 100%
of employees who worked with a finan-
cial coach reported feeling “more con-
fident about their financial future,” and
98% of employees who attended a web-
cast reported feeling “better prepared
to make a financial decision”

Case Study 3—Building
Financial Resilience

In 2020, a large, privately held insur-
ance company launched an initiative
to build awareness of its financial well-
ness program and to provide financial
education aimed at improving finan-
cial resiliency and reducing financial
stress. The company developed a series

of webcasts based on key financial vul-
nerabilities around emergency savings
and debt. Participants were offered pre-
scheduled one-on-one sessions with a
financial coach along with incentives
for completing an online financial well-
ness assessment.

At the conclusion of the series, the
number of assessments completed rose
20%, the number of calls made to a fi-
nancial coach increased 17% and aver-
age webcast attendance improved by
19%. Those who completed a financial
wellness assessment before and after
participating in the program reported
notable improvements in financial re-
siliency and confidence (Table V).



From Financially Resilient
to Retirement Ready

Throughout this article, the case has
been made for why addressing financial
resilience is a first step toward improv-
ing retirement preparedness. Employ-
ers should see this as an opportunity
not only to enhance employee retire-
ment readiness but also to address ra-
cial disparities in financial wellness
within their workforce. By increasing
engagement and participation among
financially vulnerable populations,
employers give financially stressed
employees the opportunity to develop
positive habits and behaviors that in-
crease financial resilience and reduce
financial stress.

Following is a list of successful ap-
proaches used by employers to gain
traction with their financially vulner-
able population:

1. Make social and economic justice
part of the corporate mission.
Prepare a strategic goal to end sys-
temic racism, promote social and
economic justice, and garner sup-
port from employees and business
leaders within the community.

2. Offer workshops and webcasts,
coupled with one-on-one finan-
cial coaching, to address finan-
cial vulnerabilities. Employers
offering these services have seen
above-average utilization and ac-
celerated improvement in finan-
cial health by financially vulner-
able employees.

3. Work with local wellness cham-
pions to identify underused
benefits and unreached groups.
Local benefit managers will be

financial and overall wellness

TABLE IV

Percentage of Financial Wellness Participants Who Answered

Each Statement in the Affirmative

Before | After

I have “high” or “overwhelming” levels of financial stress 26% 23%

| have a handle on my cash flow

57% 69%

| have an emergency fund

35% 49%

| am comfortable with the amount of non-mortgage debt | have | 44% 56%

| regularly pay off my credit card balances in full 37% 53%

Overall Financial Wellness Score (All users)

Overall Financial Wellness Score (Financial coaching)

*Financial wellness scores range from 0-10 with 10 indicating optimal financial wellness.

TABLE V

Percentage of Financial Wellness Participants Who Answered

Each Statement in the Affirmative

Before | After

| have an emergency fund to cover unexpected expenses 54% 64%

I have a plan to pay off my debt

57% 71%

| am comfortable with the amount of non-mortgage debt | have 57% 65%

| have “high” or “overwhelming” levels of financial stress 22% 15%

more familiar with employee
needs and obstacles and can help
build a strategy for reaching tar-
geted populations.

4. Provide benefit information in
multiple languages. This has
worked well for employers with
Asian and Hispanic employees
in highly industrial environ-
ments.

5. Hold business leaders within the
organization accountable for
meeting corporate goals. Execu-

tive support for financial wellness
programs and initiatives is a key
driver of success.

6. Create friendly competition be-
tween locations within the same
business unit. Gamification is a
powerful motivator for individu-
als and groups.

7. Coordinate financial wellness
initiatives with subsidized ben-
efit programs for low-wage
workers. This has proved to

lower financial stress, increase
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benefit participation and appreciation, and promote
productivity.

8. Mandate time during the workday to participate in
financial wellness benefits for low-wage business
units (e.g., call center, manufacturing plant). This
can drive engagement, especially for employees who
are unwilling to take time outside of work to address
their financial health.

Each of these by itself can help engage an unreached part
of the workforce, but optimal engagement is achieved when
used collectively as part of an overarching corporate objec-
tive to promote diversity and inclusion within the workplace.

The evidence presented in this article supports the efhi-
cacy of a well-developed financial wellness program. It starts
by engaging participants, especially those with low levels of
financial health. Through ongoing engagement, participants
build financial resilience. As participants become more fi-
nancially resilient, they increase participation in retirement
benefits, thus improving their likelihood of being on track
for a comfortable retirement. If done right, participants can
break the cycle of low financial wellness and begin a new cy-
cle of financial prosperity for generations to come. B}
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