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Abstract

The savings rate in America has been in decline for three decades, with roughly one-third of households having no
savings at all. Analyses of economic mobility explore why some people are successful in moving up the economic ladder
during their lifetime while others are not. While there is much debate about the degree of opportunity in America, there
is general agreement that there seem to be significant obstacles facing Americans who start out in households at the
bottom end of the income spectrum. But even for those starting at the bottom, lifetime trajectories vary widely. The habit
of saving is a critically important complement to education and social “capital” needed for upward mobility. But we
need to recognize that there are many Americans who are not inclined to take part in traditional programs designed to
build a savings habit. For these Americans, financial incentives and tools with approaches that have a more emotional
appeal are a more effective way of creating a culture of savings by channeling the instinct to gamble into systematic
savings. This approach, known as “prize-linked savings” employs the techniques of behavioral economics to turn a
behavior pattern into a savings habit that enhances the economic mobility of a household.

Discussions of economic mobility explore why
some people are successful in moving up the
economic ladder during their lifetime while others
are not. While there is much debate about the degree
of opportunity in America, there is general agree-
ment that there seem to be significant and worrying
obstacles facing Americans starting out in house-
holds at the bottom end of the income spectrum.
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But even for those starting at the bottom, lifetime
trajectories vary widely. It appears that the prob-
ability of people’s success, or lack thereof, in mov-
ing up the ladder is connected to whether they have
been able to acquire three forms of “capital” during
childhood and adulthood.!

The habit of regular saving is an important key to
moving up the economic ladder. But while many
lower-income households “invest” heavily in lottery
tickets they save little or nothing. Noting the lessons
of behavioral economics, and drawing from foreign
and U.S. examples, CPI Director Stuart Butler and his
co-authors explore the idea of “prize-linked savings"
as a tool to create the saving habit.
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m “Social capital” refers to the social networks sur-
rounding an individual, including family and
community, which can either enhance or detract
from later success.

m “Human capital” involves not just intellectual
ability and the acquisition of skills through edu-
cation, but also the personal traits and attitudes
that can be described as “character,” “determina-
tion,” or even “grit.”

m “Financial capital” refers to savings and the acqui-
sition of wealth.

This Discussion Paper focuses on financial capi-
tal and in particular on the problem of low savings
and accumulated wealth among individuals starting
out in lower-income households. It will also look at
a potentially important approach to building a habit
of savings among Americans in lower- and moder-
ate-income households.

The savings rate in America has been in steady
decline for three decades (with an upward spike
in the last few years, linked to the recession), with
roughly one-third of households having no savings at
all. Savings is important for all households, of course.
But while a low savings rate can slow the economic
progress of middle- and upper-income families, the
absence of savings can prove disastrous for lower-
income households. That is because one function of
savingsis as a cushion for emergencies, such aslosing
ajob or to cover an automobile repair in order to get
to work. Savings also provides a buffer so someone
can afford to take advantage of an opportunity, such
as moving to another town to take a better job. The
absence of such a cushion drives far too many house-
holds into the short-term credit market of payday

lenders that charge annual interest rates of as much
as 300 percent to 400 percent. Distressingly, payday
lenders now outnumber McDonald’s franchises in
four of the five most populous states.?

But the systematic savings habit and wealth
accumulation are critical as a foundation for future
prosperity, enabling investments in one’s educa-
tion, entrepreneurship, and retirement. According
to the Pew Foundation’s Economic Mobility Project,
71 percent of children born to high-saving but low-
income parents move up from the bottom income
quintile over one generation; only 50 percent of chil-
dren from similarly low-income households, with
parents who do not save, do so.? Research indicates
that if the habit of saving—even modest amounts—is
formed early in life, it is connected to such impor-
tant milestones as completing college.*

Itis true that low-income households face institu-
tional obstacles to saving, such as low levels of finan-
cial literacy, a lack of institutional access, finan-
cial institutions that see little commercial value in
attracting small savers, and disincentives to save
in means-tested programs.® But it is also true that
while the culture of savings has evaporated in many
low-income neighborhoods, the culture of gambling
as a means of “investing” in the future remains
strong. According to a commission of the Institute
for American Values, American households with
annual incomes below $12,400 allocate an average
of $645 each year, or about 5 percent of their income,
to their future. ® But they do it by purchasing lottery
tickets.

Fostering Savings

How might one increase the savings habit in
moderate- and lower-income neighborhoods, and
encourage households to redirect funds from

1. Stuart M. Butler, “Can the American Dream Be Saved?" National Affairs, No. 14 (Winter 2013), http://www.nationalaffairs.com/publications/

detail/can-the-american-dream-be-saved (accessed May 21, 2013).

2. Commission on Thrift, “For a New Thrift: Confronting the Debt Culture,” Institute for American Values, January 2008, http:/www.newthrift.

org/descriptions.htm (accessed March 8, 2013).

3. Reid Cramer, Rourke O'Brien, Daniel Cooper, and Maria Luengo-Prado, “A Penny Saved |s Mobility Earned: Advancing Economic Mobility
Through Savings,” Pew Charitable Trusts, Economic Mobility Project, November 2009, http://www.pewtrusts.org/our_work_report_detail.

aspx?id=56172 (accessed March 8, 2013).

4, William Elliot I, and Sondra Beverly, “The Role of Savings and Wealth in Reducing 'Wilt' between Expectations and College Attendance,”
Center for Social Development, January 2010, http://csd.wustl.edu/Publications/Documents/RB10-04.pdf (access March 8, 2013).
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lotteries and other forms of gambling to systematic
savings?

Creating Tools for Savings. One way, of course,
is to develop savings instruments that are bet-
ter designed for the small saver, and at the same
time launch initiatives in communities to promote
savings. A recent Center for Policy Innovation
Discussion Paper summarized some innovative sav-
ings instruments.’

Building and fostering a savings habit is the pre-
ferred way to create a base of savings among lower-
income Americans and so help them climb the lad-
der of economic opportunity.

Boosting Financial Literacy. Providing attrac-
tive savings instruments is only one element in the
equation. Another is to educate Americans, espe-
cially in communities where savings rates are very
low, about the importance of saving. Programs to
promote financial literacy can help to do this. They
are particularly important because America suffers
from a high degree of financially illiteracy.?

Fortunately, many government and private insti-
tutions operate programs designed to raise financial
literacy for Americans of all ages. One interesting
example is “Thrift Week,” which was declared by
the State of Florida’s Chief Financial Officer, Jeff
Atwater. Florida chose the week of January 17-23,
2013, to coincide with Benjamin Franklin’s birthday
(January 19), because Franklin wrote on the positive
effects and virtues of saving.” During the same time,
the James Madison Institute, with funding from the
John Templeton Foundation, offered a week-long

learning module called “All About the Benjamins:
Understanding the Value of Thrift.”® The Girl
Scouts of America also have a program called
“Financial Empowerment,” to encourage good finan-
cial behavior, and provide girls with a sense of earn-
ing and innovation through selling cookies as well
as through online education." As another example,
a national group called Jump$tart—an “organiza-
tion of organizations” at the national, state, and
local level—seeks to educate young Americans
about financial literacy through such approaches as
training teachers.’? Yet another example aimed at
adultsis EARN, a San Francisco-based organization
geared toward providing low-income families with
the tools and knowledge to build wealth and save for
financial goals. The program began in 2001, and also
has financial products for low-income families, such
as matched savings accounts.”

Improved Tax and Regulatory Policies. It is
also important to have sound tax and regulatory
policies that are consistent with building savings
and investment. That is why steps to remove the
double taxation of savings are important. These can
involve expanding the scope and availability of tax-
deferred savings, such as 401(k) plans and education
savings accounts (529 plans). Better still would be
the combination of completely eliminating the dou-
ble taxation of all savings and the encouragement of
“auto-enrollment” savings plans—ideas contained
in the Heritage Foundation’s fiscal plan, Saving the
American Dream.”* While it is true that tax measures
have their primary impact on taxpaying households

7. Diane R. Calmus, “Improving Economic Mobility through Increased Savings,” Heritage Foundation Center for Policy Innovation Discussion Paper
No. 6, December 21, 2012, http://www.heritage.org/research/reports/2012/12/improving-economic-mobility-through-increased-savings.

8.  Kimberly Palmer, “The Financial Literacy Crisis,” U.S. News & World Report, April 2, 2008, http://money.usnews.com/money/personal-finance/

articles/2008/04,/02/financial-literacy-101 (accessed May 21, 2013).

9.  "Thrift Week: Celebrating a Practical and Spiritual Virtue,” Templeton Report, February 6, 2013, http://www.templeton.org/templeton_

report/20130206/ (accessed May 21, 2013).
10.  Ibid.

1. Girl Scouts of America, “Financial Empowerment: K-12 Program,” 2012, http://www.girlscouts.org/program/gs_cookies/pdf/2012_Financial_

Empowerment_singlepages.pdf (accessed May 21, 2013).

12.  Jump$tart Coalition for Personal Financial Literacy, “Jump$tart Activities and Initiatives,” http://www.jumpstart.org/activities-and-initiatives.

html (accessed May 21, 2013).

13.  EARN, “About EARN,” http://www.earn.org/about (accessed May 20, 2013).

14. Stuart M. Butler, Alison Acosta Fraser, and William W. Beach (eds.), Saving the American Dream: The Heritage Plan to Fix the Debt, Cut Spending,
and Restore Prosperity, The Heritage Foundation, 2011, http://www.savingthedream.org/about-the-plan/plan-details/SavAmerDream.pdf. See
also J. D. Foster, “The New Flat Tax: Easy as One, Two, Three,” Heritage Foundation Backgrounder No. 2631, December 13, 2011, http:/www.
heritage.org/research/reports/2011/12/the-new-flat-tax-easy-as-one-two-three.
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rather than on lower-income households, that is not

the case with needed reforms to the growth of finan-
cial regulations in recent years, which have had the

effect of making it even less likely that lower-income

households will open modest bank accounts.

The Left Brain, Right Brain Balance. It is
important to understand, however, that building a
habit of savings, indeed any positive habit, requires
an appeal to both sides of the brain. Programs that
are educational and help provide consumers with
the financial tools, information, and incentives for
positive financial behavior, appeal to the left side
of the brain. That side is associated with analytical,
rational thinking. But to create a habit it is also nec-
essary to appeal to the right side of the brain, which
is associated with emotion. Successful advertisers
understand this well, as do inspirational teachers
and leaders.

So it is important to complement education and
financial incentives and tools with approaches that
have a more emotional appeal, and recognize that
there are many Americans who are not inclined to
take part in traditional programs designed to build
a savings habit. For that reason another promising
approach, in parallel with “left brain” initiatives
and programs, recognizes that the impulse to gam-
ble or play the lottery is very strong. So, for many
Americans a more effective way of creating a cul-
ture of savings is to do so indirectly, by instruments
that actually channel the instinct to gamble into
systematic savings This approach, known as “prize-
linked savings” utilizes the techniques of behavior-
al economics to turn a behavior pattern into a sav-
ings habit that enhances the economic mobility of a
household.

The Idea of Prize-Linked Savings

Reduced to its essence, under prize-linked sav-
ings (PLS), the saver receives little or no interest
and dividends on his savings. Instead, the earnings
from the investment are pooled and distributed as
“prizes” in periodic drawings, typically with a few
“grand prizes” and a large number of smaller prizes.
Thus the inducement to save is not to earn a modest

return on capital (very modest indeed with today’s
low interest rates) but to have the chance of winning
big while preserving capital—unlike in a lottery.

Not Gambling. It is important to note that while
the PLS approach appeals to the thrill associated
with gambling, and on the surface may appear to
the savers to be a form of gambling, it is not actually
gambling. The true gambler risks his “stake” for the
chance to win a large amount. If he loses, his money
isgone. In prize-linked savings the stake isnot at risk
(evenasitis, say, when investing in stocks). While the
PLS saver can increase his holdings through mon-
etary prizes, even the “loser” in PLS ends up with
accumulated savings. No wonder that one of the first
major examples of PLS, launched many years ago in
the United Kingdom, was described as “savings with
a thrill.”

PLS Accounts in the U.S. and Other Countries.
Prize-linked savings products have been successful
internationally and are being experimented with on
the state level in the United States. Internationally,
Britain’s premium bond program attracts roughly
one-third of all UK. citizens, with nearly $70 bil-
lion in total holdings.”® PLS programs also exist
in Sweden, and a number of Latin American and
Middle Eastern countries.'

Meanwhile private PLS accounts do exist in
the U.S., though as noted below, state and federal
laws have unfortunately impeded their develop-
ment. The accounts include “traditional” PLS pro-
grams in credit unions, known as Save to Win™,
offered in Michigan, Nebraska, North Carolina, and
Washington. Meanwhile some states, including
Connecticut, Iowa, Maryland, Maine, Mississippi,
New York, and Rhode Island, either permit lim-
ited credit union accounts (Rhode Island) or are
considering legislation to permit some form of PLS
accounts. In addition, some highly innovative vari-
ants on the basic approach, such as SaveUp™, have
appeared. SaveUp provides a sweepstakes overlay to
any household’s savings or debt-reduction program,
in which savers keep their regular interest earnings
but have the chance to win prizes through an adver-
tiser-funded sweepstakes.

15.  “Are Premium Bonds Really Worth [t?" Moneywise, June 21, 2012, http://www.moneywise.co.uk/banking-saving/savings-accounts-isas/are-

premium-bonds-really-good-deal (accessed March 15, 2013).

16. Peter Tufano, Nick Mayard, and Jan-Emmanuel De Neve, “Consumer Demand for Prize-Linked Savings: A Preliminary Analysis,” Doorways to
Dreams Fund, 2008, http://www.d2dfund.org/files/publications/consumer-demand-prize-linked-savings.pdf (accessed March 8, 2013).
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Prize-linked savings products can be developed
in various ways, and there are regulatory and other
obstacles that could be removed to permit wide use of
PLS to promote savings. This Discussion Paper exam-
ines four principal options for expanding this form of
savings vehicle: 1) private institutions on a state-by-
state basis, 2) a state sponsored approach connected
with the state lottery, 3) private national systems
using sweepstakes, and 4) national bond programs.

Prize-linked savings accounts give consumers a
chance to win a prize while protecting the princi-
pal initially invested. So the concept applies some of
the “right brain” behavioral economics of the lottery
to the act of savings. In contrast to the patience and
discipline needed to save in the traditional manner,
the quasi-lottery feature of PLS savings provides
the opportunity for short-term gratification along-
side the act of saving by offering a chance at a large
prize in place of interest (which in today’s economy
is small and thus not much of an inducement).

A lottery-style prize system is appealing as a
mechanism to encourage savings. For one thing, tra-
ditional lotteries attract a disproportionate amount
of financially vulnerable individuals who end up
losing the money they put at risk.”” For these indi-
viduals, prize-linked savings retains the short-term
gratification of the lottery to attract these non-sav-
ers and turn them into savers. For another thing, the
thrill associated with winning a prize appears to be
enough to induce many low- and moderate-income
non-saving households—and who do not currently
play the lottery—to take the first important step to
open accounts with financial institutions. In addi-
tion, the strategy of fostering PLS as a device to
boost savings has involved removing restrictions
with unintended effects on financial institutions,
and allowing states to create innovative new savings
tools for households.

Options for Expanding
Prize-Linked Savings

Prize-linked savings is not a novel idea. As noted,
the concept successfully encourages bond sales in

many European countries, and is a feature of credit
unions in some U.S. states. An expansion of prize-
linked savings in the U.S. could happen in a number
of ways. Because of existing law, different options
would require varying levels of government action to
provide institutions with the freedom to offer such
accounts, while some options would require no action.

Option 1: Prize-Linked Savings in Private
Financial Institutions at the State Level.
Example: Save to Win. In 2009, a group of Michigan’s
credit unions launched Save to Win, a prize-linked
savings program designed to encourage consumers
of allincome levels to save. The success of Michigan’s
program served as amodel for the start of Nebraska’s
Save to Win program in 2012, and other statewide
credit union programs in 2013.

In the Save to Win format, participants receive
one chance in monthly raffles, and a grand-prize
drawing for every $25 deposited into a 12-month bal-
ance-building certificate of deposit (CD).'®* The low-
entry commitment makes the program accessible to
lower-income households, and by limiting each par-
ticipant to 10 entries per a month (or $250) every-
one has a reasonable chance to win."” For example, a
participant could deposit a $150 into his CD account,
receiving six chances to win one of 50 to 75 monthly
prizes totaling between $2,500 and $3,750, and six
annual grand prizes of $10,000.%° Additionally, Save
to Win participants may withdraw money for a fee
before the maturity date of their CD, and the prod-
uct offers interest on deposits. These attributes
make the product easily accessible and relatively lig-
uid, and allow participants to grow their accounts in
a conventional manner.

The success of Save to Win in Michigan and
Nebraska has been measured by the Doorways to
Dreams (D2D) Fund, a non-profit committed to the
development of innovative financial products.* The
studies measured Save to Win on three relevant met-
rics: 1) increased access, 2) continued participation,
and 3) service to financially vulnerable participants.

Access to the program is important to attract-
ing new accountholders. Michigan’s Save to Win

17.  Commission on Thrift, “For a New Thrift.”

18. Save to Win Michigan, "How it Works,” http://mi.savetowin.org/How_It_Works_17.html (accessed February 11, 2013).

19.  Ibid.
20. Ibid.

21. Doorways to Dreams, “Playing the Savings Games: A Prize-Linked Savings Report,” 2012, http://www.d2dfund.org/files/publications/

PlayingTSG_Report_2012_SinglePgs.pdf (accessed January 22, 2013).




CPI DISCUSSION PAPER | NO. 11
MAY 29,2013

Table 1

Snapshot of Accountholders in Michigan (2011) and Nebraska (2012)2

Percentin  Percentin
Financially Michigan  Nebraska
Vulnerable Group Definition (2011) (2012)
Non-Savers Individuals who reported that they were not 45% 43%
regular savers before opening their Save to
Win account
Asset Poor Individuals with $5,000 or less in financial 32% 32%
assets (excluding home equity)
Low-Moderate Income  Individuals with household income less than 39% 31%
$40,000
Single with Single parents with one or more children 12% 9%
Dependents

program has increased access since 2009, with
eight participating credit unions, to 58 in 2012.2
Nebraska’s program began in 2012 and has 11 partic-
ipating credit unions in 2013.%3

Continued participation reflects consumer sat-
isfaction and the product’s effectiveness in creat-
ing savings habits. The certificate of deposit has a
12-month term; therefore, for continued participa-
tion or “rollover,” the accountholder must decide
to reinvest in the product. Michigan’s Save to Win
program had a healthy 54 percent of accounthold-
ers rolling over from 2009 to 2010, and 64 percent
from 2010 to 2011.2* In Nebraska, accountholders
stayed engaged with the product, with more than
half making at least one deposit a month, and 10 per-
cent depositing the maximum amount of $250 each
month.?® This suggests that the Save to Win prize-
linked-savings certificate of deposit is being used
both for short-term and emergency savings as well
as for longer-term savings.

Save to Win also successfully appeals to “finan-
cially vulnerable individuals” (see definitions in
Table 1). Participation by these groups is important
to increasing the financial capital and economic
mobility of those at the bottom. A survey by D2D
shows that the program successfully appealed to
financially vulnerable individuals.

Save to Win not only appears attractive to
financially vulnerable individuals, but appears to
have begun to create a habit of savings. Significantly,
in Michigan participants identified as financial-
ly vulnerable were just as likely to roll over their
accounts as their more financially secure counter-
parts. Save to Win also helped these individuals
grow their savings over the year, according to the
D2D survey.

The Save to Win program indicates that prize-
linked savings programs can successfully attract all
income levels and situations, including those identi-
fied as financially vulnerable. The program’s success

22. Center for Financial Services Innovation, “Save to Win: The Success of Prize-Linked Savings,” 2012, http://www.cfsinnovation.com/system/
files/D2D%20Fund_Impact_December2012.pdf (accessed March 18, 2013).

23. Doorways to Dreams, “Building Financial Security Through Fun—Findings from the Save to Win Expansion,” April 2013, p. 2, http:/www.
d2dfund.org/files/publications/D2D_SaveToWinNebraska_Web.pdf (accessed May 21, 2013).

24. Doorways to Dreams, “Playing the Savings Games,” p. 8.
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also makes a strong argument for prize-linked
savings operated by private financial institutions.
However, in order for prize-linked savings programs
to become more prevalent in private financial insti-
tutions, such as banks and credit unions, federal and
state laws need to be amended.

Obstacles and Possibilities. While private
PLS programs like Save to Win look very promising,
they do face several federal and state restrictions
that have hampered similar approaches taking root
across the country. Action to remove or ease these
restrictions would be needed to help achieve the goal
of boosting savings among non-savers and generally
among lower-income households.

Federal Laws. PLS approaches face obstacles
that are the largely unintended byproduct of past
federal action intended to stop banks from being
used as vehicles for traditional gambling. Federal
laws directly restricting the participation of banks
in prize-linked savings were part of amendments
added in 1967 to the National Bank Act, the Federal
Reserve Act, the Federal Deposit Insurance Act,
and the Loan Insurance Act.?® The restriction on
prize-linked savings is an unintended effect of
amendments that were put in place due to concerns
over state lottery tickets being sold in banks. In
addition to these direct restrictions on prize-linked
savings, federal criminal law contains general gam-
bling restrictions under the Crimes Control Act,
the Travel Act, and the Federal Organized Crime
Act. These restrictions were aimed at organized
crime, but could be violated by a local bank trying
to attract new customers with a prize-linked sav-
ings product.

These unfortunate restrictions could be
addressed by narrowly tailored amendments to
these laws to permit savings-promotion raffles.
Another approach would be to leave these laws in
place, but redesign prize-linked savings products
as sweepstakes, which are legal under federal law
and in all 50 states. In contrast to a raffle, a sweep-
stakes does not require a purchase or payment, and

Table 2

Michigan's 2011 Annual Average
End Balance Growth for Financially
Vulnerable Accountholders?®

Annual Growth in
Average Account

Vulnerable Group Balance
Non-Savers 38%
Asset Poor 31%

Low-Moderate Income 34%
Single with 7%
Dependents

prizes are financed typically by advertisers and not
by pooled interest earnings. Currently, this formatis
used by SaveUp (see below), a national online finan-
cial rewards program that launched toward the end
of 2011, and also by D2D’s SaveYourRefund, which
uses a sweepstake to encourage taxpayers receiving
atax refund to save the money.?

State Laws. The direct restrictions on prize-
linked savings do not apply to federal or state char-
tered credit unions; therefore, depending on state
laws, credit unions may run prize-linked savings
programs such as Save to Win in Nebraska and
Michigan. Since the success of Michigan’s program,
six states, including Nebraska, have amended their
laws to allow prize-linked savings, and four other
states may already allow credit unions to operate
these programs.*® State law plays a major role in the
future of prize-linked savings through private insti-
tutions because states have the power and discre-
tion to determine gambling regulations within their
territories. This is reflected in the various gambling
products offered in different states, such as lotteries

25. Doorways to Dreams, “Building Financial Security Through Fun,” p. 3.
26. Ibid.

27. Doorways to Dreams, “Playing the Savings Games,” p. 9.

28. Senate Report: P.L. 90-203, “Banks—Savings and Loan Associations—Gambling Activity,” November 6, 1967.

29. SaveYourRefund, https://www.saveyourrefund.com/ (accessed May 21, 2013).

30. Doorways to Dreams, “Legislative Success,” http://www.d2dfund.org/Legislative_Success (accessed May 21, 2013).




CPI DISCUSSION PAPER | NO. 11
MAY 29,2013

and casinos. Therefore, the great majority of states
would need to amend their laws to enable prize-
linked savings approaches to be available through
credit unions throughout the United States.

The Politics. Despite these successes, not all
prize-linked savings amendment proposals have
passed state legislatures. For example, in Iowa, a
bill to amend state law failed. The main concern
was that credit unions would gain a competitive
advantage over banks, which were not included in
the proposed state amendment because federal law
restricts financial institutions, with the exception
of credit unions, from participating in a raffle or
lottery.®

Leveling the playing field by allowing prize-
linked savings to be operated through private finan-
cial institutions would permit competition between
products and stimulate the creation of new products
for consumers. It would also foster greater innova-
tion and competition by allowing financial institu-
tions to offer more attractive products to Americans
who do not currently save.

Option 2: Offering Prize-Linked Savings
Alongside State Lotteries. Another possible for-
mat for prize-linked savings could in principle be to
offer products through existing state lottery systems
with their existing networks of retail outlets. This
might be less of a legislative challenge in some states
than empowering private financial institutions to
offer PLS accounts because state lotteries already
have legal authority to offer games of chance in their
respective jurisdictions, and through groups of states
similar to the structure of the Powerball. The for-
mat may appear promising since lotteries are so well
established and have an existing sales infrastructure.
State lotteries now have over 200,000 retail locations
in 43 states and the District of Columbia.??

A sstate could also consider a PLS program as a par-
allel to the traditional state lottery, even though the
PLS investor is only loaning money to the state, not
parting with it forever in return for a lottery ticket.**

That is because the PLS program would in this case
be a version of state bond programs designed for
longer-term debt-financed capital investment, rath-
er than money for current spending. The PLS pro-
gram thus would have the advantage to the state of
attracting longer-term investors from households
that would not normally purchase bonds.

The infrastructure and retail footprint of the lot-
tery presents a unique opportunity. Lotteries have
a larger footprint than financial institutions across
44 jurisdictions, and are in locations that are more
accessible to low-income households.?* For example,
local corner stores and 7-Elevens routinely offer lot-
tery tickets, making a prize-linked savings product
in this format available to those who may be under-
served by financial institutions.

Similar to the private Save to Win model, a par-
ticipant in a state PLS program would purchase a
savings product, such as a bond, and receive with it
a chance in a raffle rather than obtain interest. The
winnings would be funded by interest normally
returned to a traditional state bond. The saver might
have multiple opportunities to win, and at the end of
the bond’s holding period would receive back the ini-
tial investment.

Obstacles and Possibilities. While the idea of
a state PLS program alongside the state lottery is
attractive, there are obstacles and concerns—not all
of them regulatory. That is perhaps why, in contrast
to credit union PLS approaches, there has yet to be a
state pilot program.

There are significant operational challenges that
might be very difficult to overcome using the exist-
ing state lottery system. While existing state lotter-
ies are expert at collecting money and sending it to
a central location, for instance, they do not have the
ability to open accounts, provide necessary disclo-
sures, or collect the essential information needed
from every customer who might use this method to
save. Most lottery outlets are located in convenience
stores or retail establishments where collecting the

31.  Victoria Finkle, “Savings Raffles Gain Momentum, as Bank Seeks Entrance,” American Banker, September 6, 2012, http://blogs.cfed.org/cfed_
news_clips/2012/09/savings-raffles-gain-momentum.html (accessed May 21, 2013).

32. Doorways to Dreams, “Creating Opportunities through the State Lottery,” February 2013, p. 3, http://www.d2dfund.org/files/
publications/A%20Winning%20Proposition-%20Creating%20Economic%200pportunities%20Through%20the%20State%20Lottery.pdf

(accessed January 22, 2013).

33. Doorways to Dreams, “A Winning Proposition: Creating Economic Opportunities Through the State Lottery,” February 12, 2013, http:/www.
d2dfund.org/research_publications/winning_proposition_creating_economic_opportunities_through_state_lottery (accessed May 21, 2013).
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CPI DISCUSSION PAPER | NO. 11
MAY 29,2013

necessary information might delay the store’s abil-
ity to check out customers who merely wish to buy
items. However, continuing technical developments
in smart cards may address these practical concerns.

Another issue is that any savings product would
be in competition with the original games, so state
lottery authorities may not have much incentive to
promote PLS products. On the other hand, the bond-
like approach would generate finance for longer-
term capital projects.

A criticism of a savings program alongside a lot-
tery may be that the savings product would be too
similar to a traditional lottery game. Without a clear
connection to a financial institution, and without
a strong emphasis on savings, the product might
be viewed simply as another gambling mechanism
rather than a true savings product. However, con-
sidering that low-income households represent a
disproportionate amount of lottery participants, a
savings product that feels very similar to tradition-
al games would still be a practical step in the right
direction by boosting savings among financially vul-
nerable individuals.?®

Still, the intermingling of savings and lottery
tickets through the same retail outlets does raise
concerns that fostering the habit of savings, as dis-
tinct from gambling, might be more difficult to
accomplish. Britain’s Premium Bond system (see
below) preceded its National Lottery by almost four
decades and so was able to build a distinctive profile
and savings culture. It would be harder to achieve
a similar and distinct savings profile in the United
States amid the apparatus of the Powerball culture.

Option 3: National Private Sweepstakes.
Example: SaveUp. Another promising design for a
prize-linked savings product is the sweepstake. The
sweepstakes format has already been used widely to
encourage the consumption of certain products. For
example, McDonald’s famous “Monopoly Game” is a
national sweepstakes.

There are very important differences between
a sweepstake and a lottery, or the PLS credit union
programs discussed earlier. For one thing, sweep-
stakes prizes are not financed by accrued interest or
investment earnings but by advertisers. For anoth-
er, a sweepstake does not require payment to the

prize-issuing organization for a chance to win the
prize and is legal in all 50 states.?¢

The idea of linking a sweepstake to a saving plan
is that playing the sweepstake could be an induce-
ment to save even though the sweepstake does not
directly take in money, unlike a lottery.

A bold example of this model is SaveUp, which
uses sweepstakes law to register participants for a
free online rewards program launched toward the
end of 2011. SaveUp operates as a rewards program
for positive financial behavior including saving and
reducing indebtedness. The SaveUp website can link
to accounts at more than 18,000 financial institu-
tions, and with the explicit permission of partici-
pantsit can track the participants’ habits and money
through secure monitoring linked to their credit
card or other financial accounts (much as many
Americans use applications like Mint.com to track
their accounts). If the SaveUp enrollee reduces his
indebtedness, or builds up savings, he is rewarded
with “credits” that can be used to play for prizes in
the SaveUp sweepstake. For example, a SaveUp par-
ticipant receives one credit for every dollar saved. A
participant may also receive credits by, among other
things, filling out a profile, watching a financial edu-
cationvideo,orcompletingvariouschallenges. These
credits are redeemed for plays, which are chances to
win a prize by playing instant games or participating
in lottery-like drawings. The prizes range from the
modest—such as $100 to help pay off a loan—to the
considerable, such as a $50,000 automobile.

The business economics of SaveUp centers on
advertising. Advertisers and sponsors pay to pro-
mote their products and services via prizes. SaveUp,
then, essentially, insures itself against the possibil-
ity that an unexpectedly high number of individuals
will win large prizes. So in practice, the advertising
dollars provided to SaveUp are used to offset the cost
of the insurance premiums. SaveUp’s games simu-
late the appeal of instant games and raffles—allowing
the participant to choose the most appealing game
to them. But gaining credits to access the SaveUp
sweepstake and play for prizes requires the players
to increase their personal savings or reduce indebt-
edness in their own monitored account in their own
financial institution. It is a classic example of the
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application of behavioral economics to the savings
process.

The appeal and early success of the strategy is
reflected in the data. According to SaveUp, about
40 percent of those who encounter the site sign up,
and 50 percent of those registered are active, with
20 percent being daily users of the site.?” An inde-
pendent study by the Filene Research Institute of
12 credit unions offering SaveUp as a pilot program
found that over half of the participants reported
greater financial awareness by participating, with
the median member using the product three to five
times a week.?® To date, SaveUp users have depos-
ited over $383 million to savings instruments rang-
ing from savings accounts to 401(k) plans, and over
$269 million in the form of debt-reduction pay-
ments. SaveUp reports that it is not able to iden-
tify with certainty what amount of this is incre-
mental or improved behavior, or simple tracking
and rewarding behavior that users would have
had without SaveUp. Still, in the Filene study, 52
percent of SaveUp users reported saving more or
reducing debt faster. Further analysis of the new
program is planned and will give a fuller sense of
its overall impact on saving.

Obstacles and Possibilities. There are actu-
ally no legal obstacles to national sweepstakes ver-
sions of prize-linked savings, because sweepstakes
in which a player is not required to purchase some-
thing as a condition of playing are legal through-
out the United States. Since the SaveUp example
involves no purchase, it satisfies the sweepstake
requirement. The possibilities in this option seem
bound only by business creativity and information
security.

The monitoring of accounts raises concerns about
financial information security; thus, the quality of a
sweepstake company’s security systems would be an
issue, and so there is a danger that criminals could
trick individuals and gain access to their finances.

Still, account-monitoring web applications are wide-
ly used, and account protection is a general danger
in web-based commerce and not unique to sweep-
stakes versions of PLS. So the reputation and secu-
rity systems of a program are important.

An intriguing possibility for the future is to
combine the sweepstakes model with more “hands
on” approaches to improving financial literacy and
encouraging groups of households in a community
to save. In this way the elements of the thrill of PLS,
better understanding of savings and financial insti-
tutions, and community peer reinforcement might
combine to expand saving significantly. Indeed,
SaveUp has entered into an experiment with the
previously mentioned EARN and Citibank to design
a sweepstakes feature to supplement EARN’s exist-
ing projects to build a savings habit. Early results
are very promising, with strong increases in funds
deposited by EARN’s savers when introduced to the
SaveUp feature.

Option 4: National Bond Programs. Example:
Premium Bonds. The federal government could
in principle launch a national PLS bond program
through the Department of the Treasury. The pro-
gram could, among other things, restore the retail
popularity of U.S. savings bonds.

An example of a national PLS bond is the U.K.’s
premium bonds program, which began in 1957 to
encourage savings and fight inflation after WWII.*°
Introduced to Britons as “savings with a thrill,”
premium bonds combine a lottery format with sav-
ings by pooling interest that otherwise would be
paid on abond and distributing it in a range of cash
prizes. The program structure is simple and easy
to understand: An individual invests at least £100
(about $150) and a maximum of £30,000 ($45,000)
in the premium bonds; the interest on the bonds is
pooled together and then raffled.*® The raffle prizes
range from £25 to £1 million.* An additional incen-
tive to participate is that the winning bond holders
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enjoy their prizes free of tax (the investment is in
after-tax money).*> The program’s simple design,
investment liquidity, and low barrier of entry has
made the premium bonds program attractive to
a variety of participants, showing that it serves a
dual function as both an investment tool and lot-
tery game.*® The premium bonds program runs
alongside Britain’s National Lottery, a traditional
form of lottery.

The premium bonds’ combination of “thrill” and
investment has made them a remarkably popular
investment. According to a 2006 report by National
Savings and Investments, the government agency
running the premium bonds program, 23 million
British citizens at that time were premium bond
holders, representing almost 40 percent of the coun-
try.** The composition of bond holders also reflects a
diverse group of investors. As of November 2006, the
average bond holder had invested £1,400, 6.5 percent
of holders had more than £5,000, and 1.3 percent has
invested the maximum of £30,000.*> Additionally, a
2008 study on premium bonds found a negative cor-
relation between “income less consumption” sug-
gesting that premium bonds may be attractive to
non-savers.*¢

The premium bond program has continued to
increase in popularity and holdings, even as sav-
ings generally in the U.K. has declined.*” From 2011
to 2012, premium bond holdings increased by over a

billion pounds.*® This is a fraction of the longer trend,
which saw an increase in holdings from £4 billion in
1998 to £44 billion in 2012.*°
Example: Sweden’s Lottery Bonds. Another exam-
ple of a national bond program is the Swedish lot-
tery bond program, which began in 1918 to raise
money from domestic investors after WWI1.>° The
lottery bond is a retail-bond program, which allows
the Swedish government to raise funds at slightly
more favorable terms.> From 2008 to 2012, the lot-
tery bond program saved the Swedish government
SEK703 million (about $108 million).> In 2012, the
retail-bond program, which includes lottery bonds
and National Debt Savings (t-bills), accounted for
4.3 percent of Sweden’s debt.>® Unlike the U.K.’s pre-
mium bond, which is continual, the Swedish lottery
bonds have a set timeline to maturity, at which point
the holder will recover his principal.®* The Swedish
lottery bond is unique because the coupon distri-
bution is unknown, and therefore the total return
is determined by lottery drawings throughout the
maturity of the bond.5®

The typical Swedish lottery bond investor is an
individual or small household, 60 percent of whom
did not live in a large Swedish city, and 78 percent of
whom are age 50 or older.*® In addition, 45 percent to
50 percent of current investors had previously held
lottery bonds, suggesting that the program is very
“sticky.”®” A similar lottery bond program in the U.S.
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could possibly be used to increase savings among
households that are currently less inclined to save,
while lowering the cost of debt.

Obstacles and Possibilities. An American
PLS bond modeled on premium bonds would be
fairly simple to structure and offer through the U.S.
Treasury and marketed alongside existing federal
bonds. It could take any one of several forms, but
the most promising would be very similar to exist-
ing Treasury programs, such as the I-Bond, which
are already aimed at small savers. Although a prize-
linked bond would result in many permanently
small accounts, it could be structured cost-effective-
ly using existing technology and capacity.

A PLS product could be offered for sale online,
as well as through existing depository institutions,
postal facilities, and other types of retail outlets. In
return for handling the sales of PLS bonds, retail out-
lets could receive a small fee or credit against their
federal business taxes designed to cover the costs
they incur. Depository institutions could receive
credit toward their Community Reinvestment
Act (CRA) requirements for steps to make premi-
um bond-style products, as well as other financial
accounts, more available. The CRA requires finan-
cial institutions to make investments in low-income
neighborhoods and, among other things, has been
faulted for overly encouraging real estate devel-
opment rather than building financial infrastruc-
ture and financial literacy and fostering household
accounts.”®

Rather than structuring the bonds as specific
instruments with both a fixed denomination and
maturity date, PLS bonds would be more useful
and attractive to savers if they were structured as
accounts where the saver could add balances at any
time. Like the British system, purchasers could
receive one chance for every full multiple of, say,
$25 in the account by a specific date before a draw-
ing. Only amounts on deposit for the entire quarter
would be eligible to be counted when assigning the
number of chances an individual would receive for
each drawing.

In this vision of national PLS bonds, a drawing
would be held on a regular schedule, perhaps quarter-
ly, with winners receiving their prizes either through
acheck mailed to them or deposited on a special debit

card that could be mailed to them at the time of their
first win. Winners would also have the option of rein-
vesting their winnings to improve their chances of
winning a bigger prize in the next drawing.

To be attractive, experience suggests prizes
likely would have to include at least one attention-
grabbing major prize and a large number of smaller
incentive prizes designed to encourage savers to feel

“winners” and continue to participate. Initially, the
size of the big prize should probably be set at a spe-
cific amount. However, as more people participate
and the pool grew, the major prize could increase in
much the same way that conventional lottery prizes
depend on the size of the pool.

Proceeds from the sales of these bonds would be
deposited with the Treasury and invested in higher-
yield Treasury securities with an appropriate mar-
ket interest rate. A portion of the quarterly earnings
of this pool could go to the prizes, with the remain-
der perhaps going to pay a modest interest rate on
savings deposits. As a practical matter, the residual
interest rate could be set semi-annually, similar to
the I-Bond rate structure.

An unconventional feature of such an approach
is that it would create prize-linked accounts rather
than bonds that are paid off on a specific schedule.
There would be two reasons for this. First, most sav-
ing has been shown to be the result of a habit rath-
er than an impulse action. The structure outlined
encourages savers to develop good financial prac-
tices, while the large number of outlets would enable
them to save windfalls and also invest on impulse.
To the extent that there were concerns about the U.S.
Treasury competing with private financial insti-
tutions, a maximum limit could be imposed (as in
the U.K.) with larger accounts being rolled over to
another convenient depository, or the saver being
limited to a maximum number of chances regard-
less of account size. Perhaps working with neigh-
borhood-based institutions, new participants could
be encouraged to undertake short financial literacy
training sessions on such topics as budgeting.

Second, the account structure discussed would
encourage small savers to build an asset or to save
for a specific goal. Numerous studies have found that
building an asset, even of a comparatively small size,
changes behavior and the account owner’s outlook
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on the future. A federal PLS bond account would
also provide an opportunity to encourage small sav-
ers to develop good financial habits and start to build
an asset, similar to the themes used for traditional
U.S. savings bonds.

Conclusion

Building up savings, and a strong savings habit, is
crucial to a person’s chances of moving up the eco-
nomic ladder during his lifetime. So the spreading
absence of saving in lower-income and even many
moderate-income communities is a major obstacle
to achieving the American Dream for Americans
from these communities.

To strengthen economic opportunity in America
it is necessary to revive the habit of saving. While
financial education, readily available savings oppor-
tunities, and economic incentives are important to
achieving that goal, it is also important to add an ele-
ment of excitement to saving if it is to be appealing

to many Americans. Today, such excitement tends to
be limited to lotteries and games of chance that typi-
cally impoverish households and neighborhoods.

Prize-linked savings are a tested and intriguing
device to divert an impulse for a thrill into a device
that builds a positive habit and moves toward the
goal of economic opportunity and mobility. As such,
policymakers, financial institutions, social and busi-
ness entrepreneurs, and community organizations
should seriously examine steps to remove barriers
to this important financial instrument.
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