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On the Importance of Having
Money and Saving Some of It

Poor financial decision-making can have a
long-lasting impact on individuals and society.
Therefore it is perhaps not surprising that house-
holds’ incomes, savings, and debts are exten-
sively monitored by national and international
organizations. A recent survey of the
Organization for Economic Co-operation and
Development (OECD) showed that, in G20
countries, on average 22% of all respondents had
to borrow money to make ends meet in the previ-
ous year (OECD, 2017). Furthermore, 11.6 mil-
lion adults living in the UK are categorized as
struggling financially (Money Advice Service,
2016), whereas almost one in five Dutch house-
holds has debts that can be considered problem-
atic (Simonse, Wilmink, & Van der Werf, 2017).
These numbers indicate that even in countries
considered to be well-developed and wealthy,
many people fail to make ends meet and are at
risk of running into financial problems.

This should be a reason for concern, because
financial problems can cause stress, tensions
within families, domestic violence, poor physical
and psychological health, stigmatization, social
isolation, and even suicide (e.g., Chapman &
Freak, 2013; Drentea, 2000; Drentea & Lavrakas,
2000; Lane 2016). Moreover, the impact of finan-
cial problems reaches further than the individuals
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and families directly involved. For example, the
financial problems of households in the
Netherlands cost the Dutch society an estimated
10 billion euros a year. This amount includes,
among others, costs for debt assistance, benefit
payments, reduced work productivity, house
evictions, and childcare (Simonse et al., 2017).
Given the profound impact that financial prob-
lems have on individuals, their families, and soci-
ety as a whole, financial resilience (which
includes preventing problematic debts) and finan-
cial self-reliance are of utmost importance
(OECD, 2016; Simonse et al., 2017). People
should, for example, manage their money well on
a day-to-day basis: having a budget, keeping
records of expenses, and keeping up with pay-
ment and other financial commitments. Moreover,
they should engage in financial planning: making
provision for retirement, being aware of financial
risks and opportunities, and taking effective
actions to minimize the effects of financial risks,
such as taking out appropriate insurances or
putting sufficient money aside in savings (OECD,
2016). Research by the Consumer Financial
Protection Bureau of the USA (2017) underlines
the importance of “healthy” financial behavior,
such as sound financial planning. Their results
showed that saving money—thereby increasing
resilience to unexpected expenses—is one of the
strongest predictors of financial well-being.

Box 13.1 Question for Elaboration

Have you put aside sufficient money in
savings?

Although financial resilience and financial
self-reliance are crucial for financial well-being,
people struggle with making healthy financial
decisions. For example, often people do not man-
age to put sufficient money aside in savings in
order to be prepared for financial calamities. Why
is this the case? First, there might be financial
reasons. For example, people might simply need
all their money to make ends meet. Especially for
households with low (or even moderate) incomes,

M. M. B. van der Werf et al.

insufficient financial resources might drive low
saving rates. Some of these low-income house-
holds, however, do manage to save money,
whereas those with sufficient financial resources
sometimes fail to do so (e.g., Hayhoe, Cho,
DeVaney, Worthy, Kim, & Gorham, 2012).
Apparently, there is more to saving than having
the money for it. Indeed, other reasons for not
saving often are of a more psychological nature.
For example, saving money means sacrificing
immediate gratification for future financial well-
being, which, in turn, means overcoming a num-
ber of psychological hurdles. In the next section,
we will elaborate on several of these hurdles.

Why Saving Doesn’t Come Easy

A first psychological hurdle on the road to the piggy
bank is the optimism bias (Sharot, 2011). In gen-
eral, people are (too) “rosy” about their financial
future. For example, they tend to overestimate their
future income while underestimating their future
spending and expenses (Lewis & Van Venrooij,
1995; Norvilitis et al., 2006; Peetz & Buehler,
2009) and therefore fail to see the necessity of put-
ting money aside for future financial needs.

Definition Box

Optimism bias: The tendency to overesti-
mate the probability of positive events and
underestimate the probability of negative
events.

Even when people are more realistic about
their financial future and consider the risks they
might face, there is still no guarantee that they
will build a financial buffer in their savings
account. To do so would mean resisting the
temptation of spending money now in favor of
spending possibilities in the future, and this
requires self-control (Thaler & Shefrin, 1981;
see also Gieseler, Loschelder, & Friese, Chap. 1).
Many people, however, have “self-control issues.”
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And they know it, because they are perfectly
willing to use a commitment device to deal with
these issues (Rogers, Milkman, & Volpp, 2014;
Van der Swaluw et al., 2018). For example, to
preempt overspending, people cut up their credit
cards, literally freeze them in a container of
water, or sign up for savings accounts that charge
withdrawal penalties for early take-up (Ashraf,
Karlan, & Yin, 2016). And banks also know it.
Already in 1910, Dutch banks provided clients
with “saving canisters” that could only be
opened by the bank. Actually, people have been
outsourcing financial self-control to their envi-
ronments for centuries, as money boxes that had
to be broken before the valuables inside could
be spent date back to at least the fourteenth
century.

Definition Box

Self-control: The ability to regulate one’s
thoughts, emotions, and behavior in the
face of temptations and impulses.

Commitment device: A voluntary imposed
arrangement that restricts future behavior
to avoid temptations.

Another hurdle on the road to a fat piggy bank
is that saving money requires an intertemporal
choice—a trade-off between costs (e.g., forego-
ing current spending) and benefits (e.g., increased
savings) that occur at different points in time.
The problem with this is that immediate out-
comes are more valued than delayed ones
(Loewenstein & Elster, 1992). This present bias
can result in a spend-now-and-save-later attitude,
which surely will not fatten a piggy bank.

Definition Box

Present bias: The tendency to assign more
value to payoffs (e.g., money or goo ds)
that are closer to the present time when
considering trade-offs between two future
moments.
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Not only are present outcomes given more
weight than future ones; losses are also more heav-
ily weighted than gains (Kahneman & Tversky,
1979). It is even estimated that the psychological
pain of losses hurts roughly twice as much as gains
yield pleasure (Kahneman, Knetch, & Thaler,
1991). Because “losses loom larger than gains,”
people often show loss aversion, and this places
yet another hurdle on their road to the piggy bank.
Once people get used to a particular level of dis-
posable income, a gain in savings does not out-
weigh the loss in disposable income.

Definition Box

Loss aversion: People’s tendency to prefer
avoiding losses to acquiring equivalent
gains.

Thus, when it comes to saving money, there is
many a slip “twixt the cup and the lip.” The opti-
mism bias, self-control, the present bias, and loss
aversion are all psychological hurdles that can
withhold people from putting money aside in
savings. On a positive note, however, these biases
can also provide useful starting points for design-
ing interventions that steer people in the right
direction on the way to the piggy bank, as we
have seen when discussing commitment devices.
To illustrate this point further, we will next
address a “modern classic” in behavioral inter-
ventions: the Save More Tomorrow™ program.

Box 13.2 Question for Elaboration

What are your personal reasons for not sav-
ing (more) and how do these reasons relate
to the psychological hurdles described in
this chapter?

A SMarT Intervention

The Save More Tomorrow™ (SMarT) program is
an intervention designed by behavioral econo-
mists Richard Thaler and Shlomo Benartzi (2004)
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to help those (US) employees who wish to save
(more) money for retirement but lack the self-
control to act on this desire. The essence of SMarT
is that employees commit themselves in advance
to allocating a portion of their future pay raise
toward their retirement savings. The program has
four core elements: (1) employees are approached
about increasing their contribution to their retire-
ment savings plans; (2) if employees join, their
contribution is increased beginning with their first
salary after a raise; (3) their contribution contin-
ues to increase on each scheduled raise until it
reaches a preset maximum; and (4) employees
can opt out of the plan at any time.

Results of the first three implementations of
the program showed that, (1) 78% of the employ-
ees offered the plan joined, (2) 80% of those
enrolled in the plan remained in it, and (3) the
average saving rates for participating employees
increased from 3.5% to 13.6% over the course of
40 months (Thaler & Benartzi, 2004). These find-
ings clearly demonstrate that SMarT is highly
effective in making saving for retirement more
attractive and easier for employees who want to
save more.

SMarT works so well because it is built in a
way that bypasses several psychological hurdles
while exploiting people’s biases to create com-
mitment to the plan. To illustrate, employees are
asked to join the program well before a scheduled
pay raise. This means that an increase in their
contribution is not starting now but some consid-
erable time in the future, which makes joining the
program very attractive. Due to the optimism
bias, employees are more optimistic about their
ability to save in the future. In addition, employ-
ees are still able to enjoy the rewards of spending
and discount the costs of saving (e.g., less con-
sumption now) to the future. The program also
mitigates perceiving a reduction in income due to
saving as a loss in disposable income, because if
employees join, their contribution to the retire-
ment savings plan is increased beginning with
their first pay check after their salary increased.
By contributing a part of their pay raise, employ-
ees do not feel (as much) that they “lose”” money
when saving—actually, after each pay raise, they
can spend more while also saving more.

M. M. B. van der Werf et al.

Furthermore, their contribution continues to
increase on each scheduled pay raise until it
reaches a preset maximum, a feature that makes
employees’ status quo bias work to keep them in
the plan (Kahneman et al., 1991). Thus, by
accounting for people’s biased perceptions of
their present and future financial situation,
SMarT encourages employees to start saving (and
keep saving) for their retirement.

Definition Box

Status quo bias: People’s tendency, when
choosing among alternatives, toward stick-
ing with the status quo alternative—that is,
doing nothing or stick with their current or
previous decision.

Putting money aside in savings, however, is
much harder when it entails making more active
savings decisions rather than opting in or out of a
retirement savings plan. After all, such decisions
rely much more heavily on people’s self-control
capacity. In these situations, interventions target-
ing efficient goal progress monitoring might be
particularly effective as they guide people in
making the right behavioral adjustments at the
right time. In what follows, we will describe one
such intervention that was designed to aid Dutch
households to increase their savings. Before we
turn to the details of the intervention, we briefly
discuss its theoretical basis.

Box 13.3 Question for Elaboration

If your friend wants to save more, what
would you advise her?

Setting a Saving Goal: Let’s Be More
Specific

The road to a fat piggy bank is paved with good
intentions. Many people want to save. Yet, their
good intentions are often not followed up by the
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necessary actions. The devil might also here be in
the details. Research suggests that something
may change for the better when a goal is formu-
lated in specific terms (Locke & Latham, 1990;
Oettingen, Pak, & Schnetter, 2001). A specific
goal provides concrete guidelines for attaining the
goal and therefore facilitates appropriate actions
for successful goal attainment. Moreover, a spe-
cific goal can act as a schema for making the most
use of the available information (Ashford &
Cummings, 1983). Saving €15,000 for a new car
provides a concrete standard against which the
current state of affairs can be compared and on
which appropriate follow-up actions can be
planned. Without a specific goal, for example,
when saving for a rainy day, it is hard to know
exactly what to aim for, and clear action guide-
lines for goal attainment are lacking (Sheeran &
Webb, 2011; Triandis, 1980).

Setting a specific goal, however, is by no means
a guarantee that the set goal will be attained.
Several scholars have pointed out that goal prog-
ress monitoring is an important aspect of success-
ful goal attainment (e.g., Carver & Scheier, 1982;
Locke & Latham, 1990, 2002; Powers, 1973).
Attaining a goal requires, in addition to setting a
specific goal and planning needed actions, notic-
ing discrepancies between the goal and the current
state of affairs and being able to “fix” discrepan-
cies (see also Keller, Bieleke, & Gollwitzer,
Chap. 2). Whereas setting a specific goal merely
involves adopting a standard for performance, the
real work is probably in monitoring goal prog-
ress—periodically evaluating progress in relation
to the set standard and closing the gap accordingly.
Without such progress monitoring, it becomes
impossible to identify discrepancies and, for
example, knowing when it is necessary to exercise
(more) self-control. A recent meta-analysis
showed that health interventions focusing on goal
progress monitoring are effective in attaining a
health goal (Harkin et al., 2016). In the context of
saving, this would mean that monitoring progress
toward a saving goal, for example, by checking a
savings account regularly, might facilitate success-
fully attaining a saving goal.

Goal progress monitoring, however, is not
always a pleasant activity. Progress can be slower

than anticipated and this might hinder continuous
and adequate monitoring. To prevent potentially
disheartening feedback, people might want to
“bury their heads in the sand” and avoid relevant
information on their goal progress (Webb,
Chang, & Benn, 2013). In the next section, we
will describe a behavioral intervention that was
designed, using a goal progress monitoring
framework, to help people attain a specific saving
goal (Van der Werf, Van Dijk, Van der Schors,
Wilderjans, & Van Dillen, 2019).

An Intervention Based on Goal
Progress Monitoring

When saving for a specific goal, goal progress
monitoring can be done in at least two ways. First,
monitoring can be done by people themselves, for
example, by checking their bank accounts regu-
larly and keeping good track of savings. In the
current digital day and age, a quick glimpse on
one’s accounts should be sufficient to establish
how much money has been saved already. As easy
as this may sound, one still has to make an active
decision to engage in monitoring progress toward
a saving goal. Especially, when progress is
expected to be less than hoped for, people might
decide against it and avoid goal progress monitor-
ing as a result.

A second way of goal progress monitoring—
one that circumvents the hiatus described above—
is “outsourcing” it to an external party. Banks or
other financial organizations could help their cus-
tomers by explicitly informing them of their
progress toward a saving goal (e.g., via e-mail,
SMS, or in-app messages).

To test whether such outsourcing is effective
in helping people to attain their saving goal, we
recruited participants via the website of the
National Institute for Family Information
(Nibud).! This resulted in over 400 people regis-
tering voluntarily for participation in the study.

'The National Institute of Family Finance Information
(Nibud) is a well-known and respected independent foun-
dation in the Netherlands and gives advice to households
about all kinds of financial matters (www.nibud.nl).
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Table 13.1 Messages in Feedback condition

Extensive feedback condition

the feedback and extensive Dear [name]

Dear [name]

feedback condition

You saved €[amount saved]

You saved €[amount saved], only

Your saving goal is €[saving goal]

€[discrepancy with saving goal] to go

Kind regards, Nibud

Your saving goal is €[saving goal]

Kind regards, Nibud

RARERE

Fig. 13.1 Illustration in the extensive feedback condition indicating a goal progress of 65%

Table 13.2 Percentage of goal attainment per period for the three conditions

Month July August September October November February
Condition

Feedback 0% —19% —36% —24% —10% +26%
Extensive feedback 0% +19% —18% -9% —21% +43%
Control 0% —16% —43% —20% —15% —23%

At the start of the study (July 2016), participants
indicated their current savings and their saving
goal for the period of the study (July-November
2016), and were randomly assigned to the
reminder condition, the extensive feedback con-
dition, or the control condition.

During the study, we assessed participants’
progress toward their saving goal four times
through online questionnaires (in August,
September, October, and November 2016). In
addition to these questionnaires, participants in
the feedback condition received feedback via
e-mail messages three times (in August,
September, and October 2016) about the amount
they had saved so far, and they were reminded
about their saving goal. Participants in the exten-
sive feedback condition received, in addition to
this feedback, information about how much they
still needed to save to attain their saving goal (see
Table 13.1) and a visual illustration of their goal
progress. Participants in the control condition did
not receive any additional information via e-mail
messages.

The goal progress illustration in the extensive
feedback condition consisted of one row of ten
“moneybags”—each representing 10% progress
in attaining their saving goal—and participants’
progress was made visual by the number of
moneybags that were colored (see Fig. 13.1).

We added this visual illustration for two reasons.
First, we argued that it would help information
processing and therefore facilitate goal progress
monitoring better (Cheema & Bagchi, 2011).
Second, we argued that dividing a larger end goal
into smaller subgoals would result in the experi-
ence of short-term successes on the road to a
(longer-term) end goal and this might increase
motivation and self-efficacy (e.g., Locke &
Latham, 2002; but see Cheema & Bagchi, 2011).
We expected that the intervention in both
feedback conditions would facilitate goal prog-
ress monitoring and therefore would be effective
in helping participants to attain their saving goal.
Moreover, for the reasons explained above, we
expected that the intervention in the extensive
feedback condition would be most effective.
How did our participants do? And more
important, was our intervention effective in help-
ing them to attain their saving goal? Overall, par-
ticipants did not seem to show progress toward
their saving goal. After 5 months, they attained,
on average, minus 15% (!) of their saving goal
(see Table 13.2).2 Yes, you read that correctly:

*Results showed that the mean of minus 15% had a stan-
dard deviation of 341%, indicating large individual differ-
ences in goal progress. Half of the participants had a goal
progress of plus 50% or less.
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on average, participants actually had less savings
at the end of the study in comparison to the
beginning of our study. One reason for this find-
ing might be the time period in which the study
was conducted. In May, many people in the
Netherlands receive a holiday allowance (about
8% of their yearly income). Participants might
have temporarily put aside this extra money in
savings until they use it for their holiday expenses,
usually in July or August. This might explain the
decreases in savings we observed during these
periods and, in our view, also illustrates the opti-
mism bias. When setting their saving goal in July,
participants most likely were aware of their
upcoming holiday expenses, but they clearly
underestimated how much they would spend in
these periods.

More interesting, however, is whether our
goal progress intervention was -effective in
increasing the progress. The results of our
analyses,® however, did not show a statistically
significant difference in goal progress between
the three conditions, for the period July to
November 2016. To examine whether the lack of
statistically significant differences in goal prog-
ress between the three conditions could be due to
the relatively short duration of our study, we
decided to add an additional post-intervention
assessment of goal progress. Three months after
our initial study was completed, we invited those
participants who filled out all five questionnaires
during the intervention for a follow-up assess-
ment, and 261 completed this in February 2017
(note that participants did not receive feedback
via e-mail messages in the period from November
to February). Our analyses of this 3 months’
follow-up showed that participants in the exten-
sive feedback condition had attained more of
their initial saving goal than those in the control

*We used multilevel modelling to examine the change in
percentage of goal attainment over time. This technique
can deal with the hierarchical nature of the data (i.e., mea-
surements nested within participants). Condition and the
interaction between condition and time were our indepen-
dent variables. Age, gender, household income, and expe-
rienced financial scarcity were added to the model as
covariates (results concerning these covariates are dis-
cussed in Van der Werf et al., 2019).

condition (see Table 1.2), a difference that was
marginally statistically significant (p = 0.058).
There was a similar pattern, although not statisti-
cally significant, for participants in the feedback
condition.

In sum, testing our intervention based on goal
progress monitoring did not yield clear evidence
for its effectiveness in helping people to attain
their saving goal. Although results of our study
did not show a statistically significant short-term
effect, we did find a marginal statistically signifi-
cant effect of the extensive feedback condition on
a longer term. In hindsight, we can only speculate
why we obtained the results we did. A first reason
why we found little or no differences between
our three conditions might concern the partici-
pants included in the study. Remember that they
voluntarily signed up for a study on saving. This
might have led to a selection of participants who,
at the start of the study, were already motivated to
put money aside in savings. It could well be that
our intervention has little added value for (more)
motivated savers as they might already monitor
their savings themselves. If our participants were
already motivated to save, this did not increase
their savings from July to November. Actually,
on average, their savings decreased during this
period. More research is needed to test whether
our intervention is (more) effective when using
other samples of participants and perhaps other
periods of the year.

A second reason why the intervention was less
effective than expected might be that participants
in the control condition were also steered toward
goal progress monitoring. Although these partici-
pants were not provided with additional informa-
tion via e-mail messages, they did receive monthly
questionnaires to indicate their savings. Hence,
participants in the control condition were attend-
ing to their savings at least once a month, which
might have already facilitated goal progress moni-
toring. This could have reduced the (intended) dif-
ference between the control and intervention
conditions and makes it harder to detect the effec-
tiveness of our intervention. Future research is
needed to test this possibility. One possibility is to
conduct an intervention study in collaboration
with a bank or another organization that has
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access to savings data, which makes it unnecessary
to work with questionnaires.

The above two reasons shed some light on why
the intervention was not effective during the first 5
months of the study. The findings, however, did
suggest that, after 8 months, participants in the
extensive feedback condition were more success-
ful at attaining their saving goal. It should again be
noted that this result only approached statistical
significance and more research is needed to make
a stronger argument, but it does raise the question
why extensive feedback could be (more) effective
on a longer term. Again, we can only speculate on
the reasons why. One possibility is related to the
goal gradient effect, that is, an increase in motiva-
tion to attain a goal when the goal nears comple-
tion (Hull, 1934). It could be that the visual
illustration (“moneybags”) of goal progress makes
participants experience coming closer and closer
to their saving goal, which might have increased
their commitment to the goal and their motivation
to attain it. Consequently, it could be that, when
after 5 months the e-mail messages with explicit
feedback on their goal progress stopped, they con-
tinued saving for a longer period than participants
in the other two conditions. To test this possibility,
more research is also needed.

Conclusion

Putting money aside in savings does not come
easy for people. Next to overcoming the neces-
sary financial constraints, it requires jumping
several psychological hurdles, such as the opti-
mism bias, self-control, the present bias, loss
aversion, and goal progress monitoring, and
therefore people could need some help on the
road to the piggy bank. Behavioral interventions
using insights from social psychology and behav-
ioral economics can provide useful assistance in
steering people into the right direction. The pos-
sibilities for assistance are many, and designing,
testing, and, subsequently, implementing (effec-
tive) financial interventions will not only result in
increased retirement savings or a €15,000 car but
will also help people to become more financially
resilient and self-reliant and thereby contributing
to happier and more fulfilling lives.

M. M. B. van der Werf et al.

Summary

» People often find it difficult to put money
aside in savings. This is, at least partly,
because they perceive their financial
future too optimistically, lack sufficient
self-control, overvalue immediate out-
comes, and weigh losses more heavily

than gains.
* Inthe USA, where saving for retirement
is not obligatory, the Save More

Tomorrow™ (SMarT) program is a
highly effective intervention for increas-
ing employees’ contribution to their
retirement savings plans.

e The crux of SMarT is that it bypasses
several psychological hurdles (e.g., the
optimism bias, self-control, and loss
aversion) and exploits others (e.g., the
status quo bias) in order to increase sav-
ings for retirement.

e Testing an intervention based on goal
progress monitoring did not yield clear
evidence for its effectiveness in helping
people to attain their saving goal. The
results of this study, however, hinted at
the possibility of a longer-term effect.
Until more research is conducted, the
jury is still out.
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Guiding Answers to Questions
in the Chapter

1. Q (With Box 13.1): Have you put aside suffi-
cient money in savings?
A: How much savings are sufficient is depen-
dent upon your personal situation, and there
are online tools available that will give you a
personal advice (e.g., see the Money Advice
Service’s website). Nibud advises to hold also
a financial buffer in your savings account to
make sure that you can pay unexpected, larger,
and necessary expenses directly without hav-
ing to take out a loan of adjust your lifestyle.
To start building a financial buffer, Nibud rec-
ommends to put aside, each month, 10% of
your income in savings until you reach your
advised buffer.

2. Q (With Box 13.2): What are your personal
reasons for not saving (more) and how do
these reasons relate to the psychological hur-
dles described in this chapter?

A: Reasons such as “At the moment, I don’t
necessarily need savings” or “I’ll save more
when I’m older and earn more money” are
related to the optimism bias. A reason such as
“At the start of the month, I always want to
save some money, but by the end I just spend
it all” is related to self-control. Whereas rea-
sons such as “I really need my money more
now than in the future” or “It would mean
missing out on a lot of fun things when I have
to cut my spending in order to save” are related
to the present bias and loss aversion.

3. Q (With Box 13.3): If your friend wants to
save more, what would you advise her?

A: There are a few “smart” ways of putting
money aside in savings without feeling it so

much directly. For example, transfer automati-
cally, each month, a set amount to your sav-
ings account (via your online or mobile
banking); transfer additional income (e.g.,
holiday allowance, 13th month salary, or a
financial windfall) to your savings account
before you spend (some of) it; save with a spe-
cific goal in mind; put (part of) your savings
on an account that is not connected to mobile
banking—this makes it more difficult to trans-
fer money in your savings account (back) to
your checking account.
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