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What are we doing in this paper

 We are interested in the effects of financial education on risky financial decisions

 The relationship between education and decisions is often hard to discern from real-
time data

 We try to overcome this by gauging the effects of education from simulated
experiments on investment, insurance and mortgage tasks

 The target group are first year students at the University of Vaasa, who participate in a 
course on financial literacy
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Description of the intervention

 Since the academic year 2020-21, there has been two new orientating courses
available for the students of the University of Vaasa: on related to the management of 
personal finances, and the other university community (e.g. student rights and 
responsibilities)

 The former is our treatment, and the latter our control group

 The data come from 2021-22 academic year

 The courses were mandatory for first year business students
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Timing of the experiment
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Financial literacy course

 The course (like the parallel course) was organized completely online

 The course was equivalent to 1 credit (27.5 hours of estimated student work load)

 The topics:

 Budgeting and insurance

 Saving and investing

 Borrowing and housing

 Learning methods:

 Videos

 Assignments and exercises

 Games
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Experiment design

 Experiment was voluntary for the participants

 It was incentivized (5-20 euros); payment depended on task performance

 There was 4 tasks; one of them was randomly selected as the basis for compensation

 The experiment was run using the oTree platform

 Participants played the game remotely within a time window of one week
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Sample

 We had 189 students (out of over 400 attending the courses) who participated in the
experiments

 We focused on first year business students (who were not self-selected) and those
who had given research permission and completed the post-test: this reduced the
number of observations to 128
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Summary statistics of the sample
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Experiments

 Investment decision (Gneezy and Potters 1997 QJE)

 Insurance decision (Charness et al. 2020 JRU)

 Mortgage decision (Charness et al. 2020 JRU)

 Portfolio selection (Charness et al. 2020 JRU)
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Investment task

 Participants are given an endowment of 6 euros

 They may invest part or all of it

 The project is successful with probability p

 If the project is successful, the investor receives a payoff of 2.5 times the amount
invested + compensation for participation (max 15€ + 5€)

 If the project is unsuccessful, the investor receives only the compensation of 
participation (5€)

 Two rounds

 1: p = 0.5

 2: p = 0.1 (extreme risk)
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Investment decision: results

 Mean investment (st. dev.), treament
group: 3.23€ (1.62)

 Mean investment (st. dev.), control
group: 3.51€ (1.47)

 p-value in t-test= 0.28 (n.s.)
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Decisions in high-risk situation

 Mean investment (st. dev.), treament
group: 0.86€ (1.58)

 Mean investment (st. dev.), control
group: 1.08€ (1.18)

 p-value in t-test= 0.22 (n.s.)
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Regression results
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Insurance task

 Participants are given an endowment of 15€

 They face of 10% of losing this entirely

 Participants can buy insurance against this risk up to 5€

 If the loss occurs:

 Participants lose their money, but receive back three times the amount they insured

 If the loss does not occur:

 Participants keep their money minus any amount they insured

 In all cases, they can keep their compensation for participation
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Results: insurance task

 Mean insurance (st. dev.), treament
group: 2.16€ (1.94)

 Mean investment (st. dev.), control
group: 3.20€ (1.73)

 p-value in t-test= <0.001 (***)
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Regression results
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Mortgage task

 Participants take out a loan of 10€

 They pay this back in 10 years

 Participants receive an income of 2€ every year

 Their payoff is income minus interest payments

 They choose among one of the payment plans:

 Fixed interest of 8%

 Variable interest with mean of 7% and random component of +- 2%

 Variable interest with mean of 6% and random component of +-4%
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Mortgage choices

 The distribution of choices quite similar
between treatment and control groups

 Pearson Chi2 –test p: 0.87
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Mortgate choice: multinomial probit results

 Multinomial probit regressions do not
indicate any differences in the choice of 
the mortgage plan between treatment
and control groups
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Portfolio selection task

 Participants receive an income of 5€ and initial capital of 50€

 They are asked to allocate all of their capital into stocks and bonds

 All of stocks and bonds have initially the value of 1. They will have the following pay-
offs

 The bonds will produce a fixed return of 1% per of invested capital

 Stock B will yield a return of 0.12€ per 1€ of invested capital with a probability of 50% 
and -0.06€ per 1€ with p=50%

 Stock B will yield a return of 0.20€ per 1€ of invested capital with a probability of 50% 
and -0.10€ per 1€ with p=50%
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Expected values of portfolios, regressions
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Interpretation of results

 The results are somewhat mixed:

 The clearest results apply to insurance task, where the treatment group was less risk
averse than the control group

 However, in the investment task the treatment group was more risk averse

 In mortgage task and portfolio task, there were no clear differences between the
groups

 There are also other differences: gender (lower risk aversion by female students) is 
significant in insurance tasks and portfolio tasks, but not in investment and mortgage
tasks
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