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Executive summary
When people think of fnancial preparedness for retirement, they often
refer to the dollar amount they have saved in their retirement accounts.
However, the concept of fnancial preparedness for retirement can also
include non-fnancial factors, such as people’s attitudes towards saving for
retirement (i.e., degree of importance, relevance) and their behaviours
in learning more about different types of retirement accounts and more
about how to save and how to determine how much to save (i.e.,
talking to fnancial professionals, attending seminars). To gain further
insight into the connection between the attitudinal and behavioural
aspects of this preparation process, The BMO Wealth Institute conducted
a Study1 in collaboration with an international academic Research team2
that demonstrated a substantial relationship between people’s level of
involvement (i.e., attitude) in their personal retirement savings decisions
and their fnancial preparation for retirement (i.e., behaviours). This
suggests that if messages about retirement planning are to be meaningful,
they should contain elements that people are likely to perceive as
personally relevant and important. In other words, people need be able
to relate to these messages at a personal level. The Study also illustrated
that time remaining to retirement, and not age, is a key indicator of an
individual’s fnancial preparedness for retirement.
The Study indicates that young adults under the age of 35 are the least
prepared, based on an analysis that considered attitudes and behaviours as
key measurements for fnancial preparedness for retirement. These fndings
can be helpful to the younger generations as common wisdom states that
the earlier people start to save for retirement, the greater the potential
that they will achieve future fnancial security. Strengthening efforts
at improving their fnancial education can go a long way to modifying
attitudes and behaviours so that their level of involvement may increase
suffciently to drive positive information-seeking behaviour and lead them
to take action.
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Introduction
As people approach retirement, the question of whether they are
fnancially prepared becomes top of mind. Questions regarding fnancial
suffciency may be raised by several trends, such as employers moving
away from offering traditional defned-beneft pension plans and certain
government pension benefts being decreased and delayed. These
trends serve to shift the responsibility to individuals to save for their own
retirement. In addition, some may still be struggling to rebuild retirement
funds depleted by the fnancial crisis.
This article seeks to help answer the question of “what constitutes fnancial
preparedness for retirement?” Financial preparedness for retirement may
best be viewed as a set of behaviours that lead to improved fnancial
planning for retirement. People may overlook emotional and behavioural
factors that play an integral part in the retirement planning process.
Instead, they are often consumed by the numbers and the amount of
money they have to save in various accounts – which is actually the fnal
step in a complex process. For example, booking a fight and a hotel is
usually the fnal step in the process of planning a vacation. This fnal step
is typically preceded by a thorough planning process, which may begin
with feeling excited about the prospect of a vacation or trip, visualizing the
destination, activities and pleasure to be derived from the trip, and setting
an approximate travel date. These represent emotional or attitudinal
thought processes. That may be followed by an attempt to learn more
about the trip and the destination, by gathering information on the Internet
and at bookstores, or by consulting a travel agent, and then actively saving
for the trip. All of these are key behaviours that bring one closer to actually
taking action (the fnal step of booking a fight and hotel).
To help adequately prepare for retirement, a similar behavioural
preparation process ought to occur. First, a person may need to be excited
about the prospects of retiring to become motivated to seek information
and advice, and fnally to take action to save for retirement. The fnal
step usually involves choosing to save in a personal retirement savings
account, an employer retirement savings program, or both. The stronger
the attitudes and behaviours are before taking the actual step of saving in
retirement accounts, the greater the likelihood that the chosen fnancial
action will help ensure a comfortable future retirement. This means that
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attitudes and behaviours can be strong predictors of fnancial preparedness
for retirement, and the earlier these can be shaped, the better prepared
Canadians can be for retirement. As a result, the focus on retirement
planning could usefully be broadened from the traditional focus on dollars
and cents in accounts to an approach that includes individuals’ attitudes
and behaviours.
To gain further insight into the connection between attitudinal and
behavioural aspects of this preparation process, The BMO Wealth
Institute conducted a Study3 of Canadians 18 and older in collaboration
with an international academic Research team4 who analyzed people’s
level of involvement5 (i.e., attitudes towards saving for retirement) in
fnancial preparation for retirement decisions and its effect on behaviour.
The Research team considered whether there is a signifcant positive
relationship between involvement (i.e., degree of perceived personal
relevance, excitement, necessity and importance) and fnancial preparation
for retirement (i.e., collecting information, attending seminars, thinking
about how much money needs to be saved and for how long and setting
a retirement date) using a Financial Preparedness for Retirement Scale
(FPRS)6 and determining an FPRS score7. This analysis measured fnancial
preparedness based on people’s combined responses to a series of
questions about their retirement planning attitudes and behaviours. No
single response to a question about a particular thought or action was
considered reliable enough on its own to determine preparedness. The
results revealed a substantial positive relationship between involvement
and fnancial preparation for retirement.
This paper is a summary of the fndings of the Research using the FPRS
score as a measurement of fnancial preparedness for retirement and of the
fndings of the Study based on responses to individual survey questions.
Key fndings:
Time remaining to retirement and education matter most
The Research tested whether moderating variables such as age, education,
income, number of dependents, planned retirement age and years to
retirement had an infuence on involvement in fnancial preparation for
Canadians. Somewhat surprisingly, the more researched factors, such as
age and gender, were not signifcantly related to FPRS when compared
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with other variables. For example, gender differences are present, but
when the income variable is considered, there is no difference in the FPRS
scores of men and women who are in same income tax bracket. Instead,
the Research revealed that the FPRS score is best explained by years to
retirement and education, which appear to be the two key drivers of
retirement preparedness.
Not surprisingly, the closer people are to their target retirement date, the
more likely they are to be prepared for retirement. However, the Research
indicates that the key indicator is the time remaining to retirement, not
the actual age of the individual. For example, in certain cases, it may be
possible for a younger person to actually have less time before his or
her desired retirement age than an older person (i.e., a 40-year-old who
desires to retire at the age of 50, and therefore has ten years left before
retirement, compared with a 50-year-old who aims to retire at the age
of 65, and therefore has 15 years left). Nevertheless, as expected, the
Research based on attitudes and behaviours concluded that the youngest
generation of adults is the least prepared for retirement, because in all
probability, their retirement date is the furthest away. Interestingly, the
Study fndings suggest that young adults under the age of 35 may be
overly optimistic, since as many as 41 per cent expect to retire early
(i.e., before age 60).
In addition to the time remaining until the target retirement date,
the Research revealed that a person’s level of education was another
indicator of fnancial preparedness for retirement. It was found that higher
levels of education can greatly infuence people’s motivation and
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involvement in taking a more active role in planning their retirement by,
for example, attending seminars or consulting fnancial planners, which are
behaviours that increase basic fnancial education and empower people
to make sound fnancial decisions and take action accordingly. This is why
improving the fnancial literacy of all Canadians is so important, and it
may also explain why government and fnancial institutions have taken an
active role in advocating the promotion of fnancial literacy through diverse
national campaigns and initiatives.
The fact that younger adults are the least prepared, however, should not
be overlooked. Logically speaking, the earlier individuals start to save for
retirement, the greater the potential for ensuring future fnancial security,
thanks to the benefts of tax-sheltered compound growth over a longer
period of time. Increasing younger people’s fnancial preparedness for
retirement can help them take positive action to surmount challenging and
complex fnancial realities now and in the future.
However, motivating young adults to change their attitudes and behaviours
is no easy task. Because young adults do not feel the same sense of
urgency as older people who are closer to retirement, motivating them to
take a more active role in preparing for retirement will require a special
approach. Rather than taking the traditional dollars-and-cents approach,
which often begins and ends with the action of saving money in a
retirement account, perhaps it is time to shift towards modifying people’s
attitudes and behaviours about retirement. After all, the Research fnds
that these are the two most critical aspects that predict a person’s fnancial
preparedness for retirement. This challenging task depends, frst, on
understanding young adults’ current attitudes and behaviours regarding
retirement planning.
The majority of young adults feel that retirement planning
is important: This is a good start
Although the Study found that young adults aged 18 to 34 were less
involved and engaged in retirement planning than older boomers, as
confrmed by their relatively lower scores, the good news is that a large
majority of young adults do, in fact, fnd retirement planning to be relevant
(75 per cent) and important (82 per cent). In fact, the Study found that
a little over half (52 per cent) are saving in an RRSP, and 36 per cent are
saving in a TFSA. This is a good start.
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Behaviours and actions fall short
One of the reasons that young adults produced the lowest scores is that
they do not consistently score high on all the individual attitude questions.
For example, our Study revealed that only one out of ten (10 per cent)
young adults thought “a lot” about how much they will need to save for
retirement. While it is diffcult for anyone to accurately predict exactly how
much they need to save for retirement, this is a critical starting point that
requires visualization before an appropriate savings plan can be established.
Understandably, everyone’s goals are different (i.e., travelling and golf
would mean higher expenses, requiring more savings than a less active
retirement) and can change over time (i.e., income level and household
debt changes that affect the fnancial situation), requiring the savings
strategy to be reviewed regularly and adjusted along the way. Given the
Study’s fnding that young adults have relatively low levels of involvement
when it comes to retirement savings, it is not surprising that the majority
do not engage in the behaviour of thinking about how much they will
require. This suggests that to modify their behaviour (determining how
much they need to save), a primary focus could frst be on increasing
young adults’ level of involvement, rather than focusing their attention on
visualizing how they would like to spend their retirement and the savings
that it may require.
Also, while almost one quarter (23 per cent) of boomers over the age of 55
“thought a lot” about how long they might be retired for, only a negligible
fve per cent of young adults demonstrate this same behaviour. As discussed
earlier, the retirement planning process involves certain attitudes that cause
people to think “a lot” about their retirement and lead them to go through
the step of visualizing it. In the absence of visualizing one’s retirement, it
is impossible to accurately forecast the amount of money that might be
required, and for how long. Not knowing these details may be an indication
that a person does not have a strong attitude towards retirement.
Perhaps another reason why young adults are scoring relatively low
on fnancial preparedness for retirement is that the extent to which
their overall involvement (i.e., attitudes) translates into corresponding
behaviours falls short, compared with older adults. For example, the
Study found that older adults are more involved than young adults, and
their higher level of involvement translates into greater engagement
7
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in behaviours such as gathering information on retirement planning,
attending seminars and consulting others on retirement planning and,
fnally, taking action (i.e., saving in retirement accounts).
Indeed, the Study found that when young adults seek information on
retirement planning, they tend to speak about it with family and friends,
and generally in passing only. In contrast, boomers, tend to consult
fnancial professionals (41 per cent of boomers 55 and older, compared
with 17 per cent of young adults under age 35). This may explain why so
few young adults have thought about how much money they might need
in retirement. Their families and friends are not likely to have the tools
and knowledge fnancial professionals use to perform complex fnancial
forecasting calculations. Not surprisingly, our Study found that only 38
per cent of younger adults under age 35 took action following speaking
with others about retirement planning, as compared with 64 per cent of
individuals ages 35 and older.

Of the majority (76%) of young adults
ages 18-34 who discussed retirement planning
with someone, few spoke with financial
professionals; most spoke about it in passing
only and with family or friends.
Only in passing
With family or friends
With a financial
planning professional

23%

40%

37%

Another activity considered was attending seminars. Although our Study
found that in general only a few individuals attend retirement planning
seminars, these events seem to have the greatest impact on motivating
young adults to take action. Indeed, although only 19 per cent of those
under 35 (vs. 43 per cent of those 55+) attended a retirement planning
seminar, as many as 63 per cent of young adults under 35 years of age
took action (while 67 per cent of those 45+ took action). Perhaps the
impressive seminar success rate is because the education is provided
by a fnancial professional instead of family or friends. If so, fnancial
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professionals clearly have the ability to positively change attitudes and
behaviours in young adults.
In summary, individual behaviours that demonstrate a high degree
of involvement (i.e., attitudes) in the process of learning about retirement
planning are important drivers of fnancial preparedness for retirement.
However, it is important to remember that only a combined set of
attitudes and behaviours about a series of thoughts and actions can help
predict a person’s fnancial preparedness; no single attitude or behaviour
refecting a particular thought or action on its own is a determinant of
fnancial preparedness. When it comes attitudes and behaviours related to
preparation for retirement, young adults are clearly behind older boomers
by a wide margin.
Today’s unique challenges
There are various underlying causes for young adults’ poor attitudes and
behaviours in connection with retirement. Aside from retirement appearing
as though an eternity away, this group faces certain realities that may
hinder their progress on this emotional, non-fnancial front. Compared to
previous generations, there are potentially greater odds stacked against
young adults’ ability to establish themselves fnancially in today’s post–
economic recession era. Contributing factors may include higher student
debt, a longer job hunt and lower real wages. This could potentially
translate into years of lost lifetime income, which could place young adults
at a signifcant risk of not saving enough for retirement. In fact, our Study
revealed that almost a third (27 per cent) of individuals ages 18 to 34 have
not saved at all for retirement, whether through personal savings vehicles
such as registered retirement savings plans (RRSPs) or through workplace
pension plans. Although the Study found that two-thirds are saving for
retirement, this activity may not be adequate, considering this cohort’s low
score on attitude and behaviours. Since the majority do not spend “a lot” of
time thinking about retirement or determining how much they might need
to save, fnancial preparedness for retirement is left to chance.
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Are you actively saving for retirement?
Personal contributions

52%

(i.e., RRSP)

Other savings

36%

(i.e., TFSA, non-registered accounts)

Company pension
plan membership

31%
27%

Not saving at all
Don't know

4%

A fragile global market, signifcant portfolio declines and the persistent
volatility that started in 2008 may be the cause of heavy scepticism and
hesitation about investing their “newly earned money.” Home ownership
is largely on hold, as the Canadian housing rally has made home
ownership more expensive for today’s younger generation than it was for
their parents.8 Prices have risen nearly twice as fast as income in the past
decade,9 which helps to explain why half of boomers believe their children
will struggle to afford a home.10 The combined effect of mounting student
debt, underemployment, low wages and unaffordable housing may help
to explain why so many young adults have no choice but to live with their
parents, and why many are postponing life’s milestones, such as marriage
and having children.11 In fact, 51 per cent of young adults 20 to 29 years
old are living with their parents.12 Finally, it is diffcult to picture retirement
when one is young; perhaps one of the most challenging impediments
to motivating young adults is to change their attitudes and behaviours so
that they become more involved and engaged in their retirement planning
and accepting diffcult economic trade-offs.
How to infuence young adults’ attitudes and behaviours
If, as the Study found, young adults tend to count more on family and
friends for retirement planning advice than on fnancial professionals, then
parents or other infuential adults can play a signifcant role in modifying
their attitudes and behaviours regarding retirement. Educating young
adults through practical, hands-on money management, such as budgeting
or differentiating between necessary and discretionary spending, may
help to instill good fnancial management habits that may begin shaping
positive attitudes and behaviours about money. Once these attitudes and
behaviours are ingrained in the everyday “earning, spending and savings”
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decisions, it may be far easier for a young adult to successfully advance
to the more distant and vague retirement planning process. Clearly,
retirement planning is a journey rather than a destination.
Role-modelling healthy spending and savings discipline
The power of role-modelling cannot be underestimated. One way of
demonstrating good fnancial management habits is to have parents make
regular contributions to a child’s registered education savings plan (RESP),
which can also help avoid or reduce future student debt. Parents can involve
their children early in the process, perhaps in their early teens, by showing
them RESP statements and teaching them about the power of compound
growth, and how regular savings and a sound investment strategy can
contribute to achieving a specifc goal (i.e., their future education).
Unfortunately, not enough Canadians are saving for their children’s
education using an RESP. Getting an RESP can often be the frst step in
saving for a child’s education. It is also the only way that low-income
families can receive the Canada Learning Bond, which provides up to
$2,000 without any parental contributions. However, almost 900,000
children across Canada who would be eligible are not receiving it, and
many families are not aware that the Bond exists.13
Avoid bailouts
Another way for parents to help educate their adult children about
money management is to engage them in general fnancial management
while they are still living at home. Teaching those important budgeting
skills today can go a long way in modifying their children’s attitudes and
behaviours in connection with retirement planning.
Unfortunately, many parents continue to bail out their children. In fact,
according to a recent U.S. Study, parents spend 10 per cent of their annual
income to support their adult children, regardless of their income level.14
Meanwhile, a BMO survey revealed that only a small majority of parents
are confdent in their children’s ability to manage their inheritances.15
Perhaps parents who feel guilty about withholding support could consider
investing the “rent” money from their adult child in a special account
earmarked for their child, and make it a gift at a later date. If parents still
feel guilty, remember the advice we are given when fying: Apply your
own oxygen mask frst!
11
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Education through professional fnancial advice
As the Research demonstrates, fnancial literacy is a key factor in
empowering individuals to make sound fnancial decisions. Making more of
an attempt to educate the younger generation about saving for their future
fnancial security can play an important role in strengthening their current
attitudes and behaviours regarding retirement planning. There are several
ways to achieve this. Parents and other infuential adults can provide them
with written material on the non-fnancial considerations of retirement
planning, encourage them to attend seminars or webinars on retirement
planning, talk to them about saving in a TFSA or RRSP account and provide
assistance with investment decisions. Educating young adults about the
“pay yourself frst” strategy (i.e., directing a portion of pay to be
automatically deposited to a retirement account) may be the simplest way
to help them establish sound fnancial management habits early in life.
However, talking to family and friends can only go so far. Therefore, it is
important to consider introducing young adults to fnancial professionals
who can provide personalized one-on-one guidance that will further shape
and solidify the attitudes and behaviours that will help them prepare
successfully for retirement.
Speak their language and connect their way
Finally, it is important to remember that to a young adult, retirement likely
seems too far away to worry about. Consequently, conversations may want
to keep the use of the word “retirement” to a minimum, and replace it
with “building wealth” for “today” and for “tomorrow.” The goal is to help
make retirement planning more real, vivid and relevant. Demystifying
myths about money being “locked in” until retirement may also help to
make the retirement savings process a little more relevant to a younger
person. For example, young adults are often unaware that it may be
possible to save for retirement while also having the fexibility to withdraw
the assets to fund a much shorter-term goal, such as the purchase of a
home or continuing education (subject to certain terms and conditions).
Clarifying common misconceptions about how to save for retirement may
help to make retirement seem more appealing, thus improving an attitude.
Increasingly, discussions of these matters may need to take place using the
younger generation’s preferred channels of communication, such as social
networking websites and smartphones.
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Conclusion
Considering Canada’s aging population and concerns about changes to
employer and government pensions, the future fnancial security of
Canadians depends on today’s young adults’ fnancial knowledge and their
involvement in saving for their own retirement. Judging by the low fnancial
preparedness scores found by the Research, their future prosperity may be
currently at risk. It is important to help this younger generation – and soon,
as it is clear that the earlier they start to save for retirement, the more
fnancial security they are likely to have in the long run. Demonstrating
more involvement in preparing fnancially for retirement may encourage
young adults to take positive action, despite the challenging and complex
fnancial realities they face today and in the future.
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