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The growing importance of financial literacy 

Major changes that increase individualsô responsibility for 
their financial well-being 

ü Changes in the pension landscape 
 

ÅMore individual accounts and private pensions 
 

ü Changes in labor markets 
 

Å Divergence in wages ï skills are critical 
 

ü Changes in financial markets 
 

Å Greater complexity 

Å More opportunities to borrow & in large amounts 

 

A new economic landscape 



Increase in individual responsibility  

 

ü Individuals make many financial decisions 

Å Investment in education 

Å Financial security after retirement 

Å Investing in financial markets & other markets 
(buying a home, car, etc.) 

 

ü Not enough to look at asset side; liability 
side is equally important 
 

Å Increase in household debt 

Å Debt normally incurs higher interest rates than 

    what is earned on assets 
 

ü Financial decisions are complex 

Å Many more financial products than in the past 

More complex financial decisions 



A large amount of research in past 15 years 

 

 

1. How well-equipped are people to make financial 
decisions? 

2. Are there vulnerable groups? 

3. Does financial literacy matter? 

4. What can be done to promote financial literacy and 
financial decision-making? 

 

 

Some questions 



Measuring financial literacy 

1. ñSuppose you had $100 in a savings 
account and the interest rate was 2% per 
year.  After 5 years, how much do you think 
you would have in the account if you left the 
money to grow?ò 

2. ñImagine that the interest rate on your 
savings account was 1% per year and 
inflation was 2% per year. After 1 year, with 
the money in this account, would you be 
able to buyéò 

3. ñDo you think the following statement is true 
or false? Buying a single company stock 
usually provides a safer return than a stock 
mutual fund.ò 

Ç More than $102  
Ç Exactly $102 
Ç Less than $102  
Ç Donôt know 
Ç Refuse to answer 

 

Ç More than today   

Ç Exactly the same as today 

Ç Less than today 

Ç Don`t know 

Ç Refuse to answer 

 

Ç True 
Ç False 
Ç Don`t know 
Ç Refuse to answer 



Financial Literacy around the World 
 (FLat World) 

Evidence from 13 countries: 

 
 
 

×USA 

×The Netherlands 

×Germany 

×Italy 

×Russia 

×Sweden 

×New Zealand 

×Japan 

×Australia 

×France 

×Switzerland 

×Romania 

×Canada 



European Investment Bankôs Financial 
Literacy Programme 

Bringing together an international team 

The United States 

The Netherlands 

Switzerland 

Italy 

Sweden 

Germany 

Turkey 

Spain 

Portugal  

The Financial Literacy Programme connects 9 

countries and builds an international collaboration 

on financial education.  



Distribution of Responses to Financial Literacy Questions (%) 

NB: Only 30% correctly answer all 3 questions; less than half (46%) got 

the first two questions right. 

Responses 

Correct Incorrect DK Refuse 

Interest rate 65% 21% 13% 1% 

Inflation 64% 20% 14% 2% 

Risk diversif. 52% 13% 34% 1% 

How much do Americans know? 

Distribution of responses across the U.S. population 

(2009 National Financial Capability Survey) 



NB: Less than half (45%) correctly answer all 3 questions; 73% got the 

first two questions right. 

Responses 

Correct Incorrect DK Refuse 

Interest rate 85% 5% 9% 1% 

Inflation 77% 8% 14% 1% 

Risk diversif. 52% 13% 33% 2% 

How much do the Dutch know? 

Distribution of responses across the Dutch population 

(2010 DNB Household Survey) 



FLat World: Strikingly similar patterns 
across countries 

ü Financial illiteracy is widespread 

Å Less than half of the population in many 

countries can answer three basic financial 

literacy questions 

 

ü Risk diversification is most difficult 

concept 

Å The majority of individuals lack knowledge of 

concepts such as risk diversification and do 

not understand the relationship between risk 

and return 

Å Similar pattern of response across countries 

ÅPrevalence of ñdo not knowò answers 

Å Risk literacy matters for financial decisions 



Who are the vulnerable groups? 

ü Who knows the least? 

Å Those with low income/education, immigrants, 

those living in rural areas, the elderly, the young 

and women 

ü Women have lower financial literacy 

ÅNeed to look closer at the evidence 
 

ü The young have lower financial literacy 

ÅMost data sets have information on respondents age 

18 and older. New data is available for 15-year olds. 
 

 
 



Financial knowledge among women 

ü Very robust findings of large gender differences in financial knowledge 

üWomen are much more likely to say ñI do not knowò 
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Financial knowledge among the young 
Compared to other age groups, financial knowledge among the young is very low 

 

 

 

 

 

 

 

 

 

 

 

 

ÅNow we have 2012 PISA data on financial literacy that allows us 

to study financial literacy among high school students in 18 

different countries 
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New data for 15-year-olds around the 
world 

We have important new 

data 

ü2012 Programme for 

International Student 

Assessment (PISA) 

üMeasuring financial 

literacy among high 

school students 

 



Strong performance in  

financial literacy 

Low performance in  financial literacy 

Average performance 

of 15-year-olds in 

financial literacy 
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Some important findings 

ü A lot of the variation in financial literacy is 

explained by socio-economic background 

(parentôs income and education) 

ü We start unequal when it comes to financial 

literacy and inequality will only grow 

ü How to provide equality of opportunity early in 

life? 



Relationship between socio-economic status and financial 
literacy, mathematics, and reading performance 
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Why should we care? 

Á Financial knowledge can be linked to behavior: 

saving, borrowing, investing, and retirement planning 

Á Financial knowledge is linked to wealth inequality 

Á Our paper shows that 30-40% of wealth inequality can 

be attributed to financial knowledge 


