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Disclaimer

The views expressed in the slides are those of the presenter only
and should not be attributed to the Bank of Italy or the
Eurosystem.



Agenda

• Motivation & research questions

• The data

• Italian micro-firms’ financial literacy and digital competences

• The role of financial literacy to foster digitalization

• The role of financial literacy in helping firms to face the
pandemic crisis

• Additional and future research (the quest for causality)



Micro-enterprises (less than 10 employees): share of
enterprises



Micro-enterprises (less than 10 employees): share of value
added



Micro-enterprises (less than 10 employees): share of
employees



Share of employees in micro-enterprises in 2015
(manufacturing only)



Financial, digital competences and micro-firms

• Financial and digital skills have increasingly turned into
critical factors for business of all sizes

• For micro-entrepreneurs these competences may even be key
to the survival of their business (especially after unexpected
shocks)

• Despite the importance of the topic, little evidence is available
about micro-firms (mainly due to the low data availability for
such firms); most of the available analyses are based on case
studies, small samples, self-reported measures of financial
literacy



Financial, digital competences and micro-firms (cont.)

• On average, financial literacy improves managerial financial
practices, firm profitability, firm capability to access external
finance (Bruhn and Zia, 2011; Siekei et al, 2013; Dahmen and
Rodriguez, 2014; Drexler et al., 2014; Eniola and Entbang,
2017; Alperovych et al, 2020; Atandi, 2021; Hussain et al,
2018)

• Access to digital technologies improves micro-firm
performance; the capability to adopt ICT is highly
heterogeneous across firms

• Financial literacy and digital skills affects entrepreneurial entry
too and not just firm performance (Oggero et al, 2019)



This paper

1 Describes the level of financial literacy and digital
competences of micro-firms in a developed country, such as
Italy (for the first time)

2 Investigates the role of financial literacy as a driver for
digitalization during the pandemic

3 Investigates the role of financial literacy when firms have to
face unexpected shocks, such as that caused by the pandemic



The data: OECD/INFE 2021 Survey

• About 2,000 non financial firms with less than 10 employees.
The survey was part of a larger initiative promoted by the G20
Italy Presidency 2021. It was undertaken in collaboration with
OECD/INFE and involved nine G20 (Brazil, China, France,
Germany, Italy, Mexico, Russia, Saudi Arabia and Turkey) and
five non-G20 members (Georgia, the Netherlands, Peru,
Portugal, Spain).

• Specific section of the questionnaire focuses on the impact of
the Covid-19 pandemic



The data: measuring financial literacy

• In line with the existing OECD/INFE (2018) definition,
financial literacy is measured as a combination of financial
knowledge, attitudes and behaviors

• In particular,
• The financial knowledge (FK) score is computed as the

number of correct responses to 5 financial knowledge questions
• The financial behavior (FB) score is computed as the number

of “financially savvy” behaviors, assessed using 9 questions
• The financial atitudes (FA) score is computed as the number

of “financially savvy” attitudes, assessed using 3 questions



The data: measuring financial literacy (cont.)



The data: measuring financial literacy (cont.)

FLweighted−score = FKscore

#FKquestions
+ FBscore

#FBquestions
+ FAscore

#FAquestions



Financial literacy and firm characteristics (cont.)

Financial literacy (weighted score)



The data: measuring digitalization

• We consider the following digital activities
• opening a bank account completely online
• signing a financing contract (e.g. a bank loan) completely

online
• signing an insurance contract completely online
• having a dedicated website to showcase the products or

services of the business
• having a dedicated website to sell the products or services of

the business.

• We devise two alternative proxies of digitalization measured in
the pre-pandemic situation:

• a digital score, ranging from 0 to 5, displaying to the number
of digital activities performed by the firms before the pandemic

• a binary indicator of digitalization, equal to one for firms with
a digitalization score above the median, and zero otherwise



The data: measuring digitalization (cont.)

Digitalization score (0-5)



The data: measuring digitalization (cont.)

Digitalization score (dummy)



Two directions of research

1 Relationship between financial literacy and firm digitalization
during the pandemic

2 Relationship between financial literacy and firm ability to cope
with the pandemic shock



Financial literacy & the consequences of the pandemic

Share of firms that experienced a decrease of liquidity, prof-
its, employment and an overall negative impact of the pandemic (%)



Financial literacy & the consequences of the pandemic
(cont.)

• We estimate the correlation between FL and the impact of the
shock on several outcomes, controlling for firm characteristics:

Yi = α+ βFLi + Xikγ + Pikδ + ǫi

where Y is a dummy equal to 1 if profits (liquidity, number of
employees) decreased during the pandemic and 0 otherwise



Financial literacy & the consequences of the pandemic
(cont.)



Financial literacy & the consequences of the pandemic:
channels

• We investigate some possible channels behind the previous
results:

• On a theoretical ground, firms with larger financial
competences should have a more balanced financial and cost
structures. Arguably these factors could have played a role in
building their ex-ante resiliency to the crisis.

• Secondly, more financially literate firms might have more
easily obtained emergency external finance, or accessed aid
measures devised by the national government.



Financial literacy & the consequences of the pandemic:
channels (cont.)

Share of firms that used government measures to support firms’
financial conditions and strategies put in place by firms facing a

liquidity shortage (%)



Financial literacy & the consequences of the pandemic:
channels (cont.)



The quest for causality (work in progress)

• We reach identification by means of instrumental variable.
Sources of exogeneity:

• Shock on supply of financial services

• positive effect of financial experience on financia literacy
(Frijns ed al, 2014); own financial literacy influenced by that of
peers or reference groups (Bucher-Koenen and Lusardi, 2011;
Fornero and Monticone, 2011; Jappelli and Padula, 2013;
Klapper et al., 2013; Klapper and Panos, 2011; van Rooij et
al., 2011)

• Closeness to economics faculties



Conclusions

• Given the relevance of micro-firms, the empowerment of their
financial competences contribute to economic growth,
financial stability

• We exploit a new survey, allowing for the first time to
investigate financial and digital skills of Italian
micro-entrepreneurs

• We investigate whether these skills helped the micro-firms to
deal with the pandemic shock; we find a significant correlation
between microentrepreneurs FL and firm resilience during the
pandemic

• We highlight a positive relationship between financial literacy
and the transition to more digitalized business activities



Thank you!

alessio.dignazio@bancaditalia.it



Financial literacy & digitalization during the pandemic

• On a theoretical ground, the role of financial literacy in
fostering digitalization is largely associated to the increasing
expansion of digital financial services and products (DFS) (see
Lyons and Kass-Hanna, 2021). Indeed, greater financial
competencies allow entrepreneurs to evaluate (and take
advantage of) the opportunities offered by DFS; greater usage
of DFS requires, in turn, larger investments in digitalization.

• We estimate the following

Yi = α+ βFLi + Xikγ + Pikδ + ǫi

where Y is a dummy equal to 1 if the firm increased its
involvement in digital activities during the pandemic and 0
otherwise



Financial literacy & digitalization during the pandemic



Financial literacy & digitalization during the pandemic
(robustness)

Two (alternative) robustness exercises

1 We devise a digitalization score given by the difference
between the number of digital activities that the firm engaged
in during the pandemic and the number of activities she
engaged in before

2 We focus on those firms that did not engage in any digital
activity before the pandemic; we devise a dependent variable
taking value 1 if during the pandemic the firm engaged in at
least one digital activity and 0 otherwise



Financial literacy & digitalization during the pandemic
(robustness)



Financial literacy and firm characteristics

Financial literacy by level of education and gender



Financial literacy and firm characteristics (cont.)

Financial literacy by firm size and gender



Financial literacy and firm characteristics (cont.)

Financial literacy by sector of economic activity
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