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Financial Literacy

1992 “The ability to make informed judgements and 
to make effective decisions regarding the use 
and management of money”
(Noctor, Stoney and Stradling 1992)

ability

2000 “The ability to read, analyse, manage and 
communicate about the personal financial 
conditions that affect material wellbeing”
(Vitt et al. 2000)

ability

2001 “Financial literacy is a basic knowledge that 
people need in order to survive in a modern 
society” (Kim 2001)

knowledge

2001 “Financial literacy is the ability to interpret, 
communicate, compute, develop independent 
judgement, and take actions resulting from those 
processes in order to thrive in our complex 
financial world” (Danes and Habermann 2007 )

ability

2007 “Financial literacy is the ability to use knowledge 
and skills to manage financial resources 
effectively for a lifetime of financial well-being”
(US FLEC 2007, Jump$tart Coalition 2007 )

ability knowledge

2010 “Financial literacy consists of both knowledge 
and application (ability) of human capital specific 
to personal finance” (Huston 2010)

2010 “Financial literacy is a measure of the degree to 
which one understand key financial concepts 
(knowledge) and possesses the ability and 
confidence to manage personal finances through 
appropriate, short-term decision-making and 
sound, long-range financial planning, while 
mindful of life events and changing economic 
conditions” (Remund 2010)

ability

ability

knowledge

knowledge

Knowledge Abilityand

Financia Literacy
Definitions
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Arrondel, Debbich, Savignac (2012)

4

-Financial Stress

-Stock market participation

Van Rooij, Lusardi and Alessie (2011)

-Credit cards
Kenner et all. (2001)
Grable and Bagweel (2003) D'Ambrosio (2003)

-Pension Planning

Lyons and Hunt (2003)

-Asset Allocation
Agnew (2004)

Clark et al. (2004)
Lusardi (2004)Jones (2005)
Lusardi and Mitchell (2006, 2008)Lyons (2007)

-Bankruptcy
Thorne and Porter (2007)

-Use of Internet banking
Servon and Kaestner (2008)

-Overindebtdness
Lusardi and Tufano (2009)

Robb and Sharpe (2009) Behrman et al. (2010)

-Subprime mortgage 
deliquency

Gerardi et al. (2010)

Yoong (2010)

Almenberg and Säve-Söderberg (2011)Robb (2011)

Financial Behavior

Financial Literacy
Knowledge Abilityand

Financia Literacy
The Relevance
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“Financial Literacy matters when we try to 
explain financial behaviors”

Financia Literacy
The Relevance
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“Most of the time Financial Literacy is 
assessed by a small number of items”

“…five questions that explore numerical skills and the 
understanding of basic concepts, such as inflation, interest 

rates, compound interest, and the time value of money."

“the basic literacy index is calculated from a factor 
analysis based on five simple questions."

"...following the benchmark questions proposed by Lusardi and 
Mitchell (2011c) and additional questions on financial culture. We 

restrict our analysis to three questions."

"respondents are asked five questions...These questions cover 
respondents' ability to perform simple calculations, understand how 

compound interest works, and understand inflation."

"Financial knowledge is measured using six questions dealing with 
general financial practices."

Financia Literacy
The Assessment
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Financial Literacy
Knowledge Abilityand

Question Options

Suppose 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?

More than $102 (correct answer)

Exactly $102

Less than $102

Don't know

Prefer not to say

Compound interest

Compound 
interest Inflation Bond pricing Mortgage Diversification

2004

Financia Literacy
The Assessment
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Inflation

Question Options

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

More than today

Exactly the same

Less than today (correct answer)

Prefer not to say

Financial Literacy
Knowledge Abilityand

Compound 
interest Inflation Bond pricing Mortgage Diversification

2004

Financia Literacy
The Assessment
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Bond pricing

Question Options

If interest rates rise, what 
will typically happen to 
bond prices?

They will rise 
They will fall (correct answer)

They will stay the same

There is no relationship between bond prices 
and the interest rate

Don't know 

Prefer not to say 

Financial Literacy
Knowledge Abilityand

Compound 
interest Inflation Bond pricing Mortgage Diversification

2004

Financia Literacy
The Assessment



10

Mortgage

Question Options

A 15-year mortgage typically requires 
higher monthly payments than a 30-year 
mortgage, but the total interest paid over 
the life of the loan will be less.

True (correct answer)
False

Don’t know

Prefer not to say

Financial Literacy
Knowledge Abilityand

Compound 
interest Inflation Bond pricing Mortgage Diversification

2004

Financia Literacy
The Assessment
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Diversification

Question Options

Buying a single company's 
stock usually provides a safer 
return than a stock mutual fund.

True
False (correct answer)

Don’t know

Prefer not to say

Financial Literacy
Knowledge Abilityand

Compound 
interest Inflation Bond pricing Mortgage Diversification

2004

Financia Literacy
The Assessment
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Financial Literacy
Knowledge Abilityand

+ + + +

=
(correct answer = 1)
(… zero otherwise )

(correct answer = 1)
(… zero otherwise )

(correct answer = 1)
(… zero otherwise )

(correct answer = 1)
(… zero otherwise )

(correct answer = 1)
(… zero otherwise )

Financial Knowledge Index 
…as sum of correct answers

Moore (2003)

Agnew and Szkyman (2005)

Sabri et al. (2008)

Robb and Sharpe (2009) Gerardi, Goette, and Meier (2010)

Range [0;5]

0

1

0

1

0

1

0

1

0

1

Financia Literacy
The Assessment
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Financial Literacy
Knowledge Abilityand

Are all the answers rights? Yes =1, No = 0
Dummy var [0;1]

…and… …and… …and… …and…

Almenberg and Säve-Söderberg (2011) Lusardi and Mitchell (2011)

Financia Literacy
The Assessment
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Financial Literacy
Knowledge Abilityand

+ + + +

=

(correct answer = 1)
(… zero otherwise )

(correct answer = 1)
(… zero otherwise )

(correct answer = 1)
(… zero otherwise )

(correct answer = 1)
(… zero otherwise )

(correct answer = 1)
(… zero otherwise )

Financial Knowledge Index as sum of correct 
answers… weighted by their difficulty

× × × × ×
0 100%

Lusardi, Mitchell, and Curto (2012)

0 100% 0 100% 0 100% 0 100%

Financia Literacy
The Assessment
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“The magnitude of the Financial Literacy influence 
on financial behaviors is not always very big”

Financia Literacy
The Assessment
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“The magnitude of the Financial Literacy influence 
on financial behaviors is not always very big”

Financia Literacy
The Assessment
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“The magnitude of the Financial Literacy influence 
on financial behaviors is not always very big”

Financia Literacy
The Assessment
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Is Financial Literacy “weak”? 

Is the way we measure Financial Literacy “weak”?

or

Not enough info?
(lack of items)

Not the right info?
(too basic questions)

So…

Financia Literacy
The Assessment



19

The Data

Compound Interest

Inflation

Mortgage

Diversification

Bond pricing

Bank account

Payments

Saving and Investments

Loan and Debts

Retirement and Planning

1 2 3 4 5

1 2 3 4 5

1 2 3 4 5

1 2 3 4 5

1 2 3 4 5

1 2 3 4 5

1 2 3 4 5

1 2 3 4 5

1 2 3 4 5

1 2 3 4 5

Consumer Finance Research Center
+ +Financial Literacy Financial BehaviorsSocio-Demo profile
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The Data

Compound Interest
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11 Lusardi-Mitchell
(range 0-5)
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The Data

Compound Interest

Inflation

Mortgage

Diversification

Bond pricing

Bank account

Payments

Saving and Investments

Loan and Debts

Retirement and Planning

1 2 3 4 5

1 2 3 4 5

1 2 3 4 5

1 2 3 4 5

1 2 3 4 5

1 2 3 4 5

1 2 3 4 5

1 2 3 4 5

1 2 3 4 5

1 2 3 4 5

Consumer Finance Research Center
+ +Financial Literacy Financial BehaviorsSocio-Demo profile

11 Lusardi-Mitchell

All

5 specific

(range 0-5)

(range 0-5)

(range 0-50)



23
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Financial Literacy in Europe
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The case of the UK
Financial Literacy in Europe
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The case of Germany
Financial Literacy in Europe
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The case of France
Financial Literacy in Europe
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The case of Italy
Financial Literacy in Europe
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The case of Sweden
Financial Literacy in Europe
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The case of Spain
Financial Literacy in Europe
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Conclusions

1

2

Financial Literacy is in average low

Investment related topics are the most critical areas

3
Bank accounts and Payments tools show top scores

(Germany 49%, Italy 47%, the UK 43%, France and Sweden 39%)

(Bond: Italy 26%, Germany 24%, France 19%, the UK 19%, Sweden 16%)
(Stock: Italy 36%, Germany 34%; Sweden 25%, the UK 24%, France 20%)

(Bank Account: Italy 74%, Germany 72%; France 66%, Sweden 66%, the UK 64%)
(Payment tools: the UK 69%, Germany 67%; Italy 62%, Sweden 58%, France 52%)

4 The “Gender gap”
Females know on average less than males (…with few exceptions)
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