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WHAT DO WE KNOW ABOUT FINANCIAL LITERACY?
A LITERATURE REVIEW
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Abstract

This article provides a literature review about the dilemma of financial literacy.
The individuals and families’ financial decision process is getting more vital in
recent years. Given the increasingly risky and globalized markets, the actual
context of global financial crisis and the continuous increasing in the complexity of
financial products and services, individuals must be able to make well-informed
and correct decisions. Consequently, higher levels of financial knowledge
contribute to more extensive economic growth and development. However, it has
been shown that, in global terms, the financial literacy present low values, which
suggest the need of financial educational programs in the schools curricula. There
is also evidence of a positive relationship between financial literacy and investment
decisions, as well as retirement programs. Studies conducted to date suggest that
there are socioeconomic conditions that influence the financial knowledge, attitudes
and behaviours, such as age, gender, work experience, income and education level.
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FiINANSAL BiLGI HAKKINDA NE BiLiYORUZ?
BiR LITERATUR TARAMASI

Ozet

Bu makale finansal okuma ikilemi hakkinda bir literatiir taramasi sunmaktadur.
Bireylerin ve ailelerin finansal karar alma siiregleri son yularda daha hayati bir
hale gelmistir. Giderek daha kiiresellesen ve riskli hale gelen pazarlar goz éniine
almdiginda, kiiresel finans krizinin giincel baglami ve finansal iiriin ve hizmetlerin
gittikce karmasik hale gelmesi, bireylerin iyi bilgilendirilmis olmasini ve dogru
kararlar vermesini zorunlu hale getirmektedir. Sonu¢ olarak, daha yiiksek
diizeylerdeki finansal bilgi birikimi daha kapsamli ekonomik biiyiimeye ve
kalkinmaya katki saglamaktadir. Bununla birlikte, genel olarak finansal okumadaki
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zayiflik, okul miifredatlarinda finansal egitim programlarina ihtiya¢ duyuldugunu
gostermistir. Finansal okumayla hem yatirim kararlari hem de emeklilik
programlart arasinda olumlu bir iliski olduguna iliskin kanitlar da vardwr. Bugiine
kadar yapilan ¢alismalar, yas, cinsiyet, is tecriibesi, gelir ve egitim diizeyi gibi
sosyoekonomik kosullarin finansal bilgi, tutum ve davranislar: etkiledigini ortaya
koymaktadir.

Anahtar Kelimeler: Finansal Okuma, Finansal Davranis, Kisisel Finansman

Introduction

Financial literacy is the ability to understand matters of financial nature,
consisting in the set of skills and knowledge that allows an individual to make
informed and effective decisions through their understanding of finances. It is
associated with the set of attitudes that are relevant for the financial decision-
making, behavior and knowledge. These decisions include when to save, when to
spend, managing a budget, choosing the right financial products and willingness to
address other events, such as financing children’s education and planning for
retirement. The higher the financial literacy, the higher the benefit for people
because it helps them making better financial decisions and gives them more
control over their money. Consequently, it improves the economy performance.
More financially literate contribute to broader economic growth and development
(Kefela, 2010). However, Mak and Braspenning (2012) argue that consumers
generally do not have a sufficient level of financial literacy in order to enable them
to make informed and rational decisions, concluding that behavioral biases have a
distorting influence on consumer decision-making.

This subject has highlighted the importance in the actual context of global
financial crisis as well as in the increasing complexity of financial products and
services. It intensifies the asymmetry of information between financial institutions
and costumers, which justifies the need to acquire competences concerning
financial issues, as well as be informed about the increasing complexity and
diversity of financial products. It is needed to promote citizens savings and avoid
families’ over-indebtedness. Being financially literate is a lifelong process. With the
constant and quick changes in personal and economic circumstances, individuals
need new knowledge and skills to manage successfully their finances (Szpringer,
2007).

The constant innovation in the financial market, the increasing complexity of
information and the different needs of investors according to their age, require all
investors to be familiar with matters of financial nature, including young people,
considered a public-priority target. Young people becomes a more attractive
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consumer segment in the economy worldwide (Altintas, 2011). According to Chen
and Volpe (1998), young adults need to have the basic knowledge and skills to
make important personal financial decisions.

The lack of financial capability can impact not only young people, but also
family life (Jorgensen and Savla, 2010). Some possible reasons for family burden
and financial difficulties are the increasing number of consumer debt and
bankruptcies (Lyons and Hunt, 2003) and a loss of savings and investments for
retirement (Grable and Joo, 1998).

So far, the empirical evidence notes that there is a systematic lack of personal
finance education in the education system. Jorgensen and Savla (2010) suggest that
educators could offer financial seminars and workshops to teach both financial
literacy and how parents can increase their ability to discuss, teach, and model
financial principles to their children, especially to families with lower income.

However, these education programs involve costs. Willis (2008) contends that
the costs of financial education programs outweigh potential benefits. In contrast,
other studies support a relationship between financial education, financial literacy
and positive financial outcomes (Fox et al., 2005; Lusardi 2003). These mixed
results may indicate that not all financial education programs are equally effective,
that factors other than financial literacy contribute to financial distress or both.
Literature on the cause and effect relationship between financial education and
financial literacy is particularly limited (Huston, 2010). Oehler and Werner (2008)
carried out an evaluation in England and in Germany, concluding that financial
education in the form of advice and training can be effective in the sense of
inducing behavioral change.

The remainder of the paper is organized as follows. Section 2 presents the
literature review, providing an overview of the main theoretical frameworks about
financial literacy as well as the main empirical studies done in this domain. Section
3 presents the main conclusions.

1. Literature Review

Most of the researches in the related literature were generally focused on four
main points: 1) measuring financial literacy level; 2) valuing the impacts of
financial literacy on financial behaviors and attitudes; 3) assessing special
characteristics’ that widely influence financial literacy level; and 4) evaluating the
effectiveness of curriculum in schools or educational programs (Altintas, 2011). In
addition, some of the studies focus in particular segments, such as young people
and low income individuals, or in particular phenomenon, namely the relationship
between financial literacy and retirement planning.
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1.1. The financial literacy among teenagers and young adults

A vast group of researchers have analyzed the financial literacy among
teenagers and young adults (Chen and Volpe, 1998, 2002; Beal and Delpachitra,
2003; Clarke et al., 2005; Allen et al., 2007; Johnson and Sherradden, 2007,
Sherraden et al., 2007; Jorgensen and Savla, 2010; Altintas, 2011).

Research undertaken worldwide, particularly in the US and in the UK has
reached to the similar conclusion that young people report poor financial literacy
skills (Hoare, 2003; Mandell, 2008).

Poor financial choices could have a number of negative consequences for young
people. Financially illiterate graduates might be subject to various financial or
judicial enforcements, such as bankruptcy, mortgage crises or financial frauds. In
order to protect young adults from the costly consequences of financial illiteracy,
the evaluation of financial literacy must be analyzed for transforming them into
financially knowledgeable individuals by the help of financial education (Altintas,
2011).

Chen and Volpe (1998) analyzed the relationship between financial literacy and
students’ characteristics as well as the impacts of financial literacy on students’
opinions and decisions among college students. Their results suggest that students
in the lower class ranks, younger, with little work experience and female present
lower levels of financial knowledge. The authors conclude that college students
present low level of financial knowledge, which limits their ability to make
informed financial decisions, which is consistent with the results of Beal and
Delpachitra (2003), for a group of student population of a regional Australian
university.

Sheradden et al. (2007) examined a college saving program for public
elementary school children, called the “I can save” and conclude that teachers,
children, and their families are passionate about the saving program, which taught
significant financial education.

Tomasskova et al. (2011) conducted a survey to 170 university students in the
Czech Republic. The authors conclude that students do not have a comprehensive
overview of the basic relations on the financial market, suggesting the introduction
of a financial literacy subject on the students’ curricula.

Although the relative low level of financial knowledge, Kindle (2010) found
that American students have a moderate receptivity to financial education.
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1.2. The influence of gender on the level of financial literacy among
teenagers and young adults

In the context of the research papers based on teenagers and young adults’
samples, several studies analyzed the influence of gender on the level of financial
knowledge. However, the evidence is not consensual. Although a vast number of
empirical studies suggest that gender is a significant variable impacting on the level
of financial literacy (Chen and Volpe, 2002; Al-Tamimi and Kalli, 2009;
Almenberg and Siave-Soderbergh, 2011; Fornero and Monticone, 2011; Lusardi and
Mitchell, 2011b), others find no relationship between the two variables (Wagland
and Taylor, 2009; Jorgensen and Savla, 2010; Altintas, 2011; Bucher-Koenen and
Lusardi, 2011).

Chen and Volpe (2002) surveyed a group of about 1,800 college students in
order to investigate the gender differences in personal financial literacy, concluding
that women generally have less knowledge about personal finance topics as well as
education. In general, women have less enthusiasm and confidence in personal
finance. One possible reason can be related to the weight of finance in their
curriculum, since the evidence shoes that women rate English and humanity courses
more important, and men rate mathematics and science. In addition, the results
show that, for both men and women, experience could have a significant impact on
financial literacy.

Wagland and Taylor (2009) explored the gender difference and its impact on the
level of financial literacy among Australian undergraduate business students at the
University of Western Sydney. Globally, the findings show that gender is not a
significant factor influencing the financial literacy level among Australian students,
which contradicts the conclusions obtained by Chen and Volpe (1998, 2002),
among others. Indeed, it is interesting to note that some responses indicate women
to be somewhat more financial literate than men. Altintas (2011) find similar
results, in a sample of Turkish individuals.

Bucher-Koenen and Lusardi (2011) examine the financial literacy in Germany,
finding no gender disparity in financial knowledge in East Germany.

1.3. The influence of parents on the level of financial literacy young people

Moreover, some studies found evidence of an influence of parents on young
people financial knowledge, attitudes and behaviors, such as Clarke et al. (2005),
Allen et al. (2007), Jorgensen and Savla (2010) and Altintas (2011).

Jorgensen and Savla (2010) study the parental influence on the financial literacy
of young adults, based on a sample consisting of 420 college students. The authors
find that perceived parental influence did not have an effect on financial
knowledge, had a direct and significant influence on financial attitude, and had an
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indirect and moderately significant influence on financial behavior. Globally, these
conclusions are in accordance with the ones of Clarke et al. (2005). In addition,
they conclude that many parents do not teach their children financial knowledge.
The evidence that gender did not influence the financial knowledge is contrary to
previous evidence (e.g., Borden ef al., 2008) that found male students had more
financial knowledge than female students, but meets the results of other studies
(eg., Wagland and Taylor, 2009). Consistent with Allen et al. (2007) results,
Jorgensen and Savla find that both explicit and implicit reported learning increased
students’ financial attitudes and behaviors. This study, like previous ones, finds that
many young adults have inadequate financial knowledge, attitudes, and behaviors.

Based on a survey carried out in the Turkish university students, Altintas (2011)
evaluates the university students’ financial literacy level and discloses the main
characteristics that influence their financial literacy. Results show that university
students do not have adequate knowledge on personal finance and financial
management, suggesting that they need to improve their financial literacy in order
to protect their financial security at the medium and long run. In addition, the
results show that the main factors affecting the personal financial literacy of
university students are class rank, age, family’s income level, and students’
discussion potential with their parents about financial subjects. However, he finds
no evidence of gender influencing financial literacy, which contradicts the results of
Chen and Volpe (1998, 2002), Lusardi and Mitchell (2011b) and Fornero and
Monticone (2011), among others, but is in agreement with the results of Wagland
and Taylor (2009), Jorgensen and Savla (2010) and Bucher-Koenen and Lusardi
(2011).

1.4. The financial literacy of low-income people

In recent years, other empirical research focused on low-income people
(Atkinson ef al., 2007; Buckland, 2010).

Atkinson et al. (2007) conducted a survey directed to about 5,000 UK adults,
from 2006 to 2007. They develop an index for financial literacy and found that,
globally, lower income respondents fell in the middle or bottom levels of financial
literacy.

Buckland (2010) have interviewed and surveyed a group of low-income
Canadian adults. The results show evidence of financial literacy among low-income
respondents. They learned to cope with strict budgets, used diversified activities to
raise their income, constrained their credit, and were fairly knowledgeable about
relevant government programs and banking services. The author concludes that
financial literacy varies across socioeconomic groups and their neighborhoods,
namely because of the adult learning that occurs within a local context.
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1.5. The relationship between financial literacy and investment decisions

Some studies have been focused on the relationship between financial literacy
and investment decisions in the context of adult people (e.g., Al-Tamimi and Kalli,
2009; Van Rooij et al., 2011b).

The Comissio do Mercado de Valores Mobiliarios' (CMVM) devote special
attention to financial literacy in Portugal. In this context, CMVM (2009) has
conducted a survey of about 15,000 families residing in Portugal, in the period
between January and April of 2009, concluding that in global terms, the financial
knowledge of Portuguese residents is quite low. Particularly, their results show that
Portuguese families have a low participation in the securities market. In addition,
the findings suggest that some socioeconomic factors are determinant for the
participation of Portuguese families in the securities market. It finds that men,
household income, education level and higher-skilled occupations have a positive
relationship with the probability of investing in the financial markets.

Al-Tamimi and Kalli (2009) have focused on the United Arab Emirates
investors. Globally, they find that financial literacy is far from the desired level and
that female have a lower level of financial literacy then male. In addition, the
authors find a significant relationship between financial knowledge and investment
decisions, being religious reasons, firms’ reputation, firms’ ethics and
diversification purposes the major influencing factors.

Van Rooij et al. (2011b) analyzed the relationship between households’
financial literacy and its stock market participation in the context of the
Netherlands, finding that those with low financial literacy are much less likely to
invest in the stock market. In line with this conclusion, Calvet et al. (2007) reported
that low-education and low-wealth investors are likely to hold poorly diversified
portfolios, which is consistent with the results of Christelis et al. (2010) and Van
Rooij et al. (2011b), who find that more financially literate individuals tend to
include stocks in their portfolios because they better understand the principle of risk
diversification.

Klapper et al. (2012) study the consequences of greater financial literacy on the
use of financial products and financial planning in Russia. Financial literacy is
positively related to participation in financial markets and negatively related to the
use of informal sources of borrowing.

Carpentier and Suret (2012) administered a survey to 1,814 Canadian investors
who manage their own stock portfolios, in order to estimate the level of investors’
knowledge and rationality, concluding that their knowledge scores are generally

! Portuguese Committee on Securities Market.
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mediocre. The authors find that investors are generally unaware of gaps in their
financial knowledge. However, they indirectly recognize these gaps by expecting to
achieve returns below than or equal to those of the market index.

In addition, there is evidence showing that higher financial literacy investors
invest in lower cost funds (Hastings et al., 2010; Hastings and Mitchell, 2011) and
that investment performance declines with advanced age (Korniotis and Kumar,
2011).

1.6. The relationship between financial literacy and retirement planning

Another approach developed in the last years is the study of the relationship
between financial literacy and pension plans (Almenberg and Séve-Séderbergh,
2011; Bucher-Koenen and Lusardi, 2011; Crossan et al., 2011; Fornero and
Monticone, 2011; Lusardi and Mitchell, 2011a, 2011b; Van Rooij et al., 2011a).

Bucher-Koenen and Lusardi (2011), Fornero and Monticone (2011), Lusardi
and Mitchell (2011a, 2011b) and Van Rooij et al. (2011a) find that households who
are more financially knowledgeable are more likely to plan for retirement,
concluding that there is a positive and strong relationship between financial
knowledge and retirement planning, in the context of Germany, Italy, United States
and Netherlands, respectively. According to the evidence founded in the previous
empirical research, Lusardi and Mitchell (2011a) found that, around the world,
financial literacy is critical to retirement security.

In contrast, Almenberg and Sidve-Soderbergh (2011), not controlling for
demographic variables and Crossan et al. (2011) find that financial literacy is not
related with retirement planning, respectively in Sweden and New Zealand.

Planning has also been associated with higher wealth even among the better
educated people (Ameriks ef al., 2003) and it is also of interest for the young and
middle aged (Lusardi and Mitchell, 2009).

Power et al. (2011) tried to determine the level of graduating business finance
students’ retirement knowledge, motivation to save for retirement, and relationship
between financial education and financial literacy before and after taking a senior-
level Personal Risk Management and Insurance (PRMI) course. They find that
many individuals have limited knowledge regarding financial issues and are ill
prepared to make sound financial choices. In particular, business students were
more financially literate than non-business students and business students’
familiarity with retirement plans and personal level of readiness to make retirement
planning decisions improved significantly after taking the principles class, which
suggests that there is a curricula deficiency in business education in the area of
financial and retirement literacy. The results support the findings of Jennings et al.
(2003) that communication and benefits value interact in complex ways and that
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student who have a greater benefits (retirement) understanding may need less
communication. In addition, the results are in accordance with the findings of
previous studies that showed gender differences exist in the area of retirement
planning and level of financial knowledge (Chen and Volpe, 1998, 2002; Al-
Tamimi and Kalli, 2009; Almenberg and Save-Soderbergh, 2011; Fornero and
Monticone, 2011; Lusardi and Mitchell; 2011b, among others), but in contrast with
the results of Wagland and Taylor (2009), Jorgensen and Savla (2010), Altintas
(2011) and Bucher-Koenen and Lusardi (2011), who find that gender is not a
significant factor influencing the financial literacy level. Power ef al. (2011) stated
that their findings provide support for including financial literacy as a general
education requirement at colleges and universities.

1.7. The socioeconomic conditions influence on the financial literacy

Several studies find evidence those other factors, such as socioeconomic
conditions influence the financial knowledge, attitudes and behaviors (Chen and
Volpe, 1998; Xiao et al., 2006, Mendes and Abreu, 2006; Buckland, 2010;
Almenberg and Sédve-Soderbergh, 2011; Bucher-Koenen and Lusardi, 2011;
Fornero and Monticone, 2011; Lusardi and Mitchell, 2011b).

In the Portuguese context, several studies were carried out. Mendes and Abreu
(2006) analyzed the financial literacy level of Portuguese investors, surveying about
1,200 investors. The results show that the financial literacy of Portuguese individual
investors is low, which is consistent with the results of Benavente (1996) and the
results of a study carry out by Banco Espirito Santo (BES, 2006). The authors
conclude that the academic degree and the financial knowledge have a significant
impact on the individual financial decisions. This evidence justifies the need for
efforts development by the regulatory authorities and private organizations to
increase the disclosure of financial information as well as the promotion and
development of financial education programs for investors.

Some years later, Banco de Portugal® (2010) conducts a financial literacy
survey, which project began in 2008. In general, Portuguese have positive attitudes,
but they do not always correspond to appropriate financial behavior. The evidence
that only a small percentage of respondents reveals saving habits, suggesting that
Portuguese seem not to be sensitive to saving is disturbing, namely in the actual
context of international financial crisis. The results show that the level of financial
literacy is directly related to schooling and to the income range of respondents.
However, the evidence shows that individual cannot adequate properly the financial
products to their risk profiles. It can be associated with the evidence of a significant
gap in the understanding of basic financial concepts and in knowledge of the main

? Bank of Portugal.
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sources of information. The study concludes that respondents trust the credit
institutions, which is crucial to the financial system stability. In what concerns the
questions about financial concept knowledge, a significant number of interviewees
give incorrect answers, instead of admitting not knowing, suggesting they
overestimate their financial apprehension, which can be in agreement with the
overconfidence phenomenon (DeBondt, 1998; Shefrin, 2007) in the context of the
behavior finance.

Henriques (2010) surveyed about 500 residents in Portugal, in order to
understand the level of financial literacy of the Portuguese population, by
establishing a profile of this population with regard to knowledge of financial
terms, and tried to establish whether there are socio demographic factors that
influence this type of knowledge. Globally, the author concludes that the
Portuguese population presents a low level of financial literacy. The results show
that variables such as age, sex, marital status, educational attainment, employment
status, area of education and income have a strong influence on the level of literacy.
Indeed, women, the younger and older people, single persons, lower qualifications,
unemployed and that they have a lower income are the ones that present low levels
of literacy knowledge.

Almenberg and Save-Soderbergh (2011) empirical analysis shows that financial
literacy levels in Sweden are lower among women, older people, and those with
low earnings and education.

Bucher-Koenen and Lusardi (2011) demonstrate that knowledge of basic
financial concepts is missing among women, the less educated, and those living in
East Germany.

In the context of the United States, Lusardi and Mitchell (2011b) find that
financial knowledge is especially low among the young, women, and the less-
educated. Finke er al. (2011) conclude that financial knowledge scores decline
about 1% each year after age 60.

Fornero and Monticone (2011) find that Italian males, the more educated
individuals and the residents in the Centre-North possess higher literacy.

1.8. The financial literacy around the World

Very recently, some studies focus on the analysis of financial literacy across the
world (Atkinson and Messy, 2011; Lusardi and Mitchell, 2011a).

Lusardi and Mitchell (2011a) analyzed the financial literacy across eight
countries (Germany, the Netherlands, Sweden, Japan, Italy, New Zealand, United
States and Russia), motivated by the fact that, in an increasingly risky and
globalized marketplace, people must be able to make well-informed financial
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decisions. Their results show that financial illiteracy is widespread even when
financial markets are well developed as in Germany, the Netherlands, Sweden,
Italy, Japan, and New Zecaland. The authors found that there are remarkable
differences across countries. Globally, they found common patterns, such as:
women are less financially literate than men and more educated people are more
informed. They found also evidence that ethnic, racial and regional differences have
a significant impact in the financial knowledge.

Atkinson and Messy (2011) report a OECD International Network on Financial
Education questionnaire being piloted in 12 countries taking into account
knowledge, behaviors and attitudes related to personal finances, in order to assess
financial literacy. However, the framework for the analysis is being prepared, so,
the results and conclusions have not yet been reported.

Conclusions

This paper reviews the major contribution to the state of art of the financial
literacy.

According the theoretical and empirical research done so far, we can summarise
the main conclusions:

- Globally, people present low levels of financial literacy, even in the segment of
young people, which limits their ability to make informed financial decisions
(Chen and Volpe, 2002; Hoare, 2003; Allen et al., 2007; Jorgensen and Savla,
2010; Altintas, 2011, among others);

- There is a curricula deficiency in business education in the area of financial and
retirement literacy. Consequently, Power et al. (2011), among other authors,
suggest the inclusion of financial literacy as a general education requirement at
colleges and universities;

- In what concerns the financial knowledge among low-income people, the results
are curious. Whereas Atkinson et al. (2007) find that lower income individuals
fell in the middle or bottom levels of financial literacy, Buckland (2010) find
evidence of financial literacy among low-income respondents;

- Individuals tend to overestimate their financial knowledge (Banco de Portugal,
2010), which suggest some evidence of the overconfidence phenomenon
(DeBondt, 1998);

- There is a positive relationship between financial literacy and investment
decisions (Al-Tamimi and Kalli, 2009; Van Rooij et al.,, 2011b) as well as
between financial knowledge and portfolios diversification (Calvet et al., 2007,
Van Rooij et al., 2011b);
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- A vast number of studies find a positive relationship between financial literacy
and retirement programs (Bucher-Koenen and Lusardi, 2011; Fornero and
Monticone, 2011; Lusardi and Mitchell, 2011a, 2011b; Van Rooij et al., 2011a).
However, the results are not consensual, since other authors, such as Almenberg
and Séve-Soderbergh (2011) and Crossan et al. (2011) find no significant
relation between financial literacy and retirement planning;

- Although parents can have an influence on financial attitude of young adults, the
perceived parental influence did not have an effect on financial knowledge
(Jorgensen and Savla, 2010). Many parents do not teach their children financial
knowledge (Clarke et al., 2005).

- There are some socioeconomic conditions that influence the financial
knowledge, attitudes and behaviours, such as age, gender, marital status, work
experience, income and education level. In global terms, the empirical research
shows that financial knowledge is negatively related with some variables
(Henriques, 2010; Almenberg and Sédve-Soderbergh, 2011; Bucher-Koenen and
Lusardi, 2011; Fornero and Monticone, 2011; Lusardi and Mitchell, 2011b),
such as:

o  Female;

o Younger and older people;
o  Single status;

o Unemployed,

o  Lower qualifications;

o  Lower income;

o  Lower education.

- In what concerns the relationship between financial literacy and gender, the
results are not unanimous. Whereas some authors find that women generally
have less knowledge about personal finance topics, such as Chen and Volpe
(2002), Al-Tamimi and Kalli (2009), Almenberg and Séve-Soderbergh (2011)
and Lusardi and Mitchell (2011a, 2011b), others find no relationship between
the two variables (Wagland and Taylor, 2009; Jorgensen and Savla, 2010;
Altintas, 2011; Bucher-Koenen and Lusardi, 2011).

One of the current trends in research on this topic is to analyze the financial
literacy around the World. The scarce evidence points to remarkable differences
across countries. However, given the paucity of studies, we need to wait some more
time...
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