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Abstract

The OECD International Network on Financial Education has addressed the demand for an
internationally comparable measure of financial literacy by developing a financial literacy
questionnaire that can be used across a diverse range of countries. This questionnaire takes
into account knowledge, behaviours, and attitudes related to personal finance and is designed
to identify similarities and differences in levels of financial literacy around the world. It is
currently being piloted in 12 countries, with the expectation that the final survey instrument
will become a useful tool for policy-makers, academics, and financial education programme
designers seeking to identify robust questions to assess financial literacy.
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1 Introduction

Governments around the world have expressed concern about the low level of
financial literacy among their citizens. In this context, in 2008, the OECD created
an International Network on Financial Education (INFE) to facilitate the sharing
of experience and expertise among international experts from public bodies on
the topic and to promote the development of both analytical work and policy re-
commendations.

The work of the OECD/INFE focuses on financial literacy and education policy
areas considered to be particularly topical. Among these, measurement of the level of
financial literacy at both national and international levels rapidly emerged as critical
in order to better inform policy-makers’ interventions.

Measuring the level of knowledge and understanding of a population and assessing
its behaviours with regard to finances are fundamental to identifying potential needs
and gaps relating to financial literacy, as well as to identifying at-risk groups. Once a

* The authors wish to thank Tetyana Dubovynk and the participants at the CeRP conference ‘ Financial
Literacy around the World’ in Turin in December 2010 for helpful comments on a previous draft of this
paper. This financial literacy measurement project has been made possible by funding from the Russia/
OECD/WB Trust Fund on Financial Literacy and the commitment of 12 participating countries.
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benchmark is set, the measurement exercise can be repeated in order to evaluate the
impact of large-scale interventions aimed at addressing the issues.

The comparison of such a measure across countries will provide some important
information about which national financial education and/or consumer protection
practices work best, further guiding policy-makers’ decision-making process.
Harmonised data from across a wide range of countries is also of huge interest to
researchers, academics, and policy analysts seeking to gain a deeper understanding of
the variation in levels of financial literacy around the world.

The lack of such an international measure and comparable data, along with
requests by many countries for good practices on obtaining a robust measure of
financial literacy at the national level, prompted the OECD and its INFE to launch
projects aimed at filling these gaps and meeting these requests. Two projects have
been initiated in recent years in this area. The first is the development and im-
plementation of an internationally comparable approach to assessing the financial
literacy levels of adults; the second is the measurement of the financial literacy levels
of 15-year-old students via the 2012 OECD Programme for International Student
Assessment (PISA).

This paper focuses on the first of these projects. It discusses the development of the
OECD/INFE international survey on financial literacy, highlighting the related
challenges, the process of identifying suitable questions, and the methodology used to
collect data by countries piloting the survey instrument (Section 2). It then introduces
the countries participating in the pilot (Section 3). Finally, while the data have only
recently been collected, the paper also discusses how the data will be analysed and the
next steps for the project (Section 4 and conclusion).

The paper is relevant to this special issue of the Journal of Pension Economics and
Finance, as it discusses a survey instrument that will enable further and more detailed
international comparisons of how much people know about financial matters (i.e.,
levels of financial literacy), who knows the least, and whether this varies by country.
While the questionnaire is primarily designed to measure financial literacy, the
measure created will also enable secondary analysis to consider the extent to which
financial literacy appears to matter across a range of outcomes — in particular relating
to the use of financial products and, to some extent, planning for retirement.

2 Developing the OECD/INFE international survey
2.1 Difficulties in undertaking an international comparison

Huston (2010) identified three obstacles to creating a standard measure of financial
literacy. The first is the lack of a common construct, the second is the lack of a
comprehensive set of questions to measure all components of financial literacy, and
the third is the lack of guidance in interpreting the measure created.

In our experience, consistency should be added to the list compiled by Hudson.
Indeed consistency and the need for a common construct appear to pose the biggest
challenges to an international comparison. Lack of consistency can occur at various
stages, including during the translation and interpretation of questions, the sampling
process, and the data coding and subsequent analysis.
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These issues were addressed during the development phase of the pilot study, as
discussed in the next section. The lessons learned through this pilot will enable further
modifications for the final questionnaire and for guidance on best possible methods
of data collection and analysis.

2.2 Agreeing on a common construct

As noted above, the first challenge faced in developing a measure of financial literacy
is in establishing agreement about what this measure should consist of. In the
framework of the INFE and for the purpose of the survey, financial literacy has been
defined as ‘a combination of awareness, knowledge, skills, attitude, and behaviours
necessary to make sound financial decisions and ultimately achieve individual
financial wellbeing’. This working definition reflects the widely acknowledged OECD
definition of financial education® and makes clear that financial literacy includes
knowledge but also goes further to include attitudes, behaviours, and skills. It stresses
the importance of decision-making — applying knowledge and skills to real life pro-
cesses — and it indicates that the impact should be improved financial wellbeing.

The definition of financial literacy describes a complex phenomenon that cannot be
directly measured: there is no single question that can be administered to identify
whether someone is financially literate or not, which means that it is necessary to
create a comprehensive set of questions that enable analysts to identify underlying
traits. This set of questions can directly test levels of knowledge, while also exploring
attitudes and asking about behaviours.

2.3 Creating a comprehensive set of questions

With a working definition in place, the process of developing the OECD financial
literacy survey began by taking stock of 26 existing surveys across 18 countries that
have questions that test financial knowledge and/or that ask about financial attitudes
and financial behaviours (Kempson, 2010). This review was used to identify questions
meeting the following criteria:

® questions that have been tested and proven to be of high quality and unbiased;

® questions that have already been used in national surveys; and

® questions that are correlated with the concept being measured (financial
literacy).

Questions that met the first two criteria were assessed in order to identify those
that would be most useful. A systematic approach was applied to identifying
questions that correlate with the concept being measured, drawing particularly on the
work of the UK Financial Services Authority (FSA). The UK FSA has undertaken
in-depth development work to identify the range of areas in which people need to

L OECD (2005): ‘Financial education is the process by which individuals improve their understanding of
financial products and concepts; and through information, instruction and/or objective advice develop
the skills and confidence to become more aware of financial risks and opportunities, to make informed
choices, to know where to go for help, and to take other effective actions to improve their financial well-
being and protection’.
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apply financial literacy (Kempson et al., 2005). They identified four such areas,
the descriptions of which were fine-tuned following data collection and analysis
(Atkinson et al., 2007): money management, planning ahead (financial planning),
choosing financial products, and staying informed about financial matters®. Our
OECD/INFE review exercise subsequently considered the extent to which questions
asked in surveys undertaken elsewhere could be classified according to these areas.
Consideration was also given to whether there were some other aspects of financial
literacy that were deemed important but that fell outside of these areas.

The UK FSA areas appeared to adequately reflect the range of questions asked in
national surveys. The review also showed that some surveys incorporate questions
designed to pick up additional explanatory factors such as psychological biases.

Once questions had been categorised according to which areas they belonged to,
it became possible to identify themes and even questions that were common to a
number of surveys. These frequently used questions were then reviewed by external
experts, and following a process of edits and amendments, a series of 19 core ques-
tions were chosen to form the basis of the pilot questionnaire?.

The core questions include eight financial knowledge questions. These vary in
complexity and reflect the range of concepts that are assessed via other surveys,
including interest, inflation, and diversification.

In order to strike a balance between overly complex and overly simple knowledge
questions, fairly simple concepts in our core questionnaire are assessed via open-
ended questions, while more complex questions are assessed with multiple choice
questions.

These knowledge questions were specifically chosen to be as close as possible to
questions used widely in studies linking financial literacy to specific financial out-
comes (see, e.g., Hilgert et al., 2003; van Rooij et al., 2011; Lusardi and Mitchell,
2008). In some cases, they were amended on the recommendation of experts or to
meet the requirements of an international survey (see Fowler, 1995, for a detailed
discussion of best practices in designing survey questions).

The OECD questions addressing knowledge of interest rate calculation, inflation,
and risk diversification are similar to the three questions used in the Financial
Literacy around the World (FLaT World) project. The full set of knowledge ques-
tions used in the FLaT World project are also incorporated in our recommended list
of supplementary questions? for an even wider international comparison on financial
literacy.

The 11 remaining questions in the core questionnaire capture behaviour and atti-
tudes, focusing on financial control and making ends meet, choosing and holding
financial products, and financial planning.

2 Knowledge and understanding of financial concepts are incorporated in this final category.

8 The whole questionnaire is available at http://www.financial-education.org and in the OECD-Bank of
Italy International Symposium on Financial Literacy, Proceedings 2011. Note that this questionnaire
may be amended as a result of this pilot exercise.

4 INFE (2010) Supplementary Questions; this is a catalogue of over 60 questions of relevance to
financial literacy measurement that are not included within the core OECD questionnaire due to lack of
space or international relevance issues.
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All questions that mention financial products are written using generic terms
(such as ‘unsecured loan’) that countries can edit to allow their questions to be
context specific. There are questions asking about awareness and use of a wide range of
financial products that will provide a useful indication of financial inclusion in the
surveyed countries. The same questions can also be used to indicate a variety of other
outcomes that may be expected to be related to financial literacy, including retirement
preparedness, decisions to invest, and use of credit. The core questionnaire can be
supplemented with additional questions to provide a greater depth of knowledge
about the surveyed population. In order to facilitate such a process, the OECD/INFE
Supplementary Question set includes questions on topics such as respondent
satisfaction with their current financial condition, factors they think should be
taken into account when planning for retirement, whether they believe that their
retirement plans are sufficient, and whether they are informed about their pension
plan.

2.4 Collecting the data

The 19 core financial literacy questions and associated socio-demographic questions
have been combined into a survey instrument (the ‘core questionnaire’) that is
designed to be read out loud by an interviewer. The questions are grouped by topic,
and each topic progresses logically (e.g., there is a question that asks whether the
respondent has ever been unable to make ends meet before a question asking
what they did in such a situation). Care has been taken to ensure that the question-
naire does not start with sensitive questions that may dissuade participants from
continuing. Guidance has also been provided to the interviewers about the import-
ance of the survey and the reason for asking the questions, in order to reduce the
chance that the interviewer becomes uncomfortable asking potentially sensitive
questions.

The survey is intended to cover individuals aged 18 and above. A minimum of
1,000 interviews should be achieved, using face-to-face or telephone interviews.

The decision to interview individuals regardless of whether they are the main
household decision-maker or self-identified head of household reflects the generally
held belief that financial literacy is a skill that every person needs in order to function
in today’s financially orientated world. The minimum age of 18 reflects the age at
which it is possible to enter into contractual agreements, including credit agreements,
in many countries.

The decision about the final approach to sampling has been left to each
participating country in order to provide sufficient flexibility within the country,
but instructions have been given to provide weights in order to make the data
representative in terms of number of individuals (this may be necessary if only
one person per houschold is picked regardless of the size of the household),
gender, and age. Participating countries are also asked to consider whether it is
necessary to weight the data to be regionally representative, and whether they should
oversample particular groups in order to undertake additional analysis at the
national level.
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Table 1. Knowledge questions

Questions

Comments

Understanding interest rates

Suppose you put $100 into a savings
account and the guaranteed interest
rate is 2 % per year. You do not make
any further payments into this account
and you do not withdraw any money.
How much would be in the account
at the end of the first year, once the
interest payment is made?

Followed by :

and how much would be in the account

at the end of 5 years?

(a) More than $110

(b) Exactly $110

(¢) Less than $110

(d) Or is it impossible to tell from the
information given?

Understanding inflation

(this question is a follow up to a basic

mathematics question)

Imagine that the brothers have to wait

for 1 year to get their share of the $1,000.

In one year’s time will they be able to

buy:

a. More with their share of the money
than they could today.

b. The same amount.

¢. Or, less than they could buy today.

Understanding risk diversification

a. Itis usually possible to reduce the risk
of investing in the stock market by
buying a wide range of stocks and
shares.
True/False

This first question requires an
open-ended response. Countries
were instructed to change the
currency to their local currency.

Correct response is $102.

These follow-up questions provide
four multiple choice options.
Correct response is a.

Rather than defining a specific correct
response, country experts will identify
the answer that they believe most
accurately reflects the likely situation
in their country in 1 year’s time,
taking into account actual inflation.

This question also includes instructions
for the interviewer to mark (but not
read out), respondents who commented
that the answer depended either on
inflation or on the type of goods
being chosen. Such responses will be
considered to be correct.

The language in this question was chosen
to be easily understandable across
countries.

Correct response is True.

In all cases, interviewers were also instructed to note if the respondent said they did not know
or refused to answer the question.

2.5 Interpreting the data

With the wealth of data made available from the core questionnaire, it will be possible
to use the data in various ways. First, the results of the financial literacy questions can
be analysed in order to assess levels of financial knowledge across countries. The
OECD/INFE questions that closely resemble the questions used in other papers in
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this special edition of the Journal of Pension Economics and Finance are included
in Table 1; there are also other questions that can be combined with these to create a
financial knowledge score. Second, these results can be combined with other data to
create a comprehensive measure of financial literacy.

For our final measure of financial literacy, we will incorporate the knowledge score
into a wider indicator that includes attitudes and behaviours, as indicated by our
working definition. The comparison of financial knowledge, attitudes, and behaviour
will also provide relevant and unique insights into the relationship between these
factors at an international level.

Our recommended approach to measuring financial literacy at an international
level will be guided by the findings of our pilot exercise, described in Section 3.

3 Status of countries participating in the pilot exercise

The OECD/INFE has over 80 low-, middle-, and high-income member countries, of
which 12 have recently piloted the questions contained within the core questionnaire.
Eleven of these countries are following the personal interview approach recom-
mended by the INFE (Armenia, Czech Republic, Estonia, Germany, Hungary,
Ireland, Malaysia, Peru, Poland, UK, and South Africa), while one (Norway) is
testing an alternative method, using an online self-completion survey.

The countries participating in this pilot exercise offer a balanced mix of stages of
development, financial inclusion®, and financial and economic systems as well as a
very good geographical representation with countries from Latin America, Africa,
Western and Eastern Europe, and Asia.

Some of the pilot countries (including Ireland and the UK) have measured levels of
financial literacy across their population before, while others will use the pilot study
to create a baseline measure. Similarly, some have developed national strategies to
tackle low levels of financial literacy within the country, while others intend to use the
pilot process to inform the development of such a strategy.

Most of the participating countries are combining the pilot questionnaire with
other questions. For instance, the Czech Republic has incorporated the pilot into its
national baseline survey on financial literacy, designed to inform the launch of its
national strategy on financial education. Malaysia is including it as part of a follow-
up study with a special focus on low-income groups and household indebtedness. The
Malaysian financial system includes a substantial share of Islamic financial insti-
tutions and will provide an interesting point of comparison with other countries.

The fact that the pilot sample is broad and will include some focused country-
specific information will allow for the development of a thorough global analysis of
financial literacy in its broadest sense, with some projects concentrating on particular
aspects of interest, such as retirement planning or credit use. We discuss this further
below.

5 According to the 2009 CGAP report on Financial Access, for example, while Armenia has just 572
deposit accounts per 1000 adults, Malaysia has 2227 and Estonia has 2752.
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4 Using the results of the pilot

The results of the pilot will inform the design of a final version of the core question-
naire as well as provide information about the levels of financial literacy within and
across countries.

In order to enable policy-makers to make the most of the data from this pilot
study, the national responses will be analysed in various ways. Answers to many of the
questions will result in very interesting information about the behaviour, attitudes,
and knowledge of individuals and groups of people within a country. Responses to
these questions will therefore be used to describe and compare particular aspects of
financial literacy across groups within and across countries.

We will use the pilot data to develop a guide for future waves of data collection as
well as to obtain an overall measure of financial literacy. As discussed above, this
overall measure will incorporate financial knowledge behaviour and attitudes.

Once we have a measure of financial literacy, regression analyses can tell us
whether there are socio-demographic factors that predict certain scores. This will be
of use to policy-makers looking for ways to identify groups of people most in need of
financial education or most at risk from a lack of consumer protection policies. For
example, it will be very useful to INFE members and researchers who are interested in
the lower levels of financial literacy among women, as demonstrated in a number of
studies (see, e.g., Lusardi and Mitchell, 2008) and documented in many of the papers
in this special issue of Journal of Pension Economics and Finance.

The scores can also be used to help us explore variations in outcome variables in
the data. For example, it will be possible to undertake analysis to assess whether
higher levels of financial knowledge are associated with certain outcomes such as
holding savings accounts (or simply saving), having a private pension or being unable
to make ends meet.

Apart from this global analysis, the data are expected to be used for the develop-
ment of various special projects at the OECD, including one on empowering women
through financial education and another on the role of financial education in financial
inclusion.

One of the additional benefits of using questions that have been tested in countries
around the world is that it will be possible to compare findings over time. The UK
and Ireland, for example, asked similar questions several years ago, so we will be able
to compare those responses to the ones acquired during this survey.

5 Conclusions and next steps

It is illuminating to read a recent paper by Jappelli (2010) that states:

In principle, to enable cross country comparison, a single questionnaire should be administered
to a random sample of the population in each country. ... However, such an approach (like
the PISA test of educational achievement amongst 15-year olds) would require substantial
resources and coordination efforts.

It is clear from this statement that the OECD decision to measure financial literacy
among adults and children is considered to be highly ambitious, but it also falls
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within accepted best practices in the field of international comparisons. Preliminary
results of this global pilot exercise to measure financial literacy among adults are
under way and are expected to be published in 2012. This study and data will provide
a first set of international indicators on the level of financial knowledge, behaviours,
and attitude of individuals in different settings.

The pilot exercise will also inform amendments to the core questions®, which are
expected to become an international standard for financial literacy assessments.
Countries that have not participated in the pilot exercise will be encouraged to use the
core questions as a standalone product or as part of their endeavours to set national
benchmarks on financial literacy. This will permit us to increase the set of inter-
nationally comparable data and thereby improve research capacity on financial
education, allowing for the development of more robust and impactful international
policy guidance. Repeating the collection of data across countries will also be on the
agenda in the future.
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