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Abstract. In modern social reality, well-being of individuals, including their financial well-being, is
increasingly becoming a zone of personal responsibility. At the same time, in the Russian context, the
majority of people remain almost entirely dependent on wages as the only source of income. This fact,
along with a low level of financial literacy, is an actual risk for individuals and the financial system of
the country. Consequently, the importance of adequate financial knowledge, skills and actions within
the financial education and training system is increasing. This brings to the fore the task of revealing
“weak spots” in financial literacy and identifying vulnerable population groups so as to develop effective
management decisions; this can be done with the help of well-elaborated tools used to study financial
literacy. The goal of our paper is to carry out critical analysis of available theoretical and methodological
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approaches to the study of people’s financial literacy. It is done, first, to form a reference and information
field suitable to be used in scientific and management activity, and second, to put forward a concept of
our own methodology for assessing people’s financial literacy. To achieve the goal, we review foreign and
domestic studies on people’s financial literacy, systematize approaches to the definition of this category
and provide our own understanding of this category as a three-component structure. Moreover, we
compare methods for its assessment and substantiate the concept of our own methodology for assessing
people’s financial literacy. A distinctive feature of our study is the fact that it appeals not only to widely
used approaches to understanding financial literacy and its assessment techniques but also to modern
methodological structures that take into account current trends in the development of financial literacy,
a dynamic and heterogeneous phenomenon. The findings of our study can be used as a theoretical and
methodological basis in scientific research, as well as in the practical activities of authorities and other
interested actors involved in improving people’s financial literacy and financial education.
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international experience in assessing financial literacy.

Introduction

One of the main criteria of public admi-
nistration efficiency in modern Russia is
its ability to improve citizens’ life quality,
satisfying their interests on the basis of
increasing real incomes and providing
sustainable economic growth [1, p. 48]. In
this regard, both in government programs,
in separate Presidential decrees, concerning
questions of national security of the country,
considerable attention is paid to the task of
assessing life quality of citizens and provision
of a positive impact on it [2, p. 125]. In the
global economy context, when changes in the
financial intermediation system and the capital
accumulation structure boost international
investment activity, enhance financial
globalization and lead to world economy
financialisation [3, pp. 32-33], the financial
sector begins to exert an increasing influence
on the content and priorities of economic
policy. In this context, as the Deputy Minister
of Finance of the Russian Federation S.A.
Storchak rightly noted, “to a great extent the
growth of prosperity and the enhancement of
well-being of citizens depend on the level of

144

Volume 11, Issue 6, 2018

financial literacy of the general population,
their readiness to make independent and
carefully considered decisions related to the
management of household budgets'”.

The positive effect of financial literacy on
various financial decisions and behavior models
has been confirmed by repeated empirical
evidence. Increased financial literacy has been
shown to have a positive impact on pension and
life planning (Clark et al., 2012), participation
in the stock market (van Rooj et al., 2011),
personal savings (Jappelli and Padula, 2013),
proper use of debt (Stango and Zinman, 2009)
and credit cards (Xiao et al., 2012; Norvilitis et
al., 2000) [4]. A correlation between financial
knowledge and wealth has been established (van
Rooj et al., 2012) [4]. In other words, having
sufficient financial knowledge and skills, people
can receive significant benefits both in the short
and long term [4].

' See: RF Ministry of Finance project “Promotion of
Financial Literacy of the Population and Financial Education
Development in the Russian Federation”, vol. 1, 2011—
2015: reference and information publication, 2016, p. 15.
Available at: http://BammduHancbl.pd/upload/medialibrary/
Obzor O proekte.pdf (accessed August 28, 2018).
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The surveys regularly conducted by the
National Agency for Financial Studies (NAFI)
show that moderate self-assessments of finan-
cial literacy prevail among the Russians —
about a half assesses their knowledge and skills
as satisfactory (44% in 2010, 51% in 2016,
47% in 2018), while the majority does not take
into account revenues and expenditures (69%
in 2010, 72% in 2016, 60% in 2018) and only
a third compares terms of financial services
(30% in 2010, 32% in 2016, 36% in 2018)>.
International data prove the problem scale.
According to the reports of the Organization
for Economic Cooperation and Development
(OECD), which reflect research results
for the G20 countries (including Russia),
the overall financial literacy level in these
countries amounted to 12.7 points out of 21
possible points®. On average, less than half of
adults (48%) in the G20 countries were able to
correctly answer 70% of financial knowledge
questions; only 3 out of 5 households (60%)
indicated that they had a family budget; a
small proportion of respondents (15%) noted
that they used independent sources to compare
financial products and organizations; a quarter
of households (25%) did not always pay their
bills on time; more than a third of those
surveyed faced a situation where their living
expenses exceeded their income in the last 12
months®.

Financial literacy is a universal problem
with no universal solution. On the one hand,

2 The Russians began to higher assess their level of
financial literacy. NAFI. Available at: https://nafi.ru/analytics/
rossiyane-stali-vyshe-otsenivat-svoy-uroven-finansovoy-
gramotnosti/ (accessed November 19, 2018).

3 See in more detail: G20/OECD INFE Report on
Adult Financial Literacy in G20 Countries, 2017. Available at:
http://www.oecd.org/daf/fin/financial-education/g20-oecd-
infe-report-adult-financial-literacy-in-g20-countries.htm
(accessed August 17, 2018).

4 Ibidem.
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“any healthy economy is interested in literate,
and therefore prosperous and predictable
consumers of financial services”>. Therefore,
the vast majority of G20 countries are
implementing national strategies to improve
financial literacy (Canada, France, Turkey,
India, Brazil), and some of them are already
implementing updated strategies (Japan,
Australia, USA, UK)®. On the other hand,
despite long history of the research in the
financial literacy phenomenon, in foreign
and domestic science and practice there is
no common understanding of its essence,
standardized tool for its evaluation and clearly
defined effective measures to improve it.
Measurement of the population’s financial
literacy level is included in the priority tasks of
the countries seeking to develop effective
national strategies and programs for its
improvement, provide effective financial
education and assess its impact at the national
level. Thus, in the joint project of the RF
Ministry of Finance and the World Bank
“Promoting financial literacy of the population
and the development of financial education in
the Russian Federation” and in the “Strategy
for improving financial literacy in the Russian
Federation for 2017—2023” (approved by
the RF Government Order No. 2039-p of
September 25, 2017) the task of conducting
a comprehensive large-scale assessment and

3 N. Soren’s opinion — coordinator of social programs
of the World Bank in Russia (see RF Ministry of Finance
project “Promotion of Financial Literacy of the Population
and Financial Education Development in the Russian
Federation”, vol. 1, 2011-2015: reference and information
publication, 2016, p. 28. Available at: http://BamuduHaHChI.
pd/upload/medialibrary/Obzor_O_proekte.pdf (accessed
August 28, 2018).

¢ G20/OECD INFE Report on Adult Financial Literacy
in G20 Countries, 2017. Available at: http://www.oecd.org/
daf/fin/financial-education/g20-oecd-infe-report-adult-
financial-literacy-in-g20-countries.htm (accessed August 17,
2018).
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monitoring of the level of financial literacy
and financial behavior of the population is
an essential condition for achieving the main
goal — creation of an integrated infrastructure
and a system of quality financial education
to encourage financially literate behavior
of the population as a necessary condition
for households well-being and sustainable
economic growth provision. The program
documents thoroughly prove the relevance of
the work to improve financial literacy of the
population, define the category of “financial
literacy” and disclose a list of basic indicators
to assess its level.

In our view, the problem is not that in the
scientific literature and management, finan-
cial literacy as an economic category does
not contain a unified definition and a
single measurement tool that would have
acceptable reliability’. The tasks, relevant
and significant in theoretical and practical
terms, are the following: search, comparison
and identification of the most objective and
reliable definitions and methods to measure
financial literacy, improve comparability of
various surveys results on the basis of universal
indicators and measurement methods.

The aim of the study is to identify and
critically analyze theoretical and metho-
dological approaches to understanding the
nature and measurement of financial literacy.
This makes it possible to form a kind of
reference and information field for further work
on this issue (in particular, for the development
of the author’s tools for assessing financial
literacy of the population for the purpose of
interregional research). It should be made clear
that the study undertaken seeks to consider key

7 This situation is quite acceptable in the context of
pluralism of scientific concepts, the interpenetration of
theoretical and methodological approaches of related sciences

(economics, sociology, psychology, etc.), the variety of research
and practical goals and objectives.
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approaches, i.e., our research interest is focused
on those developments that 1) have proven
themselves and found multiple applications
in scientific and management activities,
2) are well documented (i.e., methodological
materials are in the public domain), 3) have
features of novelty (i.e., contain either new
methods of measurement, or new approaches
to the operationalization of the concept, etc.),
4) are aimed at studying personal finance and/
or household finance.

Naturally, the economic literature has
various reviews of theoretical and methodo-
logical foundations of the research in financial
literacy®. But in a rapidly changing economic
context, some of the used issues (i.e., aspects
of financial literacy under consideration),
first, may become unnecessary and do not
correspond to real conditions, and second, they
may change their content and be incorrectly
interpreted by research participants. In
addition, taking into account the emergence
of new needs and new financial tools, new
issues and indicators should be supplemented,
commented on, tested and put right. There is
another important point, especially relevant in
the Russian reality: in the absence of a single
national monitoring and choice of the research
tools available to regional authorities, expert
communities and researchers a “fresh” look at
methodological approaches to the measurement
of financial literacy will be very useful, namely

8 Example, see: Kuzina O.E. Financial literacy and
financial competence: definition, measurement methods and
analysis results in Russia. Economic Issues, 2015, no. 8, pp.
129-148; Alifanova E.N., Evlakhova Yu.S. Finance and credit
analysis of methodological approaches to the development of
indicators of financial literacy of the population. Finance and
Credit, 2013, no. 12 (540), pp. 18-26.; Huston S.J. Measuring
financial literacy. The Journal of Consumer Affairs, 2010, no. 2,
vol. 44, pp. 296-316; Hung A.A., Parker A.M., Yoong J.K.
Defining and measuring financial literacy: RAND Corporation
Working Paper No. 708, 2009. Available at https://www.rand.
org/content/dam/rand/pubs/working_papers/2009/RAND _
WR708.pdf
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for regulators and private initiatives that deal
with issues of improving financial literacy of the
population, develop and implement programs
of financial education, based on sociological
surveys of the population.

Financial literacy of the population: essence
and factors

Conceptualization of the term is the most
important stage in the construction of methods
to measure an economic phenomenon. At the
same time, one of the features of analyzed
financial literacy studies is that in many of
them the term is not conceptually defined,
but is derived from the context of empirical
research as a set of several components. For
example, according to the meta-analysis of 71
studies on financial literacy conducted by the
Professor at Texas Tech University, S. Huston
(2010), almost three quarters of the studies did
not specify the term; others used definitions
with different elements (e.g., knowledge, ability,
skill, action, result) [5, p. 303].

Another feature is that most researchers use
a broad approach to the definition of financial
literacy, implying “knowledge and skills in the
finance sphere to be applied in daily life and
bring positive financial results” [6, p. 131-132].
This implies a third feature: along with a broad
approach, studies have narrower definitions that
reveal certain aspects of financial literacy and
are often used interchangeably (e.g. financial
knowledge, financial competencies, financial
capability, financial awareness, financial
education®). Researchers from the USA and
Australia use the category “financial literacy”,
scientists from the UK and Canada, as well as
specialists from the World Bank — the category
“financial capability” [7; 8]. In Russian studies,

% See. a detailed review of these categories in the article:
Kuzina O.E. Financial literacy and financial competence:
definition, measurement methods and analysis results in
Russia. Economic Issues, 2015, no. 8, pp. 129-148.
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as well as in works of the Organization for
Economic Cooperation and Development
(OECD), the category “financial literacy”
(FL) in its broad interpretation prevails. On
the one hand, the lack of a single FL concept
limits the possibility of comparative analysis
both for individual components and the overall
level of financial literacy. This is a kind of
critical barrier, as all other tools development
stages depend on the availability of a clearly
defined concept [5, p. 305]. On the other
hand, the creation of a unified concept of
financial literacy is objectively difficult due
to the complexity of the phenomenon itself,
the diversity of initial theoretical prerequisites
and research tasks. Therefore, in our opinion,
the task to develop a common interpretation
of financial literacy, used for empirical studies
of different levels and directions, seems
archaic, while the formation of conceptually
homogeneous and internally consistent
theoretical and methodological approaches to
the study of financial literacy of the population
is a very relevant area of scientific research.

Summarizing, we note that, according to
most researchers, financial literacy is not
limited to simple knowledge and understanding
of some financial notions and concepts, general
awareness of certain financial products and the
situation in the economic sphere. It involves
presence of real experience and applied skills in
the financial market, certain attitude to money
and other assets and conscious understanding
of financial goals and objectives. The most
commonly used conceptual and operational
definitions of financial literacy are given in
Table 1.

The table presents approaches to the
definition of financial literacy. Another “pole”,
especially in foreign studies, is financial
capability, the concept, originally elaborated
in the UK and currently actively developed by
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Table 1. Interpretation of the category “financial literacy” (FL)

Approach Author Definition
Cognitive 0.E. Kuzina, 2012 FL — knowledge and skills in the field of finance to be applied in everyday
(FL as certain life and bring positive financial results.
knowledge) J. Kim, 2001 FL - basic knowledge that people need to survive in modern society.

L.J. Servon, R. Kaestner, 2008 FL — person’s ability to understand and use financial terms.

A.M. Lusardi, 2008 FL — knowledge of basic financial concepts, such as calculation of
compound interest, difference between nominal and real values, risk
diversification.

Activity Jelley, 1958; FL — person’s competence in the field of money management; ability
(FL as a set Noctor et al., 1992 to make effective and reasonable decisions regarding the use and
of actions / management of money.

competencies)

Graham, 1980;
Danes, Haberman, 2007

FL — ability to interpret, summarize, calculate, and develop independent
judgments about monetary resources and take measures to thrive in a
complex financial world.

Johnson, Sherraden, 2007

FL — financial opportunities, financial competence — competences, ability
to act on the basis of existing knowledge and ability to act in the economic
system in order to simply survive or ensure a full life.

AM. Lusardi, 0.S. Mitchell, 2007

FL — a process, when consumers can gather financial information,
develop skills and confidence, understand risks and opportunities, explore
appropriate resources for assistance, and take action to improve their
financial situation.

AM. Lusardi, 0.S. Mitchell, 2014

FL — people’s ability to process economic information and make
reasonable decisions about financial planning, wealth accumulation, debts
and pensions.

L. Mandell, 2007

FL — ability to evaluate new and complex financial tools and make sensible
judgments both on the choice of tools and the extent of their use in
accordance with long-term interests.

A.V. Zelentsova
etal., 2012

FL — individuals’ ability to manage their finances and make effective short-
term and long-term financial decisions.

Complex

D.L. Remund, 2010

FL combines 5 components: 1) knowledge of financial concepts; 2) ability
to discuss financial issues; 3) inclination to manage personal finances;

4) ability to make financial decisions; 5) confident effective planning to
achieve financial goals. FL means the level at which a person understands
key financial concepts, has the ability and confidence to manage personal
finances through short-term solutions and long-term planning, taking into
account economic events and changing conditions.

V. Kardashov;
NAFI Research Center

FL — understanding of key financial concepts, knowledge about financial
institutions and their products, ability to use them and make reasonable
decisions to achieve life goals and ensure personal well-being, as well as
understanding of consequences of person’s actions.

Organization for Economic Cooperation
and Development (OECD)

FL — a combination of awareness, knowledge, skills, attitudes and
behavior related to finance and necessary to make informed financial
decisions and ultimately achieve personal financial well-being.

L.Yu. Ryzhanovskaya, 2010

FL — inseparable from the human ability to consciously participate

in social reproduction as an investor, which, with a reasonable and
responsible approach to the choice of financial tools, should generate
income or, at least, provide a knowledge holder with financial stability.

Strategies for improving financial
literacy in the Russian Federation for
2017-2023

FL — a result of the financial education process, which is defined as the
combination of awareness, knowledge, skills and behavioral patterns
required to make successful financial decisions and ultimately to achieve
financial well-being.

Sources: compiled by the authors on the basis of the works [6, 8, 9, 10, 11, 12, 13].
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the World Bank in the framework of the project
Russia Financial Literacy and Education
Trust Fund. Financial capability means a
person’s ability to live within means and make
appropriate financial decisions (see: Financial
Services Authority; Atkinson, McKay,
Kempson, & Collard, 2006; HM Treasury,
2007) [14, p. 344]. Experts explain the use of
“financial capability” by the fact that, unlike
literacy (which they consider as an aspect of
financial capability in terms of knowledge
and understanding of financial concepts and
specific products), it helps monitor both
directly the observed aspects of actions and the
interaction between actions (competencies) and
environment!?. The greatest attention is usually
paid to four competencies: “living within
means”(adequate management of available
financial resources); “monitoring” (control
over personal financial condition); “short- and
long-term planning” (financial measures taken
for the near and long-term future); “being
informed / being aware” (habit to monitor
current economic events) [14, p.344].

The financial literacy concept includes
several aspects: financial knowledge (ANZ,
2005; Hung et al., 2009; FINRA, 2010; Gallery,
2010; Huston, 2010; Remund, 2010; OECD,

10 For example, knowledge or cognitive skills are directly
measured: if a respondent has relevant knowledge, he/she will
respond correctly. On the other hand, skills related to money
management cannot be manifested independently of external
factors, such as a level of resources and availability of financial
products. For example, even if a person is able to plan his/her
old age, he/she may not do so, because his/her income is too
low even to meet current needs. For this reason, measuring
attitudes (e.g. reasons to do/not to do anything) helps get
a more accurate picture of a person’s capability. Other
external factors that may affect financial competence include
financial resources, social norms and commitments, financial
infrastructure, and existing financial and consumer protection
legislation (see: Making Sense of Financial Capability Surveys
around the World. A Review of Existing Financial Capability
and Literacy Measurement Instruments. International Bank
for Reconstruction and Development. The World Bank, 2013.
Available at http://hdl.handle.net/10986/16251; https://

openknowledge.worldbank.org/handle/10986/16251
(accessed August 17, 2018)).

Economic and Social Changes: Facts, Trends, Forecast

Volume 11, Issue 6, 2018

2013); financial experience (Orton, 2007;
FINRA, 2010; OECD, 2013); ability to use
various financial concepts and tools (Hung et
al., 2009; Huston, 2010; Remund, 2010); ability
to make adequate financial decisions (Remund,
2010; OECD 2013); attitudes to the use of
financial tools (Orton, 2007); people’s trust in
financial transactions (Huston, 2010; Remund,
2010; OECD, 2013); real financial behavior
(Orton, 2007; Huston, 2010) [7, pp. 38-39].
There are various groups of presented spheres:
for example, A. Zait and P.E. Bertea (2014)
group them under five measures: (1) knowledge
of financial concepts and products (variable
“financial knowledge”); (2) communication
skills regarding financial concepts (variable
“financial communication”); (3) ability to
use knowledge for making necessary financial
decisions (variable “financial ability”); (4)
effective use of various financial tools (variable
“financial behavior”); (5) people’s confidence
in their previous financial decisions and actions
(variable “financial trust™) [7, p. 39].

The synthesis of research and authors’
contemplations help form conceptual under-
standing of financial literacy (figure) and single
out its components:

+ financial knowledge (basic and specific/
advanced) — information about the financial
system and related aspects, “fixed in person’s
memory and consciously perceived” [15];

» financial skills — actions to manage
monetary and other financial resources for
specific tasks, formed through repetition and
characterized by a high degree of development;

+ financial attitudes — predisposition to the
perception and behavior in relation to objects
and situations, associated with personal finance
[16, p.19]. They are responsible for the
formation of people’s needs in financial services
and understanding of the consequences of
their actions [9, p. 94]. Attitudes depend on
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Figure. Conceptual scheme of financial literacy

<» | Financial atiiudes «—b

- Personal responsibilityg

Awareness R B s
0 Do - -+~ Financial knowledge ™.

>

Decision making

(including financial Financial skills .

arithmetic) I
............................ |

|

selection of the method and means of the action I

|

......................................................................................................................................... |
Self-analysis '

FINANCIAL LITERACY

v

Financial behavior

Source: compiled by the authors.

situational and circumstantial factors, are less
stable than individual features [14, p. 344].

Thus, we will define financial literacy as a
person’s ability to combine knowledge, skills
and attitudes, as well as awareness,
responsibility and relations, which helps
him/her to make sensible financial decisions
to ensure his/her own material well-being!'!.
Therefore, financial literacy, combining
cognitive, activity and value-motivation
components, is manifested in specific financial
decisions and actions, collectively forming
financial behavior.

Qualitative study of the FL measurement
method requires consideration of the factors
(independent explanatory variables) that affect
its level and implemented financial behavior.
Including these factors in the FL measurement
tools helps make a more reliable assessment

' The adopted definition reflects the most common
approach to understanding financial literacy of the population,
developed by OECD specialists and used in many foreign and
domestic studies.
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and determination of the points of management
efforts application (for example, in the
framework of financial education programs or
increasing financial products availability for
specific population groups). It is best to present
possible factors through empirically established
relationships.

It is quite natural that the strongest
relationships are found between FL and income
and education levels. The poorest strata of
society are at the greatest risk of adverse
financial events, as, having little or no financial
“reserves”, they are most vulnerable to the
consequences of economic crises and shocks
[17]. For example, in the UK repossession cases
are more likely to occur in areas with the lowest
employment rates and lower middle income
level?. In the US people with a low socio-

12 Atkinson A., Messy E Measuring financial literacy:
results of the OECD. International Network on Financial
Education (INFE) Pilot Study. OECD Working Papers on
Finance, Insurance and Private Pensions No. 15. OECD
Publishing, Paris, 2012. URL: http://dx.doi.org/10.1787/
5k9csfs90fr4-en).
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economic status often have to sale mortgaged
property, than their richer fellow citizens [14,
p. 345; 17].

When the level of education increases,
financial literacy goes up [18]. According to
researches, college graduates are more likely to
form savings and less likely to use expensive
borrowing [12]. Bernheim, Garrett and Maki
(2001) show that the presence of school
financial education significantly raises
households’ savings and an overall wealth level
over a lifetime [19; 20, p. 971].

Demographic factors have a significant
impact on financial literacy. The studies of
Lusardi and Mitchell (Lusardi and Mitchell,
2014) disclose an undulating relationship
between age and financial literacy, which
implies a lower level in the young and older
age and a higher level in middle age [12; 21,
p. 48]. For example, the survey carried out
among older people (60+ years) by FINRA
indicate that more than half of them have made
unsuccessful investments, and every fifth has
been misled or deceived, when interacting with
financial agents [12].

There are interesting findings in terms of
gender: women are more emotional about
money and less “rational” in their financial
behavior [22, p. 707], and, according to Chen
and Volpe (2002), Lusardi et al. (2010) and
Agarwalla et al. (2015), have lower levels of
financial literacy compared to men [21, p. 48].

There is a positive impact of marital status
on financial literacy, as married people try to
manage their finances and be sensible, when
spending money [21, p. 49].

Since people receive financial knowledge
not only from official educational networks, but
also from interaction with socialization agents,
such as friends, family and the media, it is
quite natural that the processes of primary
and secondary socialization have an important

Economic and Social Changes: Facts, Trends, Forecast

Volume 11, Issue 6, 2018

impact on people’s attitude to money and their
financial literacy level. In particular, children
acquire many monetary habits from their
parents, but in general a parental factor (level
of education, social and political values) affects
children’s practice of savings in adulthood [22,
p. 707, 711]. The family has a strong influence
on financial knowledge [23]. College students
who describe their parents as an important
source of financial information tend to have
strong financial knowledge and best financial
practices. [4]

Financial literacy is affected by cognitive
and behavioral variables, such as cognitive and
mathematical abilities, financial socialization
(Shim et al., 2009; Hira et al., 2013; Grohmann
et al., 2015) [21, p. 49]. Gerardi, Goette, and
Meier (2013) estimate that population groups
with highest mathematical abilities are about
20% less likely to default on mortgages than
those with lowest mathematical abilities [12].
According to Christelis et al. (2010), who
studied relations between cognitive abilities
and equity capital, the tendency to directly
or indirectly invest in stocks (through mutual
funds and retirement accounts) is closely
related to mathematical abilities, verbal skills
(i.e. ability to clearly express thoughts), and
fluent use of special terminology [24; 25,
p. 2780].

Thus, it can be stated that studies of
financial behavior and financial literacy often
do not make a clear and unambiguous
distinction between knowledge, literacy,
abilities and capability, since these concepts
are closely interrelated and are therefore
primarily used as equivalents. Financial literacy
and financial capability studies are the most
common. Focusing on the tradition of research
in the sphere of personal finance and financial
literacy established in the national science,
as well as taking into account the approved
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Strategy for improving financial literacy in the
Russian Federation for 2017—2023, in our study
we rely on a broad approach to understanding
financial literacy and believe that it covers
financial knowledge, skills, attitudes, personal
responsibility, implemented in certain financial
actions in order to ensure material well-being.
Nevertheless, it should not be forgotten that
differences in the definitions of concepts imply
potential problems with the interpretation and
comparison of individual studies results.

Methods for measuring financial literacy of
the population

The first measure of financial literacy was
conducted not long ago — in the early 1990s.
Today world practice has various methods for
assessing financial literacy, aggregated
indicators and synthesis indices are used to
compare results. At the same time, the lack of a
unified interpretation and a standard financial
literacy indicator encourages researchers
to create new approaches and tools for its
evaluation.

In accordance with the results of S.
Huston’s research (2010), nine out of every ten
reviewed studies do not disclose a generalized
indicator of the financial literacy level and
the rest (less than 20%) present individual
parameters of financial literacy and a system
for results interpretation [5, p. 304]. In this
case, mainly four aspects are analyzed (in one
or another content): basic knowledge, money
management, savings and investments, and
risk management. All four aspects of financial
literacy are monitored in only 25% of the
studies [21].

The key objective of the research in financial
literacy of the population (as well as financial
capability) is to obtain a consolidated
assessment of its “weak areas” and determine
target population groups for identification of
the need for financial education. Additionally,
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it is possible to identify weak areas in financial
behavior and appropriate (the least financially
capable) population groups, as well as topics for
financial education and potential channels of
financial information provision.

One of the most well-known and widely
used methods for assessing financial literacy is
developed by Lusardi and Mitchell. It includes
3 aspects: (1) ability to perform calculations
related to interest rates (in particular, compound
interest calculation); (2) understanding of
inflation; (3) understanding of risk diversi-
fication [12; 26]. The idea of this approach
is as follows: these aspects form the basis of
individual decisions on the optimal distribution
of income between consumption and savings
within the life cycle. The scientists developed
a standard set of questions (zab. 2) and firstly
tested it in 2004 on a sample of respondents
from the United States (aged 50 years and
older) in the framework of the U.S. Health
and Retirement Study. The method was
subsequently used in other studies in the United
States, including the 2007—2008 NLSY survey
(for young respondents aged 23—28), the
RAND American Life Panel, and the Financial
Capability Study in 2009 and 2012 [12].

Currently, the described method is widely
used in international and national studies, and
it is often supplemented by several country-
specific issues!?.

In 2010—-2011 the OECD presented an
international financial literacy survey, organized
to help governments and public authorities to
“identify national levels of financial literacy”,

13 Example, see: Anderson A., Baker F., Robinson D.T.
Precautionary savings, retirement planning and misperceptions
of financial literacy. Journal of Financial Economics, 2017,
vol. 126, pp. 383-398; Klapper L., Lusardi A., Oudheusden
P. Financial Literacy around the World: Insights from the
Standard & Poor’s Ratings Services Global Financial Literacy
Survey. Standard & Poor’s, 2015. Available at http://gflec.
org/wp-content/uploads/2015/11/3313-Finlit_Report_
FINAL-5.11.16.pdf?x87657
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Table 2. Method for measuring financial literacy developed by Lusardi and Mitchell (2014)

Measured aspect

Clarification

Question wording

Calculation of interest

Measures mathematical literacy i.e. skills of working
with data and basic calculations (ability to make
calculations related to the calculation of simple and
complex percentages).

Suppose you had 100 US dollars 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 US dollars,
exactly 102 US dollars, less than 102 US
dollars? Do not know, refuse to answer]

Understanding of inflation

Measures basic understanding of the time value of
money.

Imagine that the interest rate on your savings
account was 1% per year and inflation was
2% per year. After 1 year, would you be able
to buy: [more than, exactly the same as,

or less than today with the money in this
account? Do not know; refuse to answer]

Understanding of risk
diversification

A complex issue, since it involves knowledge of both
financial tools themselves and distribution of risks.

Do you think that the following statement is
true or false? “Buying a single company stock
usually provides a safer return than a stock
mutual fund” [Do not know; refuse to answer]

Source: compiled by the authors on the basis of the work [12].

Table 3. Method for measuring financial literacy developed by the OECD (OECD)

Aspect

Measured elements

Explanation

Financial knowledge (at
least 6 correct answers to
be considered financially
literate)

Designed to test knowledge of financial terms,
principles and processes:

- one question is aimed at assessing the skills to
perform mathematical calculations related to the
time value of money;

- three questions determine the ability to calculate
interest rates;

- two questions relate to the relationship between
the value of money and inflation;

- two questions measure knowledge of the
relationship between risk and return in financial
investment strategies.

Basic knowledge of financial concepts and
ability to apply accounting skills in the
financial context ensures that consumers can
act autonomously to manage their financial
issues and respond to news and events that
may have implications for their financial well-
being.

Financial behavior

A number of positive and negative behavior forms:
- maintaining a family budget;

- active savings;

- deliberate purchase;

- timely bill payment;

- monitoring of financial transactions;

- definition of long-term financial objectives;

- selection of financial products

Consumer behavior is what ultimately shapes
their financial position and well-being in both
the short and long term. The focus here is on
the specific financial choices people make, not
the context of the action.

Attitudes to money and
funancing

Three questions about attitudes to money and long-
term financial planning.

Even if a person has sufficient knowledge and
ability to act in a certain way, his financial
attitudes will influence decisions about
whether to act or not.

Source: compiled by the authors on the basis of: Measuring Financial Literacy / OECD. URL: http://www.oecd.org/daf/fin/financial-
education/measuringfinancialliteracy.htm

“provide with basic indicators and benchmarks
for national [educational] strategies”, and
“identify population’s needs, groups with the
greatest needs and gaps” [27]. The OECD
questionnaire consists of four main parts: the

Economic and Social Changes: Facts, Trends, Forecast

first part includes general socio-demographic
and economic issues; the rest three parts
focus on measuring financial literacy through
financial knowledge, financial behavior and
attitudes to money and finance (tab. 3).
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The initial version of the toolkit was tested
in the international pilot study in 2010 in 14
countries; the last detailed report was published
in 2017 and compared the data from 30
countries'®,

In accordance with the international
method developed during the project, the Russia
Financial Literacy and Education Trust Fund
(under the auspices of the World Bank)
calculated the indices of financial capability by
ten components'>:

1. Budgeting.

Living within means.
Monitoring expenses.

Using information.

Not overspending.

Saving.

Covering unexpected expenses.
Attitude towards the future.

9. Not being impulsive.

10. Achievement orientation.

In the Russian Federation during the
implementation of the project “Promotion of
financial literacy of the population and
development of financial education in the
Russian Federation” the “system of basic
competencies” or the “set of financial literacy
“standards” was formed, which included:
ability to live within means, monitor the
state of finances, plan future income and
expenses, choose right financial products,
search for information and be able to analyze

PN AN

4 See in detail: G20/OECD INFE Report on Adult
Financial Literacy in G20 Countries, 2017. Available at: http://
www.oecd.org/daf/fin/financial-education/g20-oecd-infe-
report-adult-financial-literacy-in-g20-countries.htm

15 See in detail: Financial Literacy and Education — Russia
Trust Fund. World Bank. Available at: http://responsiblefinance.
worldbank.org/news-and-events/financial-literacy-and-
education-russia-trust-fund; Kuzina O.E. Financial literacy
and financial competence: definition, measurement methods
and analysis results in Russia. Economic Issues, 2015, no. 8,
pp. 129-148.
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it, understand financial issues'®. This was
followed by the system (framework) of financial
competencies for the RF adult population,
consisting of nine subject areas: (1) income and
expenses; (2) financial planning and budget; (3)
personal savings; (4) lending; (5) investment;
(6) insurance; (7) risks and financial security;
(8) consumer’s rights protection; (9) general
knowledge of Economics and basics of financial
arithmetic'’.

Based on these developments, the ques-
tionnaire of the all-Russian survey was worked
out in 2012 and tested in August 2013
(performed by JSC “Demoscope” and JSC
“Prognostic solutions”). It is based on the
achievements of the project to create a universal
method for measuring financial literacy of the
Russian Trust Fund and OECD method, as
well as the questions asked in some previous
Russian studies of financial literacy (knowledge
of financial tools, trust in financial institutions
and attitudes to paternalism/individualism).
As a result, the formed operational model
of financial literacy included the following
blocks'®:

1) money management;

2) planning;

3) choosing between alternatives;

1 RF Ministry of Finance project “Promotion of Financial
Literacy of the Population and Financial Education Develop-
ment in the Russian Federation”, vol. 1, 2011-2015: reference
and information publication, 2016, p. 60-61. Available at: http://
BamunpuHaHckLpd/upload/medialibrary/Obzor O proekte.pdf
(accessed August 28, 2018).

17 RF Ministry of Finance project “Promotion of Financial
Literacy of the Population and Financial Education Develop-
ment in the Russian Federation”, vol. 1, 2011-2015: reference
and information publication, 2016, p. 63. Available at: http://
Bamuduuancsl.pd/upload/medialibrary/Obzor_O_proekte.pdf
(accessed August 28, 2018).

'8 RF Ministry of Finance project “Promotion of Financial
Literacy of the Population and Financial Education Develop-
ment in the Russian Federation”, vol. 1, 2011-2015: reference
and information publication, 2016, p. 75-76. Available at: http://
BamnpuHaHchL.pd/upload/medialibrary/Obzor O proekte.pdf
(accessed August 28, 2018).
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4) raising awareness;

5) test questions on knowledge about
financial products and services;

6) contextual variables (a psychological
block — attitudes to money, impulsivity, self-
esteem);

7) contextual variables (an institutional
block — trust, paternalism);

8) knowledge and skills needs, preferred
forms of training;

9) socio-demographic and economic
profile of respondents.

Numerous “private” methods to assess
financial literacy of the population also find
practical application; some of them are
presented in Table 4.

Summarizing the studied methods for FL
assessment, it is necessary to highlight the
following points. First, the vast majority of
methodological approaches to measuring
financial literacy are developed and tested
under national financial education programs
or pension schemes; they essentially estimate
FL in a broad sense, that is, as a set of finan-
cial knowledge, skills, attitudes and their
implementation in specific behavioral practices,
in other words, financial literacy is expanded
to financial capability. Second, all methods
are based on the use of sociological tools and
involve the elaboration of questionnaires
of varying degrees of detail. Third, the most
frequently researched subject areas of FL

Table 4. Private methods to assess financial literacy

No. Author

Measured indicators

Zait A., Bertea P.E.

(2014) and (5) financial trust.

Five indicator variables: (1) financial knowledge; (2) financial communication ability; (3) ability to
use financial knowledge for making decisions; (4) actual use of financial tools (financial behavior);

Four subject areas: (a) personal budgeting, (b) savings, (c) loans, (d) investments.
Three-five questions are considered for each measurement.

Kiliyanni A.L.,
2. Sivaraman S.
(2016)

Four financial literacy indicators: (1) basic knowledge, (2) capital management, (3) savings and
investments, (4) risk management.

The test of 34 questions is used: 18 multiple-choice questions to assess respondents’ knowledge of
4 specified indicators (subject areas), 1 question for self-assessment of financial literacy, 2 questions
to determine respondents’ opinion on the need for financial education; 13 additional questions to
determine demographic and socio-economic characteristics of respondents.

Internet;

Vashchenko T.V.. Internet banking systems;

3. Ivanova Ya.Ya.
Sokol'nikova I.V. (2017)

determined:

Six elements that form financial literacy are estimated:

(1) knowledge of basic financial concepts and definitions, belonging to the finance sphere;

(2) ability to orientate in the main products offered by the modern financial market;

(3) ability to use modern technologies for obtaining and analyzing information available on the

(4) skills in cash management and execution of necessary operations through mobile banking and

(5) knowledge of key market indicators and financial indicators to assess the effectiveness of
financial transactions and products;

(6) ability to identify possible risk factors and consequences of risk situations.

The criteria test is used for assessment, on the basis of its results 4 degrees of financial literacy are

Degree 1 (less than 20 points) — almost complete absence of FL;
Degree 2 — 20-45 key) — low level of FL;

Degree 3 (46-80 points) — average level of FL;

Degree 4 (more than 80 points) — high level of FG.

Sources: compiled by the authors on the basis of [7, 21, 28].
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are basic knowledge of money management
(budget and financial planning, understanding
of inflation and interest); features of financial
products and their use (deposits and savings,
investments, loans); risks and protection
against them. Fourth, as a way to measure the
components of financial literacy and financial
capability there are used either criteria (check)
tests or self-assessment, but most often they
complement each other and are used together.
In addition, they make it possible to calculate
private (by FL components) and composite (FL
general level) indices, thereby increasing the
visibility of results interpretation.

Concept of the author’s method to assess
financial literacy of the population

Before disclosing the concept of the author’s
method to assess financial literacy, we consider
it necessary to pay attention to correlation
of the concepts “literacy” and “capability”.
According to the Large Encyclopedic Dictio-
nary, literacy means a “degree of proficiency
in reading and writing in accordance with
grammatical norms of the native language. With
regard to characteristics of the population, it is
one of the basic indicators of its socio-cultural
development”!®. Literacy interpretation in
foreign studies is identical: “Literacy involves
the use of printed and written information to
function in society, achieve goals and develop
cognitive capacity” [5, p. 306].

“The specific content of literacy is
historically variable, tends to expand with
the growth of social requirements to the
development of an individual: from the basic
skills of reading, writing, counting — to the
possession of a set of different socially necessary
knowledge and skills that allow a person to

19 Literacy. Large Encyclopedic Dictionary. Available:
https://www.vedu.ru/bigencdic/16168/ (accessed August 13,
2018).
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consciously participate in social processes”?.
According to the Higher School of Economics
experts, “modern literacy” consists of basic
instrumental literacy, based on the use of
communication tools, and basic special
knowledge and skills relevant to human activity
spheres (e.g., legal “literacy”, environmental
“literacy”, “literacy” in the health field) [29,
p. 18].

Capability is considered as the ability to
effectively mobilize (choose and use most
appropriate) knowledge and skills to solve
specific problems [29, p. 15]. Capability as a
specific personal quality forms and develops in
the process of social activities [30, p. 143]. In
addition, capability is a situational category, as
it is expressed in the willingness to carry out any
activities in specific situations [31, p. 11].

We have previously noted that financial
literacy is conceptualized through two aspects
— understanding (knowledge of personal
finance) and skills (“automatic”, basic actions
based on knowledge), while financial capability
means not the automatic, but conscious ability
to manage financial resources and use financial
services, so as to best meet individual needs in
the existing socio-economic conditions.

In accordance with the author’s concept
of financial literacy, presented in the figure,
financial literacy is defined as a measurement
of how well a person knows, understands
and applies financial information, taking into
account motivational and value aspects (i.e.
financial attitudes), objectively influencing
any human behavior. In other words, we
operationalize financial literacy through three
components — knowledge, skills, attitudes,
putting aside specific financial actions that
make up financial behavior in their totality.

20 Ibidem.
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Table 5. Concept of the author’s method for assessing financial literacy of the population

arithmetic

Source: compiled by the authors.

No Subject area of FL Component Clarification
of FL
Knowledge Understanding how to use income and distribute it to savings and consumption,
how to keep financial records, make payments and keep the money safe. Basic
knowledge of inflation.
1 Income
' and expense Skills Targeted income distribution.
Attitudes Attitude to money (purpose of life or means of life) and wealth, impulsiveness,
propensity to save.
Knowledge Understanding how to maintain a budget and what is financial planning, under-
standing of the need to have funds “for a rainy day”.
9 Family budget and Skills Storage of financial documents, a chosen method of maintaining a family budget,
' financial planning “ability to live within person’s means”, setting of financial goals.
Attitudes Attitude to the future (i.e. focus on “life today” or long-term planning), presence of
long-term goals, desire to achieve goals.
Knowledge Understanding of the essence and features of the use of bank deposits; knowledge
of the definition of “interest”, knowledge of a deposit insurance system.
3. Savmgs. Skills Interest calculation, bank selection criteria.
and deposits
Attitudes Conscious saving, or saving by residual principle, targeted saving or non-targeted
saving.
Knowledge Understanding of the essence and features of the use of bank credit, credit disci-
pline, annuity payments, knowledge of the criteria for choosing a loan.
4 Lending Skills Calculation of credit payment, compliance with credit discipline, use of loans.
Attitudes Propensity to borrow.
Knowledge Understanding of investment principles, knowledge of the ratio of risk and return,
knowledge of the types of tax deductions.
Investments . . . . . o
5. Skills Calculation of personal income tax, use of investment services, registration of tax
and taxes .
deduction.
Attitudes Presence of long-term goals, desire to achieve goals.
Knowledge Understanding of the basics of pension provision, knowledge of possible ways to
; Insurance accumulate for old age, knowledge of insurance products.
’ and pensions Skills Financial provision for old age (income planning), use of insurance products.
Attitudes Paternalism or self-reliance, propensity for future planning and investment.
Knowledge Knowledge of financial risks existence, knowledge of financial pyramid features,
knowledge of the ways to reduce risks (diversification), knowledge of human rights
7 Risks and financial organizations.
’ security Skills Safe use of bank cards, careful reading of contracts, comparison of services, use of
various information sources.
Attitudes Propensity to deliberate or risky behavior; desire to get information.
Knowledge Knowledge of human rights organizations.
8 Consumer rights Skills Experience in filing a complaint against a financial institution.
protection Attitudes Orientation to be informed,; life position (active, i.e. it is possible to influence what
is happening, or passive, i.e. “everything is determined in life”).
) ) . - Financial and mathematical literacy, i.e. ability to use standard mathematical skills
Basics of financial ) . ) ) !
9. in the context of financial resources management, particularly for the calculation of

interest, taxes, credit payments, etc.
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We select the category “literacy” instead of
“capability” due to several circumstances. First,
it is a tradition that has developed in most
Russian studies that assess literacy. Second, the
approved Strategy and the ongoing joint project
of the Ministry of Finance and the World Bank
use this category. Third, the terminological
phrase “financial literacy of the population”,
in our opinion, has become firmly established
in everyday life, is widely recognized and, in
addition, compared with financial capability,
intuitively more understandable to an ordinary
consumer of financial services. We emphasize
that the adopted definition does not contradict
the definitions of “literacy” as such existing
in the literature and is consistent with the
constructions of “financial literacy” used in
other studies.

The choice of specific questions to measure
FL components and the development of the
method for its assessment should be based on a
number of principles:

* questions should be sufficient, i.e. fully
disclose the subject area and the relevant
component of FL;

* questions should be measurable;

* some questions should be “common”,
i.e. repeated in surveys conducted in other
regions or in national surveys;

* questions should be equally applicable to
all population groups.

We use the tools to assess financial literacy
developed and used by the OECD?'. Subject
areas are singled out on the basis of the
framework of financial capability of the RF
adult population proposed by the RF Ministry

2l See: Atkinson A., Messy F. Measuring financial
literacy: results of the OECD. International Network on
Financial Education (INFE) Pilot Study. OECD Working
Papers on Finance, Insurance and Private Pensions No. 15.
OECD Publishing, Paris, 2012. URL: http://dx.doi.
org/10.1787/5k9csfs90fr4-en
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of Finance (tab. 5). For each area (with
the exception of financial arithmetic) three
structural components of FL are measured,
such as: financial knowledge, financial skills,
and financial attitudes. In order to clarify
population’s decisions taken on the basis
of financial literacy, it is expected to include
questions about savings and credit behavior,
use of other financial products, as well as issues
related to financial education.

In addition to the main questions to
measure financial literacy, the questionnaire
includes “explanatory variables”: age, gender,
marital status, education, financial situation,
employment status.

The questionnaire is compiled using open
and closed questions, ordinal and interval scales
(for example, the Likert scale) and qualitative
questions.

To carry out a generalized assessment,
based on selected components, we calculate
several indices of FL: financial knowledge
index, financial skills index, financial
arithmetic index. Calculation of the financial
attitudes index is not provided, as questions on
attitudes will be used for in-depth analysis, in
particular, selection of population groups in
accordance with features of value-motivational
attitude to money and other financial
resources.

The application of our proposed method for
assessing financial literacy of the population is
aimed at solving several problems:

+ identification of “weak areas” of financial
literacy of the population in the context of three
components (knowledge, skills and attitudes),
as well as weak areas of financial behavior;

+ determination of target population
groups for financial education programs and
least financially capable population groups for
promotional events development;
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+ assessment of the need to provide
financial information in the context of specific
topics, as well as identification of the most
preferred forms / methods for obtaining such
information;

+ study of the features of financial literacy
and financial behavior in terms of socio-
demographic groups;

+ study of the relationship between
components of financial literacy and financial
behavior.

Moreover, if a financial literacy survey is
conducted on a permanent basis, it is possible
to monitor changes in the level of financial
literacy and determine the impact of financial
education programs on financial behavior.

Conclusion

People’s financial goals are individual, they
are motivated by a life situation and their socio-
economic status??’. Therefore, there is
considerable heterogeneity in both financial
behavior and financial literacy. Economic
studies of financial literacy pursue quite
obvious goals to identify weak areas in financial
knowledge and skills of the population and
identify the least financially capable population
groups in order to develop effective programs
of financial education. However, it is always
necessary to remember that it is impossible
and even undesirable to make every person a
financial expert.

The development of a coherent concept of
financial literacy involves a clear interpretation
of the term and its corresponding assessment
method. The definition of such a complex
economic category as “financial literacy”
is difficult because of the content itself, the

22 Stakhovich L.V. Need to improve financial literacy of
young people as the most important priority of the state policy.
Children and the Youth: E-Internet Conference. Available at:

https://iq.hse.ru/more/finance/neobhodimost-povishenia-
finansovoj-gramotnosti (accessed August 8, 2018).
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diversity of opinions and research tasks.
Therefore, the work on the development of its
universal interpretation for the use in empirical
studies of different levels and directions seems
archaic, while the formation of internally
consistent theoretical and methodological
approaches to the study and measurement of
financial literacy of the population is a very
urgent scientific task.

In our study, we propose to consider
financial literacy as a person’s ability, involving
a combination of knowledge, skills and
attitudes, as well as awareness and responsibility,
which helps him/her to make informed
financial decisions to ensure their own material
well-being. The proposed interpretation does
not contradict the definitions of “literacy” as
such existing in the scientific literature and is
consistent with the constructions of “financial
literacy” used in other studies.

The key objective of the empirical
assessment of financial literacy of the
population is to obtain information about its
“weak areas” and identify target groups in need
of training by financial education programs.
These actions can be implemented by analytical
structures of regional executive authorities
(departments of strategic planning, finance or
economic development), research organizations
(universities, research institutions, sociological
companies) and directly by financial orga-
nizations, as well as in the format of interaction
of these structures.

The method used to estimate financial
literacy should be consistent with the
definition and should cover all the
components. According to the author’s
approach, financial literacy of the population
is operationalized through three components
— knowledge, skills, attitudes (cognitive,
activity and value-motivational components),
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while specific financial actions that make up
financial behavior are set aside. The method
for assessing financial literacy developed
and applied by the OECD is adopted as a
model. Subject areas are singled out on the
basis of the framework of financial capability
of the RF adult population offered by the
RF Ministry of Finance. The method helps
obtain composite sociological information on
individual components of financial literacy
and calculate several private indices of FL
(financial knowledge index, financial skills
index, financial arithmetic index).

It should be noted that, despite the national
monitoring of financial literacy, the imple-
mentation of private (local and interregional)
studies is very significant. The study of
financial literacy based on a regional survey
is a more detailed supplement to national
and international studies. First, there is an

opportunity to pay more attention to certain
aspects of financial literacy or certain groups
of the population that have unique socio-
economic, demographic or professional
characteristics. Second, under “local” studies
you can ask narrower, specific questions about
the phenomenon under analysis. Third, such
studies focus on features that are specific to a
local community, largely determine a financial
literacy level and are lost in national surveys.
Fourth, this kind of research can become
regular, i.e., with the interest of regional
authorities and the high efficiency of conducted
surveys, the latter can be conducted on a
permanent basis (with a certain periodicity).
Fifth, such research help solve the problem of
filling the empirical array of financial literacy
of the population with qualitative data, which
is a valuable addition to “dry” quantitative
indicators.
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