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Outline of the presentation

• The importance of financial literacy: Let’s start with measurement

• Linking knowledge and behavior

• Does financial education work?

• Implications for teaching and policy and programs
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Preview of findings

• We have a detailed measure of financial literacy and a lot of data

• Changes are accelerating, but financial literacy is not keeping up

• Financial literacy matters, it is linked to behavior

• Personal finance education is an important factor in changing the statistics

• Academics have an important role to play



Why is financial literacy important?

• Changes in the pension system: People are in charge 
of their financial security after retirement

• Changes in the labor market: Gig economy and STEM

• Changes in financial markets: Complexity of financial 
instruments, including new ones and easy access to 
credit

• Fintech and AI

• Most importantly,  the increase in risk 

Need a rigorous approach to financial decision-
making
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How equipped are people to make financial decisions? 

About 20 years ago, I started measuring 
financial literacy using 3 simple questions.

The results are striking and speak of the 
importance  of looking closely at how 
people make decisions

This can be particularly important for young 
people as they face  a different future.
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Back to basics



Measuring financial literacy: The ABCs of personal finance 

The Big Three

1. “Suppose you had $100 in a savings account and the interest rate was 
2% per year.  After 5 years, how much do you think you would have in 
the account if you left the money to grow?”

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

3. “Do you think the following statement is true or false? Buying a single 
company stock usually provides a safer return than a stock mutual 
fund.”

❑ More than $102 
❑ Exactly $102
❑ Less than $102 
❑ Don’t know (DK)
❑ Refuse to answer

❑ More than today  
❑ Exactly the same as today
❑ Less than today
❑ Don’t know (DK)
❑ Refuse to answer

❑ True
❑ False
❑ Don’t know (DK)
❑ Refuse to answer

These are the questions I designed jointly with Olivia Mitchell, known as the “Big Three.” 
One question is about inflation:



How much do Americans know? 
(Lusardi and Mitchell, Journal of Pension Economics and Finance (JPEF), 2011)

Distribution of responses across the U.S. population                                                                         
(2009 National Financial Capability Study)

NB: Only about 1/3 correctly answer all 3 questions. About 1/3 do not know about 
risk diversification.

Responses

Correct Incorrect DK Refuse
Interest rate 64.9% 20.5% 13.5% 1%

Inflation 64.3% 20.2% 14.2% 1.3%

Risk diversif. 51.8% 13.3% 33.7% 1.2%



Financial Literacy around the World (FLat World)

• Initial evidence from 14 countries (published in the Journal of Economic 
Literature, 2024

 USA
 Germany
 The Netherlands
 Italy
 Russia
 Sweden
 New Zealand
 Japan

 Australia
 France
 Switzerland
 Romania
 Finland
 Canada

Using the Big Three, we have found that financial literacy is low in both developed and 
developing economies



Main findings across countries

• Strikingly similar findings across countries

- Low percentage of people who know the Big Three even in the G7 countries

• Risk diversification is what people know the least

• Important roles of “do not know” answers



More international evidence on financial literacy

Recent evidence from other countries (special issue of the Journal 
of Financial Literacy and Wellbeing, 2023) show similar results

 USA
 Canada
 Latin America (Peru and Uruguay)
 Eastern Europe (9 countries)
 Singapore
 Finland
 Italy
 Japan
 Germany



Main findings

 Again, similar and low levels of financial literacy around the world

Some groups continue to be vulnerable:  the young, women, etc.  Again, very 
similar findings across countries.

 Little improvement over time

Across countries, improvements in financial literacy are small



Financial literacy across age, gender, education, and income
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Some research findings about the young (age: 23-28 in 2007-2008) 

• In the US, young people who are financially 
literate are disproportionally white males 
from college-educated families. 

• Financial literacy can be linked to the 
wealth of parents when young people (age: 
23-28) were growing up (they were 12-17)

• Being financially literate is a privilege 
enjoyed by few who learned it at the dinner 
table



A persistent gender gap in financial literacy 

Source: Flat World 

Women are 
disproportionately 
more likely than men 
to respond to a 
question with “do not 
know.” 22%
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Focusing on gender differences

What happens if we take away the “do not know” option?
This is what we did in a project with data from the Dutch 
Central Bank using the Big Three.

• The gender difference shrinks but does not go away

• Women know more than they think they do, but they are 
not confident about their knowledge

• Both knowledge and confidence matter for financial 
behavior (investing in the stock market)

Bucher-Koenen, Alessie, Lusardi and van Rooij, 2025, 
“Fearless woman: Financial literacy, confidence and stock 
market participation.” Published in Management Science, 
2024



Adding financial literacy to an intertemporal model of saving 
(Lusardi, Michaud and Mitchell, JPE 2017)

• Who benefits from financial literacy? And what are the costs of acquiring 
financial literacy?

• Consider a life cycle model of saving with financial literacy. Financial literacy 
affects the return on savings. We have to spend time and effort in acquiring 
financial literacy

• Financial literacy is a choice variable and we can derive the “optimal” amount 
of knowledge.

• According to the model, 30- 40% of retirement wealth inequality is accounted 
for by financial literacy.



JEP paper summarizes the research in
the past 20 years

Annamaria Lusardi and Olivia S. Mitchell
Journal of Economic Perspectives
Fall 2023

New paper forthcoming in Annual Review of Financial 
Economics
Title: The importance  of financial literacy: From corporate
finance to personal finance





Share of consumers with high financial literacy 
(percentage of consumers)

Financial literacy in the Euro Area – ECB’s Consumer Expectations Survey
(2020-2026) 
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Measuring financial literacy: The Big Three

Source: ECB Consumer Expectations Survey. Authors' calculations.
Notes: Weighted sample means, pooled data April 2020 to April 2026.

Share of consumers answering correctly

Item Concept Euro Area Austria Spain

Big-3 All three correct 49.5% 56.9% 40.5%

Q1 Interest rate compounding 81.7% 81.5% 73.2%

Q2 Inflation / real rates 76.4% 85.4% 76.1%

Q3 Risk diversification 64.1% 70.7% 59.8%
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Beyond the basics



Started our own data collection in 2017 

• Designed an index of personal finance knowledge:  TIAA 
Institute – GFLEC Personal Finance Index (P-Fin Index) 

• Data is collected each year (in January)

• We can focus on specific areas of interest 



Measuring personal finance knowledge
• The TIAA-Institute-GFLEC Personal Finance Index (P-Fin Index) 

is an annual measure of knowledge and understanding which 
enable sound financial decision-making and effective 
management of personal finances among U.S. adults.

• The 28 questions of the P-Fin Index relate to common financial 
situations that individuals encounter. 

• In addition to personal finance knowledge, it provides information 
on financial well-being indicators.

• Data is now collected on a representative sample of about 3,500 
respondents (age 18+). 

Hispanic Millennial African 
American

Women Five Generation Longevity  
Literacy 
measure

Longevity  
Literacy 
measure 2.0

Retirement 
Planning 
measures

2017 2018 2019 2020 2021 2022 2023 2024 2025

A Decade of 
Data: 10th 
anniversary

2026

Impact of 
longevity 
expectations



The index is based on responses to 28 questions, with three or four questions for each
of the eight functional areas (from the National Standards for Financial Literacy).

What is unique: 8 functional areas of personal 
finance

The P-Fin Index’s 28 questions cover eight functional areas:

1. Earning
2. Saving
3. Consuming
4. Investing

5. Borrowing
6. Insuring
7. Comprehending risk
8. Go-to information sources



Financial literacy: A failing grade

Source: TIAA Institute-GFLEC Personal Finance Index (2026).25%
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Financial literacy is moving in the wrong direction 

Source: TIAA Institute-GFLEC Personal Finance Index (2017-2026).

2017 2018 2019 2020 2021 2022 2023
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20242017 2018 2019 2020 2021 2022 2023 2024

Distribution of correct answers to P-Fin Index 
questions% of P-Fin Index questions answered correctly

2025 20252026 2026

Significant decline Significant increase in the share of respondents correctly 
answering seven or fewer of the 28 index questions.



What do people know the most and the least?

Source: TIAA Institute-GFLEC Personal Finance Index (2026).
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The young are the least knowledgeable

Source: TIAA Institute-
GFLEC Personal 
Finance Index (2026).
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For the young, those with low scores are the largest single 
segment of the distribution, with significantly smaller shares 
reaching higher score ranges.



Measuring financial fragility (Lusardi, Schneider and Tufano, BPEA, 
2011)

How confident are you that you could come up with $2000 if an 
unexpected need arose within the next month?

• I am certain I could come up with the full $2,000.

• I could probably come up with $2,000.

• I could probably not come up with $2,000.

• I am certain I could not come up with $2,000.

• Don’t know.

• Prefer not to say. 

Respondents are 
classified as financially 
fragile. 



Financial fragility: What does it measure?

Indicates lack
of borrowing capacity 
of highly leveraged 

households

Is a symptom 
of lack of 

assets



Financial fragility before and after the pandemic

Source: 2009 TNS data; 2012, 2015 and 2018 NFCS data; 2020-2026 P-Fin data.
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Financial literacy and financial fragility

Those with greater 
financial literacy are 
less likely to be 
financially fragile.

Source: TIAA Institute-GFLEC Personal Finance Index (2026).
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the next month



The relationship between financial resilience (being able to 
cope) and financial literacy

Source: TIAA Institute-GFLEC Personal Finance Index (2026).

 Model 1 Model 2 Model 3 
 Financial 

Resilience 
Financial 
Resilience 

Financial 
Resilience 

    
>50% of P-Fin questions correct 0.096***   
 (0.017)   
Total # of P-Fin questions correct  0.006***  
  (0.001)  
Was offered financial education   0.056*** 
   (0.015) 
    
Demographic Controls Yes Yes Yes 
    
Observations 3,437 3,437 3,437 
R-squared 0.206 0.205 0.201 

 



Robustness checks

 Similar results using different measures of precautionary savings

 Instrumenting for financial literacy tend to give even higher estimates 
than the OLS

 Relationship on financial literacy and financial fragility also holds at 
the macro level (use aggregated data across countries)



Similar findings during the pandemic  



Key lesson: Financial literacy matters

These are indicators of 
financial resilience 
and ultimately well-
being.

A financially literate person is…

more likely 
to weather 
financial 
shocks

less likely to 
be debt 
constrained

more likely to 
save

more likely 
to plan for 
retirement
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P-Fin 8 Index: A proxy for the P-Fin Index

• New short-form index developed for researchers & practitioners
• 8 questions (one per functional area) -> proxy for full 28-question index
• Strong performance as a proxy

- Correlation with full index >0.9
- Average score: 46% (P-Fin 8) vs. 47% (full index)
- Replicates key patterns across demographics & well-being indicators

• It can be used for surveys, program evaluations, policy assessments and 
enables benchmarking to national statistics

• The measure is made public and we will also soon give the data



P-Fin 8 Questions



P-Fin 8 Resources

More resources on the P-Fin 8 including a 
Technical Guide and a Data Exploration Tool 
can be found here: 



Implications for 
Education: Teaching 
Personal Finance



Does financial education work?

• Look at the most rigorous evaluation of 
financial education programs (RTCs studies) 
in as many as 33 countries

• Financial education affects a variety of 
behaviors

• It not only works but it is also cost effective

• It is effective both among the young and the 
old
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Numbers of articles on ‘financial literacy’ per year in the Web of 
Science have grown exponentially

Source: Kaiser et al, JFE  (2022)
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Personal finance (Econ 43) at Stanford University

• Since 2020, we have been teaching 
Personal Finance at Stanford

• I taught Personal Finance since 2011

• Th course has become one of the 
most popular electives at Stanford

• We offer it several times a year

• We can share our material (lectures, 
applications, exams, etc. )
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Personal finance at Stanford University, cont.

• The course is data and research-
based

• We use the data from the P-Fin Index 
in the lectures

• We used the data to design the  
course as well

• We are assessing the effectiveness of 
personal finance teaching (and with 
AI) in collaboration with two 
universities that have a lot of 
students



The basics of personal finance

Accounting for households

Life-cycle model of saving under uncertainty

Debt management

FICO score and its determinants

1

2

3

4

5

Personal finance 
topics we cover in 
our courses

Personal finance course



Home, car, and other purchases

Investing in education 

Investing in financial markets

Investing, taxes and employer benefits

Insurance and retirement planning

6

7

8

9

10

Personal finance 
topics we cover in 
our courses, cont.

Personal finance course, cont.
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Network of personal finance teachers

We are building a network of personal finance teachers. Please join the network if 
you are teaching or interested in teaching personal finance.  Please contact us at 
Stanfordifdm@stanford.edu
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Annual Teaching Personal Finance Conference
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Save the date for this year’s conference

• The Teaching Personal Finance Conference is scheduled on Friday, September 
25, 2026

• Join us if you are teaching or interested in teaching personal finance. Email  
Stanfordifdm@stanford.edu to get an invitation

• This year we will have a session about teaching personal finance in other 
countries, with speakers from Portugal, Italy and more

• Information on past conferences can be found here: 

mailto:aStanfordifdm@stanford.edu


Policy and programs



National strategy in Italy

I chaired the Italian Committee for Financial 
Education in charge of the national strategy for 
financial literacy

Supported a law mandating financial education in 
school

Evaluation of effectiveness:
“Financial Education at Scale: Experimental 
Evidence on a National Information 
Campaign” with Alessia Sconti, Tim Kaiser et al., 
2024. 
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Impacting policy

Our new work in progress:

• Financial literacy: Why should central 
banks care



Bank of Spain Financial Education

 I was part of the committee evaluating the financial education activities 
of the Bank of Spain
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Engaging global leaders  

• Working with the World Economic 
Forum

• One of their Global Future Councils 
in 2025-2026 is devoted to financial 
education

• Online forum in October with central 
bankers



Research ideas: Topics that require more work 

• Gender differences in financial literacy?

• What works in financial education and why?

• How to reach the vulnerable groups?

• Assessing the costs of financial illiteracy

• Building wealth early in life

• Macro implications of financial illiteracy



To summarize

 Financial literacy/personal finance is a rapidly growing research field 
with a plethora of research opportunities.

 It is a relevant topic for academia and policy makers.

 In addition to research, financial literacy /personal finance is taught in 
school and college



Financial literacy is officially a research field, JEL code:  G53



A network dedicated to financial literacy and personal finance 

- Working papers series

- Monthly brown bag 
lunch presentations

- Conferences



We need to provide wide access to financial education so that people can be more 
financially resilient and financially secure.  Financial literacy is like water in an 
ecosystem, it is needed to grow and flourish.

Like water in an ecosystem
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Initiative for Financial Decision-Making (IFDM)

Collaboration between:

An initiative in which education, technology, policy, 
and research come together.



Stanford Graduate School of Business

For more information, please visit us at  

https://ifdm.stanford.edu/

62
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