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The importance of financial literacy
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>> The importance of financial literacy

e Trends in the financial landscape
— Access to money and financial products and services from a young age

— Widespread emergence of digital financial products and services:
opportunities and risks (cryptoassets, fraud and scams, “finfluencers”,
behavioural biases)

— Sustainable finance

« Demographic and socio-economic trends
— Risk shift and increased individual responsibility
— Financing higher education

« Expected benetfits of financial education and improved levels of
financial literacy




The financial literacy assessment in PISA

Four assessments of financial literacy of 15-year-old students within PISA:
« The 2022 assessment covers 23 countries/economies:

— Austria, Brazil, Bulgaria, Canadian provinces, Chile, Costa Rica, Czech Republic, Denmark, Flemish Community of Belgium, Hungary, Indonesia, Italy, Malaysia,
the Netherlands, Norway, Peru, Poland, Portugal, Saudi Arabia, Serbia, Spain, the United Arab Emirates and the United States.

* The third assessment in 2018 covered 21 countries/economies:

— Australia, Brazil, Bulgaria, Canadian provinces, Chile, Estonia, Finland, Georgia, Indonesia, Italy, Latvia, Lithuania, the Netherlands, Peru, Poland, Portugal, the
Russian Federation, Serbia, the Slovak Republic, Spain and the United States.

* The second assessment was conducted in 2015 among 15 countries and
economies:

— Australia, the Flemish Community of Belgium, Brazil, the four grovinces of Beijing, Shanghai, Jiangsu and Guangdong in China, seven provinces in Canada, Chile,
Italy, Lithuania, the Netherlands, Peru, Poland, the Russian Federation, the Slovak Republic, Spain and the United States.

* The first assessment was conducted in 2012 among 18 countries and
economies:

— Australia, the Flemish Community of Belgium, Shanghai-China, Colombia, Croatia, the Czech Republic, Estonia, France, Israel, Italy, Latvia, New Zealand, Poland,
the Russian Federation, the Slovak Republic, Slovenia, Spain and the United States.




>> Analytical and assessment framework

» Initially developed for the 2012 assessment

 Revised ahead of the 2022 assessment:

— recent developments in the financial, economic and socio-
demographic landscape that are relevant for the financial literacy of
young people,

— including the growing spread of digital financial products and
services

 This was reflected in:
— Five new cognitive items
— Revised questionnaire




>> PISA defines financial literacy as...

knowledge and understanding of financial concepts and risks,
as well as the skills and attitudes...
to apply such knowledge and understanding...

in order
— To make effective decisions across a range of financial contexts,
— to improve the financial well-being of individuals and society, and
— to enable participation in economic life.




>> Organisation of the domain

Three perspectives on the area to be assessed:

» Content comprises the areas of knowledge and
understanding that are essential in the area of literacy in
question.

* Processes describes the mental strategies or approaches
that are called upon to negotiate the material.

« Contexts refers to the situations in which the domain
knowledge, skills and understandings are applied, ranging
from the personal to the global.




>> Content areas

* Money and transactions

» Planning and managing finances
* Risk and reward
 Financial landscape




Content areas

Money and transactions
— aware of the different forms and purposes of money
— confident and capable at handling and monitoring transactions

Planning and managing finances
— Knowledge and ability to monitor and control income and expenses

— Knowledge and ability to make use of income and other available resources in the short and long terms to enhance
financial well-being:

Risk and reward

— Identifying and managing risks and rewards associated with life events or the economy, and recognising that certain
financial products and processes can be used to manage and offset various risks

— Understanding the risk inherent in certain financial products, risks and rewards associated with non financial products,
or new products

— trade off risk-reward, contingency planning and diversification

Financial landscape
— Awareness of the role of regulation and consumer protection, rights and responsibilities
— Knowledge and understanding of the financial environment, personal financial data
— Impact of personal financial decisions on the environment and society
— Influence of economic and external factors




>> Processes

 Identify financial information

 Analyse financial information and situations
» Evaluate financial issues
« Apply financial knowledge and understanding




>> Processes

* Identify financial information

— Searching and accessing sources of financial information, identifying
or recognising its relevance

Analyse financial information and situations
— Recognising relationships in financial contexts

 Evaluate financial issues

— Recognising or constructing financial justifications and
explanations, critical thinking

 Apply financial knowledge and understanding
— Applying knowledge in financial contexts




>> Contexts

 Education and work

 Home and family
e Individual
« Societal




>> Non-cognitive factors

Contextual factors that may be related to students’
opportunities to improve their financial literacy, such as
access to information and education

Students’ behaviours and opportunities to learn by doing in
terms of access to and use of money and financial
products

Financial attitudes that are expected to be associated with
cognitive aspects of financial literacy

Self-reported financial behaviour that can be considered
as an outcome of the cognitive aspects of financial literacy.




The Interaction of financial literacy with knowledge
and skills in other domain

« Mathematics
» Reading




Distribution of score points

Original distribution ) N(?W s1.1ggesfted
of score points dlStI‘lbutl?n of score
. points
(in the 2012, 2015 (suggested changes
and 2018 are highlighted in
assessments) jtalics)
Content Money and transactions 30-40% 25-35%
Planning and managing finances 25-35% 20-30%
Risk and reward 15-25% 20-30%
Financial landscape 10-20% 15-25%
Process Identify financial information 15-25% 15-25%
Analyse financial information and situations 15-25% 25-35%
Evaluate financial issues 25-35% 25-35%
Apply financial knowledge and understanding 25-35% 15-25%
Contexts Education and work 10-20% 10-20%
Home and family 30-40% 30-40%
Individual 35-45% 35-45%
Societal 5-15% 5-15%




Described proficiency levels

Level

What student can typically do

2
Baselin
e

Students can identify common financial products and terms and interpret information relating to
basic financial concepts. They can recognise the difference between needs and wants and can make
simple decisions on everyday spending. They can recognise the purpose of everyday financial
documents such as an invoice and apply single and basic numerical operations (addition, subtraction
or multiplication) in financial contexts that they are likely to have experienced personally.

Students begin to apply their knowledge of common financial products and commonly used financial
terms and concepts. They can use given information to make financial decisions in contexts that are
immediately relevant to them. They can recognise the value of a simple budget and can interpret
prominent features of everyday financial documents. They can apply single basic numerical
operations, including division, to answer financial questions. They show an understanding of the
relationships between different financial elements, such as the amount of use and the costs incurred.

Students can apply their understanding of commonly used financial concepts, terms and products to
situations that are relevant to them. They begin to consider the consequences of financial decisions
and they can make simple financial plans in familiar contexts. They can make straightforward
interpretations of a range of financial documents and can apply a range of basic numerical operations,
including calculating percentages. They can choose the numerical operations needed to solve routine
problems in relatively common financial literacy contexts, such as budget calculations.




Described proficiency levels

Level What student can typically do

Students can apply their understanding of less common financial concepts and terms to contexts
that will be relevant to them as they move towards adulthood, such as bank account
management and compound interest in saving products. They can interpret and evaluate a
range of detailed financial documents, such as bank statements, and explain the functions of less
commonly used financial products. They can make financial decisions taking into account
longer-term consequences, such as understanding the overall cost implication of paying back a
loan over a longer period, and they can solve routine problems in less common financial
contexts.
Students can apply their understanding of a wide range of financial terms and concepts to
contexts that may only become relevant to their lives in the long term. They can analyse complex
financial products and can take into account features of financial documents that are significant
5 but unstated or not immediately evident, such as transaction costs. They can work with a high
level of accuracy and solve non-routine financial problems, and they can describe the potential
outcomes of financial decisions, showing an understanding of the wider financial landscape,
such as income tax.




>§ample Question: INVOICE

’ The main task is to know the purpose and demonstrate
a basic understanding of an invoice

Content: Money and transactions, it involves awareness of the
different forms and purposes of money and handling simple
monetary transactions such as everyday payments

Clana

Product code Description Quantity Unit cost Total (excluding tax)

60 zeds

This is an easy item — Level 1 on the financial 60 e

o o 10 zeds

literacy scale (below baseline)

Total Excluding Tax: 130 zeds
Question 1: Why was this invoice sent to Sarah? Tax 10%: 13 zeds
A. Because Sarah needs to pay the money to Breezy Clothing. e Indu;ijﬁ‘éi; - 22:2
B. Because Breezy Clothing needs to pay the money to Sarah. Already Paid: 0 zeds

C. Because Sarah has paid the money to Breezy Clothing. el due. o3 e
D. Because Breezy Clothing has paid the money to Sarah. D(;fe dﬂ: 31 M?:df




woample Question: PAY SLIP

Each month, Jane’s salary is paid into her bank account. This is Jane’s pay slip for July

r.v

Sg The main task is read the pay slip and to recognise that
LBl Jane’s employer will only pay net salary into her bank

Content: Money and transactions and the context is education and
work

Net salary 2500 zeds

Gross salary to date this yg

Process: Identify financial information
Question 1: How much money did Jane’s employ€rpdy Into ner BanK dccou
on 31 July?

This is a relatively hard item — Level 4

C. 2800 zeds on the financial literacy scale
D. 19600 zeds




ample Question: INVOICE

This is a hard item — Level 5 on the

financial literacy scale

Content: Money and
transactions

Invoice

Invoice Number: 2034
Date issued: 28 February

- Qson Breezy Clothing
29 Worthill Rd 498 Marple Lane
ensington . . J 12 krightwell
renington This item focuses on students’ ability to rahowe!
— apply financial knowledge and
To11 understanding
Jo223
sS002
Question 3: Total Excludina 131 { Zeci;
Sara notices that Breezy Clothing made a mistake in the P - zeds
invoice. Sara ordered and received two T-shirts, not three. The postage fee is foral o ZedS 5 22:2
a fixed charged.
What will be the total of the new invoice? oy ooz




ample Question: BANK ERROR

anks with ZedBank. He receives this e-mail message

Content: financial landscape,

because Internet banking is Lyl Lhisis a hard item — Level 5
common in the life of students

ternet banking.

)tly your account is no long .. s 1
Please click Oh the link below and folloviRRERIESHE G VRN ES gl Biny

will be asked to provide your Internet be to evaluate financial issues
https://ZedBank.com/

Question 1: Which of these statements would be good advice for David?

Reply to the e-mail message and provide his Internet banking details
Contact his bank to inquire about the e-mail message

If the link is the same as his bank’s website address, click on the link and follow
the instructions
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