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Personal Finance Education

» What the Data Shows
» Teaching Personal Finance
» Our Initiative at Stanford

» The Case for Personal Finance Education



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 P-Fin Index relates to common financial situations that
individuals encounter and can be viewed as a gauge of “working
knowledge.”

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

* Datais now collected on a representative sample of about 3,500
respondents (age 18+).

* Data collection started at the end of 2016.



Eight years of P-Fin Index data (2017-2024)

2024

FINANCIAL LITERACY AND BETIREMENT FLUINCY

New Insights for Improving
financial well-being

e TO04 MU Dt GPLIT Porsanas Aoy Sk

D I e T e R

OTIAA GFLEC

Institute




What is unique: 8 functional areas of personal finance

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). It is a check-up
for personal finance.

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

1. Earning 5. Borrowing
2. Saving 6. Insuring
3. Consuming 7. Comprehending risk

4. Investing 8. Go-to information sources



Inflation knowledge

Akiko has $1,000 in savings that earns a 2% rate of return over the course of the
year. The inflation rate during the year is 3%. Which statement is true?

Qe can afford to buy fewer things at the end of the @
* She can afford to buy more things at the end of the year

* It’s not clear whether she can afford to buy more things or fewer things at the

end of year
* Don’tknow Results:
* Refuse to answer Correct 47%
Incorrect 23%
Don’t Know 29%

No Answer 1%

Source: TIAA Institute-GFLEC Personal Finance Index (2024).



Financial (il)literacy is holding steady: 2017-2024

2017

% of P-Fin Index questions answered correctly

2018

2019

2020

2021

2022

2023

2024

Distribution of correct answers to P-Fin Index
questions

15-21 correct
(51%-75%)

8-14 correct
(26%-50%)

0-7 correct
(<26%)

2017 2018 2019 2020 2021 2022 2023 2024

Source: TIAA Institute-GFLEC Personal Finance Index (2017-2024).



What do people know the most and the least

Borrowing

Saving 55%
Consuming 49%

Earning 48%

Go-to info 47%
sources

Investing 45%

Insuring 43%

Comprehending 35%,
risk

Source: TIAA Institute-GFLEC Personal Finance Index (2024).



Gaps in financial knowledge: Age groups/cohorts

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

15-21 correct
52% 53% (51%-75%)
46%
0 8-14 correct

38% (26%-50%)
0-7 correct
(<26%)

18-29 30-44 45-59 18-29 30-44 45-59 60+

Source: TIAA Institute-GFLEC Personal Finance Index (2024).



Turning to
financial wellness




A simple measure of the cost of financial illiteracy

Average hours per week spent thinking about and dealing
with issues and problems related to personal finance

<26% 26%-50% 51%-75% 76%-100%

mAll adults mWorkers while on the job

Source: TIAA Institute-GFLEC Personal Finance Index (2024).

People spend an average
of 8h per week thinking
about and dealing with
financial issues and
problems. An average of
4h per week occur at
work.

Stanford Graduate School of Business



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?

* |am certain | could come up with the full $2,000.

| could probably come up with $2,000.

* I could probably not come up with $2,000. Respondents are
. . ‘ classified as
* |am certain | could not come up with $2,000. financially fragile.

e Don’t know.

* Prefer not to say.



Financial fragility before and after the pandemic

Financial fragility over time

50%

Brookings Papers

31%

39%
26%  27%  28%

I 34%

2009 2012 2015 2018 2020 2023 2024

Source: 2009 TNS data; 2012, 2015 and 2018 NFCS data; 2020, 2023, 2024 P-Fin data.



Financial literacy and financial fragility

% who could certainly come up with $2,000 if an unexpected need
arose within the next month

Those with greater

financial literacy are

less likely to be

financially fragile. 41%

<26% 26-50% 51-75% 76-100%

% of P-Fin Index questions answered correctly

Source: TIAA Institute-GFLEC Personal Finance Index (2024).



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

financial literacy

Model 1 Model 2 Model 3

Financial Financial Financial

Resilience Resilience Resilience
>50% of P-Fin questions correct 0.095%**

(0.018)
Total # of P-Fin questions correct 0.007%**
(0.001)
Was offered financial education 0.052%**
(0.015)

Demographic Controls Yes Yes Yes
Observations 3,687 3,687 3,687
R-squared 0.173 0.175 0.168

Source: TIAA Institute-GFLEC Personal Finance Index (2024).
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A new academic field
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From research to
teaching and
programs




From research to teaching

Personal Finance courses for
undergraduate and graduate students

At GW and Stanford, it has been a big
success

When it first started, 362 students enrolled
in the Personal Finance course at Stanford

| am teaching in the Summer too



Teaching Personal Finance Conference
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Stanford University
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A case for personal finance education

It is a win-win for everybody

* Education is much needed and for everyone

* Needs are different, and one-size-does-not fit all: we need courses and
wellness programs

* Acourse can be longer and more mathematical

« Courses and programs can collaborate, for example on mentorship, peer
learning, and the provision of tools

* Education and programs are going to save on costs

* Alumni and parents are very interested in this topic and willing to support it



An eco-system

Need to work together

Long term perspective, how to keep it in place

Adequate support

Coordination



Living well

We need to provide access to knowledge and skills so that people can be more financially
resilient and secure. Financial literacy is like water in an eco-system, it is essential to

grow and flourish.




Thank you!

If you have any questions, please send them to alusardi@stanford.edu.
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