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ABSTRACT

This paper presents an analysis of the data collected from the
Survey on Financial literacy at a country level for Albania, according
fo the methodology developed by OECD/INFE. It reveals the
main findings, focusing on the most im-portant aspects of the three
components of financial literacy measured by the questionnaire: fi-
nancial knowledge, behavior and attitudes, as well as indicators of
financial inclusion.

Thanks to the combination of data, it sheds light on the financial
literacy of the population and, most importantly, identifies its gaps
and needs to be addressed through tailored financial educa-tion
programs.

JEL Classification: D12, D14, D18, D63

Key words: Financial education, financial literacy, financial
inclusion, personal finance.



INTRODUCTION

Financial literacy and the importance of its
measurement: The case of Albania

Financial literacy

In summer 2015, the Bank of Albania conducted the second
survey, affer that of 2011, to measure the level of financial literacy.
This effort to collect and analyse data on the Albanian population,
is also part of a broader project of the Organisation for Economic
Cooperation and Development (OECD) to create a comparable
database among participating countries on this important issue.

Financial education, financial consumer protfection and financial
inclusion are recognised at the highest policy level as three essential
ingredients for the financial empowerment of individuals and the
overall stability of the financial system, as highlighted through three
sefs of highevel principles endorsed by G20 leaders: Innovative
Financial Inclusion {2010); Financial Consumer Protection (201 1);

and National Strategies for Financial Education (2012) (OECD/
INFE, 2016).

The analysis of the data collected by the survey at a national
level brings fo the affention of the public the key findings, focusing
mainly in the most significant aspects of the three financial literacy
components measured by the questionnaire: financial knowledge,
behaviour and attitudes, and also indicators of financial inclusion.
Thanks to the combination of these components, it sheds light on
the levels of financial |iTer0cy of the popu|oﬂon and, what is more
important, on their gaps and needs regarding financial education.

The Role of the Bank of Albania

In recent years, central banks have focused their interest on
financial literacy believing that it helps their mandates in achieving
price stability and ensuring financial stability. A better understanding
of monetary policy helps predict forthcoming decisions, which in
turn speeds up the transmission fo the real economy and hence
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makes monetary policy more effective  (Greimelfuhrmann B.,
Silgoner M. and Weber R., 2015). Financial stability is intrinsically
linked to the quality of financial decision-making in an economy.
Funding or investment decisions that ignore fundamental values and
are based on erroneous assessments of future price and interest rate
developments, can put the stability of the entire financial system
at risk. While macroprudential policy measures are the ultimate
backstop mechanisms, financial stability starts at the individual level

and with informed financial decision-making (Buch, C.M., 2017).

The Bank of Albania estimates that being familiar with the basic
financial and economic concepts, appropriately understanding and
using banking products and financial instruments as well as the
ability to manage personal and household finances, avoiding the
risk of overcrediting, are the key elements to achieve individual,
and society’s overall, welfare.

It is a proven fact now that improvement in financial inclusion
confributes to the improvement of the welfare of the population in
a harmonised way. Financial education, tailored publications with
information on bank products and services, as well as developments
in the payment infrastructure and payment services are concrefe
steps for providing more opportunities for access fo finance by all

segments of the population (Sejko G., 2018).

Aware of the financial literacy of the public as a significant
instrument for promoting the development of the market, for more
than a decade, the Bank of Albania has been engaged in designing
and developing educational programmes created to address the
needs of specific interest groups.

The periodic measurements of the level of financial literacy of
the population serve to accurately identify the literacy gaps of the
various socio-demographic groups and, thanks to the analysis of
the data collected directly through the survey, it is possible to draff
failored educational programmes for each group.



1. METHODOLOGY AND SAMPLE ANALYSIS
1.1 Measuring financial literacy in OECD-INFE

countries

Some 30 countries from & continents were part of the infernational
project of measuring financial literacy in 2015. In tofal, more than
50,000 adults, 18 to 79 years old, underwent the survey, answering
mainly the same questions developed by the International Network

for Financial Education (INFE', created by the OECD in 2008).

The data collected at national levels were comparatively analysed
among countries in the publication "OECD/INFE International
Survey of Adult Financial Literacy Competencies”, issued in 2016.

The questionnaire is designed to collect internationally comparable
information. It includes questions fo capture:

® The behaviour, affitudes and knowledge of the adult population;

® Information about a wide range of financial literacy topics
related to keeping frack of finances, making-ends-meet, longer-
ferm financial planning (including retirement saving) and
choosing products;

® Information on product awareness and holding in order fo
inform work on financial inclusion:

e levels of financial wellbeing; and

e Socio-demographic information (OECD/INFE, 2015).

Thanks to these wellstudied, fested and improved questions
following the experience formed in the first survey, the second survey is
expected fo help public authorities and other organisations involved
in the financial education of the public: to establish standards for
national strategies or porticubr programmes; to measure chcnges
in time across various counfries as well; fo identify the needs of
the population, the socio-demographic groups with larger gaps in
financial knowledge and less access in financial information and
products.

1

More detailed information is found on: hitp://www.financialeducation.org/join_INFE.
html
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1.2 Definition of financial literacy

The OECD/INFE has defined financial literacy as follows: A
combination of awareness, knowledge, skill, attitude and behaviour

necessary to make sound financial decisions and ultimately achieve
individual financial well-being (OECD/INFE, 2015).

1.3 Measuring financial literacy: the questionnaire

As in the survey of 2011, here as well, the questionnaire used
is developed by the International Network on Financial Education
and tailored by the Bank of Albania to better capture and reflect the
specific characteristics of the country - on the socio-demographic,
economic as well as the financial market system.

The questionnaire contains 34 questions, divided in 5 categories
based on the issue they address: 1-financial inclusion; 2-knowledge;
3- behaviour; 4- affitudes; and 5- socio-demography. This structure
will also be followed in the sections of our working paper.

The section on financial inclusion (2) collects data on the level of
awareness, holding and use of financial and banking products by
various socio-demographic groups.

The section on financial knowledge (3) assesses the understanding
of basic financial concepts and mathematics skills in situations
related with personal finances. The basic financial concepts that
serve fo assess the understanding in this survey are based on 2 of
the “Big Three" questions proposed by Lusardi and Mitchell (201 1)
and on other questions developed by the OECD: understanding
simple and composed interest; understanding inflation; as well as
understanding the benefits of diversification.

The section on financial behaviour (4] measures how the
inferviewees manage money, if they have a household budget,
how they are able to save or seftle a debt, and if they take well-
informed decisions.
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Meanwhile, the section on financial aftitudes (5) tries to assess a
part of individual tendency towards the long-term, to shed light on
their preferences and convictions of the populafion, conscious or
not, which may affect their financial welfare.

Through a comparative analysis, the last section (6) addresses the
main findings of the survey, the overall financial literacy score, and
the differences in the results obfained between the 2 measurements

carried out with a 4-year time lag (2011 and 2015).

1.4 Survey set-up and methodology

The surveyed sample is composed of 1000 individuals, aged
1879, and stratified according the representative features of
the Albanian population: gender, age and urban/rural region.
The Bank of Albania has cooperated with INSTAT on defining
the characteristic of the surveyed sample and its geographical
extension. For the random selection of individuals, the following
three-step method was used:

Step 1: Selection of the PSUs (Primary Select Units). The basis
of PSU selection was the division according fo the 2011 Census.

Step 2: Selection of families within the PSUs. Five families per
PSU were selected for interviews; for each PSU, three reserve
families were pre-selected to act as replacements.

Step 3: Selection of the respondent. The survey on population’s
financial literacy fargefed individuals aged 18-79. For randomly
selecting a respondent, the inferviewer chose the person with the
date of birth closest to the date of the inferview, provided that the
person was at least 18 years old.

The field survey of the selected example was conducted by
INSTAT, through facetoface interviews. INSTAT interviewers
were trained in advance by Bank of Albania experts to betfer
understand the content of the questionnaire, so that the interview
and questioning would be as clear and simple as possible, without
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influencing the responses. Individual inferviews were conducted in
their households, during July-August 2015. The estimated average
duration of each interview was around 50 minutes.

Regarding the field work, the Survey was distributed geographically
in all 12 prefectures, in urban and rural areas. Table 1 below
provides a more detailed representation of the geographical
distribution of households interviewed for each prefecture.

Table 1. Sample geographical distribution

ID_Prefecture Prefecture ) Urbon ) Rurol ) Tgtol

[No. of quesfionnaires)]  (No. of questionnaires)  questionnaires
1 Berat 30 25 55
2 Dibra 15 25 40
3 Durrés 60 35 Q5
4 Elbasan 45 50 95
5 Fier 50 60 110
6 Giirokastra 15 15 30
7 Korca 40 40 80
8 Kukés 10 15 25
Q lezha 20 25 45
10 Shkodra 40 35 75
11 Tirana 200 80 280
12 Vlora 45 25 70
Total 570 430 1000

Source: INSTAT.

Finally, it is worth mentioning that the calculation of estimates in all
the tables and chart of this analysis was done using the weights to
make the sample representative of the population. Hence, the data
analysed represent estimates for the entire population of individuals
between 18 and 79 years.

1.5 Confidence level: Assessing the accuracy of
the sample

To assess the sampling error and the sfatistical significance of
estimations, we have made the following computations:
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For a population of 2,800,138?°, sample volume of 1000
individuals and confidence level of 95%, the confidence interval for
the mean values is estimated at + 3. 1.

1.6 Sample characteristics

In addition fo the information on the components used to measure
the individual financial literacy, which constitute the primary focus
of the survey, the questionnaire collects detailed data on the
socio-demographic characteristics of the respondents. These data
make it possible to carry out a more exhaustive analysis and are
indispensable for identifying groups that present more deficiencies,
as well as the issues which people find hard to understand.

In this second survey, the sample, in the case of Albania, is
stratified based on 7 characteristics: gender, age, education,
working status, monthly income, urban/rural region, number of
household’s members.

For values of the population of over 2,500,000, the above inferval is the same.

This is the number of residents according to Census 2011, measured by INSTAT. For
more information:

hitp://www.instat.gov.al/en/themes/censuses,/ census-ofpopulation-and-housing/
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Chart 1. Sample stratification by demographic characteristics
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The data presented in Chart 1 show that out of 1000 respondents:
50% are male and 50% female; 25% belong to the age group 18-
29 vears old, 52% to the age group 30-59 years old, and 23% to
the 60-79 years old one. 37% of the sample have primary or partial
secondary education, 35% secondary or professional education,
and around 22% university-level education.

Regarding their working sfatus, around 41% of the respondents
declared that they are employed or self-employed, around 31% are
housekeepers, unable to work or pensioners, and 20% unemployed
looking for work.

As regards the monthly household income, the biggest share
is hold by the low income group (around 57%), followed by the
medium income (31%), while the high income group constitutes only
9% of the sample.

The main part of the respondents, 57%, lives in urban areas, and
over 70% of them is living in a household with 3 or more members.

Chart 2 Distribution of the educational level of
the respondents by gender and age group

z e o o
D e e —————— —— % s
Do e e
”””” 6079 i —— g — % | —
L 3059 e ———— e ——— o oo
T 1600 —— T ———— ———" 3 ‘
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m Universitylevel education
' Technical /vocational education beyond secondary school level or complete secondary school
Complete primary school or some secondary school level

m No formal education or some primary school !
Source: Authors’ calculations. |

As we can see in Chart 2, there is no significant difference in
the level of education between males and females of the sample.
However, in the case of the distribution by age groups, there are
maijor differences, particularly between the younger and the older
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groups. Over 40% of the former have higher education, while there
are no individuals with primary or partial secondary education.
Meanwhile, in the 60-79 years old group, only 11% have higher
education and over 20% have no formal education or have only
partial primary education.

Table 2 represents the socio-demographic characteristics of the
sample by their household's monthly income.

Table 2. Socio-demographic characteristics of respondents by income
level
Niveli i t& ardhurave
low Medium  High Refused Don't know Total

Gonder Female 58,6% 289% 99%  1,7% 1,0% 100,0%
Male 54,4%  337% 7.1%  4,0% 0,9% 100,0%
18-29 years 50,3%  38,5% 7.6% 1,1% 2,5% 100,0%
Age 30-59 vears 53,9% 30,6% 111%  4,0% 0,4% 100,0%
6079 vears 68,8% 250% 3,5%  2,1% 0,5% 100,0%
gg'ugﬁ‘;yn"eve' 27.8%  42.2% 261%  3,5% 0,4% 100,0%

Education beyond
secondary school 528% 37.5% 51% 3,1% 1,5% 100,0%
level or Complete

Education  secondary school

fevel Complefe primary

school or some 72,2%  22,5%  21% 2.7% 0,5%  100,0%

secondary school level

No formal education or g3 70/ 11 99 9,69 1,8% 100,0%
some primary school
Selfemployed 60,7%  30,7% 8,2% 0,4% 100,0%
In paid employment 25,0% 48,7% 23.2% 3,2% 100,0%
Student or Apprentice 40,2%  45,6% 8,5% 1,4% 4,3% 100,0%
Looking affer the home
or not working and 62,1%  27,7%  4,5% 2,0% 3,6% 100,0%
V_:/orrk not looking for work
situation
Looking for work 69,8% 20,8%  2,3% 6,0% 1,1% 100,0%
Unable to work
due to sickness or 757% 197%  21% 2.4% 100,0%
il-health or Retired
Other 41,2%  58,8% 100,0%
Rosid Rural 67,5%  24,6% 3,4% 2,9% 1,6% 100,0%
SN Urban 480% 36,5% 12,4%  2,8% 0,4% 100,0%
Total 56,5%  31,3% 8,5% 2,8% 0,9% 100,0%

Source: Authors’ calculations.



2. FINANCIAL INCLUSION

In recent years, financial inclusion is being prioritized by national
and internafional policymakers and regulatory insfitutions?, with a
view to developing the financial sector and providing appropriate
services to the unbanked parties and those who are scarcely covered
by banking services (World Bank, July 2017). An increasing number
of counfries are engaged in undertaking measures to improve the
access and use of tailored financial services.

Financial inclusion facilitates planning and managing personal
finances by the consumers, from savings fo insurance against
future shocks, through the use of appropriate financial products,
emphasizing the importance of providing access to financial
products, in addition to mastering a financial literacy.

According fo INFE and in the inferest of this analysis, financial
inclusion is defined as: the process of promoting affordable, timely
and adequate access to a range of regulated financial products
and services and broadening their use by all segments of society
through the implementation of tailored existing and innovative
approaches including financial awareness and education with
a view fo promote financial wellbeing as well as economic and

social inclusion (OECD/INFE, 2012).

Having a bank account is commonly used as a basic indicator
to measure the financial inclusion of a person, because the access
to the account enables the use of many other banking and financial
products and services.

In this survey, in order to provide a complefe picture of the
popu|ofion/s level of financial inclusion, in addition to ho|ding an
account, the respondents have been asked also whether they have
heard about and recently chosen various financial products.

4 At the Seoul summit, the G20 leaders recognised financial inclusion as one of the main

pillars of the development global agenda and approved an Action Plan for Financial
Inclusion. At the same summit, the Global Parinership for Financial Inclusion was
established, committed to advancing financial inclusion at a global level, by increasing the
access and use of formal and stable financial services, thus expanding the opportunities
for households and enterprises that are out of the banking system.
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2.1 Understanding of financial products

From the answers to the question of having heard of any of the
financial products presented in the chart below, it turns out that the
least known product by the inferviewee is microfinance loan (17%),
while the most well-known is the savings account (79%).

Chart 3. Heard of any of these types of financial products
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As pointed out in the previous survey analysis (2011) (K. Ceca,
A. Kolenico, E. Isaku, B. Haxhimusaj, 2014), in the everyday
language, the Albanians have the fendency to use the current
accounts and savings accounts interchangeably, so in the following
material they are analysed grouped together. The fact that the
current account is often confused with the saving account may serve
to explain the low level of current account understanding, although
it is a basic widespread and multifunctional product.

Data from the questionnaire indicates that 14% of individuals
have never heard of the current and savings accounts (Chart 4).
This dafo shows that a part of Albanians, however small, is sill
completely uninformed on the products and services offered by the
banking market.
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Chart 4. Heard of current and saving accounts
by socio-demographic characteristics
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In Chart 4 we can see the relationship between the socio-
demographic characteristics and having heard of the two banking
products in question. The educational level is positively related to
having heard of the products. The products are known only by
58% of individuals with no formal education and by 96% of those
with a university degree. On the other hand, it is negatively related
to the age of the respondents, with the highest percentage of
understanding by individuals of the younger age group (92%) and
the lowest percentage from those of the older age group (77%).

Also, the household’s monthly income level is positively related
to having heard of the products (80%, 93% and 95%). Particular
interest represent the data on the understanding of the products
analysed by the employment status of individuals, where in addition
to those unable to work or retired (25%) and unemployed looking
for work (18%), also 15% of self-employed declare that they have
never heard before of these two products. This percentage seems
particularly high for the sub-group of selfemployed since they carry
out a lucrative activity and are expected to be more informed on
basic banking products®.

> For information on the understanding of other financial products, by demographic

characteristics, see Table 3 in the Annex.
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2.2 Currently holding of financial products®

Chart 5 points out the percentage of respondents who hold the

banking products included in the questionnaire at the moment of the
survey's development, from those who claim to know them.

Chart 5. Of those you have heard of, what financial
products do you currently hold?
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The chart shows that although the savings account is the better

known product (heard of by 79% of respondents, Chart 3}, only
30% of them currently holds such an account. Meanwhile, the
current account, although known only by 58% of the respondents,
is held by 51% of them.

Chart 6. Currently holding of the savings and current
account by socio-demographic characteristics
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In the sub-section 2.2 the terms "hold” and “use” are inferchangeable and have the same
meaning.
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The data presented in Chart 6 below, indicates the respondents
using a current or savings account at the moment of interview,
analysed by socio-demographic characteristics.

Chart 6 demonstrates that there are profound upward differences
(over 25%) of the current use of these two products between low,
middle and high income individuals. As in the case of having heard
about these products, as far as product holding is concerned,
this indicator seems fo be in a positive relation with the level of
education and in a negative relationship with the respondent’s age.

Similarly to having heard of the products, their holding does not
show significant differences between females and males, however
in both cases the percentage of positive responses obtained from
the latter is higher”.

2.3 Financial products chosen in the last two years

Another data used in the survey, for measuring the financial
inclusion of respondents, is their choice of financial products in the
last two years. This question serves to create a clear and accurate
picture of the situation, unaffected by transitory events that do not
necessarily reflect the reality.

Chart 7. In the last two years, which of the following types of financial
products have you chosen, whether or not you sill hold them
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Source: Authors’ calculations.

7 For information on currently holding the other financial products, by demographic
characteristics, see Table 4 in the Annex.
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Therefore, when asked which of the listed products they have
chosen [personally or jointly] in the last two years, regardless of
whether they sfill hold it or nof, more than half of the respondents
who have heard about the current account (56%) said that they have
chosen it, and 21% less said they have chosen the savings account
(35%). As shown in the chart, the least popular product in the last 2
years, as well as at the moment of the interview, is the Treasury bill.
It was chosen only by 2% of the respondents. The data indicates,
that, in general, all products have been used more in the last two
years than around the moment of the inferview. This difference is
higher in the case of savings account and current account, with a
decrease of 5% for both products, and with a smaller decrease for
the pension fund, down by only 0.4%.

In Chart 8, the dafa obtfained on the use of current and savings
accounts over the last two years by those who claim to have heard
about them, is analysed according to some socio-demographic
features.

Chart 8. Choose fo use savings and current accounts over the past
two years by individuals who have heard about them, by
demographic characteristics
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Source: Authors’ calculations.

The data show no maijor differences between males (49%) and
females (47%) - despite a slight advantage of the former, when
it comes fo using these two products over the last two years. The
choice fo use each of these products is negatively related to the age
of the respondents. Education and income level, are both positively
related to the use of current and savings accounts - so, the higher the
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education or income level, the more they have chosen to use these
products. If we analyse respondents according to their employment
status, it turns out that employed individuals retain the highest usage
of the two accounts (76%), whereas those unable to word or retired
maintain the lowest percentage (31%). It is interesting that only 41%
of selFemployed report fo have chosen these products, albeit being
active and performing a lucrative activity.®

Chart @ presents the real shares of the financial products chosen
in the last two years by 1000 respondents.

Chart 9. Products chosen in the last two years, as a
percentage of the overall number of respondents

I have used only other product — 15 l%
I have used only current,/savings accounts _ 23. 8%

I have used other products m 37 2%
| have used current/savings accounts _ 45 9%

I have used at least one product _ 61, 0%
0% 10% 20% 30% 40% 50% 60% 70%

Source: Authors’ calculations.

The data points out that 61% of the respondents have chosen
at least one financial product over the last two years. 46% chose
the current or savings accounts and at least one other product from
those listed above in Chart 7, and 24% chose only the current or
savings accounts. While 37% of respondents have chosen these
accounts and at least one other product, compared to 15% who
have only chosen financial products other than the current and
savings accounts over the past two years.

8 For information on the use of other financial products in the last two years, by demographic

characteristics, see Table 5 in the Annex.
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2.4 Financial inclusion indicators

It is also interesting to analyse the data obtained for holding
different financial products grouped info four categories: insurance
products, credit products, savings products, and payments products;
thus assessing the first 4 indicators of the financial inclusion according

to the OECD/INFE’s guideline, for financial literacy measurement
2015 (INFE, 2016) (Chart 10).

7. Turned to fomily and friends h 34%3 3 3
6. Recently chose a financial product W# 62%
5. Aware of ot least 5 products I 5%
4. Holds credit product 3]8%

3. Holds insurance ‘_: 15“4;

2. Holds payment product h 1 29%

1. Holds soving or refirement procuct NI 5%
U;/n ld% 26% 36% 46% Sd% 66% 76%

Source: Authors’ calculations.

The first indicator, holding savings products, includes: 1. savings
accounts, 2. pension funds, 3. bonds. Af the country level, it tumns
out that 28% of respondents hold at least one savings product.

The second indicator identifies information on holding payment
products and is represented by the current account. From the
collected information it turns out that 29% of the respondents hold
this product.

The third indicator, holding insurance products, includes life/
health/car/housing insurance. Country-level data show that 15%

of respondents hold insurance products.

The fourth indicafor is calculated by including products that
provide access to credit such as: 1. loan secured on a property,
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2. unsecured bank loan, 3. microfinance loan, 4. credit card.
The data indicate that 18% of respondents hold at least one credit
product.

As the dafa of the first 4 financial inclusion indicators imply,
the most used financial product by the respondents is the payment
product (43%), while the least used is insurance (15%).

The fifth indicator represents the share of respondents who have
heard of 5 or more products. I results that 38% of respondents fit
in this category. Having heard of a large number of products is a
good sfarting point for financial inclusion. Nevertheless, awareness
of the existence of a product does not guarantee the correct
undersfanding of its purpose or functions.

The sixth indicator considers whether the respondents have
recently chosen a financial product - 62% declare that they did.
This indicator aims fo measure the ongoing market monitoring by
the consumer. A responsible consumer, confinue to monifor the
market for innovative products or new and more favourable terms
and conditions, even after choosing a product.

The seventh indicator is calculated from respondent’s answers to
whether they relied on their family to save and cover the monthly
expenses (borrowed), over the last year. This indicator aims fo
identify individuals who potentially have no access to official
financial insfitutions. The data tell that 34% of the respondents were
supported by their family.
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Box 1: Financial products holding analysed by the level of financial
knowledge

Indlividuals that hold different types of financial products are analysed
by their level of financial knowledge®, in Chart 11. For defermining
the financial knowledge score'®, respondents were asked about
financial concepts, such as inflation, simple and compound interest,
diversification, risk and profit.

Chart 11. Financial products holding analysed by the
financial knowledge score

Currently holds credit product i | 4:3.3% | ‘ *
Currently holds insurance product j-j j 4?4.0% j j #
Currently holds saving product - j j 46.5% j j *
Currently holds payment product i j j 48.6%j j j *

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%  100%

W low Average W High

The data show that the distribution of individuals with different
levels of financial knowledge does not vary greatly from product
to product. Compared with other products, the payment products
are held by a slightly larger share of individuals with low financial
knowledge (14%) and a smaller share of those with higher financial
knowledge (38%). The opposite is observed in insurance products,
where individuals with good financial knowledge hold a greater
share compared fo other products, and those with poor financial
knowledge hold a smaller share.

¢ Financial knowledge is addressed extensively in Section 3.
19 Financial knowledge score is addressed extensively in Section 3.9.
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3. FINANCIAL KNOWLEDGE

Having basic financial  knowledge and proper use of
computational and mathematical skills for personal finance actions
constitute one of the three elements of financial literacy. A good
level of financial knowledge helps the individual to compare various
financial products, make well-informed choices and independently
manage personal financial issues. The financial knowledge of the
Albanian population is measured through a set of 8 questions,
which tackle concepts such as inflation, diversification, risk and
refurn on investment, simple and compound interest, as well as their
calculating skills.

Total |1 ) Sy 8%

Compound nferst S — gy —— e ] gl

Simple inferest rafe N7 108 :6

Inflation impacts on purchasing povier 7. S E——G v ———) 519l %
Benefit of diversifiation 17 G 01
Definifion of inflofion 45 S S S5O )

Risk and refur —————————i—n%%

Inferest paid on @ loan “.?%

DivisiOn 010 S S 275756408

0”‘/0 10%  20%  30% 40%  50%  60%  70%  80%  90%  100%

u Correct u Incorrect  Don't know Refused

As the chart below points out (Chart 12), Albanians possess
medium-level financial knowledge, giving ©4% correct answers.
They were more informed on concepts such as loan interest (84%
correct answers), the relationship between the risk and return
on investment (/7% correct answers), and inflation (75% correct
answers). On the other hand, they had litfle financial knowledge
regarding concepts such as simple interest (48% correct answers)
and compound inferest (only 28% correct answers). !

""" In the following sub-sections, the option “refused to answer” is excluded from the analysis.
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3.1 Using calculation skills

In a financial context, performing basic mental arithmetic,
completes the mastery of financial knowledge for an individual that
is financially educated. The question asked to measure this skill
is relatively simple'?: “Imagine that ALL 100,000 are given fo 5
brothers. If the sum is shared equally among them, how much does
each one gete”.

e o 9% o

No formal education or some primary school g5y : Coeh . 06% !

Complete primary school o some secondary school level ~ 1pgaga ! : : 88% : : Co08% !

Technical education beyond or complete secondary school (8= . . ooy . . 0% !
,,,,,,,,,,,,,,,,,,,,,,, Uriversitylvel educoion 19 g,

: I ———— e —————

| s, 3059 (gt Qs s e O |

T 1829 Ogw 95% 0% |
| g Urban 059 93% 08%
A Rul  jgg9ge 89% 08
| = Male  pgog 91% 08%
LB Temle g s

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

M Don't know Correct W Incorrect

Given the simplicity of the question, the results are quite positive
(Chart 13). @ out of 10 respondents answered the question correctly.
Regarding the socio-demographic characteristics, there are no
differences between men and women (91%), whereas it seems that
the high level of education significantly impacts the ability of the
respondents to conduct arithmetic operations (97% correct answers
from individuals with higher education, as opposed to only 69%
from individuals with no formal education or some primary school).
An opposite trend is observed in terms of age, where younger

respondents gave more correct answers (95%) compared to older
ones (/9%).

12 Based on the high scores obtained for this question in most of the countries taking part
in the survey, the OECD/INFE considered the question to be too simple and it is not
included in the financial knowledge score (OECD 2016).
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3.2 Calculating the interest rate

The deposit interest rate is an important element for understanding
and calculating savings growth. In order to measure the ability to
calculate a simple inferest rate on a deposit, we addressed the following
question to the respondents: “Suppose you put ALL 10.000 in a
savings account with a fixed rafe of 2% per year without commissions.
You don't make any further payments into this account and you don't
withdraw any money. How much would be in the account at the end
of the first year, once the inferest payment is made?”.

5= Sl 50 —i—
”””””””””””””””””” L ————_ e ————
. Unable to work due fo sickness or ilhealth or retired “* L0 —bi—

é Looking for work [unemployed] ‘*” -1 | - 3%
2 Looking after the home or not working and not looking for work “* 1. R 9
2 Student or apprentice  0dd6 : ./ I

In paid employment [work for someone else] ‘*‘ : 5% eld—

Selfemployed [work for myself] s tfmm—— s ei—
s Urban 7‘*‘ % —i—
£ Rurt] e s s
e Wb o Sl eii—
K] Female “*‘ AT —l—

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
m Don't know Correct  Incorrect

Source: Authors calculations. |

The results indicate that half of respondents know how to
calculate a simple interest rate, while V4 give incorrect answers and
the remaining Y4 do not know how to respond. Females appear
somewhat more uncertain in responding compared to males, with
47% correct answers and 28% "I don't know”, compared to 52%
correct answers and 23% "I don't know" from males. Individuals
living in urban areas respond more correctly (51%) compared to
those living in rural areas (47%), but at the same time the first group
gives more incorrect answers compared fo the second one (29%
versus 2 1%). Regarding the employment situation of the respondents,
the highest number of correct answers was given by the students
(73%), followed by the employees (57%), the selfFemployed (52%),
and the unemployed looking for a job (51%).
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3.3 Calculating the compound interest rate

Unlike the simple interest rate, the compound ratfe is calculated
not only as a percentage of the initial amount deposited in savings
account but also of the accumulated interests over the subsequent
periods. Knowing this concept serves to calculate the interest rates
obtained from the investment of savings for a period longer than
one year. To analyse the calculation skills of this rafe, following the
question in the sub-section 3.2, we addressed to the respondents
the next question: “and how much would be in the account at the
end of five yearse”.

Chart 15. Caleulating the compound inferest rate by
demographic characteristics
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The answers indicate that respondents find it rather difficult to
calculate the compound inferest. Only 29% answered the question
correctly, while half of them answered incorrectly. The analysis of
this question by socio-demographic characteristics, concludes that
1 in 3 males, versus 1 in 4 females, know how to calculate the
compound interest. Meanwhile, individuals that live in rural areas
give slightly more accurate answers with few answering incorrectly
compared fo those who live in urban areas, but af the same time
they were more cautious by choosing “l don't know" alternative.

Age seems fo affect the calculation of the compound inferest
forming a reverse U-shape, with the age group 30-59 being more
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knowledgeable (31%). In the young age group, compared to other
groups, there is a high percentage of wrong answers (63%) and
a low percentage of “I don't know” (11%). The level of education
seems fo be direcily related to the understanding of this concept:
the higher the education level, the better is the knowledge on
compound interest.

The calculating skills of compound interest are also analysed by
having or not a current or savings account. As shown in the chart
16, it seems that holding these banking products does not affect the
level of these skills.

Chart 16. Calculation of compound inferest by having or not
having a current or savings account

100%
80%

- 64.2% 63.6% 63.9%
0

40%

W ------SSGGSSSE . DONSeSSS_ =

Holds a current or Does not hold a current Total
savings account or savings account

m Correct Incorrect

Source: Authors’ calculations.

3.4 Time value of money

Knowing the time value of money helps understanding the impact
of inflation on the purchasing power of financial resources over
time. This concept impacts the long-term decisions of individuals on
the best possible use of available financial resources.

When asked whether, affer a year, with a positive inflation rate,
they would be able to purchase more or less with the same amount
of money, only half of the individuals answered correctly, showing
thus that they know about the impact of inflation on the purchasing
power. Gender does not seem fo be a defermining factor in
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knowing this concept (50% of the females answered correctly and
so do 52% of males), while on the other hand, the residence area
differs the performance. In urban areas, the time value of money is
known by 62% of the individuals, compared to 37% of those living
in rural areas. The level of education and the level of income are
two other indicators that positively affect this knowledge, the higher
the education and the income, the better the concepts are known
by the individuals.

3.5 Understanding interest paid on a loan

Inferest paid on a loan is one of the key elements taken into
account when borrowing or applying for a loan. Understanding
of this concept is analysed by the questionnaire through a simple
question: “You lend ALL 2,500 to a friend one evening and he
gives you ALL 2,500 back the next day. How much interest has he
paid on this loan?”.

The results gathered are quite satisfactory and indicate that 89%
of respondents understand the inferest paid on a loan. Respondents
living in urban areas are more familiar with this concept (92%
correct answers) compared fo those living in rural areas (86%). The
income level is positively related to the knowledge of the interest
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paid on a loan, the higher the level of income, the larger the share
of correct answers. Regarding the work situation, better knowledge
is manifested by students and interns (95% correct answers), while

the retiree and those incapable of work perform less well (81%).

3.6 Understanding investment risk

The following concept analyses the relafionship between
investment risk and refum. Understanding this relationship helps
individuals to make responsible investments by analysing the risk
they can pose.
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To the statement: “An investment with a high return is likely to be
high risk”, 78% of the respondents answered correctly. Analysed
according fo socio-demographic characteristics, the groups that
perform better are: females by answering correctly in 80% of the
cases, residents in urban areas (81%), and young and middle-aged
respondents (/9-80%). These results point out that males, residents
in rural areas and the elderly perform less well.

3.7 Understanding the definition of inflation

Understanding the concept of inflation indicates how individu