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Abstract 
The failure to comprehend financial matters has been considered the main reason behind retirement problems 
faced by many individuals. Insurance firms being dominant private player in retirement; the universal 
assumption is that its’ employees have more knowledge of the pension systems and how it affects them. It is 
equally assumed that these employees are perfectly informed and rely on accurate knowledge regarding their 
likely retirement benefits and consumption needs and therefore able to arrive at an optimal savings decisions and 
make better choices for their retirement. This study dissipates this notion after investigating the effect of 
financial literacy on retirement planning by employees in the insurance sector in Kenya. Using explanatory 
research design, the study employed stratified proportionate random sampling method to select the respondents. 
Data was collected using questionnaires and analysed by use of one way ANOVA and Pearson correlational 
analysis. Hypotheses were tested by use of both, multiple linear regression and multinomial logistic regression. 
The study reveals that financial literacy has no significant effect on retirement preparedness. This finding offers 
great insights and implication in policy making for both the government and institutions reforms. 
Keywords: retirement preparedness, employees, insurance sector, Kenya 
1. Introduction 
The 21st Century has seen greater numbers of people retiring in their early sixties and even fifties as a result of 
volatilities in the work and economic environment (Butrica, Smith, & Toder, 2009). Even in structured savings 
systems, significant disparity in retirement preparedness is reported due to the ideological differences between 
defined benefit plans and defined contribution plans, with most sponsors preferring the defined contribution 
plans to shield themselves from investment risk (Taylor, Funk, & Clark, 2007; Porterba, Venti, & Wise, 2007).  
Empirical studies have reported inadequacies in retirement preparedness in almost all continents making it 
become a global social crisis in a context where life expectancy is increasing (Singleton & Keddy, 1991) the 
consequence being the aging population being unable to support themselves upon retirement. Complicating the 
matter is the fact that individuals have been left to absorb idiosyncratic risk associated with their longevity 
(Porteba et al., 2000). To have better outcomes, individuals must prepare effectively for retirement by 
accumulating personal savings and equipping themselves with appropriate knowledge to ensure that they are 
making better savings, investment and personal financial decisions (Lusardi & Mitchell, 2011). Additionally, 
there has been rapid change in the performance of financial markets, individual demographics and institutional 
risk management practices that have placed the financial risks on the ageing individuals (Butrica et al, 2009). 
Underscoring the problem, Aegon; a US-based Transamerica Centre for Retirement Studies document growing 
epidemic of retirement unpreparedness among current workers and retirees in 12 countries in Europe, North 
America and Asia. Of the 12,000 individuals polled, 12% were optimistic that they would have sufficient 
financial resources in retirement. Moreover, 20% of respondents claimed to have an understanding of financial 
matters pertaining to effective retirement planning with majority expecting future generations to be worse-off in 
retirement than current retirees. The findings also indicated that widespread financial retirement illiteracy 
worsens readiness to retirement. Di Vito and Pospiech (2012), portray financial retirement literacy as a set of 
behaviour leading to improved financial planning for retirement.  
Lack of preparedness for retirement causes psychological distress, strains government support systems in 
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countries where such systems exist and generally leads to old age poverty (Lusardi & Mitchell, 2011). The 
worrying trend observed by Hershey, Jacobs-Lawson, McArdle, and Hamagami (2007) is that many individuals 
do not save when they are economically active even though they have the financial resources to do so; a fact that 
could be attributed to inadequacies in financial literacy. Karniol and Ross (1996) show that an individual who 
possesses a future time orientation and favorable retirement expectations are more likely to plan and save for 
retirement. However, individuals who lack financial knowledge may face negative consequences of their 
financial decisions and are less likely to plan for retirement and are more likely to end up with less wealth close 
to retirement (Van Rooji, Lusardi, & Alessie, 2011; Lusardi & Mitchell, 2007). 
Lack of understanding of financial matters has been singled out as the main explanation for investing and 
savings problems faced by many households (Van Rooij, Lusardi, & Alessie, 2011). Empirical studies have thus 
investigated financial literacy and the implications of financial skills and economic knowledge on financial 
decisions. For instance, Lusardi and Mitchell (2007, 2008, 2009, 2011, and 2013) have over the years been 
devoted to establish the influence of basic economic concepts on retirement planning and results have exhibited 
clear relationship between financial skills and knowledge and retirement planning. The studies conclude that a 
higher degree of financial literacy could potentially contribute to enhancing the financial wellbeing of 
individuals upon retirement.  
The raison d etre’ of the insurance industry is to shield households and firms against risks and help them 
accumulate savings through life insurance and retirement products. The universal assumption is that insurance 
firms being dominant private players in retirement; its’ employees have more knowledge of the pension systems 
and how it affects them. It is equally assumed that these employees are perfectly informed and rely on accurate 
knowledge regarding their likely retirement benefits and consumption needs and therefore able to arrive at an 
optimal savings decisions and make better choices for their retirement. However, there has been limited research 
to test this assumption on whether employees’ knowledge actually increases their awareness and affects their 
retirement planning behavior. In fact, Nguya (2015) established that bank employees’ high level of financially 
literacy did not lead to significant impact on their personal financial planning.  Therefore, current study sought 
to establish how financial literacy among working-age cohort within the insurance industry influence the way the 
plan for their retirement.  
This paper is organized as follows; section 2 provides the literature review that informed the study, section three 
discusses the methodology that was applied, section four provides the results and discussion while sections five 
and six gives conclusions and recommendations that emanate from the findings. 
2. Literature Review 
2.1 Retirement Preparedness 
Retirement preparedness is considered an ongoing process of setting aside resources and time so as to provide 
income at old age with the goal of not just survival but also social inclusion and preservation of human dignity 
(Keizi, 2006). It requires an individual to analyse current financial situation; identify future financial need, 
compute the gap and fill by creating asset allocation plan through saving that will generate regular income upon 
retirement. This process therefore if well planned and carefully executed ensures lots of financial security, peace 
of mind, relaxation and gain of sense of control over the future (Kapoor, Dlabay, & Hughes, 1994). 
Several studies have suggested different ways to measure preparation for retirement including; proximity 
(Atchley, 1976; Stawski et al. 2007), pre-retirement involvement scales (Evans et al., 1985), knowledge of 
retirement issues (Glamser, 1976; 1981), retirement fund calculation and retirement savings (Helman & Paladino, 
2004).  Using income replacement rate, Yuh, Montalto, and Hanna (1998) described retirement preparedness as 
the ability to maintain the pre-retirement level of consumption with retirement resources measured with the 
income replacement rate. The ratio indicates whether retirees can maintain a reasonable approximation of their 
pre-retirement consumption level.  
Mutran, Reitzes and Fernandez (1997) also measured retirement preparedness by use of questions addressing 
several topics such as discussing retirement with others; reading about retirement; attending a pre-retirement 
program, lecture, or seminar; and calculating retirement expenses and income.  Lusardi and Mitchell (2009) on 
the other hand indicate that retirement planning can easily be measured by asking how much respondents have 
thought about retirement. Equally, Van Rooij et al (2011) relate the amount of thought one has given to 
retirement to actual and planned saving behaviour and conclude that people who spent more time thinking about 
retirement are also more likely to plan for future savings. 
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2.2 Financial Literacy 
Financial literacy has been found to be the most important component in achieving a successful adult life as it 
plays a crucial role in developing not only individuals’ financial management attitude, but also attitude about 
general life (Shim et. al., 2010). According Lusardi & Mitchell (2013), financial literacy is the ability of an 
individual to process economic information and make informed decisions about financial planning and wealth 
accumulation.  Previous studies have reported positive effect of financial literacy to financial outcomes such as 
investment practices and savings (Hilgert, Hogarth & Beverly, 2003). Mullock and Turcotte (2012) show that, 
people who are financial literate tend to be more confident of retirement as they understand and accumulate 
wealth as a way to prepare for retirement. However, some authors argued that individuals are financially illiterate 
(Lusardi, Mitchell, & Curto, 2010, Sang, ZatulKaramah, Mail, Jamal, Osman, & Mohidin, 2014) that 
consequently affect their financial, investment and retirement planning decision (Lusardi & Mitchell, 2008; Van 
Rooij et al., 2011). 
Therefore, there has been an increased effort to develop specific measures of financial literacy. Hilgert et al 
(2003) developed a set of true/false questions to measure financial knowledge and explored the relationship 
between financial knowledge and money management. Lusardi and Mitchell (2007) developed three set of 
quiz-like questions testing the understanding of inflation, interest and risk. These set of questions focused on 
measuring actual knowledge rather than financial experience or decision making skills. The questions were later 
defined and validated by Hung, Parker, and Yoong (2009) and the extended measure found to be internally 
consistent, showing good test-retest reliability and stability over time. As a result, these questions have been 
encompassed in various studies around the globe with Almenberg and Säve-Söderbergh (2011) using similar 
questions to assess financial literacy in Sweden whereas Klapper and Panos (2011) assessing financial literacy in 
Russia by use of the same questions. Cole, Shawn, Thomas Sampson, and Bilal Zia (2008) also follow this 
methodology in measuring literacy in India and Indonesia.  
2.3 Relationship between Financial Literacy and Preparedness for Retirement 
Financial literacy has been discussed at length as one of the factors that influence retirement savings behaviour 
and has been given prominence as a means of increasing voluntary retirement savings (Van Rooij et al, 2011) 
because saving for retirement requires people to picture their retirement future. Individuals that are financially 
illiterate report worse outcomes on their financial, investment and retirement planning decisions (Hilgert et al., 
2003; Lusardi et al, 2010, Sang et al., 2014).  
Lusardi and Mitchell (2007) studied the relationship between financial literacy and retirement preparedness 
using the Rand American Life Panel data and found that financial literacy as a key determinant of retirement 
planning. Adding to this finding, respondents that were exposed to economics in school and to company-based 
financial education programs had a better understanding of retirement planning than other respondents. 
Lusardi and Mitchell (2008; 2011) focused on financial literacy and retirement planning by using a National 
Survey that explored how people manage their resources and make financial decisions. Using this dataset, the 
authors find that retirement planning and financial literacy are strongly positively associated. The authors 
asserted that women who are less financially educated are less likely to plan for retirement and be successful 
planners. 
Elsewhere, Bucher-Koenen and Lusardi (2011) examined financial literacy in Germany using data from the 
SAVE survey and found that knowledge of basic financial concepts was lacking among women, the less 
educated, and those living in East Germany. The study further compared those with low income and education in 
the East Germany with their counterparts in the West and found low literacy level and thus accumulates low 
retirement wealth. They therefore concluded that there was a positive impact of financial knowledge on 
retirement planning.  
In Netherlands, Van Rooij et al. (2011) developed a customized survey with a large set of questions to measure 
financial literacy and retirement planning confirming that a strong correlation between financial literacy and 
retirement planning exists. In Malaysia, Mahdzan and Tabiani (2013) surveyed a sample of 200 individuals in to 
examine the factors that influence individual saving with focus on financial literacy and concluded that people 
with high financial literacy level are more likely to save as compared to those with low literacy level.  Although 
the results indicate that individuals have a relatively good level of basic financial knowledge, such as computing 
interest rates and knowledge on relative riskiness of financial assets. The results also found that older people are 
more likely to have positive saving, holding other factors constant 
Klapper and Panos (2011) examine the association of financial literacy with retirement planning in Russia, a 
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country they consider relatively old with rapid aging population with large regional disparities using face-to-face 
interviews of 1,400 individuals and concluded that financial literacy is significantly and positively related to 
retirement planning. In Kenya, Njuguna and Otsola (2011) sought to assess the levels of financial and pension 
literacy and to determine the financial literacy needs in a view to recommend the strategies that can be put in 
place to enhance pension literacy. They used a sample of employees drawn from the members of occupational 
pension schemes in the Retirement Benefits Authority register. The authors documented an above average 
literacy level among members of occupational pension schemes in Kenya and recommended need to increase 
participation in the management of pension schemes. Wachira and Kihiu (2012); Nguya (2015) investigated the 
effect of financial management and skills on individual decision to save for retirement. Their findings indicated 
that improvement in the knowledge on financial management and skills led to higher savings for retirement. 
3. Methodology 
This study adopted positivism as its research philosophy. The choice of positivism for this study is justified on 
the basis that the study set up the hypothesis on the basis of the existing relevant literature and theories. The 
study adopted the explanatory research design to explain the relationship between the independent variable 
(financial literacy) and dependent variable (retirement preparedness).  
3.1 Population and Sampling Design 
The study population comprised of employees in the insurance companies in Kenya. The Insurance Regulatory 
Authority (IRA) provided a list of all 51 licensed insurance firms which reported an estimated 830 permanent 
and pensionable employees. Proportionate stratified random sampling was used to select a sample of 270 for the 
study. First, the population was categorized into three strata based on their line of business (general, life or 
composite). This was done to reduce the risk of the sample consisting of employees from one line of business 
only. Since each stratum differed vastly in numbers, proportionate sampling was then used to apportion 
participants so as to ensure each stratum had the same sampling fraction. The participating members were then 
randomly selected at the data collection stage with a condition to include at least employees in all management 
level. 
3.2 Measurement of Variables 
To determine the level of financial literacy, two sets of literacy questions were included in the survey. The first 
set focused on basic levels of financial literacy, including the understanding of: inflation, interest rates, interest 
compounding and the time value of money. The second set focused on more refined levels of financial literacy 
which relate to more complex financial instruments, risk diversification and the balancing of risk and return.  
Retirement preparedness was measured using two dimensions namely; approximate amount of retirement 
savings and through self-assessment. By use of amount of savings, individuals were required to indicate their 
approximate amount of saving from category ranging from less than Ksh. 500,000 to over one million. Through 
self-assessment, retirement preparedness was measured using a revised version of Stawski, Hershey, and 
Jacobs-Lawson (2007) planning measure. 
3.3 Data Collection 
The study relied on primary data which was obtained by use of a structured questionnaire that had three sections. 
The first section sought demographic information of the participants, the second section sought to determine 
financial literacy levels through a binary measure of literacy advanced by Lusardi & Mitchell (2007) but 
questions contextualized to fit the Kenyan scenario (see appendix A) and the third section sought information on 
preparedness for retirement. 
3.4 Validity and Reliability of the Measuring Instruments 
For financial literacy, evidence by Hung et al. (2009) show that financial literacy scale used by Lusardi and 
Mitchell (2007), which forms the basis of the questions used in this study, give a good internal consistency 
(Cronbach Alpha 0.76). Content validity of the questionnaires was also guaranteed by including items that test 
specific form of knowledge, skills and ability as supported by literature. In addition, items that measured 
retirement planning questions were equally drawn from empirical studies. Face validity of the measuring 
instrument was ensured by consulting experts who assisted with the questionnaire design. 
3.5 Ethical Considerations 
To ensure that moral standards were considered in all stages of the research, permission to conduct the study was 
sought and license granted by National Commission for Science, Technology and Innovation- NACOSTI in 
Kenya. Similarly, participants were approached and full disclosure of purpose of the study was explained.  
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3.6 Data Analysis 
To determine finance literacy levels, a binary measure of literacy advanced by Lusardi and Mitchell (2007) was 
adopted which involved contextualizing eight literacy questions which respondents answered and based on their 
responses; they were categorized into either “low” literacy group for those who score 0 – 4 correct answers or 
“high” literacy group for those who score 5 – 8 correct answers. For retirement preparedness, respondents were 
required to rate their preparedness in response to the statements given on a 5-point Likert scale, where 1 
indicated “strongly disagree”, 2 indicated “disagree”, 3 indicated “indifferent”, 4 indicated “agree”, and 4 
indicated “strongly agree”. The score were summed up to compute the total score where higher score indicated 
higher retirement preparedness. One way ANOVA was used to test whether the means difference between 
financial literacy scores and retirement preparedness differed significantly. Correlation analysis was used to test 
the relationship of retirement preparedness and the independent variable. As an extension of the simple 
correlation, regression analysis were undertaken to test the hypothesised relationship. However, since we 
predicted the probability of a dependent variable using two dimensions, two regression models were considered 
to test the hypothesized relationship. In the first option, we measured retirement preparedness using 
self-assessment dimension (continuous variable) thus leading to the choice of multiple linear regression as 
appropriate model. In the second option, we predicted the dependent variable being a member of a category thus 
making the utilization of multinomial logistic regression model as appropriate. To further test for the effect of the 
moderating variable, the study estimated two regression models (unmoderated and moderated) for each 
dimension. Similarly, to ensure assumptions of classical linear regression model were not violated, diagnostic 
tests including multicollinearity, heteroscedasticity and normality were conducted. 
4. Findings and Discussion 
4.1 Demographic Composition of the Sample 
Table 1 shows that most of the respondents were male (56.7%), were aged between 31 and 40 years (45.5%), had 
bachelor’s degree (54.6%), were largely married (48.1%), were in the middle management level (47.4%), and 
have worked for 6 to 10 years (44.4%).  
 
Table 1. Demographic composition of the sample 

Demographic variable   Percentage
Gender Male 56.7 
  Female 43.3 
Age 18-30 41 
  31-40 45.5 
  41-50 11.9 
  51-60 1.6 
Marital status Single  47.3 
  Married  48.1 
  Separated/divorced  3.8 
  Widowed 0.8 
Education High school 6.8 
  College 15.9 
  Graduate (Bachelors) 54.6 
  Post Graduate 22.7 
Management Level Top 45.8 
  Middle 47.4 
  Lower 6.8 
Work Experience 0-5 27.8 
  6 to 10 44.4 
  11 to 15 17.3 
  16 to 20 6.8 
  over 20 3.7 

 
4.2 Financial Literacy and Retirement Preparedness 
By use of self-assessment, findings indicated that 46.1% of working-age individuals within the insurance sector 
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in Kenya were confident about their retirement preparedness. However, on the basis of approximate savings, 
51.3% had saved over a million for their retirement. In addition, the overall financial literacy rate amongst the 
respondents was found to be 64.8%. Regarding the specific literacy questions, 83.3% of the respondents knew 
that having Kshs.100 in a savings account with an interest rate of 2% per year, after 5 years, if they left the 
money to grow it would increase. Sixty four percent knew that with interest rate of 1% per year and inflation of 2% 
per year, they would be able to buy fewer goods with the money in a year’s time. Sixty nine percent knew the 
correct function of the stock market. Seventy four percent knew that investment in stocks have the highest 
fluctuation whereas 68.1% knew bonds normally give the highest return in long term. Finally, 80.4% knew that 
when an investor spreads his money among different assets, the risk of losing money decreases. The results 
indicate an above average literacy rate.  
Above results notwithstanding, findings in Table 2 indicate that, financial literacy had no significant effect on 
retirement preparedness using self-assessment dimension (p = 0.089; p>0.05). Equally, using approximate 
amount of saving dimension, results showed that financial literacy had a positive coefficient for all the saving 
categories, but had no significant effect on retirement preparedness since the p-values were greater than 0.05 
(Table 3). Similarly, Pearson coefficient (r) value for financial literacy and retirement preparedness was 0.106 
with the value of significant r (2-tailed), p = .244 using approximate amount of savings dimension (Table 4) and 
0.056 with the value of significant r (2-tailed), p = .561 (Table 5). ANOVA between financial literacy and 
retirement using self-assessment dimension was 0.596, p value 0.896 (Table 6) while using approximate amount 
of saving dimension was 0.559, p value 0.643 (Table 7). Above findings imply that financial literacy has no 
effect on retirement preparedness among employees in the insurance sector regardless of the dimension used.  
 
Table 2. Coefficients for Effect of Financial Literacy on Retirement Preparedness using self-assessment 
dimension 

Model Unstandardized Coefficients Standardized 
Coefficients 

t Sig. 

B Std. Error Beta 

2 
Constant -.174 .840  -.207 .837 
Financial Literacy  .020 .012 .512 1.725 .089 

 
Table 3. Coefficients for Effect of Financial Literacy on Retirement Preparedness using approximate amount of 
savings dimension 

Approximate saving  B Std. Error Wald df Sig. Exp(B) 

100,001-500,000 
Intercept -1.975 5.082 .151 1 .698  
Financial literacy -.047 .075 .398 1 .528 .954 

500,001-1000,000 
Intercept -5.641 7.045 .641 1 .423  
Financial literacy .061 .097 .390 1 .532 .963 

Over 1,000,000 
Intercept -30.178 19.170 2.478 1 .115  
Financial literacy -.037 .118 .099 1 .753 1.063 

 
Table 4. Correlational between Financial Literacy and Retirement Preparedness using approximate amount of 
savings dimension  
 Retirement Preparedness 

Financial Literacy 
Pearson Correlation .106 
Sig. (2-tailed) .244 
N 258 

 
Table 5. Correlational between Financial Literacy and Retirement Preparedness using self-assessment dimension 
 Retirement Preparedness 

Financial Literacy 
Pearson Correlation .057 
Sig. (2-tailed) .561 
N 258 
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Table 6. ANOVA for Financial Literacy using self-assessment dimension 
 Sum of Squares df Mean Square F Sig. 
Between Groups 37498.553 198 382.638 .596 0.896 
Within Groups 5781.250 69 642.361   
Total 43279.803 258    
 
Table 7. ANOVA for Financial Literacy using approximate amount of savings dimension  
 Sum of Squares df Mean Square F Sig. 
Between Groups 806.993 140 268.998 .559 .643 
Within Groups 56832.607 118 481.632   
Total 57639.600 258    
 
Basically, these results denote that how well an individual understands financial concepts does not necessarily 
influence the way they prepare for their retirement. Although this finding contradicts various findings such as 
those of Hastings et al (2011), Van Rooij et al (2011), Lusardi & Mitchell, (2007, 2008, and 2011) among others, 
the finding is congruent with Mullock and Turcotte (2012) who made an assessment on financial literacy and its 
influence on retirement savings decision making in Canada and findings showed that however much the 
Canadian were characterized with good knowledge of the basic financial characteristic they were still faced with 
the obvious financial challenges of evaluating risks of investment, financial planning and inflation. This survey 
results therefore concluded that financial literacy did not make any unique contribution to retirement planning. 
That despite above average financial literacy, respondents depicted low savings which is likely to cause risks of 
insufficient wealth to finance consumption after retirement.  
Finally, results on the moderating effect of gender on retirement preparedness using self-assessment dimension 
was significant (p = 0.007) but insignificant while using approximate amount of savings dimension (p = 0.052). 
This finding implies that gender has a moderating influence on retirement preparedness when the dimension of 
self-assessment is used but not when using approximate amount of savings dimension. 
5. Conclusion 
The issue of retirement planning cannot be under emphasized especially in a time when work force aging in 
developing nations such as Kenya is considered a defining socio-economic concern. In this article, data was used 
to study how retirement preparedness in Kenya differs among employees in insurance industry with particular 
focus on the association between financial literacy and retirement preparedness. The study revealed that although 
proportions of employees who plan for their retirement varied significantly across demographic characteristics, 
financial literacy amongst the employees was not associated with retirement planning. After controlling for 
gender, those with the low financial literacy scores were likely just as those with high scores to be confident for 
retirement. Similar results were obtained when a more subjective saving measure of retirement preparedness was 
used. This implies that financially illiterate employees in the insurance sector were just as knowledgeable about 
retirement preparedness as financially literate counterparts and therefore made informed choices about 
retirement saving and investment. The study therefore concludes that since employees in the insurance sector 
engage in more financial activity and have access to various financial products and services, most of which are 
inclined towards retirement, they are able to make financially responsible decisions thereby increasing their 
retirement confidence. Equally, being in the formal sector, employees in insurances firm are automatically 
expected to contribute to mandatory social security fund which acts like a potential safety net and in addition 
employer pension fund which provides the bulk of the retirement funding. Therefore, since retirement 
contributions are usually a percentage of their salary, it can be concluded that retirement savings is not 
influenced by employee’s financial literacy rate but rather their income level.  
6. Limitations of the Study 
The data used in the analysis of individuals’ savings were obtained by means of self-report. That being the case, 
those reports may have been either inaccurate or biased in a self-serving fashion and therefore the study findings 
cannot be generalized to all insurance employees in Kenya. 
7. Recommendations 
These findings call for policy makers to formulate and implement customized literacy programs that not only 
capture general financial decision through arithmetic but rather focus specifically on long term financial 
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planning. Such programs would then stimulate extra saving and investment by employees in addition to those 
presented by their work environment. The study suggests longitudinal research efforts to be devoted to selected 
sample over a specified period of time to assess similar relationship. Finally, a replication of the study with 
respondents being drawn from different sector of the economy is equally recommended. 
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Appendix A: Lusardi and Michelle (2007) Financial Literacy Questions   
Basic financial literacy questions  
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? (i) More than € 102; (ii) Exactly € 102; 
(iii) Less than € 102; (iv) Do not know; (v) Refusal.    
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2) Suppose you had € 100 in a savings account and the interest rate is 20% per year and you never withdraw 
money or interest payments. After 5 years, how much would you have on this account in total? (i) More than € 
200; (ii) Exactly € 200; (iii) Less than € 200; (iv) Do not know; (v) Refusal.   
3) Imagine that the interest rate on your savings account was 1% per year and inflation was 2% per year. After 1 
year, how much would you be able to buy with the money in this account? (i) More than today; (ii) Exactly the 
same; (iii) Less than today; (iv) Do not know; (v) Refusal.   
4) Assume a friend inherits € 10000 today and his sibling inherits € 10000 3 years from now. Who is richer 
because of the inheritance? (i) My friend; (ii) His sibling; (iii) They are equally rich; (iv) Do not know; (v) 
Refusal.   
5) Suppose that in the year 2010, your income has doubled and prices of all goods have doubled too. In 2010, 
how much will you be able to buy with your income? (i) More than today; (ii) The same; (iii) Less than today; 
(iv) Do not know; (v) Refusal.   
Advanced financial literacy questions   
6) Which statement describes the main function of the stock market?  (i) The stock market helps to predict 
stock earnings; (ii) The stock market results in an increase in the price of stocks; (iii)The stock market brings 
people who want to buy stocks together with those who want to sell stocks; (iv) None of the above; (v) Do not 
know; (vi) Refusal.   
7) What happens if somebody buys the stock of firm B in the stock market? (i) He owns a part of firm B; (ii) He 
has let money to firm B; (iii) He is liable for firm B debt; (iv) None of the above; (v) Do not know; (vi) Refusal.   
8) Which statement about mutual funds is correct? (i) Once one invests in a mutual fund, one cannot withdraw 
the money in the first year; (ii) Mutual funds can invest in several assets, for example invest in both stocks and 
bonds; (iii) Mutual funds pay a guaranteed rate of return which depends on their past performance; (iv) None of 
the above; (v) Do not know; (vi) Refusal.   
9)What happens if somebody buys a bond of firm B?(i) He owns a part of firm B; (ii) He has lent money to firm 
B; (iii) He is liable for firm B’s debts; (iv) None of the above; (v) Do not know; (vi) Refusal. 
10) Considering a long time period (for example 10 or 20 years), which asset normally gives the highest return: 
(i) Savings accounts; (ii) Bonds; (iii) Stocks; (iv) Do not know; (v) Refusal.   
11) Normally, which asset displays the highest fluctuations over time: (i) Savings accounts; (ii) Bonds; (iii) 
Stocks; (iv) Do not know; (v) Refusal.    
12) When an investor spreads his money among different assets, does the risk of losing money (i) Increase; (ii) 
Decrease; (iii) Stay the same; (iv) Do not know; (v) Refusal.    
13) If you buy a 10-year bond, it means you cannot sell it after 5 years without incurring a major penalty. (i)True; 
(ii) False; (iii) Do not know; (iv) Refusal.   
14) Stocks are normally riskier than bonds. (i) True; (ii) False; (iii) Do not know; (iv) Refusal.   
15) Buying a company fund usually provides a safer return than a stock mutual fund. (i)True; (ii) False; (iii) Do 
not know; (iv) Refusal.   
16) If the interest rate falls, what should happen to bond prices: (i) Rise; (ii) Fall; (iii) Stay the same; (iv) None 
of the above; (v) Do not know; (vi) Refusal. 
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