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Financial Literacy and Financial Planning in France

Abstract

How are people financially literate in France? Widrass this question using the
PATER survey and following the Lusardi and Mitch@011c) approach. We find that
some subpopulations are less financially literéi@ntothers: women, young and old
people as well as less-educated people are maly li& face difficulties when dealing

with fundamental financial concepts such as risleddiification, inflation and interest

compounding. We also find some differences in faianhknowledge depending on the
political opinion of the respondents. Finally weogshthat these differences in financial
knowledge are correlated with differences in thepensity to plan: people who score
higher on the financial literacy questions are mbkely to be engaged in the

preparation of a clearly defined financial plan.

Keywords: Financial Literacy, Retirement Planning, Houselfltance

JEL codes G11, D83, J26

Education financiére et planification financiére enFrance

Résumeé

Quel est le niveau d'éducation financiére des mésam FranceRous étudions cette
question a partir de I'enquéte PATER en suivarmpdiache proposée par Lusardi et
Mitchell (2011c). Nous trouvons que certaines spotlations sont moins éduquées
financierement que d'autres: les femmes, les jguibes personnes agées et les
personnes peu qualifiées ont plus de difficultésappréhender certains concepts
financiers fondamentaux tels que la diversificati@s risques, I'inflation ou les intéréts
composés. Nous trouvons également des différerares lds connaissances financieres
des ménages selon leurs opinions politiques. Brdus montrons que ces différences
de connaissances financieres sont corrélées apemsion a planifier : les ménages qui
répondent le mieux aux questions d’éducation firracsont aussi ceux qui sont les
plus enclins a étre engagés dans la préparatiandiare de leur avenir.

Mots clés :Education financiére, planification de la retrafteances des ménages

Codes JEL: G11, D83, J26



Introduction

Since World War I, the welfare state has playedeatral role in France’s
retirement pension system. But structural popufateging combined with
sluggish economic growth have lately put a strairttee French “pay-as-you-go”
pension system. By 2050, the number of retired élooisls is expected to
increase by 60% while the working population wilciease by not more than
10% (Observatoire des retrait2809). Moreover, in 2011 the retirement deficit
reached 14 billion euros (COR 2013) though majéornes were carried out in
the last decadeFrench households have generally high savings despite the
importance of public pensiofis.Major concerns are thus mainly about
households’ portfolio choices and wealth accumaltatather than their ability to
save.

From a policy perspective, identifying key deteramts of financial planning
is crucial to designing efficient policies that entage households’ finances to be
“long-term oriented.” Indeed, Americks et al. (20@Bow that the propensity to
plan plays a significant role in explaining diffaces in wealth accumulation. In
particular, Lusardi and Mitchell (2011b) show thaterican adults who can
correctly answer financial literacy questions arecin more likely to plan for
retirement. However, as cultural and institutiomslvironments are obviously
different across developed countries (and in padicbetween the United States
and France, for instance as regards pension systassessing the level of
financial literacy as well as its impact on houddHmances, portfolio choices, or
retirement planning remains an open research questi

This paper contributes to this literature. Firsg assess the extent to which
French households are financially sophisticatecughdo deal with fundamental
financial concepts. Second, we investigate the lhietween financial literacy and
the propensity to plan for retirement in France.

Our empirical analysis is based on data from thd@BR (PATrimoines et
Préférences face au TEmps et au Ri3dumisehold survey, an original survey
that mainly aims to measure households saving f@nedes. The 2011 wave

! In 2003, the reform known dsi Fillon lengthened the contribution period and implemented
mechanisms to foster the employment of seniorss fiéform also started a shift from an unfunded
to a funded pension system. Along the same lineseva 2010 reform has strengthened these
provisions. See Ben Salem et al. (2010) for a rmomaplete picture of pension reforms in France.

2 The gross household saving rate ranged betweeftland 16.3% in the years 2000-2012.



surveys a representative sample of French adultsratudes questions to assess
respondents’ understanding of basic financial cpteéinterest, inflation, and
risk), following the methodology proposed by Lusaadd Mitchell (2011c), in
addition to questions on financial planning (asgasged in Americks et al. 2003).

Based on this survey, we assess levels of finafitgahcy in France. The
results we obtain suggest that financial literdogudd not be taken for granted, as
most respondents do not exhibit mastery of the domehtals of economics and
finance. This finding is in line with results fromther developed countries
(Lusardi and Mitchell 2011a). Some French subpdpmria display low levels of
financial literacy: women, young people, and theedly as well as less-educated
people. We also find that financial literacy is retated with political affiliation,
which could reflect differences in opinion regaglithe role of the welfare state
and individual responsibility. Finally, we find a&sificant positive relationship
between the propensity to formulate a specific fomal plan in the long run
(which entails retirement planning) and financiedracy variables.

This paper is organized as follows. The first sectprovides a brief
overview of the data set and descriptive statistidth subsections addressing the
following three questions: (i) How financially Iiee are individuals in France?
(i) Who knows the least? and (iii) Does finandi#éracy vary across political
opinions? The second section investigates theiorktip between retirement
planning and financial literacy. The final sectmmncludes.

Data and Descriptive Statistics

The PATER Survey

The PATER household survey was first conducted Ity Erench National
Statistics Institutelistitut national de la statistique et des étudesn®miquesor
INSEE) in 1998 and then repeated four times urtl22upon our own initiative
in cooperation with Taylor-Nelson Sofres (TNS Sejfea private survey
company (Arrondel and Masson 2013). This surveyides on preferences (risk
aversion, time preference, and altruism), butdbalovers a wide range of topics
regarding households’ saving behavior, financidéréicy, expectations, and
political opinions in addition to wealth, incom@csoeconomic, and demographic
characteristics for a representative sample ofdfrérouseholds.

The module on financial literacy was introducedtli® 2011 wave. The
paper-based questionnaire was sent out in Nove@Dgl to a representative
sample of 5,000 individuals. Respondents in thivevewere sampled from the



TNS Sofres “Metascope” panel (30,000 householas):thirds of the sample had
been surveyed in the 2009 wave.

Respondents had to fill in the questionnaire amaimet by mail in exchange
for a twenty-euro shopping voucher. A total of &6iouseholds sent back their
guestionnaire, representing a 72.3% responseAaiemember of the household
could answer the questionnaire but more than 70%sgondents claimed to be
in charge of the family finances.

How Financially Literate Are Individuals?

To assess the level of financial literacy in therféh population, the PATER
survey included a module following the benchmarkesiions proposed by
Lusardi and Mitchell (2011c) and additional quessioon financial culture. We
restrict our analysis to three questions to enabteresults to be comparable with
other countries’ results: understanding of inteceshpounding and understanding
of inflation (both to assess basic numeracy) andletstanding of risk
diversification (which is more specifically relatdd portfolio choices). The
wording of the question on inflation in the PATE&R\&y corresponds exactly to
the benchmark proposed by Lusardi and Mitchell {2)1Regarding the question
on interest compounding, ours is slightly hardeatswer as it requires that the
respondent grasp the difference between simplecamgpound interest. The other
difference worth noting is on the risk diversificat question. In the benchmark,
respondents are simply asked to say whether arsateis true or false. In our
guestionnaire, we ask respondents to rank seviesidial products according to
their level of risk. Using this information, we iruct a variable that only
considers the relative ranking of stocks versuseshaf a mutual fund regardless
of other assets’ ranking.

The exact wording of the questions is as followsrr@ct answers are in
bold):

1) Suppose you had 1,000 € in a savings accountrendterest
rate was 2% per year. After 5 year, how much do tyink you
would have in the account if you let the money riowg?

Less than 1,100 €

Exactly 1,100 €

More than 1,100 €

Do not know

No answer

2) Imagine that the interest rate on your savingant was 1%
per year and inflation was 2% per year. After 1ryé@w much
would you be able to buy with the money in thiscasd?



More than today
Same as today
Less than today
Do not know

No answer

3) Rank these financial products from the lessyrtskthe riskiest:
Saving account, Stock, Bond, Share of a mutual fund
Do not know/No answer

For the risk diversification question, we considee answer to be correct
when “stock” is ranked as being riskier than “shafea mutual fund” and
incorrect otherwise. “Do not know” refers to resgents having checked a box
stating they do not know the answer while “no andwe&fers to respondents who
have completely skipped the question. The distimctietween “do not know” and
“no answer” can be made in the first two questibasnot in the third. Summary
statistics are provided in Table 1 for the whol@uydation and for the subsample
of respondents age 25-65.

Table 1

Summary Statistics on Financial Literacy Questiongweighted %)

A: Interest Question Full Sample Age 2t-65
Greater than 1,100€ 47.98 50.33
Equal to 1,100€ 27.64 27.87
Less than 1,100€ 7.16 7.12
DK 11.53 10.30
RF 5.69 4.38
B: Inflation Question

More 2.68 2.66
Exactly the same 8.77 9.38
Less 61.18 61.69
DK 21.32 21.36
RF 6.06 4.91
C: Risk Question*

Correct 66.85 72.13
Incorrect 18.53 18.14
DK/RF 14.61 9.73
D: Cross-question Consistency

Interest & Inflation 37.88 39.56
All correct 30.92 33.76
None correct 15.15 12.36
At least 1 DK 33.39 29.45
All DK 2.70 1.90

# Observations 3,616 2,459

Source: PATER 2011.

Notes: DK indicates respondent selected “do not®Rn&F indicates respondent did not answer
the question.

* To construct this variable we consider only tletative ranking of stock versus share of a mutual
fund and define the answer to be correct when stornked as being riskier than a share of a
mutual fund.



Nearly 48% of respondents correctly answer the tepreson interest
compounding (Panel A). This share rises to a biteniean half when we focus on
respondents age 25 to 65. As already mentioned, goestion on interest
compounding is harder than the benchmark quesemause it requires a broad
understanding of interest computation and an urtalgighg of the difference
between simple and compound interest. However gthestion wording in the
French survey is the same as that in the Russraeys(Klapper and Panos 2011)
and similar to the wording in the Swedish surveyhese countries have,
respectively, 36% and 35% of respondents answexangectly. Other countries
(United States with 65%, Germany with 82%, Italythwi40%, and the
Netherlands with 85% use the simpler benchmark interest questiBherefore,
it is hard to disentangle whether differences ispomse rates are due to
differences in financial literacy levels or to thrding of the question when
making international comparisofidn any case, it is still striking to notice that
even when a list of potential answers is providedf of French respondents fail
to provide the correct answer to the interest goes®part from difference in
wording, framing effects are likely to influenceetrassessment of financial
literacy (see, among others, van Rooij et al. 20I?pur survey, an additional
guestion was added to measure respondents’ aoiltgmpute compound interest
in a nonfinancial context. This question refersthhie well-known board game
Monopoly! We find that less than 20% of the sample correetigwer the
Monopoly question (see Appendix Table Al), whilestshare was 48% in a
financial context. Although the Monopoly questiorequires a stronger
computational effort and maybe a calculator closéand, this difference still

% The question in the Swedish survey asks, “Supposéhave 200 SEK in a savings account. The
interest is 10% per year and is paid into the sacoeunt. How much will you have in the account
after two years?” Possible answers are respondgeilation, don’t know, and refuse to answer
(Almenberg and Save-Soéderbergh 2011).

4 See Lusardi and Mitchell (2011b) for the Unitedt&taBucher-Koenen and Lusardi (2011) for
Germany, Fornero and Monticone (2011) for Italyj &bessie et al. (2011) for the Netherlands.

® The benchmark wording is as follows for the USveyr “Suppose you had $100 in a savings
account and the interest rate was 2% per yearr Afggears, how much do you think you would
have in the account if you left the money to gréM®2; More/Less than $102; Don’t know.”

6 Two other French studies, more descriptive, carmdrapared with our results. Credoc (2011)
uses the benchmark question on interest and getgect response rate of 54%. Haas (2012) uses
the same wording as ours and gets a correct respatesof 47%.

" The wording of this question is as follows: “Yolap Monopoly. You have earned 1000€ and
the bank offers to pay 20% every time you go thtotige corner square GO. You need 2000€ to
buy a hotel. How often do you need to pass thrahgHirst corner square to buy the hotel? 1; 2;
3; 4; 5; More than 5 times; Don’t know.”



illustrates the sensitivity of financial literacyeasures to framing and wording
effects.

Regarding the concept of inflation (Panel B), 61fthe full sample display
an understanding of the impact of inflation on pasing power while more than
10% give an incorrect answer, and a quarter doe&«mmw the answer. Figures
for the subsample of respondents age 25 to 650aighly similar. These results
are in line with those found in other countrieshapiercentage of correct answers
ranging from 59.5% in Sweden (Almenberg and Sawde8iergh 2011) to 78.4%
in Germany (Bucher-Koenen and Lusardi 2011).

Following the popular adage “don’t put all your eg one basket,”
respondents appear to have less difficulty coryemtiswering the third question
on risk diversification (Panel C). However, the diog and structure of this
guestion differ enough from the benchmark to cal ¢aution when making
international comparisons. About two-thirds of @ample get the question on
risk diversification right, while around 15% do n&how/do not answer.
Percentage of correct answers is around 72% fporeents age 25 to 65 while
the share offering no answer stands at around 10%.

Each of these three questions contributes to miegstire multidimensional
concept of financial literacy. It is therefore irgsting to check the extent to
which these variables are related. We find that tan 40% of respondents can
correctly answer both the compound interest andrfi@ion questions, and less
than a third (31%) gets all three questions corfeanel D). Another third of the
sample fails to answer at least one question, &f6 does not provide any correct
answer to the three questions.

Who Knows the Least?

Financial literacy appears to be low at the agdgeedevel, but this hides large
differences among population sub-groups. When peifay cross-tabulations by
characteristics such as age, education, gendergmpdoyment status, we find
that some sociodemographic groups are particul@nigncially illiterate (see
Table 2). Most of these differences continue ttd leven after accounting for
individual characteristics (see Appendix Table A3).

Broadly speaking, younger respondents and oldeoretents tend to answer
less correctly than those in the middle of the r@yege. This reflects the common
hump-shaped pattern of financial literacy and cigmiabilities along the age
spectrum that has been observed in other studies &mnong others, van Rooij et
al. 2011; Lusardi et al. 2012). While we cannottidguish cohort from age
effects with our cross-sectional data set, thisepatcould result from the fact that



in young adulthood, individuals begin accumulatiimgancial knowledge and
information (King and Leape 1987; Jappelli and Pad2013; Lusardi et al.
2012), thus the percentage of correct answersaneseewith age. But with old
age, cognitive capacity decreases and the beruffiiee experience tend to be

offset by declining cognition, causing the shareolofer respondents answering
correctly to decrease (Agarwal et al. 2009).

Table 2
Answers to Financial Literacy Questions by Sociodeagraphic Variables (weighted %)

Interest Inflation Risk Overall
Age Correct DK Correct DK Correct DK/RF  3Correct >=1DK
Under 35 49.79 10.39 51.77 25.74 72.44 8.28 29.08 3.583
36-50 52.08 10.22 62.69 21.70 74.81 8.09 35.57 228.2
51-65 48.10 10.80 67.29 17.51 67.53 14.00 34.17 4129.
Over 65 40.05 15.46 64.68 19.48 49.29 31.40 24.07 3.904
Sex
Male 52.39 8.94 67.14 16.66 70.37 13.04 36.29 28.12
Female 43.98 13.89 55.76 25.55 63.66 16.04 26.04 .1838
Education
Primary (Isced 1) 32.07 21.54 49.70 29.61 3521  888. 12.11 57.58
Lower sec. (Isced 2) 33.62 20.50 49.02 29.92 60.03 20.99 18.10 46.63
Upper sec. (Isced 3) 44.34 12.39 56.19 24.06 63.9314.24 2541 35.78
Some college (Isced 5) 55.62 7.73 70.13 16.56 79.10 9.06 41.44 25.10
College grad (Isced 5) 61.28 3.81 76.92 11.13 80.66 6.41 46.75 18.08
Postgrad. (Isced 6) 75.33 2.99 83.42 6.14 87.21 6 55 64.27 11.94
Employment Status
Self-employed 55.99 10.35 60.45 25.54 71.09 1041 7.63 32.20
Not employed 43.34 16.29 53.70 28.62 66.06 1358 .325 40.15
Working 52.93 9.14 60.84 21.14 74.58 7.81 35.28 727.
Retired 42.13 13.45 67.39 17.53 54.41 26.09 26.45 8.38

Source: PATER 2011.

Notes: DK indicates respondent selected “do no#Kn&F indicates respondent did not answer the dioes
N = 3,616.

Regarding the interest compounding question, fetlvan half of younger
respondents answer correctly, and just 40% of redgruts older than 65 answer
correctly. For the risk diversification question,is striking that for most age
groups, around 70% of respondents answer correatythe proportion of older
respondents answering correctly hardly reaches Fhighlighted in Lusardi
and Mitchell (2011a), the understanding of inflatics strongly influenced by
experience. In France, the most recent inflation@esiod occurred in the early
1980s. It is therefore not surprising to observat #timong the three questions,
respondents above age 65 only outperform thoserwgke 35 on the question
about inflation, with 65% of this age group answgricorrectly. These figures
confirm other papers’ findings regarding low finaicliteracy among young
respondents (Lusardi et al. 2010) and elderly nedents (Lusardi and Mitchell
2007; Lusardi and Tufano 2009a, 2009b).



Figures in Table 2 also suggest a heterogeneotsrpaif answers across
gender. First, men tend to be more likely to cdlyeanswer each question.
Indeed, 36% of men (compared to 26% of women) ansWeof the questions
correctly. Second, women tend to state they doknotv the answer more often
than men. This pattern is common and may refleet fdtt that men exhibit
overconfident behaviors while women are less prananswer when they are
unsure of the answer (Barber and Odean 2001). igieest difference between
men and women is observed for the inflation questomuch higher proportion
of men (67%) than women (56%) answer this questarectly

Educational attainment is also positively corredateith financial literacy.
While hardly a third of respondents with a priméyel of schooling succeed in
correctly answering the question on interest comgdmg, this share rises to 75%
for respondents with a postgraduate level of edwmcatThe same pattern is
observed for the two other questions, and the g&ven wider when we consider
the question on risk diversification where the petage of respondents
answering correctly goes from 35% for primary let@l87% for postgraduate
attainment. Along with this, the percentage of aegfents reporting they do not
know the answer decreases with the level of edutaResponses to the inflation
guestion show that answering correctly is againtpety related to education.
Respondents with a primary level of education témdperform better on the
inflation question (about 50% answer correctly)tioa the interest compounding
(32%) and risk diversification (35%) questions, efhicould reflect the
contribution of experience to correctly answer tjugstion.

Scores also differ by employment status. Resposdeviio were not
employed at the time of the survey perform muchsedhan do those who were
employed or self-employed. The population that @ employed is also more
prone to report “do not know” than other respondefhe highest percentages of
correct answers to the inflation question are foundhe retired population, as
these respondents might have lived through perddsflation. But this pattern
does not persist when we control for other deteamiis such as education (see
Appendix Table A3). All in all, middle-aged workingen with higher levels of
education tend to exhibit the highest level of ficial literacy.

Financial Literacy across Political Opinions

In addition to the sociodemographic factors disedsabove, ideological and
cultural factors such as political opinions coulgplain differences across
respondents in the propensity to correctly answerfinancial literacy questions.
Ideological opinion and political affiliation mayqy a part in financial behaviors
such as stock holding or financial planning as vasllin the importance people
attach to financial knowledge (Bucher-Koenen anddrdi 2011; Kaustia and

10



Torstila 2011). In particular in France, Nadeauakt (2010) demonstrate the
relationship between wealth and political votingegBrding financial literacy,
left-wing voters are likely to be less “materialiStand to believe that the welfare
state should handle personal issues such as retitepensions or healthcare
insurance. These individuals might therefore be $&nsitive to the importance of
financial knowledge and might have invested lessetin acquiring it. On the
other hand, right-wing or center voters may consida personal responsibility to
manage one’s financial well-beingthey could also be less in favor of a strong
welfare state and more likely to devote time tonebr become financially
literate. Following this assumption, we should atasea higher level of financial
literacy among right-wing or center voters than amteft-wing voters.

Table 3
Answers to Financial Literacy Questions by PolitichOpinion (weighted %)

Interest Inflation Risk Overall
Political Opinion Correct DK Correct DK Correct DK/ RF 3 Correct >=1DK
Left wing 51.68 10.35 63.45 21.04 68.65 13.39 33.67 3248
Center 58.76 3.77 79.62 9.38 77.02 8.53 43.63 17.02
Right wing 50.64 10.86 66.55 16.91 69.22 13.28 344 28.86
Anarchist 50.45 19.47 62.13 25.46 65.07 19.76 32.94 34.93
No political 38.76 17.70 46.52 33.18 60.44 16.46 19.76 45.04
opinion

Source: PATER 2011.

Notes: DK indicates respondent selected “do notRn&F indicates respondent did not answer the dgoes
N =3,616.

Table 3 provides some evidence to partially confinis hypothesi$’ On the
one hand, people voting in the center perform bett@an others on every
guestion, with percentages of correct answers mgngiom 59% for interest
compounding to 80% for inflation. This result puartireflects the
sociodemographic composition of centrist voterspvane more educated than
those affiliating with other political parties (sAppendix Table A2). On the other
hand, percentages of respondents correctly ansyvezath question do not
substantially differ between respondents with Veftg and right-wing
affiliations: around 50% for interest compoundi6§% for inflation, and 69% for
risk diversification.

8 In France, the centrist party has a rather “liBesi@w of the economy.
° For a more extensive description of the Frenchtipal spectrum, see Elgie (2003).
9In the PATER survey, political opinion is elicitersing the following question: “How do you

position yourself in the political spectrum? Extestaft wing; Left wing; Centre left wing; Centre;
Centre right wing; Right wing; Extreme right wingnarchist; No political opinion.”

11



Overall, one in three respondents provides a coraeswer to all the
guestions regardless of political affiliation. Theost notable difference is
between respondents with no political opinion antheo respondents.
Respondents with no political opinion (in which wemare overrepresented) tend
to have much more difficulty answering correctl®98 are correct on the interest
compounding question, 47% on the inflation questiand 60% on the risk
diversification question. One surprising resulthis fact that right-wing voters are
not more financially sophisticated than left-wingters are. This might be due to
the composition of the right-wing electorate gaitigr both “liberal” and
“conservative voters” (Rémond 1969). Compositidiees may be at work in the
differences observed regarding financial literamyels, but as shown in Appendix
Table A3, differences remain statistically sigrafit when we control for
sociodemographic characteristics: centrist votersopm much better than others,
while respondents indicating they have no politighiiliation lag far behind on
the financial literacy measures.

Financial Literacy and “Propensity to Plan for the
Long Run”

In this section, we study the link between finahdigeracy and individuals’
propensity to plan and to make long-term finanai@cisions. We aim to
investigate whether there is a positive relatiopdfetween financial literacy and
retirement planning among the French, as is the icathe United States (Lusardi
and Mitchell 2011b,c).

The PATER survey contains a question designed tasaore the propensity
to plan, as suggested in Americks et al. (2003uddbolds were asked a yes/no
question concerning their preparation of a spetmiig-term financial plat:

Have you personally gathered together your houséeh@ihancial
information, reviewed it in detail, and formulated specific
financial plan for your household’s long-term fug@r

This question appears suitable to assess retirepianhing, as retirement
planning is part of broader long-term financial rplang. For the empirical
analysis, we restrict the sample to nonretired oedpnts age 25 to 65. Among
these respondents, about 25% are defined as “pkinngat is, they have

1 Those with a positive answer were also asked ¢gifjpthe age at which this activity was first
undertaken.

12



answered “yes” to the above questtérCross-tabulations indicate that being a
planner is correlated with correctly answering fihancial literacy questions (see
Table 4).

Table 4

Financial Literacy of Planners and Non-Planners (wighted %)
Planners Non-Planners

Interest Question

Correct 63.75 48.63

DK 4.75 12.39

Inflation Question

Correct 76.20 57.10

DK 10.49 26.74

Risk Question

Correct 83.32 72.37

DK 3.72 7.28

Summary

Correct: Interest & Inflation 55.67 35.80

Correct: All three 49.33 30.49

Number Correct Answers 2.23 1.78

Number of Observations 502 1,507

Source: PATER 2011.

Notes: DK indicates respondent selected “do notRn&F indicates
respondent did not answer the question. Samplesteraf 2,082 non-
retired respondents age 25-65.

In addition to financial literacy, the propensity plan for the long run may
be related to individuals’ preferences, permanectme, and lifetime horizon. In
our empirical model, we consider variables thabaat for these factors: age (and
age squared), gender, marital status, income leediscational attainment, and
employment statusthree alternative measures for financial literany eonsidered: a
dummy variable equal to one when respondents araslviiree questions correctly; the
sum of each respondent’s number of correct anstedfge financial literacy questions; a
vector of three dummy variables indicating, for leagiestion, whether the respondent
answered correctly.

In the three cases, financial literacy appears dopbsitively and highly
significantly correlated with the propensity to plaConsidering column 1 of
Table 5, we see that correctly answering all thieancial literacy questions
increases the probability of planning by 9 percgetgoints. The average
marginal impact of answering one extra questiomai®.5 percentage point
increase in the probability to plan. Answering egdestion correctly has nearly
the same impact on the probability to plan, thotighimpact is higher and more
significant for the inflation question.

12 Americks et al. (2003) estimate the percentagdasfiers to be 73% in the United States. This
high percentage may be due to the use of TIAA-CR&f&a, which comes from surveys of people
owning retirement funds.

13



Table 5
OLS Estimates of Financial Planning on Financial Lieracy

Dependent Variable

“Have you personally gatheredagether your household’s financial
information, reviewed it in detail, and formulated a specific financial plan for
your household’s long-term future?” Yes =1 /No 9

Financial Literacy (1) (2) (3

All three correct 0.091*** (0.021)

Total number correct 0.053*** (0.010)

Interest Correct 0.041** (0.021)
Inflation Correct 0.066*** (0.022)
Risk Correct 0.053** (0.023)
Socio-demographic Controls

Age -0.006 (0.008) -0.007 (0.008) -0.007 (0.008)
Age? 0.000 (0.000) 0.000 (0.000) 0.000 (0.000)
Man 0.025 (0.020) 0.025 (0.020) 0.024 (0.020)
Lower sec. (Isced 2) -0.012 (0.071) -0.026 (0.071) -0.028 (0.071)
Upper sec. (Isced 3) -0.007 (0.061) -0.021 (0.061) -0.023 (0.061)
Some College (Isced 5) 0.053 (0.064) 0.032 (0.064) 0.029 (0.064)
College grad (Isced 5) 0.120* (0.067) 0.099 (0.067)  0.096 (0.067)
Post grad. (Isced 6) 0.168** (0.071) 0.149** (0.p71  0.147* (0.071)
Single 0.039 (0.025) 0.036 (0.025) 0.036 (0.025)
Divorced 0.013 (0.038) 0.010 (0.038) 0.010 (0.038)
Widowed 0.096 (0.083) 0.095 (0.082) 0.098 (0.083)
Income Q2 0.084*** (0.031) 0.075** (0.031) 0.074** (0.031)
Income Q3 0.080** (0.034) 0.070** (0.034) 0.069** 0.034)
Income Q4 0.151** (0.034) 0.136*** (0.034) 0.135** (0.034)
Self-employed 0.054 (0.048) 0.054 (0.048) 0.054 048)
Not working 0.005 (0.027) 0.004 (0.027) 0.003 (@02
Constant 0.119 (0.182) 0.101 (0.181) 0.112 (0.182)
R-squared 0.068 0.072 0.072

Source: PATER 2011.
Notes: Sample consists of 2,009 nonretired respusdee 25-65 answering to the dependent varialdstipn.
Robust standard errors are in parenthesis.

Other important determinants of financial planniage education and
income. College graduates and higher-income eatmers significantly higher
probabilities of formulating a financial plan fohet long term than do other
respondents. The same pattern is observed in(Falsnero and Monticone 2011)
and in the United States (Lusardi and Mitchell 281&oncerning retirement
planning, while other determinants—such as masitus or occupation—appear
also to be at work. These estimates may suffer feeneral limitations. First,
financial literacy may be measured with error. Selcdhere may be a problem of
reverse causality: respondents who are alreadynptanmay increase their
financial knowledge through experience. We haveresied the issue of
endogeneity by using instrumental variables (IV)tinegtions and using
instruments related to parents’ financial knowledgad behaviot® The

13 We used a variable to assess parents’ frequenecganling economic and financial press and
another assessing whether respondents’ parentsgolafor retirement or not. We also used a
variable assessing the level of mathematics thgoretent had when he or she attended school.
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endogeneity tests revealed that the financialdagrvariable could actually be
treated as exogenotsThis could be explained by the fact that our messof
financial literacy refer to basic financial knowtgtdand are related to cognitive
abilities. In this context, it is unlikely that resse causality could bias our results,
as financial planning can hardly enhance cognitapacities. On the contrary,
other financial literacy variables related to finamh culture and information are
more likely to be affected by endogeneity, as dised in Arrondel et al. (2013).

Discussion and Conclusion

Our findings on financial literacy in France arelime with those obtained for
other developed countries. Many respondents havicully dealing with
fundamental financial concepts such as risk difieegion, inflation, or interest
compounding: less than a third of respondents hle @ correctly answer the
three questions used to assess financial literAd. confirm that some
subpopulations are more vulnerable than others: emprgoung adults, and the
elderly as well as less-educated people.

We also conduct an original analysis of the hetemegy of financial
knowledge across the political and ideological spee in France. We find that
centrist voters (characterized in France by a faBeview of the economy)
perform better than others on financial literacyaswges.

These differences in financial knowledge acrossthulation are correlated
with differences in the propensity to plan: peoplth higher financial literacy are
more likely to be engaged in the preparation dkarty defined financial plan for
the long-term future. Encouraging policies thatmpote financial literacy might
then be effective to encourage people to think @teea plan for their financial
future. However, promoting financial literacy magtrbe sufficient to affect the
propensity to plan among impatient consumers.

Indeed, if we refer to the life cycle theory, ardiindual’s time horizon
depends both on life expectancy and time prefeser®eme people are impatient
and prefer current consumption to future consumptithis observation leaves
open further research opportunities to investigte interactions between
preferences, financial literacy, and planning.

4 For more details, see Arrondel et al. (2013).
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Appendix

Table Al

Summary Statistics on Monopoly Question
(weighted %)

Monopoly Full Sample Age 25-65
2 times 4.33 4.76
3times 2.43 2.97
4 times 18.97 21.73
5 times 36.45 38.79
More than 5 times 14.77 14.59
DK 23.05 17.16
RF 0.00 0.00
# Observations 3,616 2,459

Source: PATER 2011.

The question is as follows: You play Monopoly. Nave
earned 1000€ and the bank offers to pay 20% evrery t
you go through the corner square GO. You need 2600€
buy a hotel. How often do you need to pass thrdiagh
first corner square to buy the hotel? 2 times;ds; 4
times; 5 times; More than 5 times; Do not know

Table A2
Political Opinion by Socio-demographic variables (wighted %)
Left Center Right Anarchist NQ POI' Ful
opinion sample
Age
Under 35 25.54 24.75 24.83 30.37 34.03 27.96
36-50 23,51 25.57 24.63 24.53 27.48 25.48
51-65 30.15 25.29 23.69 31.10 22.81 25.33
Over 65 20.80 24.39 26.86 13.99 15.68 21.23
Sex
Male 50.90 51.52 51.04 58.74 39.39 47.41
Female 49.10 48.48 48.96 41.26 60.61 52.59
Education
Primary (Isced 1) 8.79 4.69 9.12 5.20 10.47 8.51
Lower sec. (Isced 2) 6.64 4.80 7.89 10.17 8.18 7.04
Upper sec. (Isced 3) 51.01 44.82 48.87 53.81 58.91 51.77
Some College (Isced 5) 14.90 20.13 18.44 30.83 314.1 16.63
College grad (Isced 5) 12.39 15.52 9.09 0.00 577 014
Post grad. (Isced 6) 6.28 10.04 6.59 0.00 2.54 5.92
Employment Status
Self employed 2.00 2.02 4.50 6.86 3.30 3.00
Not employed 14.32 10.33 14.09 17.91 23.88 16.50
Working 52.87 57.13 47.21 55.28 51.35 52.05
Retired 30.81 30.52 34.20 19.95 21.47 28.45
# Observations 851 752 778 17 1,092 3,490

Source: PATER 2011.
The number of observations does not sum up to &iédéuse of no answers.
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Table A3

OLS Estimates of Financial Literacy on Political Opnion and

Sociodemographics

Dependent Variable All 3 Correct N Correct

Political Opinion

Centre 0.059*** (0.022) 0.210%** (0.048)
Left-wing -0.001 (0.022) 0.014 (0.047)
Anarchist 0.070 (0.106) 0.130 (0.232)
No Political Opinion -0.087*** (0.020) -0.258*** (@44)
Socio-demographic Controls

Age 0.011%** (0.003) 0.024%*** (0.006)
Age? -0.000*** (0.000) -0.000*** (0.000)
Man 0.072%* (0.015) 0.166*** (0.033)
Lower sec. (Isced 2) 0.059 (0.036) 0.249%+* (0.079)
Upper sec. (Isced 3) 0.085*** (0.027) 0.328*** (6@
Some College (Isced 5) 0.214%+* (0.033) 0.628*** .032)
College grad (Isced 5) 0.241*** (0.037) 0.702%** .(B0)
Post grad. (Isced 6) 0.368*** (0.042) 0.828*** (9D
Single 0.043** (0.021) 0.120%** (0.045)
Divorced 0.040 (0.028) 0.061 (0.060)
Widowed 0.030 (0.031) -0.047 (0.068)
Income Q2 0.054** (0.022) 0.264** (0.047)
Income Q3 0.119%* (0.025) 0.349%** (0.054)
Income Q4 0.209%** (0.025) 0.606*** (0.054)
Self-employed 0.064 (0.048) 0.082 (0.104)
Not working 0.007 (0.020) 0.061 (0.043)
Constant -0.233%** (0.075) 0.386** (0.162)
R-squared 0.134 0.188

Source: PATER 2011.

Sample consists of 3,490 households who answegegutistion on political opinion.
Robust standard errors are in parentheses.
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