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Scientific purpose of this paper is empirical assessment of financial lit-
eracy (FL) of individuals by examining relationship between FL and socio-
demographic characteristics of the Croatian citizens. Research results could
serve as a basis for development and improvement of personal finance strat-
egies and national financial policy measures with special attention put on
education. Empirical model has been tested by using binary logistic regres-
sion; four fundamental survey questions have been defined, set as dependent
variables while six socio-demographic characteristics of respondents have
been set as independent variables. Research results show that age, level of
education and income levels statistically significantly influence FL.

Keywords: financial literacy, personal finance, socio-demographic
characteristics, financial literacy strategy, logistic binary regression

* 1. Bujan, Senior Lecturer, M.A., Polytechnic of Medimurje in éakovec, (E-mail: ibujan@
mev.hr)

“ Lj. Cerovié, Full Professor, Ph.D, University of Rijeka, Faculty of Economics, (E-mail:
cerovic@efri.hr)

“* N. Duki¢ Samarzija, Postdoctoral Researcher, Ph.D, University of Rijeka, Faculty of Eco-
nomics, (E-mail: ndukic@efri.hr)

“** This work has been supported by the Croatian Science Foundation under the project 6558
Business and Personal Insolvency — the Ways to Overcome Excessive Indebtedness and by the Uni-
versity of Rijeka under the project: Approaches and Methods of Cost and Management Accounting

in Croatian Public Sector (No. 13.02.1.2.09).
The paper was received on April 28" 2016., it was accepted for publiciation on July 14" 2016.



I. BUJAN, LJ. CEROVIC, N. DUKIC SAMARZIJA: Socio-demographic Determinants of Financial Literacy of the Citizens... 207
EKONOMSKI PREGLED, 67 (3) 206-226 (2016)

1. Introduction

Financial literacy (FL), which is of main interest in this study, is investigated
within the context of personal finance where a unit of interest is an individual or
a citizen. Therefore, it is important to explain and analyze the meaning of FL, as
well as socio-demographic characteristics influencing the level of FL. FL can en-
compass a number of different concepts among which are knowledge on financial
products, knowledge of understanding the concepts of future and present value of
money, impact of inflation in money valuation, knowledge on investment possibili-
ties, understanding of securities trade etc.

For further analysis, it is important to define some basic terms, which will
be discussed in this paper starting with the FL definitions. There are many FL
definitions, sometimes overlapping in meanings. Hilgert, Hogarth and Beverley
(2003) define FL as financial knowledge, which makes this construct quite wide
in meaning. According to the National Council on Economic Education — NCEE
(2005:3) FL is “familiarity with basic economic principles, knowledge about
the U.S. economy, and understanding of some key economic terms”. President’s
Advisory Council on Financial Literacy (PACFL, 2008) defines FL as “knowl-
edge of basic economic and financial concepts, as well as the ability to use that
knowledge and other financial skills to manage financial resources effectively for
a lifetime of financial well-being”. Furthermore, according to the PACFL it is nec-
essary to distinguish two terms — FL and financial education. Financial education
is defined according to the OECD (2005:26) as “the process by which financial
consumers/investors improve their understanding of financial products and con-
cepts and, through information, instruction and/or objective advice, develop the
skills and confidence to become more aware of financial risks and opportunities,
to make informed choices, to know where to go for help, and to take other effective
actions to improve their financial well-being”. In this paper, FL is defined accord-
ing to Lusardi (2008:2) where FL is “knowledge of basic financial concepts, such
as the working of interest compounding, the difference between nominal and real
values, and the basics of risk diversification”. However, it is important to point out
that Lusardi (2008, 2011), Lusardi and Mitchell (2007b) use the OECD definition
to investigate FL. In this paper, operationalization of FL was given questioning
future and present value of money compounding combined with investment ques-
tions. More on the research questions and methods is to be discussed in research
results section.

Great insolvency and indebtedness of individuals are a major issue in many
economies around the world in the past decade. Developing and developed coun-
tries are putting a lot of effort in investigating causes of such a great indebtedness.
Significant amount of money is spent on extensive studies usually done by World
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Bank, OECD, and European Commission. When analyzing Croatian example,
according to the Financial Agency (2015) indebtedness of the Croatian citizens
amounted to HRK 32.02 billion. Accordingly, it is possible to recognize the need
of analyzing the cause of such a great indebtedness by highlighting FL issues as
one possible explanation of such a situation.

Personal insolvency and indebtedness are in many policy discussions ad-
dressed as one of major tasks to be dealt through policy measures on a country
level in a form of strategies and operational programs. On the European Union
level, the European Commission adopted a Communication on Financial Educa-
tion in 2007. Set of measures has been adopted and financed to improve finan-
cial education, as the Dolceta online resources for financial education (European
Commission, 2015). In Croatia, the Croatian Institute for Financial Education was
established in 2011. When discussing legal framework and FL in Croatia, the basis
can be found in Consumer Strategy Policy 2007 — 2013 whose goals encompass
consumer protection and FL enhancement. Furthermore, it is consequently easier
to prevent personal insolvency and indebtedness rather to deal with social and eco-
nomic consequences. FL education is considered to be an important instrument for
treating existing insolvency due to the fact that it serves as a prevention and not a
repair (Kilborn et al., 2012). Many developed countries have recognized the pre-
vention needs and integrated FL in their education systems, starting from the level
of primary education, while at the same time it is becoming widely acceptable for
financial education to be used as an instrument for improving personal finance
management and decreasing household indebtedness. Explor

























































