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If today's children will have to fund their own retirements, they need to be taught the basics, reports Simon Hoyle.

Most people aren't silly. We can read and write and count past 10. If you're reading this newspaper, you are most likely to fall into what demographers like to call the "AB socio-economic group" - that group in society that enjoys above-average educational standards and income.

Yet financial literacy - literacy in the sense of having knowledge of a particular subject - is deemed to be such a problem that the Financial Planning Association and publisher McGraw Hill have joined forces to raise financial literacy standards among schoolchildren.

The FPA's Dollarsmart "financial toolkit for teenagers" will be included as a CD ROM with McGraw Hill's Commerce in Action Year 9 textbook.

The theory is that it's never too early to become financially literate. Unfortunately, for some, it may be too late.  "To me, financial literacy is understanding, having a broad brush understanding, of what actually happens to your money, and how you manage that to build some kind of wealth package, no matter whether you're a school child starting out small or someone coming into a superannuation payout," says Kathryn Greiner, a non-executive director and chairwoman-elect of the FPA.

"It's understanding that there are short-term goals and long-term goals, that there's a position you would take if you are 30 and that's perhaps an entirely different position than if you were 52. Having the knowledge means you have the capacity to ask the questions."

The FPA's Dollarsmart toolkit covers six main areas, and while it's tailored for kids, it could serve as a handy template for anyone who suspects their financial skills might not be all they should be.

One section details the seven steps of financial planning, a section on budgeting gives examples of how to save and budget, a section on saving and investing shows teenagers how to increase their savings, and a section on credit and debt looks at the pros and cons of borrowing money and how to avoid debt traps. There's a section on different types of insurance, and a final section on study and work that outlines the financial issues after finishing school.

The basics of financial literacy do not seem to change much, regardless of age (avoiding debt traps, for example, is applicable to everyone), but Greiner says that the specific knowledge people need as they move through life does change. She says raising the level of financial literacy in the community isn't meant to somehow usurp her own constituents - financial planners - but rather to enable the public to make better use of planners, to understand better when they need to seek help, and to understand the advice they're given.

Greiner says Australia is not alone in facing financial literacy problems. The same problems are also present to varying degrees in other Western nations, especially those where economic deregulation has been rapid, where financial products and services have proliferated and where populations are being asked to begin rather quickly to fend for themselves.

A landmark report commissioned by the ANZ Bank and published last year was the first quantitative assessment of financial literacy in Australia, and it found a disturbing level of illiteracy. It defined financial literacy as "the ability to make informed judgements and to take effective decisions regarding the use and management of money".

The same report said that "financial literacy is about enabling people to make informed and confident decisions regarding all aspects of their budgeting, spending and saving and their use of financial products and services, from everyday banking through to borrowing, investing and planning for the future".

"Financial literacy has become an increasingly important requirement for functioning in modern society, and trends in work patterns, demography and service delivery suggest that it will become even more important in the years ahead."

The report also made the observation that a person need be only as financially literate as their circumstances demand. In other words, someone whose needs extend no further than a bank account should not necessarily be thought of as less financially literate than someone who's looking for the latest wealth creation opportunity from a big bank.

Problems arise, however, when an individual's knowledge isn't even sufficient to cope with their own needs.

The issue of financial literacy will be thrust once more into the spotlight when the US author and professor Thomas Garman presents some new research to the Association of Superannuation Funds of Australia national conference in Adelaide next week. Dr Garman is expected to paint quite a bleak picture of the level of financial literacy, and to outline why poor money habits and understanding of basic money concepts, particularly on superannuation, are a bigger problem than many of us think.

His presentation will undoubtedly lead to renewed calls for something to be done about the apparently woeful state of financial literacy in Australia. Being financially literate doesn't mean you need to know as much as a financial planner or accountant or stockbroker. It doesn't mean you need to be able to read and fully understand an entire prospectus. It may be defined as simply as "knowing what you need to know to achieve your financial goals".

If you're capable of reading and writing at a reasonably high standard, and your maths isn't too bad, then being financially illiterate may simply mean that financial concepts, ideas and information haven't been presented to you in a way that's meaningful, or in a way with which you can engage.

Perhaps financial ignorance is a better way of putting it. It isn't that you're not smart enough to understand it - quite the opposite - but rather, there's been a failure on the part of financial services institutions and practitioners to present it to you correctly.

Anyone who has goals and aspirations in life that have any sort of financial dimension needs to acquire the skills to give themselves the best chance of fulfilling those goals with the financial resources at their disposal.

Two of the first (and simplest) steps are learning how to budget and managing debt. But it can go as far as you want it to - right up to being able to competently manage a large and sophisticated portfolio of investments, if you wish.

There's a saying (attributed to Arthur C.Clarke, but which may have been based on something Albert Einstein had said before him) that goes: "Information is not knowledge, knowledge is not wisdom and wisdom is not foresight. Each grows out of the other and we need them all."

We have no shortage of information: television, radio, newspapers, books, magazines, the internet; the sources of information seem endless and overwhelming. Access to information is a great start for building financial literacy. But information is merely the raw material, or the building blocks, if you will, from which knowledge is built. And once you've accumulated sufficient knowledge, you have a shot at becoming wise.

Virginia Dowd, chief executive officer of Money Solutions, says knowing how to convert information into knowledge is the key. "The first step is to understand about yourself," she says. "What is important to you? What do you want to achieve with your money?" Dowd says a lack of financial literacy, or a lack of money skills, as she describes it, manifests itself in a high level of anxiety, confusion, inaction and a lack of engagement even with pressing financial issues.

It's a serious problem.

A consumer who is not engaged, who is passive, anxious and confused, won't take the necessary steps to secure their financial future. They often won't even acknowledge or recognise they have a need, let alone have any idea of what to do about it.

For earlier generations, that may not have been such a huge issue because it was understood that the age pension would be about all they could expect in retirement.

But it's been clear for quite some time that when it comes to achieving financial independence, particularly in retirement, we're increasingly on our own. Dowd says we're moving from "a dependency culture to an era when you have to look after yourself and you have to fund your own retirement". "You have to, effectively, become your own fund manager," she says. "But the framework and the tools to enable people to develop these skills weren't taught at schools, weren't taught at work and unless you have parents who have very good money skills, who do you learn from?"

Dowd says there should be a strong practical element when it comes to developing financial literacy. "It's about having money skills," Dowd says. "If you start to look at what makes you good at something, it's usually about the level of skills you have developed. And you don't get skills from reading a book. "I think the best analogy is that you don't learn to drive a car by reading a book."

The FPA is targeting school-age children with its most recent financial literacy effort. Dowd says that financial skills can also be taught in the workplace. “As soon as you start earning money, you are required to make a financial decision," Dowd says. "I believe that financial skills are a workplace level skill. I believe they should be delivered in the workplace."
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Many Australians are financially illiterate, costing the community millions of dollars and significantly affecting health, workplace culture and productivity, according to financial literacy advocates.

Financial services company Money Solutions has warned little has been done to tackle adult financial literacy, which could leave two generations of adult Australians - the bulk of the working population - stranded with poor money managing skills. 

Chief executive officer Virginia Dowd said financial literacy was becoming an increasingly important issue in Australia as changes to superannuation and investment opportunities occurred.

"We used to be in a dependency culture where your employer looked after you or the Government looked after you or somebody looked after you," she said. 

"Money wasn't such an issue that we readily discussed. It wasn't something that we had a lot of experience with and what's happened is we've moved from that culture of somebody will do it for you, to having to learn how to do it for ourselves, and along with that came maybe three, four, five thousand different investment products to choose from."

More choices meant there were more opportunities for small to medium investors, but for people to be able to take advantage of those opportunities they needed to have the right skills.

The community, however, had not developed a framework or process to help people understand how to manage their money and feel confident they were making the right choices.

United States financial literacy expert Dr Thomas Garman said improving financial literacy was of "terrific importance" in boosting people's financial well- being.

"People who are financially well save more money - that helps our national savings rate, provides capital for others to borrow and invest and grow new businesses," he said. Financial wellbeing also improved health and increased workplace productivity and satisfaction. 

And although improving financial literacy was the responsibility of all members of society, employers had everything to gain from investing in their staff's financial education. "We've seen in the [US] that an investment of $1 will get you three or four dollars back as an employer," Dr Garman said.

"If an employee slightly improves his financial wellbeing and slightly improves his financial behaviours, the benefit that year to the employer is $450 - bang - for that employee. And those returns come from two factors in the economic analysis - less absenteeism and less work time wasted dealing with financial issues."

Dr Garman and Money Solutions are working on a survey to assess the financial literacy levels of Australians and to benchmark progress over time. 

The process will be used to identify the effectiveness of workplace and financial fund member education in changing literacy levels, and in measuring the benefits for funds and employers who invest in financial education. 

Dr Garman will give a keynote address at the Association of Superannuation Funds of Australia Conference in Adelaide from November 10-12.


