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Abstract: Consumer protection in the financial market has several dimensions. From a formal point of view,
consumer rights are guaranteed by law. Market asymmetries are eliminated through the obligation to
provide consumers with complete and objective information about financial products and services, honest
marketing communication and professional sales practices. Programs are implemented in schools and the
media to promote knowledge and responsible use of financial products and services. Despite the efforts
made, the number of incorrect and suboptimal financial decisions is so high that the risk of households
falling into excessive debt remains significant. The limited effectiveness of the law led to the claim that only
effective education can reduce the risk of suboptimal financial decisions. Unfortunately, the efforts made in
this area are not fully satisfactory. The aim of the article is to review scientific research on the financial
knowledge of consumers in Central European countries and compare it to the results of a study conducted in
Poland in January 2024. The results of the analysis could indicate the direction of further research on the
possibilities of eliminating suboptimal financial decisions of consumers without limiting - for their better
protection - access to financial products.

Keywords: financial literacy; behavioral finance; consumers' cognitive errors; responsible lending
and borrowing
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1. Introduction

Consumer protection on the financial market has been subjected to extensive academic
research and constituted an arena for an array of legislative initiatives since the mid 20th century.
Consumer rights on the financial market are regulated in Europe by EU directives (the latest
Consumer Credit Directive CCD - Directive (EU) 2023/2225 of the European Parliament and of the
Council of 18 October 2023) and local legal systems. Market asymmetries are practically eliminated
through the obligation to provide consumers with complete and objective information about
financial products and services, honest marketing communication and professional sales practices.
Consumer rights are safeguarded by courts, specialized institutions and professional organizations
promoting principles of good practices. Campaigns are run in schools and the media to offer
knowledge and promote the responsible use of financial products and services (Amagir, 2018).

Conducted research confirms that European consumers, are aware of some basic economic
concepts and categories (OECD/INFE: 2016, 2020). However, they are much weaker when it comes
to making practical use of their knowledge. Their practical financial behavior often contradicts their
declared level of knowledge.

From an academic perspective, financial literacy is one of the most relevant and cutting-edge
areas of behavioral finance research. Bandura’s social learning theory posits that behavioral
learning occurs not only through reactive and operant conditioning, but also by observing other
people’s behavior (Bandura, 1986). A key question here is whether the flaws only indicate a poor
level of financial education, which is not focused on building positive behavior patterns, but instead
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on transferring knowledge of economics and finance. Consumers know economic concepts, but
they can interpret them correctly (Rich, 2018). Perhaps a phenomenon that Wagner wrote about in
the concept of three states of memory comes into play here: Standard Operational Procedures.
Regarding SOP’s, a memory state is possible when it is not modified and its contents do not affect
behavior — this is inactive memory (Holmes et al., 2020).

At the opposite extreme stand the supporters of behavioral economics, who refer to the need to
discover and accept consumer behavior on the financial market. Level of financial knowledge does
not predict consumer behavior in the same indelible manner as behavioral factors related to
financial decisions.

2. Literature and Research Explaining the Causes of Suboptimal Financial Decisions Made by
Consumers

2.1. Consumers’ Cognitive Biases

When selecting financial products and services, consumers should be guided by the principle
of rational choice and consider a range of factors, not just cost in absolute terms. European legal
regulations guarantee access to multidimensional information on the features, costs, consumer
rights and risks related to a given loan product. Rational credit decisions therefore arise from
knowledge, personal experience or are the consequence of seeking financial advice. In practice,
however, consumers tend to decide to take on high risks based solely on a spurious comparison of
available options or make decisions spontaneously without even a basic analysis. This phenomenon
does not pertain to a specific cultural or social group; nor does it only concern selected regions or
countries.

In practice, many individual patterns of consumer behavior are repeated, and are noticeably
inconsistent with the results of an objective appraisal of the situation. According to Thaler, the
source of such phenomena are heuristics and cognitive biases. They are sometimes explained as
imitative actions taken by individuals ‘in a hurry’ or based on a possibly skewed understanding of
‘common sense’. In neoclassical economic theory, heuristics and cognitive biases can only be
committed randomly, and can be ignored due to their rarity and because they often cancel each
other out. However, Thaler’s research showed that there are situations in which errors are not rare
and random, but of a systemic nature (Thaler, 2015).

One theoretical explanation may be behavioral prospect theory (Schlinger, 2009), which is
related to the framing effect (Tversky & Kahneman, 1981; Mcelroy & Seta, 2003) — how the situational
context changes the criteria based on which consumers form their opinions. In theoretical models,
the method of presenting a financial offer is irrelevant, because a rational consumer makes a choice
only based on known and measurable objective criteria. In practice, however, I am aware that how
the offer is presented may influence the choices made. Therefore, the ethics of salespeople and their
manner of presentation are crucial when it comes to the actual purchase of financial and investment
products.

In the light of rational choice theory (Hausman, 1995), people make decisions in such a way as
to maximize their utility. Thaler points out that often supposedly irrelevant factors (Thaler, 2015
[NYT]), previously considered marginal, can significantly affect both the financial decisions made
and the level of satisfaction with these decisions. Here, for example, one might cite the disastrous —
albeit strongly opinion-forming — impact of unprofessional financial advisors, such as online
influencers or sales made by persuasive telemarketers.

At the core of human nature lies loss aversion — we value goods that we own more highly than
those with similar features and values but belonging to other people (Kahneman et al.,, 1990) .
Similarly, what they have now is valued higher than what they could potentially have. This is
known as the endowment effect and is particularly relevant from the perspective of the financial
market (Thaler, 2015).

Mental accounting (Thaler, 2004) is an extremely relevant factor that sways consumers'
decisions on the credit market. Whether consciously or subconsciously, when managing their
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household budget, people make decisions assuming a lack of income flexibility in their household.
In circumstances where the level of remuneration is fixed, costs are also allocated in the same way.
Therefore, loan offers are analyzed from the perspective of fixed costs and having to then secure
enough funds to be able to repay the loan. Therefore, any shift in the cost of credit represents an
extraordinary windfall for the consumer (when interest drops) or an unforeseen cost (when it rises).

The overconfidence effect is quite common and here individuals tend to overestimate their own
abilities. From the perspective of the financial market, the key here is the ability to appraise the
likelihood of future negative outcomes, and a lack of such skill may lead to the underestimation of
risk.

2.2. Modern Perception of Financial Literacy and Learning Methods - Conclusions from Research

Seen from the perspective of economics, financial knowledge as a concept includes a few
different aspects of personal finance management. It is a key skill that helps individuals make
informed financial decisions, plan, and achieve their personal financial goals. The key elements of
financial knowledge involve the following: budgeting, investing, using credit, retirement planning,
and tax knowledge. When individuals have similar levels of knowledge, a factor that moderates the
results obtained is strongly correlated with skill sets: the ability to compare financial products and
to negotiate financial contracts

What this means is that financial literacy should enable people to achieve much more than just
their financial goals. A study by Burkhauser, Gustman, Laitner, Mitchell and Sonnega explains that
older people’s sense of financial well-being does not depend on current income and accumulated
assets but in time allocation of consumption opportunities (Burkhauser et al., 2009). In this way,
they justify the notion that financial literacy offers greater utility throughout a consumer’s life.
According to Lusardi and Hastings, financial knowledge is the ability to avoid unwanted and costly
financial experiences (Lusardi, 2008; Hastings & Mitchell, 2018)

Studies have repeatedly shown that poor financial knowledge translates into limited
participation on the financial market. Research by van Rooij, Lusardi and Alessie confirmed that
people with weak financial knowledge tend not to own shares and stocks (van Rooij et al., 2007).
Financial literacy not only increases consumer participation in the financial market, but also means
that they may decide to implement well-thought-out and safe investment strategies. Disparities in
the level of financial knowledge acquired early in life imply significant wealth inequality in
adulthood (Lusardi & Mitchell 2014, 2017).

Research has confirmed that the presentation format of financial information influences the
choices made by those with less financial knowledge (Hastings & Mitchell, 2018). Hundtofte and
Gladstone also proved that consumers using mobile applications made by loan companies are
much more likely to demonstrate impulsive purchasing behavior and are more willing to take out
payday loans (Hundtofte & Gladstone, 2017). Another study yielded some interesting findings
indicating that financial literacy negatively correlates with investment in cryptocurrencies (Panos et
al., 2019). Research by these authors indicates that less financially educated consumers do not
understand the sources of risk associated with purchasing cryptocurrency and having succumbed
to overconfidence bias, they are more likely to take on excessive investment risk.

Bandura’s social learning theory posits that behavioral learning occurs not only through
reactive and operant conditioning, but also by observing other people’s behavior (Bandura, 1986;
Skinner, 1957). This theory assumes that new patterns of behavior are acquired via two key
mechanisms:

e Learning by consequences, which is like operant conditioning, involves consciously
constructing hypotheses regarding what actions, and under what circumstances, have led to
desired results.

e  Modeling, where behavior is based on the observation of other people’s actions and their
consequences.

Both mechanisms proposed by Bandura can be successfully related to financial knowledge, but
they are not mechanical in nature. Therefore, they require focus and awareness — we learn from
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how we interpret events. A classic example of this is a proposal offered by George Moschis and
Gilbert Churchill (Moschis & Churchill, 1978), who distinguished three theoretical elements
relevant to changes in consumer socialization: initial structural variables, the socialization process
and outcome variables. The initial variables include the structural properties of the environment,
such as social class, gender and race, and age and place in the life cycle. They stated that the
socialization process runs according to learning mechanisms based on observation, imitation and
modelling. This basic scheme of the learning process and the socialization factors mentioned by the
authors were supplemented with explanations from other theories, such as: Piaget's theory of
cognitive development, Eagle’s theory of social role modelling (Eagly, 1987), Bandura’s learning
model or Bronfenbrenner's theory of ecological systems (Bronfenbrenner, 1986).

Supporters of the view that financial education has a key impact on safe and universal access
to the financial market refer to the primacy of knowledge and reason over the emotions that go
hand in hand with consumption. People with knowledge and established positive behavior
patterns should act rationally, make rational choices about financial products and services without
falling prey to consumerism. However, in practice, consumer research shows that despite having
relatively well-developed financial knowledge, awareness and understanding of economic
concepts, a statistically significant number of people do indeed make incorrect financial decisions
that are difficult to explain. So, does human nature defy scientific and educational consistency here?

Research related to financial literacy carried out on behalf of the OECD (OECD, 2016, 2020),
indicates a gradual improvement in EU countries consumers. For example, in 2020 Polish
consumers achieved a score of 13 out of 21 possible points, indicating that 62.1% of the population
feels confident in financial matters and is not far behind the leading countries in the ranking. This is
an increase from their 2016 score of 11.6 points. Slovenia emerged as the top performer in the 2020
ranking with 14.7 points, where 70% of the population claimed proficiency in financial knowledge
and skills. Austria followed closely behind with a score of 14.4 points, and 68% of its population
demonstrating financial competence. Conversely, Italy (11.1 points) and Romania (11.2 points)
recorded the lowest financial literacy results (Rutecka-Gora, 2020).

Research related to financial literacy has been conducted many times in CEE. Alena Opletalova
(2015) outlines the importance of economic and financial literacy in primary and secondary schools
in the Czech Republic. Her research findings in the Czech Republic and from the World Bank have
shown high levels of household debt while also indicating the need for higher levels of financial
education. Young people are characterized by a relatively high level of knowledge about economic
concepts and categories, although there is a clear difference resulting from the place of residence
(residents of large cities have greater knowledge) and gender (men show greater interest in and
understanding of economic concepts). Krechovvska (2015) highlights the important role of financial
literacy as one of the factors that ensures sustainable development in society.

The research made by Slovak scientists suggest that the student’s gender, father’s education,
family’s financial background, and student’s part-time work experience were important
determinants of financial literacy (Bohn et al. 2023). This research showed that students from
families with the lowest incomes (up to 1500 €) have a statistically significant lower level of
financial literacy by about 5 percentage points compared to wealthier families. Students whose
parents’ owned stocks were over 7 percentage points more likely to answer the risk diversification
question correctly. Furthermore, students whose parents had retirement savings were 6 percentage
points more likely to answer correctly.

Financial education is essential for the public to be able to connect to international financial
networks. Hungarian research made by (Hergar, et al.2024) twere concentrated to capability to
manage loans and savings, and to understand the functioning and inherent risks of the financial
system. In Hungary development of financial literacy is the joint duty of governments, educational
institutions, financial actors, and civil society.

Romanian researchers prepared questionary (34 questions) related to measure individual
abilities to manage personal finances, attitudes towards several financial instruments or techniques
and financial knowledge. They constructed an index for measuring financial well-being and three
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difficulty-ranked financial literacy indices (Nitoi et al, 2022). The findings show that only 8.27% of
Romanians answered financial literacy questions correctly. The result allows for cross-country
comparisons, revealing significant differences compared to advanced economies - Germany (53.20%
of correct answers), Switzerland (50.10%), the Nethelands (44.80%), Austria (33.30%), the U.S.
(30.20%), France (30.90%), Japan (27%), or Italy (24.90%). Also, the level of financial literacy in
Romania is lower, even when compared to that of developing economies such as e.g. Hungary
(25.69%), Croatia (27.66%), Poland (29.91%), or Czechia (42.33%).

The study conducted in Ukraine has indicated a lack of financial literacy at both the micro and
macro levels, which does not allow for an effective system of income, costs, and savings. If the
population income exceeds it expenses, a deficit of funds is created at the level of the government
budget formation. If the population in a crisis significantly reduces the amount of loans received in
order not to become financially dependent and to pay higher interest rates, then the state, on the
contrary, actively attracts the loans (Dudchyk et al. 2023).

Observations and analyses from Poland have been shared by Grzesiuk (Grzesiuk, et al., 2019)
and Pawlak, who focused on Polish political views and examined the possible connections between
financial knowledge and approach to economic issues (Pawlak, 2020). Jagoda Gola have
investigated household financial behavior (Gola & Smyczek, 2019). In 2019, Swiecka and her team
examined the level of financial knowledge among high school students in Poland (Swigcka et al.,
2020).

Cwynar (2021) underlines large heterogeneity both in overall financial literacy and its partial
scores (i.e., financial knowledge, confidence, attitudes) among CEE countries. His analysis results
suggest that financial literacy is differently associated with gender and age in Eastern Europe
compared to Western Europe. All these phenomena appear to be the result of different political,
social, economic, and culture-related experiences in these two parts of Europe after World War II.

In 2023, as part of the research #JacyPolacy (eng. What Poles), Maison (2023) presented a study
involving a representative group of 1,076 consumers (2023). Analysis of responses revealed that
many Poles possess accurate financial knowledge, such as understanding the interest rate risks
associated with foreign currency loans. However, a discrepancy was observed between older and
younger generations, with those over 55 exhibiting the highest levels of financial knowledge.

Analyses have revealed that financial literacy, defined as the understanding of concepts,
categories, and financial products and services, is relatively high among consumers. Individuals
demonstrate familiarity with major financial concepts. However, when it comes to practical skills,
which are crucial in navigating the financial market, people tend to perform less effectively. To
validate findings from previous research and assess the current landscape, a survey on the financial
knowledge of Polish consumers was conducted in January 2024. The results obtained aim not only
to assess the level of consumers' knowledge but also to pinpoint areas where efforts should be
intensified in terms of financial education and outreach to enhance understanding of the financial
market.

3. Empirical Verification of Cognitive Errors Made by Consumers on the Financial Market.

In January 2023, a survey was conducted by PAPI & CAWI on the financial knowledge of
consumers in Poland. N = 1,002 people took part in the study and the statistical distribution of the
research group was maintained in accordance with the demographic profile from the National
Census conducted in 2021.

Table 1. Distribution and characteristics of the sample (N = 1002).
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6
Variable/Question Description N %
less than 25 212 21.2%
How old are you ? 25740 27 27.6%
41 -60 279 27.8%
more than 60 234 23.4%
primary education 473 47.2%
What is your education level? secondary education 306 30.5%
high education 223 22.3%
village or small town (<50'000 inhabitants) 393 39.4%
Where do you live? medium city 340 34.0%
big city (>100'000 inhabitants) 269 26.8%
What your household looks like? I live alone 194 19.4%
We are a childless couple 325 32.5%
We live with children younger than 15 years old 237 23.6%
We live with children older than 15 years 192 19.2%
| am a student or someone else supports me 54 5.3%
I make financial decisions independently 307 30.6%
How financial decisions are made in | make .finanf:ial de.ci-sions together with my partner 416 41.5%
your household? I make financial deC|si|no?§i,sb:rte;consult people | trust 215 21.5%

1 do not participate in financial decisions - they are

0,
made by my partner/parents 64 6.4%
Yes, | am repaying the loan now or have repaid it in 613 61.4%
the past
Have you ever used any type of loans? . .
No, I am not paying off now nor | have never used it
; 389 38.6%
in the past
Yes, | bought something financing the purchase with a 387 38.6%
consumer loan
Have you ever used consumer credit to No, I have never bought anything using consumer
: - - 409 40.8%
purchase goods or services? credit to finance the purchase
No, | have never purchased anything using consumer 206 20.6%
credit and | do not want to use credit in the future
How do you earn money? I have a fixed salary 852 85.2%
| have variable income '(temporary contracts, 150 14.8%
commissions...)
Do you have a bank account? Yes 986 98.4%
No 16 1.6%

Source: Gebski (2024) Financial literacy - own research.

4. Methodology

IBM® SPSS® Statistics 29.0.0. software was used to analyze dependencies and their strength.

The following statistical tests were used:

Pearson's x? test (a non-parametric test) used to examine the relationship between two
variables measured on a qualitative scale.

The formula:

2
2 _\ (0i — E;)
X = Z E;

xg = chi squared

0 = observed value

E; = expected value
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The strength of the relationship is calculated based on Cramer's V coefficient:

rl

neminir—1.k-1)

V=

Where V is between 0 and 1 and the closer it is to 0, the more independent variables we are in.

e nis the number of observations,
e ris the number of levels of one variable,
e ks the number of levels of the second variable.

1. Kendall's tau correlation analysis (a non-parametric method) for examining the relationship
between two variables measured on an ordinal scale. Unlike Pearson correlation, Kendall’s Tau
doesn’t rely on the assumption of linearity, making it useful for ordinal data. The study
examined the relationship between consumers' self-assessment of their knowledge and the
results obtained when answering verification questions (Graphic 1).

MNe — Mg
T = 1
7 XX (n—1)
declared low level of financial knowledge 88,8% 7,6% 3,6%
declared average level of financial knowledge 70,9% 19,2% 9,9%
declared high level of financial knowledge 42,8% 36,2% 21,0%
0,0% 20,0% 40,0% 60,0% 80,0% 100,0% 120,0%
@ verified low level of financial knowledge verified average level of financial knowl edge verified high level of financial knowledge

Graph 1. The relationship between the declared level of financial knowledge and actual knowledge
(tested using Kendall’s Tau). Source: Gebski L., (2024) Financial literacy - own research.

Kendall's tau correlation value can range from -1 to 1, where values closer to -1 mean a strong
negative correlation and values closer to 1 mean a strong positive correlation.

The adopted level of statistical significance was p < 0.05, marked as *, as well as additional
more precise levels of p < 0.01, marked as ** and p < 0.001, marked as ***.

5. Financial Literacy & Financial Behavior — Observations

Declared by respondents’ level of financial knowledge was objectively high — 87.9% claimed
that they know and at least more or less understand the concept of interest rate as cost of money
(see Table 2). More than half (56.7%) also declared some awareness of the concept of APR/TAEG.
From the perspective of Central European Countries (EU members) where mortgage loans are still
granted to consumers at variable interest rates, it is encouraging that 74.7% of respondents declared
that they understand how the variable interest rate loan mechanism works as well as the possible
consequences for borrowers.

Consumers stated that they are aware of the risk of excessive household debt — for 88.7% of
respondents, it is a situation where their current income is not sufficient to repay their loans on
time. For 50.6%, debt significantly burdening household budgets is a danger sign. Only 25% believe
that excessive debt requires new loans to be taken out to repay previous loans (a credit trap).
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Table 2. Knowledge and understanding of principal financial concepts.

Variable/Question Description N %

I know and understand the concept of interest rate as the 493 49.2%

cost of money
Interest rate as the cost of I know and more or less understand the concept of interest 388 38.7%

money rate as the cost of money
I heard but | don't understand interest rate mechanism as 109 10.9%
the cost of money

| refuse to answer the question 12 1.2%
I know, understand and kn;)(;/;/ what the APR (TAEG) is 200 20.0%
I more or less know, understan_d and know what the APR 368 36.7%

APR (TAEG) (TAEG) is for

I've heard of it, but | don't understand the calculation

mechanism and | can't practically interpret the APR 217 21.7%

(TAEG) value
| refuse to answer the question 36 3.6%
I understand the ryles and mgchanlsms that cause changes 381 38.0%

in the loan interest rate
Variable interest rate on the I understand the pr'muple of variable !nterest ratg ona 368 36.7%
loan loan, but I don't understand what influences it

I do not know or understand the mechanisms that cause 217 21.7%

changes in loan interest rates
I refuse to answer the question 36 3.6%
This is a situation in which the current repayment of loans

0,

is a heavy burden on the household budget 504 50.6%
Over-indebtedness* This is a situation in which my mcome is ngt sufficient to 884 88.7%

repay loans on an ongoing basis
This is a situation in which | haye to take out new loans to 253 25.4%

repay the previous ones

Consumer bankruptcy is a"chance tc_) ge_zt 0|Lllt of the debt 563 56.2%%

trap and for a "new beginning".
Consumer bankruptcy |mpI|gs the risk of losing assets to 395 39.4%

creditors
Consumer bankruptcy* . .
Consumer bankruptcy is the result of carelessness in
- . 560 55.9%
managing personal finances

Consumer bankruptcy is an embarrassing situation (I 411 41.1%

would like to avoid it

* - more than one answer accepted

Source: Gebski (2024) Financial literacy - own research.

Consumer bankruptcy in the CEE region is perceived as shameful (41.1% of responses) and a
consequence of irresponsible budget management and excessive debt (55.9% of responses). For
more than half of the respondents (56.2%), undergoing a court bankruptcy procedure represents an
opportunity to eradicate debt and have a ‘fresh start’. Tellingly, nearly one third of those for whom
consumer bankruptcy would present an opportunity for debt relief do not believe that it will in any
sense require the liquidation of part of their assets to repay the debt — they only expect the lenders
to reduce the debt.

Practical financial behavior were tested by some questions were asked regarding a
hypothetical instalment loan taken out to finance the purchase of a laptop (see Table 3). The testing
questions were intended to verify the actual level of knowledge - in most studies preceding our
research, the authors limited themselves to consumer self-assessment. Intuitive distrust was
confirmed by the results of the study.

Table 3. Consumer behavior on the financial market - verification questions.
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9
Variable/Question Description N %
You finance the purchase of a new laptop ~ Which loan is more advantageous for me from the
with an installment loan. perspective of the household budget?

The bank offers two 0% interest loans:

A) repaid once after 12 months in the
amount of PLN 1,200

B) repaid in 12 equal monthly installments "B" because it is easier for me to spend PLN 100 at a

"A" because | only pay it off after a year 744 74.4%

of PLN 100 each time than PLN 1,200 133 13.3%
it doesn't matter -_the important thing is that in both 125 12.3%
cases | will spend the same amount
You finance the purchase of a new laptop ~ Which loan is more advantageous for me from the
with an installment loan. financial perspective (value of money)?
The bank offers two 0% interest loans:
A) repaid once after 12 months inthe A - a loan that I repay in one lump sum of PLN 1,200 441 44.0%
amount of PLN 1,200 after a year is more beneficial ’
B) repaid in 12 equal monthly installments B - the loan that | repay in 12 installments of PLN 100 250 25.0%
of PLN 100 each each month is more favorable '
it doesn't matter -_the important thing is that in both 311 31.0%
cases | will spend the same amount
You finance the purchase of a new laptop Which loan is cheaper for me from APR/TAEG
with an installment loan. perspective ?
The bank offers two 0% interest loans: Both are identical 250 25.0%
A) repaid once after 12 months in the The loan that | repay in one lump sum of PLN 1,200 152 15.20%
amount of PLN 1,200 after a year is more beneficial '
B) repaid in ﬁ g‘l‘:j’ 1’88’;?!% installments I dont know exacly 480 48.0%
it doesn't matter - | will spend the same amount 120 12.0%
I always read loan agreements before | sign them 378 37.8%
I only read the most important points and ask the 361 36.0%
Before signing the loan agreement, do you seller about the rest .
read its content carefully? I don't read loan agreements - they are long, boring 141 14.1%
and | don't understand them...
Only som_etlmes I inspect them - but you can't 68 6.8%
negotiate them anyway, so why do it...
| refuse to answer this question 54 5.3%

Source: Gebski (2024) Financial literacy - own research.

To simplify the calculations, the loan was to be free of charge (zero interest, commission, or
additional insurance) and granted for 12 months. The respondents were invited to compare two
loan repayment options:

. a one-off repayment of the entire amount after one year (PLN 1,200)
e  repayment of the loan in 12 equal monthly instalments of PLN 100 each

When asked about their repayment preferences, consumers agreed that repayment in 12
monthly instalments was easier from their perspective (74.4% of respondents). 13.3% of
respondents preferred to postpone the repayment, while 12.3% did not notice any difference
between the two options. The above is justified and is a practical reflection of the subconscious use
of mental accounting.

Questions that asked for a comparison of both repayment options from the perspective of
APR/TAEG along with the time value of money yielded some interesting answers. Nearly 1/3 of the
respondents (31%) did not understand the concept of time value of money and compared the
available credit options solely from a cash perspective (actual expense). An additional 25% of
respondents gave the wrong answer (repayment in 12 monthly instalments), suggesting and a
budget and liquidity approach should take precedent when comparing financial products. This
means that these answers were also given by some who had previously declared in the first part of
the survey that they were aware of and understood financial concepts (the economics students,
most of whom (95%) marked the correct answer, improved the overall score for this question).
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The third question in this regard concerned a comparison of both available loan options from
an APR/TEAG perspective, which in this case was the same in both cases. Only 25% of respondents
gave the correct answer. Significantly more respondents evaded the question here (48% said they
did not really know what the answer was).

To avoid eroding the respondents’ self-confidence!, the verification questions, due to their
similar content, were not placed one after the other, but were spread throughout the survey.

Some interesting observations were elicited by the question regarding the approach taken to
signing loan agreements. Only 37.8% of respondents confirmed that they always read financial
agreements carefully before signing them. More than 1/3 of the respondents (36%) do so
superficially and, most importantly, they trust the salesperson enormously, relying solely on his or
her opinions and advice. A further 14% do not analyze the content of agreements, considering them
boring and, most importantly, not worth bothering about due to the inability to negotiate them
anyway. In this case, the phenomena described as irrelevant factors and overconfidence, consisting
in uncritical acceptance of the seller's recommendations, became very visible.

6. Results and Discussions by Topic and Globally

The obtained results allowed for an in-depth analysis of the statistical relationships between
individual demographic sections and the responses obtained.

Researchers first examined the relationship between the use of loans and the level of financial
knowledge of consumers (Table 4) and the fact of having previous experience with financing
household needs in the form of a bank loan (Table 5). The relationship between demographic and
social categories and the practice of concluding loan agreements was subject to an in-depth analysis
(Table 6). The perception of consumer bankruptcy from a demographic perspective was verified in
Table 7. The observation regarding consumers' interest in and their awareness of the cost of credit
on a credit card account was also interesting (Table 8).

Table 4. The relationship between credit use and financial knowledge.

! The structure of the test may lead to some incorrect answers. In an experiment I conducted in 2021
on a group of 70 economics students during a colloquium, the test was arranged in such a way that
only “A” answers were correct (the students had 4 options ranging from A to D). Even the best in the
group made a lot of mistakes by selecting different answers, thinking that the test could not

possibly only have correct ‘A’ answers.
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INTEREST RATE no credit history | took loans \ P
1 know and understand the concept of interest 0 o
rate as the cost of money 47.00% 50.60%
I know and more or less understand the
0 0,
concept of interest rate as the cost of money 33.70% 41.90% 0.18 ik
I heard but I'don't understand interest rate 17.00% 7.00%
mechanism as the cost of money
1 refuse to answer the question 2.30% 0.50%
APR/TAEG no credit history | took loans \ P
I know, understand and know what the APR
J 0 0,
(TAEG) is for 17.80% 38.40%
I more or less know, understand and know
' 0 0,
what the APR (TAEG) is for 34.20% 39.00% 0.09 0.062
I've heard of it, but | don't understand the : :
calculation mechanism and | can't practically 41.40% 27.90%
interpret the APR (TAEG) value
| refuse to answer the question 1.00% 0.30%
VARIABLE RATES no credit history | took loans \ P
1 know and understand the concept of interest 35.10% 42.70%
rate as the cost of money
I know and more or less understand the
0 0,
concept of interest rate as the cost of money 25.40% 43.90% 0.21 *kk
I heard but | don't understand interest rate
0 0,
mechanism as the cost of money 25.40% 19.20%
| refuse to answer the question 6.50% 1.80%
INTERPRETATION OF APR/TAEG no credit history | took loans \ P
Which loan is cheaper for me from
APR/TAEG perspective ?
Both are identical 20.40% 48.40%
The loan that | repay in one lump sur_n_of PLN 11.80% 21.50%
1,200 after a year is more beneficial 006 0315
1 dont know exacly 49.40% 24.80% ' '
it doesn't matter - | will spend the same 18.40% 5.30%

amount

P - level of statistical significance, V - Cramer's V strength of relationship

Table 5. The relationship between credit use and financial behavior.

Source: Gebski (2024) Financial literacy - own research.
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no credit history | took loans Vv P
I always read loan agreements before | 0 0
sign them 41.60% 35.40%
I only read the most important points 0 0
and ask the seller about the rest 29.30% 40.30%
| don't read loan agreements - they are
long, boring and | don't understand 10.50% 16.30% 0.26 Fxk
them...
Only sometimes | inspect them - but you
can't negotiate them anyway, so why do 6.40% 7.00%
it...
I refuse to answer this question 12.20% 1.00%
I don't want to I have or
no consumer loan .
- borrow any  allready repaid
history
consumer loan  consumer loan Vv P
I always read loan agreements before | o 0 o
sign them 29.10% 39.30% 46.30%
I only read the most important points 0 0 0
and ask the seller about the rest 41.60% 30.60% 33.10%
| don't read loan agreements - they are
long, boring and | don't understand 16.10% 13.10% 12.40% 0.14 faleka
them...
Only sometimes | inspect them - but you
can't negotiate them anyway, so why do 6.80% 8.30% 5.90%
it...
I refuse to answer this question 6.40% 8.70% 2.30%

P - level of statistical significance, V - Cramer's V strength of relationship

Source: Gebski (2024) Financial literacy - own research.

Table 6. The relationship between age, education, place of living, household structure and the practice of

luding credit agr

leass than 25 yo  between 25 - 40 yo between 41-60 yo more than 60 yo 4 P
I al ad | ts before I si
ey feac Toan Ersemenis DETOTE TSN 40,60% 37,50% 41,20% 31,60%
1 only read the most important points and ask o o o o
the seller about the rest 26,90% 37,90% 38,00% 39,70%
| don't read loan agreements - they are long, o o o o 0,11 0,022*
boring and I don't understand them... 13,70% 11,90% 11,50% 20.10%
Only son"\etimes I inspect them - but yo_u can't 10,80% 6,60% 5,00% 5,60%
negotiate them anyway, so why do it...
| refuse to answer this question 8,00% 6,10% 4,30% 3,00%
primary education secondary education _students of economy high education P
1 always read loan ?g::re]ments before | sign 27.50% 25,70% 70,00% 60,50%
I onl d th ti tant points and ask
only read fhe most IMPOTIAMt POINS ENAASK 57 7006 52,10% 15,00% 23,80%
the seller about the rest
1 don't _read loan agrleements - they are long, 20,90% 14,20% 0,00% 4,50% 0,24 rxk
boring and I don't understand them...
Only sometimes | inspect them - but yo_u can't 9,70% 4,00% 3,80% 4,50%
negotiate them anyway, so why do it...
| refuse to answer this question 4,20% 4,00% 11,20% 6,70%
village & small city medium size city big city
1 always read loan iﬁ;e]ments before | sign 31,10% 34,40% 51.90%
1 only read the most important points and ask 37.00% 42,10% 27,00%
the seller about the rest
1 don't read loan agreements - they are long, o o o 0,17 Fkx
boring and I don't understand them... 19.10% 13.20% 7.80%
Only sometimes | inspect them - but you can't o o o
negotiate them anyway, so why do it... 7.710% 7,40% 4.80%
| refuse to answer this question 5,10% 2,90% 8,50%
living alone childless couples  couples with children others
1 al ad | ts before I si
ey feac Toan Srsemenis DETOrE TSN 38,70% 30,20% 40,70% 57,40%
I only read the most important points and ask o o o o
the seller about the rest 29,90% 39,60% 38,00% 20,40%
1 don't read loan agreements - they are long, o o o o 0,13 falelal
boring and I don't understand them... 16.50% 19.10% 11,00% 0.00%
Only sometimes | inspect them - but you can't o o o o
negotiate them anyway, so why do it... 10.30% 6,50% 5.40% 7,40%
| refuse to answer this question 4,60% 4,60% 4,90% 14,80%

P - level of statistical significance, V - Cramer's V strength of relationship

Source: Gebski (2024) Financial literacy - own research.
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Table 7. The relationship between place of residence and household structure with the perception of

consumer bankruptcy.

village & small . o Lo
city medium size city big city v p
Consumer bankruptcy is a"chance t(_) gt_et O.lIJI of the 46.40% 62.40% 62.60% 016 .
debt trap and for a "new beginning".
Consumer bankruptcy implies the risk of losing o o o
assets to creditors 43.10% 37.60% 36.30% 0.06 0.15
Consumer bankruptcy is the result of carelessness 47.70% 63.80% 57.80% 014 -

in managing personal finances

Consumer bankruptcy is an emba_rra_ssmg situation 45.40% 41.20% 34.40% 0.09 0,010%
(1 would like to avoid it

couples with

living alone  childless couples children others v p
Consurger bankruptcy is a"chance tr_) ge_t o.l.n of the 55.70% 61.50% 55.50% 31.50% 0.13 0,001%*
ebt trap and for a "new beginning".
Consumer bankruptcy |mp||l_as the risk of losing 38.70% 29.20% 45.50% 55.60% 0.16 I
assets to creditors

Consumer bankruptcy is the result of carelessness

in managing personal finances 49.00% 61.80% 54.50% 55.60% 0.09 0,033*
Consumer bankruptcy is an embarrassing situation 35.60% 20.60% 44.30% 37.00% 0.07 0.199

(I would like to avoid it
P - level of statistical significance, V - Cramer's V strength of relationship

Source: Gebski (2024) Financial literacy - own research.

Table 8. The relationship between the use of credit and knowledge about the cost of credit card

loan.
no credit history | took loans \ P

A credit card loan is generally more expensive

than an installment loan for the purchase of goods 24.20% 18.80%
and services
A credit card loan is generally cheaper than an 0.07 0.107
installment loan for the purchase of goods and 4.10% 3.80%
services
1 don't know/I haven't thought about it 71.70% 77.40%
I don't want to I have or
no consumer .
loan history borrow any allready repaid
consumer loan  consumer loan \ P

A credit card loan is generally more expensive

than an installment loan for the purchase of goods 17.80% 17.00% 26.10%
and services
A credit card loan is generally cheaper than an 0.08 0,023*
installment loan for the purchase of goods and 4.60% 3.40% 3.40%
services
1 don't know/I haven't thought about it 77.60% 79.60% 70.50%

P - level of statistical significance, V - Cramer's V strength of relationship

Source: Gebski (2024) Financial literacy - own research.

6.1. Examined Relationships

Previous experience in using loans should influence positively consumers' level of financial
knowledge. As expected, analyses using Pearson's x? tests for the relationship between the use of
loans and financial knowledge confirmed the influence of consumers’ personal experiences of
financial products with declared financial knowledge. The analysis of the results presented in Table
4 shows that there is a statistically significant relationship between the overall use of loans and
declared knowledge of the cost of money V = 0,18; p < 0,01 and variable interest rates V = 0,21; p <
0,001. People who have taken out loans tended to claim knowledge and understanding of concepts
such as the cost of money and variable interest rates. However, it was not demonstrated by the
study group that taking out loans had a statistically significant impact on knowledge of other
financial concepts.

Loan agreements were more carefully read by people who admitted that they did not use loans
in general, as well as by people who have taken out consumer/instalment loans (see. Table 5).
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The approach taken in terms of reading financial contracts before signing them indicated a few
significant correlations — relationships between age, place of residence, education and the structure
of the consumer household (see Table 6):

e  Those who claimed that they carefully read loan agreements tended to be young people up to
25 years of age, as well as those with higher education.

e there was a statistically significant relationship between approach taken to signing consumer
loans and place of residence and household. Those living in large cities and raising children or
were themselves dependent on someone else were more likely to carefully read credit
agreements.

Table 7 presents the findings for the relationship between age and education and the
perception of consumer bankruptcy. One may observe that people over 40 years of age more often
perceived consumer bankruptcy as an opportunity to escape the debt trap and make a ‘fresh start’.
It was also demonstrated that people with only primary education were more likely to appraise
consumer bankruptcy as an opportunity to climb out of the debt trap and make a ‘new start’, or as
an embarrassing situation, while for people with secondary or higher education, consumer
bankruptcy tended to imply the risk of losing property to creditors.

People with experience of consumer loans were usually aware that a credit card loan is
generally more expensive than an instalment loan for purchasing goods and services, but this
relationship was not strong(see Table 8). However, ignorance and lack of interest in comparing the
cost of a loan in a credit card account was common — 46.7% of respondents indicated that they did
not know and had never been interested in this issue. Only 21.5% of respondents answered that, to
the best of their knowledge, this type of loan is generally more expensive than an instalment loan
offered at a point of sale for goods and services.

6.2. Overall Financial Literacy

An analysis of the findings of the consumer survey yields several interesting observations
leading to the following conclusions regarding the nominal financial knowledge of the respondents
and their behavior in practice on the financial market. The influence of behavioral factors such as
heuristics and cognitive errors on how consumers behave when choosing and evaluating financial
products and services is particularly tangible.

The study confirms that consumers overestimate their level of financial knowledge and are
uncritical towards their own shortcomings when it comes to the responsible use of financial
products and services (see Graph 1). The analysis was based on a comparison of declared
knowledge of financial concepts and categories with answers to questions checking actual
knowledge (declination to answer a question or an admission to not knowing the right answer were
treated in the same way as incorrect answers).

This proves consumers’ superficial knowledge, limited to financial concepts simply defined.
Therefore, one may justify formulating a thesis about the drastically insufficient level of financial
education and the practical ineffectiveness of teaching programs in this area.

The study also revealed that accurate evaluations and decisions are much more strongly
correlated with personal experience, observation, and intuition than with the declared level of
financial knowledge — consumers with experience in taking out consumer loans read contracts and
much more accurately interpret items such as APR/TEAG and the value of money over time.
Secondly, the respondents showed some susceptibility to the significant influence of behavioral
factors conducive to making suboptimal financial decisions:

e nearly 36% of the respondents elect not to personally verify the terms of a loan agreement,
relying on the salesperson’s opinions and recommendations. Such people are significantly
exposed to the framing effect and possible consequences of information asymmetry.

e analysis of preferences regarding the method of loan repayment (one-off or instalments)
revealed that mental accounting strongly influences consumers’ credit decisions, which is
justifiable and rational from the perspective of consumer households. Subconsciously,
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consumers assume that their household budgets lack income flexibility and prefer solutions
that ensure ongoing liquidity for the household.

e At the same time, when choosing a product or service, consumers are influenced by
supposedly irrelevant factors such as the advisor’s suggestions, peer pressure or opinions
commonly repeated on social media. This applies to young people especially (<25 years old)
and those who have cash - in the questionnaire they tended to answer that they were
indifferent to the choice of repayment method or preferred to pay ‘as late as possible’;

e the ease with which respondents treated consumer bankruptcy as an opportunity for a ‘fresh
start’, while ignoring the costs of restructuring (involving one’s own assets to repay part of the
debt) is an example of hyperbolic discounting.

Therefore, the picture of consumer knowledge blurs in the light of the conducted research. The
knowledge possessed is quite broad, yet superficial, and when subjected to practical verification it
turns out that it is not reflected in the financial decisions made in practice or the answers given to
the verification questions.

7. Conclusions

The results of the study do not differ significantly from those obtained by other researchers.
However, the special feature of this study was a much deeper verification of consumers' actual
knowledge. In the studies by Maison (2023), Opletalova (2015) and Hergar, et al. (2020). he analysis
and description of the results were limited to “diagnosos”. In this study, the structure of the
questions assumed the desire to verify actual knowledge and therefore the questions were mixed in
such a way that the respondents were not influenced by their previous answers.

In this way, practical confirmation of the suggestions of researchers comparing the level of
knowledge in different EU countries was obtained. Even if consumers know economic concepts and
categories, they cannot verify them. For example, they do not distinguish TAEG from APR - they
cannot interpret the result or the content of the task. Poles uncritically believe advisors and are not
interested in the real (financial) cost of the loan, assessing it only through the prism of the amount
spent.

It would be extremely interesting to compare experimentally whether the problem with the
practical use of financial knowledge occurs mainly in CEE economies, or whether similar problems
also affect consumers in highly developed countries.

To what extent are the intensity of cognitive biases and problems with correct attribution
correlated with the level of market development, or are they a common problem in households?
Such knowledge can shed new light on the problem of the effectiveness of consumer protection,
shifting the burden from the concept of empowered customer, which is the basis of European
regulations, towards the American total regulation and the average customer, which is its subject.

The methodology applied in this article can contribute to the question of financial regulation
by also looking at FinTech and especially financial Blockchain technology. In particular, the issue of
virtual currencies (Bitcoin, Ethereum, Ripple, Litecoin...) can be a direction for research in the CEE
countries or the EU.
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