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DESCRIPTION/SUMMARY

Effective participation in the economy needs to be an informed one, especially in today’s complex and rapidly developing business world. The environment is marked by an increased access to financial services and complex financial transactions for the entire population. Financial literacy is essential to ensure the efficient functioning of the financial system and to enhance the potential for the economy to prosper.

Bank Negara Malaysia’s activities and functions have widespread implications for financial markets, businesses, and the public at large. Knowledge and understanding of the financial issues would better equip consumers to manage their financial matters and to make well-informed decisions regarding their own finances.  

Financial literacy is important in Asia where household spending is playing a significant role in the economic development of a country. Households need to be strong and make sound decisions, and financial literacy gives them more confidence to do so. It is also important that the consumer credit level remain within prudential limits and does not impose undue risk to the consumer and become a source of stress. In order to achieve this, consumers need to assess their capacity for expenditure, savings, debt and to be able to select, from a large array of financial products, those that best meet their requirements. In addition, households need to understand the risks that are linked to their decisions, and borrowers need to be knowledgeable in order to manage risks efficiently. Enhanced financial literacy can help to mitigate the financial risks linked to the consumers’ decisions and financial behaviours.

Household debt in Asia is increasing. From 2000 to 2004, the volume of consumer loans grew at an average of 9% annually in seven major Asia Pacific economies. Surveys have demonstrated that many consumers do not understand the calculations of borrowing. As the debt level ranges from 2% in developing countries to 74% in Asian countries where materialism is entrenched, there is a great need for a self-assessment of the level of debt that is acceptable for a consumer.

An important objective of financial literacy is to achieve greater personal accountability for post-retirement medical, social and financial needs. Informed participation in health and financial funding schemes is a way to mitigate this type of risk. In addition, financial literacy may contribute to a more stable banking system.   

One of the several issues to be dealt with in financial literacy is apathy towards financial information. Consumers make irrational decisions, are often unable to understand complex financial information, and are reluctant to study financial information, which all contribute to increasing the apathy. One efficient way to address this issue is to provide consumers with simple, brief and contextualised financial information.

An integrated and coordinated delivery of financial literacy is needed. A comprehensive approach from the Government, the NGOs, the central banks and the finance industry is required to promote and enhance financial literacy. There has to be greater strategic focus on the desired outcomes of financial education programmes. Finally, the progress made in advancing financial literacy needs to be tracked in order to gain insight and to assess the capacity of the financial system to handle a greater number of innovations and free market practices. There is also a need to start financial learning in school through savings education programmes.

Central Bank has established a public financial information centre to provide information about financial services. In addition, a Credit Counselling and Debt Management Agency will be launched next year. Finally, a series of consumer education programmes have been introduced to enhance financial literacy.     

Financial services institutions are in a good position, with their expertise in the field, to enhance financial literacy. We nonetheless all need to make a collective and sustained effort to develop and implement financial literacy.

