
International Journal of Academic Research in Business and Social Sciences 

Vol. 9 , No. 5, June, 2019, E-ISSN: 2222-6990  © 2019 HRMARS 

 

987 
 
 

 

 

 

 

Full Terms & Conditions of access and use can be found at 

http://hrmars.com/index.php/pages/detail/publication-ethics 

 

The Definitions and Measurements of Debt Literacy: A 
Review 

 

Mahdhir Abdullah 
  

To Link this Article:   http://dx.doi.org/10.6007/IJARBSS/v9-i5/6125               DOI:  10.6007/IJARBSS/v9-i5/6125 

 

Received: 15 March 2019, Revised: 16 April 2019, Accepted: 06 May 2019 

 

Published Online: 29 May 2019 

  

In-Text Citation: (Abdullah, 2019) 
To Cite this Article:  Abdullah, M. (2019). The Definitions and Measurements of Debt Literacy: A Review. 
International Journal of Academic Research in Business and Social Sciences, 9(5), 987–995. 
 

Copyright:  © 2019 The Author(s)  

Published by Human Resource Management Academic Research Society (www.hrmars.com) 
This article is published under the Creative Commons Attribution (CC BY 4.0) license. Anyone may reproduce, distribute, 
translate and create derivative works of this article (for both commercial and non-commercial purposes), subject to full 
attribution to the original publication and authors. The full terms of this license may be seen 
at: http://creativecommons.org/licences/by/4.0/legalcode 

Vol. 9, No. 5, 2019, Pg. 987 – 995 

http://hrmars.com/index.php/pages/detail/IJARBSS JOURNAL HOMEPAGE 

http://creativecommons.org/licences/by/4.0/legalcode


International Journal of Academic Research in Business and Social Sciences 

Vol. 9 , No. 5, June, 2019, E-ISSN: 2222-6990  © 2019 HRMARS 

 

988 
 
 

  

The Definitions and Measurements of Debt Literacy: A 
Review 

 

Mahdhir Abdullah 
Faculty of Economics and Muamalat, Universiti Sains Islam Malaysia, Bandar Baru Nilai, 71800 Nilai, 

Negeri Sembilan, Malaysia 
 

Abstract 
The aftermath of the 2008 world financial crisis has stimulated a lot of research regarding individual 
and household debt. Studies pertaining individual and household debt generally discussed the 
element of financial literacy and its connection with individual and household indebtedness, however 
there was a lack of discussion on debt literacy. The objective of this article is to review the definition 
and measurement of debt literacy, a more specific aspect of financial literacy. The study is conducted 
by critically reviewing articles with a search word “debt literacy” in SCOPUS database in December 
2018.  The findings of this paper highlight common definitions and measurements of debt literacy, 
and suggest an appropriate definition and measurement for future research.  
Keywords: Debt Literacy, Financial Literacy, Individual Indebtedness, Household Debt, Definition, 
Measurement. 
 
Introduction  
Global financial crisis in 2008 has seen the emergence of academic researches pertaining individual 
and household debt, and indebtedness. Many studies on individual indebtedness included financial 
literacy in their discussion (Mainal, Ho, & Yusof, 2017; Shih & Ke, 2014; Brown, Van Der Klaauw, Wen, 
& Zafar, 2013; Disney & Gathergood, 2011), however there were not so many studies that relate it 
with debt literacy.  Early work on debt literacy was traced back in 2009 pionereed by Lusardi and 
Tufano (Cwynar, Cwynar & Wais, 2018). Since then, studies on debt literacy started to emerge and 
most of the researchers benchmarked their studies with the work of Lusardi and Tufano. In this paper, 
the concept of debt literacy is discussed based on the review of published articles in SCOPUS 
database, with emphasis on the definition and measurement of debt literacy.  
 
Methodology 
The sample of peer-reviewed English-language academic journal articles was retrieved through a 
literature search on debt literacy from SCOPUS database. The search was conducted in the month of 
December 2018. The search string specified the word “debt literacy” whether the word appears in 
either the article title, the abstract or the keywords. The search was first performed without any filter 
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on the years of publication, and the search results showed that the oldest document on debt literacy 
was published in 2012. Since the works on debt literacy were still fairly new in academia, the search 
was not filtered further in terms of years of publication. The results of the search showed nine 
documents containing the term “debt literacy” including seven articles, one article in press, and one 
review article. In terms of the years of publication, the distribution of the data by year of publication 
is as follows – 2012 (1), 2013 (1), 2014 (2), 2015 (1), 2016 (1), 2017 (1), and 2018 (2). These articles 
were reviewed critically in such a way to find common definition and measurement of debt literacy, 
that will become a source of reference in future studies. 
 
Analysis of Article Review 
In this section, the analysis of articles review is discussed in great detail with emphasis on the 
definition and measurement of debt literacy. Eight out of nine SCOPUS articles with a search word 
“debt literacy” were reviewed and the summary of the review is tabulated in Table 1. In addition, a 
few seminal papers that have been repeatedly cited by most of the authors were also reviewed in 
order to grasp meaningful links between them. The definitions and measurements of debt literacy 
were analyzed in parallel, rather than separately, in order to obtain the connection between the 
definition and measurement used by each author. The following paragraph will discuss the 
similarities and differences in the definitions of debt literacy by the authors. The subsequent 
paragraph will discuss the review of debt literacy measurements. The last paragraph will discuss the 
findings of the article review and their implications for future research. 

From Table 1, it is gathered that there were three different but slightly similar definitions of 
debt literacy. First, Li, Baldassi, Johnson, and Weber (2013) referred to Lusardi and Tufano (2009, p. 
1) who defined debt literacy as “the ability to make simple decisions regarding debt contracts, 
applying basic knowledge about interest compounding to everyday financial choices”. The same 
definition was used by Lusardi and Tufano in 2015. Second definition was self-developed by Lee and 
Mueller which stated that student debt literacy as “the ability to identify, understand, interpret, and 
navigate student loan options, principles, and practices associated with responsible borrowing and 
debt management” (Lee & Mueller, 2014, p. 714). Thirdly, Cwynar, Cwynar, Wais and Parda (2017) 
used the definition by  Disney and Gathergood (2011, p. 1) that defined debt literacy as the “capacity 
of individuals to make simple financial calculations concerning debt”. The three definitions of debt 
literacy above have common similarities in the following manner – 1) incorporation of the elements 
of “understand (knowledge)” and “use (application)”; and 2) focus on debt matters. Knowledge and 
application are two fundamental elements of literacy such as in defining financial literacy (Huston, 
2010). Thus, the definitions of debt literacy used in the reviewed articles satisfied the underlying 
concepts of literacy. With regards to focusing on debt matters, all the three definitions above 
distinguished themselves from a broader definition of financial literacy by specifying matters  
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Table 1. A Summary Review of SCOPUS-listed Articles on the Concept of Debt Literacy 

Author and Year Definition Measurement 

Gaurav, S. and Singh, A. (2012) Did not specify the 
definition of debt literacy. 

Adapted 3-question instrument 
from Lusardi and Tufano (2008) 
with modification to suit Indian 
context. 

Li, Y., Baldassi, M., Johnson, E.J. 
and Weber, E.U. (2013) 

Referred to Lusardi and 
Tufano (2009, p.1). 

Adapted 3-question instrument 
from Lusardi and Tufano (2009). 

Lee, J. and Mueller, J.A (2014) Self-developed. Adapted from Porter’s Debt 
Management Survey (1999). 

Schicks, J. (2014) Did not specify the 
definition of debt literacy. 

Adapted 3-question instrument 
from Lusardi and Tufano (2009) 
with some modifications. Schicks 
removed the choices “Do not 
know” and “Prefer not to answer” 
from the answer choices.  

Lusardi, A. and Tufano, P. (2015) Self-developed. The 
definition is similar to that 
of Lusardi and Tufano 
(2009). 

Self-developed three-question 
instruments. Similar to that of 
Lusardi and Tufano (2009). 

van Ooijen, R. and van Rooij, 
M.C.J. (2016) 

Did not specify the 
definition of debt literacy. 

Adapted 3-question instrument 
from Lusardi and Tufano (2015). 

Cwynar, A., Cwynar, W., Wais, K. 
and Parda, R. (2017) 

Cited from Disney and 
Gathergood (2011, p.1). 

Adapted from Lusardi and Tufano 
(2009) and complemented the 
measurement with self-developed 
subjective questions. The 
questionnaire consisted of 22 
closed and semi-open questions 
and 12 “true/false/do not know” 
questions. 

Cwynar, A., Cwynar, W. and Wais, 
K. (2018) 

Did not specify the 
definition of debt literacy. 

Self-developed 22 closed and semi-
open questions, 12 “true/false/do 
not know” questions, and 5 
sociodemographic and economic 
traits questions. 

 
pertaining debt. According to Huston (2010), based on a body of literature, financial literacy covered 
at least four contents of financial matters namely money basics, borrowing, investing, and protection. 
Financial literacy, therefore, would be too broad to be employed in a research that studies individual 
indebtedness, while debt literacy is more suited for such researches. In the same line of thinking, 
Lusardi and Tufano (2009, 2015) developed a definition and a measurement that explicitly related to 
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debt and debt instruments. In contrast to common similarities, the three definitions of debt literacy 
above have a number of differences. The most noticeable difference is that the definitions by Lusardi 
and Tufano (2009, 2015) and by Lee and Mueller (2014) have the element of decision making, while 
Disney and Gathergood’s definition lacked this element. The element of decision making in those 
definitions provided an indication that debt literate individuals would use the knowledge about debt 
to develop attitudes towards debt and actual behavior of taking up debt. This makes Lusardi and 
Tufano’s and Lee and Mueller’s definitions of debt literacy to be more comprehensive compared to 
that of Disney and Gathergood. Second difference is that Lusardi and Tufano’s definition covered 
understanding of two components namely the characteristics of debt products and the workings of 
time value of money. It did not attempt to test the calculation of interest compounding, but to assess 
the understanding of interest compounding intuitively. In contrast, the definition by Disney and 
Gathergood but did not mention about understanding debt products and how time value of money 
works. The summary of common similarities and differences between the three definitions are 
presented in Table 2. From the table, it can be seen that Lusardi and Tufano’s definition of debt 
literacy is more comprehensive compared to the other two definitions by having the dimensions of 
knowledge, application, and debt matters. Furthermore, it consists of the elements of decision-
making, understanding the characteristics of debt products or contracts, and understanding the 
workings of time value of money. 
 

Table 2. Analysis of the Definitions of Debt Literacy 

Dimensions and Elements 

Definition 1 
Lusardi and 

Tufano (2009) 

Definition 2 
Lee and Mueller 

(2014) 

Definition 3 
Disney and 
Gathergood 

(2011) 

 
Dimensions: 

1. Knowledge √ √ √ 

2. Application √ √ √ 

3. Debt matters √ √ √ 

 
Elements: 

1. Decision making √ √ X 

2. Understanding the characteristics of 
debt products or contracts 

√ √ X 

3. Understanding how time value of 
money works 

√ X X 

 
With regards to the measurement of debt literacy, most of the articles attempted to assess 

the knowledge about interest compounding, time value of money, and the characteristics of debt 
contracts. From the analysis, it is observed that five of the reviewed articles adapted the instrument 
by Lusardi and Tufano (2009) with minor modifications to suit the context of each individual study. 
The instrument by Lusardi and Tufano (2009) is available in Appendix A for reference. The 
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measurement comprised of the components of understanding the knowledge and application of debt 
contracts. The instrument used credit card and loan arising from the purchase of an appliance as 
examples of debt contracts. The questions also assessed the ability to understand the workings of 
time value of money in intuitive manner. The questions were multiple choice questions and were 
very objective rather than self-assessed or perception-based. Gaurav and Singh (2012) measured the 
ability to understand three dimensions of debt literacy namely interest compounding, debt burden, 
and time value of money, by adapting three-question instrument by Lusardi and Tufano (2009) with 
slight modifications to suit the Indian context. Li, Baldassi, Johnson, and Weber (2013)  also used the 
instrument by Lusardi and Tufano (2009) to measure the knowledge of compound interest and credit 
card debt.  Schicks (2014) in her study modified Lusardi and Tufano’s instruments by removing the 
choices “Do not know” and “Prefer not to answer” from the answer choices. By removing the two 
denial statements above, the respondents were left with less number of answer choices, thus 
improving the probability of answering correctly. van Ooijen and van Rooij (2016) adapted Lusardi 
and Tufano’s instrument with minor alteration by rephrasing the questions based on familiarity of 
the debt product in the Netherlands. They changed credit card debt in the original instrument to 
personal loan extended by a bank to suit the Netherland’s context. From the works of Gaurav and 
Singh (2012), Li, Baldassi, Johnson and Weber (2013), Shicks (2014), Lusardi and Tufano (2015), and 
van Ooijen and van Rooij (2016), it can be gathered that all the authors referred to Lusardi and 
Tufano’s measurement as the main reference. Cwynar, Cwynar, Wais and Parda (2017) extended the 
measurement of debt literacy to include the aspect of knowledge about technical and legal issues of 
debt contracts. They also referred to Lusardi and Tufano’s three-question measurement as a basis, 
and complemented it with 22 self-developed closed ended and semi-open questions and 12 
“True/False/Do not Know” questions. Cwynar, Cwynar and Wais (2018) developed debt literacy 
instrument to “find out what people really know about credits and loans in terms of both professional 
(technical) issues as well as legal (contractual) ones” (Cwynar, Cwynar and Wais, 2018, p.8). They 
added 5 questions on sociodemographic and economic traits, in addition to the 34 questions in 
Cwynar et al., (2017). A large set of questions by Cwynar et al., (2017) and Cwynar, Cwynar and Wais 
(2018) covered a broader scope of debt literacy and answered both objective and self-assessed 
questions.  Among the reviewed articles, one article by Lee and Mueller (2014) was different from 
the other articles in terms of the measurement of debt literacy. Lee and Mueller conducted a study 
on students debt literacy and referred to the measurement by Porter's (1999) Debt Management 
Survey which was very specific towards students debt. Porter’s Debt Management Survey were 
measuring students’ perception about their own debt management knowledge and the perception 
about the financial aid counselling practices. As compared to the measurement of debt literacy by 
Lusardi and Tufano (2009), Porter’s measurement was subjective and perception-based. Based on 
the analysis of the article review, the contents of the measurements are summarized in Table 3. From 
the summary in Table 3, it was found that the measurement by Cwynar et al. (2017) and Cwynar, 
Cwynar and Wais (2018) contained the most number of elements, however some of the elements 
were not aligned with the definition of debt literacy that they referred to, which is the definition by 
Disney and Gathergood (2011). 
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Table 3. Analysis of the Measurements of Debt Literacy 

Contents 

Measurement 
1 

Lusardi and 
Tufano (2009) 

Measurement 
2 

Cwynar, 
Cwynar, Wais 

and Parda 
(2017) 

Measurement 
3 

Cwynar, 
Cwynar and 
Wais (2018) 

Measurement 
4 

Porter (1999) 

1. Knowledge √ √ √ √ 

2. Application √ √ √ √ 

3. Debt matters √ √ √ √ 

4. Decision making √ √ √ √ 

5. Understanding the 
characteristics of debt 
products or contracts 

√ √ √ √ 

6. Understanding how time 
value of money works 

√ √ √ X 

7. Knowing technical issues 
regarding debt 

X √ √ X 

8. Knowing legal issues regarding 
debt 

X √ √ X 

9. Aware of current issues 
pertaining interest rates, 
lending institutions, and debt 
products 

X √ √ X 

10. Objective measure √ √ √ X 

11. Subjective measure X √ √ √ 

 
Based on the analysis of the definitions and measurements of debt literacy discussed in the 

previous paragraphs, here are the findings of the article review. First, it was found that the work of 
Lusardi and Tufano in 2009 has become a breakthrough in the field of consumer finance as other 
researchers benchmarked their debt literacy studies with that of Lusardi and Tufano. The definition 
of debt literacy by Lusardi and Tufano was considered as all-inclusive as it consisted the components 
of knowledge and application of debt, decision making, understanding the characteristics of debt 
contracts, and understanding how time value of money works. Most debt literacy studies also 
referred to Lusardi and Tufano’s debt literacy measurement as their main reference. Second, from 
the review analysis, it can be concluded that there was a strong alignment between the definition 
and the measurement of debt literacy by Lusardi and Tufano (2009). The dimensions in the debt 
literacy measurement were found to be aligned to the definition of debt literacy. Moving forward, 
the implications of these findings are two-fold. First, the findings of this review can be applied in 
instrument development process. Lusardi and Tufano’s measurement can be used as a basis of debt 
literacy measurement. In addition, modifications can be done to suit the context of the respondents. 
For instance, if the respondents are residing in a country where credit card is not a common form of 
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consumer credit, then Lusardi and Tufano’s questionnaire item on credit card can be changed to 
other type of debt that is more common in that particular country. Moreover, modification to Lusardi 
and Tufano’s instrument can also be made to customize to individual study’s research questions and 
research objectives. Second implication of the findings is the applicability of the definition and 
measurement of debt literacy in future research pertaining debt literacy, individual and household 
debt, and indebtedness. Since the terminology “debt literacy” is fairly new and there is still a handful 
research on debt literacy, there is a vast potential for research in this area. 

 
Conclusion 
It is notable to see the connection between the definitions and the measurements of debt literacy 
used in academic research. The work by Lusardi and Tufano in 2009 has been a breakthrough as it is 
the most referred article by other researchers in the field. Thus, the concept of debt literacy 
pioneered by Lusardi and Tufano moulded the research path in the area of debt literacy, individual 
and household debt, and indebtedness. The definition of debt literacy by Lusardi and Tufano can be 
considered as an all-inclusive definition by having the dimensions of knowledge and application of 
debt, and the elements of decision making, understanding debt contracts, and understanding the 
working of time value of money. The measurement of debt literacy Lusardi and Tufano was aligned 
to their definition of debt literacy. Thus, Lusardi and Tufano’s definition and measurement are good 
references for instrument development and future research pertaining debt literacy.           
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