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Financial Literacy Assessment 

About half of U.S. investors report feeling confident in their 
understanding of personal finances.1 Still, nearly a third of 
investors express concern about their ability to effectively 
manage their investments.2

Financial literacy is essential to your relationship with money and achieving financial wellness. 
It’s been associated with lower stress, greater confidence, and improved outcomes at every stage 
of the financial journey — from saving for college to attaining sustainable retirement income.3

A baseline of financial literacy can also empower you to have more productive conversations with 
your financial advisor. Staying engaged and informed by seeking out educational opportunities 
can set a positive example for your family, whose financial competence is key to the stewardship 
of wealth. 

This 13-question assessment reviews core elements of financial literacy, including investing 
concepts and financial products.4

1. Suppose you had $100 in a savings account and the interest rate was 2% per year. At the 
end of each year, the interest earned is deposited into the savings account. After 5 years, 
how much do you think you would have in the account if you left the money to grow?

A  More than $110
 
B  Exactly $110 

C  Less than $110 

D  Don’t Know 

2. True or False: Typically investments with higher levels of risk yield lower levels of return. 

A  True 

B  False 

C  Don’t Know 



3. True or False: All other things being equal, the lower the fees charged by a fund, the 
higher its return. 

A  True 

B  False 

C  Don’t Know 

4. True or False: An active fund/investment product is one that tries to beat a benchmark 
and a passive fund/investment product is one that tries to mimic a benchmark. 

A  True 

B  False 

C  Don’t Know 

5. True or False: Active funds are generally less expensive than passive funds. 

A  True 

B  False 

C  Don’t Know 

6. True or False: Imagine that the interest rate on your savings account is 2% per year and 
inflation is 3% per year. After 1 year, you can buy less with the money in this account. 

A  True 

B  False 

C  Don’t Know 

7. True or False: Buying a single company’s stock usually provides a safer return than a 
stock mutual fund. 

A  True 

B  False 

C  Don’t Know 
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8. Select the correct definition for: Time/Term/Fixed Deposit 

A � A deposit held at a bank or other financial institution that generally provides a higher interest 
rate than a savings account because there is a greater risk of losing your initial investment. 

B � A deposit held at a bank or other financial institution that provides a fixed interest rate 
and cannot be withdrawn for a period of time. The return is generally higher than a 
savings account.

 
9. Select the correct definition for: Mutual Fund/Investment Fund 

A � A fund comprised of a variety of assets intended to provide financial security to an individual, 
typically once the individual reaches a certain age. 

B � A pool of funds collected from many investors for the purpose of investing in stocks, bonds, 
money market instruments and similar assets. Each investor retains ownership of his or her 
portion of the overall investment.

 

10. Select the correct definition for: Exchange-Traded Fund (ETF) 

A � An investment that often tracks an index, a commodity or a basket of assets, but trades like a 
stock on an exchange. 

B � A type of company listed on an exchange created to buy and own the shares of other 
companies, real estate or commodities which it then controls and manages. 

11. Select the correct definition for: Equity/Stock 

A � An investment representing an ownership interest in a company. The value of a stock changes 
over time. 

B � An investment representing an ownership interest in a company. The value of a stock goes up 
over time and is considered a diversified investment. 

12. Select the correct definition for: Bond 

A � A loan of money to an entity (e.g. company or government) that is designed to appreciate over 
time as the entity proves its financial security. 

B � A loan of money to an entity (e.g. company or government) that borrows the funds for a 
defined period of time, usually at a fixed interest rate. 
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13. Select the correct definition for: Hedge Fund 

A � A high-return investment that is suitable for most investors as it uses hedging techniques to 
offset potential losses. 

B � An investment that is only suitable for certain investors who thoroughly understand 
investment risk and return.

Answer Sheet
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1. Suppose you had $100 in a savings account and the interest rate was 2% per year. At the 
end of each year, the interest earned is deposited into the savings account. After 5 years, 
how much do you think you would have in the account if you left the money to grow? 

A  More than $110. 

This is an example of compounding. Compounding means that your money grows at a faster rate 
when the interest earned on your principal is added to the principal. So when you invest over time 
you get the benefit of supercharging your investments. 

2. True or False: Typically investments with higher levels of risk yield lower levels of return. 

B  False. 

Most investors want to minimize risk, but they also want high returns. Investors are typically 
unwilling to buy a risky investment unless it offers the potential for high returns, so oftentimes 
higher risk is associated with the opportunity to achieve higher returns. However, high risk does 
not guarantee high returns. Meanwhile, low risk investments are usually more predictable, so they 
typically offer lower return potential. 

3. True or False: All other things being equal, the lower the fees charged by a fund, the 
higher its return. 

A  True. 

High product fees reduce the amount of money that ends up in investors’ pockets. For example, 
if an investment returns 10% and the fee is 2%, an investor ends up with an 8% gain. On the other 
hand, if the investment returns 10% and the fee is 1%, the investor will end up with a 9% gain. 



4. True or False: An active fund/investment product is one that tries to beat a benchmark 
and a passive fund/investment product is one that tries to mimic a benchmark. 

A  True. 

Benchmarks serve as standards against which the performance and risk of a fund or product can 
be measured. “Active Management” means that decisions are being made in an attempt to help a 
portfolio outperform its benchmark. “Passive management” means that the investment product 
simply mimics the benchmark and attempts to match its return. 

5. True or False: Active funds are generally less expensive than passive funds. 

B  False. 

Active funds are typically managed in a way such as the individual securities in the fund are 
traded more often than in the case of passive. They require closer monitoring. As a result, active 
funds tend to cost more than passive funds, which typically hold the same securities as an index 
or use a buy-and hold approach. However, to ascertain a fund’s overall merit, a lot of factors need 
to be considered in addition to costs. 

6. True or False: Imagine that the interest rate on your savings account is 2% per year and 
inflation is 3% per year. After 1 year, you can buy less with the money in this account. 

A  True. 

If you start with $100 in your account, after a year at a 2% interest rate, that $100 would be worth 
about $102. But if the inflation rate was 3%, then an item that started the year costing $100 will 
now cost about $103. So you will have lost $1 in buying power over the course of the year. 

7. True or False: Buying a single company’s stock usually provides a safer return than a 
stock mutual fund. 

B  False. 

Compare investing $100 in one company’s stock versus investing $100 in a mutual fund. A 
mutual fund is less likely to suffer a large dip in value because of an unexpected event, such as 
a scandal, which affects an individual company, because mutual funds invest in multiple stocks. 
This highlights the benefits of diversification.
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8. Select the correct definition for: Time/Term/ Fixed Deposit 

B � A deposit held at a bank or other financial institution that provides a fixed interest rate 
and cannot be withdrawn for a period of time. The return is generally higher than a 
savings account. 

Financial institutions are willing to pay an investor a higher return in exchange for the promise that 
the investor won’t withdraw his or her funds and then reinvest the money elsewhere, hence the 
requirement on withdrawal. However, the risk of losing the initial investment is typically extremely 
low, and is the same risk associated with holding the money in a savings account. Thus a deposit 
may be better if the money doesn’t need to be put to use right away. 

9. Select the correct definition for: Mutual Fund/ Investment Fund 

B � A pool of funds collected from many investors for the purpose of investing in stocks, bonds, 
money market instruments and similar assets. Each investor retains ownership of his or her 
portion of the overall investment. 

Mutual funds are investment products which can be used by investors of all ages. Shares of 
mutual funds can be purchased and sold on a daily basis. 

10. Select the correct definition for: Exchange-Traded Fund (ETF) 

A � An investment that often tracks an index, a commodity or a basket of assets, but trades like a 
stock on an exchange. 

Exchange traded funds are investment vehicles, not companies. Unlike mutual funds, exchange 
traded funds can be bought and sold throughout the day, rather than only at the end of the day. 

11. Select the correct definition for: Equity/Stock 

A � An investment representing an ownership interest in a company. The value of a stock changes 
over time. 

Stocks represent ownership interest in a company. As the company’s stock price rises in value 
through increasing revenues and/or investor expectations or other factors so does the ownership 
interest and hence the value of initial investment in stocks. 
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12. Select the correct definition for: Bond 

B � A loan of money to an entity (e.g. company or government) that borrows the funds for a 
defined period of time, usually at a fixed interest rate. 

Unlike stocks, typically, bonds are not designed to rise in value over time as a company grows. 
Instead, most bonds are designed to return invested principal, along with interest, to investors. 

13. Select the correct definition for: Hedge Fund 

B � An investment that is only suitable for certain investors who thoroughly understand 
investment risk and return. 

Hedge funds are typically unregulated private investment pools made available to only 
sophisticated investors who are able to bear the risk of the loss of their entire investment. An 
investment in a hedge fund should be viewed as illiquid and interests in hedge funds are generally 
not transferable. Therefore, investors need to have a firm understanding of the risks associated 
with hedge funds before they consider investing. 

Next Steps
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Putting your financial knowledge to the test is a key part of understanding your own financial 
literacy —especially which areas may need more attention. Recognizing where you are today is 
an important step toward gaining greater confidence and control over your finances in the future. 
Being an educated consumer of financial concepts and products can help you understand and 
manage key aspects of your financial life so you can make informed decisions and pursue your 
goals with clarity. Most investors turn to a mix of sources to build their financial knowledge — 
including online searches, financial professionals, friends and family, and trusted news outlets.5 

There’s no single path. What matters is staying engaged. The more you know, the more confident 
and prepared you are to make sound decisions, secure your future, and embrace the peace of 
mind that financial clarity and wellness can offer. 

After taking this assessment, consider reviewing your results with your financial advisor and 
starting a broader conversation about how to align your financial knowledge with your goals. 
In fact, investors who work with a financial advisor are more likely to be optimistic about their 
personal financial future than those who do not — 83% compared to 72%.6 Working with an 
advisor offers a valuable opportunity to build confidence in your financial decision-making. 
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Important Risk information 

The information provided does not constitute 
investment advice and it should not be relied 
on as such. It should not be considered a 
solicitation to buy or an offer to sell a security. 
It does not take into account any investor’s 
particular investment objectives, strategies, 
tax status or investment horizon. You should 
consult your tax and financial advisor. 

All material has been obtained from 
sources believed to be reliable. There is no 
representation or warranty as to the accuracy of 
the information and State Street shall have no 
liability for decisions based on such information. 

The views expressed in this material are the 
views of the State Street Global Advisors 
Practice Management Group through the period 
ended March 25, 2025 and are subject to 
change based on market and other conditions. 
The opinions expressed may differ from those 
with different investment philosophies. The 
information provided does not constitute 
investment advice and it should not be relied 
on as such. It does not take into account any 
investor’s particular investment objectives, 
strategies, tax status or investment horizon.

The information contained in this 
communication is not a research 
recommendation or ‘investment research’ 
and is classified as a ‘Marketing 
Communication’ in accordance with the 
Markets in Financial Instruments Directive 
(2014/65/EU) or applicable Swiss 
regulation. This means that this marketing 
communication (a) has not been prepared 
in accordance with legal requirements 
designed to promote the independence of 
investment research (b) is not subject to 
any prohibition on dealing ahead of the 
dissemination of investment research. 

Investing involves risk including the risk of loss 
of principal. 

The whole or any part of this work may not be 
reproduced, copied or transmitted or any of its 
contents disclosed to third parties without 
SSGA’s express written consent. 

ETFs trade like stocks, are subject to 
investment risk, fluctuate in market value and 
may trade at prices above or below the ETFs 
net asset value. Brokerage commissions and 
ETF expenses will reduce returns. 

The S&P 500® Index is a product of S&P Dow 
Jones Indices LLC or its affiliates (“S&P DJI”) 
and have been licensed for use by State Street 
Global Advisors. S&P®, SPDR®, S&P 500®, US 
500 and the 500 are trademarks of Standard & 
Poor’s Financial Services LLC (“S&P”); Dow 
Jones® is a registered trademark of Dow Jones 
Trademark Holdings LLC (“Dow Jones”) and 
has been licensed for use by S&P Dow Jones 
Indices; and these trademarks have been 
licensed for use by S&P DJI and sublicensed 
for certain purposes by State Street Global 
Advisors. The fund is not sponsored, endorsed, 
sold or promoted by S&P DJI, Dow Jones, S&P, 
their respective affiliates, and none of such 
parties make any representation regarding the 
advisability of investing in such product(s) nor 
do they have any liability for any errors, 
omissions, or interruptions of these indices. 
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