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This paper examines Americans' financial capability, using data from a new survey.

Financial capability is measured in terms of how well people make ends meet, plan ahead,

choose and manage financial products, and possess the skills and knowledge to make

financial decisions. The findings reported in this work paint a troubling picture of the state

of financial capability in the United States. The majority of Americans do not plan for

predictable events such as retirement or children's college education. Most importantly,

people do not make provisions for unexpected events and emergencies, leaving

themselves and the economy exposed to shocks. To understand financial capability, it is

important to look not only at assets but also at debt and debt management, as an

increasingly large portion of the population carry debt. In managing debt, Americans

engage in behaviors that can generate large expenses, such as sizable interest payments

and fees. Moreover, more than one in five Americans has used alternative (and often

costly) borrowing methods (payday loans, advances on tax refunds, pawn shops, etc.) in

the past five years. The most worrisome finding is that many people do not seem well

informed and knowledgeable about their terms of borrowing; a sizeable group does not

know the terms of their mortgages or the interest rates they pay on their loans. Finally,

the majority of Americans lack basic numeracy and knowledge of fundamental economic

principles such as the workings of inflation, risk diversification, and the relationship

between asset prices and interest rates.
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