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Abstract: Financial Literacy has been recognized as a critical skill for individuals who are embedded in an 

increasingly complex financial scenario. Financial Literacy helps individuals make more assertive and efficient 

decisions in the monetary context of their lives. This paper measures individuals' financial literacy level and analyses 

the relationship and impact between financial Literacy and financial behaviour. The research results show that 

individuals have a reasonable level of financial Literacy. On analyzing the financial behaviour of individuals, it was 

found most of them exhibited moderately positive financial behaviour. It is also observed that financial Literacy can 

enhance people's skills and abilities to make more informed choices and ultimately lead to a positive financial 

behaviour. Thus one can conclude that increasing the level of financial education stimulates wise economic 

behaviour. 
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1.   INTRODUCTION 

Today, the value of financial Literacy is rising. Financial Literacy is especially important in the economic and financial 

spheres since it can explain a variety of financial and economic behaviour. Economic agents' ability to understand basic 

financial concepts and make decisions is greatly influenced by their level of financial Literacy. Individuals are now more 

actively involved in their financial planning than ever before thanks to the passage of time. In fact, given that recent crises 

disproportionately hurt the young and inexperienced, this increased responsibility may have originated from a humanistic 

need to protect oneself. One could argue that the 2008 subprime mortgage crisis, which was a global crisis, brought financial 

Literacy to the fore (Mandell and Klein, 2009, p. 16; Robb and Woodyard, 2011, p. Shahrabani (2012), p. 156; 60). On the 

other hand, the two primary difficulties can increase the significance of this financial understanding (Rooij, Lusardi and 

Alessi, 2007, p.2). First, the variety of financial products—many of which are fairly complex and difficult to understand—

requires knowledge of and comprehension of financial ideas and issues. According to Mandell and Klein (2009, p. 16), the 

emergence of this diversity of financial instruments in the US followed the deregulation of the financial markets. The second 

and most recent social security reform in the US, and indeed everywhere else in the world, calls for people to actively 

manage their finances. Understanding financial concepts and being able to identify financial instruments seem to be crucial 

for people making any kind of financial decisions. 

Financial Literacy is the ability to understand how money works in the world and take an informed as well as a judicious 

decision with regard to all financial activities. A person who is financially literate knows how to earn, manage and invest 

money. He is familiar with financial products and applies his knowledge to make the best use of them. Recent developments 

have made financial education and awareness increasingly important for financial wellbeing. 

The information available on consumer financial literacy shows that individuals generally lack an adequate financial 

background or understanding to navigate today's complex market, but unfortunately they also generally believe that they 

are far more financially literate than is really the case. The level of financial Literacy tends to vary according to education 

and income levels, but the evidence shows that highly educated consumers with high incomes can be just as ignorant about 

financial issues as less educated, lower income consumers.  
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The objective of this paper is to attempt to understand the level of financial Literacy of individuals. The relationship between 

financial Literacy and financial behaviour is also studied. Although several studies have been conducted on the subject of 

financial Literacy but not many have considered the impact of financial Literacy on financial behaviour. This paper helps 

to fill this gap.    

OBJECTIVES 

The main objectives of the paper are as follows: 

1. To measure the level of financial Literacy. This is done by measuring both     basic and advanced financial Literacy.   

2. To analyze the relationship between financial Literacy and financial behavior. 

2.   DATA AND METHODOLOGY 

For the purpose of the study, convenience sampling was followed and 100 responses were collected. The study uses 

questionnaire method of data collection. The questionnaire consisted of three parts:  the first part covers demographic 

information, the second part aims at measuring the level of financial Literacy, and the third part aims to analyze the financial 

behavior of the respondents. Cronbach's alpha test was administered to assess the reliability of the questionnaire. The result 

of the reliability coefficient (alpha) was 0.730.    

3.   ANALYSIS AND RESULTS 

Overall Literacy 

To test the level of Literacy of the respondents, 20 questions were asked to assess their knowledge on various concepts like 

simple interest, compounding, time value of money, inflation, credit purchase, savings interest, diversification, stock 

markets, bonds, debentures, mutual funds and loan financing. For each of the questions three options (Yes / No / Don't 

know) were given to the respondents. The answers given by the respondents were evaluated for each of the questions and 

categorized into 'correct answers', 'incorrect answers' and 'don't know  

An item wise analysis was conducted for each of the questions on knowledge. More than 80% of the respondents were well 

aware of the concept of simple interest, inflation, stock price fluctuations, credit cards and savings account interest as they 

have answered the questions on the above concepts correctly. The respondents had a reasonably good score of for concepts 

such as stock market functions, mutual fund, stock & bond risk factors, diversification and loan financing by answering 

them correctly. It is observed that most don't have knowledge about bond / debenture prices and credit purchasing power. 

To obtain an overall score on financial Literacy for each respondent, the 'correct answers given by the respondents for each 

of the question is considered. It can be summarized that the overall mean score of the respondents for 'correct' answer was 

14.43 and SD was 4.02. The minimum score was 2 and maximum was 20. It is found that 64% of the respondents have a 

fairly reasonable overall financial literacy score as they have answered more than two thirds of the questions correctly. 3% 

of the respondents have answered less than one third of the questions correctly and have a low overall financial literacy and 

33% of the respondents have moderate financial Literacy as they have answered  7 to 13 questions correctly. 

For a deeper analysis, the questions were categorized into two groups (basic Literacy and advanced Literacy). The first 

group consists of questions which capture people’s capacity to handle basic financial literacy concepts such as simple 

interest, compounding, time value of money, inflation, credit purchase and savings interest. The second group is intended 

to capture sophisticated or advanced financial literacy concepts such as risk / return, the difference between stocks and 

bonds, functioning of the stock market, the relationship between bond prices and interest rates, working of mutual funds, 

risk diversification and loan financing. 

Basic Literacy 

The mean score of the respondents for basic Literacy was 5.97 and SD was 1.50.  75% of the respondents have a score 

higher than the mean value. This shows that majority of the respondents are well aware of basic literacy concepts. Further, 

the respondents were grouped into three categories – those with low, moderate and high level of knowledge. It is observed 

that 68% of the respondents fall into the 'high' category and have answered 6 or more questions correctly from a total of 8. 

31% of the respondents fall in the moderate segment by having given 3 to 5 correct answers and just 1% of the respondents 

fall in the low basic literacy segment with a maximum score of just 2 correct answers. 
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With respect to individual questions on basic Literacy, more than 80% of the people have got questions on simple interest, 

inflation, credit cards and savings interest rates correct. However, only 44% were aware of the concept of how credit 

purchase affects purchasing power. 60% to 70% of them were well informed about the time value of money.    

Advanced Literacy  

Mean score of the respondents for advanced Literacy is 8.46 with a SD of 2.95. Questions on stock markets, bonds, 

debentures, mutual funds, diversification and loan financing were asked to test the level of advanced Literacy among 

respondents.   

A similar analysis as that of basic Literacy was performed, and the scores of the respondents in this group were also 

categorized into low, moderate and high levels. The results show that 58% of the respondents fall into the high category 

and have answered 9 or more out of 12 questions correctly. 29% of the respondents are in the moderate literacy level by 

giving between 5 to 8 correct answers. 13% of the respondents belong to the low advanced literacy segment.   

In the advanced literacy segment for 7 out of 12 questions more than 75% of the respondents gave correct answers. A large 

number of respondents were not aware of bond prices as only 35% gave the 'correct' answer. For the question on comparison 

between stocks & bonds and stocks & mutual funds, a number of respondents who opted for 'don't know is higher than 

those who gave the wrong answer. 

FINANCIAL BEHAVIOUR 

In this section a set of 22 questions on a 5 point scale is used to study the financial behaviour of the individual. A  It is found 

that 25% of the respondents have low or negative financial behaviour, 48.2% of the respondents show moderately positive 

financial behaviour and 26.8% of them exhibit highly desirable behaviour. 

Financial behaviour includes elements such as managing personal expenses, debt management, long term planning, 

emergency and risk management and advice seeking. 

 

 

 

 

 

Debt Management: It considers dimensions such as payment of bills like rent, insurance premium, electricity, credit card 

etc. Short term loans taken in the past few years and repayment of loan on time is also taken into account while evaluating 

debt management. 

Personal financial management: It considers dimensions such as drafting a monthly budget, buying things after careful 

consideration and identifying needs and wants separately. 

Long term planning: It considers dimensions such as retirement planning, long term saving and long term investments.  

Emergency and risk planning: To exhibit positive financial behaviour, one needs to set aside emergency fund and be 

adequately covered by insurance. This factor analyses emergency and risk planning behaviour of the respondents.   

Advice seeking: It is considered important to be updated on financial information from various sources like newspapers, 

TV, friends and financial consultants. This factor studies the financial behaviour of the respondents with respect to advice 

seeking. 

Financial Literacy and financial behaviour 

This section aims to study the relationship between the level of Literacy (knowledge) and financial behaviour. Pearson's 

correlation test is used to determine the relationship between the basic Literacy, advanced Literacy, overall Literacy and 

financial behaviour. The results show that the correlation coefficient between overall Literacy and overall financial 

behaviour is 0.717 which indicates 71.7% positive relationship between overall Literacy and overall behaviour and this is 

significant at 1% level. The correlation coefficient between advanced Literacy and behaviour indicates 66.6% positive 

Behaviour Factors Mean SD 

Debt management 19.23 4.70 

Personal financial management 22.63 4.61 

Long term planning 24.07 7.04 

Emergency and risk planning 10.92 2.87 

Advice seeking 10.49 2.69 

Overall behavior 87.33 19.16 
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relationship between the two variables and the correlation between basic literacy score and behaviour is 67.9% positive at 

1% level. It is clear from the above analysis that the level of Literacy has a positive relationship with financial behaviour. 

CORRELATION 

 

Debt 

Management 

Personal 

Finance 

Long Term 

Planning 

Emergency 

and Risk 

Advice 

Seeking 

Overall 

Behaviour 

Basic Knowledge .661(**) .629(**) .556(**) .575(**) .533(**) .679(**) 

Advanced Knowledge .670(**) .588(**) .547(**) .565(**) .529(**) .666(**) 

Overall Knowledge .712(**) .646(**) .588(**) .608(**) .567(**) .717(**) 

**  Correlation is significant at the 0.01 level (2-tailed). 

MULTIPLE REGRESSION ANALYSIS 

Variables 

Unstandardized 

Coefficients SE of B 

Standardized 

Coefficients t Sig. 

(Constant) 10.137 1.319   8.529 .000 

Basic Literacy .312 .261 .387 1.964 .030 

Advanced Literacy .493 .132 .422 3.726 .000 

Dependent Variable: Financial Behaviour 

These results are further validated by performing a regression analysis. The dependent variable is financial behaviour and 

the independent variables are basic and advanced Literacy. Based on the standardized coefficient it can be inferred that 

advanced Literacy (0.422) is the most important factor influencing wellbeing followed by basic Literacy (0.387) 

4.   CONCLUSION AND DISCUSSION 

This paper makes an effort to assess the degree of financial literacy (knowledge) and highlight how it affects financial 

security. 

The majority of respondents (64%) had a respectable degree of financial literacy, which is one of the study's key results. 

This is a good indication. It has been discovered that 80% of the respondents are well-versed in fundamental notions of 

literacy, including simple interest, inflation, credit cards, and savings interest rate. Only 56% of the respondents are well-

versed on advanced literacy topics including diversification, stock market swings, long-term returns, and risk vs. return on 

investments. Basic financial concepts like compounding, time worth of money, and credit purchases, as well as more 

complex ideas like how the market works, are largely unknown to respondents. Bond prices, the stock market, mutual funds, 

and loan finance. The vast majority of survey participants behave in a relatively positive way. Positive financial behaviour 

is seen in areas including debt management, personal finance, long-term planning, emergency & risk, and advice-seeking 

behaviour. 

It is possible to draw the conclusion that there is a favourable correlation between basic and advanced financial literacy and 

financial behaviour based on the results of the study. 

REFERENCES 

[1] ANSONG, Abraham. & GYENSARE, Michael Asiedu (2012). Determinants of university working-students’ financial 

literacy at the University of Cape Coast, Ghana, International Journal of Business and Management, Vol. 7, No. 9, 

pp. 126-133. 

[2] DIACON, Stephen (2004). Investment risk perceptions: Do consumers and advisers agree?, The International Journal of 

Bank Marketing, Vol. 22, No.3, pp. 180-198. 

[3] KINDLE, Peter A. (2010). Student perceptions of financial literacy: Relevance to practice, Journal of Social Service 

Research, Vol. 36, No. 5, pp. 470-481. 

[4] VAN ROOIJ, Maarten, LUSARDI, Annamaria., ALESSI, Rob. (2011). Financial literacy, retirement planning  and 

household wealth, National Bureau of Economic Research, Working Paper 17339, pp. 1-40. 

https://www.researchpublish.com/
https://www.researchpublish.com/


                                                                                                                                        ISSN 2348-3156 (Print) 

International Journal of Social Science and Humanities Research  ISSN 2348-3164 (online) 
Vol. 10, Issue 4, pp: (422-426), Month: October - December 2022, Available at: www.researchpublish.com 

  

Page | 426 
Research Publish Journals 

 

[5] Lusardi, A. 2002.“Preparing for Retirement: The Importance of Planning Costs.”National Tax Association 

Proceedings – 2002, 148-154. 

[6] Olivia Mitchell, and Beth Soldo (eds.), Redefining Retirement: How Will Boomers25Fare? Oxford: Oxford University 

Press. 

[7] Lusardi, A., and O. S. Mitchell. 2006. “Financial literacy and planning: Implications for retirement wellbeing.” 

Pension Research Council Working Paper 1, The Wharton School. 

[8] Van Rooij, M., A. Lusardi and R. Alessie. 2007. “Financial Literacy and Stock Market Participation.” NBER Working 

Paper n. 13565. 

[9] Al-Tamimi, H., & Bin Kalli, A. (2009).Financial Literacy and investment decisions of UAE investors.The Journal of 

Risk Finance, 10(5), 500-516.  

[10] Volpe, R. B., Chen, H., &Pavlicko, J. J. (1996). Personal investment literacy among college students: A survey. 

Financial Practice and Education, 6, 86-94. 

[11] Subhash Kumar Agarwal, Samir Barua, Joshy Jacob and Jayanth R. Varma, 2012, “ A survey of financial literacy 

among students, young employees and the retired in India”, IIM Ahmedabad 

[12] Marc M Kramer, 2014, “Financial literacy, over confidence and financial advice seeking”, University of Groningen 

 

 

https://www.researchpublish.com/
https://www.researchpublish.com/

