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Abstract— India has been ranked 23™ out of 28 markets in Visa
2012 Global Financial literacy barometer. Financial literacy has
gained the attention of a wide range of major banking companies,
government agencies, grass-roots consumer and community
interest groups, and other organizations. Ineffective money
management can also result in behaviors that make consumers
open to severe financial crises. Improved financial literacy can
benefit individuals and families by giving them more control over
their money and helping them make better financial decisions.
This research paper finds the factors affecting the financial
literacy.
Research Findings /Results
The basic demographic data were also collected. The study
revealed that financial literacy is influenced by six factors, they
are Managing Debit and Credit, Confidence and attitudes, Skills,
Personality, Knowledge and understanding and Future financial
planning and the study proved that the financial literacy is the
powerful predicator of demand for financial consultancy services.
Tools used: Factor analysis, Correlation
Practical implication

The benefits of a financial literacy on a personal level
can be individuals may save more, and better manage risk. There
may even be general equilibrium effects: increased demand by
households for financial services may improve risk-sharing,
reduce economic volatility, improve intermediation, and speed
overall financial development. This in turn could facilitate
competition in the financial services sector.

Index terms - Literacy, Financial services, Households, Factor,
Correlation

|. INTRODUCTION

A. Financial literacy

In recent years, financial literacy has gained the
attention of a wide range of major banking companies,
government agencies, grass-roots consumer and community
interest groups, and other organizations. Interested groups,
including policymakers, are concerned that consumers lack a
working knowledge of financial concepts and do not have the
tools they need to make decisions most advantageous to their
economic well-being. Such financial literacy deficiencies can
affect an individual’s or family’s day-to-day money
management and ability to save for long-term goals such as
buying a home, seeking higher education, or financing
retirement. Ineffective money management can also result in
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behaviors that make consumers vulnerable to severe financial
crises.

From a broader perspective, market operations and
competitive forces are compromised when consumers do not
have the skills to manage their finances effectively. Informed
participants help create a more competitive, more efficient
market. As knowledgeable consumers demand products that
meet their short- and long-term financial needs, providers
compete to create products having the characteristics that best
respond to those demands. As concern about financial literacy
has increased, so too have the number and variety of financial
literacy training programs and program providers—some
offering comprehensive information on savings, credit, and
similar topics for a broad audience and others tailored to a
specific group, such as youth or military personnel, or focused
on a specific goal, such as home ownership or savings.

B. Definition of Financial literacy
The National Foundation for Educational Research, for
example, defined financial literacy as “the ability to make
informed judgments and take effective decisions regarding the
use and management of money” (Noctor et al, 1992).
“Financially capable people are able to make
informed financial decisions. They are numerate and can
budget and manage money effectively. They understand how to
manage credit and debt. They are able to assess needs for
insurance and protection. They can assess the different risks
and returns involved in different saving and investment
options. They have an understanding of the wider ethical,
social, political and environmental dimensions of finances.”
“Financial literacy could therefore be defined as an
individual’s ability to obtain, understand and evaluate the
relevant information necessary to make decisions with an
awareness of the likely financial consequences” (Mason and

Wilson, 2000).

C. Aspects of Financial literacy
According to some experts financial literacy has four discrete
aspects:

*  Managing money.

*  Planning ahead.

»  Making choices.

*  Getting help.
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People discussed the issues about knowledge, understanding,
skills, attitudes, confidence and personality in the context of
their behavior in relation to these four activities. They felt that
personality, confidence and attitudes were inextricably bound
up with knowledge and skills, with the outcomes reflected in
behavior.

Managing money

Financially capable people needed to be well organized,
particularly when it came to paying bills, and keeping and
using financial records.

Planning ahead

This is required for two purposes: to cope with unexpected
events and to make provision for the long term.

Making choices

Given the array of financial products available, being aware of
what was on offer and being able to choose those that were
most appropriate to an individual’s circumstances were
important aspects of financial literacy.

Getting help

This had two dimensions: self-reliance and using third parties.
First, people should be able to gather information for them.
Secondly, a financially capable person would know where and
when to turn for advice and help from a third party. They
would also be able to judge how much trust to place in the
information and advice provided.

Il. RELATED WORK

The table shows the reviews on financial literacy and
their findings.
Refer Annexure |

Ill. RESEARCH METHODOLOGY

A. Methodology

This study has been conducted on the sample with the
assumption that the result which is got from this sample may
be same as result which may be got from population.

Researchers collect information by a wide variety of
methods, ranging from the experimental designs used in the
physical sciences through to the surveys more common in the
social sciences. Here the researcher has used purposive
sampling which relies on the judgment of the researcher as to
who should be in the sample.

B. Validity test

In order to reduce the possibility of getting the wrong
answer two issues on research design is required to be
mentioned: Reliability and Validity.

Validity is concerned with whether the findings are really
about what they appear to be about (Saunderes). Validity is
defined as the degree to which data collection method or
methods accurately measure what they are intended to
measure. Following steps were taken to ensure the validity.
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e Literature review has been made clearly
e A content validity questionnaire has been prepared
and it has been given to subject experts.

Content validity questionnaire has been given to some experts.
In that questionnaire, they are asked to rate each statements as
essential, essential but unimportant and not essential. After
collecting these questionnaire, it will be analyzed and find out
the CV ratio. In this study most of the experts rated more
essential for each statements. And some questions have been
removed from the questionnaire. The questionnaire is started
with demographical data. The questionnaire includes 30
statements. The respondents are asked rate each statements on
a five point rating scale.

RELIABILTY: Reliability refers to the degree to which data
collection method or methods will yield consistent findings,
similar observations would be made or conclusions reached by
other researchers or there is transparency in how sense was
made from raw data. Following steps Numbers of different
steps were taken to ensure reliability.

1. Questionnaires were distributed in different days
selected randomly.
2. Alpha cronbach test has been calculated.

Cronbach alpha test

Cronbach’s alpha is the average of all co efficient resulting
from different ways of splitting the scale items. This
coefficient varies from 0 to 1, and a value of 0.6 or less
generally indicates unsatisfactory internal consistency
reliability.So result on reliability test has been shown below

Cronbach Number  of
alpha items

Factors affecting Financial

Literacy 0.81 36

As the cronbach’s alpha is more than 0.6, this study is reliable.

IV. ANALYSIS AND INTERPRETATION

After data are collected, proper tools and techniques should be
used for classification and analysis of data. Here the researcher
used following analysis tools.

1. Factor analysis

2. Correlation
Factor analysis
Factor analysis is a statistical method wused to
describe variability among observed variables in terms of a
potentially lower number of unobserved variables
called factors. In other words, it is possible, for example, that
variations in three or four observed variables mainly reflect
the variations in a single unobserved variable, or in a reduced
number of unobserved variables.
Correlation
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In statistics, Spearman's rank correlation
coefficient or Spearman’s  rho, named  after Charles

Spearman and often denoted by the Greek letter p (rho) or
asrs, is a non-parametric measure of statistical
dependence between two variables. It assesses how well the
relationship between two variables can be described using
a monotonic function. If there are no repeated data values, a
perfect Spearman correlation of +1 or —1 occurs when each of
the variables is a perfect monotone function of the other

Descriptive statistics

Here, we describe the samples on the basis of their some
features like age, gender, income group, occupation etc. More
respondents were from 35-45 age categories. 35% of the
respondents were from this age category. Least numbers were
from above 55 age category. 33.3% of the total respondents
are from 21-25 age categories. The descriptive statistics of
educational qualification shows that more respondents were
from under graduates.

income

60

Frequency

T T T

beow 10000 above 40000
income

Source: Analysis of data collected

V. FINDINGS OF FACTOR ANALYSIS

For the factor analysis, a questionnaire which contains 30
statements has been given to the respondents. The respondents
were asked to rank in a five point rating scale. From these 120
questionnaires, different components of financial literacy have
been found out using factor analysis.

To find out the factors affecting the financial literacy, the
researcher has done factor analysis. From this study it is
revealed that financial literacy has six factors.

Managing Debit and Credit

Confidence and attitudes

Skills

Personality

Knowledge and understanding

Future financial planning.

Manaqmq Debit and Credit

It is the ability to manage debit and credit. Debit and credit
are two very important factors which are to be managed very
well. Otherwise gap in holding cash will be there. From this
study the Researcher found out the statements which are
coming under this factor

O’.U"P.m!\’!‘
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e | have the ability and understanding to
manage my debts
e | have the ability and understanding to
manage credit
e There is no better way of savings money
than paying off debt early
e [ will not get into debt. (If I can’t afford it, I
will not buy it)
o | feel comfortable with my level of debt.
Confidence and attitudes
As the researcher explained above, attitudes towards
finance is very important. Because it affect a customer to think
about his financial plans and helps to select the different type
financial instruments. So it is very important to understand the
attitude of customers towards financial literacy. Here the
researcher identified the statements which are related to this.
1. Dealing with money is not stressful
2. Thinking too much about my long term financial
future, makes me feel uncomfortable.
3. Dealing with money is not boring
4. | have the ability to understand financial terms
5.
6.

Money is not just a mean to buy anything
Financially I don’t like to live for today.
Skills
As explained before, People also need the ability to apply their
knowledge and understanding in order to manage their money
and to make appropriate financial decisions. This calls for a
range of specific skills, which need to be underpinned by basic
levels of literacy and numeracy. Here the researcher has found
out the statements which are related to this
1. I have the ability to budget my day to day finance
2. | can easily track my every spending
3. | think about ways to reduce my spending
4.1 don’t have problems with setting money aside for
big purchases.
Personality
Personality was also seen to be an important factor. It had
a bearing on confidence, shaping people’s ability to say ‘no’,
and on their propensity to take action. It also conditioned the
way they behaved: whether or not, for example, they were
well organized. Here the researcher has found out the
statements which are related to
1. Financial planning is only important for those who
have a lot of money
2. Nothing | do will make difference to my financial
situation
Knowledge and understanding
This is the ability to make sense of and manipulate money
in its different forms, uses and functions. Financial knowledge
and understanding allows people to acquire the skills they
need to deal with everyday financial matters and make the
right choices for their needs. Here the researcher has found out
the statements which are related to. They are
1. | have the ability to ensure enough money for my
retirement
2. | have the ability to invest money.
3. I have the ability to save money
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Future Financial Planning.

This is the ability to plan future financial needs. It is very
important because every one may need some financial needs
and wants in their future. So it should be planned well. Here
the researcher has found out the statements which are related
to. They are

1. Retirement is too far away for me to think about it

2. | save money for emergency funds

3. I have long term goals and save regularly for

achieving the long term goals

4. 1 have the ability and understanding to manage my

long term financial future

5. I have long term goals and save regularly for

achieving the long term goals

Factors of Financial Literacy

confidence and
attitudes Personality

Knowledge and Skills future financial managing debit
understanding *"l_’_‘ planning i ueqi(g 9

financial Behavior

VI.RESULT

A._FINANCIAL LITERACY ISASTRONG PREDICTOR
FOR THE DEMAND OF FINANCIAL CONSULTANCY
SERVICES

To prove that financial literacy is powerful predictor for the
demand for financial consultancy services, a correlation study
has been done. The correlation study was in between the
demographical factors with the following statements.
1. I have the ability to understand financial terms.
2. | have the ability to budget my day to day finance
3. | have the ability in dealing with financial service
providers
4. How do you rate yourself on financial literacy
5. | have the ability to ensure enough money for my
retirement.
From the correlation study, it is understood that
1. Age and income are positively correlated
2. Gender and ability to understand the financial terms
are positively correlated.
3. Educational qualification and financial literacy is
positively correlated
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4. Financial literacy has positive correlation with getting
financial advises, demand for financial advisory
services and preferred mode of delivery.

5. Getting financial advises has positive correlation with
getting financial literacy, demand for financial
advisory services and preferred mode of delivery.

VI. CONCLUSION

The study reveals that financial literacy has 6
components; they are Managing Debit and Credit, Confidence
and attitudes, Skills, Personality and Knowledge and
understanding Future financial planning. There is a great
opportunities that is awaiting for the financial services
companies. At the initial stage, the company can concentrate
on advice on investment options and debt management since
they have been given more preferences. Company can teach
the common people and low educated people as now they are
not much aware about this financial service industry. The
benefits of better financial literacy may be great. On a
personal level, individuals may save more, and better manage
risk, by purchasing insurance contracts. There may even be
general equilibrium effects: increased demand by households
for financial services may improve risk-sharing, reduce
economic volatility, improve intermediation, and speed overall
financial development. This in turn could facilitate
competition in the financial services sector.

REFERENCES

1. Dr Rajendra Nargundkar. (2007) , Marketing Research 2nd
edition, published by TATA Mc Graw Hill, page number;
246-260, 312- 320

2. Measuring Financial Capability: an exploratory study,
Prepared for the Financial Services Authority by Personal
Finance Research Centre, University of Bristol.

3. Lusardi, Annamaria, and Olivia S. Mitchell, 2007a.
Financial Literacy and Retirement Preparedness: Evidence
and Implications for Financial Education. Business
Economics, 42(1): 35-44.

4. Cole, Shawn, and Kartini Shastry, 2009. Smart Money: The
Effect of Education, Cognitive Ability, and Financial Literacy
on Financial Market Participation. Harvard Business School
Working Paper 09-071.

5. Binswanger, H.P. 1980. Attitudes toward Risk:
Experimental Measurement in Rural India. American
Journal of Agricultural Economics, 62: 395-407.

6. Christelis, Dimitris, Tullio Jappelli, and Mario Padula,
2006.Cognitive  Abilities and Portfolio  Choice.CEPR
Discussion Paper No. 5735.

7. Lusardi, Annamaria and Olivia S. Mitchell, 2006. Financial
Literacy and Planning: Implications for Retirement
Wellbeing. Pension Research Council Working Paper No.

8. Shawn Cole, Nilesh Fernando, September 2008,
“Assessing the importance of Financial Literacy.
9. Sonia Marcolin, Anne Abraham, “Financial Literacy:

Current Literature and Future Opportunities”, International
conference of Contemporary Business.
10. Dr.Rajesh Shukla, “How India Earns, Saves and Spends”

127



International Journal of Advanced Information Science and Technology (1JAIST) ISSN: 2319:268

Vol.3, No.2, February 2014

11. National Council of Applied Economic Research (NCAER),
New Delhi and Max New York Life Survey results

12. Mr.Richard Boucher, “Delivering Financial Literacy:
Challenges, Strategies and Instruments” March 22-23,
2010, Bengaluru, India at RBI-OECD Workshop

13. Shri T S Vijayan, Chairman, LIC of India, “Role of Financial
Institutions in Financial Education”, Organisation for
Economic Coop. & Dev. (OECD) Conference on Financial
Education co-hosted by PFRDA at ITC Maurya Sheraton,
Delhi.

14. Indians Save, Americans Invest: Why Financial Literacy
Should Accompany Inclusion Published in India Knowledge
@ Wharton March 24, 2011.

Authors Profile

Dr. M.V. Subha is an Associate
Professor in the Department of
Management Studies, Anna University
Regional Centre, Coimbatore. She has
more than 15 years of academic experience
in management teaching. Dr. Subha holds
a Doctoral Degree from Bharathiar

University, Coimbatore and is also a consultant in the
manufacturing sector. She has published papers in national
and International journals. Her area of interests includes
business process improvement, financial planning and
business assessments

P.Shanmugha Priya is an Assistant
Professor at Happy Valley B-School
Coimbatore. she is currently pursuing his
P.hD in the area of Behavioural finance.
— Her area of interest includes savings
/ g behavior and to measure the financial
. "% | literacy of various groups. She has

presented in national and international conferences.

DOI:10.15693/ijaist/2014.v3i2.124-128

128



