Quest Journals

Journal of Research in Business and Management
Volume 8 ~ Issue 12 (2020) pp: 87-94
ISSN(Online):2347-3002

www.questjournals.org

Research Paper

What leads to Financial Literacy in North India’s B-
School Graduates? A Structural Equation Approach

Pratik Bhatt

Research Scholar, OPJS University, Churu, Rajasthan

Abstract

The study is to analyze financial literacy amongst youngsters in the B-school of India and identify the variables
which influence the financial literacy. The construct of the theoretical frameworkof the study is based on the
secondary sources such as research papers, articles, magazines and OECD reports. Exploratory and
Confirmatory Factor Analysis has been used to extract the factors that influence financial literacyand its further
dimensions. Five factors have been extracted from twenty variables which influence financial literacy construct
among the youngsters of B-School of India. It is also concluded that the construct of financial literacy like
Financial knowledge, behavior, attitude, training and accessto financial markets depends on various socio-
demographic variables. Hence, the present study also validates the significance of socio-demographic factors in
influencing the financial literacy and its dimensions.
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I.  Introduction

Financial literacy have huge contribution for the well-being of the society as it refers to the usage of
money as an mode of expressing one’s social views and beliefs ( Lucey, Agnello and Laney, 2015). Financial
literacy programs aim to help in financial planning, promote savings habits. Financial literacy enables to plan
ahead needs in the life andhelp them to find out solutions to unexpected emergencies without resorting to debt
traps. It leads to economic security, evaluating financial options, control over financial matters,adopting banking
habits.

Financial literacy is a very relevant concept in today’s world where the financial markets are growing
each day. The integration of payment systems, e wallets, bank accounts, financial instruments, financial
services, real assets, and other economic concepts (e.g. Inflation, interest rates etc.) is happening at such a fast
pace that it is need of the hour to understand the nitty gritty involved behind the daily finance so that the total
well-being (in financial as well as societal terms) can be maintained.

Financial products are becoming more complex and this complexity requires more clarity of the
younger generation for the basic financial concepts so that they can get into a position to understand the
economic world surrounding them (Mitchell and Lusardi, 2015). Inability to understand the financial and
economic world can lead the persons to the economic troubles which have the capacity to spill over as crisis to
their families as well as the economy.

Conceptual Background:

Financial literacy is an evolving concept and as such has not been defined in a standardized form
(Moore, 2003; Huston, 2010; Nicolini,; Remund, 2010; Cude & Chatterjee, 2013; Mihalcova, Csikosova &
Antosova, 2014; Schuhen & Schurkmann, 2014 ; Aren & Aydemir, 2014Amoah, 2016). In simple terms,
Financial literacy refers to the ability of an individual to operate in the real financial world. It enables an
individual to take right decisions in order to utilize the given resources in the most appropriate way.

Huston 2010 attempted to define the concept of financial literacy by conducting a literature review. He
elaborated the construct of financial literacy as a composition of two dimensions

i.e. financial knowledge and financial application, which are essential for the financial well- being of an
individual. Though financial knowledge is considered as an integral dimension of financial literacy but is not
equivalent or more than application dimension. Financial literacy involves at-least four distinct content areas i.e.
money basics, borrowing, investing and protecting resources.

The construct of financial literacy has been suggested to involve more dimensions in it so that the
measurability of the construct can be improved (Chen and Volpe,1998; Cohen and Nelson, 2011; Atkinshon &
Messy, 2012;Amoah, 2016;; OECD, 2016).
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Remund ,2010, tried to explicate the concept of financial literacy under the conceptual and operational
definitions. Conceptual definitions describe the concept in the concrete terms whereas operational definitions
attempt to capture the concept in more measurable terms. According to Remund ,2010, the conceptual definition
of financial literacy is suggested to fallinto “five categories i.e. knowledge of financial concepts, ability to
communicate about financial concepts, aptitude in managing personal finance, skill in making appropriate
financial decisions and confidence in planning effectively for future financial needs”. Further, he elaborates that
the operational definition of financial literacy circumvents around four categories i.e. budgeting, saving,
borrowing and investing.

Basically, financial literacy refers to the art of managing money effectively. It also involves integration
of awareness, knowledge, skill, attitude, behavior requisite to take financial decisions for attaining financial
well-being (Remund, 2010; Jang, Halm and Park, 2014; Firli, 2017; Mahapatra, Alok & Raveendran , 2016;).
Financial well-being leads to the circumstances where an individual is in capacity to fulfill its financial
obligations and pursue its day to day expenses.

Financial literacy has also been attempted to be measured through financial awareness, attitude,behavior
and knowledge. OECD/INFE has provided a working definition of the financial literacy which states that it “is a
combination of awareness, knowledge, skill, attitude and behavior necessary to make sound financial decisions
and ultimately achieve individualfinancial well-being” OECD, 2016. Lusardi & Mitchell ,2015, even suggested
that the willingness of consumers to attain financial literacy was to such an extent that they were readyto give
away three percent of their lifetime consumption in order to enhance their well-being via financial knowledge.

The concept of financial literacy is still in the evolving stage and thus, the current study focuseson finding
the answer to the question that what comprises the financial literacy in context of the youngsterss of North
India.

Il.  Literature Review

Firli (2017) attempted to propose a framework for the financial literacy with four variables such as
personal socio demographic characteristics, financial knowledge, financial behavior, financial attitude and
financial training. Shusha ,2017, studied the financial risk tolerance among Egyptians. Financial literacy was
found to have moderating effects on demographic features of individuals and their likelihood of taking risk. Draz
,2016 stated that financial literacy refers to inculcating knowledge concerning risk-return composition of
financial products w.r.t. users and providers of the services. Financial behavior of students didnot vary on the
basis of any demographic variables, whereas on the basis of financial literacy,socio demographic variables cause
variance in the financial literacy level. Amoah ,2016, assessed the financial knowledge levels for the African
American employing with the plannedbehavior theory, self-determination theory and transtheoretical theory. He
employed a sample of 382 African Americans of Columbus, Ohio to conclude that education and formal
programmes leading to development of formal financial knowledge had a positive impact on the knowledge of
personal finance and better decisions. Gomez & Villagomez measured financial literacy among high school
teenagers in Mexico by employing the instrument developed by OECD and Mitchell. Results of the study
revealedthat one fifth of the students were not well versed with the basic concepts (e.g. Inflation, interest, risk ,
return etc. ). Belas, Nguyen, Smrcka, Kolembus and Cipovova (2016) emphasized on the usage of advanced
teaching methods in order to improve application skills of students.

Mahapatra, Alok and Raveendran ,2016 analysed the status of financial literacy of college students in
India on three identified parameters i.e. socio-demographic characteristics, parentalinfluence and attitude towards
financial planning. It was found that behavior related to savingsand borrowing is significantly influenced by
parent’s education, family income and profession. Mitchell and Lusardi 2015 found the widespread financial
illiteracy in well developed financial markets like Canada, Germany, the Netherlands, Russia, Romania,
Switzerland, Sweden, Japan, Italy, France, Australia, and New Zealand. Mitchell and Lusardi ,2015, analysed
financial literacy among high school students from around 18 countries. Results suggested that more than one
third of the US wealth inequality could be attributed to the differences in financial knowledge. Vyvyan, Blue
and Brimble ,2014, tried to provide an understanding of financial capability, by exploring the factors that
facilitate and hinder the financial capabilities of an individual. The study also suggested that background factors
(upbringing, employment, location, life events, income, gender, access to credit) attitude ( money management,
risk appetite, desire for change, planning horizon, money consciousness, spending) normative influences (
Influence of a partner, family, mentor, social expectations), perceived behavioral control (self-confidence,
belief- future change and prosperity); Skills andKnowledge (Cash flow, planning and goal setting, numeracy and
research skills, knowledge) influence the financial literacy. Cameron, Caldewood, Cox, Lim and Yamaoka
,2014, stated that financial literacy was lowest among the students with poorer financial background. Such
students were also found to have lower mathematically abilities. Jang, Halm and Park ,2014, compared the level
of high school student’s financial literacy between Korean and US high school students by considering a sample
of 1478 students belonging to 40 high schools. They found that Korean students had shown relatively strong
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financial literacy at the cognitive level of knowledge, but weak financial literacy at higher cognitive levels of
comprehension and application. Lusardi, Mitchell &Curto 2014 evaluated financial sophistication in the
American population. Financial sophistication employed few aspects like knowledge of capital markets, risk
diversification, knowledge of fees, numeracy to create a financial literacy index. They found that older
respondents lacked hold on the financial sophistication. Mihalcova, Csikosova & Antosova 2014 suggested that
financial literacy must be determined through indicators that could be employed as benchmark to analyse what
essentially must be known tothe consumers for management of the finances. Management of finances, planning
of financial income and expenses, choice of suitable banking products, database of product providers werethe
major indicators identified for the financial literacy. Jorgensen & Taylor ,2014 stated that financial concerns had
a major contribution in the distress situation in families especially martial affairs. Financial literacy could be one
of the plausible solution for this problem whichcan be solved through the collaboration between mental health
practitioners, financial plannersand financial counselors. Nicolini & Chatterjee 2013 analyzed the difference in
financial literacy across four countries (Canada, Italy, UK and US) to compose a financial literacy index.
Results further indicated that inconsistencies in socio-demographic variables had influence on the differing levels
of financial knowledge across the four countries. Atkinson & Messy 2012 highlighted the lack of financial
knowledge among all the 14 countries undertaken in OECD’s study 2017. Positive association between attitudes
and behavior is linked with financial literacy level. Beutier & Gudmunson 2012 analyzed the attitude towards
money and introduced two new money-attitude scales, which are entitlement (i.e. responsibility of parents to
provide all the money to students) and conscientiousness (i.e. personal responsibility to manage the money).
Entitlement focused on everyday needs, spending money, extras, college education, deserve things; and
Conscientiousness stressed onthrifty and frugal, paying parents back, cautiousness, responsibility. Robb 2011
provided evidence on the credit card usage behavior among the college students and its association withfinancial
knowledge. Emphasis on the development of a consistent, universal measure of financial knowledge was
suggested. Gutter studied the dynamics between financial behavior and financial health with demographic,
financial characteristics, financial education and financial dispositions as controlling variables. Calamato (2010)
studied whether the undergraduate students with higher levels of financial literacy had parents with better
financial knowledge. Wastad, Rebeck & MacDonald 2010 revealed that financial education had the capacity to
enhance the financial knowledge among the high school students. Results indicated that a well specified,
structured and properly implemented program had the capacity to significantly improve the financial knowledge
of high school students. Kindle 2010 found that how the financial education is going to be accepted by the
individuals depend on the awareness of the financial. Results indicated that income level, education and
workplaceactivities had impact on financial literacy. Shim, Barber & Serido 2009 studied2098 first year students
in USA to test a conceptual financial socialization process model whichspecified four levels connecting young
adult’s current financial learning to their financial attitudes and their financial behavior. Results of the study also
suggested that students should be taught sound financial practices, and parent’s better understanding of finances
could lead to positive financial behavior. Allen, Edwards, Hayhoe & Leach 2007 explored the relevance of
concept of imagined interactions in relation to credit and money attitudes. Imaginedinteraction activity, a mental
activity in which the candidate imagine himself interacting with others, has a positive relation with pleasantness
and reflect a positive attitude towards money (i.e. spending money and credit card use).Medina, Saegert and
Gresham (1996) compared different dimensions of a money attitude scale by Yamauchi and Templer (1982).
Results suggested that consumer behavior can be influenced by enhancing the financial education and shifting
the attitude of consumers towards spending of money. Bailey and Lown (1993) analysed the Furnham’s British
study (1984) by employing Money in the Past and Future Scale (MPFS) between America and Britain. Results
suggested that the difference in the scores of MPFS could be attributed to cultural differences due to family and
society.

IIl.  Theoretical Framework

Financial literacy plays a positive role while contributing in the sustainable economic growth (Gomez
& Villagomez, 2016; Jang, Halm & Park, 2014). Financially literate individuals ultimately turn out to be better
contributors in the financial system by acting as efficient savers, investors, participants and labor force. The
economics of the social structures and family unitsassumes that financially literate individuals make up more
informed, effective and right decisions (Brown & Graf, 2013; Chen & Volpe, 1998; Calamato, 2010; Gomez &
Villagomez,2016; Jang, Halm & Park, 2014) whereas financial illiteracy has the capacity to translate itself into
costly economic behavior and flat financial mistakes (Agarwal, Drisoll, Gabaix & Laibson,2009; Anderloni &
Vandone, 2010; Lusardi, Mitchell & Curto, 2009; Mahapatra, Alok & Raveendran, 2016; Mitchell & Lusardi,
2015; Palauri & Mehra, 2016). Taking up bad loans, paying excessive interest rates, getting into the debt traps,
inability to pay off the bills in time, engaging resources in lesser earning investment avenues are the few
examples of financial mistakes. The cost of financial mistakes is high. Financial mistakes may stem up out of
wrong opinions and incorrect financial decisions (Anderloni & Vandone,2010; Chen & Volpe, 1998; Potrich,
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Vieira & Silva, 2016).

The literature review suggests that the constitution of the financial literacy as a measurable concept is
still debatable and needs to be explored. It has its foundations laid on five basic pillars i.e. Financial knowledge,
financial behavior, financial attitudes, financial training and culture.

Financial literacy as a concept dwells on the continuum of abilities which varies on the range of
variables such as age, sex, race, ethinicity, culture, educational background, family, income and residence
(Anderloni & Vandone, 2010; Gutter & Copur, 2011; Lusardi, Mitchell & Curto,2009; Lusardi, Mitchell & Curto,
2014; Lusardi & Mitchell, 2007; Mihalcova, Csikova & Antosova, 2014; Shults, 2012). In a family, the one, who
('i.e father or mother, wife or hushand)takes the major expenditure and saving decisions shapes the financial
decision making capability of an individual. It , thus, reflects on the financial culture. The acuteness of the
financial literacy is sensitive across the values of sex of the subject (Edwards, Allen & Hayhoe,2007; Lusardi,
2017; Lusardi & Mitchell, 2015; Nicolini, Cude & Chatterjee, 2013). Access to banks and other financial
institutions opens up the doors for the financial inclusion and comprise a part of the financial culture.

The variables which compose the financial literacy also involve various behavioral aspects as well.

Financial literacy revolves around few key areas like Income, money management, savings,
investment, spending, credit (Agarwalla, Barua, Jacob & Varma, 2015; Amoah,2016; Atkinson & Messy, 2012;
Chen & Volpe, 1998; Gomez & Villagomez, 2016; Lusardi, Mitchell & Curto, 2014; Potrich, Vieira & Silva,
2016) which reflect the financial behavior of the individual.

Many important events like marriage, retirement, acquisition of homes, children education compel an
individual to take certain decisions which involves money outlays. Knowledge andright attitude towards money
can enable an individual to drive through such situations smoothly. Financial literacy had strong relation with
retirement planning, financial market andindebtness (Amoah, 2016; Brown & Graf, 2013; Mahapatra, Alok &
Raveendran, 2016). Planning the outlays for different events of life can enable an individual to exhibit a better
financial behavior. Enhancement in the financial knowledge not only influences the financial literacy, it also
benefits in the form of better credit card behavior (Robb, 2011).

Financial attitude tries to capture the outlook of an individual w.r.t. different aspects related tomoney.
Whether a person gives priority to savings in comparison to immediate purchase, or gives preference to short
term wants in comparison to the long term goals reflects a person’s outlook for making good use of money.
Prioritizing, influence of friends and family shape thefinancial attitude of an individual.

Family is an important unit of the society and it shapes the individual’s behavior in the society. Family
structure and dynamics of the family also influence the decision-making process while dealing with money.
Cohabitating in a joint and large families leads to better consultations during decision making and improved
financial decision making. The way parent’s take decisions have positive impact on the financial literacy
(Servan & Kanester, 2008;Calamato, 2010; Mahapatra, Alok & Raveendran, 2016)

Financial knowledge is an important pillar of the financial literacy. Awareness regarding the few basic
concepts like inflation, interest rates, time value of money, return etc., comprise the ability of an individual to
understand the financial products and the value of money. Knowledge of the financial products and way to put
money to the best possible use can help an individualto seek more freedom. Literature suggests that acquiring
appropriate financial knowledge varies across the gender of an individual. Lack of financial knowledge is more
in case of women in comparison to men. Robb (2011) also suggested that when it comes to the credit card
behavior, females do not tendto indulge in risky credit card behavior and are more inclined towards making only
minimum payments. Possible reasons behind this may lie in the traditional family structures across the globe.

Low financial literacy could lead to more debts, low participation in financial markets and accessing
funds with higher fees. Investment decisions are significantly affected by the financial literacy of the
individuals .

The concept has its ramifications for the students who grow up to comprise the workforce. It is
interesting to note that how a person manages its finances ultimately reflects his level of satisfaction with the
given salary and finally the efforts he would like to put in the assigned tasks at his workplace. Lower levels of
financial literacy may have dear consequencesimpacting the productivity of the workers at their workplaces
(Chen & Volpe, 1998). Financial training through some formal education program can come to rescue the
situation. Inculcatingthe financial education as part and parcel of the education system can help people attain
betterliteracy levels at an earlier stage. Lusardi, Mitchell and Curto (2009) also indicated that the young people
lack basic financial knowledge. Integrating financial knowledge into the curriculum in the form of well-
structured course can help high school students to gain financialliteracy (Walstad, Rebeck & MacDonald, 2010).
Financial knowledge led individuals to take better financial decisions including the capacity to differentiate
between varying financial choices, financial issues and plans for future (Calamato, 2010; Lusardi and Mitchell,
2007; Mahapatra, Alok and Raveendran, 2016).

Financial knowledge, behavior, training, attitude and culture are the main dimensions of the financial literacy.
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IV. Research Methodology:

A comprehensive study has been conducted to understand student’s expectations and knowledge. The
theoretical foundation of the survey is based on secondary sources such as research papers, articles, magazines
and articles on Financial Literacy, for this purposedatabases like EBSCO, ProQuest and paper from the journals
which are listed in ABDC list was used. The Study is both exploratory and descriptive in nature.

Nature of Data:

For this study convenience and random sampling were implemented. To start with initially, therespondents were
chosen on the convenience sampling. Further from responses collected from preliminary respondents then
referrals were taken from them. Source of Data and Period of Analysis:

Out of 415 questionnaires, a total of 379 responses were received after circulation. Incomplete responses were
excluded from the study. Therefore 358 were used for further analysis. This study was conducted during the
months of March to May, 2021. Samples were taken from leading private and government B-Schools of India.

Responses were collected from the students during their college time as well as online questioners were sent via
various communication channel of social media and through emails.

Data analysis and results:

A questionnaire containing five factors i.e. Financial Knowledge, Financial Behavior, Financial or Professional
Training, Financial Attitude and Financial Culture was prepared based upon standard OCED report and
responses were measured on a 5 point Likert scale.

Questions related to demographics, financial product knowledge, awareness and their take on investments were
also included in the questionnaire. The internal consistency indices of this scale calculated using Cronbach's
alpha at 0.912, and on individual basis, Cronbach's alpha washigher than the minimum cutoff of 0.70 (Nunnally,
1978; Nunnally and Bernstein, 1994).

To address the described objectives, tools and technique used were Exploratory Factor Analysis Confirmatory
Factor Analysis to confirm and validate the factors, and then Structural Equation Modelling (SEM) was to
measure the influence.

Exploratory Factor Analysis(EFA)

The purpose of using EFA was to check whether the items are correctly loaded on their corresponding
factors and to conform the number of factors extracted by Eigen values (Hair etal., 1998). Total twenty-two
variables were used, which were identified from the existing researches, which resulted in eight factors
accounted for 66.8 % of total variance. All factor loadings for items measuring the same construct were
statistically significant and were greaterthan 0.30, which confirmed the convergent validity of the model (Roy et.
Al ,2013).

Confirmatory Factor Analysis(CFA)

Measurement model was set to have five factors. Amos gave a standardized solution, twenty-two
variables were loaded on their corresponding factors (latent variables) which confirm the unidimensionality of
the constructs and provides a strong empirical confirmation of their validity. Bagozzi and Yi 1988
recommended that CR should be equal to or greater than .60 and AVE should be equal to or greater than 0 .50.
The measurement model and the standardized loadings along with critical ratios (t values) arepresented in Table 1
and Table 2.

Table 1: Results of the final model

Parameter Values
P value .000
GFI .87
IAGFI .83
CFI .90
RMSEA 0.42
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The high value of t(CR) for loading shows Ample convergent validity.

Table 2: CFA results

Factors Final standardizedloadings Composite ConstructAverage Variance
Reliability Extracted

Factor 1— Financial Knowledge

FK1 0.74

FK2 0.85 0.87 0.61

FK3 0.69

FK4 0.68

FK5 0.65

Factor 2— Financial Behaviour

FB1 0.84

FB2 0.65

FB3 0.63 0.84 0.51

FB4 0.75

FB5 0.7

Factor 3— Financial or ProfessionalTraining

FP1 0.7

FP2 0.79 .81 .52
FP3 0.76

FP4 0.72

Factor 4— Financial Attitude

FAl 0.71

FA2 0.72 .80 57
FA3 0.78

FA4 0.79

Factor 5— Financial Culture

FC1 0.71

FC2 0.78 .79 .54
FC3 0.73

FC4 0.81

Structural Equation Modeling (S.E.M)

Structural equation modeling, a multivariate technique, is employed in this research to study the relationship
between factors affecting Financial literacy and Financial knowledge of students of B-School. Arbuckle (2010),
Structural Model specifies the how latent variables arerelated to each other. The fitness of hypothesized model
was evaluated by analyzing Goodness-of-fit indices(Business, 2013).

The result from the table 3 shows the factor Financial Knowledge having composite reliabilityof 0.87 has the
highest influence in Financial literacy of the students of B-School followed by Financial Behavior (.84),
Financial training (0.81), Financial attitude (.80) and Financial Culture (0.79) respectively.

V.  Conclusion and Interpretation
The youngsters of B-Schools in India are being prepared in such a way that they get into the capacity to
contribute to the economy by acting as an efficient workforce. Financial literacyplays a very critical role in the
defining the growth and status of an economy.
The results of the study indicate that financial knowledge has significant influence on their financial
literacy for the B-school graduates, as the curriculum of B-schools imbibe the basic concepts so deep in the
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thinking pattern of the students that they get the capability of analyzing financial aspects of life. Investments,
making payments on time etc. are the reflections of a mature financial behavior, and financial knowledge also
contributes in developing a good financial behavior. As the students of B-Schools are the next generation of the
workforce and future of the nation, this financial behavior will shape up their financial attitude. It includes
evaluation of financial products, taking professional advice, keeping oneself updated about the progress in the
surroundings. This financial attitude has also influenced by their financial culture, which is developed by family,
friends and peer.

Limitations and Future Scope

As this study has been conducted in B-Schools of India, so geographical constraints in one of the
limitation of the study. It can include other parts of the nation. As this study has beenconducted in the months of
March to May 2017, a pre GST era, so similar study could be conducted in the post GST era also.
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