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Abstract- Individuals may hesitate to manage finance even with a positive evaluation due to the daunting financial process. 

Therefore, this study divided financial knowledge into objective and subjective knowledge and analysed its impact on 

financial behaviour, while also directly and indirectly examining the impact of self-esteem as a psychological trait using 

subjective financial knowledge as a theoretical model. Hence, this study emphasized that although objective knowledge is 

important for managing finance, subjective knowledge cannot be ignored because the amount of information does not matter 

as long as it is precise and accurate. Further, the significance of self-esteem as a psychological trait was also highlighted in 

explaining an individual's financial behaviour. 

 

Index Terms— Self-esteem, Financial knowledge, Financial behaviour. 

 

I. INTRODUCTION 

 

Average households all around the world have a low 

level of capability and financial knowledge [16]. In the 

public policy domain, such deficiencies have received 

special attention because of their economic impact. 

Therefore, it is important to investigate which 

psychological characteristics influence individuals' 

positive financial behavior [14]. Studies were 

conducted to address the inefficiency of consumers' 

financial behaviour and identify the factors 

influencing their decision making. Previous economic 

literature focused on investigating the link between 

individual financial behaviour, financial education, 

and objective financial knowledge [16].  

 

On the other hand, psychological economists focused 

on explaining financial behaviour through 

psychological antecedents. Indeed, financial behaviour 

has been linked to a number of financial traits [5, 22], 

and self-esteem has received special attention as a key 

determinant of financial behaviour. Psychological 

resiliency may be a significant factor in influencing 

financial behaviour [17]. While considered as an 

important psychological trait, self-esteem has been, 

surprisingly, widely used in the literature on 

psychology and personality studies. Thus, this study 

was conducted keeping in mind the importance of 

financial knowledge and self-esteem as determinants 

of individual financial behaviour. Further, financial 

knowledge was divided into subjective and objective 

knowledge, and self-esteem was assumed to be related 

to financial behaviour both directly and indirectly (i.e., 

subjective knowledge). 

 

It is not an optimal behaviour for individuals to be 

aware of what they want to do; on the other hand, 

individuals do need a good grasp of objective financial 

knowledge (i.e., financial concepts) before they take an 

action [2]. The understanding of financial concepts 

and positive self-perception can play a key role in 

motivating behaviours as emotional resources [3]. 

With regard to personal finance, Brounen et al. [4] 

encourage households and individuals to take a more 

active approach. Therefore, for determining 

individuals' financial behaviour, their objective 

financial behaviour and self-esteem are very important. 

Somehow, studies related to financial behaviour 

having an association with self-esteem are limited. 

Further, studies that incorporated these variables (i.e., 

objective financial knowledge, self-esteem, and 

financial behaviour) in their research did not include 

all the variables in one model; it is therefore significant 

to incorporate them in one model. To fill this gap in the 

literature, rich data are required to measure the 

psychological traits, financial knowledge, and 

financial behaviour. 

 

Previous studies ignored the nature of financial 

knowledge when studying the link between financial 

knowledge and behaviour. That is, the knowledge can 

be objective financial knowledge (what an individual 

actually knows) or subjective financial knowledge 

(what an individual believes about knowing). Research 

demonstrated that even higher financial knowledge 

related to positive self-perception (subjective 

knowledge) may not hold objective financial 

knowledge, which may result in false movement of 

financial management [1, 19]. Thus, the two types of 

financial knowledge were included in this study. 

 

Financial knowledge was explicitly distinguished into 

objective and subjective, and how self-esteem 

influenced financial behaviour directly and indirectly 



International Journal of Management and Applied Science, ISSN: 2394-7926                                                 Volume-3, Issue-10, Oct.-2017 

http://iraj.in 

Importance of Financial Knowledge and Self-Esteem in Determining Individuals’ Financial Behavior 

 

47 

(subjective knowledge) was considered. Thus, this is 

the first study that incorporates the role of self-esteem 

in determining financial behaviour directly as well as 

indirectly through subjective financial knowledge. 

 

Based on a survey of university students, the current 

study identifies financial behaviour in China's 

consumer financial market. Our study's objectives are 

to examine and assess individuals' financial 

knowledge and self-esteem for determining their 

financial behaviour. Furthermore, the study aims to 

help educational institutions build advanced financial 

education platforms and enable financial firms to carry 

out applicable marketing activities that develop a 

competitive status in the financial market. 

 

II. RESEARCH HYPOTHESES 

 

In order to improve individuals' financial decisions, 

most financial education programs concentrate on the 

objective of financial knowledge. Previous studies 

demonstrated that objective financial knowledge has 

been positively linked with the financial behaviour of 

individuals [20, 15]. Conversely, there is another 

observation that good behaviour is not automatically 

the result of improved objective knowledge. According 

to this observation, financial knowledge, though 

important, is not enough to produce responsible 

financial behaviour of individuals [11, 12]. 

 

     H1: Objective financial knowledge will have a 

positive influence on individuals' financial behaviour. 

 

     H2: Objective financial knowledge will have a 

positive influence on individuals' subjective financial 

knowledge. 

 

An individual's general attitude towards him/herself is 

called self-esteem [21]. individual's overall 

self-perception can be described by his/her self-esteem 

and is also related to that individual's behaviour and 

outcomes, such as personal relationship, delinquency, 

school performance, and job success [3, 7]. Although 

there is not enough literature on the link between 

self-esteem and financial behaviour, there is still a 

reason to assume that responsible financial behaviour 

is driven by self-esteem. For instance, management of 

finance basically involves setting goals and achieving 

them.  

 

A prior study confirmed that individuals with high 

self-esteem achieve more goals, are involved in high 

level of goal pursuit, and are satisfied with higher 

levels of goal progress [6]. However, responsible 

financial behaviour also requires a coping ability and 

persistence towards financial management. Prior 

literature has evidently proven that individuals with 

high self-esteem persist more against challenges and 

threats as compared with those with low self-esteem 

and limited resources [3]. Further, individuals with 

high self-esteem also know when to quit and when 

further persistence could be a poor strategy [3]. 

 

In light of the above discussion, we concluded that 

high self-esteem can drive an individual to better 

manage his/her financial resources. Furthermore, 

Neymotin [18] found a strong positive relationship 

between self-esteem and various financial decisions. 

Although these studies proved the existence of a strong 

relationship between self-esteem and financial 

behaviour, they did not incorporate individuals' 

financial knowledge. Thus, this study is a step in this 

direction. 

 

     H3: Self-esteem will have a positive influence on 

individuals' financial behaviour. 

 

H4: Self-esteem will have a positive influence on 

individuals' subjective knowledge. 

 

Two dimensions of financial knowledge-subjective 

and objective knowledge-play a distinct role in 

influencing individuals' financial behaviour [1, 19]. 

Therefore, different people with different levels of 

objective financial knowledge could make different 

financial evaluations based on their knowledge. 

Therefore, for determining their financial behaviour, 

their subjective behaviour could be a strong influencer 

[8]. Previous studies ignored the importance of 

subjective and objective financial knowledge 

individually and hypothesized accordingly. 

 

Objective knowledge can be used to better explain 

the relationship between an individual's ability and 

financial behaviour, while subjective knowledge is 

more related to the individual's confidence and 

product-related experience, which is used by the 

individual for his/her ability to make financial 

decisions [8]. Similarly, we proposed that self-esteem 

as a key component of self-perception will have an 

influence on the individual's subjective financial 

knowledge. Further, individuals with higher subjective 

financial knowledge will engage in responsible 

financial behaviour even when they control their 

objective financial knowledge. 

 

H5: Subjective financial knowledge will have a 

positive influence on individuals' financial behaviour. 

 

III. METHODOLOGY  

 

The variables incorporated in the model were 

calculated from pre-existing marketing literature. The 

scale for the objective and subjective financial 



International Journal of Management and Applied Science, ISSN: 2394-7926                                                 Volume-3, Issue-10, Oct.-2017 

http://iraj.in 

Importance of Financial Knowledge and Self-Esteem in Determining Individuals’ Financial Behavior 

 

48 

knowledge was adapted from Lusardia and Mitchell 

[16], self-esteem was calculated with a four-item scale 

developed by Baumeister et al. [3], and financial 

behaviour was calculated with a four-item scale 

developed by Hilgent et al. [10]. 

 

Based on the abovementioned studies, a questionnaire 

was structured and a survey mechanism was 

administered to a sample size of 226 real consumers. 

Respondents were approached randomly and included 

those who passed the data compilation point on a 

pedestrian walkway of the metropolitan city of 

Chengdu, China. A random procedure was used to 

achieve the representation of the sample data of the 

participants with regard to gender.  The final sample 

obtained had the following composition: 54.5% males 

and 45.5% females.  All responses were measured on a 

7-point Likert scale (ranging from strongly disagree -1 

to strongly agree -7). 

 

Before launching the full questionnaire, it was 

pre-tested with 15 randomly chosen consumers, and 

this revealed no issues with the full-scale study. 

Structural equation modelling was used to analyse the 

theoretical model and the hypothesized relations 

between the constructs. 

 

This statistical technique is appropriate for this study 

as it (1) permits measurement of the relations between 

constructs in a holistic manner; (2) unambiguously 

estimates the measurement error by calculating the fit 

of the model; and (3) adopts a confirmatory factor 

analysis (CFA) of the data rather than an exploratory 

factor analysis [9]. We applied maximum likelihood 

estimation to obtain the estimates of different 

parameters on a covariance matrix using standard 

software (LISREL 8.80) [13] following a two-step 

process: (1) testing the measurement model (CFA) and 

(2) testing the structural regression (SR) model. 

 

IV. RESULTS (FACTOR ANALYSIS AND 

HYPOTHESIS TESTS) 

 

The final measurement model reported fit on the basis 

of fit statistics (Table 1). The exact-fit hypothesis is not 

discarded for the modified measurement model (χ2 

(89) = 152.65, p = .072), because the χ2 was found to 

be considerable and the sample size to the sensitivity of 

this index was found to fit as well [9]. All values fit at 

the generally accepted significant levels, and the 

output of the alternative fit indexes for the model are 

indicated as favourable: 

 

RMSEA = .028, SRMR = .032, CFI = .994, and NNFI 

= .992. 

Table 1: Results of the measurement model 

 
ᶸt values for the un-standardized answer are in 

parentheses 

ᵐItem fixed to scale 

A correlation matrix was estimated to test the general 

image of the associations among the constructs (Table 

2). Correlations among the latent constructs (e.g., 

self-esteem, subjective knowledge, and objective 

knowledge) were all positive and quite high. 

Remarkably, no correlation coefficient was above .47 

among financial behaviour and other latent constructs 

(e.g., self-esteem, subjective knowledge, and objective 

knowledge), which indicates a lack of 

multicollinearity in the data. 

 

The fit statistics of the final structural regression 

model indicated a good fit (χ2 (78) = 132.74, p = .15), 

and the overall outcomes prove that the detailed model 

indicates a good fit to the data (RMSEA = .025, SRMR 

= .034, CFI = .987, NFI = .965, and NNFI = .985). The 

fit statistics, standardized regression weights, and t 

values for the links are presented in Table 3. The 

relationships presented by all the hypotheses (H1, H2, 

H3, H4, and H5) are supported.  

 

The results show that individuals' self-esteem has a 

significant and positive affect on their financial 

behaviour (β = .88, t = 7.54, p < .001) and subjective 

financial knowledge (β = .59, t = 3.45, P < .001). On 

the other hand, objective financial knowledge is also 

significantly and positively related to financial 

behavior (β = .13, t = 2.70, p < .001) and individuals' 

subjective financial knowledge (β= .19, t = 2.99, p < 

.001). Lastly, individuals' subjective financial 

knowledge has a significant and positive relationship 

with their overall financial behaviour (β= .56, t = 3.26, 

p < .001). 

 

V. DISCUSSION AND CONCLUSION 

 

In order to promote responsible financial behaviour, 

educators and policymakers have initiated numerous 

programs in the past decade. They mostly emphasized 

circulating objective financial knowledge; however, 

recently, non-cognitive and psychological traits have 

also been recognized as important determinants for 
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explaining individual financial behaviour. Thus, the 

role of self-esteem was added in the proposed model. 

 

Simultaneously, the influence of objective financial 

knowledge on subjective knowledge and financial 

behaviour was also analysed. The results proved that 

the link from objective knowledge to financial 

behaviour could be both direct and indirect through 

subjective knowledge. 

 

The findings of this study have important implications 

for educators, government agencies, and policymakers 

for enhancing financial management productivity. 

Financial education programs should focus on both 

psychological traits and objective financial knowledge 

for the improvement of individuals' financial 

behaviour. To increase the awareness of potential 

hurdles, information regarding the 

socio-psychological features of financial behaviour 

could be delivered through financial literacy courses. 

 

Results also point out the significance of self-esteem 

and subjective financial knowledge association and 

their impact on financial behaviour. The efforts of 

business institutions, financial advisors, and educators 

to increase individuals' objective knowledge may result 

in inappropriate information and hurt the individuals' 

feelings. Thus, precise and necessary information 

along with a prestige touch is required. Objective and 

subjective knowledge are both important for 

individuals to manage their finance wisely and 

appropriately. 
                                         

 

Table 2: Correlation matrix 

             Self esteem Objective 

knowledge 

Subjective 

knowledge 

Financial 

behavior 

Self esteem                1.00    

Objective 

knowledge 

                 .38          1.00   

Subjective 

knowledge 

                 .34            .46       1.00  

Financial behavior                  .47           .35         .44       1.00 

 Table 3: Hypothesis results 

Hypotheses Expected sign Standard estimate t  value 

H1: Self-esteem → Financial behaviour + .88 7.54 

H2: Self-esteem → Subjective knowledge + .59 3.45 

H3: Objective knowledge → Financial behaviour + .13 2.70 

H4: Objective knowledge → Subjective knowledge + .19 2.99 

H5: Subjective knowledge → Financial behaviour + .56 3.26 

 

REFERENCES 

 
[1] C. T. Asaad, “Financial literacy and financial behavior: 

Assessing knowledge and confidence," Financial Services 

Review, vol. 24, pp. 101-117, 2015. 

[2] A. Bandura, “Self-efficacy mechanism in human agency," 

American Psychologist, vol. 37, no. 2, pp. 122-147, 1982. 

[3] R. F. Baumeister, J. D. Campbell, J. I. Krueger, and K. E. Vohs, 

“Does High Self-Esteem Cause Better Performance, 

Interpersonal Success, Happiness, or Healthier Lifestyles?"  

Psychological Science in the Public Interest, vol. 4, no. 1, pp. 

1-44, 2003. 

[4] D. Brounen, K. G. Koedijk, and R. A. J. Pownall, “Household 

financial planning and savings behavior," Journal of International 

Money and Finance, vol. 69, pp. 95-107, 2016. 

[5] S. Brown, and K. Taylor, “Household finances and the `Big Five' 

personality traits," Journal of Economic Psychology, vol. 45, pp. 

197-212, 2014. 

[6] A. Di Paula, and J. D. Campbell, “Self-esteem and persistence in 

the face of failure," Journal of Personality and Social Psychology, 

vol. 16, pp. 15-38, 2003. 

[7] F. Drago, “Self-esteem and earnings," Journal of Economic 

Psychology, vol. 32, no. 3, pp. 480-488, 2011. 

[8] L. Hadar, S. Sood, and C. R. Fox, “Subjective Knowledge in 

Consumer Financial Decisions," Journal of Marketing Research, 

vol. 50, no. 3, pp. 303-316, 2013. 

[9] J. F. Hair, W. C. Black, B. J. Babin, and R. E. Anderson, 

“Multivariate data analysis," 7th edition, Pearson Prentice Hall, 

Upper Saddle River, 2010. 

[10] M. A. Hilgert, J. M. Hogarth, and S. G. Beverly, “Household 

financial management: The connection between knowledge and 

behavior," Federal Reserve Bulletin, vol. 89, pp. 309-322, 2003. 

[11] E. Johnson, and M. S. Sherraden, “From financial literacy to 

financial capability among youth," Journal of Sociology and 

Social Welfare, vol. 34, no. 3, pp. 119-145, 2007. 

[12] J. E. Jones, “College students' knowledge and use of credit," 

Journal of Financial Counseling and Planning, vol. 16, no. 2, pp. 

9-16, 2005. 

 

[13] K. G. Jöreskog, D. Sörbom, “LISREL 8: structural equation 

modeling with the SIMPLIS command language," Lincolnwood, 

IL: Scientific Software International, 1989. 

[14] C. Strömbäck, T. Linda, K. Skagerlund, D. Västfjäll, G. Tinghög, 

“Does self-control predict financial behavior and financial 

well-being?" Journal of Behavioral and Experimental Finance, 

vol. 14, pp. 30-38, 2017. 

[15] A. Lusardia, and O. S. Mitchell, “Baby Boomer retirement 

security: The roles of planning, financial literacy, and housing 

wealth," Journal of Monetary Economics, vol. 54, no. 1, pp. 

205-224, 2007. 

[16] A. Lusardia, and O. S. Mitchell, “The economic importance of 

financial literacy: theory and evidence," Journal of Economic 

Literature, vol. 52, no. 1, pp. 5-44, 2014. 

[17] S. McNair, B. Summers, W.B. Bruin, and R. Ranyard, 

“Individual-level factors predicting consumer financial behavior 



International Journal of Management and Applied Science, ISSN: 2394-7926                                                 Volume-3, Issue-10, Oct.-2017 

http://iraj.in 

Importance of Financial Knowledge and Self-Esteem in Determining Individuals’ Financial Behavior 

 

50 

at a time of high pressure," Personality and Individual 

Differences, vol. 99, pp. 211-216, 2016. 

[18] F. Neymotin, “Linking self-esteem with the tendency to engage in 

financial planning," Journal of Economic Psychology, vol. 31, 

no. 6, pp. 996-1007, 2010. 

[19] A. M. Parker, W. B. Bruin, J. Yoong, and R. Willis, 

“Inappropriate Confidence and Retirement Planning: Four 

Studies with a National Sample," Journal of Behavioral Decision 

Making, vol. 25, no. 4, pp. 382-389, 2012. 

[20] C. A. Robb, and A. S. Woodyard, “Financial knowledge and best 

practice behavior," Journal of Financial Counseling and 

Planning, vol. 22, no. 1, pp. 60-70, 2011. 

[21] M. Rosenberg, C. Schooler, C. Schoenbach, and F. Rosenberg, 

“Global Self-Esteem and Specific Self-Esteem: Different 

Concepts, Different Outcomes," American Sociological Review, 

vol. 60, no. 1, pp. 141-156, 1995. 

[22] N. Tang, A. Baker, and P. C. Peter, “Investigating the Disconnect 

between Financial Knowledge and Behavior: The Role of 

Parental Influence and Psychological Characteristics in 

Responsible Financial Behaviors among Young Adults," The 

Journal of Consumer Affairs, vol. 49, no. 2, pp. 376-406, 2015. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 


