
Kavita CHAVALI, Prasanna MOHAN RAJ, Riyaz AHMED /  
 Journal of Asian Finance, Economics and Business Vol 8 No 2 (2021) 0273–0280 273273

Print ISSN: 2288-4637 / Online ISSN 2288-4645
doi:10.13106/jafeb.2021.vol8.no2.0273

Does Financial Behavior Influence Financial Well-being?

Kavita CHAVALI1, Prasanna MOHAN RAJ2, Riyaz AHMED3

Received: November 05, 2020 Revised: December 30, 2020 Accepted: January 08, 2021

Abstract

Financial behavior and financial well-being are two closely related aspects of an individual’s financial decision making. This study attempts 
to investigate the extent to which financial behavior influences financial well-being in the Indian scenario. The data is collected using a 
structured questionnaire from a sample of 150 respondents. The study employs Financial Management Behaviour Scale (FMBS) (Dew & 
Xiao, 2012) to measure financial behavior. Factor analysis and multiple regression are performed to find the influence of financial behavior 
on financial well-being. The findings of the study suggest that except for credit commitment all the other behavioral factors like future 
security, savings and investments, credit indiscipline, and financial consciousness have a significant impact on the financial well-being of 
an individual in the Indian scenario. The regression coefficients of financial well-being are strongly determined by financial consciousness. 
The study is a contribution to the existing behavioral studies literature and the model used identifies the factors that influence the financial 
well-being in the Indian scenario. The study is conducted during the year 2020, so the results could have been influenced by the economic 
scenario of the period. The results of the study can be used by financial advisors to understand the financial well-being in the Indian scenario.
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alternatives while making financial decisions, and investing 
in financial markets. 

Past research demonstrates that individuals engage 
in financial behavior and this behavior influences their 
financial well-being (Starobin et al., 2013; Gutter & Copur, 
2011). Individuals do not deliberately make bad financial 
decisions, and they experience regret while executing bad 
financial decision making. Behavioral heterogeneity is 
the reason for the differences in the financial decisions of 
individuals (Camilla et al., 2017). The research found that 
financial literacy enhances financial well-being (Bakar & 
Bakar, 2020; Fernandes et al., 2014), and numeric skills 
(Lusardi, 2012) influence financial behavior. Past research 
studies demonstrate that financial literacy is required while 
engaging in financial markets (Lusardi & Mitchell, 2011). 

Financial Literacy is the awareness related to financial 
issues (Hagadorn, 2017). Individuals around the world 
have difficulty in understanding financial markets (Lusardi 
& Mitchell, 2007). To engage with financial markets and 
to evaluate alternatives, financial literacy, and financial 
knowledge are required (Behrman et al., 2012). Studies 
show that financial literacy and financial knowledge result 
in higher levels of involvement with financial markets in the 
form of savings and better retirement planning (Lusardi & 
Mitchell, 2011)
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1. Introduction

According to the World Economic Outlook database 2020, 
India has a GDP of $2.94 trillion. This study throws light on 
the financial behavior of individuals in India, and the extent 
to which financial behavior influences the financial well-
being of individuals. Financial behavior is how individuals 
respond to the information obtained and take action in the 
form of decision making (Marsh, 2006). The measurement 
indicators for financial behavior are budgets, savings, setting 
financial goals, paying bills on time, considering several 
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2. Literature Review

2.1. Financial Behavior

Past literature identifies the factors that affect financial 
behavior such as financial literacy (Fazli et al., 2012; Arifin, 
2017; Susilowati et al., 2017; Mandell & Klein, 2009), financial 
socialization (Akben, 2015), financial attitude (Setiawati & 
Nurkhin, 2017), and self-control (Pirouz, 2009; Zulfaris et al., 
2020). There exist significant differences in financial behavior 
among people in different countries. (Stateman, 2008). 

Culture plays a vital role and is the reason for differences 
in financial behavior among different countries. Gathergood 
(2012) in his study ascertained that expenditure and savings are 
drivers for financial behavior. The multi-dimensional model 
developed by Dew & Xiao (2012) psychometrically validated 
is used in this study. The ‘Financial Management Behavioural 
Scale’ (FMBS) is based on assumption that individuals will 
adopt good financial management behaviors and the scale 
will measure the sound financial behavior exhibited by the 
respondents.  Xiao et al. (2009) in their study ascertained that 
individuals who display positive financial behaviors such 
as maintaining budgets, savings, avoiding risky financial 
decisions, controlling their expenses, and avoiding or indulging 
in compulsive buying have high financial well-being.

2.2. Financial Well-being

Financial well-being is defined as a sense of security in 
the future with proper money management in the present 
(Netemeyer et al., 2018). The way people feel about their 
financial situation is financial well-being. It is also about what 
extent people are confident about their financial decisions 
and their impact on their future. The American Psychological 
Association (APA) found that approximately three-quarters of 
adults are stressed about money and one-quarter experience 
high financial stress regularly for paying their bills and 
difficult situations in terms of expenses (APA, 2015).

According to the study of Mokhtar et al., (2020) 
respondents agreed that they practiced financial behavior 
such as reviewing and evaluating their expenses, set aside 
money for unexpected expenses, and achieved financial 
goals and in turn financial well-being. Financial well-being 
is dependent on the demographics and individual differences 
in people like optimism and pessimism (Hofferth, 2006; 
Kahneman & Krueger, 2006; Puri & Robinson, 2007; Strunk 
et al., 2006).  Financial well-being is perceived to result from 
financial knowledge, financial capability, and investing in 
financial products and plans (Bayer et al., 2009; Gerardi 
et al., 2010; Hung et al., 2009; Sabri & Zakaria, 2015). 
Financial well-being is having control over one’s finances, 
not feeling stressed and learning to live within one’s means, 
less dependence on debt, focus on the future, save and being 

able to afford expenses, being able to retire when desired 
(PwC, 2019). 

Financial well-being is about meeting financial 
commitments on time and having enough savings and 
resources to be able to cope with financial shocks. Financial 
well-being is a state of being wherein a person can fully 
meet current and ongoing financial obligations, can feel 
secure in their financial future and is able to make choices 
that allow them to enjoy life (Camilla et al., 2017). The 
variables used in the study to measure financial well-being 
are individuals’ secure feeling about the current financial 
situation, feeling of confidence regarding one’s future 
in financial terms, and feeling confident to fund one’s 
retirement. 

3. Research Methods and Materials 

This study contributes to the literature on behavioral 
finance by understanding the extent of the influence of 
financial behavior on financial well-being in the Indian 
scenario. The questionnaire is prepared using Financial 
Management Behavioural Scale proposed by Dew & Xiao 
(2012). A pilot survey questionnaire was sent to 30 sample 
respondents. From the collected data set, the sample size is 
determined statistically as 145. 

An online survey questionnaire is sent to 200 samples, 
out of which 150 respondents filled the survey and the 
responses were used for the analysis. The questionnaire is 
tested for its reliability. The internal consistency of items 
within a factor is determined through Cronbach’s alpha.  The 
reliability coefficient is 0.8 which means the financial well-
being factor has satisfied the norms of internal consistency. 
The objectives of the study are to examine various factors 
influencing financial behavior and to examine the influence 
of financial behavior on financial well-being in the Indian 
scenario.

The following hypotheses are formulated for the study:

H1: There is no association between future security and 
financial well-being

H2: There is no association between saving and 
investment and financial well-being.

H3: There is no association between credit indiscipline 
and financial well-being.

H4: There is no association between financial 
consciousness and financial well-being.

H5: There is no association between credit commitment 
and financial well-being.

4. Results and Discussion

A sample size of 150 respondents filled the questionnaire. 
The socio-demographic profile of respondents is as follows. 
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A higher percentage of respondents (51.4%) are female and 
48.6% are male. Out of the 150 respondents, 72.6 percent 
fall into the age group between 21 – 30 years, 20 percent 
of the respondents are between 31 – 40 years, 6 percent of 
the respondents are between 41 – 50 years, and 1 percent 
of the respondents are above 50 years. 70.6 percent of 
the respondents are graduates and 28 percent of them are 
postgraduates and the remaining 1.4 percent are qualified 
only up to higher secondary level. The majority (75.3 
percent) of the respondents earn a monthly income between 
Rs. 20,000 – Rs.50,000, 12.6 percent of the respondents 
earn between Rs.50,001 – Rs.100,000, From the data, it is 
found that the sample characteristics are best suited to study 
financial behavior.

4.1.  Measurement of Financial Management 
Behaviour Scale (FMBS)

FMBS is used to measure financial behavior and is 
validated using Factor Analysis. To reduce the fifteen 
variables to similar constructs and to extract factors, the 
Principal Component Analysis (PCA) method is used. PCA 
attempts to explain the maximum amount of variance by 
the minimum number of underlying factors. Variables with 
factor loadings of higher than 0.5 are grouped under one 
factor. Varimax rotation is used to summarize the factors.  
The factors having Eigenvalues greater than unity are 
considered.

Table 1 KMO (Kaiser – Meyer – Olkin) measures 
explaining sampling adequacy is 0.721 and is adequate to 
conclude.

Table 2 shows the factor loadings of all the fifteen 
factors. Other than three factors all the others have good 
factor loadings.

Table 3 explains the total variance. There are five 
major factors extracted with a 60.162 percent cumulative 
percentage of variance.

The fifteen variables from FMBS comprise various 
aspects of financial behavior. They are regrouped into 
five factors like future security, savings and investments, 
credit indiscipline, financial consciousness, and credit 
commitments. Variables with the highest factor loadings are 

grouped into five major factors extracted. They are Future 
Security, Savings and Investments, Credit Indiscipline, 
Financial Consciousness, and Credit Commitment. All 
variables have factor loading greater than 0.5 except one 
variable, ‘paid all your bills on time’. There is a sense of 
credit indiscipline observed in millennials which resulted in 
a drastic change in the financial behavior exhibited.  As per 
the CIBIL Report in 2019, it should be noted that the number 
of millennial loans increased by 58 percent as against a 
14 percent growth in the non-millennial segment and that 
there have been concerns about the financial behavior of the 
millennial segment on their overdependence on debt. This 
is in line with the research conducted by (Achtziger et al., 
2015; Miotto & Parente, 2015; Stromback et al., 2017). Past 
research points to the role of credit indiscipline and lack of 
self-control on spending among the millennial.

Table 1: KMO and Bartlett’s Test

Kaiser-Meyer-Olkin Measure of Sampling 
Adequacy.

0.721

Bartlett’s Test of 
Sphericity

Approx. Chi-Square 518.255

Df 105
Sig. 0

Table 2: Principal Component Analysis
Communalities

 Initial Extraction
I compare products or services 
when I shop

1 0.606

I paid all my bills timely 1 0.388
I keep a written record of my 
expenses

1 0.476

I spend keeping my budget in mind 1 0.583
I clear all my credit card balance 
regularly every month

1 0.814

I have exceeded the maximum limit 
on credit cards

1 0.651

I made very few minimum payments 
on my loan

1 0.552

I maintain money for an emergency 
in an account 

1 0.683

I save money every month from my 
salary

1 0.699

I save money for future financial 
goals 

1 0.554

I have contributed money to my 
retirement 

1 0.527

I invested in bonds, stocks, or 
mutual funds

1 0.425

I purchased an adequate health 
insurance policy for myself

1 0.700

I have purchased adequate property 
insurance 

1 0.604

I have invested in life insurance 
products

1 0.764
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Table 3: Total Variance

Component

Initial Eigenvalues
Extraction Sums of Squared 

Loadings
Rotation Sums of Squared 

Loadings

Total
% of 

Variance
Cumulative 

% Total
% of 

Variance
Cumulative 

% Total
% of 

Variance
Cumulative 

%
1 3.576 23.837 23.837 3.576 23.837 23.837 2.831 18.876 18.876
2 1.74 11.6 35.437 1.74 11.6 35.437 2.021 13.47 32.346
3 1.511 10.076 45.513 1.511 10.076 45.513 1.657 11.048 43.394
4 1.144 7.627 53.139 1.144 7.627 53.139 1.428 9.523 52.917
5 1.053 7.022 60.162 1.053 7.022 60.162 1.087 7.245 60.162
6 0.948 6.319 66.481
7 0.873 5.817 72.298
8 0.819 5.461 77.76
9 0.733 4.884 82.644
10 0.629 4.193 86.836
11 0.565 3.765 90.601
12 0.499 3.327 93.929
13 0.342 2.278 96.207
14 0.333 2.218 98.424
15 0.236 1.576 100

Table 4: Rotated Component Matrix
Factors

 
Component

1 2 3 4 5

Future Security

I have invested in life insurance products 0.857
I purchased an adequate health insurance policy for myself 0.816
I have purchased adequate property insurance 0.705
I have contributed money to a retirement account 0.662
I save money for future financial goals 0.500 0.484

Savings and 
Investments

I maintain money for an emergency in an account 0.82
I save money every month from my salary 0.748
I invested in  bonds, stocks, or mutual funds 0.513

Credit Indiscipline

I have exceeded the maximum limit on credit cards 0.800
I made very few minimum payments on my loan 0.718
I paid all my bills on time -0.473

Financial
Consciousness

I keep a written record of my expenses 0.675
I spend keeping a budget in mind 0.672
I compare products or services when I shop 0.343 0.501 0.403

Credit 
Commitment

I clear all my credit card balance regularly every month 0.873

Extraction Method: Principal Component Analysis. 
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4.2. Measurement of Financial Well-being

The regression model is developed to measure financial 
well-being which is a multi-dimensional construct. The 
objective of the model is to examine the influence of 
the financial behavior of individuals on financial well-
being. The model of financial well-being is developed 
based on the five factors derived from the factor analysis 
of FMBS. Factor scores of five factors reflecting FMBS 
are considered as the independent variables and financial 
well-being is taken as a dependent variable. It is measured 
on a 5 point Likert scale. The regression model can be 
developed by assuming a linear relationship among these 
constructs.

 Y b b x b x b x e
i 1 i1 2 i2 m im i
= + + + + +

0
..

Where b1,b 2 ….bm are partial regression coefficients.
x1, x2 … x m are the variables influencing financial 

well-being. These variables depict five factors of 
financial management behavior. They are Future Security, 
Savings and Investments, Credit Indiscipline, Finance 
Consciousness, and Credit Commitment. The R2 is used 
to assess the overall predictive fit of the model. The 
derived Adjusted R2 is 0.678 and the model is statistically 
significant.

The model can be expressed,

 Y b b x b x b x b x b x
i 1 1 2 2 3 3 4 4 5 5
= + + + + +

0

Y = Financial well-being, x1 = Future Security, x2 = 
Savings and Investments, x3 = Credit Indiscipline, x4 = Finance 
Consciousness, x5 = Credit Commitment

where b1 and b2 are partial regression coefficients.

Y x x x x
x

=0.887 +  -  

 

0 275 0 209 0 2 0 329

0 152

1 3 4

5

2
. . . . .

.

+ +
+

Financial well-being = 0.887 + 0.275 * future security + 
0.209 * savings and investments

– 0.200* credit indiscipline + 0.329 * financial 
consciousness + 0.152 * credit commitment.

In Table 6 the regression coefficients of financial well-
being are strongly determined by financial consciousness. It 
is observed that future security, savings, and investments also 
have an impact on the financial well-being of an investor. As per 
the findings in Table 6, credit indiscipline has a negative impact 
on financial well-being. The finding of the study is in line 
with the Aegon Center for Longevity and Retirement Report. 
As per the report, the global average on the Aegon Retirement 
Readiness Index (ARRI) is 5.9 whereas India scored above 7.3. 
According to the Aegon Center for Longevity and Retirement 
Report, the global statistics of working people who save for 
future retirement is 39 percent compared to India which is much 
higher at 55 percent.

The multiple regression analysis results are as below:
Independent variables Future security (b=0.275 t-value= 

2.987, p < 0.05), savings and investments (b=0.209 t-value = 
2.27, p< 0.05), credit indiscipline (b= - 0.2, t-value= -2.174, 

Table 5: Regression Analysis

ANOVA
Model Sum of Squares Df Mean Square Sig.

1
Regression 43.217 5 21.643 .000a

Residual 181.457 144 1.26
Total 224.673 149

a. Predictors: (Constant), Future Security Savings and Investments, Credit Indiscipline, Finance Consciousness, Credit 
Commitment

b. Dependent Variable: Financial well-being mean score
Model Summary

Model R R Square
Adjusted 
R Square

Std. Error of 
the Estimate

Change Statistics
R Square 
Change F Change df1 df2

Sig. F. 
Change

1 .739a .632 0.678 0.423 0.192 6.859 5 144
a. Predictors: (Constant), Future Security Savings and Investments, Credit Indiscipline, Finance Consciousness, Credit 

Commitment
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p < 0.05), financial consciousness (b= 0.329, t-value = 
3.575, p <0.05), are significant in explaining variations in 
financial well-being. But, credit commitment does not have 
the significant relationship with individual’s financial well-
being. (b=0.209 t-value = 2.27, p=0.102, > 0.05).

The results of hypothesis testing are that there is an 
association between future security (H1), savings & investment 
(H2), credit indiscipline (H3), financial consciousness (H4), 
and financial well-being but there is no association between 
credit commitment (H5) and financial well-being.

 These variables have an impact on an individual’s 
financial well-being. The model also shows the negative 
impact of credit indiscipline on individuals’ well-being. 
Credit discipline, including paying all your bills on time 
and not exceeding the maximum credit limit by having self-
control will improve an individual’s financial well-being in 
the Indian context. This study also paves the way for future 
research to explore the in-depth relationship between credit 
commitment and financial well-being.

5. Conclusion 

The present study is conducted in a highly emerging 
economy like India to understand the financial behavior 
of individuals and attempts to empirically test the extent 
to which financial behavior influences the financial well-
being of individuals in India. Data was collected using a 
structured questionnaire from a sample of 150 respondents. 
FMBS developed by Dew & Xiao (2012) is used to measure 
financial behavior. PCA is used to extract the factors. 
Multiple regressions are performed to find the impact of 
factors of financial behavior on financial well-being. The 
results reveal that except for credit commitment all the other 
four behavioral factors like future security, savings and 
investments, credit indiscipline, and financial consciousness 
have an impact on the financial well-being of individuals 
in India. The results of the study can be used by financial 

advisors to understand the individuals’ financial well-being 
in the Indian scenario. The study is conducted during the 
year early 2020, so the results could have been influenced by 
the economic scenario of the period.
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