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ABSTRACT 

 
Using the pilot survey data on "Measuring financial literacy" in 2010 from OECD (International 
Network for Financial Education, INFE), this paper aims to investigate the influence of socio-
demographic and financial knowledge factors on four selected financial management practices of 
Malaysians.  The four types of financial management practices are: whether the individual plans a 
budget, lives within their means, is prepared for income shock and owns an insurance policy. These 
four financial management practices are used to measure individuals' overall financial management 
behaviour. The measurement of financial management behaviour is divided into three levels 
depending on the type of financial management practices carried out by individuals. Ordered probit 
is used to determine socio-economic factors that are significant in explaining the varying 
differences in the financial management behaviours among Malaysians.  The paper also identifies 
the financial knowledge gaps and investigates the levels of financial knowledge of Malaysians.  
While the majority of Malaysians show an average level of financial knowledge and plan their 
budget, many are financially unprepared for income shock and unexpected circumstances.  The 
findings show that ethnicity, income, gender, regularity of income, education, age and financial 
knowledge have significant effect on individuals’ financial management behaviour.  The findings 
have implications for regulators, financial educators and consumer groups in their efforts to 
enhance individuals’ financial management behaviour.   
 
Keywords: Emergency Saving; Financial Capability; Financial Knowledge; Living within One's               

 Means; Personal Finance. 
 
 

1. INTRODUCTION 
 
In recent years, there has been greater emphasis on empowering consumers with adequate 
financial knowledge and to enhance their financial capabilities as consumers are 
confronted with an increasing number of complicated financial decisions.  This is due to 
several factors.  Firstly, consumers are presented with a wider array of financial 
instruments and investments opportunities to manage their wealth.  Secondly, the easier 
access to credit via credit cards and low interest rate pre-approved personal loans pose 
strong temptations for consumers to spend beyond their means.  Thirdly, longer life 
expectancy and the erosion of the traditional family support mechanism require 
consumers to become increasingly responsible for their own financial security after 
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retirement.  All these demand skills in financial decisions and financial judgement 
(Lusardi and Mitchell, 2014; Lusardi, 2008).  
 
Adequate financial knowledge is required to provide consumers the skills needed to make 
sound financial decisions.  Given the importance of financial knowledge, several financial 
literacy surveys have been carried out in various parts of the world to gauge consumers’ 
level of financial literacy.  It is found that there exist variations in the average level of 
financial knowledge in different countries.  Further, there is mounting evidence that 
financial knowledge play an effective role in shaping an individual’s financial decision 
making, such as retirement planning, stock market participation and investment (Mandell 
and Klein, 2007; Lusardi, 2008; van Rooij et al., 2007; Fox et al., 2005; Hilgert et al. 
2003).  In short, highe7r levels of financial knowledge contribute to asset building and 
better debt management.  However, it is acknowledged that financial knowledge alone is 
not the sole contributory factor to poor financial decisions.  Other factors such as 
consumers’ socio-demographic factors, behavioural attributes and financial attitudes play 
important roles too. 
 
 In 2010, Malaysia together with 13 other countries participated in the Organisation for 
Economic Cooperation and Development (OECD) International Network on Financial 
Education (INFE) pilot study on Measuring Financial Literacy. The data obtained 
constitute one of the most comprehensive and recent collections of data on the status of 
financial literacy and financial management behaviour among Malaysians.  So far, related 
studies on the financial well-being of Malaysians are focused on selected groups of 
individuals such as the old (Chan, 2012; Jariah et al., 2012; Chan et al., 2010) and the 
youth (Sabri et al., 2012a, 2012b, 2010; Dahlia et al., 2009) rather than examining 
Malaysians across all age groups.  
 
There is growing concern on the the lack of good financial management practices among 
Malaysians.  For example, the sustainability of household debt is in question as almost 
half of a household’s disposable income goes to debt repayment.   The debt service ratio 
(ratio of debt payments to disposable income) has risen from 39.1% in 2006 to 44.2% in 
2014 (Bank Negara Malaysia, 2015) while the household debt to GDP ratio of 89.6% in 
2015 is the highest among its neigbouring country in the region (Bank Negara Malaysia, 
2016).  In addition, Bernama (2016) reported that a total of 700,000 Malaysians from all 
walks of life approached the Credit Counselling and Management Agency (AKPK) since 
its establishment in 2006 and of which, 135,000 were enrolled in the debt management 
program (Bernama, 2016). Furthermore, Bernama (2016), also pointed out that among 
those who were enrolled in the debt management program, 23% are due to poor financial 
management and lack of discipline in spending, 16% due to business failures and 11% are 
due to poor credit card management. According to the Malaysian Department of 
Insolvency (2016), among the 19,575 bankruptcy cases reported in the year 2012, 20.9% 
(4,100) are those below 34 years old and those aged between 35 to 44 years old make up 
the highest percentage of total personal bankruptcy (36.6%; 7164). Despite the efforts by 
the government and especially Bank Negara Malaysia in conducting various financial 
education and outreach programmes such as DuitSaku and Power! and the establishment 
of a Credit Counselling and Debt Management Agency, the problems arising from poor 
financial management among individuals continue to escalate.   Hence, the participation 
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of Malaysia in the OECD (INFE) pilot study of 2010 is timely and a study to examine 
individual’s financial management practices among Malaysians is warranted.  
 
In view of the aforementioned issues, this study aims to examine the level of financial 
knowledge among Malaysians, to identify specific knowledge gaps and to investigate the 
effects and magnitude of socio-economic determinants of financial management 
behaviour among Malaysians.  A better understanding of the significance and magnitude 
of these factors may help financial educators and regulators to have a more effective grasp 
on ways to reach out to the various groups of individuals.   
 
 

2. INSIGHTS FROM LITERATURE 
 

There are several models of measuring good financial management practices.  For 
example, based on the Financial Services Authority (FSA) of United Kingdom, the four 
different aspects of financial management behaviour assessed are ability to manage 
money, plan finances ahead, make informed choices and ability to seek help from the right 
sources (Kempson et al., 2005).  Quite similar to the FSA’s model, The Financial 
Regulator of Ireland’s (2009) four key areas that defines good financial management 
practices are money management which includes making ends meet and keeping track of 
money, planning ahead, choosing products and staying informed.   According to Kempson 
et al. (2013) on the World Bank Study in collaboration with the Russia Trust Fund of 
Financial Literacy and Education, The World Bank has identified ten components of 
financial behaviour and these components are comparable across countries.  The ten 
behavioural components are budgeting, living within means, monitoring expenses, using 
information, not overspending, covering unexpected expenses, saving, attitude toward the 
future, not being impulsive and achievement orientation.   
 
Existing studies on good financial management behaviour tend to examine the effects of 
individual characteristics on selected key behaviour separately.  For example, in a study 
by the Financial Regulator of Ireland (2009) where four key behaviours are selected to 
characterise good financial management, the analysis of the determinants is based on each 
behaviour rather than analysing the determinants for overall financial management 
behaviour.  In that study,  it is found that those under 40 years old are less capable of 
planning ahead and worse off in making ends meet than those over 40 years old while 
tertiary educated individuals tends to have a higher score in planning ahead than those 
with primary or secondary education only.  In a separate study across low and middle 
income countries conducted by the World Bank (Holzmann et al., 2013), explanatory 
variables consisting of socio-economic factors are examined on the extent of their effects 
on each of the behavioural components.  Among the significant findings is that women 
play a significant role in budgeting and saving decisions compared to men.  However, 
there are heterogeneity effects of education and income groups across the various 
behavioural components.  For example, those with tertiary education compared to those 
with secondary education are more likely to do budgeting and live within their means, 
while those with primary education are less likely to monitor their expenses and do not 
have enough funds to cover unexpected expenses compared to those with secondary 
education.   
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In the Malaysian context, studies on financial management behaviour and financial well 
beings are generally focused on selected groups of individuals.  For example, in the study 
on older adults,  Chan et al. (2010)  found that while males and females have similar 
financial behaviour such as being weaker in investment and credit management but better 
in planning and cash management, men generally have higher mean score than female 
when computing the overall financial management behaviour among the two genders.  
Similarly, Jariah et al. (2012) who also studied the older population found that males score 
higher in good financial management practices.  Furthermore, Jariah et al. (2012) found 
that more than half of their sample respondents budget their expenses but at the same time, 
more than half of them spend more than what they have.  There were ethnic and education 
differences in the financial management behaviour among the older population whereby 
the Chinese were better in investing their savings and those who attained higher education 
have better financial management practices.  Anthony and Sabri (2015) analysed financial 
management practices among medical practitioners in Malaysia.  The financial 
management practices that were analysed were cash management practice, credit 
management practice, retirement and estate management practice, risk management 
practice and general financial management practice. It was found that only a small fraction 
of medical practitioners (35%) practice favourable financial management practice and 
only 45% of the medical practitioners practice positive cash management practice. 
Retirement and estate management practice are the most neglected aspect of financial 
management practice among the medical practitioners.  A study of financial well being 
among public sector employees was conducted by Mokhtar et al. (2015).  The study found 
that socio-demographic factors were not significant predictors of financial well being 
among the public sector employees.  The financial well being in the study were measured 
based on several aspects including the ability to fulfil monthly financial commitments, 
having emergency funds and sufficient retirement savings, respondents' sentiments 
towards their current financial status and etc.  However, in general, it was found that there 
is weak saving habit among the public sector employees and they were more inclined to 
spend beyond their means.   In a study on the financial well being of young workers aged 
40 years old and below, Sabri and Zakaria (2015) found that female, being married and 
those earning above RM3,500 are financially better off.  Furthermore, the study highlights 
the significance of good financial management practice particular money management 
and planning ahead contributes positively to an individual financial well being.   
 
As mentioned, there is mounting evidence that financial literacy equips individuals with 
skills to manage their finances effectively and responsibly.  Other existing financial 
capability and financial literacy survey studies aim to measure the relationship between 
selected financial behaviour and financial knowledge (van Rooij et al., 2012; Klapper et 
al., 2012; Huston, 2010)  and to understand certain behaviours related to the use of 
financial products (Banco de Portugal, 2010; and Australia and New Zealand Banking 
Group, 2011).  Financial literacy focuses on individual’s numeracy skills and financial 
knowledge. To differentiate the individuals’ level of financial knowledge, Lusardi and 
Mitchell (2009) and Lusardi (2008) have divided the the financial knowledge questions 
into basic and sophisticated literacy questions.  Basic financial literacy questions relates 
to understanding of concepts such as inflation, interest compound and time value of 
money while sophisticated financial literacy questions refers to questions that assess 
individual’s knowledge on the functioning of stock market, the risk-return relationships 
and risk diversification.  Overall, many of the financial knowledge questions used in the 
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financial literacy surveys are modified and adopted from Lusardi and Tufano (2009), 
Lusardi and Mitchell (2009) and Lusardi (2008). Measuring financial literacy is rather 
straight forward compared to measuring capable financial management practices.   
 
In a departure from the existing studies particularly in the case of Malaysian studies which 
focuses on the financial well being and financial management practices of selected groups 
of individuals, this paper will shed insights on the financial management behaviour of 
Malaysians from all walks of life.  Furthermore, this paper also measures the overall 
financial management behaviour of an individual and not selected financial behaviour 
only unlike existing papers.  This gives an overall picture of the financial management 
behaviour of Malaysians.  Furthermore, the study utilise a nationwide financial literacy 
survey which is part of the OECD (INFE) pilot study on measuring financial literacy.  
Hence, the results can be compared and used by researchers from other  participating 
countries of the OECD (INFE) survey.     
 
Based on the existing operational measurement for good and capable financial 
management behaviour and due to the availability of data, the analysis on good financial 
management behaviour among Malaysians in this paper focuses on four key financial 
management practices, namely budgeting, living within means, income sustainability 
(preparedness for income shock) and having an insurance policy (covering unexpected 
expenses).  
 
 

3. METHODOLOGY AND DATA 
 

3.1. Econometric specification  
 
The dependent variable in this study is the level of financial management behaviour 
measured by the number of positive financial management practices carried out by an 
individual. The strength of an individual’s financial management behaviour increases with 
the number of positive financial management practices carried out by an individual. Given 
that the level of financial management behaviour is categorical and ordinal with a clear 
ordering, ordered probit is an appropriate statistical model to explain the ordinal variations 
of the financial management behaviour levels (McCullaph, 1980; McKelvey and Zavoina, 
1975).  
 
A total of four financial management practices are used to measure an individual's level 
of financial management behaviour (budgeting, living within means, income 
sustainability and having an insurance policy). The specific question asked for each of the 
financial management practices is: 
 

For budgeting: Do you have a household budget? 

For living within means: Sometimes people find their income does not quite cover 
their living costs.  In the past 12 months, has this happened to you? 

For sustainability of funds: If you lost your main source of income, how long could 
you continue to cover your living expenses for, without borrowing any money or 
moving house?  
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For having an insurance policy: Do you currently own insurance?  
 
A score of 1 is given to those who answer ‘yes’ for each of the financial management 
practice such as; having a budget, their income has been able to cover their living cost in 
the past 12 months, owning an insurance policy and are able to cover living expenses for 
three months and more if they lose their main source of income.  In other words, if an 
individual does not practice any of the financial management behaviour, a score of “0” is 
given.   
 
Furthermore, as the importance of each of this financial management practice varies in 
terms of its demand on individual's discipline and capability, different weights are 
assigned.  Funds sustainability is given the highest weight where its score is multiplied by 
the value 4, followed by living within means where its score is multiplied by the value 3, 
budget’s score is multiplied by 2 and finally, ownership of an insurance policy’s score is 
multiplied by 1.  Therefore, if an individual practices all four financial behaviours, then a 
full score of 10 will be given while if an individual fails to practice any of the financial 
behaviour, then the individual would have a score of 0.   In other words, the values of the 
financial management behaviour score range from 0 to 10 )100(  C , where C refers to 
the financial management behaviour score.   
 
The dependent variable of the level of financial management behaviour in the ordered 
probit model is characterised as follows: 
 

Poor:  has a financial management behaviour score of 0 to 3  )30(  C  
Moderate: has a financial management behaviour score of 4 to 6 )64(  C  
Good: has a financial management behaviour score of above 7 )107(  C  

 
Financial management behaviour is given a value 1, 2 and 3 which indicates weak, 
moderate and good levels of financial management behaviour.  
 
The ordered probit (OP) model is usually justified on the basis of a latent variable, i.e. a 
variable that is not directly observed but rather inferred from other variables that are 
observed (directly measured). In general, the ordered probit model is written as: 

  xy '*   (1) 

where y* is the latent and continuous measure of financial management behaviour levels 
coded as  1, 2 and 3; ’ is the vector of estimated parameters and x is the vector of 
explanatory variables;  is the error term )1,0(~ Nε  with cumulative distribution denoted 
by )(Φ   and density function denoted by )(φ .  
 
The observed and coded discrete financial management behaviour level, y, is derived from 
the model as follows: 

y* = 1 (poor) if 1* y   (2) 

y* = 2 (moderate) if 21 *   y   (3) 
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y* = 3 (good) if 2* y  (4) 

1, 2 and 3 are threshold variables in the probit model. The threshold variables are 
unknown and determine the maximum likelihood estimation procedure for the ordered 
probit. Given the cumulative normal function, the probability for each level of financial 
management behaviour is derived from (2)-(4) respectively.  For example, the probability 
of having a moderate financial management behaviour is:  

)'()'()2Pr( 23 xxy    (5) 

Using the maximum likelihood estimates, the marginal effects of explanatory variables 
are derived by differentiating the category probabilities, such as (5).  Hence, the marginal 
effects of factors on the probability of having a moderate financial management behaviour 
can be evaluated in the following way:  

     xx
x

yob
''

)2(Pr
23 




 (6) 

For discrete explanatory variables, the marginal effects of the explanatory factors on the 
probability of the levels of financial management behaviour is taken as the differences 
between the predicted probability when variable x takes the value 0 and the predicted 
probability when the variable x takes the value 11.   
 
3.2. Data 
 
The data used is taken from the OECD (INFE) pilot survey on ‘Measuring Financial 
Literacy’ which was conducted in 2010.  The data were obtained from the Central Bank 
of Malaysia.  The survey was carried out nationwide, covering Peninsular Malaysia and 
East Malaysia. The sample was stratified according to age, gender, income group, state 
and ethnic group. Of the total sample size of 1,046, this study utilises information 
collected from 990 respondents only, as there was incomplete or missing information for 
the rest of the respondents.  
 
The survey comprises questions on financial knowledge, behaviour, and attitudes relating 
to various aspects of financial literacy including budgeting, money management, short- 
and long-term financial planning and financial product choice. Questions on the socio-
demographic details of respondents are also included in the survey.  
 
3.3. Variables 
 
The explanatory variables consist of the individual's socio-economic characteristics and 
the level of the individual's financial knowledge score. The socio-economic 
characteristics follow the typical variables in the existing literature such as gender, income 
group, ethnicity, marital status, age group, education and homeownership.   

                                                                 
1 For example, the marginal effects for a dummy variable, such as Chinese on the probability that y=1, is the 

difference between the predicted probability when Chinese = 0 and the predicted probability when Chinese = 1.   
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Ethnicity in this study includes the three main ethnic groups in Peninsular Malaysia, 
namely Malays, Chinese and Indians, as well as the various ethnic tribes in East Malaysia, 
categorised as East Malaysian Bumiputeras.  As the reliability of income can have a 
significant impact on a household’s financial welfare, an additional variable on the 
reliability of income was added to the socio-economic and demographic variables and 
divided into three groups: regular income, seasonal income and irregular income. The 
description of this variable is defined in Table 1.  
 
Consumers’ financial knowledge is gauged using a set of ten questions that assess their 
numeracy skills (simple division) and knowledge of selected financial concepts (such as 
computation of interest and compound interest, time value of money, definition of 
inflation, relationship between risk and returns, and diversification).  A full score implies 
that a respondent has successfully answered all ten questions correctly, while a zero score 
indicates that a respondent could not answer a single question correctly. The score 
obtained is used as a proxy for respondents’ financial knowledge.   
 
3.4. Characteristics of survey respondents 
 
Sample statistics of variables are provided in Table 1.  Of the sample of 990 respondents, 
375 (37.8%) have poor financial management behaviour, 457 (46.2%) and 158 (15.9%) 
have moderate and good financial management behaviour respectively.  
 
The overall sample ethnic breakdown consists of 498 (50.3%) Malays, 303 (30.6%) 
Chinese, 93 (9.4%) Indians and 96 (9.7%) East Malaysian Bumiputeras.  While the 
Malays make up 50.3% of the overall total sample, 56.8% of those who have poor 
financial management behaviour are Malays.  On the other hand, while Chinese make up 
30.6% of the total overall sample, 37% of them make up those who have good financial 
management behaviour.  Income groups are divided into three categories which follows 
approximately the definition used by the 11th Malaysia Plan2.  Low income group make 
up 60.6% of the total sample while only 5.5% of the sample falls into the high income 
group category.  It is found that low income make up 70.3% of those with poor financial 
management behaviour and this is above the average total sample of low income earners 
(60.6%).  On the other hand, 24% and 2.9% of those with poor financial management 
behaviour are middle income and high income earners respectively.  Those whose income 
receipt is regular and predictable are more likely to have good financial management  
behaviour whereby, they make up 70.2% of those in that category.  Furthermore, tertiary 
education promotes good financial management behaviour.  Although those who have 
tertiary education make up only 29% of the total sample, 45% of those with good financial 
management behaviour have tertiary education.  On the contrary, while those who have 
only secondary education make up 57.9% of the total sample, they account for 46.8% of 
those with good financial management behaviour. Lastly, it is observed that higher 
financial knowledge score contributes to better financial management behaviour.  

                                                                 
2 The categorization used is an approximation of the income classification in 11th Malaysia Plan (Economic 

Planning Unit, 2015: p3-22). In the 11th Malaysia Plan, low income refers to household with income below 

RM3,855, middle income refers to household earning between RM3,855 to RM8,315 while high income 

refers to household above RM8,315.  However, the highest income classification in the survey data refers to 

household earning above RM7,000.  This category is referred to as the high income in this study.  
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4. EMPIRICAL ANALYSIS 
 
4.1. Financial knowledge 
 
There are a total of 10 financial knowledge questions and only 38 respondents (3.6%) 
from the total sample size obtained a perfect score of 10.  The modal score is 7 with 21.7% 
or 227 respondents obtaining this score.  The average financial score rounding off to the 
nearest score among the participating respondents in this survey is 6.  Among the countries 
that participate in the OECD (INFE) Pilot Study on Measuring Financial Literacy in 2010, 
Malaysia is classified as having higher than average financial knowledge score alongside 
with countries such as United Kingdom, Czech Republic, Germany, Estonia, British 
Virgin Island and Ireland (Atkinson and Messy, 2012).  Overall, majority of the Malaysian 
respondents (69.7%) scored above 5.  Figure 1 shows the distribution of the financial 
knowledge scores obtained by the respondents.  
 

Figure 1:  Distribution of financial knowledge scores 

 
 
Figure 2 details the responses given to each of the financial knowledge questions and each 
question focuses on different aspects of financial knowledge.  This gives an insight on 
respondents’ relative strength and weaknesses in their financial knowledge on various 
financial concepts. The majority of the respondents display numerical skills as 94.2% of 
them are able to do simple mathematical division.  On the other hand, the majority of the 
respondents (64.6%) gave a wrong answer regarding interest paid on a loan.  The question 
given was as follows: ‘You lend RM25 to a friend one evening and he gives you RM25 
back the next day. How much return has he paid on this loan?’  Only 29.8% of the 
respondents were able to answer it correctly while 5.5% admitted that they do not know 
the answer to the question.  Generally, respondents show weakness in questions relating 
to interest rates which include calculation of interest and compound interest.  Of the 
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respondents, 53.8% and 44.11% were able to correctly answer the questions on interest 
calculation and compound interest respectively.   Furthermore, respondents also have 
rather a low level of knowledge on the benefits of diversifying risk by holding a wide 
range of stocks and shares.  Only 43.5% of the respondents agreed that holding a wide 
range of stocks and shares can help to reduce the risk in investing in the stock market.  On 
the other hand, respondents seem to have a quite good knowledge with regards to the 
relationship between risk and returns with over 70% of the respondents able to correctly 
answer those types of questions.   
 
Other participating countries also showed high level of knowledge on simple 
mathematical division but there was a general weakness of financial knowledge on 
calculation of interest and compound interest.  The average percentage of correct 
responses for calculation of interest and compound interest were 58% and 29% 
respectively (Atkinson and Messy, 2012).  
 

Figure 2: Distribution of responses to financial knowledge questions 

 
 

4.2. Financial management behaviour 
 
The respondents’ financial management behaviour is measured based on four selected 
financial management practices.  Figure 3 shows the frequency breakdown of respondents 
who displayed each of the selected financial management practice.  From Figure 3, it is 
evident that the majority of respondents have a household budget (80.5%) and 67.1% of 
the respondents are able to live within their means.  According to Anong and DeVaney 
(2010), Greninger et al. (1996) and Hanna and Wang (1995), a household should have 
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funds equivalent to three months of living expenses in the event of an income shock.  The 
period is based on the average unemployment period of a worker.  In other words, from 
Figure 3, it can be seen that only 20.6% of the respondents are financially prepared in the 
event of income shock.  Furthermore, respondents are weak in risk management and have 
low protection against health and life risks as only 13.3% of them have insurance.   
 

Figure 3:  Frequency breakdown by financial management practices 

 
 
Table 2 presents the marginal effects of the explanatory variables on the probabilities of 
the different levels of financial management behaviour. Ethnic differences in the levels of 
financial management behaviour are only found between the Malays and the Chinese. 
Compared to the Malays, the Chinese reduces the probability of having poor financial 
management behaviour by 8.5% but increases the probability of having good financial 
management behaviour by 6.8%.  The better financial management behaviour of the 
Chinese compared to the Malays corroborates with existing local studies that showed 
Chinese are more financially literate, have less debt repayment problems compared to 
other ethnic groups (Jeyaram and Mustapha, 2015; Loke, 2015; Jariah et al., 2012; 
Mahathir, 1998: p117-118).  Significant age differences on an individual’s financial 
management behaviour are only found between those aged 40 - 49 years old and those 
aged 30 - 39 years old. Compared to an individual who is between 30 - 39 years old, an 
individual in their 40s increases the probability of having poor financial management 
behaviour by 7% and reduces the probability of having good financial management 
behaviour by 4.8%.   The results appear to contradict the study by La Cava and Simon 
(2005) who pointed that younger households tend to have weaker financial well being as 
they have less time to build up their assets and are more likely to report cash flow problem.  
The findings also seem to contradict the current evidence of the higher bankruptcy rate 
among those in their 30s (Noordin et al., 2012). 
 
Income is found to have significant influence on an individual’s overall financial 
management behaviour.  Low income is found to result in poorer financial management 
behaviour whereby, a middle income and a high income earner reduces the probability of 
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Table 2: Marginal effects of explanatory variables on levels of overall fiancial 
management behaviour probabilities 

Variables 

Level of overall financial management behaviour 

Poor Moderate Good 

Marginal 

effects 

Std. 

errors 

Marginal 

effects 

Std. 

errors 

Marginal 

effects 

Std. 

errors 

Chinese -0.085*** 0.033 0.0175 0.017 0.068*** 0.025 

Indian -0.030 0.046 0.006 0.011 0.024 0.036 

Bumiputera 0.015 0.065 -0.003 0.134 -0.012 0.052 

Age 1824 0.066 0.046 -0.013 0.013 -0.052 0.039 

Age 2529 -0.006 0.046 0.011 0.010 0.005 0.036 

Age 40s 0.060** 0.037 -0.012 0.011 -0.048** 0.033 

Age 50s 0.011 0.044 -0.002 0.009 -0.008 0.036 

Age 60s 0.028 0.050 -0.006 0.010 -0.022 0.041 

Middle income -0.100*** 0.034 0.021 0.020 0.080*** 0.022 

High income -0.099* 0.061 0.020 0.023 0.079* 0.046 

Seasonal 0.093*** 0.028 -0.019 0.016 -0.074*** 0.025 

Irregular 0.097* 0.056 -0.020 0.019 0.077 0.047 

Gender -0.051* 0.028 0.010 0.011 0.040** 0.020 

Single  0.030 0.040 -0.006 0.009 -0.024 0.032 

Divorce 0.062 0.048 -0.013 0.014 -0.049 0.040 

Northern 0.124*** 0.034 -0.025 0.019 -0.100*** 0.035 

Eastern -0.018 0.046 0.004 0.011 0.014 0.035 

Southern -0.005 0.041 0.001 0.009 0.004 0.032 

East Malaysia -0.008 0.054 0.002 0.011 0.006 0.043 

Secondary 0.101*** 0.027 -0.021 0.016 -0.080*** 0.029 

Primary 0.065 0.043 -0.013 0.012 -0.052 0.038 

Household Size -0.005 0.004 0.001 0.001 0.004 0.003 

Score -0.022*** 0.007 0.004 0.004 0.017*** 0.005 

Note: *** p<0.01; ** p<0.05; * p<0.1 level of statistical significance.  

 
having poor financial management behaviour by 10% and 9.9% respectively compared to 
the low income earners.  Furthermore, reliability of income receipt is found to have 
positive effect on an individual’s overall financial management behaviour.  A respondent 
whose receipt of income varies seasonally or is irregular are more likely to have poor 
financial management behaviour than a respondent who has regular and predictable 
income.  Higher income and predictable receipt of income enable individuals to plan their 
finances better and to gain easier access to the financial and credit market.  This will help 
them to generate wealth and accumulate assets to be drawn upon time of need.  The result 
is consistent with existing findings by Giannetti et al. (2014) and Disney et al. (2008).    
 
Gender differences are significant in explaining the varying levels of individual’s overall 
financial management behaviour. The probability of a male having poor financial 
management behaviour reduces by 5.1% but increases the probability of having good 
financial management behaviour by 4% compared to a female. This is consistent with a 
Malaysian study conducted by Falahati and Sabri (2015), who found that there exist 
significant gender differences in terms of an individual’s financial well being, financial 
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knowledge and perceived levels of financial strain. In addition, studies from elsewhere 
such as by Hira and Mugenda (2000) and Lim et al. (2003) also highlighted significant 
gender differences in the financial behaviour and attitude towards money.  This is said to 
be attributed to the socialization process during childhood.     
 
As evident from the sample statistics, regional differences only exist between those 
residing in the northern region and the central region.  An individual who resides in the 
northern region is 12.4% more likely to have poor financial management behaviour 
compared to an individual who resides in the central region.  Significant education effects 
on overall financial management behaviour is found between tertiary education and 
secondary school education.  In this respect, an individual with secondary school 
education increases the probability of having poor financial management behaviour by 
10.1% and reduces the probability of having good financial behaviour by 8% compared 
to an individual with tertiary education.  A respondent who has a higher financial 
knowledge score is more likely to have better overall financial management behaviour.  
Higher financial knowledge score indicates that the respondent is knowledgeable in more 
financial concepts and hence may be more equipped with the skills and confidence to 
manage their finances better.  The results support many existing studies that found 
financial literacy promotes responsible and capable financial management (Mandell and 
Klein, 2007; Lusardi, 2008; van Rooij et al., 2007).    
 
Overall, it is found that socio-demographic characteristics have significant effect on 
financial management behaviour except marital status and household size.   
 
 

5. CONCLUSION 
 
The results in this study generally corroborate existing studies in which socio-
demographic and financial knowledge factors have significant effects on an individual's 
financial management behaviour.  The results specifically highlights that ethnicity, age, 
income, education, reliability of income and financial knowledge play significant roles in 
an individual's overall financial management behaviour. An individual’s overall financial 
management behaviour in this study is measured based on four selected financial 
management practices with higher weights given on preparedness towards income shock 
followed by living within means, planning a budget and ownership of insurance policies.  
Hence, a respondent who display a good financial management behaviour is likely to be 
one who is prepared towards income shock and/or is prudent with his expenses such that 
he is living within means.  
 
From the results, income has significant influence on an individual’s overall financial 
management behaviour.  Compared to middle and high income earners, low income 
earners are more likely to have poor financial management behaviour.  In other words, 
low income earners tend to encounter liquidity constraint problems which result in them 
being unable to live within their means or are inadequately prepared for unexpected 
circumstances.  In addition, lower income earners may have less access to insurance and 
other complex financial services which may result in them unable to practice good 
financial management behaviour.  Furthermore, irregular or seasonal income hinders an 
individual from planning their finances better, resulting in a poorer financial management 
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behaviour.  Given the significant role of income and the stability of income, continued 
attention should be given to the lower income groups such as of having a better 
understanding on their needs and constraints and to explore ways to customize financial 
services which can cater to their needs given the constraints that they experience.    
 
Although the existing statistics shows that individuals below 30 years old have higher 
incidence of bankruptcy and indebtedness, the findings here appears to show that age 
differences on financial management behaviour only exist between those aged between 
30 and 39 years old and those aged between 40 and 49 years old.  Given that these two 
age groups represents those in mid career or active employment, it is puzzling to find that 
those aged 40 and 49 years old fare worse in terms of financial capability than those aged 
between 30 and 39 years old.  It is expected that with maturity, the older individuals would 
be more capable in managing finances especially in terms of living prudently and having 
better financial protection planning for unforeseen circumstances.  The contradictory 
results obtained in this study needs to be explored further.  
 
The positive role of higher education and higher financial knowledge on overall financial 
management behaviour reinforces the importance of equipping individuals with the 
necessary knowledge to help them in managing their finances optimally.  The various 
efforts in educating the public on financial management should be encouraged and 
expanded further. Given that the majority of the respondents have only secondary 
education (57.9%), it is essential that financial education be promoted as one of the life 
skills to be taught at school level so that individuals are empowered with basic financial 
knowledge even if they do not make it to tertiary education.  The initiatives undertaken 
by Bank Negara Malaysia to incorporate financial education theme into the primary year 
4 school curriculum beginning year 2015, is a step in the right direction.  Subsequently, 
this initiative will be progressively introduced to all other primary school years.  
 
The findings from this paper underscore the significance of ethnicity, income, education 
and financial knowledge in determining individuals’ overall financial management 
behaviour.   
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