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Abstract

The area of financial planning has been of research interest in
India for a few years. Indian households have distinctive behaviors
and attitudes towards money that can lead to suboptimal financial
decisions. The present study explores the influence of financial
cognition on the financial planning decisions of Indian households
while considering financial cognition as a second-order component
of financial attitude, risk attitude, and financial knowledge. This
study explores the basic principles of subjective thinking toward
financial decisions that form the financial information process. A
total of 310 responses were collected and the partial least square
structural equation model was to analyze and establish the model.
The results of the analysis support a significant association of
individuals financial cognition on their personal financial planning.
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I. Introduction

THE CONCEPT OF financial decision making and planning have been a
research interest among the scholars of household finance (Cole, 2016). Literature
on household finance support that individuals ability to take economic decisions
based on assimilating financial informations depends on their cognitive ability
(Delis, Galariotis and Monne, 2021; Haushofer and Fehr, 2014; Brooks and
Schweitzer, 2011). Individuals” psychological, behavioral, and cognitive

1  Presented at IPE Conference under MoU signed with IPE, Osmania University (India)
in 2021

Assistant Professor, Institute of Public Enterprise, Survey No. 1266, Shamirpet
(V&M), Medchal, Hyderabad, Telangana, 500101, INDIA

Assistant Professor, Institute of Public Enterprise, Survey No. 1266, Shamirpet
(V&M), Medchal, Hyderabad, Telangana, 500101, INDIA

Senior Professor and Former Director, Institute of Public Enterprise, Survey No.
1266, Shamirpet (V&M), Medchal, Hyderabad, Telangana 500101, INDIA

*
*%

k%

Submitted July 2021; Accepted September 2022



Mahapatra, Ali & Mishra; Financial Cognition as an Antecedent.... 559
References

Agarwal, J.D. and Aman Agarwal, (2004), "Literature in Finance Vol. II :
Accounting", IIF Publications, Delhi

Agarwal, S., and B. Mazumder, (2013), “Cognitive abilities and household
financial decision making.”, American Economic Journal: Applied Economics, Vol. 5,
No. 1, 193-207.

Agarwal, S., J.C. Driscoll, X. Gabaix and D. Laibson, (2009), “The age of
reason: Financial decisions over the life cycle and implications for
regulation.”, Brookings Papers on Economic Activity, Vol. 2, pp. 51-117.

Allport, G.W., (1935), “Attitudes”, In C. Murchison (Ed.), Handbook of social
psychology, Worcester, Mass: Clark University Press.

Altfest, L., (2004), “Personal financial planning: Origins, developments and
a plan for future direction.”, The American Economist, Vol. 48, No. 2, pp. 53-60.

Banks, J., C. O_Dea and Z. Oldfield, (2010), “Cognitive function, numeracy and
retirement saving trajectories,” Economic Journal, Vol. 120, No. 548, pp. 381-410.

Belsky, G., and T. Gilovich, (1999), “Why smart people make big money mistakes —
And how to correct them”, Simon and Schuster, New York, USA.

Benartzi, S., and R.H. Thaler, (1995), “Myopic loss aversion and the equity
premium puzzle.”, The Quarterly Journal of Economics, Vol. 110, No. 1, pp. 73-92.

Benjamin, D. J., S.A. Brown and ].M. Shapiro, (2013), “Who is ‘behavioral’?
cognitive ability and anomalous preferences.”, Journal of the European Economic
Association, Vol. 11, No. 6, pp.1231-1255.

Ben-Porath, Y., (1967), “The production of human capital and the life cycle of
earnings.” Journal of Political Economy, Vol. 75, No. 4, part 1, pp. 352-65.

Berry, R., and F. Williams, (1987), “ Assessing the relationship between quality
of life and marital and income satisfaction: A path analytic approach.”, Journal of
Marriage and the Family, Vol. 49, 107-116.

Bhandari, G., and K. Hassanein, (2012), “ An agent-based debiasing framework
for investment decision-support systems.”, Behaviour and Information Technology,
Vol. 31, No. 5, pp.495-507.

Bianchi M., (2018), “Financial literacy and portfolio dynamics”, The Journal of
Finance, Vol. 73, pp.831- 859.

Brooks AW and M.E. Schweitzer, (2011), “Can Nervous Nelly negotiate?
How anxiety causes negotiators to make low first offers, exit early, and earn less
profit.”, Organizational Behavior and Human Decision Processes, Vol. 115, pp.43-54.

Carvalho LS, S. Meier and S.W. Wang, (2016), “Poverty and economic decision-
making: Evidence from changes in financial resources at payday”, The American
Economic Review, Vol. 106, 260-284.

Chai, J., W. Horneff, R. Maurer and O.S. Mitchell, (2011), “Optimal portfolio
choice over the life cycle with flexible work, endogenous retirement, and lifetime
payouts.”, Review of Finance, Vol. 15, No. 4, pp. 875-907.

© Indian Institute of Finance



560 Finance India

Chaiken, S., (1987), “The heuristic model of persuasion.”, In Social Influence:
the ontario symposium, Vol. 5, pp. 3-39.

Chin, W. W, B.L. Marcolin and P.R. Newsted, (2003), “ A partial least squares
latent variable modeling approach for measuring interaction effects: Results
from a Monte Carlo simulation study and an electronic-mail emotion/adoption
study.” Information Systems Research, Vol. 14, No. 2, pp.189-217.

Cole S, A. Paulson and G.K. Shastry, (2016), “High school curriculum and
financial outcomes: The impact of mandated personal finance and mathematics
courses.” Journal of Human Resources, Vol. 51, No. 3, pp.656-698.

Delavande, A., S. Rohwedder and R.J. Willis, (2008), “ Preparation for retirement,
financial literacy and cognitive resources”, Michigan Retirement Research Center
Working Paper 2008-190.

Delis, M, E. Galoriotis and ] Monene, (2021), "Economic Conditionanf
Financial Cognition", Journal of Banking and Finance, Vol. 123.

Dohmen, T., A. Falk, D. Huffman and U. Sunde, (2007), “ Are Risk Aversion and
Impatience Related to Cognitive Ability?”,1ZA Discussion Paper n. 2735.

Fornell, C., and D.F. Larcker, (1981), “Structural equation models with
unobservable variables and measurement error: Algebra and statistics.” Journal
of Marketing Research, pp.382-388.

Fox, J., S. Bartholomae and J. Lee,(2005), “Building the case for financial
education.”, Journal of Consumer Affairs, Vol. 39, No. 1, pp.195-214.

Fu, F. Q., KA. Richards, D.E. Hughes and E. Jones, (2010), “Motivating
salespeople to sell new products: The relative influence of attitudes, subjective
norms, and self-efficacy.”, Journal of Marketing, Vol. 74, No. 6, pp.61-76.

Greenwald, A. G., and M.R. Banaji, (1995), “Implicit social cognition: attitudes,
self-esteem, and stereotypes.” Psychological Review, Vol. 102, pp.4.

Grinblatt, M., M. Keloharju and J. Linnainmaa, (2009), “Do smart investors
outperform dumb investors.”, Chicago Booth Research Paper, Vol. 9, No. 33, pp.46.

Guiso L and E. Viviano, (2014), “How much can financial literacy help?”,
Review of Finance, Vol. 19: pp.1347-1382.

Hair, F. JrJ., M. Sarstedt, L. Hopkins and V. G. Kuppelwieser, (2014), “Partial
least squares structural equation modeling (PLS-SEM): An emerging tool in
business research”, European Business Review, Vol. 26 No. 2, pp. 106-121.

Haushofer ] and E. Fehr, (2014), “On the psychology of poverty”, Science,
Vol. 344, pp.862-867.

Huddleston, C.A. and S.M. Danes, (1999), “Impact Evaluation of a Financial
Literacy Program: Evidence for Needed Educational Policy Changes”, Consumer
Interests Annual, 45, pp. 109-115

Joo, S. H., and J.E. Grable, (2004), “An exploratory framework of the
determinants of financial satisfaction.” Journal of Family and Economic
Issues, Vol. 25, No. 1, pp.25-50.

Lee, G., and J.N. Cappella, (2001), “The effects of political talk radio on
political attitude formation: Exposure versus knowledge.” Political
Communication, Vol. 18, No. 4, pp.369-394.

© Indian Institute of Finance



Mahapatra, Ali & Mishra; Financial Cognition as an Antecedent.... 561

Lohméoller, J., (1989), “Latent variable path modeling with partial least squares”,
Physica-Verlag, Heildelberg, Germany.

Lusardi, A., (2011), "Americans” financial capability” Working Paper No.
w17103, National Bureau of Economic Research, USA.

Mahapatra, M. S., and R. Mishra, (2020), “Behavioral influence and financial
decision of individuals: A study on mental accounting process among Indian
households.”, Cogent Economics and Finance, Vol. 8, No. 1, 1827762.

Mahapatra, M. S., and R.K. Mishra, (2019), “Role of self-control and money
attitude in personal financial planning.” The Indian Economic Journal, Vol. 67, No.
(3-4), pp.362-366.

Mahapatra, M. S,, J. Raveendran and A. De, (2019), “Building a model on
influence of behavioural and cognitive factors on personal financial planning;:
A study among Indian households.”, Global Business Review, Vol. 20, No. 4,
PP-996-1009.

Mandell, Lewis, (2006), “Financial Literacy: Improving Education Results of the
2006" National Jump$tart Survey, Jump$tart Coalition, Washington, DC, USA.

Manis, M., (1977), “Cognitive social psychology”, Personality and Social
Psychology Bulletin, Vol. 3, No. 4, pp. 550-566.

McGuire, W.J. (1969), “ The nature of attitudes and attitude change”, In G. Lindzey
and E. Aronson (Eds.), The handbook of social psychology (2nd ed., Vol. 3, pp. 136-3
14). Reading, MA: Addison-Wesley.

Moore, T. V., (1939), “Cognitive psychology”, Lippincott.

Nunnally, J. C., (1978), “Psychometric Theory”, 2éme éd., McGraw-Hill, New
York, USA.

Sumarwan, U., and T. K. Hira, (1992), “Credit, saving, and insurance practices
influencing satisfaction with preparation for financial emergencies among rural
households. Home Economics Research Journal, Vol. 21, No. 2, pp.206-227.

© Indian Institute of Finance



562

Finance India

Annexure I

Financial Cognition
Financial Attitude
Risk Attitude

Financial Knowledge

Personal Financial Planning

Cashflow Management

Investment Planning

Insurance Planning

Tax Planning

Retirement Planning

Estate Planning

The process of formation of individuals’ beliefs, attitudes,
and actions towards financial thinking.

Mental disposition towards the application of financial
principles to manage finances

Individuals” positive or negative state of mind towards
probabilities of taking a risk in given financial situation.
Individuals” awareness about various financial concepts,
terms, and products and understanding about various
financial risk and opportunities to make informed
financial decisions

The process of planning finances for the current and future
requirements and the behavior related to the
implementation of the plan.

The process of managing inflow and outflow of money in
calculated manner as per budgets allotted to each category.
The process of employing the money in the different short
term or long term investment avenues with a risk
component and an expected rate of return. The investment
avenue could include the stock market, bank/post office
deposits, mutual funds, real estate, etc.

The process of preparing for future financial uncertainties
as a cover against risks through investing in various
insurance schemes/policies. Various insurance schemes
could include term plan, Endowment plan, ULIP, Money
back policy, health/ medical insurance, etc.

The process of financial planning to reduce the tax burden
by investing in tax saving plans and in those schemes
that yield tax advantages. Tax savings schemes could
include ELSS, NPS, PPF, ULIP, etc.

The process of preparing for financial security at old age
through making an appropriate investment in pension
plans & other financial products that give retirement solutions
The process of planning for the distribution of wealth
among future generations by writing a will

Source: Self Compliation

Annexure II

Variable Construct Measurement Parameters References
Personal Investment Importance, Frequency, Altfest (2004)
Financial Monitoring, Adequacy,
Planning Behavioral Consequence,
Investment choice
Insurance Product ownership, Importance,
Return purpose, Adequacy,
Confidence, perceived burden
Taxation Planning, benefits, Frequency, Adequacy
Product awareness, measures
Retirement Awareness, return purpose,
Planning Adequacy, Uncertainty, importance,
Cashflow Importance, Frequency, Adequacy,
Management satisfaction, Regularity, Confidence
Estate planning Confidence,
Financial Financial Money attitude, saving attitude, Moore, 1939;
Cognition Attitude Attitude towards credit and Manis, 1977;

Risk Attitude

Financial
Knowledge

Edelmen, 2006;
Messick, 1976;
Witkin, 1977;
Greenwald & Banaji
1995; Odena (2013);
Berry and Williams
1987.

borrowing, power, wealth

Return expectations, Risk aversion,
risk-seeking, risk-neutral, Safety of
returns, Adequacy of returns.
Financial concepts, Financial products,
Insurance Scheme, Investment options,
Interest rates.

Source: Self Compliation
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