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Abstract
Financial literacy is defined as the combination of financial knowledge, financial
behaviour and financial attitude and the ability to use this combination in financial
decisions (OECD, 2015). A high level of financial well-being depends on individuals
financial literacy level because a high financial literacy level increases the possibility
of taking good financial decisions (Lusardi, 2010). However, financial literacy is not the
only factor that affects taking accurate financial decisions; at the same time,
behavioural biases should be considered. Behavioural biases are systematic errors
that keep individuals away from rationality (Shefrin, 2002). The biases might cause
unhelpful or even hurtful decisions. Therefore, a high level of behavioural biases

negatively affects the financial well-being of individuals (Montier, 2007).

In this research, the relationship between financial literacy and behavioural biases
among young adults in Bristol, UK and Istanbul, Turkey was examined. A young adult
can be defined as an individual within the age range of late teens or early twenties to
thirties (Smith, 2018; OECD, 2019). The main aim of the research is to identify whether
young adults can be prevented from behavioural biases by increasing their financial
literacy. This research contributes to the literature by investigating the relationship
between financial literacy and behavioural biases of young adults because this
relationship has not been investigated adequately and also different target group have

been examined in the literature.

In the literature different components have been used in order to measure financial
literacy. This research contributes to the literature by identifying the most important
components of financial literacy. As a result of the investigation financial knowledge

appears to be the most important factor. It also highlights the importance of the



application of financial knowledge as another contribution. The critical point is that
young adults may not improve their financial well-being unless financial knowledge is

used in practices.

Another contribution of this research is to reveal the most common behavioural biases
among young adults in Bristol, UK and Istanbul. These biases among young adults in
Bristol, UK, are over-optimism, anchoring, categorisation, conservatism while framing,
cognitive dissonance, the illusion of knowledge, and cue competition in Istanbul. The
relationship between financial literacy and behavioural biases was investigated via
Structural Equation Modelling (SEM) and ANOVA analysis. The result of the research
reveals that there is a positive relationship between financial literacy and behavioural

biases. Therefore, a high level of financial literacy does not reduce behavioural biases.
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Chapter One: Introduction

Overview

The first chapter covers the context and the scope of this thesis through the following
discussions — research background; problem statement; research aims and

objectives; research methodology and structure of the thesis.

1.1. Research Background

In recent years, financial literacy has become of great interest among various groups,
such as researchers, governments, financial marketeers, employers, bankers and
other organisations. Its significance has increased because the political, economic and
demographic variables have changed, the financial markets have become more
complex, and new financial products have been developed (Selvakumar et al., 2018).
However, up until 2000, there had been no adequate research on financial literacy.
Mason and Wilson (2000) emphasised the importance of knowing the correct definition
of financial literacy terms for improving financial wellbeing. In this context, financial
literacy is defined as the ability to gain an understanding of evaluating the knowledge
necessary to make decisions, being fully aware of the potential financial
consequences. Also, financial literacy has been defined as the ability to achieve
individual financial wellbeing through a combination of awareness, skills, attitude, and

behaviour appropriate for making good financial decisions (OECD and INFE, 2011).

After the 2008 Global Financial Crisis, the investigation of financial literacy has
become important for helping to understand the underlying factors that led to such a
crisis (Paiella, 2016). In fact, a low level of financial literacy was identified as a factor

that exacerbated the effects of the global financial situation in 2008. Financial literacy,
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hence, is now recognised on a global scale as a critical element of economic and

financial stability and development (INFE, 2009).

Today, the financial well-being of most of the young adults is gradually getting worse.
The debts of young adults are increasing every single day. These debt burdens cause
great anxiety among young adults. Especially in the USA, 25 year olds and younger
people go bankrupt very quickly (Lusardi et al., 2010). This shows that young adults
do not have enough knowledge to make successful financial decisions. This statement
was supported by OECD (2015), Mandell (2016), Eker (2017). At the same time, it has
been revealed by Lusardi and Tufano (2009) that people with low financial literacy
have higher debts, less savings, they lack money management skills and do not make
a plan for their retirement. Financial literacy is an important component of good

financial decision-making, so young adults need to have more financial knowledge.

Nowadays, several global institutions, such as the Jump$tart Coalition for Personal
Financial Literacy, the National Endowment for Financial Education and the Global
Financial Literacy Excellence Centre, have been conducting financial literacy studies.
The aim of these institutions is to increase individuals’ financial knowledge. The
assumption is that an increase in financial knowledge will lead to changes in financial
behaviours and practices. Whether this assumption is true or not, it is a significant
feature of behavioural finance. This calls for investigation into the financial behaviour
of the individuals, with reference to both the economics and the psychological sciences

(Hilgert et al., 2003).

Motivations that guide behaviours may differ depending on variables such as a
person's age, occupation and educational background. The same motives and needs

can create other forms of behavior in individuals. For example, according to Sarlak
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(2012), individuals may purchase shares to build a good reputation, and in doing that,
they let other individuals know who they are, what they do and how they do it.
Sometimes, different motives and needs can lead to the same behaviour in different
people. One can buy the stock for security needs, that is, for earning money, while
another can buy for the need to gain dignity in order to look successful and superior
(Usul et al., 2002). In many developed capital markets, investors are tried to be trained
through direct knowledge. Investors need to increase their financial literacy and be
aware of the factors posed by behavioural finance in order to make rational decisions
(Agnew and Szykman, 2005; Alkaya and Yagli, 2015). The investor's knowledge level
helps them make investment decisions that are appropriate for their investment
objectives and risk profile. The fact that investors have high financial knowledge and
experience helps them to act rationally in their investment decisions and get more

returns from other investors (Hayta, 2011).

Regarding traditional finance theories, individuals are defined as rational beings, who
behave in accordance with this rationality. Traditional finance theories are not
interested in how individuals behave in reality and the consequences of their
behaviours. In contrast to traditional finance theories, it is now generally accepted that
individuals do not behave rationally in terms of behavioural finance. Financial
behaviour is defined as the application of psychology to finance (Shefrin, 2002).
According to Kahneman and Rieppe (1998), behavioural biases are systematic errors
of judgment that keep individuals away from rationality. In short, behavioural biases
affect individuals’ financial decisions as much as their financial literacy. Studies
(Capuano and Ramsey, 2011; Garcia, 2013; OECD, 2013; Alkaya and Yagli, 2015;
Chen and Lemieux, 2016) have shown that individuals’ financial decisions are affected

by both financial literacy and behavioural biases. However, there has been a lack of
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research examining the relationship between financial literacy and behavioural biases.

Hence, this research will address this gap.

Young adults in Bristol and Istanbul were selected for this study. Bristol is the biggest
city in South West England, and it is the eighth-most significant contributor to the UK
economy (City Bristol Council, 2018). According to the Economic Brief of Bristol Report
(2018), Bristol attracts investment and is rated first among the English Core Cities.
Istanbul generated 40% of Turkey's GDP in 2018, and it is the biggest city in the
country (Turkey Statistical Institution, 2018). Whilst the population of Bristol is
significantly lower than that of Istanbul, and its economy is a lot stronger. 21.6% of
Bristol's population and 34.2% of Istanbul's population is composed of young adults
aged 18 to 29, which makes the young adult percentage higher compared to the
national population average (City Council Bristol, 2018 and Turkey Statistical
Institution, 2018). Therefore, young adults in these two cities will be compared. In
relation to the variables of interest, this research is focused on cultural, socio-
demographic and economic aspects (Xu and Zia, 2012; Cameron et al., 2014; Potrich
et al., 2015) of young adults in Bristol and Istanbul to uncover the determinants of

financial literacy.

To sum up, the economies of Bristol and Istanbul are highly influenced by young
adults' financial decisions given the high proportion of the population they represent.
Existing financial goods and services, such as pensions, investment, savings, credit,
mortgages and insurance, are all affected by young adults’ financial decisions.
Therefore, the longer-term potential growth rate is directly affected by individuals’
financial decisions (Selvakumar, 2018). Financial decisions are taken depending on

individuals’ financial literacy level under the influence of behavioural biases. As above
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mentioned, in order to identify cultural, social and economic factors in relation to
financial literacy, Bristol and Istanbul were selected for the investigation. At the end of
this study, the relationship between financial literacy and behavioural biases were

investigated.

1.2. Problem Statement

The quality of life of individuals in relation to finance depends both on their financial
resources and their ability to use these financial resources effectively. Most individuals
have insufficient financial resources and are uneducated in the management of these
financial resources. For this reason, financial literacy is not only crucial for the financial

wellbeing of the future but also today (Hayes, 2010 in Gokmen, 2012).

As a result of innovation and globalisation, the variety of financial services and the
complexity of financial products are increasing, which means there are many
circumstances where individuals need to manage their finances. Moreover, people
might be more vulnerable to financial fraud and inclined to unwise financial decisions
due to the increasing complexity of financial matters. The complexity of new financial
products and the widespread usage of excessive indebtedness can lead to financial
problems in societies (OECD, 2018; 16). In order to find a solution to this problem,
individuals need more financial knowledge (Dasdogen, 2015). Thus, governments and
regulatory bodies have tried to raise individuals’ financial literacy level through

financial education (OECD, 2018).

At Russia G20 (2013) and by the OECD (2013), it was reported that a significant
number of societies have insufficient knowledge about basic financial products, often

not understanding the risks associated with these products. Another significant finding
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is that individuals with a low financial literacy level do not make plans for their future,
and they do not make decisions about the management of their financial resources

effectively.

The Russia G20 and OECD (2013) study findings were supported by Bird et al. (2014),
who elicited that the individuals with a low level of financial knowledge have a higher
level of borrowing and experience difficulties when doing so. Moreover, they save less,
use high-cost mortgage loans and plan inadequately for retirement, than their more
financially literate counterparts. Individuals must have a certain level of financial
knowledge to purchase the financial products and services they need. Individuals need
to be aware of their rights and responsibilities as financial consumers, being also
adequately equipped to manage effectively the various risks they face, such as

investment risks and investment secrecy (Miller et al., 2009).

According to OECD (2016), the UK and Turkey are faced with a low level of financial
literacy problem. That is, many individuals in the UK and Turkey are affected by their
behavioural biases due to their low financial literacy level, which impacts negatively
on their financial wellbeing and the economy as a whole. For instance, in 2018,
unsecured debt in the UK, which includes personal loans, credit cards, store cards
and overdrafts, reached the highest level ever. Hence, it is vital that people need to
learn to talk about debt, which calls for financial education. If more financial knowledge
were to be given to people, they might feel more comfortable about their financial

situations (The Guardian, 2019).

Financial literacy is not only an issue for developing economies. It also concerns
investors in highly developed financial markets because financial products in

developed markets are more complicated. Investors in these markets face financial
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losses due to ineffective planning and their inability to identify market uncertainties
and risks with it (Zucci, 2019). Therefore, developed economies should pay attention

to financial literacy as much as developing economies.

The Global Financial Crisis 2007/08, also known as the subprime mortgage crisis, has
revealed that financial literacy is not adequately taken into account in both developed
and developing economies (Klapper et al., 2013). The low level of financial
understanding was the main reason for the subprime mortgage crisis. According to
lannicola (2011), it emerged that 28% of mortgage borrowers were faced with higher
mortgages payments than they had expected, and most of them did not understand
the fundamental features of mortgages. This misunderstanding of the terms used had
led them to pay more for their homes than they needed to. Also, predatory lending by
financial institutions combined with a lack of financial literacy on the part of borrowers,

meant that the subprime loan crisis was inevitable (Guest, 2017).

One of the critical assumptions observed in financial crises is irrationality, which is the
main point of behavioural finance resulting from the lack of financial information
(Friedman and Kraus, 2011). According to Barberis and Thaler (2003), the main
reasons underlying irrational financial decisions include the emotions of individuals
and cognitive factors. In the literature, there are few studies that investigate the
financial literacy level of individuals and examine its relationship with behavioural

biases.

Most of the studies have been focused on specific cohorts, such as university students
(Ergun, 2018; Erner, 2016; Alkaya and Yagli, 2015; Potrich et al., 2015; Cameron et
al., 2014; Sarigul, 2014; Crain, 2013), the elderly population (Lusardi, Mitchell and

Curto, 2014; Lusardi and Mitchell, 2008; Xue et al., 2018) or the whole population
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(Aksoylu et al.,, 2017; Eker, 2017; Guest, 2017; Chen and Lemieux, 2016;
Kunovskaya, 2010; Tschache, 2009; Volpe, Kotel and Chen, 2002). This study differs
in that the focus is solely on the 18-29 age group. The results of this research will
reveal whether there is a significant relationship between financial literacy and
financial behaviour in this population. Financial literacy levels of young individuals
have not previously been examined. Also, individuals aged 18 and 29 who have a
different culture and economic conditions have not been compared previously.
Moreover, the behavioural biases of young individuals have not been investigated.
The financial decisions of this age group are crucial for economies because the future
of the economy is shaped by them. It is anticipated that the findings of this study will
determine how individuals could avoid behavioural biases via financial literacy, i.e. that

it will reveal the most important factors for promoting financial literacy.

In summary, financial literacy is one of the main competencies to make good financial
decisions. However, it is not only a significant factor to make good financial decisions.
Behavioural biases which affect individuals’ financial decisions play an important role
in this process. On the one hand, individuals can make good financial decisions via
financial literacy; on the other hand, individuals can make irrational financial decisions
because of behavioural biases. Although financial literacy has become a very
important topic in the world as well as Turkey and the UK, financial literacy studies are
not sufficient in the literature. Especially, there are limited studies that are assessing
financial literacy level and examining its relationship with behavioural biases in the

literature.
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1.3. Research Aims and Objectives

The main aim of the study is to identify ways to protect young adults in Bristol and
Istanbul from behavioural biases by increasing their financial literacy level. In other
words, it is aimed to reveal the relationship between the level of financial literacy of
young adults and the level of behavioural biases that may influence individuals’
financial decision making process. Behavioural biases are also important for
individuals to make good financial decisions, as well as financial literacy. In so doing,
they will be able to have information that could guide them into making good financial
decisions (Loerwald and Stemmann, 2016). However, the relationship between these
two concepts, which are of great importance for young adults’ financial decisions and
behaviour, has not been the subject of many studies yet. The relationship between
financial literacy and behavioural biases should be highlighted in order to design an
effective financial education program. Also, the most common behavioural biases
should be revealed to reduce the impact level. In this context, the relationship between
financial literacy levels of young adults, whose financial decisions are important not
only for their own economic welfare but also for the economy of the society in which
they live, and the level of behavioural biases they may be exposed to when making

their financial decisions, were examined.

Nowadays, the debt level of young adults increases every day around the world. This
burden of debt can cause great anxiety among young adults. They can bankrupt very
quickly (Lusardi and Scheresberg, 2013). It shows that young adults are not able to
make good financial decisions (Lusardi et al., 2010). This may be due to the lack of

financial literacy and a high level of behavioural biases. Therefore, the main aim of the
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research was to reveal the relationship between financial literacy and behavioural

biases among young adults in order to increase their financial well-being.

The main research question was developed to address the above aims.

“How behavioural biases vary according to the financial literacy level among young

adults in the UK and Turkey?”

On that point, the most important factor that helps to increase the financial literacy
level should be known in order to increase it. Also, the most common behavioural
biases among young adults in Bristol, UK, and Istanbul should be revealed to protect
them from behavioural biases’ negative effects. In addition to this, the relationship
between financial literacy and behavioural biases should be examined. Also, cultural
and socio-demographic factors should be considered. In this context, four sub-
research questions were developed in order to investigate the main research question

of this thesis. They are;

1- What is the relationship between financial literacy and behavioural biases
for young adults who live in British and Turkish culture?
2- What are the most common behavioural biases among young adults who

live in British and Turkish culture?

The second aim of the research is to uncover the most important factors that influence
the level of financial literacy of young adults, in particular, clarify the social and cultural
factors that impact on the financial literacy level of young adults. The financial literacy
level of young adults is substantial for themselves, economies and societies.
Generally, some of the young adults may gain their financial independence newly that

depends on some factors such as the length of the education. If they do not have
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knowledge about the management of their finance, most probably they will face
financial distress in the future even if they graduated from the schools with the best
grades. Therefore, a high level of financial literacy of them is necessary for continuing
the healthy economy (Kiyosaki, 2011). Low levels of financial literacy increase the
possibility of individuals being under the influence of behavioural biases when making
financial decisions. Hence, improving financial literacy would help to decrease the
negative effects of behavioural biases (Vera, 2017). Therefore, the most significant

factors should be known to raise the level of financial literacy.

The sub-research question to address to above aim is;
3- What are the most significant factors in relation to raising the financial

literacy level of young adults?

The third aim of the research is to investigate the relationship between financial literacy
levels and behavioural biases of young adults who live in two different culture and
economic condition. The culture is a set of norms, beliefs and preferences shared
among members of social groups (Guisoet et al., 2006). Culture may affect financial
literacy through systematic variation in time or risk preferences (Falk et al., 2018).
Also, it might affect variation in social norms regarding the incurrence and repayment
of the debt as well as informal insurance for households in financial distress (Lindbeck,
1997). According to Yamauchi and Templer (1982), culture can affect the financial
knowledge and decision making of individuals through attitudes towards money or
differences in financial socialisation. There are substantial differences in financial
literacy among young adults in the USA by culture (Lusardi, 2010). The cultural and
social effects of young adults on behavioural biases have not been adequately

examined and compared, yet.
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The sub-research question to address to above aim is;
4- To what extent do social demographic and cultural factors influence young

adults' financial literacy and behavioural biases in Bristol and Istanbul?

1.4. Research Methodology

Data was gathered from 415 young adults in Bristol, UK, and Istanbul via an online
survey, but only 403 of them were used due to missing data. The research

methodology of the study was designed into four parts.

In the first part, structural equation modelling was used to analyse the structural
relationship between variables. In the second part, the financial literacy level of
individuals was assessed by using the OECD’s (2015) financial literacy scale. After
the data were collected through the survey method, each component was converted
to numerical scores. Thus, the financial literacy score was determined. At the end of
part two, the most significant factors were discussed to increase the financial literacy
level of young adults who belongs to different cultures which is the third sub-research

guestion of the study.

In the third part, the behavioural biases level of individuals was assessed. The survey
was classified by Hirshleifer in 2001, but the classification was very complicated. Later,
Montier (2007) simplified this complex classification of behavioural biases in terms of
financial decisions. Montier’s classification is used for this research project because
there is not adequate research on behavioural biases of young adults in the literature.
After the data were collected through the survey method, each component was

converted to numerical scores. Thus, the behavioural biases score was determined.
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At the end of part two, the most common behavioural biases among young adults were

revealed that is the second sub-research question of the study.

In the last part of the study, ANOVA analysis was applied to determine whether there
is a relationship between financial literacy and behavioural biases among young adults
in Bristol and Istanbul that is the first sub-research question of the study. At the same

time, the fourth sub-research question was discussed at the end of all parts.

1.5. Structure of the Thesis

The rest of the thesis is organised as follow:

Chapter 2 represents an extensive literature review of financial literacy and
behavioural biases. It covers most of the background information that will be needed
for understanding financial literacy and behavioural biases.

Chapter 3 demonstrates the framework development of the thesis. It includes the
formulation of the research questions and the process of the framework evaluation.
Chapter 4 explains the choice of research methodology and a set of research
methods.

Chapter 5 presents the results and detailed reviews of the SEM and ANOVA analysis,
financial literacy level and behavioural biases level of young adults, and the
relationship between financial literacy and behavioural biases.

Chapter 6 contains the discussion of the findings and framework completion,
depending on the results.

Chapter 7 presents conclusions, recommendations, limitations and the future of the

research.
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1.6. Summary

In this chapter, the background of the study has been introduced, and the research
problem has been presented. Also, research aim and objectives that were derived

from the research problem has been explained, and methodology has been discussed.
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Chapter Two: Literature Review

Overview

The background, the problem and the research aim and objectives of the study has
been discussed in Chapter One. From this chapter, the process, findings and
conclusions are explained in detail. This begins with a critical review on the literature
as Chapter Two. It includes in-depth discussion and justification on financial literacy;
financial literacy problem of the UK and Turkey; financial education; behavioural
biases; and the relationship between financial literacy and behavioural biases. In this

point, the literature review helps to build a theoretical background for this study.

2.1. Definition of Financial Literacy

Today, the definition of financial literacy has become as complex as the economy.
There are disagreements between researchers and institutions on its definition. The
key definition of financial literacy is the ability of individuals to manage their money. It
does not mean that this concept was described as financial literacy, but it was defined
in the early 1900s (Remund, 2010). Based on this concept, financial literacy has fallen
into five categories since 2000; with these including:

e Managing personal finance,

e Planning future financial needs effectively,

e Communicating financial concepts,

¢ Knowledge of financial concepts,

e Making good financial decisions.

Hence, it is argued that, financial literacy must be considered as comprising in these

five aspects (Remund, 2010). The key issue with this definition is that it considers
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making good financial decisions in the definition of financial literacy. Actually, making
good financial decisions is the result of a high level of financial literacy (Bodie, 2006).
Therefore, it should be distinguished from the financial literacy definition. The definition
may also be more relevant, if Remund (2010) had considered the financial behaviour

of individuals. The following financial literacy definition considers financial behaviour.

According to Angela et al. (2009), a definition of financial literacy should contain
financial knowledge, financial skills, and financial behaviour. Financial skills and
perceived financial knowledge of individuals are influenced by their financial
knowledge. At the same time, the financial behaviour of individuals depends on their
financial knowledge, perceived knowledge, and financial skills. Financial literacy is
therefore defined as pertaining to the acquisition of knowledge about financial
concepts and basic economics (Ibid). In particular, it is people’s ability to use financial
knowledge and skills to manage their financial resources effectively. One of the
limitations of this definition is that it does not consider the financial attitude. On the
other hand, one of the strengths of Angela’s et al. (2009) study is that the importance

of financial knowledge for financial literacy has been proven.

Xu and Zia (2012) have also provided a different definition of financial literacy as being
a combination of financial knowledge, awareness, skills and capability. Financial
knowledge and financial awareness cover knowledge about financial concepts,
products and institutions. Financial skills refer to such as the ability to calculate interest
payments, whilst financial capability pertains to effective consists of money
management and financial planning. It can be clearly seen that although there has

been no consensus on the financial literacy definition, financial knowledge is
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commonly used in the definition. Regarding which, Lusardi (2008) and, Vijayvargy and

Bakhshi (2018) gave definitions that only included financial knowledge.

Financial literacy was divided into two categories, basic and advanced, by Lusardi
(2008). Basic concepts include risk diversification, the operation of interest rates and
the impacts of inflation. Advanced financial literacy covers aspects such as investment
funds, the relationship between risk and return, equities and the operation of bonds.
Similarly, Vijayvargy and Bakhshi's (2018) financial literacy definition focuses on an
individual’'s ability to understand about money matters. From this point of view,
individuals should know how money works as well as how to invest, manage, reduce
tax, donate, earn and create money to become financially literate. Moreover, other
variables, such as saving methods, tax planning, financial planning, personal finance
and credit cards are also part of the financial literacy (Ibid). These definitions would
have been more comprehensive, if they had included financial behaviour and financial
attitude since individuals’ financial literacy levels are also affected by these factors

(Bodie, 2006; Atkinson and Messy, 2012; OECD, 2015; Alkaya and Yagli, 2015).

Financial literacy is a combination of understanding and having knowledge of financial
matters. Generally, individuals use it for personal financial activities. Financial literacy
enables effective financial decisions, using evaluation and understanding of the
relevant information. It ensures that a person can balance his/her expenses with their
income. At the same time, it develops individuals’ financial attitudes towards
information about investment, borrowing, lending, saving, diversification and

budgeting (Bodie, 2006).

Moreover, institutions such as PACFC, the OECD, and NFEC have tried to define

financial literacy. PACFC (2013) has described it as being the most rational way to
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manage financial sources based on individuals’ knowledge, skills and access. The
OECD (2015) has stated that it is a combination of attitude, knowledge, behaviour,
skills and the awareness of how to make effective decisions that impact on a person’s
financial wellbeing. Financial literacy has been defined by The NFEC (2018) as
individuals, families and global communities having the knowledge and skills to best
fulfil their goals and make effective and confident decisions. In short, when all the
financial literacy definitions put forward by researchers and institutions have been
compared, it would seem that financial knowledge, attitude and behaviour should all

be included.

To sum up, financial literacy can be defined as a combination of financial knowledge,
financial behaviour, and financial attitude (Angela et al., 2009; PACFC, 2012; OECD,
2015; Erner, 2016; Chen and Lemieux, 2016; Vijayvargy and Bakhshi, 2018). At the
same time, financial literacy is influenced by cultural and socio-demographic factors

(Xu and Zia, 2012; Cameron et al., 2014, Potrich et al., 2015).

22. Components of Financial Literacy

Financial goods and services have become more complex and competition has
increased among individuals, because of globalisation and technological changes
across the world. In addition to this, due to the rapid increase in the world’s population
and competitions for resources, societies are being directed towards saving both in
terms of source and income, to minimize the problems they will face in the future (Eker,
2017). Consequently, Eker (2017) points out the importance of savings because it is
part of the financial literacy. The saving that is not transferred to the financial sector

does not increase financial wellbeing. For this reason, focusing on financial literacy
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would be more useful instead of just saving. Primarily, the components of financial

literacy need to be clearly understood to, if its level is to be increased.

Financial literacy can play an important role in preventing financial distress, increasing
the financial wellbeing of societies and avoiding future problems. There is no common
view about the financial literacy components amongst researchers. In the literature,
whilst financial knowledge, financial attitude and financial behaviour have mostly been
identified as financial literacy components (Capuano and Ramsey, 2011; Atkinson and
Messy, 2012; PACFC, 2013; Alkaya and Yagli, 2015; OECD, 2015; Erner, 2016; Chen
and Lemieux, 2016), some researchers have used only financial knowledge in order
to measure the financial literacy level (Bucher-Koenen and Ziegelmeyer, 2011;
Cameron et al., 2014; Aksoylu et al., 2017). One of the weaknesses of focusing only
on financial knowledge is that this ignores the financial behaviour and financial attitude

aspects.

Individuals should know financial terms, such as interest rate, compound interest rate,
time value of money, inflation, risk-return, to obtain basic financial knowledge.
Financial behaviour and financial attitude affect future-oriented money management,
such as savings, spending (Alkaya and Yagli, 2015). According to PACFC (2012),
Atkinson and Messy (2012), OECD (2015), Erner (2016) as well as Chen and Lemieux
(2016), financial knowledge, financial behaviour and financial attitude are three

unchangeable and fundamental elements of financial literacy.

22.1. Financial Knowledge

Financial knowledge is one of the main components of financial literacy, which can be
divided into two main categories: macro and micro. Macroeconomic financial

knowledge consists of general economic terms, such as annual budgeting plan,
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current account, foreign trade and inflation. On the other hand, microeconomic
financial knowledge is related to factors that affect individuals’ or institutions’
economics and financial situations (Ozdemir, 2011). The idea of splitting financial

knowledge is supported by Lusardi (2008).

According to Lusardi (2008), financial knowledge consists of basic and advanced
knowledge. Basic financial knowledge is defined as the ability to understand the
effects of inflation, knowing about interest rates and understanding the time value of
money. Advanced financial knowledge is defined as the ability to understand the stock
market, mutual funds, functioning of bonds and basic asset pricing concepts. Likewise,
financial knowledge has been described as gaining knowledge of financial terms,
financial products and services, such as interest, inflation, and the time value of
money, bonds, and the stock market (Atkinson and Messy, 2012). It can be seen that
even if financial knowledge is explained without splitting it into categories, these
studies have supported the same idea. The most important thing is that financial
knowledge should be used in practices. Otherwise, financial literacy may not provide

benefit to individuals.

Gokmen (2012), has argued that understanding financial terminology is not sufficient
to increase financial literacy unless it is used in practices. This view is supported by
Remund (2010) and Capuano and Ramsey (2011). According to them, financial
knowledge is the ability to sustain one’s personal financial situation and to understand
basic financial terms, such as budgeting, investment, borrowing, and saving. In short,
if financial knowledge is obtained and effective financial activity is carried out,

individuals’ financial wellbeing can be improved, thereby becoming financial literate.
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Karabacak (2013) contended that a low level of financial knowledge leads to wrong
financial decisions and that rational decisions in the long term are hampered. At the
same time, individuals with a low level of financial knowledge have difficulties in
understanding financial products and financial matters, so they are worried about
dealing with them. As a result of this, individuals prefer not to invest and do not connect
with financial institutions, thus being exposed to financial exclusion. Long term
financial exclusion can result in individuals not having access to financial opportunities
and/or exposure to high cost (Capuano and Ramsey, 2011). As a result of this, saving
and financial wellbeing will begin to decrease. These scholars’ studies would have
been much more formative, if they had addressed how individuals could obtain

financial knowledge according to their age group.

People have to gain a certain level of financial knowledge to reap the maximum benefit
with the limited resources available to them. Moreover, financial knowledge positively
affects individuals’ financial wellbeing and also helps to avoid financial risks (Temizel
and Bayram, 2011). Individuals with a high level of financial knowledge make their
investments in terms of future financial planning. They know about the functioning of
financial markets and are also prepared for the risk factors and uncertainties involved.
Also, financial knowledge is obtained from interactions with family, friends, and media
in addition to financial education. (Hilgerth et al., 2003). The research has highlighted
that financial knowledge can be obtained via financially well-educated family or friends
besides financial education programs. Hence, there is a strong possibility that social
factors impact on individuals’ financial literacy and these should be considered as part

of financial literacy.
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222 Financial Behaviour

The welfare of individuals is significantly affected by their financial behaviour,
especially during the advent of a financial crisis is taken into consideration (Bernanke,
2006). Individuals’ financial wellbeing is determined by financial behaviour so that the
most important element of financial literacy is individuals’ financial behaviour (Atkinson
and Messy, 2012). Such an explanation is unsatisfactory because insufficient financial
knowledge individuals exhibit bad financial behaviours. It means that there is a positive
correlation between financial knowledge and financial behaviour. In contrast to
Atkinson and Messy (2012), Hilgert et al. (2003) study found that the most important

component of financial literacy is financial knowledge.

Individuals’ characteristics, knowledge, identity and psychological factors greatly
affect their financial behaviour (Bergner, 2011; Garcia, 2013). Financial wellbeing can
be increased with positive financial behaviour, such as savings. Savings are an
important element, and they can provide financial security and credit independence.
On the other hand, financial wellbeing can be reduced through negative behaviours,

such as careless borrowing (Atkinson and Messy, 2012).

One of the main pillars of good financial behaviour is to obtain information about
financial products before purchasing them. The market needs to be investigated by
individuals in order to make good financial decisions. In doing so, it is more likely that
the best option will be chosen, and they are less likely to become a victim of fraud
(Atkinson and Messy, 2012). However, Atkinson and Messy (2012) failed to
acknowledge the significance of behavioural biases. That s, it is not sufficient to obtain
financial knowledge to exhibit good financial behaviour. Most of the time, individuals

are affected by behavioural biases, such as self-deception, emotions, heuristic
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simplification and social interaction, even if they have financial knowledge.
Additionally, there is asymmetric information in the market (Ibid).

Regarding behavioural finance, market systems contain risk, uncertainty,
imperfection, and rigidities, so accurate information is not readily accessible. Under
the behavioural finance theory, it is argued that individuals’ financial decisions are
based on cognitive biases and bounded rationality in such an environment (Garcia,
2013). This research attempts to the importance of financial behaviour by examining

the irrational behaviour of individuals in the financial system.

According to Capuano and Ramsay (2011), financial behaviour is affected by internal
and external factors. Internal factors pertain to cognitive ability and psychological
factors, whilst external ones are the social and economic conditions. Financial
knowledge interacts with subjective norms, perceptions and financial attitudes to
compose financial behaviour (Koropp et al., 2014). The important point is revealed by
Koropp et al., (2014) with the explanation of financial behaviour composition. One
guestion that needs to be asked, however, is whether cultural differences influence

financial behaviour.

Whilst young people’s financial behaviours start to be shaped in family, and they are
also significantly affected by their peers. Their consumer behaviours, especially about
product choice, are impacted upon by the latter (Kretschmer and Pike, 2010; Masche,
2010; Moore and Bowman, 2006 in Shon et al., 2012). In sum, it is clear that social

factors affect individuals’ financial behaviour.

223. Financial Attitude

In essence, individuals’ general approach towards events, feelings and opinions are

referred to as their attitude (Atkinson and Messy, 2012). According to Henager and
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Mauldin (2015), attitude is defined as it is a behavior that individuals have and is
expected to exhibit in the face of a situation or event. Financial attitude refers to the
savings of individuals regarding their future plans and it is another important aspect
of financial literacy. If an individual has a negative attitude towards saving to use in
future, most probably that individual will have little tendency to exhibit saving
behaviour. Generally, people who care about their short-term needs will be less likely
to make savings for emergencies or make long-term financial plans (Hamarat and

Ozen, 2015).

Individuals who have awerness of financial attitude exhibit more careful behaviour
about spending money and they tend to save more for their future. Therefore they may
able to provide good education to their children and increase their welfare in their
retirement. Whether individuals exhibit a positive attitude towards saving depends on
their financial literacy level. Individuals with a high level of financial literacy tend to
prepare budget for their expenses. In addition, they compare the prices of the products
they want to buy. As a result of this attitude, they spend their income more carefully

and sparingly (Sahin and Baris, 2017).

Situational and circumstantial factors often influence attitudes by contrast to
personality, and thus it is more unstable than personality traits. Individuals exhibit
different attitude towards money in relation to spending, savings and obtaining money.
Firstly, money can be used as a security purpose through saving. Secondly, money
can buy social status, which leads to social acceptance and recognition. In this case,
money may provide control status and power. Thirdly, expressions of generosity and
love can be associated with money. Lastly, money can mean the freedom that allows

individuals to escape from daily routines (Stumm et al., 2013).
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Atkinson and Messy’s (2012) research revealed that individuals obtain knowledge
about finance in their childhood with pocket money management and that different
attitudes are applied to money by young individuals. The possible explanation of this
situation might be that individuals’ attitudes significantly affect their money
management skills in the future.

To sum up, financial knowledge, financial behaviour and financial attitude have been
used to measure financial literacy, but the most important factor that helps to increase
financial literacy has not been discussed. The sub-research question of “what are the
most significant factors in relation to raising the financial literacy level of young adults?”
was investigated in order to identify the most significant variable. Therefore, this
research will fill the gap in the literature by finding the most important factor that

influences financial literacy compared to other factors.

23. The Aims of Financial Literacy

The main aims of financial literacy are to provide fundamental knowledge about
money, income, money management, saving and investment as well as spending and
debt (Tomaskova et al., 2011). This includes understanding inflation, interest rate
calculation, income sources, tax and other deductions from income, financial planning,
insurance, savings, budgeting, short- and long-term savings and investment
strategies, risk and return, liquidity, borrowing, financial instruments, credit cost, credit
history and rights, and responsibilities as consumers. In short, the aim of financial
literacy is to increase awareness of individuals about money, income, money

management, saving, investment, spending and debt.
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231 Money

In order to manage money effectively, it is necessary to have knowledge of money.
Basic knowledge of money contains basic mathematical calculations, selection and
purchase of appropriate goods and services, payment of invoices, understanding of
the time value of money (Rooij et al., 2007), comparison of the value of financial
products, and the effect of inflation (INFE, 2009), calculation of interest and discount

rates (World Bank, 2010).

One of the concepts that should be understood within the scope of this basic
knowledge is the time value of money. In general, the future value of money is less
than its current value. According to the general level of prices, the change in the value
of any currency over time can be expressed as the amount of goods and services that
the currency purchased in the past, what it can buy today and its purchasing power in
the future. Inflation has an important role in financial decisions since its presence
means a decrease in the value of money and purchasing power. In other words,
inflation causes the general price level of goods and services to increase (Gokmen,

2012).

Another thing to know in relation to money is simple and compound interest
calculation. Interest calculated at a set rate over a certain period of time based on a
principal amount, is called simple interest. Simple interest is the interest received at
the end of the related period. At the end of the period, if the interest amount obtained
in that period is reinvested by adding the principal, the interest obtained in the next
period is defined as the compound interest rate (Gokmen, 2012). Accurate knowledge
about interest, the time value of money and the effects of inflation, accurate

determination of time of purchase of goods and services, correct borrowing,
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conversion of changes in the purchasing power of money into right opportunities, and
estimation of the return of the certain amount of money within the conditions of the
day, making the right financial decisions are important and necessary for increasing

financial welfare.

232. Income

Income for the individual is defined as the sum of the values obtained in a certain
period at the end of the contribution to production. There are different ways to create
income. It can be generated through working, capital rent, interest or profit gained as
a result of entrepreneurship (Turkey Statistical Institution, 2019a). The sum of the
personal annual disposable income obtained by each individual in the household and
the annual income obtained on a household basis is deducted from the taxes paid in
the income reference period and regular transfers to other households or individuals

(Turkey Statistical Institution, 2019a).

A wage is the benefits that can be provided in money to employees in return for
service, subject to the employer and connected to a specific workplace. Individual's
wages earned in a calendar year are subject to income tax, stamp tax and social
security premium. Direct taxes, such as income tax, corporate tax, wealth tax, land
tax, inheritance taxes, as well as indirect taxes (e.g. VAT) included in the sales prices

of consumed goods and services, cover a large proportion of state income.

233. Money Management

According to Kempson (2009), money management skills provide financial control to
individuals. Financial control includes being knowledgeable about budgeting, keeping

records, establishing income-expenditure balance as well as calculating and
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estimating daily living costs. Regardless of the level of income, having knowledge
about money management and financial issues contributes greatly to family and
individual welfare. For financial success, it is necessary to take financial steps in line
with the needs and goals of the family and the individual and to determine and
implement the financial targets (Sarlak, 2012). In this point, individuals need to make

a financial plan to gain financial success.

According to Hayta (2011), financial planning helps individuals and families to continue
their lives within the framework of their income, set their financial priorities, and make
savings and investments to aimed at achieving financial goals. Financial planning is
not just about budgeting in the short term, for it also includes retirement planning in
the long term and planning and realisation of long-term large spendings such as
buying a house or a car (Capuana and Ramsey, 2011). According to Gokmen (2012),

effective financial planning is a process that encompasses the following aims:

Determining financial objectives;

e Calculation of current net income;

e Evaluation of options to achieve goals;
e Choosing the most suitable option;

e Implementation of the plan;

e Checking the plan regularly and making the necessary changes.

The Australian Government Financial Literacy Foundation (2007) states that one of
the main issues of money management is budgeting. The budget is aimed at keeping
track of the financial situation and avoiding unnecessary expenditure. Budget is a plan
that shows the estimation of spending to be made and revenues to be obtained over

a certain period. In other words, it is a plan that shows how resources are to be
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obtained and used in a given time period. Therefore, the knowledge and skills of
budgeting are essential in the rational use of money. Also, it can be said that having

money management knowledge is an inevitable part of being a conscious consumer.

Another important issue about money management is to guarantee the future and be
prepared for unexpected vital events and risks. In this point, one of the important
components of money management is to make insurance. Individuals’ knowledge
about insurance should be improved. Individuals are looking for a system that will
secure their lives because of socio-economic situations, inflationary pressures,
increase of occupational and physical risk factors and inadequate precautions to
eliminate or reduce the impact of these risks, and changes in the world and national

economies (Gokmen, 2012).

Insurance emerged from the need for people to protect themselves from social and
economic risks of the events that can cause harm to people's lives because people
face many risks. Disease, unemployment, unexpected accidents and deaths are some
of these risks. People felt the need to take precautions against such situations. In
essence, insurance is a technique used to secure the future. Reducing the risk and
sharing the loss are among the benefits of insurance. Since the reduction of risks gives
freedom to the individual in every field of future financial planning, the knowledge and
correct practices in this regard are important in increasing financial welfare (Hayta,

2011).

234. Saving and Investment

Most individuals and families do not use all of their income in consumption expenditure

and direct some of it into savings and investment. That is, in order to establish a better
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standard of living in the future, they reduce their consumption today and thus, make

some sacrifices (Usul et al., 2002).

Generally, in terms of economically, saving is defined attitude, money saving and
investment (Lusardi and Mitchell, 2013). Savings are defined as the difference
between income and consumption, entailing the postponement of the latter until a
future date, which means that future consumption replaces current consumption
(TRCB, 2014). According to Sarlak (2012), savings are the key factor to success in
money management. The conventional economic approach to savings and
consumption decisions assumes that a fully sensible and knowledgeable individual will
spend less on his/her income during his/her high-earning time and save money to
support consumption when income drops (e.g. after retirement) (Lusardi and Mitchell,

2013).

Savings are a fundamental element for investments and defined as the most important
source among the sources that will finance the investments. Savers who transfer their
savings to investment instruments, especially to the capital market, should know about
the risk and return on investment, liquidity, and the effects of inflation. That is,
necessary to comprehend and thus be able to consider the risk factors as well as the
expected return on the investment to be made. The positive relationship between risk
and return is one of the assumptions that form the theoretical basis of income
management. As a general market rule, the higher the risk of an investment, the higher

the expected return will be for that investment (Neveu, 1986).

Another important factor when investing is liquidity which refers to the level of ability
to convert financial assets into cash. For example, if there is a high demand for the

securities invested in the securities markets, that is, if the liquidity capability is high,
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monetisation will be easier. At the same time, inflation is one of the factors that affect
investment. Therefore, the return on investments in an inflationary environment must
be well calculated. For instance, in an environment where inflation is high and
constantly rising, the income of fixed income investors will be low or negative.
However, investments made accurately and consciously in the financial system can
provide additional returns for the individual. Therefore, the ability to select investment
tools and financial products is an important feature of financial literacy (Capuana and

Ramsay, 2011).

As investment tools, savings accounts, stocks, bonds, treasury bills and mutual funds
can be used. Savings from one of the investment instruments are aimed at providing
a regular and risk-free return. The money can be kept at the bank as a drawing account
or saving account. Money can be deposited and withdrawn at any time withdrawing
accounts. An interest rate applies to savings accounts and individuals gain interest
income. Such investments have little risk, with the money being under the guarantee
of the bank and the government. Whilst the interest paid by the bank into the savings
account protects the value of the money against inflation, to some extent, the value of
money cannot be preserved when the interest rate change falls behind the inflation,
and the return on investment may even become negative against inflation (Hayta,

2011).

Stocks are one of the most important tools of the capital market. Valuable documents
issued by organisations to increase their capital and become partners in the new
organisation. Stocks are financial assets that give the investor the right to be a
beneficiary of the company's profit and loss to represent the partnership. Investing in

stocks is more risky than fixed income investments because the profit share that the
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investor will receive differs from year to year, depending on the activities of the
company. It is also necessary to consider stocks as a long-term investment tool
because the stock of a good company may fluctuate in the short term and may pay
low dividends in some periods. However, the company, which does not distribute its
profit and turn it towards investment, may gain more value in the long run. For this
reason, it is not advantageous to be preferred by investors who have the idea of turning
stock investments into liquidity in the short term because buying and selling stock

investments do not provide high returns (SPK, 2012).

Bonds are for businesses to provide long-term foreign resources. The bonds of
governments or private institutions are floated on the market to borrow money.
Businesses that issue bonds must pay the principal of the debt and interest during the
period of the debt. Government bonds are one-year and longer-term debt securities
issued by the Ministry of Finance for financing budget deficits, being generally risk-
free and fully secure (SPK, 2012). Treasury bills have all the legal features of
government bonds but are shorter than one year. The issue of treasury bills by the
government eliminates the risk of non-payment and ensures a high degree of liquidity.
As treasury bills are under government guarantee, they too do not bear any risk for

investors (Parasiz, 2009).

Mutual funds manage portfolios consisting of stocks, bonds, private sector debt
instruments as well as gold and other valuable metals, in exchange for the money they
collect from the public. It is possible to minimize the risk due to the diversification of
financial assets that can be included in the mutual fund portfolio. The characteristics
of the investment instruments, their risk status, the potential to convert to liquidity, and

the knowledge and ability of the investment instrument to compare the risk and return
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will enable people to make the right financial choices and thus increase personal
financial wellbeing (SPK, 2010). For this reason, it is one of the fundamental conditions

of being financially literate.

235. Spending and Debt

Debt literacy is considered as being an important component of financial literacy. Debt
or credit is the ready-to-use purchasing power based on the idea of payment in the
future (Capuano and Ramsey, 2011). In other words, having debt means that it can
be spent before income is obtained. The right thing for the individual is to borrow on
the basis of solvency. Having the ability to make rational borrowing from financially
literate consumers, reducing the amount of debt as much as possible, borrowing for
real rational reasons, having a good credit history, paying the debt on time, minimising
the cost of using credit and credit card, having attitude and behaviour expected.
Delays in credit card payments and irresponsible purchases increase credit card cost,

thereby exacerbating consumer debt.

Today, many consumers fall into a position of being unable to pay their debts. It is
necessary to act rationally in the use of credit cards and this will only be possible by
increasing the level of awareness of the negativity of being over dependent on their
usage. In addition, individuals should also have knowledge about their rights and
responsibilities regarding all the instruments they purchase from financial markets, as
well as the processes of buying and using credit and credit cards. It is only possible
for consumers to understand the disagreement resolution processes, to request
compensation from a financial institution, and to perceive fraud and act against it

wherever possible (Capuano and Ramsey, 2011).
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24. Need for Financial Literacy

Financial literacy is crucial both for individuals and societies. Financial security of
individuals is associated with the complexity of financial goods and services in financial
markets. If individuals are not able to make good financial decisions due to this
complexity, the market balance might begin to deteriorate, and hence, their financial
wellbeing will be negatively affected (Mandel, 2006). Mandel’s (2006) opinion is
supported by Temizel and Bayram (2011). The demand for financial products and
services depends on their acknowledgement and understanding by individuals, can
be achieved through financial literacy. These opinions would seem to suggest that
financial knowledge should be given individuals because it is the main element that

underlying to improve financial literacy.

Nowadays financial literacy is an essential life skill for individuals, for a high level can
prevent societies from suffering financial crises (Erner et al., 2016; Paiella, 2016;
Potrich et al., 2015). This opinion is supported by Sarac (2014). According to Sarac
(2014), vulnerable parts of the population can be protected via financial literacy from
malicious practices, such as payments that cannot be met and mortgages default.
Sarac (2014) has revealed the impact of credit products on financial wellbeing. One of
the main causes of the global financial crisis of 2007/08 was the excessive use of
credit products. The study would have been more interesting if it had focused on

financial literacy level and credit usage.

Nowadays, many types of credit products have gained in importance across the world,
such as fixed or variable interest loans and mortgage credit with higher risk. These
kinds of credits have got an important role in both individuals’ economic life and the

political economy of countries. One of the reasons for the recent global financial crises
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was individuals having a low level of financial knowledge, which led to their buying
credit products that were unsuitable for their economic circumstances. This situation
has demonstrated the importance of financial literacy in terms of market regulation
and protection of the consumer (OECD, 2009). According to Alan Greenspan, who
was president of FED, financial literacy is a tool that can provide sustainable economic

growth.

Similarly, Mandela (2006) contended that financial literacy contributes to creating a
more efficient market and competition practices of financial institutions. Financially
well-educated individuals indirectly help to develop to markets through their good
financial decisions. Hence, financial literacy is an essential factor for the efficiency of
the financial market. Additionally, financial literacy contributes to an increase in
individuals’ financial wellbeing. Also, it provides social and economic integration
besides that; it facilitates access to financial products and services through financial

education and sufficient financial awareness (OECD, 2009).

Financial literacy provides different benefits to individuals of all ages and income levels
such as young, elderly and low-income level. For instance, it helps young individuals
to make a budget and control their savings. It also contributes to implementing an
effective savings strategy that enables their children to pay tuition fees and provides
the ability of individuals to purchase a new car or house. At the same time, financial
literacy provides more financial wellbeing to individuals in their retirement time with
more financial knowledge, capability, and personal savings. Additionally, low-income
individuals are avoided from high commission fees and are provided saving by
financial literacy. High-level financial literacy individuals make their payments on the

time and the possibility of bankruptcy is lower than for their less well informed
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counterparts (Temizel and Bayram, 2011). However, the study did not reveal how
financial education programmes should prepare for different ages and income group

individuals.

241. In Terms of Individuals/Households

According to Jorgensen (2007), financial literacy is a highly important factor for both
individuals and households as it affects their life quality by enabling them to make
good financial decisions. At the same time, relationships among households are
positively affected through physical and psychological well-being. Jorgensen (2007)
has revealed that individuals’ psychology is influenced by financial literacy. Individuals
should have the adequate financial knowledge and practice consistent saving to make
good financial decisions. Similarly, Gokmen (2012) showed that saving behaviour
should be taught to individuals, so they do not spend all their earnings. In addition,

individuals should know that debt can never be paid with new debt.

In the same way, Temizel and Bayram (2011) indicated that the main condition for
ensuring capital saving in society is individual awareness of saving. Recently, studies
have focused more on improving individuals’ financial awareness. The possibility of
wrong financial investment decisions is minimized by financial knowledge and

capabilities, which consist of financial literacy.

Individuals need a certain level of financial literacy to compare and evaluate financial
products. When they have a shortage of financial knowledge, they cannot buy the
necessary financial products or even purchase them even if they do not need them.
Financial literacy contributes to individuals’ financial well-being by providing better
knowledge about financial goods and services. At the same time, it also increases

their financial awareness and effective usage of financial products. Moreover, it
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encourages individuals to use the most appropriate financial products for them,
helping them avoid fraud and misleading financial products (Temizel and Bayram,
2011). A serious weakness of this argument, however, is that it ignores financial

behaviour.

According to Capuano and Ramsey (2011), financial literacy provides high-quality
living standards and more savings, especially in individuals’ retirement time.
Effectively, individuals can manage their financial situation with good debt
management skills, the ability to use financial products, more financial confidence and
appropriate choice for financial products. Additionally, individuals with financially
literate people can reduce their future anxiety by creating a financial plan. Therefore,
an adequate insurance contract, an appropriate retirement plan and regular savings

should be made for a good financial situation in future (Schokey, 2002).

Studies (Gokmen, 2012; Martin, 2007) have revealed that low-educated and low-
income individuals tend to make more financial mistakes compared to well-educated
and high-income individuals. At the same time, psychological factors play an important
role in their financial behaviours. Also, their culture affects their financial decisions.
Additionally, financial education is useful for retirement planning, savings, buying a
house and using credit. Thus, households are affected positively by financial

education.

Hilgert et al. (2003) examined the relationship between financial knowledge and
financial decisions, which found a significant correlation between the two. When
individuals’ financial knowledge increases, the possibility of making good financial
decisions increases as well, even if such financial knowledge is gained by their family

or friends.
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24.2. In Terms of the Financial System and Economy

Financial literacy has a crucial role to play in terms of the financial system and
economy. Individuals with a low level of financial literacy tend to make more
inappropriate financial decisions; therefore, the financial system is influenced
negatively. When economic growth starts to decline, the reel sector is affected
negatively by an increase in the unemployment rate. The demand for financial

products and services can be increased by financial literacy (World Bank, 2010).

Individuals can use resources more effectively and make more savings through
financial literacy. Thus, economic growth occurs. At the same time, long-term funding,
required for the economy, can be provided by individuals’ paying into the pension
system. Consequently, the resource cost of financial institutions decreases through

savings and deposits (Gokmen, 2012).

All in all, individuals should learn to prepare a budget in order to make a saving.
Individuals avoid unnecessary spending with budgeting, and they start to save.
According to Koksal and Osmanoglu (2013), saving does not mean only accumulating
money; it also needs to be transferred for investments. Unless individuals who have
savings transfer their funding to the financial system, they cannot contribute to
providing an accumulation of capital. Funds are required to be integrated into the
financial system by intermediaries for the financing of investments. Funds are
transferred to investments if a deposit bank account is opened or company shares are

purchased (Koksal and Osmanoglu, 2013).
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2.5.

Financial Literacy Problem of the UK

OECD (2016) has highlighted that the UK has one of the lowest levels of financial

literacy at around 48%. Figure 1 shows that the average financial literacy level of all

countries is 56%, while the financial literacy level of OECD countries is 62% in 2016.
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Figure 1: International Survey of Adult Financial Competencies

According to UCL (2018), the financial literacy level of the UK is very low when

compared to other developed countries. In the UK, 40% of adults are not able to apply

a simple discount to products correctly. The majority of adults are struggling to

complete quite basic financial tasks. At the same time, financial graphs are not

accurately understood by more than 50% of adults in the UK, even if they contain only

basic financial information. The study indicates that the financial literacy level of young

adults aged 16—24 in the UK is significantly low.
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The Financial Times (2018) emphasised that the financial literacy problem of the UK
is increasing. Notably, basic financial terms such as inflation, mortgage, and interest
rates are not understood by young adults. For instance, the effects of inflation and
compounded interest on their savings and evaluation of mortgages are not known by
them. Additionally, they do not have savings for any emergency circumstances
because individuals are trying to meet their current needs. Another important point has
highlighted young individuals not making a retirement plan, although life expectancy

has increased.

Financial wellbeing and the UK economy are being affected by the low level of financial
literacy. Personal debt reached its highest level, from £1.53 trillion in 2017 to £1.58
trillion in 2018. Also, although individuals’ debt is £1.14, the earnings of individuals are
only £1.00. Plus, average savings were 5.3% in 2017, but 5.4% in 2016. However, the
UK economy grew 0.1% less than predicted in December 2017 (The Money Charity,

2018). The UK is paying the price of a low level of financial literacy (Guardian, 2017).

2.6. Financial Literacy Problem of Turkey

Nowadays, the financial literacy problem has become an important issue, although
financial literacy studies have only recently started in Turkey. 70% of individuals have
more or less knowledge about financial issues. However, only 40% of individuals had
savings due to uncertainty, concern, and anxiety about the future in Turkey (KPMG,

2018).

Turkey had confronted high inflation rates and interest rates for a long time, with
significant fluctuations occurring in interest rates, inflation rates, the economic growth

rate, and other alternative investment instruments. Naturally, individuals who lived
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through this long time of uncertainty preferred less risky investment instruments such
as gold, foreign currency and short-term deposits, as they were focused on the short-
term. As a result, middle-aged and older individuals’ investment habits were shaped

by this negative environment (Yardimcioglu and Yoruk, 2016).

Turkey Economy Bank has been preparing the financial literacy and access index in
collaboration with Bogazici University since 2013. Their study (2017) highlighted that
the financial literacy level of Turkey is increasing year by year. Also, there is a
significant correlation between financial literacy levels and income. Students,
unemployed individuals, and housewives have got the lowest financial literacy levels
in Turkey. According to this research (Figure 2), financial knowledge and financial
behaviour in the UK are higher than in Turkey. The financial attitude of individuals in

Turkey is higher than in the UK.
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Source: Turkey Economy Bank, 2017

Figure 2: Financial Knowledge, Financial Behaviour and Financial Attitude Level of
the UK and Turkey
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According to Milliyet (2017), individuals in Turkey are categorised as Financially Wise,
thrifty conservatives, unconcerned youth, modest parents and unplanning dreamers.

Figure 3 shows the percentages of these main groups in Turkey.

Modest parents consist of 24% of individuals and are mostly between middle to upper
age. The group spends their money depending on their needs, and try to make long-
term plans for the future and retirement. Payments are made on time and borrowing
is not preferred. They do not like to take a risk, but a high income is desired. For this

group, the livelihood of a household is the most important principle.

The Financially Wise group consists of middle-aged individuals and is 22% of society.
They manage their money wisely. They have a higher household income than other
groups, and most of them own their own business. They save and spend consciously.
This group sets financial targets and evaluates its savings in different areas to achieve
these goals. The Financially Wise generally use a budget and make payments on time.
Thrifty Conservatives, which consists of 20% of individuals, use their money prudently.
Although their financial situation may be challenging, they try to make long-term plans
and savings for their future and children. They can spend on their primary needs, but
they do not have the flexibility to buy unnecessary things. However, they do not prefer

to invest in financial instruments, which contain interest.

Unplanning Dreamers and Unconcerned Youth consist of the ages 18-24 group.
Unplanning Dreamers are not yet married and do not have children. They have a
limited income and constitute 19% of individuals. They are ready to take risks in order
to gain more wealth in the future. However, they do not have discipline or plans for

their money. They avoid making a long-term plan and do not tend to save.
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Unconcerned Youth comprises 15% of individuals. This group has the lowest financial
literacy level. They do not have a regular income and do not tend to save or budget.

Moreover, they would not save even if they had a regular income.

B Financially Wise

B Modest Parents
Thrifty Conservatives

B Unplanning Dreamers

® Unconcerned Youth

Source: Milliyet, 2017

Figure 3: Percentages of Five Main Groups of Turkey

To sum up, both of the countries UK and Turkey, have financial literacy issue. A low
level of financial literacy decreases the financial well-being of individuals (Lusardi and
Mitchell, 2014). In connection with this, young adults in these two countries may face
financial distress in the future. Therefore, the low level of financial literacy issue should
be solved both for the UK and Turkey. In the literature, there is not sufficient research
that helps them to solve this issue. Thus, this research will fill the gap in the literature
by identifying their current financial literacy level and explaining factors for the UK and

Turkey that help them to increase their financial literacy.
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2.7. The Importance of Financial Education

Financial education refers to a process in which individuals develop their knowledge
of financial products and concepts, increase their awareness of financial risks and
opportunities, make informed decisions, perform effective activities to increase their
financial wellbeing and learn where to go when they need help (OECD, 2013).
Increasing financial literacy depends on individuals’ financial education. Individuals do
not increase their financial literacy level without financial education (Gokmen, 2012).
The main weakness of this argument is that financial literacy will only be obtained
through financial education. In contrast, Hilgert (2003) has highlighted that family and
friends have played an important role in obtaining financial literacy. In short, financial
education should be given to individuals to improve their financial literacy, but the

effect of family and friends should also be considered.

In recent times, the importance of financial education has increased as a result of the
development of financial markets, the changes in politics, economics, and
demographic factors. Financial markets are becoming more complicated when new
financial products are launched. Therefore, financial education should be provided to

individuals to prevent financial distress in the future (OECD, 2005).

Financial knowledge is the main component of financial literacy. Individuals’ financial
knowledge would be increased via financial education (Xiao and Porto, 2017). For
instance, no matter how informed investors are about investment decisions, if they do
not read or understand the explanations, the planned effects will never occur.
Likewise, financial education not only covers necessary financial knowledge, but it also

teaches the individual how to use the knowledge.
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One of the aims of financial education is to educate low-income or low saving
individuals as these groups are more likely to make irrational financial decisions
(Gokmen, 2012; Martin, 2007). Other aims of financial education are to teach
individuals how to manage money, make medium and long-term financial plans,
understand risk and return, recognise financial instruments, use financial instruments
effectively and efficiently, and where and how to gain correct information about

financial goods and services (Hayta, 2011).

The content and effectiveness of financial education show differences regarding
individuals’ characteristics who have had the education. Individuals should be split into
adult, children and working-age groups before financial education is provided.
Complex financial terms should be simplified, cultural differences should be
considered, and financial education programmes should be prepared based on the
individuals’ knowledge to create successful financial education programmes (Miller et
al.,, 2009). Additionally, individuals should be informed about earning income,
purchasing financial goods and services, saving, using credit, making an investment,

preventing risk and buying insurance (Bosshardt and Walstad, 2014).

According to Miller et al. (2009), financial education covers lots of subjects to create
more powerful individuals and provide the capability of analytical skills. Saving,
financial planning, debt and credit management, banking services and investments

are priority topics of financial education (Nelson and Wambungu, 2008).

Individuals with financial consciousness, make good financial decisions such as
saving, spending, and investment (Alkaya and Yagli, 2015). Policymakers try to
provide financial education to individuals. When knowledge about personal loans,

mortgages, savings, budgeting plans, retirement plans, and understanding and
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interpreting financial data are provided, financial literacy levels increase effectively.
The important point is that individuals’ financial literacy level should be measured
before making any financial education programme to create more effective financial

education. Otherwise, there would be serious problems in financial systems.

Low levels of financial literacy create a serious problem in the financial system for both
developed and emerging economies. For instance, after the 2008 global financial
crisis, the majority of individuals in the USA who received mortgage loans were
ignorant of the fact that if interest rates increased, their payment would go up as well
(Economist, 2008). Another important issue revealed by OECD (2009) was that the
majority of young adults rely on their sufficient financial knowledge, although they have

a low level of financial literacy.

After the 2008 global financial crisis, financial education has started to be given to
individuals and young adults. The aim of this education is to create conscious
individuals. Thus, the financial wellbeing of individuals can be increased by
investment, even if the financial system is complex, and individuals’ future risks can

be minimised thanks to increasing financial capabilities (Eker, 2017).

Individuals who have financial education are crucial for both emerging and developed
economies. They play an important role effectively on decreasing poverty and
developing financial and reel sector for emerging economies. In developed
economies, individuals might have sufficient income for their retirement and may avoid

debt, which could lead to bankruptcy and foreclosure (OECD, 2006).

According to Xu and Zia (2012), the aim of financial education programmes for

individuals is to influence individuals’ behaviours with regards to financial planning,
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saving, increasing financial knowledge and recognition of financial products.
Especially in developed countries, financial education programmes emphasise the

importance of saving and developing the financial literacy of young individuals.

In the short term, financial education provides a way to increase the financial wellness
of individuals, the expansion of investor bases, prepares qualified labour forces for the
financial sector, grows financial markets and works more effectively. However, in the
middle and long term, it provides economies with increased stability and increases

social welfare (TRCB, 2014).

According to Kiyosaki (2011), one of the primary reasons the middle classes struggle
with debt, the poor get poorer, and the rich get richer, is that financial knowledge is
taught at home instead of school. Generally, schools are focused on professional skills
and scholastic, rather than financial skills. The majority of individuals gain their
financial knowledge from their parents. At this point, what kind of financial knowledge
is given to a child if their parents are poor? The parents are more likely to say that you
should study hard in school. Therefore, they may graduate with excellent grades, but
with a lack of financial knowledge. This explains how accountants, lawyers, doctors,
and bankers who graduated with excellent grades can struggle all of their lives
financially. In relation to this, a huge amount of national debt is caused by highly
educated politicians’ financial decisions with a little, or lack, of knowledge in the subject

of money.

28. Behavioural Dimension of Financial Literacy

In order to be financially literate, it is necessary to have the knowledge and skills to

make the choices needed in financial markets where all consumers are in contact,
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regardless of their characteristics (Huston, 2010). Although having correct financial
knowledge creates the basis of financial literacy, the knowledge must be implemented
correctly in the demand and use of financial products and financial services. In other

words, the correct financial behaviour must be exhibited.

Financial literacy expresses elements such as the behaviours of human capital that
can be used in financial activities to increase the time benefit expected from
consumption. Behaviours and cognitive biases, self-control problems, other factors
such as family, friends, economy, and society can affect financial behaviour and
financial wellbeing. Having financial literacy skills and behavioural patterns is essential
for both avoiding and solving financial problems (Australian Securities and Investment

Commission, 2011).

Financial knowledge refers to the consumer's competence in financial issues. In this
regard, the level of the consumer's knowledge of financial literacy is an important part
of competence (Capuano and Ramsay, 2011). Individual financial knowledge is a
general concept in understanding money and its use, and this includes the ability to
manage revenue and expenses and to use general methods to manage and change
money, such as cheques and credit cards. It also ensures the understanding of
everyday situations that should be known, such as understanding insurance, credit,
savings and borrowing. In this respect, it is necessary to have the ability to use
financial knowledge to make correct financial decisions. This skill refers to the basic
skill required to make complex financial and investment decisions that benefit the

individual (Wagland and Taylor, 2009).

Financial behaviour is generally thought to depend on rationality. In financial literacy

researches, it is stated that financial understanding and financial knowledge lead to
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optimal consumer decisions, while a lack of financial knowledge and financial
understanding leads to inadequate consumer decisions (Capuano and Ramsey,
2011). Although financial success is thought to be related to numerical and
mathematical skills, it is also accepted that optimal behaviours related to financial
literacy depend on innate and natural ability, knowledge and skill in this field.
Additionally, social factors also strongly influence behaviour. Socio-demographic
factors, social position, and welfare and income status determining access to social
networks are also important factors. In addition, the complexity of the market and
financial products, culture and short-term consumerism affect financial behaviour and
cause many behavioural changes that are considered the result of financial literacy

(Capuano and Ramsey, 2011).

Financial behaviour includes behaviours that include unconscious habits, intuition,
and effective money management. It may be a reflection of financial knowledge-
seeking, financial planning, setting goals and decisions made without thinking. Making
financial decisions is the last step between desired output and expectation. Personal
attitudes and beliefs, non-cognitive skills and personal characteristics affect financial
behaviour and mediate the link between financial information and financial behaviour

(The Consumer Financial Protection Bureau, 2015).

Many people do not have a sufficient level of knowledge, behaviour and skills in the
financial field. They are unable to control their spending, avoid financial risks, and
cannot see the financial results of events such as unemployment, divorce, illness and
accidents. Money, which is increasingly integrated into daily life and financial markets,
has become more complex, and this has brought difficulties in managing the

household financial situation. In addition to these problems, excessive borrowing has
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begun to manifest itself as a real threat and reveals the necessity of correct financial

behaviour (European Banking Federation, 2015).

Financial knowledge, skills and behaviour should be addressed in a comprehensive
conceptualisation of financial literacy, as well as their interrelationships. Financial
knowledge, in particular, represents a basic form of financial literacy. Financial
knowledge is reflected as it is perceived and affects knowledge-based financial skills.
Current financial behaviour is based on current knowledge, perceived knowledge and
skills. Experience gained through financial behaviour ultimately affects both existing
and perceived financial knowledge (Hung et al., 2009). Individuals who are
knowledgeable in financial issues can make better decisions for their families and
therefore, can take a better position economically by increasing their wellbeing.
Individuals and families who can make financially safe and correct decisions have an
accelerating effect on the economic development of society as a whole (Hilgert et al.,

2003).

In general, the financial behaviours of individuals include behaviours related to
budgeting, using credit, money management, savings and investments. While positive
financial behaviours are indicated in the form of budgeting, regular savings and using
credit cards with responsibility, negative financial behaviours include exceeding the
credit card limit, paying the credit card late and not paying the entire amount of credit
card debt every month (Gutter et al., 2010). The most basic financial practice carried
out by the individual or household is to pay the bills on time. From this point of view,
financial education providers recommend that individuals keep a written budget and
regularly spend by comparing their current and planned expenditures (Hogarth et al.,

2003).
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High-income level individuals are more responsible than other income level individuals
in terms of financial behaviour. Individuals cannot fully benefit from financial
knowledge and financial resources unless they feel that they control their financial
situation. Although knowledge and income are important in financial matters,
individuals who think that financial outcomes arise by chance, or as a result of other
individuals' orientation, are less concerned with their financial management (Perry and
Morris, 2005). There is a general tendency to think that financial education can have
a positive effect on financial behaviour. However, Mandell and Klein (2009) stated that
these individuals do not see themselves as more pro-saving than those who are not

trained in this field.

Financial knowledge and financial control have an important role in explaining financial
behaviour, and financial knowledge has a positive relationship with financial
behaviour. Failure to achieve financial control is in a negative relationship with financial
behaviour (Mien and Thao, 2015). Students who have a basic level of financial
management and credit card usage knowledge, using credit cards effectively, tend to

use fewer credit cards and exhibit less risky financial behaviour (Borden et al., 2007).

According to Ergun (2017), financial literacy and financial behaviour have a significant
impact on excessive borrowing. They also stated that high-income owners are less
likely to over-borrow, and they exhibit rational behaviour in the use of credit cards.
They also found that low-income families are more likely to be over-indebted and that

financial literacy is an important indicator in terms of over-indebtedness.

Since gaining access to credit is much easier for financial consumers, excessive
borrowing has become a common problem that jeopardises the lives of financial

consumers. At the same time, it exhibits different behaviours on the borrowing
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behaviour of consumers with different financial literacy levels. For example, individuals
with high financial literacy have lower borrowing tendencies (Sevim et al., 2012). In
this context, debt literacy refers to the ability to make simple decisions on debt
contracts, applying basic knowledge of interest to daily financial preferences, and is
an important part of financial literacy (Lusardi and Tufano, 2008). According to Lusardi
and Tufano (2008), debt literacy is low, especially in women, the elderly, minorities
and divorced people. However, Lusardi and Scheresberg (2013) concluded that the
financial literacy level had an important role in many individuals' high-cost borrowing
methods, using the 2009 American National Financial Adequacy Study. Financial
literacy has an impact not only on the assets of individuals and households but also

on borrowing behaviours (Lusardi, 2013).

According to Japelli and Padula’s (2013) study, low levels of financial literacy are
associated with low levels of risk diversification, inadequate portfolio investment, and
low wealth accumulation. Also, individuals have little knowledge of finance, basic
economics concepts, risk diversification, inflation and interest. Financial literacy has a
significant impact on welfare and portfolio decisions. Financial literacy and welfare are
in a positive relationship with each other in the life cycle. Reforms in the financial
markets also enable high financial literacy and high savings and welfare levels in the

long term (Japelli and Padula, 2013).

The Consumer Behaviour Theory states that each consumer tries to maximise the
lifelong expected function due to a budget constraint. According to this model, lifetime
resources, distribution of these resources, and age play a critical role in saving
decisions. Preferences also have a significant impact on savings. Those who attach

high value to their current lives will tend to spend more. Nevertheless, decisions on
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savings require knowledge of interest rates and fluctuations in inflation. Moreover, it is
a necessity that those who decide on investment make calculations on compound
interest and the time value of money. In this framework, there is an important link

between financial literacy and savings (Prusty, 2011).

Understanding the importance of planning and saving is of great importance in today's
economy. Demographic factors have a significant effect on the factors that determine
financial literacy and saving behaviour. Hilgert et al. (2003) also show that gender is
as important as the main factors. They discovered that women have a lower level of
financial literacy than men. However, studies have shown that the level of financial
literacy increases with age, and education and high-income level also have positive
effects on financial literacy (Lusardi and Mitchell, 2013; Ergun, 2018). Financial literacy
has a strong relationship with financial behaviours, such as having a bank account,
and there is a positive relationship between savings behaviour and financial literacy.
A high level of financial literacy has a positive effect on long-term savings behaviour
and positively affects long-term investment and savings behaviour (Hilgert et al.,

2003).

Awareness of financial literacy is closely related to financial behaviour. Those with
sufficient financial knowledge have a higher tendency towards retirement savings.
There is an important link between individual characteristics and savings. Having goals
and motivation for saving creates positive effects on saving increases. However, a
pessimistic attitude towards saving affects behaviour negatively (Robb and Woodyard,
2011). Also, knowledge about finance and planning are closely related to saving
behaviour and regular saving decisions (Eker, 2017). Eker (2018) indicated that the

financial literacy levels of the elderly, women, and those with low education levels, are
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low. He also concluded that individuals with high levels of financial literacy tend to use
more than one savings tool and that they tend to invest in retirement funds, and

financial literacy is positively associated with financial behaviours.

Savings have consequences that benefit the whole of society. Therefore, economic
growth and capacity start to increase. In this framework, individuals should be
encouraged to increase savings at the national level. Achieving success with such an
incentive can only be achieved as a result of increasing the financial literacy of
individuals through financial education studies (Aksoylu et al., 2017). It is known that
individuals with little financial knowledge and some missing knowledge about the
market tend to borrow more than save. These people exhibit more negative
behaviours compared to those who have financial proficiency in terms of financial

decisions, portfolio selection and investment in welfare (Abreu, 2014).

It is a behaviour pattern that can be realised with the understanding of basic financial
concepts, where individuals choose to save for their later years. Such a decision has
become increasingly important, as it will affect the quality of life for individuals to come.
Despite these efforts to save, social safety networks cause individuals to save very
little for retirement. Benefits provided to people in social security systems create
burdens for public finances, and problems arise regarding their sustainability for years
to come (Brockman and Michayluk, 2015). Nevertheless, a high level of financial
literacy enables individuals to invest more. Widespread financial literacy allows low-
income households to make better financial decisions, thus enabling wider social and
economic rights and increased capital stock with increased savings (Robb and

Woodyard, 2011).
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Individual investment decisions refer to processes that vary from person to person.
While some individuals make decisions based on their own biases, others consider
many factors when making an investment decision. Investment decisions made as a
result of incorrect financial evaluations can lead to negative consequences. In this
respect, financial literacy provides the necessary knowledge for the evaluation phase
and makes appropriate decisions in terms of investment. This framework paves the
way for successful savings and investments by being financial literate. However,
before investing in this framework, the correct evaluation of factors such as credit and
debt requires access to the correct information and the skills to evaluate them
(Financial Literacy Foundation, 2007). In this context, financial literacy helps
individuals gain the ability to make an accurate assessment of individual finance and
manage financial issues correctly. Those with low financial literacy invest more in
traditional and secure financial products and do not like risky but high-return financial
products (Bhushan, 2014). Without sufficient financial literacy, individuals face more
borrowing and less saving. The recent mortgage crisis in the United States has
revealed how important the need is to make accurate financial decisions on borrowing

(Alexander et al., 2011).

Many empirical studies reveal that inadequate financial literacy is associated with
inadequate risk diversification, inadequate portfolio investment, and low wealth
accumulation (Alexander et al., 2011; Robb and Woodyard, 2011; Jappelli and Padula,
2012; Bhushan, 2014). Mathematical skills acquired at an early age increase
household financial literacy, saving and prosperity in the following years (Jappelli and
Padula, 2012). Quick and direct access to financial information makes individuals

more informed about financial matters. Online investors especially are more
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successful in their investments since they can reach incorrect and speculative

information in financial matters more easily and quickly (Volpe et al., 2002).

29. Behavioural Biases

Traditional finance is based on a normative approach, which means that traditional
finance provides the solution to how the individual should behave towards financial
events. As a result of this, it does not focus on the behaviour of the individual and the
results of this behaviour. Unlike traditional finance, behavioural finance examines how
individuals behave in financial events. Therefore, behavioural finance is based on a
descriptive approach (Baker and Nofsinger, 2002). It can be said that traditional
finance is based on financial events, while behavioural finance is based on the

behaviour of the individuals.

Behavioural finance is defined as the application of psychology to finance science
(Shefrin, 2002). Another similar definition was made by Nofsinger, (2004), who
examines how psychology affects financial decisions, financial markets, and
companies. According to Barberis and Thaler (2003), behavioural finance takes the
approach that some financial events can be better understood by using models where
individuals are not completely rational. These common definitions show that

psychology has played a crucial role in individuals’ financial decisions.

According to psychology research, most decision-making behaviours are known as
biases. All types of decision-making, especially related to money and investing, may
be affected by bias. Generally, biases are the processing of information to make a
decision and are the preferences of individuals. Biases may result in unhelpful, or even

hurtful, decisions to be made in investments. All types of investors, both private and
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professional, can be affected by their biases due to a fundamental part of human

nature (Shefrin, 2002).

Behavioural biases are classified by Pompian (2011) as cognitive and emotional
biases. Cognitive biases are based on incorrect cognitive judgements, while emotional
biases are focused on judgements affected by sense and feelings. Correction of
emotional bias is harder than correction of cognitive bias because emotional biases
arise from impulses and intuitions. Cognitive biases arise from errors in processing

information or memory errors.

291. Over-optimistic — lllusion of Control — lllusion of Knowledge

Over-optimistic bias is defined as the probability of a positive outcome seen as a high,
unlike the probability of a negative outcome, seen as a low (Puri and Robinson, 2007).
Most individuals are often affected by over-optimistic bias. According to Kahneman
and Riepe (1998), the probabilities of poor results are predicted as low due to
optimistic individuals. This finding is similar to Puri and Robinson’s research (2007).
The findings might have been more useful if the researchers had adopted the

individuals’ cultural or socio-demographic factors.

Pompian’s research (2006) has revealed that individuals prefer to mainly invest in the
companies that they work with or the companies operating in their geographical area,
due to over-optimism. They might behave as over-optimistic for companies which are,
or have been, in their own geographic region. Also, over-optimistic investors focus
more on promising companies while they are examining annual reports or reading
companies' financial analyses. Basically, Pompian (2006) has filled the gap in the

literature by finding reasons for over-optimistic bias.
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According to Kahneman and Riepe (1998), over-optimistic individuals tend to exhibit
the illusion of control bias. The illusion of control is a situation that individuals believe
have implications for the results of uncontrolled events (Montier, 2007). This definition
is supported by Pompian (2011). Control illusion is the tendency of the individual to
think that although they are not able to control the results of events, they believe that
they can control, or at least affect, the results. As a result of this situation, individuals
cannot distinguish chance-related events from talent-related events. Therefore,
individuals think that all kind of events can be controlled. However, Langer’s research
(1975) has shown that control of events depends on factors such as the existence of
competition, management of preferences, familiarity with the event in question and
active/passive participation. For instance, although the lottery is entirely dependent on
luck, it has been observed that the person's perception of the chance of winning or
losing depends on whether they choose the ticket themselves, or are given it by
someone else. Individuals who have a chance to choose a lottery ticket have felt as if
they had control over the lottery result. This research might have been more useful if

they had examined the reduction of the effect of the illusion of control.

Gina et al. (2011) have investigated how the illusion of control bias can be kept under
control. The result of this research shows that individuals tend to overestimate the
result of events controlled by them. There is also a negative correlation between actual
and estimated control. Individuals overestimate their control in cases of low or zero

actual control level. Individuals underestimate their control when actual control is high.

The illusion of knowledge, another factor to cause over-optimistic bias, has been
examined by Montier (2007). According to Montier (2007), the illusion of knowledge is

the tendency of the individuals to believe that the accuracy of their estimation can be
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increased by gaining more knowledge. In order to gain increased financial wellbeing,
individuals generally think that they need to know more than anyone else. However,
research in the field of psychology suggests that if human capacity is cognitive, this
limits the processing of information. In fact, individuals take the same decision
regardless of the amount of information they have. Any information that individuals
have acquired beyond the knowledge needed to make a decision reinforces their

sense of trust rather than increasing their accuracy.

29.2. Over Confidence

In its purest form, overconfidence is defined as the unconditional trust in an individuals’
reasoning, judgement and cognitive abilities (Pompian, 2011). Psychologists have
found that overconfidence causes the exaggeration of individuals' ability to control
their knowledge and events. Therefore, they can underestimate risks (Nofsinger,
2004). Generally, individuals are affected by overconfidence due to the illusion of

control and the illusion of knowledge.

When the definition of overconfidence is evaluated in the context of investors,
investors’ attitudes towards risk are affected by overconfidence. According to
Nofsinger (2004), generally, investors make more risky investments under the effects
of overconfidence. Thus, this type of investor tends to take more risk due to the low
level of diversity in investment. Basically, a rational individual only invests when the
expected return is higher than the transaction cost. An overly confident individual will
invest even if the actual expected return is negative because they exaggerate the
accuracy of the information and the expected return (Barber and Odean, 2001). A
large brokerage house with more than 35,000 households was investigated by Barber

and Odean (2001) to understand the level of overconfidence among men and women,
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and the reflection of this situation on expected returns. They found that men have more
confidence than women, and men invest 45% more than women. As a result of their

investment transaction, women gain more earnings than men.

Another interesting piece of research has been carried out by Jlassi et al. (2014). The
effect of individuals’ overconfidence on global financial markets between 2000-2012
has been investigated in 27 countries. The result of the research shows that generally,
individuals take financial decisions over the short-term, and their decisions are often
affected by psychological factors. Hence, excessive and asymmetric volatility in global
markets can be explained by overconfidence. In particular, the effect of
overconfidence came into prominence during the financial crisis. It can clearly be said
that the overconfidence bias causes a market disturbance under different market

conditions.

293. Self-Attribution

Self-attribution bias is the tendency of individuals to think that their successes depend
on innate implications such as talent and intuition, while failures depend on external
effects such as bad luck. For instance, students who are successful in an exam think
that this success depends on their intelligence and work ethic. However, those who
are unsuccessful in the exam claim that there is unjust grading (Pompian, 2011). This
situation is supported by Hoffmann and Post (2014) and is referred to as the tendency
to think that success depends on personal skill, while failure is due to factors which

are out of their control.

According to Montier (2007), there are significant results relating to self-attribution

bias. It is one of the main factors that can influence the decisions of investors and limit
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their learning. Thus, this bias obstructs errors from being accepted as a mistake, and

we should take lessons from these errors (Montier, 2007).

Gervais and Odean (2001) have developed a multi-term market model that defines
how investors learn their capabilities and how bias in this learning process can create
over-confident investors. In the multi-period economy represented by the model, only
one risky financial asset is traded between three market participants — an informed
investor, a liquidity trader, and a market organiser. This risky asset distributes the
dividends at the end of the specific period. At the beginning of the period, none of the
market participants knows the number of dividends to be distributed. The investor, who
successfully predicts the profit share of the next period, believes that their success is
due to their superior talent. This situation shows that the investor ultimately behaves
under the effects of self-attribution bias. In other words, in the model, investors do not
know their abilities at the beginning and learn their abilities as a result of their success
and failures. When individuals assess their ability, they exhibit overconfidence in their

successful decisions. Thus, they begin to show overly self-attributed bias.

Hoffmann and Post (2014) found a similar result to the Gervais and Odean (2001)
study. The main purpose of this study was to show to what extent good returns affect
individuals’ beliefs on their skills. As a result of this research, when individuals get
higher returns, compared to the previous period, they think that this situation arises

due to their investment skills.

294. Confirmation

Confirmation bias is a type of selectivity in perception. It reduces the value of ideas
which contradict with our beliefs while focusing on ideas which are supported by our

beliefs. For instance, after an individual has purchased a television, the tendency is to
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look for the same television in another, higher-priced, store to confirm that they have
made a good purchase (Pompian, 2011). When people develop strong hypotheses,
they do not show any interest in new knowledge which supports or contradicts their
hypotheses. This can be illustrated briefly as when individuals believe that their
investment strategy is more profitable than others, they might ignore evidence that this
strategy is wrong. Besides, individuals tend to ignore the evidence. They may even
mistakenly consider the evidence as supporting their initial hypotheses. This can be
seen in the research of Rabin (2002). If a teacher believes that a student is more
intelligent than others, the teacher will tend to confirm their hypothesis when the

students’ performances are compared in the future.

In summary, it has been shown that investors tend to stay away from any knowledge
which contradicts their opinions and findings. They also believe the knowledge which
supports their current opinions. This situation may result in the increasing importance
of evidence supporting investors' opinions. However, they may ignore evidence that
contradicts with their views. According to Rappaport and Mauboussin (2001), in order
to avoid confirmation bias, it would be useful to make enquires into the most valued

and definite information and opinions before making any financial decisions.

295. Hindsight

Hindsight bias is the tendency to believe that an individual initially predicted the
outcome of the event with the advantage of acquired knowledge and experience
following a similar event (Pompian, 2011). According to Pompian (2011), there is a
significant relationship between individuals’ knowledge and their judgements in that

individuals’ judgements are affected by their knowledge.
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Besides Pompian, the relationship between judgement and having knowledge has
also been investigated by Fischoff (2003). In Fischoff's research, students were
divided into five groups. Each group read a text describing the war between the British
and the Gurkha people in Nepal. Four possible outcomes were listed regarding this
war. Fischoff asked the first group of students to predict the likelihood of the
occurrence of these four possible outcomes. However, one of these four possible
outcomes was added to the end of the text as the real result of the war for all groups,
except this one. The four groups of students predicted the likelihood of occurrence of
four possible outcomes, regardless of the results given at the end of the text. The
result of the study has shown that students who knew the result had not been able to
ignore this known information. These groups assigned higher possibilities of the true
result of the war for the given situations when compared the first group of the students,
who had no result information. When declaring that a situation has occurred, it
increases the likelihood of the output being perceived. One major drawback of this
research is that educated individuals were selected. The results might be relevant to

the individuals’ education level.

Bukszar and Connolly (1988) conducted a study to test whether education in strategic
decision-making decreases the hindsight bias. A commercial case of a pharmaceutical
company was given to the participants to examine and, two days later, a two-page
analysis of the case was required. Three different versions of the case were prepared
and distributed randomly to three groups of students before the research began. The
participants were asked to analyse the potential successfulness or unsuccessfulness
of the project without giving them any information about the result of the investment
project in the first group. In the first version, if the project achieved a 20% return on

investment in the first two years, the project will be accepted as successful. In the
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other two versions, it was stated that the projects were fully implemented and that the
first one had a 36% return on investment and the second had a 4% return on
investment in the first year. The result of the study showed that the participants could
not ignore the given information about the result. The group, which knew the real
investment profitability of the project as 36%, estimated a higher probability of success
and profitability when compared to the group that knew it was 4%. Those who gave
positive results for the investment project found the investment decision to be less
risky and more attractive than the ones with negative results. The findings have shown

that educated individuals in strategic decision-making tend to have hindsight bias.

However, Kahneman and Riepe (1998) stated that hindsight bias is dangerous in two
aspects. Firstly, hindsight bias can lead to a sense of overconfidence by nurturing the
illusion of the world as a more predictable place than it is. Besides, hindsight bias can
also lead to perceived risky investments as a delusional mistake in the investor's mind.
For example, when the value of a stock falls, this decline may seem inevitable. Thus,

the investor wonders why the financial advisor did not recommend selling this stock.

296. Cognitive Dissonance

When newly acquired information contradicts with previous information, people often
feel psychological stress. This psychological event is called cognitive dissonance.
Cognitive dissonance is mental discomfort caused by contradictory cognitions.
Cognitive dissonance also refers to beliefs, attitudes and values in psychology.
Smoking is a classic example of cognitive dissonance. Smoking is accepted by
everyone as causing lung cancer and heart disease, but everyone who smokes wants
to live long and healthily. In the case of smoking, the desire to live longer contradicts

the act of doing something likely to shorten life. The tension created by this
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contradiction may be reduced by denying the fact of lung cancer and heart disease,
or by justifying smoking because it reduces stress or provides a similar benefit

(Pompian, 2011).

According to Festinger (1975), cognitive dissonance is a tendency to change thoughts
to justify past actions. Festinger's theory suggests that people are anxious because of
cognitive dissonance factors, and they should change their minds to reduce this
anxiety. This definition is close to Goetzmann and Peles’s definition (1997), which

defines it as individuals changing their thoughts to fit their past actions.

Goetzmann and Peles (1997) surveyed individuals investing in mutual funds,
collecting information on which investment funds they prefer and what they think about
the past performance of these funds. The reported real performances of the mutual
funds for the previous year and the perceived performances of the investors that were
discovered at the end of the survey were compared. According to the results of the
comparison, the rate of return that investors actually earn from the funds was lower
than the rate of return that they thought they would gain before they realised the gain.
In other words, due to investors' cognitive dissonance incompatibility, it was observed
that the funds they invested in had a positive bias related to their past performance,

and the perceived performance was higher than the actual performance.

297. Conservatism

The conservation bias is a mental process in which people adhere to their old views
and expectations, even though they accept new knowledge (Pompian, 2011). Noori
(2016) has extended Pompian's definition by adding that the individuals’ beliefs slowly
change when they face new evidence. According to Pompian (2011), this bias may
relate to underlying difficulty in processing new knowledge. When complex data are
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presented to people, they might face with mental stress. It is easy to simply stick to

their previous belief under this condition.

Conservatism bias causes investors to show an insufficient reaction to new information
because they tend to insist on an opinion or prediction which is related to their own
opinions. As a result of this, they react slowly to new information. For example,
individuals who are exposed to conservatism bias adhere to their past earnings
predictions regardless of the detailed content of earnings announcements or other
public statements (Montier, 2002a). This result was supported by Noori (2016), who
found that information about the company earnings announcement might be ignored

due to the effect of conservatism bias.

298. Representativeness

People adhere to a number of cognitive shortcuts when assessing probabilities or
predicting values. According to Tversky and Kahneman (1974), these shortcuts are
useful, but sometimes they cause serious and systematic errors. The shortcut of
representation is a cognitive criterion in which people evaluate possibilities by
considering how A represents B. That is, how A is similar to B. This can be seen in the

Tversky and Kahneman (1983) research.

Sample size neglect is the tendency for people to quickly conclude the event based
on an insufficient number of data when they do not know the data-generating process.
In cases where people know the process of generating data, the law of small numbers
causes the result of gambler's fallacy (Barberis and Thaler, 2003). According to
Tversky and Kahneman (1971), the reason for gambler's fallacy is the
misinterpretation of the accuracy of the laws of chance. If a coin throw results around
five times in heads, people will think that heads have already been thrown many times,
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so this time, tails should be thrown (Barberis and Thaler, 2003). This idea is supported
by Nofsinger (2004), and this hypothesis is implemented in financial markets. Investors
often mistakenly believe that the past performances of firms are representative of their
future performance and ignore the data that contradicts with this belief. In reality, bad
companies do not always perform poorly, and good companies do not always perform

well.

299. Framing

Framing is a tendency of decision-makers to respond to different situations in different
ways, depending on the circumstances in which the options are presented (Pompian,
2011). According to Tversky and Kahneman (1981), framing is the way a decision-
maker perceives the possibilities, outputs, and facts associated with a particular
choice. The framing accepted by the decision-maker is partly controlled by the norms,
habits and personal characteristics of the decision-maker, which formulate the

problem.

It is observed that people tend to avoid risk if the presented option highlights the gain
and if itis in a positive frame. In addition to this, if the option is in a negative frame that
highlights the losses, people tend to seek risk. The framing is a strong bias observed
in decision-making tasks. The framing bias is a part and weakness of human nature.
However, although there is a strong cognitive bias, there are studies in the literature
showing that certain factors weaken the framing bias such as personality, age,

emotions (Sahin, 2018).

According to Rabin (1998), an important and predictable effect of framing on choices
is related to loss aversion and diminishing sensitivity. A frame that emphasises losses
makes it less attractive because individuals are more sensitive to losses than earnings.
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Similarly, presenting a small loss can be more attractive for decision-makers.
Generally, there is a possibility that a particular decision or problem can be affected

by more than one framing.

29.10. Categorisation

Individuals tend to see the world through categories such as whether economies are
in crisis or not, whether businesses are services or manufacturers, whether bonds are
investment-grade or junk, whether they are a student or not. According to Kruger et

al. (2012), categories always exist because an individuals memory is limited.

Classification can be defined as separating objects into general groups and ignoring
the differences between members of the same group. It may be dangerous if members
of the same group differ from each other in significant ways (Shefrin, 2010). A further
definition of categorisation is given by Kruger (2012), who describes the combination
of underreaction and overreaction to information. For example, a 5-star restaurant is
perceived as a very good restaurant as long as they keep their 5-star rating, even if
the food quality of the restaurant is starting to decline. The food quality is perceived
as bad when the restaurant suddenly loses its star. In this example, a slow decline of
restaurant quality shows an underreaction from the individuals. The fast deterioration

in restaurant quality and losing its star causes an overreaction from the individuals.

Categorisation in the individuals' life can be seen everywhere, such as in finance,
labour and product markets with significant consequences. According to Barberis and
Shleifer (2003), categorisation bias is quite common in the financial markets as well.
When deciding how to allocate a portfolio, many investors divide assets into extensive
categories like government bonds and venture capital. The investors fund-share
between these categories. Further investigation of categorisation bias in the financial
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markets has been done by Kruger et al. (2012). Some of the firms in the financial
sector are perceived as the main and important firms by investors. This kind of

categorisation leads to mispricing; therefore, the stock return is miscalculated.

2911. Anchoring

When people are asked to predict an unknown value, they begin by imagining a
predetermined initial value in their minds. This is defined as anchoring. The value is
corrected either up or down to reflect subsequent information and analysis. According
to Pompian (2011), regardless of how the starting anchors are chosen, people make
insufficient corrections to their anchors and ultimately produce bias in their final

estimates.

Anchoring also affects financial markets. According to Andersen (2010), investors
exposed to anchoring are affected by purchase prices or randomly selected price
levels or indexes. Anchoring in financial markets causes the selling of valuable assets

and holding to undervalue assets. The purchase price serves as an anchor.

The level of anchoring is severely affected by the degree to which the anchor is drawn;
the more attention an anchor draws, the more individuals tend to be affected. If an
information signal has features that are noticeable or easy to remember, then that
information is noticeable and salient. With salience errors, individuals use data and
news that are more specific and familiar when making investment decisions. For
example, if there is news about a company which is frequently in the media, the shares

of that company is preferred over other shares (Montier, 2007).
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29.12. Availability

Avalilability is a mental shortcut or practical rule that enables people to predict the
possibility of an output based on how familiar it is in their lives. A classic example of
the availability shortcut is the tendency of people to predict that shark attacks are more
likely to be a cause of death than an aircraft crash. However, the possibility of dying
due to an aircraft crash is 30 times higher than shark attacks. The reason for the
preference towards shark attacks is that they recall a greater fear for many people, or

they get more attention from the media (Pompian, 2011).

Pompian’s research was supported by Dervishaj (2018). According to Dervishaj
(2018), the risk perception and understanding of risk might be wrong due to availability
bias, and it leads to an important impact on decision-making. Also, individuals tend to
be affected by what they remember before making decisions. An individuals memory
is impacted by all kinds of factors, such as emotions and feelings, expectations and
beliefs. Additionally, the media has played an important role in the individual's memory.
Rare events are more noticeable to individuals after they occur because the probability
of remembering is increasing. For instance, if an individual has a car accident, they
are more likely to predict the chance of having another car accident as higher than the
average probability. However, individuals are more likely to buy insurance to protect
themselves after a natural disaster. It can be said that the individual has resorted to
an availability shortcut if the probability of a situation is predicted depending on

examples or links related to that situation.

According to Pompian (2006), while there are many types of availability shortcut,
investors are most interested in retrievability, categorisation, narrow range of

experience and resonance. Retrievability is defined as the most easily accessed
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information appearing to be the most reliable. Investors may miss out on successful
firms that have little or no advertisements and may direct their investment preferences

to the most advertised companies due to retrievability (Pompian, 2006).

The first thing that the human brain will apply to the categorisation shortcut is to create
a set of search terms for the current task. This set will scan the brain's classification
structure and locate the data needed. Additionally, different tasks require different
search sets. However, when it is difficult to create a frame for a search, people often
use a missing result index as a source for this search. In such a case, investors make
their investment choices based on classified lists that are ready to use in their minds.
Other classes in their memory are ignored because they cannot be remembered. For
example, American investors may ignore countries where potentially profitable
investment opportunities exist because they are not included in their memory

(Pompian, 2006).

A narrow range of experience is usually the case when a very restrictive frame of
reference is used to make an objective judgement. For instance, a person working at
a fast-growing technology company is probably in contact with other successful
technology companies every day. The person in this situation will overestimate the
proportional share of company successes resulting from technology-intensive sectors.
Therefore, when investing, they believe that only investments made in the technology
sector will be profitable. Investors can also make investment preferences in this way

(Pompian, 2006).

Resonance is defined as the decisions of people that are influenced by their attitude,
behaviour and character traits, and degree of compliance. For instance, classical

music fans will probably overestimate the proportion of classical music listeners in the
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total population. People often prefer financial decisions that comply with their
characteristics or can be associated with their behaviour and attitudes. For example,
a prudent individual may be deprived of the benefits of having these investments as

they do not associate themselves with high price investments (Pompian, 2006).

29.13. Loss Aversion

The study by Kahneman and Tversky (1979) about prospect theory, has explained
loss avoidance by the certainty effect. People give less weight to possible results than
the results which have certainty. This is called the certainty effect. Individuals avoid
risk in cases with definite earnings and take risks if there are definite losses. This
situation, which causes individuals to make different choices when the same option is
presented in different ways, is called the reflection effect. In 2018, a similar definition

was made by Dervishaj. Loss aversion is defined as a feeling of regret.

According to Dervishaj (2018), individuals tend to underestimate diversification profits
and long-term returns and overestimate potential short-term losses under the effects
of loss aversion. This bias is due to the negative impact of losses and affects the
investors extremely, compared to the positive impact of the same amount of profits.
Thus, short-term investments are generally preferred due to the impact of loss
aversion. The result of paying more attention to short-term investment has been
investigated by the research. As a result of this, investors may ignore negative
changes for their short-term investment, even if it is an unusual fluctuation. Therefore,

a sufficiently high premium is expected to compensate for their loss aversion.

According to Merkle (2014), experienced and anticipated outcomes have to be
distinguished before the evaluation of gains and losses. The balance between
anticipated gains and losses is based on the idea of lotteries and gambling. It can be
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said that individuals are able to predict the impact of gain and loss. The individuals’
ability to cope with losses is fairly good. It seems that losses do not hurt individuals as

much as they are expected to when experienced.

Pompian’s study (2011) attempted to measure the acceptable risk regarding earnings.
The earning should be two times larger than the risk. A person who avoids loss may
claim a minimum of $2 for every $1 risk. In this scenario, the risk is unacceptable if it
does not pay twice the risk. One major drawback of this result is that the income level
of individuals should be considered. If the research had split by regarding individuals’

income level, a more interesting result might have been obtained.

Further investigation on the nature of loss aversion and the effects of learning and
sophistication has been carried out by Merkle (2014). The result of this study shows
that previous losses reduce anticipated loss aversion. It can be said that individuals
learn from the experience of loss to better estimate their anticipated outcomes.
Financial literacy and investment experience have an important role in preventing

individuals from having loss aversion bias.

To sum up, young adults decisions involve behavioural biases due to the nature of the
human being (Shefrin, 2010). According to Montier (2007), behavioural biases cause
hurtful, even painful decisions. The most common behavioural biases should be
known in order to eliminate their negative effects on young adults financial decisions.
In the literature, there is not adequate research that relates to young adults
behavioural biases. The sub-research question of “what are the most common
behavioural biases among young adults who live in British and Turkish culture?” was

investigated. Therefore, this research will fill the gap in the literature by identifying the
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most common behavioural biases among young adults in Bristol and Istanbul so that

their negative effects may be decreased.

210. Young Adults’ Financial Literacy and Behavioural Biases

Financial issues are an important part of daily life for individuals, families and societies.
In particular, the financial decisions of young adults affect both their families and
economies significantly (Lusardi and Mitchell, 2014). Generally, bad financial
decisions result from insufficient financial knowledge. This situation causes young
adults to borrow more, save less and do not make a plan for their retirement (OECD,
2015). Poor financial decisions arising from insufficient financial knowledge are likely

to lead to a decrease in the welfare levels of young adults.

Young adults need to have basic knowledge and skills to make good financial
decisions (Chen and Lemieux, 2016). However, young adults have very low financial
knowledge and skills (Mandell and Klein, 2009). The reason for this is that young
adults often learn financial issues from their families. However, it is obvious that many
families do not have sufficient financial literacy (Jorgensen, 2007). For this reason,
individuals borrow more and make less savings and investments. Families should be
educated in financial matters as well as young adults because young adults often learn
financial matters from their families (Kim et al., 2017). Thus, the debt problem on

individuals and therefore, families may decrease to some extent.

Developed countries are spending more on education because they have a better
financial and economic system. Well-informed and well-educated young adults are
expected to make good financial decisions for themselves and their families (Hilgert

et al., 2003). However, today the debts of young adults are increasing rapidly in
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developed and developing countries. The debt management skills of young adults can
be improved by increasing financial literacy (Sevim et al., 2012). In addition, there is a
lack of basic financial knowledge and motivation to implement good financial
management among young adults. (Lusardi and Tufano, 2008). Most of the young
adults do not prepare a budget, they do not have an emergency fund, they get
unnecessary loans, and as a result of this, they pay interest. This may be the result of
a lack of understanding of the financial world or an inability to learn simple financial

principles (Gokmen, 2012).

The most common reason for the low level of financial literacy for young adults is their
low level of financial knowledge. They generally have average knowledge about basic
financial issues, but they do not have sufficient knowledge about complex financial
issues (Volpe et al., 2002; Lusardi and Tufano, 2008; OECD, 2015; Kutlu, 2018). For
this reason, young adults may prefer to stay away from financial markets. On the other
hand, young adults with low financial knowledge who are actively involved in financial
markets are willing to take lower returns due to insufficient advanced financial

knowledge (Sevim et al., 2012).

Financial behaviour and financial attitude affect young adults' attitudes toward money.
Human behaviour related to money is called financial behaviour (Xiao and Porto,
2017). Young adults who are well informed on financial issues are actively involved in
financial markets. It also makes effective investments. At the same time, young adults
with high financial knowledge exhibit less risky financial behaviour (Borden et al.,
2007). Therefore, it can be ensured that young adults exhibit better financial behaviour

by increasing their financial knowledge (Hilgert et al., 2003).
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Long-term financial decisions are very important for young adults, but they should also
be knowledgeable about financial alternatives such as savings and investment. When
young adults are no longer working in their retirement, they may be able to maintain

their financial well-being thanks to financial planning (Huston, 2010).

One of the key points of making good financial decisions is the high level of financial
literacy. However, it is not the only important determinant of good financial decision
making. Because financial literacy is very low even in well-developed countries
(OECD, 2015), therefore, good financial decision making and financial behaviours that
affect the decisions of young adults are being investigated. Behavioural biases
affecting the behaviour of young adults also play a critical role in this process. Young
adults can make irrational financial decisions due to behavioural biases. As a result,
they can make ineffective investments. The fact that young adults have high financial
literacy increases the probability of making good financial decisions (Lusardi and
Tufano, 2008) while having behavioural bias decreases this possibility (Baker and

Nofsinger, 2002).

Financial literacy has a significant and positive impact on young people's participation
in the stock market (Hung et al., 2009; Van Rooij et al., 2011). Young adults who have
an active role in the capital markets and rely on their financial knowledge have
overconfidence bias (Xiao and Porto, 2017). Similarly, when the financial behaviour of
young adults in 11 European countries is examined, it is observed that young adults
with high financial knowledge are affected by some behavioural biases such as
overconfidence, conservatism, the illusion of knowledge and cognitive dissonance

(Christelis et al., 2010).
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According to Shefrin (2010), one of the most common behavioural bias among
individuals is overconfidence. In general, young adults tend to overestimate their
knowledge and skills in areas where they perform well. This situation causes young
adults to take biases decisions because they think they know more than what they
really know. In addition, young adults, especially new entrepreneurs, tend to receive
more advice than experienced ones (Sevim et al., 2012). This difference between
experienced and new entrepreneurs is explained by overconfidence. In itself,
overconfidence can often be seen as a positive feature, especially for entrepreneurs,
as it leads to both short and long-term survival for them. If individuals do not recognize

their limits due to overconfidence, the decisions taken will include biases.

The probability of occurrence positive results is estimated more than negative results.
This situation shows that there is an overoptimism bias in individuals (Shefrin, 2010).
One of the main reasons for young adults to face a high level of debt in the future is to
make financial decisions with overoptimism bias (Montier, 2007). Besides
overoptimism bias, while people tend to accept information to confirm their thoughts
and beliefs, they tend to ignore information contradicted with their own thoughts and

beliefs (Shefrin, 2010). This is known as confirmation bias.

In a study on university students conducted by Das and Das (2001), they stated that
this bias was very common among university students. Male students find male
professors more successful, while female students find female professors more
successful. In short, it shows that students see success close to their own image. This
suggests that if young adults have a strong sense of investment, they will tend to

choose the information that is linked to that belief. As a result, while young adults tend
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to ignore the information that is contradicted with their thoughts, they tend to accept

information that supports what they want to believe (Pompian, 2011).

According to Pompian (2011), many individuals tend to believe that they can control
or at least affect the outcome of events, although it may not affect the outcome of
events. This bias is more common among overoptimistic individuals. These people
also think that the increase in the level of knowledge will increase the accuracy of their

predictions.

To sum up, the relationship between financial literacy and behavioural biases has not
been investigated adequately for young adults. Also, the majority of financial literacy
studies targeted different age groups such as university students (Ergun, 2018;
Potrich, 2016; Sarigul, 2014), the elderly population (Lusardi et al., 2014; Lusardi and
Mitchell, 2008) or more general population (Kunovskaya, 2010; Tschache, 2009;
Volpe, Kotel and Chen, 2002). This study will fill the gap in the literature by finding the
relationship between these two variables for young adults. This research specifically
investigates whether behavioural biases can be reduced by increasing financial
literacy for young adults. In order to investigate it, the sub-research question of “what
is the relationship between financial literacy and behavioural biases among young

adults who live in British and Turkish culture?” was examined.

211. Research Gap

Angela et al. (2009) measured financial literacy by combining four different surveys.
The first survey, which is made up of 13 true/false and multiple-choice questions, is
related to stock investment. The financial literacy survey by Lusardi and Mitchell

(2007) was used to create the first survey. The second survey is based on the
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performance of a hypothetical choice experiment. The third survey contains 70
true/false questions related to institutional knowledge, compound interest and portfolio
diversification. It was developed based on the study carried out by Milles Kimball and
Robert Willis (2006). The last survey covers 23 multiple-choice questions, including
long-term investment strategies. The results of this study revealed that the financial
literacy level of Americans is low and that long-term investment decisions were
affected negatively by poor savings and investment decisions. Financially illiterate

individuals tend to engage less in financial practices such as planning for retirement.

The financial literacy levels of German households were investigated by Bucher-
Koenen and Ziegelmeyer in 2011. The survey method was used to collect data.
Financial literacy was measured based on the understanding of interest rates
(numeracy), inflation, and risk and diversification questions. The main problem for the
measurement of financial literacy is using only financial knowledge to calculate
financial literacy. As a result of this research, individuals with higher levels of financial
literacy are shown to prevent a financial crisis when compared with individuals having
low levels of financial literacy. Generally, financially illiterate individuals miss higher
return investment opportunities and prefer not to invest in the stock market. It can be
said that individuals with low levels of financial literacy tend to make more mistakes in

their financial decisions.

The study by Capuano and Ramsey (2011) revealed the importance of financial
literacy on consumer behaviour in Australia. The survey covered money management
skills, numeracy, budgeting, saving and planning, borrowing and debt, self-help and
understanding financial products. The study showed that financial products are not

understood by individuals. However, there is a significant correlation between wealth
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and financial literacy. Individuals gain financial literacy with financial experience,
gained by exposure to the markets. Also, it can be obtained through financial
education. Financial experience and education provide more savings, good consumer

habits, financial efficiency and better financial behaviour.

According to Knolls and Houts (2012), the financial world has become more complex
in recent years, and individuals deal with financial issues due to inadequate financial
knowledge. In 2012, a psychometrically financial knowledge scale was developed by
Knolls and Houts to reduce the variability in the measurement of the financial
knowledge score aspect of financial literacy. Interest rates, inflation, time value of
money, investing, diversification of risk, housing, debt management, retirement

savings, life insurance and annuities questions were used in their study.

Cameron et al. (2014) investigated the financial literacy level among high school
students in New Zealand to develop a financial education programme. Only financial
knowledge questions consisting of savings, spending, money management, using
credit and earning income were used to measure financial literacy. The result of the
study showed that financially poorer students have the lowest financial literacy level.
Also, students with a low financial literacy level have fewer English and mathematical

skills than students with a higher level of financial literacy.

The financial literacy levels of university students have been examined using financial
knowledge, behaviour and attitude as components of financial literacy (Alkaya and
Yagli, 2015). Questions on numeracy, interest rates, diversification, inflation, risk and
financial product knowledge have been used to test financial knowledge, and financial
attitude was measured using three sentences related to money management.

Financial behaviour questions consisted of budgeting, financial position, paying
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regular bills and comparison of price. The results of the study revealed that the family
played a crucial role in financial literacy education, females tended to have less
confidence in their financial knowledge and skills, more avoidance of financial risks
and less interest in financial matters than males, and males tended to use debt more

than females.

In 2016, the financial behaviours and knowledge of Chinese migrant workers were
examined by Chen and Lemieux. The financial literacy level was measured using
financial knowledge, behaviour and attitude. Five basic numeric questionnaires,
eleven saving and borrowing questionnaires, and seven investment and risk
guestionnaires were used to measure the financial knowledge score. Five multiple-
choice questions and four multiple questions were also used to calculate financial
behaviour and attitude score, respectively. The results of the study revealed that these
Chinese migrant workers had a low level of financial knowledge. Thus, low beneficial

financial behaviour was demonstrated.

The financial literacy level of German high school students was measured by Erner et
al. (2016). Financial literacy was divided into two categories: basic and sophisticated.
Basic financial literacy was covered by questions related to numeracy, compound
interest, inflation, time value of money and money illusion. Sophisticated financial
literacy was covered by questions related to the stock market, mutual funds, bonds,
long period returns, volatility and risk diversification. 67% of the basic financial literacy
guestions were answered correctly, while students responded to fewer sophisticated
financial literacy questions, which indicated that German high school students exhibit

a lack of financial knowledge.
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Additionally, financial literacy levels changed according to socio-demographic factors,
with female students exhibiting less financial knowledge than male students. Another
interesting result is that a low level of mathematical skills was related to a low level of
basic financial literacy, while a low level of cognitive and foreign language skills was

related to a low level of sophisticated financial literacy.

The financial literacy levels of 17 OECD countries have been investigated by the
OECD (2016). The survey consisted of financial knowledge, behaviour and attitude
guestions. Financial knowledge scores were calculated using the time value of money,
interest paid, compound interest, risk and return, inflation, diversification and division
guestions. Financial behaviour scores covered questions on budgeting, savings,
purchasing, timely bill payment, keeping watch of financial affairs and long-term
financial goals, and choosing financial products and borrowing to make needs meet.
The financial attitude was measured by money attitude. According to the OECD (2016)
research, France has the highest financial literacy level while Poland has the lowest
financial literacy level. The financial literacy level of the United Kingdom and Turkey is
below the average financial literacy level of all countries. Hong Kong has the highest
financial knowledge, and the highest financial behaviour score belongs to France. New

Zealand has the highest attitude score.

Malaysia has the lowest financial knowledge, and the lowest financial behaviour score
belongs to Poland, with Jordan having the lowest financial attitude score. The financial
knowledge score of Turkey is equal to the average financial knowledge score of all
countries, while the financial knowledge score of the United Kingdom is below the
average financial knowledge score of all countries. The financial behaviour score of

Turkey is below the average financial behaviour score of all countries, while the
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financial behaviour score of the United Kingdom is above the average financial
behaviour score of all countries. Finally, the financial attitude score of Turkey is below
the average financial attitude score of all countries, while the financial attitude score

of United Kingdom is equal to the average financial knowledge score of all countries.

Aksoylu et al. (2017) investigated the financial literacy level of individuals in Kayseri.
Simple division, time value of money, interest paid, simple interest, compound interest,
risk and return, inflation and diversification were used to measure financial literacy
levels. The results of the study show that females have a higher financial literacy level
than males. The 25—-34 age groups are more successful in terms of financial decisions,
and individuals with higher education levels have a higher financial literacy level.
Individuals with a higher income also have a higher financial literacy level than
individuals with low income. The financial literacy level of individuals in Kayseri is not
high. Low-level financial literacy is affected by society, family and culture, and by

where they are living.

In 2018, the financial literacy levels of individuals in India was measured using 50
survey questions. The survey consisted of saving techniques, banking and saving
products, insurance products, capital market products, pension-related products and
commodity futures market products. The results of the study indicated that the majority
of the population in India trust banks more than other financial institutions. Banks are
also mostly preferred by individuals for saving their money as they think that it is the
safest place for investment. Additionally, insurance products are not preferred due to
a lack of knowledge. However, the procedures of the institutions and their products

are quite complicated for the individuals.
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Relationships between behavioural biases and financial literacy levels of young people
have not been adequately researched in the literature. However, there are some
studies that examine only the behavioural biases of individuals. Overconfident
investors’ behaviour in the stock market was examined by Inaishi et al. in 2010. They
concluded that positive news increased to individuals' self-confidence. Japelli and
Padula (2013) found that portfolio preferences in individuals over the age of 50 in 11
countries of Europe are related to cognitive abilities. Accordingly, while lack of
knowledge is important in the relationship between cognitive abilities and stock
holding, health status negatively affects stock ownership. In contrast, social activities

are positively correlated with share ownership.

Benjamin and Shapiro (2005) investigated whether cognitive abilities reduce
psychological illusions. For this, they conducted two laboratory studies for Harvard
University undergraduate students and high school students from Chile. The first of
the results of the study is that even individuals with the highest cognitive ability show
significant illusions. Frederick (2005) examined the relationship between individuals'
decision behaviours and cognitive abilities. Accordingly, it was found that individuals
with high cognitive ability scores were more calm and more prone to taking risks. In
the Frederick study, the three-item Cognitive Reflection Test was used to measure

cognitive abilities.

Bucher-Koenen and Ziegelmeyer (2011) investigated the relationship between
financial crisis, financial literacy and cognitive ability on the German household. In the
study, they described households with low cognitive abilities and financial knowledge

as those who tend to make mistakes and stay away from risky assets.
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The relationship between investment decisions and behavioural factors was examined
by Alguraan et al. (2016). They found that overconfidence has a meaningful
relationship with investors' investment decisions. They also found that there was no
relationship between investors' herd behaviour and investment decisions. In addition,
Chavali and Mohanraj (2016) examined the relationship between risk tolerance and
investment decisions. According to the result of this study, they found that investors

prefer certain earnings rather than an uncertain future.

In the literature, there are not common methods of financial literacy measurement.
Therefore different financial literacy components have been used in order to measure
financial literacy. In addition to this, most of the financial literacy literature focuses on
the situation in the US. Also, the majority of financial literacy studies targeted different
age groups such as university students (Ergun, 2018; Potrich, 2016; Sarigul, 2014),
the elderly population (Lusardi et al., 2014; Lusardi and Mitchell, 2008) or more
general population (Kunovskaya, 2010; Tschache, 2009; Volpe, Kotel and Chen,
2002). The financial literacy level of young adults has not been adequately

investigated yet.

The most important component that increases the financial literacy level of young
adults has not been investigated in the literature. Young adults financial well-being
may be increased by a high level of financial literacy. At this point, the most important

components of financial literacy should be investigated.

The behavioural biases survey was classified by Hirshleifer in 2001, but the
classification was very complicated. Later, Montier (2007) simplified this complex

classification of behavioural biases in terms of financial decisions. The behavioural
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biases of young adults have not been adequately examined. Lastly, financial literacy

and behavioural biases have not been compared for young adults.

212. Summary

In this chapter, all accessible literature related to financial literacy and behavioural
biases have been reviewed based on the Research Problem and Research Aim and
Objectives presented in Chapter One. Key concepts about financial knowledge,
financial behaviour, financial attitude and fifteen different behavioural biases were
clarified and discussed in regard to the purpose of this study. In the next chapter,

theoretical framework will have developed based on these discussions.
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Chapter Three: Framework Development

Overview

Relevant literature was reviewed and discussed in Chapter Two. In this chapter, a
theoretical framework will have been created. It will be used as a guideline to proceed
to the following empirical study. Also, this chapter consists of two parts which are a
formulation of main research question and sub-research questions and the process

of framework evolution.

3.1. Research Problem and Research Question

This study intends to examine the following research problem as it is presented in

Chapter One.

“How behavioural biases vary according to the financial literacy level among young

adults in the UK and Turkey?”

This investigation needs more than one approach in order to find an appropriate
answer to the research problem. A research question needs to be designed for each
of these approaches. First of all, the relationship between financial literacy and
behavioural biases needs to be investigated, and this investigation is conducted by

answering the following question.

Sub-research Question One: What is the relationship between financial literacy and

behavioural biases for young adults who live in British and Turkish culture?

In the first sub-research question, it is aimed to reveal how does the culture affect the

relationship between financial literacy and behavioural biases. Financial literacy and
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behavioural biases level should be assessed in order to investigate the relationship
between these two factors. The most common behavioural biases should be
investigated in order to clarify the cultural effect on behavioural biases which derives

sub-research question two.

Sub-research Question Two: What are the most common behavioural biases among

young adults who live in British and Turkish culture?

The answer to the second sub-research question may help to reduce the impact level
of the most common behavioural biases by taking precautions. Only focusing on to
reduce behavioural biases level of young adults is not to be enough to increase the
financial welfare of young adults. In this point, young adults need a high level of
financial literacy to make good financial decisions. Therefore, the third sub-research

guestion derives from this point.

Sub-research Question Three: What are the most significant factors in relation to

raising the financial literacy level of young adults?

Lastly, by investigating and combining the results of question one and three, the
research problem is further discussed and revealed by answering the following fourth

sub-research question.

Sub-research Question Four: To what extent do culture and social demographic
factors influence young adults' financial literacy and behavioural biases in Bristol and

Istanbul?

In the next section, the theoretical framework will have been developed.
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3.2. Framework Evolution

This section includes the framework development of financial literacy and behavioural
biases. Also, it covers the integration of financial literacy and behavioural biases

frameworks.

3.2.1. Financial Literacy Framework Development

Over the decades, the awareness of the importance of financial literacy has increased
in both emerging and developed economies. These economies try to ensure that their
citizen financially literate. A lack of financial literacy causes enormous adverse effects

on both personal and, ultimately, global financial resilience (OECD, 2009).

Individuals’ habits and behaviours are shaped from a young age by learning their
parents and others around them. According to Whitebread and Bingham (2013),
individuals' adoption of beneficial behaviours and attitudes depends on early
intervention. Young people should understand basic financial principles and practices
from an early age before reaching adulthood. Thus they can operate within the
complex financial markets. With the increasing complexity of financial markets, young
adults may have to bear more financial risk than their parents. In particular, they are
likely to take more responsibility for planning their retirement, savings and
investments. They may also have to deal with more sophisticated and diverse financial
products (OECD, 2017). For these reasons, first of all, the financial literacy framework

has been developed for young adults in this research.

As stated in Chapter Two, financial literacy is knowledge and understanding of risks
and concepts related to financial subjects. As well as it is an application of such

knowledge and understanding to financial decisions by using financial skills and
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attitudes in order to make effective financial decisions and to improve the financial
well-being of both individuals and societies (OECD, 2017). Based on this definition,
financial literacy components are financial knowledge, financial behaviour and

financial attitude.

Figure 4 presents financial literacy framework in this research. Financial knowledge,
financial behaviour and financial attitude are used in this framework as core
components that form the basis of effective financial decisions. These components
are considered as financial literacy pillar that could benefit an individual (OECD, 2017).
Individuals can maintain or improve their financial well-being with a combination of
these components based on individuals’ characteristic, economic and cultural
specifications. As with any other skills, it is unlikely that anyone will demonstrate all
the core competencies listed or that individuals will find them equally easy to maintain
and obtain. Therefore, it should be assumed that the development and maintenance
of essential competencies for any individual is a dynamic process that takes place
throughout life. It should assume that the maintenance and development of the
necessary competencies for individuals is a dynamic process that occurs throughout

life.
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Figure 4: Financial Literacy Framework

One of the important components of financial literacy is financial knowledge that helps
individuals to make good financial decisions and to compare financial products and
services (OECD, 2016). The ability to apply numeracy skills in a financial context and
the basic knowledge of financial concepts help individuals to manage their financial
situations. Also, a high level of financial knowledge individuals can react to news and

events to improve their financial well-being (Hasting et al., 2013).

As presented financial knowledge framework in Figure 5 includes eight basic financial
subjects which are division, time value of money, interest paid loan, calculation of
interest plus principle, compound interest, risk and return, the definition of inflation and

diversification.
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Figure 5: Financial Knowledge Framework

Eight questions were designed to test financial knowledge of the young individuals in
Bristol and Istanbul. The purpose of the eight financial knowledge questions is

explained in Table 1. (Please see Appendix 1 for financial knowledge questions).

103



Table 1. The Explanation of Financial Knowledge Questions

Financial Subjects

Purpose

Division

Time value of money

Interest paid loan

Calculation of interest plus principle

Compound interest

Risk and Return

Definition of inflation

Diversification

It tests the ability to undertake basic
mathematical skills in a financial
context.

It tests the ability to understand the
impacts of inflation on purchasing
power.

It tests the understanding of interest
without calculation.

It tests the ability to calculate simple
interest on savings.

It tests individuals’ awareness of the

additional benefit of compounding.

It tests the understanding of the

relationship between risk and return.

It tests the understanding of the
meaning of inflation.
It tests whether an individual is aware

of the benefit of diversification.

Individuals’ financial situation and well-being are shaped by their behaviour and

actions in both the short and long term. Individuals’ financial well-being may be

affected negatively by some behaviour such as failing to plan future expenditures,

putting off bill payment and choosing financial products without doing market research

(OECD, 2016). For this reason, individuals’ financial behaviour need to be assessed

to determine their financial literacy level. (Please see Appendix 1 in order to see

financial behaviour questions).



Financial behaviour framework is presented in Figure 6.

- "'__________Keeping watch of financial affairs

Long term financial goal

Financial
Behaviour

Make a decision about money

Borrowing to make ends meet

Figure 6: Financial Behaviour Framework

In this research, financial attitude is used as a third component of financial literacy.
The aim of the financial attitude is to identify whether individuals focus on long-term or
not. Individuals’ financial attitude may affect their decisions whether they will act or
not, even if they have sufficient financial knowledge and ability to act in a particular
way (OECD, 2016). As financial attitude components presented in Figure 7, three

statements consists of financial attitude components. These statements focus on short
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term preferences through spending money and living for today. These kind of
preferences are likely to obstruct behaviours that could lead to improve financial well-
being. Thus, these statements assess the financial attitude of individuals by asking
their approach towards the statements. (Please see Appendix 1 in order to see

financial attitude questions).
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Figure 7: Financial Attitude Framework

Culture may influence the financial literacy level of individuals (Brown et al., 2018).
There is a substantial difference in financial literacy among different cultures (Lusardi
et al., 2010). Culture framework has been developed and added it to the financial
literacy framework in order to avoid miscalculation due to arising from cultural
differences. Culture framework has been developed based on risk perception, time,
norm, freedom and social prestige. Ten statements have been designed to assess
culture components. (Please see Appendix 1 in order to see culture questions). Figure

8 shows the culture framework for this study.
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Figure 8: Culture Framework

As a summary, financial literacy framework has been developed by using financial
knowledge, financial behaviour and financial attitude. Also, cultural differences have
been added to financial literacy framework as it is presented in figure 9. (FK: Financial
Knowledge, FB: Financial Behaviour, FA: Financial Attitude, CUL: Culture, S1:

Statement 1, S2: Statement 2, S3: Statement 3, C1: Component 1, C2: Component 2,
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C3: Component 3, C4: Component 4, C5: Component 5, C6: Component 6, C7:

Component 7, C8: Component 8).
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Figure 9: Financial Literacy Framework in Detail
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Finally, financial knowledge, financial behaviour and financial attitude should be
considered to assess financial literacy level of young individuals. Eight basic financial
subjects were used to assess individuals’ financial knowledge. In this point, just taking
young individuals financial knowledge into consideration is not enough because their
financial decisions are affected by their financial behaviour and attitude. In this context,
eight financial behaviour components were used to assess individuals’ financial
behaviour. At the same time, three statements were used in order to determine
whether young individuals’ focus on long term financial plan or not. The critical point
is that culture significantly influences individuals’ financial literacy (Lusardi et al.,
2010). For this reason, the cultural effect has been added to financial literacy
framework. Risk perception, norm, freedom, time, social prestige components were
used to assess culture effects. Statements were asked to participants to assess

culture components.

3.2.2. Behavioural Biases Framework Development

Traditional finance is based on a normative approach, which means that traditional
finance provides the solution to how the individual should behave towards financial
events. As a result of this, it does not focus on the behaviour of the individual and the
results of this behaviour. Unlike traditional finance, behavioural finance examines how
individuals behave in financial events. Therefore, behavioural finance is based on a
descriptive approach (Baker and Nofsinger, 2002). It can be said that traditional
finance is based on financial events, while behavioural finance is based on the

behaviour of the individuals.

According to Barberis and Thaler (2003), behavioural finance takes the approach that

some financial events can be better understood by using models where individuals are
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not completely rational. These common definitions show that psychology has played
a crucial role in individuals’ financial decisions. Also, most of the time, individuals make
irrational decisions due to behavioural biases. These biases can affect individuals’ all
decisions, especially related to money and investing. The understanding of these
biases is very important for individuals to make good financial decisions (Baker et al.,
2017). Behavioural biases were classified into four categories by Hirshleifer (2001):
self-deception, heuristic simplification, emotions and social interaction. This
classification was used by Montier (2007) for simplification of the behavioural biases’
classification. In this context, some common behavioural biases among individuals
were described based on existing literature - most common behavioural biases among

individuals presented in Figure 10.
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Figure 10: Behavioural Biases Framework

3.2.3. Integration of Financial Literacy and Behavioural Biases Frameworks

From the evolution of the above framework, it is clearly highlighted that the framework

of the research is the integration of financial literacy framework (Figure 9) and
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behavioural biases framework (Figure 10). (RP: Research problem, R1: Sub-research
Question 1, R2: Sub-research Question 2, R3: Sub-research Question 3, R4: Sub-

research Question 4).
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Figure 11: Framework of the Research
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As stated in the research problem (RP), it is investigated whether the behavioural
biases of individuals can be reduced or not by increasing their financial literacy level.
Thus, it is aimed to increase the financial well-being of individuals. In this point, the
relationship between financial literacy and behavioural biases is revealed by sub-
research question 1 (R1). The most common behavioural biases among young
individuals are examined by sub-research question 2 (R2) to reduce the negative
effects of them. In order to increase the financial literacy level of young individuals, the
most significant components are highlighted by sub-research question 3 (R3). Lastly,
the cultural effects on financial literacy and behavioural biases are discussed in sub-

research question 4 (R4).

Properly, some route will be followed for the empirical research design. Firstly, the
investigation of financial literacy will be conducted. Secondly, the behavioural biases
level of individuals will be examined. Thirdly, the statistical relationship between

financial literacy and behavioural biases will be done.

3.3. Summary

In this chapter, firstly, main research question and sub-research questions were
formulated in a step by step process based on a literature review and research
problem developed in Chapter One. Secondly, a theoretical framework was created,
which will be used as the analytical guidance for the following empirical research. In

the next chapter, the choice of research methodology will have presented and justified.
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Chapter Four: Methodology

Overview

In Chapter Three, the main research question and sub-research questions were
formulated, and the framework was developed. The choice of research methodology
and a set of research methods for undertaking this study will be presented and justified
in this chapter. In this context, various research paradigms and their applications to

the sub-research questions will be discussed deeply.

In this section, firstly, the purpose of the research is clarified. Secondly, the research
paradigm and philosophy are discussed. Thirdly, the research methods are explained
and justified. Fourthly, the data collection and sample selection method is defined.
Lastly, validity and reliability are discussed.

4.1. The Review of Research Problem and Questions

The research methodology develops based on the research problem and questions
presented in Chapter One and Three. Thus, starting from the research problem and

guestions review would be useful.

In chapter one, the research problem is presented as

RP: How behavioural biases vary according to the financial literacy level among young

adults in the UK and Turkey?

In chapter three, the sub-research questions are described as

SRQ1: What is the relationship between financial literacy and behavioural biases of

young adults who live in British and Turkish culture?
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SRQ2: What are the most common behavioural biases among young adults who live

in British and Turkish culture?

SRQ3: What are the most significant factors in relation to raising the financial literacy

level of young adults?

SRQ4: To what extent do social demographic factors influence young adults' financial

literacy and behavioural biases in Bristol and Istanbul?

The above research problem and sub-research questions underpin the following

methodology discussion and development.

4.2. Research Purpose
The research problem should be investigated well before starting the research, and
most type of research can be classified based on its purpose. There are three types

of classification which are exploratory, descriptive and explanatory (Yin, 2003).

Exploratory research is often conducted when a problem is broad, and it is not well
known or the problem that has not been clearly defined (Strydom, 2013). It attempts
to investigate a new subject or an unfamiliar subject that is difficult to delimit the
problem of study. It is not intended to provide the final and definitive answers to the
research questions, but merely discusses the subject of the analysis with different
degrees of depth. Exploratory research is a valuable way to learn what is going on; to
look for new insights; to ask questions and to analyse the phenomena in a new light.
An interview is an approach that is ideally adapted for knowledge collection when
undertaking exploratory research (Yin, 2003). In short, the aim of exploratory research
is to more specifically formulate issues, explain concepts, gather interpretations, gain

perspective, remove unrealistic ideas and shape hypotheses. In order to perform
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exploratory research, literature research, surveys, focus groups and case studies are
typically used. Hypotheses can be generated through exploratory testing, but they are

not intended to be tested (Hearn, 2012).

Nassaji (2015) suggests that where a topic is well structured, and there is no aim of
exploring case or effect relationships, descriptive research is sometimes used.
Descriptive research represents an accurate profile of individuals, events or
circumstances. It needs considerable prior knowledge to provide an accurate picture
of the situation of a particular research question. In comparison to exploratory
research, descriptive research describes questions, people surveyed, and the process
of study prior to the start of data collection. In other words, descriptive research
describes the aspects of the study, including who, what, where, why and often how
the study is performed. Such planning gives one the chance to make any appropriate
improvements before the data collection process has started. Descriptive analysis,
however, should be regarded as a means to an end rather than an end itself (Yin,

2003).

When the emphasis is on relationships between cause and effect, the analysis may
be an explanatory explanation of which effects are created (Davidoff, 2019). It is to
establish detailed hypotheses that can be used to clarify the generalisations of
empiricism. Our consideration in the causal analysis is how one factor influences, or
is responsible for, changes to another factor. The researcher formulates theories
based on this, which are empirically verified. When there is no clear understanding of
what model to use and what characteristics and relationships are relevant, this form
of study is also appropriate (Yin, 2003). Also, explanatory studies go well beyond

explanation and aim to clarify the reasons for the phenomenon that was only found in
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descriptive research. Another type of research goal is explanatory research based on
hypothesis, and the theory is generated to explain why and how questions are asked
(Davidoff, 2019). Deductive hypothesis testing is the method for implementing the

purpose of this form of analysis.

Based on the above discussion in this study, exploratory research is adopted to figure
out the SRQ1, SRQ2 and SRQ3. These sub-research questions are not clearly defined
and explored in the literature. Also, explanatory research is conducted to find out the
RQA4. In this point, itis investigated how one factor which is culture affects others which

are financial literacy and behavioural biases.

4.3. Research Perspective

Determining the best research method to use for research is based on the research
problem and the research question. Two different methodological approaches are
used in the social sciences (Saunders et al., 2009). These are classified as the
gualitative method that expresses the production of non-numerical data and the
guantitative method that expresses the production or use of numerical data. Both of
these methods have different approaches, tools and techniques. Research can be
conducted in either a qualitative, a quantitative way or a mixture of both based on the

researcher’s understanding of the research problem and questions.

Qualitative research relies on the interpretation of a humanistic or idealistic approach
to a research question. It is used to explain the values, experiences, behaviours,
attitudes, and interactions of individuals. It produces data which is non-numerical. The
purpose of qualitative research is to analyse the phenomenon in terms of the
interpretations, trends, perceptions, discrepancies and disputes that people create

(Pathak et al., 2013). Unstructured interviews that produce qualitative data through the
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use of open questions will be a perfect example of a qualitative research process. This
allows the respondent, using their own phrases, to speak in some detail. This lets the
researcher gain a real sense of the comprehension of a situation by an individual. The
important point is that qualitative data may include sound recordings, videos,
photographs, not only words and text. Qualitative explanations are formulated and
different techniques, such as content analysis, grounded theory (Glaser and Strauss,
1967), thematic analysis (Braun and Clarke, 2006) or discourse analysis, can be used

to make sense of the results.

The method of gathering and analysing numerical data is quantitative analysis. It can
be used for identifying trends and averages, making forecasts, evaluating causal
associations, and generalising outcomes to larger populations. Also, it can be used for
testing hypothesis. According to Creswell (2007), this research method fits for
positivist perspective. It splits the situation down to particular variables, the
development of hypotheses and the testing of theories using statistical data methods
and observations. Collected data needs to be transformed from words to numbers.
Quantitative data can be analysed with statistics based on the principle of
mathematics. Thus, the quantitative method is seen as scientifically objective and

logical. Also, it reduces error and biases (Denscombe, 2010).

By systematically gathering and analysing data, the quantitative method helps the
researchers to test a hypothesis while qualitative method allows the researchers to
discover ideas and experience in detail. Based on the research problem in this study,
collected data form participants are converted from words to numbers, and statistical

analysis is applied to figure out the research problem. Therefore, in this study, the
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guantitative method is a more suitable then qualitative method. Also, this method helps

to reduce bias in the results.

4.4. Research Philosophy and Paradigm

Research philosophy is mainly related to the progress of knowledge and type of
specific study in terms of research. All research is focused on philosophical
hypotheses about how the universe is understood and how researchers can better
interpret it. The first phase of the research is to determine the right research philosophy
(Creswell, 2007). For this, the researcher should know the purpose of the study well

and develop it by researching specific literature.

4.4.1. Philosophical Assumptions

Research philosophy largely depends on the purpose and objectives of the research.
First of all, what should be collected in the research and how should be collected is
determined. Therefore, based on these basic questions, a researcher decides on the
research philosophy by researching process techniques and specific interests.

Therefore, in this section, philosophical assumptions are briefly described.

Ontology is associated with the essential meaning of the particular situation's fact and
truth. It is a central branch of metaphysics that examines the essence of being, life or
reality. The researchers are, therefore, satisfied with several questions in order to fulfil
the basic assumptions about the applicability of such studies. “How to know it is true”
is a kind of ontology question (Robson, 2002). In this research, data is gathered from
individuals from Bristol and Istanbul. Thus, data is based on these individuals’
opinions, and it reflects their experiences. The researcher can reach single, objective

and independent reality, and it can be described or known as it really is.
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Epistemology is a very important type of research philosophy - this type of research
philosophy concerned with the basic type and the nature of the specific knowledge.
The aim is to define the prerequisites of that knowledge that what makes the
knowledge as fit for the research in a certain field. It covers the ways of knowledge
creation and the scepticism regarding various claims for knowledge. It offers a variety
of guidelines for evaluating how knowledge relates to the same principles like reality,
faith and reasoning. “How to know it is true?” is a kind of epistemology question (Paul,
1993). In this study, the researcher can reach the truth to the extent that their work
complies with the facts or how things actually happened. Also, the researcher can
summarize the knowledge in the form of time, value and context free generalisations.
Data is collected via an online survey. This allows the researcher to reach individuals
who live in British and Turkish culture, at one time. Unlimited time is provided by giving
an unique participant number to them. Therefore, time pressure is eliminated from
them; thus, research is closer to reality. In summary, ontology indicates the theory of

reality, while epistemology highlights the knowledge of that reality.

Axiology is the type of philosophy that deals with the evaluation of the results
regarding the values. This philosophy also incorporates the social and moral values
which are related to the society. It is the research philosophy that provides the freedom
to the researchers to introduce their plans and procedures in black and white
accompanied to the title of the research. This philosophy more often related to the
research title and the associated value for the specific topics to be investigated.
Moreover, the declarations of various values have multiple purpose usages such as
the scientist that intend to investigate it and the stack holders of the study (Heron,
1996). This philosophy deals with the ethics and the values of the researcher for the

research that has been carried out by a scientist for the pacific purpose. Hence the

120



ethical code of the researcher must be full filled. This may allows the research to
associate his/her values attached to that research. “How to write about it” is a kind of
axiology question (Morgan, 1998). In this quantitative research, the same process is
used to data that gathered from individuals in different cultures. In other words, the
data collection process is performed in such a way that the author is a neutral, value-
free operator who observes, gathers data and produces evidence to explain the fact,
and thus the author's own understanding is not linked to the understanding of the
participants. The value-added essence of this study is not the subject of the author's

open discussion but is reflected in the results and contributions.

The methodology is the systematic analysis of approaches that are, maybe, or have
been adopted within a discipline (Creswell, 2003). It is typically a process of study. All
components of the wide field of the methodology are data collection, participants,
materials used, and data analysis. This quantitative study is organised as emerging
and shaped by the researcher’s collecting and analysing of data in the current

literature.

Overall, this study includes ontology, epistemology, and methodology approaches.

4.4.2. Research Paradigms

The American philosopher Thomas Kuhn (1962) first used the word paradigm to mean
a philosophical way of thinking in The Structure of Scientific Revolutions. The term has
an aetiological meaning in Greek as a pattern. The word paradigm is used to identify
the 'worldview' of a researcher in social science (Mackenzie and Knipe, 2006). It
represents the abstract beliefs and values that form how the world is viewed by a
researcher and how he/she interprets and behaves in that world. As leaders in the

area, Guba and Lincoln (1994) describe a paradigm as a fundamental collection of
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beliefs or worldview that directs research action or an investigation. Paradigms are
therefore important since they include beliefs and dictates that influence what should
be studied, how it should be studied, and how the outcomes of the research should be
interpreted for scholars in a specific discipline. In this study positivism, interpretivism

and realism are discussed as a research paradigm.

Positivism

Positivistic is the type of epistemology that describes a given condition's
epistemological situation, which is known to be the practice one. This type takes into
account the high standards for the basic methodology for adding the replication choice
and the ease of generalisation of the research carried out. Positivist theory seeks to
explain the truth and actual reality on the basis of reality. This theory helps researchers
to examine the facts that prevail in the social setting, but it is possible to generalise
the results of the study in this theory to the same field studies (Remenyi et al., 1998).
In order to build the scheme for the collection of data and creation of theories centred
on this theory, the positivist research philosophy is entrenched with the current

established theory.

This study includes the positivism approach as it tests the relationship between the
level of financial literacy of young individuals and behavioural biases with a statistical
model. In other words, these quantitative results are obtained from the static analysis.
It is also assumed that, according to positivism, all types of processes and
relationships between individuals can be explained by certain variations. Thus the
current study has opted for the positivist philosophy as this theory has the feature to

test the existing or the pre-existing theory.
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Interpretivism

This form of research philosophy combines a human role and develops an
appreciation of the variations and discrepancies between individuals and their role in
society. This philosophy focuses on the nature of research to be carried out on
individuals other than substances such as vehicles, accessories and equipment.
Contrarily to positivism, human behaviour depends on how an individual perceives the
conditions under which they find themselves. Interpretive researchers pursue
subjective interpretations aimed at certain objects or things. The aim of social research
is to react as much as possible to the perception of the respondents on the subject.
The social environment must be recognised as the skilful achievement of successful

social actors (Guba and Lincoln, 1994).

The research findings in positivism studies are merely descriptive, so it is difficult to
know about in-depth topics (Saunders et al., 2009). Therefore, in this study, besides

the positivism approach, the interpretive approach is used.

Realism

This is the epistemology which relates to scientific observation. Realism, as the
characteristic of science, unveils the truth that has been interpreted in common sense.
These facts already exist within the faculty of the mind. The philosophy of realism
opposed the philosophy of idealism, which focuses on the things that are beyond the
concept of mind. Whereas, realism is the form of epistemology considers and
emphasises on the empirical part in order to obtain knowledge and further increase
knowledge in the field. Accordingly, the fundamental concepts and rules of realism
hold that the compilation of responses and the interpretation of data must be

completely understood. This form of epistemology parallels positivism, which focuses
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on the creation of knowledge based on scientific and static laws. More realism has two
primary forms, such as “direct realism”, which focuses on individuality and
interpretation in which truth is assumed to be viewed as truth through observation of
sensory systems. “Critical realism” as the second dimension of realism considers and
talks about the observation and tests that a person feels in reality, but these are not
things in a direct association. This retains the idea that always has the senses to be

deceived (Kivunja, 2017).

To sum up, positivism, interpretivism and realism are applied in this research. The
following research methods classification is developed according to the above

perspective and paradigms.

4.5. Research Methods

Researchers can use either qualitative research or quantitative research for their
study. Quantitative methods emphasise quantitative measurements and statistical,
mathematical or numerical analysis of data obtained by polls, questionnaires and
surveys, or by manipulating pre-existing statistical data using computational
techniques. The quantitative analysis focuses on collecting and generalising numerical
data through groups of people or on describing a specific phenomenon (Babbie, 2010).
The quantitative research design, therefore, deals with the quantification and analysis
of variables in order to obtain a result. It includes the use and analysis of numerical
data using complex statistical methods to address questions such as who, where,
when, what, how, how much and how many (Williams, 2011). Sub-research questions
one, two, three and four include what questions. In this study, numerical analysis is

used to explain what questions.
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In addition, Williams (2011) points out that quantitative research begins with the

identification of a problem, the generation of hypotheses or research questions, the

examination of relevant literature and the quantitative analysis of data. Similarly,

(Creswell 2003; Williams, 2011), the quantitative analyses use research methods such

as surveys and experiments and gather data on predetermined techniques that

produce statistical data. Having understood to a certain degree what quantitative

methods are all about, it is essential to examine the gap between quantitative and

gualitative methods. Table 2 shows a detailed overview of the difference between

gualitative and quantitative studies.

Table 2: Differences between Qualitative and Quantitative Researches

Criteria

Qualitative Research

Quantitative Research

Purpose

Group Studied

Variables

Type of Data
Collected
Form of Data
Collected

Type of Data
Analysis
Objectivity and
Subjectivity
Role of the
Researcher

Results

Scientific Method

To understand and interpret social
interaction
Smaller and not randomly selected.

Study of the whole, not variables.

Words, images, or objects.

Qualitative data, such as open-ended
responses, interviews, participant
observations, field notes, and reflections.
Identify patterns, features, themes.

Subjectivity is expected.

Researcher and their biases may be
known to participants in the study, and
participant characteristics may be known
to the researcher.

Particular or specialized findings that are
less generalizable.

Exploratory or bottom—up: the researcher
generates a new hypothesis and theory
from the data collected.
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To test hypotheses, look at cause and

effect, and make predictions.
Larger and randomly selected.

Specific variables studied.

Numbers and statistics.

Quantitative data based on precise
measurements using structured and
validated data-collection instruments.
Identify statistical relationships.

Objectivity is critical.

Researcher and their biases are not
known to participants in the study, and
participant characteristics are
deliberately hidden from the researcher
(double blind studies).

Generalizable findings that can be applied
to other populations.

Confirmatory or top-down: the
researcher tests the hypothesis and
theory with the data.



View of Human Dynamic, situational, social, and personal. | Regular and predictable.
Behaviour

Most Common Explore, discover, and construct. Describe, explain, and predict.
Research Objective

Focus Wide-angle lens; examines the breadth Narrow-angle lens; tests a specific
and depth of phenomena. hypotheses.

Nature of Study behaviour in a natural Study behaviour under controlled

Observation environment. conditions; isolate causal effects.

Nature of Reality Multiple realities; subjective. Single reality; objective.

Final Report Narrative report with contextual Statistical report with correlations,
description & direct quotations from comparisons of means, and statistical
research participants. significance of findings.

Source: Johnson and Christensen, 2008

Table 2 above illustrates the difference between qualitative and quantitative methods
in a simple way. It indicates that qualitative research’'s main purpose is to understand
and analyse social experiences, while quantitative analysis deals with hypothesis
testing, looking at cause and effect, and forecasting. In addition, based on traditional
scientific research, the quantitative approach produces numerical data and typically
attempts to create causal relationships (or associations) between two or more
variables, using statistical methods to test the relationship's intensity and significance
(Jhonson and Christensen, 2008). Quantitative and qualitative analysis methods
clearly differ in terms of how data is obtained and evaluated (Gelo et al., 2008). In
order to obtain statistical analysis, the quantitative study involves the reduction of
phenomena to numerical values. On the other hand, qualitative research requires data
collection in a non-numerical manner, such as texts, photographs, videos. In
guantitative research, variables are very significant because they are categorized and

guantified by the phenomenon.
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Quantitative method is selected in this study to determine the relationship between

one variable and another within a population. There are either descriptive or

experimental quantitative study designs. Only associations between variables are

identified by a descriptive study; causality is identified by an experimental study.

Quantitative researchers seek to examine and isolate particular variables found in the

context of the analysis, look for associations, relationships and causality. Their aim to

monitor the environment in which the data is collected to eliminate the possibility of

variables accounting for the relationships defined other than the one being examined.

The strength of using quantitative methods in social science is to (Babbie, 2010);

Enables a wider analysis, involving a greater number of topics and improving
the generalisation of findings,

It ensures better objectivity and accuracy of results. Quantitative approaches
are typically designed to include data summaries that endorse generalisations
about the phenomena being studied. Quantitative analysis typically requires
few variables and multiple instances in order to achieve this, and employs
specified protocols to ensure validity and reliability,

The implementation of well-established criteria ensures that the study can be
repeated and then evaluated and correlated with similar studies,

A researcher may summarise huge data sources and make comparisons over
time and across categories,

By preserving a distance from interacting subjects and using agreed statistical

methods, personal bias can be avoided.

Besides the strength of the quantitative research, there are some limitations for

guantitative researches. They are (Brians et al., 2011):
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e Quantitative data is more effective and able to test theories, but qualitative
details may be missing,

e |t uses a static and rigid technique and thus implements an inflexible
discovery process,

e The creation of key questions by researchers may lead to “structural bias”
and misstatement, where the data actually represents the opinion of the
researcher instead of the participating topic,

e Findings present less information on behaviour, attitudes and motivation,

e Researchers can collect a dataset that is much narrower and often
superficial,

e Results are limited in that they offer numerical explanations rather than
comprehensive narratives and typically provide less detailed accounts of
human perception,

e The study is also performed in an abnormal, artificial environment such that
the degree of control can be extended to the exercise. This degree of control
might not usually be in place in the real world, thus producing "laboratory
results” as opposed to "real world results",

e Preset answers will not directly represent how people actually feel about the
topic and, in some situations, maybe the best equivalent to the preconceived

hypothesis.

Survey and correlational methods that are types of quantitative research (Sukamolson,
2007) are used to determine the relationship between variables. These types of

guantitative research are discussed in the following section.
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Survey;

According to Sukamolson (2007), a survey study includes the use of a scientific
sampling method with a structured questionnaire to assess the characteristics of a
given population through the use of statistical methods. More briefly, Sukamolson
(2007), further defines the survey as a method of quantitative research that deals with
“sampling questionnaire, design of the questionnaire, administration of questionnaire”
in order to collect data from the population under study and then analyse it to
understand their characteristics better. In addition, Kerlinger (1973) defines survey
research as social science research focusing on individuals, people's essential data,
and their values, perceptions, behaviours, motives, and actions. At the same time,
Kraemer (1991) outlines three fundamental concepts in survey research, respectively,
a survey is used to quantitatively define a sectional component of a given population
that involves studying the relationship; data are collected from individuals in the survey
research process; and finally, the survey sample a part of the population that is later
used to generate. In this quantitative research, the survey is used to gathered data

from individuals in Bristol and Istanbul.

Correlation Coefficients;

The quantitative study used to assess whether and to what extent there is a
relationship between two or more variables within a population. The correlation
coefficient measures the relationship between variables. Coefficients vary from +1.00
to —1.00. Higher correlations reflect stronger relationships. Positive correlations imply
that as the values associated with one variable increase, so do the values associated
with the other variable. Negative correlations mean that when values associated with

one variable increase, values associated with the other decrease. In light of this, Leedy
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and Ormrod (2010) noted that the study correlation method deals with the formation
of a relationship between two or more variables in the same population. The first form
of correlation design, the explanatory design, is carried out when researchers want to
investigate the degree to which two or more variables co-variate, i.e. where changes
in one variable are expressed in changes in the other (Creswell, 2007). The second
form of correlation design, the predictive design, is used by researchers for the
purpose of the analysis to predict certain results in one variable from another variable
that acts as a predictor. In this quantitative research, correlation is used to determine

the relationship between variables.

4.6. Research Design

Following the determination of research methods, the design of the research is the

next stage of the process.

4.6.1. Justification of Research Method
In this research, financial literacy and behavioural biases were investigated. At the
beginning of the research, methodology for financial literacy and methodology for

behavioural biases were examined separately.

Most of the financial literacy literature focuses on the situation in the US. Also, the
majority of financial literacy studies targeted different age groups such as university
students (Ergun, 2018; Potrich, 2016; Sarigul, 2014), the elderly population (Lusardi
et al., 2014; Lusardi and Mitchell, 2008) or more general population (Kunovskaya,
2010; Tschache, 2009; Volpe, Kotel and Chen, 2002). Generally, a survey is used by
the researchers as a common method of financial literacy measurement (Volpe et al.,

2002; Angela et al., 2009; Lusardi et al., 2014; Potrich, 2016). In addition to this, there
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was not a common survey questionnaire in financial literacy literature. The OECD and
the International Financial Education Network (INFE) developed a main financial
literacy survey in 2011 to measure financial literacy in order to address the lack of
consensus. In this research, OECD and INFE’s research methodology has been used
because their method has been using by many researchers since 2011 (Atkinson and
Messy, 2012; Crain, 2013; Bucher et al., 2014; Alkaya and Yagli, 2015; Aksoylu et al.,

2017).

Genrally, the survey method was used in the behavioural biases literature. The survey
was classified by Hirshleifer in 2001, but the classification was very complicated. Later,
Montier (2007) simplified this complex classification of behavioural biases in terms of
financial decisions. Montier’s classification is used for this research project because

there is not adequate research on behavioural biases of young adults in the literature.

4.6.2. Data Collection Method

There are two types of data collection methods in research. These are primary and
secondary data, and there is a distinction between these data. The primary data
corresponds to the collection of new data for the purpose of a particular investigation,
while the secondary data is the data previously collected for other purposes (Saunders

et al., 2009).

According to Yin (2003), there are many basic research strategies in the social
sciences. These are surveys, interviews, experiments, archive analysis and case
studies. The strategy best suited for any study depends on the type of research
guestion, degree of control, and whether it focuses on current events. If the data
needed from secondary sources cannot be found in research, primary data should be

used. However, primary data is usually collected for a specific purpose.
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Secondary data are collected in various ways. For example, data on the market and
trends can be obtained from external sources. The secondary data includes two types
of data which are raw data and published abstracts (Saunders et al., 2009). Generally,
caution is required when using raw data because the researcher has less control over
these data. As the published data eliminate the data collection process, the analysis
actually shows the result of the research. The data in this study is the primary data
source since it was collected by young adults between the ages of 18-29 in Bristol and

Istanbul using a survey method.

In contrary to qualitative data, quantitative data is more about statistics and numbers.
Researchers also rely on guantitative data because they measure characteristics,
attitudes, behaviours and other identified variables with a motive to either back up or
oppose the hypothesis of a particular phenomenon. Researchers have the choice of
either opting for online data collection or using traditional methods of data collection
through proper research. However, researchers will require numerical, statistical, and
mathematical methods to extract conclusions from the quantitative data obtained

(Sukamolson, 2007).

The quantitative data consists of data that can be counted or expressed in numerical
data. It is often used to analyse the events or levels of consistency. Also, it is gathered
through a standardised questionnaire that asks questions starting with “how many” or
‘how much” because the quantitative data is numerical, it reflects both conclusive and
objective knowledge (Leedy and Ormrod, 2010). In addition, for statistical and
mathematical analysis, quantitative knowledge is commonly sorted, making it possible

to explain it in the form of charts and graphs.
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Quantitative data can be gathered via a traditional method or online. Five methods can
be used for quantitative data collection. They are probability sampling, interviews,

observation, document review, and survey and questionnaire.

Probability Sampling:

A comprehensive method of sampling by using some form of random selection and
allowing researchers to make a probability assumption are based on randomly
gathered data from the target population. One of the best things about probability
sampling is that it helps scientists to obtain data from the population members they
are interested in researching. In addition, the data is obtained randomly from the

sample rules chosen to determine the probability of sampling bias (Babbie, 2010).

Interviews:

A common approach used for data collection is interviewing individuals. The interviews
conducted to gather quantitative data, however, are more formal, in which the
researchers only ask for a standard collection of questionnaires and nothing more than
that. There are three types of interview that are telephone interviews, face-to-face

interviews and computer-assisted personal interviewing (CAPI).

Observation:

It is, as the name suggests, a fairly basic and straightforward method of quantitative
data collection. In this approach, by systematic analyses, researchers collect
guantitative data by using methods such as counting the number of individuals present
at a specific time at the particular event and a specific location or number of people
attending the event in a particular venue. More frequently, researchers have a

naturalistic observation technique for quantitative data collection that requires sharp
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observation skills and senses to get the statistical values about “what” and not about

‘how” and “why” (Brians et al., 2011).

Document Review:

Document review is a method used to obtain data after review of existing documents.
It is an easy and reliable way of collecting data as records are manageable and a
realistic resource for obtaining eligible data from the past. Apart from improving and
promoting research through the provision of additional research data analysis papers,
it has emerged as one of the beneficial methods for collecting quantitative research
data. Public records, personal documents and physical evidence are types of

document review (McNabb, 2008).

Public records analyse the official, ongoing documents of the company for further
study. Personal documents analysis, unlike public records, deals with individual
personal accounts of the acts, attitudes, health, physique and behaviours. In terms of
monetary and scalable development, physical evidence or records deal with previous

accomplishments of a person or an organisation.

Surveys or Questionnaires:

Surveys or questionnaires developed using online survey tools play a critical role in
the online gathering of either quantitative or qualitative data. The surveys are
structured to legitimise the respondents' actions and confidence in a manner. More
frequently, the majority of quantitative surveys are made up of checklists and rating
scale types of questions as it helps to simplify and measure the participants' attitude
or actions. Web based questionnaire or mail questionnaire can be used for this method

(Brians et al., 2011).
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Web based questionnaire is one of the most trusted and reliable approaches for
internet-based analysis or online studies. Participants receive an email, including the
survey link in a web-based questionnaire. When they click on the link, which takes the
participant to a safe online survey tool, participants can get access to the survey and
complete the survey questionnaire. Web-based surveys are more popular with
researchers as they are cost-effective, faster, and have a wider reach. A web-based
guestionnaire's primary advantage is flexibility; respondents are free to use either a
desktop, laptop, phone, or smartphone to take the survey in their free time (Babbie,

2010).

The survey is mailed out to a host of the target group in a mail questionnaire, allowing
the researcher to connect with a range of audiences. Usually, the mail questionnaire
consists of a box containing a cover page that informs the viewer to the form of study
and why it is performed to gather data online along with a prepaid return. While the
mail questionnaire has a higher churn rate relative to other methods of quantitative
data collection, incorporating such advantages such as alerts and survey completion
rewards helps to increase the churn rate significantly. All responses are anonymous,
and respondents are allowed to take as much time as they would like to complete the
survey and be entirely honest about the answer without the fear of bias, one of the

major advantages of the mail questionnaire (ibid).

In this quantitative research, survey and questionnaire method was used to collect
data. The survey questionnaire was created using online survey tools. The survey link

was shared via the link that is https://bathspa.onlinesurveys.ac.uk/determinations-of-

financial-literacy-among-young-adults. The link was shared via mail and social media
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such as Facebook, Instagram, Twitter in order to collect data from individuals in Bristol

and Istanbul.

The benefit of this type of data collection is to provide flexibility as participants take the
survey whenever they want through their smartphone, computer, laptop or desktop.
Also, if at any time participant wish no longer to participate in this project, they have
the right to withdraw. Another advantage of online survey is cost effective and faster.
The researcher can reach a wide range of group within a specific time period. Figure

12 represents the survey map of the study.
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The research was introduced to participants in the information page. Participant
consent was taken in the consent page. Unique response number was given to them.

At the end of the survey, the debriefing statement was provided to participants.

4.6.3. Data Collection and Target Group

This research sets out to investigate the determination of financial literacy and
behavioural biases in the 18—29 age groups — young adults in Bristol and Istanbul. An
online survey was created before data collection. Also, ethical consideration was taken
before the circulation of the survey. Firstly, the survey was applied to 10 young adults
in Bristol as a pilot study to check the understanding of questionnaires. Questionnaires
were printed out and distributed to participants. They were asked to indicate the
guestions in case of misunderstanding. All participants understood all the questions;
thus, the questionnaires were used as it is. A pilot study has not been done in Istanbul
because the survey was written and data was collected in English, and there was not
an issue in Bristol about the questionnaires. Therefore, the second pilot study in

Istanbul was not required.

The online survey link with a brief explanation was shared via social media such as
Facebook, LinkedIn, Instagram, Twitter, WhatsApp and email. The survey link was
pinned to the main social media profile, and it was regularly re-post on all social media
accounts every week. The incentives have not been offered. The data has been
collected on social media because there were over 3,000 followers. In addition to this,
some of the data was gathered via private corporational business email address
because the researcher was working in the private sector, and the company had
roughly 2,000 employees in Bristol. Ex-colleagues were asked to help with data

collection in Istanbul, and the online link was sent to their email address.
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Participants have read a brief note that was a short invitation paragraph before clicking
the provided online link. When they click the link, they have confronted with an
explanatory paragraph about the research. The paragraph has involved a definition of
financial literacy and behavioural biases, the importance of this research and an
explanation of why this research has been conducted. Participants rights were
declared, and their consent was taken before the survey. A unique response number
was given to participants rather than taken participants name or any personal
information. Also, there was no time restriction for the completion of the survey, and

they were able to take a break during completion of the survey.

415 young adults from Bristol, UK, and Istanbul answered the survey, and 403 out of
415 surveys received were accepted for the research. Only 2 surveys did not indicate
their city, but their surveys were accepted for the research as the rest of the sections
in their surveys were completed successfully. Their answers were used to analyse
general results which generated the combining participants’ answers from Bristol and
Istanbul. Their answers have not been taken into account to examine for Bristol and
Istanbul. 12 surveys were not completed, and essential answers for classification in
socio-demographic questions were not given. Table 3 highlights the participants’

demographic variables.
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Table 3: Participants’ Demographic Variables

Participants Bristol, UK | Istanbul TOTAL
Mal 101 86 187
Gender e 401
Female 102 112 214
Post-graduate education or equivalent (e.g.
master’s degree, PhD or advanced 38 44 82
professional training)
. University-level education (e.g. degree or
Education . . - 139 135 274 401
higher-level vocational training)
Upper secondary school or high school 25 18 43
Lower secondary school or middle school
1 1 2
(where relevant)
Single 118 112 230
Marital Married 83 86 169
401
Status Divorced - - 0
Blank 2 - 2
In paid employment (work for someone 140 142 282
else)
Empl Self-employed (work yourself) 16 8 24 201
mployment e dent 42 47 | 89
Unable to work due to sickness or ill-health 5 - 5
Unemployed - 1 1
£0 p.a.- £9,999 p.a. 45 45 90
£10,000 p.a. - £19,999 p.a. 10 18 28
a.— .a. 132 110 242
Income £20,000 p.a. —£29,999 p.a 401
£30,000 p.a. - £39,999 p.a. 11 11 22
£40,000 p.a. - £59,999 p.a. 4 10 14
+£60,000 p.a. 1 4 5

Table 3 indicates that the survey is more completed by females. The majority of the

participants have a university level education. Also, most of them are single. Lastly,

they are working, and their income level is between £20000 and £29999.

According to the Bristol City Council Report (2018), Bristol has played an important

role in the UK economy, being the eighth most significant contributor. Investors

generally prefer Bristol for investment, and it is rated first among the English Core

Cities (Economic Brief of Bristol Report, 2018). According to the Turkey Statistical
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Institution (2018), 40% of Turkey’s GDP has been generated by Istanbul, and it is the

biggest city in Turkey.

Young adults have been selected for this research as 21.6% of Bristol's population,
and 34.2% of Istanbul's population is composed of young adults aged 18 to 29. This
makes the young adult percentage higher compared to the overall populations (Bristol
City Council, 2018 and Turkey Statistical Institution, 2018). Hence, young adults’
financial decisions have a greater effect on the overall economy of Bristol and Istanbul
than other age groups. The future of the financial situation and existing financial goods
and services such as pensions, investments, savings, credit, mortgages and insurance
are influenced by the financial decisions of young adults. At the end of the research,
cultural and socio-demographic effects on financial literacy and behavioural biases

were also revealed.

Low levels of financial literacy increase the possibility of individuals being under the
influence of behavioural biases when making financial decisions. Additionally, this
research investigates to what extent young adults with a low level of financial literacy
are exposed to behavioural biases. This demonstrated how young adults avoid

behavioural biases to make good financial decisions.

4.6.4. Data Analysis

Financial literacy and behavioural biases questionnaires were used to collect the
information. The research methodology of the study is in three parts. In the first part,
the financial literacy levels of young adults in Bristol and Istanbul were measured by
using the survey method. In the second part, the behavioural biases levels of young
adults in Bristol and Istanbul were measured. In the third part, ANOVA analysis was

used to explain the relationship between financial literacy and behavioural biases.
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Financial knowledge, financial behaviour, financial attitude, socio-demographics and
culture questions were used to measure financial literacy and fifteen behavioural

biases were used to measure behavioural biases score:

Financial Knowledge

The OECD'’s (2015) financial knowledge scale was used in this research. The financial
knowledge questions involve the topics of division, time value of money, interest paid
on a loan, calculation of interest plus principal, compound interest, risk and return, the
definition of inflation and diversification. In the literature, these topics are commonly
used to measure financial knowledge scores of individuals (Bucher-Koenen and
Ziegelmeyer, 2011; Knoll and Houts, 2012; Cameron et al., 2014; OECD, 2015; Chen
and Lemieux, 2016; Aksoylu et a.l, 2017). The financial knowledge score was
computed as the number of correct responses to the financial knowledge questions.
Normally, participants were asked nine financial knowledge subjects, but one of them
was related to their self-assessed financial knowledge in order to assess their
perceived financial knowledge. As a result of this, the self-assessment financial
knowledge question was not considered when calculating the financial literacy score.
It was used for comparison purposes only. Table 4 represents the computing of

financial knowledge score.
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Table 4. Computing of Financial Knowledge Score

Topics Questionnaire Type Assessment

Division Open-ended Questions 1 point was given for correct
answer, 0 in all other cases.

Time Value of Money Multiple Selections 1 point was given for correct
answer, 0 in all other cases.

Interest paid on loan Open-ended Questions 1 point was given for correct
answer, 0 in all other cases.

Calculation of interest plus Open-ended Questions 1 point was given for correct
principle answer, 0 in all other cases.
Compound interest Open-ended Questions 1 point was given for correct

answer, 0 in all other cases.

Risk and return True/False Questions 1 point was given for correct
answer, 0 in all other cases.

Definition of inflation True/False Questions 1 point was given for correct
answer, 0 in all other cases.

Diversification True/False Questions 1 point was given for correct
answer, 0 in all other cases.

Financial Behaviour

The OECD’s (2015) financial behaviour scales was used to compute financial
behaviour scores. The financial behaviour includes consideration of purchases, timely
bill payment, keeping watch of financial affairs, long-term financial goal setting, taking
responsibility and making a household budget, active saving, choosing financial
products and borrowing. These topics are the most common topics in the literature
(Capuano and Ramsey, 2011; PACFC, 2012; Garcia, 2013; Atkinson and Messy,
2014; OECD, 2015; Alkaya and Yagli, 2015; Chen and Lemieux, 2016). Normally,

participants were asked about eight financial behaviour questions. Participants could
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choose more than one answer for questions six and seven (see Appendix), with each

option awarded one point. Table 5 shows the computing of financial behaviour score.

Table 5: Computing of Financial Behvaiour Score

Topics

Questionnaire Type

Assessment

Considered
purchase

Five-point Likert type
scale

1 point was given for respondents
who put themselves at 4 or 5 on the
scale (aggree), 0 in all other cases.

Timely bill
payment

Five-point Likert type
scale

1 point was given for respondents
who put themselves at 4 or 5 on the
scale (aggree), O in all other cases.

Keeping watch of
financial affairs

Five-point Likert type
scale

1 point was given for respondents
who put themselves at 4 or 5 on the
scale (aggree), 0 in all other cases.

Long term financial
goal setting

Five-point Likert type
scale

1 point was given for respondents
who put themselves at 4 or 5 on the
scale (aggree), 0 in all other cases.

Take a decision
about money

Yes/No Questions

1 point was given for yes answer, 0 in
all other cases.

Active saving

Multiple Selections

1 point was given for correct answer,
0 in all other cases.

Choosing products

Multiple Selections

1 point was given for correct answer,
0 in all other cases.

Borrowing to make
ends meet

Multiple Selections

1 point was given for correct answer,
0 in all other cases.

Financial Attitude

The financial attitude questions are related to the opinion of the individuals about

money. The OECD’s (2015) financial attitude scale was used the measure financial

attitude scores. The financial attitude score was compute based on three statements.

According to OECD (2015), it is the sum of the values for the tree statements and then
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divided by three. Therefore the score is between 1 and 5. Lower points indicate a

short-term financial plan, while higher points indicate a long-term financial plan

(Angela et al., 2009; PACFC, 2012; OECD, 2015; Erner, 2016; Chen and Lemieux,

2016; Vijayvargy and Bakhshi, 2018). Table 6 represents the computing of financial

attitudes score.

Table 6: Computing of Financial Attitudes Score

Attitude

Assessment

| tend to live for today and let
tomorrow take care of itself

| find it more satisfying to spend
money than to save it for the long term

Money is there to be spent

Average value = Sum of the values for
three statements / 3

Culture

The OECD’s (2015) culture scale was used to measure culture score. The culture

guestions cover the risk, time, norm, freedom and social prestige. These topics are

the most common topics in the literature (Xu and Zia, 2012; Cameron et al., 2014;

Potrich et al., 2015; OECD, 2015). Table 7 indicates the computing of culture score.

Table 7: Computing of Culture Score

Topics

Questionnaire Type

Assessment

The Risk

Five-point Likert type
scale

1 point was given for respondents who put
themselves at 4 or 5 on the scale (aggree), 0
in all other cases.

Time

Five-point Likert type
scale

1 point was given for respondents who put
themselves at 4 or 5 on the scale (aggree), 0
in all other cases.

Norm

Five-point Likert type
scale

1 point was given for respondents who put
themselves at 4 or 5 on the scale (aggree), 0
in all other cases.
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1 point was given for respondents who put

Freedom Five-point Likert type themselves at 4 or 5 on the scale (aggree), 0
scale in all other cases.
1 point was given for respondents who put
Social Five-point Likert type themselves at 4 or 5 on the scale (aggree), 0
Prestige scale in all other cases.

To sum up, the overall financial literacy scores were obtained as the sum of all scores.
It was also calculated as a percentage to reveal the financial literacy level of young
adults. Financial literacy is the combination of financial knowledge, financial behaviour,
financial attitude (Angela et al., 2009; PACFC, 2012; OECD, 2015; Erner, 2016; Chen
and Lemieux, 2016; Vijayvargy and Bakhshi, 2018), cultural and socio-demographic

aspects (Xu and Zia, 2012; Cameron et al., 2014; Potrich et al., 2015).

Behavioural Biases

Montier's (2007) simplified behavioural biases scale was used to compute the
behavioural biases score of young adults. Behavioural biases questions cover
representativeness, confirmation, hindsight, self-attribution, anchoring, conservatism,
over-optimism, availability, cognitive dissonance, framing, illusion of knowledge,
illusion of control, categorisation, loss aversion and overconfidence. These topics are
common behavioural biases topics among researchers (Kahneman and Tversky,
1981; Nofsinger, 2002; Pompian, 2006; Montier, 2007; Ozan, 2010). Two statements
were asked to participants in order to compute the behavioural biases score. The
average of the two statements was calculated. The behavioural biases score was
computed as the sum of all average scores of the topics. Table 8 shows the computing

of behavioural biases score.
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Table 8: Computing of Behavioural Biases Score

Topics

Questionnaire Type

Assessment

Representativeness

Five-point Likert type
scale

The higher points indicates high level
behavioural biases (1-low level of
behavioural; biases while 5-high level
behavioural biases). Average of the
statements was computed.

Confirmation

Five-point Likert type
scale

The higher points indicates high level
behavioural biases (1-low level of
behavioural; biases while 5-high level
behavioural biases). Average of the
statements was computed.

Hindsight

Five-point Likert type
scale

The higher points indicates high level
behavioural biases (1-low level of
behavioural; biases while 5-high level
behavioural biases). Average of the
statements was computed.

Self Attribution

Five-point Likert type
scale

The higher points indicates high level
behavioural biases (1-low level of
behavioural; biases while 5-high level
behavioural biases). Average of the
statements was computed.

Anchoring

Five-point Likert type
scale

The higher points indicates high level
behavioural biases (1-low level of
behavioural; biases while 5-high level
behavioural biases). Average of the
statements was computed.

Conservatism

Five-point Likert type
scale

The higher points indicates high level
behavioural biases (1-low level of
behavioural; biases while 5-high level
behavioural biases). Average of the
statements was computed.

Over Optimism

Five-point Likert type
scale

The higher points indicates high level
behavioural biases (1-low level of
behavioural; biases while 5-high level
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behavioural biases). Average of the
statements was computed.

Availability Five-point Likert type The higher points indicates high level
scale behavioural biases (1-low level of
behavioural; biases while 5-high level
behavioural biases). Average of the
statements was computed.
Cognitive Five-point Likert type  The higher points indicates high level
Dissonance scale behavioural biases (1-low level of
behavioural; biases while 5-high level
behavioural biases). Average of the
statements was computed.
Framing Five-point Likert type  The higher points indicates high level
scale behavioural biases (1-low level of
behavioural; biases while 5-high level
behavioural biases). Average of the
statements was computed.
lllisuin Of Five-point Likert type The higher points indicates high level
Knowledge scale behavioural biases (1-low level of

behavioural; biases while 5-high level
behavioural biases). Average of the
statements was computed.

Illusion Of Control

Five-point Likert type
scale

The higher points indicates high level
behavioural biases (1-low level of
behavioural; biases while 5-high level
behavioural biases). Average of the
statements was computed.

Categorisation

Five-point Likert type
scale

The higher points indicates high level
behavioural biases (1-low level of
behavioural; biases while 5-high level
behavioural biases). Average of the
statements was computed.

Loss Aversion

Five-point Likert type
scale

The higher points indicates high level
behavioural biases (1-low level of
behavioural; biases while 5-high level
behavioural biases). Average of the
statements was computed.
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Overconfidence Five-point Likert type The higher points indicates high level
scale behavioural biases (1-low level of
behavioural; biases while 5-high level
behavioural biases). Average of the
statements was computed.

The relationship between the financial literacy level and behavioural biases was
examined by ANOVA analyses to reveal the extent, if any, of influences between
financial literacy and behavioural biases. ANOVA analysis is used when it is desired
to compare a numerical variable with at least three different variables (Saunders et al.,
2009). The collected data in this study were converted into numerical values. The
behavioural biases of young adults in Bristol and Istanbul are compared with four
different variables including, financial knowledge, financial behaviour, financial attitude
and culture. Therefore, ANOVA analysis was used for this study. Positivism approach
was used to investigate the answer of this research question because the statistical

method, which was ANOVA analysis, was used.

4.7. Reliability and Validity

Reliability and validity are important two factors for researches. In this section, the

reliability of the research and validity of the research are discussed.

Validity is described as the degree to which a definition in quantitative analysis is
measured accurately. For instance, a survey aimed at exploring financial literacy but
which actually only measures financial knowledge, would not be considered valid. In
guantitative research, the second indicator of quality is reliability or an instrument's
accuracy. In other words, the degree to which a research technique reliably has the
same outcomes if it is used frequently in the same circumstance. The aim of the

reliability is to minimise bias and errors (Heale and Twycross, 2015).
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The quality of empirical study can be measured by performing four basic factors,
according to Yin ( 2003). They are construct validity, internal validity, external validity

and reliability.

Construct validity is the general ability of the measure to measure the construct of
interest and is investigated in a number of ways, mainly by combining the results of all
other types of validity (Strauss and Smith, 2009). In order to ensure the validity of the
construct, a theoretical framework was established in this research after carefully
examining and evaluating the available literature as the guideline for processing the
empirical study. The survey method was chosen as the data collection techniques after
comparison and examination of various research approaches and research methods.
Adequate coverage of all content related to financial illiteracy and behavioural biases
have been tried to cover. There was no common questionnaire in the field conducted
before 2011 in order to measure financial literacy. Therefore, it was very difficult to
compare the results found by the researchers because different questionnaires were
used for different target groups to assess their financial literacy level. However, in
2011, the OECD and the International Financial Education Network (INFE) developed
a basic financial literacy survey to measure financial literacy. This developed survey
covers financial knowledge, financial behaviour and financial attitude, which are the
main components of financial literacy. It has also been accepted by many researchers
(Atkinson and Messy, 2014; Chen and Lemieux, 2016; Aksoylu et a.l, 2017; Vijayvargy
and Bakhshi, 2018). Also, since the financial literacy level of different groups is

measured by the same survey questions, it is easier to compare the results.

In this study, the questionnaire used to measure financial literacy developed by OECD

and INFE (2011) was based. This questionnaire was designed for young adults in
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Bristol and Istanbul. At the same time, cultural questions have been added to the
guestionnaire and made more comprehensive. There are not enough studies in the
literature examining the relationship between financial literacy and behavioural biases.
The studies in the literature generally use the behavioural bias classification developed
by Hirshleifer (2001). However, this classification is quite complicated. Hence, Montier
(2007) has simplified this classification. In this study, Hirshleifer (2001) and Montier's

(2007) studies were based on behavioural biases.

Internal validity only covers causal or explanatory research, according to Yin ( 2003),
where a researcher is trying to decide whether an event contributed to another event.
Internal validity does not apply to exploratory research that is not focused on making
a causal statement. Therefore, this research does not require internal validity, so it

should not be taken into account.

External validity addresses the question of whether the results of a study can be
generalised (Yin, 2003). In order to provide external validity, firstly, population validity
is taken into account. In other words, the question of whether a researcher can apply
the findings of the study to a wider context needs to be investigated. A sample size of

the population is determined by the formula of;

_Z_Score’x o x (1—0)

E

(N=sample size, G= standard deviation, €= margin of error)

The Margin of Error:
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Most of the research contains an error, and it is inevitable. It indicates how much error
the researcher is going to allow. This is the plus or minus figure that is sometimes
stated with an approximate proportion and is often referred to as the confidence

interval.

Confidence Level:

The second step of the determination of the sample size is to identify the confidence
level. It deals with how sure the researcher wants to be that the actual mean is within
the margin of error. The most common confidence level are 90% (Z_Score: 1.645),
95% (Z_Score: 1.96), and 99% (Z_Score: 2.576). In this research, the confidence level

is 95%.

Standard Deviation:

This step asks the researcher to predict how many of the answers researcher receive
will be different from each other and the average number. Low standard deviation
indicates that all figures are clustered around the mean figure. High standard deviation
presents that figures are spread across a much wider range. 0.5 standard deviation is
a safe choice in order to make sure the sample size is large enough. The standard

deviation of the research is 0.5.

Sample Size:

The sample size consists of this research population. The population of young adults
in Bristol and Istanbul is large. The sample size does not change if the real population

is greater than 100000.

In this research sample size was determined based on the 95% confidence level, 5%

of margin error and 0.5 standard deviations. Also, the real population of young adults
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Bristol and Istanbul are greater than 100000. Thus, even if the ideal sample size is

370 for this research, 403 out of 415 surveys were used to generate results.

Reliability is to indicate whether operations of a study can be repeated with the same
results. This criteria is not suitable for social sciences due to the human factor.
Researchers can not control human behaviour and attitude (Creswell, 2007). In this
point, in order to measure the consistency of responses to the questionnaire was used
reliability analysis that prepared according to a predetermined scale type. What is
meant by consistency here is the consistency of the answers to the questions that
contain only ordinal scale answers. For example, reliability analysis is not applied to
the questions of the questionnaire with gender, income or yes / no answers. However,
for example, with the 5-point Likert scale given to a question giving an opinion about
any subject, sortable answers such as from | definitely do not agree (1) to | definitely

agree (5) can be subjected to reliability analysis (Saunders et al., 2009).

The main analysis used for reliability analysis is to find Cronbach Alpha (a) value.
There can be a single a value for each item, or all questions can have an average a
value. The a value obtained for all questions indicates the total reliability of that
questionnaire and is expected to be greater than 0.7, a values lower than this value
indicate that the questionnaire is poor reliability, and a> 0.8 indicates that the
guestionnaire has high reliability. Reliability of the questionnaire is increased by
subtracting, which a value of these questions decreases the a value obtained in total

(Yin, 2003). The classification of reliability categories is shown in Table 10.
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Table 9: The Classification of Reliability Categories

Cronbach’s Alpha Reliability
az.9 Excellent
9>az.8 Good
8>a2.7 Acceptable
J>a2.6 Questionable
6>az.5 Poor
S5>a Unacceptable

Source: (Yin, 2003)

4.8. Summary

This study adopts exploratory research to figure out SRQ1, SRQ2 and SRQS3. Also,
explanatory research is conducted to find out the SRQA4. In this point, it is investigated
how does one factor, which is culture influence others which are financial literacy and
behavioural biases. Quantitative research method from heavily positivism paradigm is
applied to this research. In this context, the research problem is investigated by using
statistical analysis and hypothesis are tested. The online survey method is selected
as a quantitative research data collection method. Online survey link is created and
shared via email and social media. The same survey questionnaire is used for all

participants from Bristol and Istanbul.

A summary of the methodology framework is presented in Figure 14 in order to give a

general idea of the research methodology in this research.
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Figure 13: Methodology Framework
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Chapter Five: Data Presentation and Analysis

Overview

Available literature review, theoretical framework and research methodology have
been discussed in the previous chapters. In this chapter, empirical data is presented
and analysed. Based on sub-research questions, firstly, financial literacy score and
level are discussed for Bristol, Istanbul and all population. In this point, the answer to
sub-research question three is obtained. Secondly, the behavioural biases score and
level are presented for these three groups. Thus, the answer to sub-research question
two is presented. Lastly, the relationship between financial literacy and behavioural
biases is analysed statistically for Bristol, Istanbul and all target group. In connection

with this, sub-research question one and four are investigated.

5.1. Reliability Statistics

The research was conducted using the survey method. 415 young adults completed
the survey. Twelve of the participants' answers are invalid as some of them did not
complete the survey in full, and the consent page was not completed. As a result of

this, 403 participants' answers were accepted to generate the results of the study.

In the demographic variables section (Xu and Zia, 2012; Cameron et al., 2014; Potrich
et al., 2015; OECD, 2015), personal questions were asked of participants in Bristol
and Istanbul. Participants were also asked financial knowledge self-assessment
guestions to understand their thoughts about financial knowledge. In the following
section, financial knowledge (Bucher-Koenen and Ziegelmeyer, 2011; Knoll and
Houts, 2012; Cameron et al., 2014; OECD, 2015; Chen and Lemieux, 2016; Aksoylu

etal., 2017), financial attitude (Angela et al., 2009; PACFC, 2012; OECD, 2015; Erner,
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2016; Chen and Lemieux, 2016; Vijayvargy and Bakhshi, 2018), financial behaviour
(Capuano and Ramsey, 2011; PACFC, 2012; Garcia, 2013; Atkinson and Messy,
2014; OECD, 2015; Alkaya and Yagli, 2015; Chen and Lemieux, 2016), culture (Xu
and Zia, 2012; Cameron et al., 2014; Potrich et al., 2015; OECD, 2015) and
behavioural biases (Kahneman and Tversky, 1981; Nofsinger, 2002; Pompian 2006;

Montier 2007; Ozan 2010) questions were asked to participants.

If Cronbach’s Alpha is between 0.8 and 0.9, the reliability of research is accepted as
good (Kalayci, 2010), and if it is between 0.7 and 0.8, the reliability is acceptable (Yin,
2003). Table 10 shows the reliability statistics for financial knowledge, financial

behaviour, financial attitude, culture, behavioural biases and all survey.

Table 10: Raliability Statistics

Variables Cronbach’s Alpha N of Iltems
Financial Knowledge 0.715 8
Financial Behaviour 0.753 8
Financial Attitude 0.773 3
Culture 0.710 10
Behavioural Biases 0.851 22
All Survey 0.835 51

According to Table 10, the reliability of all survey and the behavioural biases are good
because Cronbach’s Alpha coefficient is 0.835 and 0.851, respectively. The reliability
of the financial knowledge (0.715), financial behaviour (0.753), financial attitude
(0.773) and culture (0.710) are acceptable due to their Cronbach’s Alpha coefficients

are between 0.7 and 0.8.

The details of the results were discussed in the following sections.
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5.2. Analysis of Demographic Data

In this section, demographic variables for Bristol, Istanbul and all population is

discussed.

5.2.1. General

The summary statistics are provided for participants in Bristol and Istanbul. Table 12

indicates the number of observations and the percentage of participants regarding

cities.
Table 11: Descriptive Statistics by Cities
Demographic Variables Frequency Percentage Total
Bristol 203 50.4% 403
Istanbul 198 49.1%
Blank 2 0.5%

According to Table 12, this survey of 403 out of 415 participants is valid. Only two
participants (0.5%) did not indicate their city in the survey, but their results were used
for general analysis as all data collected, except the participants' city, was used in the
general analysis. 50.4% (203) of the participants live in Bristol, while 49.1% (198) of
the participants live in Istanbul. The participant numbers for both cities are close.

Therefore, their results can be compared easily.

Table 13 shows the descriptive statistics of young individuals in terms of gender in

both cities.
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Table 12: Descriptive Statistics by Gender

Demographic Variables Frequency Percentage Total
Male 187 46.4% 403
Female 216 53.6%

53.6% (187) of young individuals are female, while 46.4% (216) of young individuals

are male. The survey was mostly completed by female participants.

Table 14 shows information about the participants’ education status.

Table 13: Descriptive Statistics by Education

Demographic Variables Frequency Percentage Total
Lower secondary school or middle school (where 2 0.5% 403
relevant)

Postgraduate education or equivalent (e.g. master’s 84 20.8%

degree, PhD or advanced professional training)

University-level education (e.g. degree or higher- 274 68.0%

level vocational training)

Upper secondary school or high school 43 10.7%

As Table 14 illustrates, the majority of survey participants were university-level
educated (68%). 20.8% of the participants were educated to postgraduate level, and
10.7% of the participants had an upper secondary school or high school education
level. Only 0.5% of the participants had a lower secondary school or middle school
education level. In summary, 88.8% of those who responded to the survey indicated

that their education status was at university or postgraduate level.

Table 15 describes the marital status of participants in Bristol and Istanbul.
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Table 14: Descriptive Statistics by Marital Status

Demographic Variables Frequency Percentage Total
Single 231 57.3% 403
Married 169 41.9%

Divorced 1 0.2%

No Data 2 0.5%

According to Table 15, 231 participants (57.3%) are single, while 169 participants
(41.9%) are married. Only one participant (0.2%) is divorced. However, two

participants (0.5%) did not indicate their marital status.

Table 16 illustrates the participants’ working status in general.

Table 15: Descriptive Statistics by Work Status

Demographic Variables Frequency Percentage Total
In paid employment (work for someone 283 70.2% 403
else)

Self-employed (work yourself) 24 6.0%

Student 90 22.3%

Unable to work due to sickness or ill-health 1 0.2%
Unemployed 5 1.2%

As Table 16 shows, the majority of the participants (70.2%) are in paid employment.

22.3% of the participants are students, while 6.0% of the participants are self-

employed. However, 1.2% of the participants are unemployed, and 0.2% of the

participants are unable to work due to sickness or ill-health. In summary, 92.5% of

those who answered the survey are in paid employment or students.
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Table 17 shows the income level of the participants in Bristol and Istanbul.

Table 16: Descriptive Statistics by Income

Demographic Frequency Percentage  Total
Variables (£)

0 —9999 90 22.3% 403
10000 — 19999 29 7.2%

20000 — 29999 243 60.3%

30000 — 39999 22 5.5%

40000 — 59999 14 3.5%

60000+ 5 1.2%

According to Table 17, 60.3% of the participants earn between £20,000 and £29,999.
22.3% of the participants’ income level is between £0 and £9,999. A minority of the
participants (1.2%) earn £60,000+. However, 7.2% of the participants’ income level is
between £10,000 and £19,999, while 5.5% of the participants earn between £30,000
and 39,999 and 3.5% of the participants’ income level is between £40,000 and
£59,999. In summary, the demographic statistics show that the majority of the
participants’ income level is between £0 and £29,999 (82.6%). This reflects their

previously noted employment or student status from Table 10 (92.5%).

Table 18 illustrates participants’ financial knowledge by their self-assessment.
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Table 17: Distribution of Financial Knowledge Self-Assessment
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According to Table 18, 54.3% of the participants think that their financial knowledge is
about average, while 25.1% of the participants believe that their financial knowledge
is quite high. 9.7% of the participants assessed their financial knowledge as very high,
and 8.9% of them consider their financial knowledge as quite low. 1.5% of the
participants indicate their financial knowledge is very low, and 0.5% of them have not
got any idea about their financial knowledge. In summary, the majority of the

participants (88.3%) assessed their financial knowledge as about average or above.

Participants were generally asked about concepts such as compound interest,
inflation, time value of money, bonds and stocks and risk diversification in order to
measure their financial literacy level (OECD, 2015). In addition to this, perceived
financial knowledge is as important as financial literacy (Pudlo and Gavurova, 2012).

If the perceived financial knowledge is higher than the financial literacy level of
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individuals, it causes individuals to behave more risky. If individuals perceived financial
knowledge is higher, but the actual financial literacy level is lower, individuals might
have overconfidence. According to Allgood and Walstad (2016), these kinds of
individuals intend to believe that they have the ability to forecast situations. Even if
there is a low probability of getting success in the financial markets, they are
overconfident about their predictions. At the same time, investments, savings,

retirement plans and debt management are affected by this situation (Leonard, 2012).

Perceived financial knowledge among young adults in Bristol and Istanbul is average.
It means that young adults in Bristol and Istanbul are more likely to take an average
risk. Also, perceived financial knowledge is a strong indicator of saving behaviour, and
there is a positive relationship between them (Henager and Mauldin, 2015). According
to this result, young adults’ saving behaviour is average level. Saving behaviour of

young adults should be improved to gain welfare in the future (Leonard, 2012).

At the same time, if there is any inconsistency between perceived financial knowledge
and financial literacy, this indicates that individuals do not have an awareness of their
need for financial education (Agnew and Szykman, 2005). If the perceived financial
information is more than the level of financial literacy, individuals may not feel the need
to improve themselves. Therefore, it will be difficult for financial education to achieve
its purpose. Young adults in Bristol and Istanbul are more likely to increase their
financial knowledge through financial education because they realize their average

financial knowledge.

In order the understand cultural factors on perceived financial knowledge, this result
was compared by city. Table 19 indicates participants’ financial knowledge self-

assessment by each city.
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Table 18: The Comparison of the Distribution of Financial Knowledge Self-
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As Table 19 shows, the participants in Istanbul think that they have more financial
knowledge than do the participants in Bristol. Although the participants in Bristol and
Istanbul who believe that their financial knowledge is about average, are quite close
in each city, the percentage of participants in Istanbul who consider that they have
quite high and very high financial knowledge is greater than the percentage of
participants in Bristol. Also, the percentage of participants in Bristol who believe that
their financial knowledge is quite low is greater than the percentage of participants in
Istanbul. 1.5% of the participants in Bristol and Istanbul assessed their financial
knowledge as very low. 1.0% of the participants in Bristol do not know about their
financial knowledge, while all participants do have an idea about their level of financial

knowledge in Istanbul.
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In summary, the perceived financial knowledge of young adults in Istanbul is slightly
higher in Bristol. Young adults who think that they have a high level of financial
knowledge in Bristol is less than Istanbul while young adults who think that they have
a low level of financial knowledge in Istanbul is less than Bristol. It means that young
adults in Istanbul may behave more risky in Bristol (Henager and Mauldin, 2015), but
their saving behaviour may be better than Bristol (Leonard, 2012). For this reason,
especially young adults in Istanbul need a certain level of financial literacy in order to

manage their risks more effectively.

Young adults in Bristol are more aware of the need for financial education when
compared to those in Istanbul. Because more young adults in Bristol think that they
have a low level of financial knowledge, it can be said that culture affects the perceived
financial literacy level of young adults, even if it is not too much. According to OECD
(2015) study, the financial literacy level of UK and Turkey is quite close to each other.
This means that financial literacy is a very important topic for developed countries
besides developing ones. This study shows that their perceived financial literacy level

is quite close to each other, too irrespective of developing level.

Demographic variables will be discussed by cities in the following section.

5.2.2. Bristol, UK

Demographic variables for Bristol will be examined in this section. Table 120 indicates

participants’ gender in Bristol.
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Table 19: Descriptive Statistics by Gender in Bristol, UK

Demographic Variables Frequency Percentage Total

Male 101 49.8% 203

Female 102 50.2%

The survey was answered by 203 young adults in Bristol. According to Table 20, the
gender distribution of the participants in Bristol is almost equal. It can be seen that

50.2% of the participants are female, while 49.8% of the participants are male.

Table 21 illustrates the participants’ education level.

Table 20: Descriptive Statistics by Education in Bristol, UK

Demographic Variables Frequency Percentage Total

Postgraduate education or equivalent (e.g. 38 18.7% 203
master’s degree, PhD or advanced

professional training)

University-level education (e.g. degree or 139 68.5%

higher level vocational training)

Upper secondary school or high school 25 12.3%

Lower secondary school or middle school 1 0.5%
(where relevant)

Table 21 shows that the majority of the participants (87.2%) are educated to
postgraduate or university level. 25 of the participants (12.3%) who are educated to
upper secondary school or high school level have responded to the survey, while 0.5%

of participants in Bristol are educated to lower secondary school or middle school level.

Another demographic variable is the participants’ marital status, shown in Table 22.

166



Table 21: Descriptive Statistics by Marital Status in Bristol, UK

Demographic Frequency Percentage Total
Variables

Single 118 58.1% 203
Married 83 40.9%

No Data 2 1.0%

58.1% of participants in Bristol are single, and 40.9% of participants in Bristol are

married. Two participants (0.5%) did not answer the marital status question.

Table 23 shows the working status of participants in Bristol.

Table 22: Descriptive Statistics by Work Status in Bristol, UK

Demographic Variables Frequency Percentage Total
In paid employment (work for 140 69.0% 203
someone else)

Self-employed (work yourself) 16 7.9%

Student 42 20.7%
Unemployed 5 2.5%

Table 23 shows that 69.0% of those who responded to the survey are working for
somebody else in Bristol, while the percentage of students is 20.7%. 7.9% of the
participants are self-employed, while 2.5% of the participants are unemployed. It can
be clearly seen that the majority of the participants (89.7%) are either working for

someone else or are students.

The young individuals’ income level in Bristol is shown in Table 24.
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Table 23: Descriptive Statistics by Income in Bristol, UK

Demographic Variables (£) Frequency Percentage Total

0-9999 45 22.2% 203
10000 — 19999 10 4.9%
20000 — 29999 132 65.0%
30000 — 39999 11 5.4%
40000 — 59999 4 2.0%
60000+ 1 0.5%

According to Table 24, the majority of participants have an income level of between
£20,000 and £29,999, while a minority of participants’ income level is £60,000+. The
percentage of participants who earn between £0 and £9,999 is 22.2%. eleven
participants (5.4%) earn between £30,000 and £39,999 while four (2.0%) earn

between £40,000 and £59,999.

In summary, the percentage of female (50.2%) and male (49.8%) participants is almost
equal. 87.2% of the participants in Bristol are educated to university or postgraduate
level. 58.1% of the participants are single. The majority of the participants work for
someone else (69%), or they are students (20.7%). The majority have income levels

of between £0—£9,999 (22.2%) and £20,000—£29,999 (65%).

Table 25 reveals the result of the financial knowledge self-assessment among young

individuals in Bristol.
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Table 24: Distribution of Financial Knowledge Self-Assessment in Bristol, UK
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According to Table 25, 54.2% of the participants think that they have average financial
knowledge. The percentage of participants who think their financial knowledge is quite
high is 22.7% and 12.3% of the participants assessed their financial knowledge as
quite low. 8.4% of the participants consider that they have very high financial
knowledge. However, 1.5% of participants indicate that their financial knowledge is
very low. Only 1.0% of the participants have no idea about their financial knowledge
level. It can clearly be seen that 85.3% of participants think that they have an average,

or higher, level of financial knowledge.

In summary, the perceived financial knowledge of young adults in Bristol is average.
Generally, they have financial knowledge about basic financial issues, but they do not
have enough knowledge about complex financial issues. As a result of this, their risk
perception towards a financial decision is moderate (Henager and Mauldin, 2015). In
order to increase their perceived financial knowledge, complex financial issues should

be taught to them. A good financial education can be enough to increase the financial
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knowledge level of young adults in Bristol because they are aware of their
shortcomings about financial issues. Also, the savings behaviour of them could be
better in the future by increasing perceived financial knowledge (Leonard, 2012).
5.2.3. Istanbul

The demographic variables for participants in Istanbul will be described in this section.

The gender of participants in Istanbul is shown in Table 26.

Table 25: Descriptive Statistics by Gender in Istanbul

Demographic Variables Frequency Percentage Total

Male 86 43.4% 198

Female 112 56.6%

Of the 198 young adults in Istanbul who responded to the survey, 56.6% were female,
while 43.4% were male. In other words, the percentage of female participants is

greater than the percentage of male participants in Istanbul.

Table 27 represents young individuals’ education level in Istanbul.

Table 26: Descriptive Statistics by Education in Istanbul

Demographic Variables Frequency Percentage Total

Postgraduate education or equivalent (e.g. 44 22.2% 198
master’s degree, PhD or advanced

professional training)

University-level education (e.g. degree or 135 68.2%

higher level vocational training)

Upper secondary school or high school 18 9.1%

Lower secondary school or middle school 1 0.5%
(where relevant)
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According to Table 27, the majority of participants in Istanbul are educated to
university (68.2%) or postgraduate (22.2%) level. 9.1% of the participants have an
upper secondary school or high school education level, while 0.5% of the participants

have a lower secondary school or middle school education level.

The participants’ marital status is shown in Table 28.

Table 27: Descriptive Statistics by Marital Status in Istanbul

Demographic Frequency Percentage Total
Variables

Single 112 56.6% 198
Married 86 43.4%

As Table 28 shows, 56.6% of the participants in Istanbul are single, and 43.4% of them
are married. The number of single participants who answered the survey is greater

than the number of married participants.

Table 29 shows the participants’ working status in Istanbul.

Table 28: Descriptive Statistics by Work Status in Istanbul

Demographic Variables Frequency Percentage Total
In paid employment (work for 142 71.7% 198
someone else)

Self-employed (work yourself) 8 4.0%

Student a7 23.7%

Unable to work due to sickness or ill- 1 0.5%

health

Participants in Istanbul who are working for someone else are in the majority, at 71.7%.
The percentage of students who responded to the survey is 23.7%. 4.0% of the
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participants are self-employed, while 0.5% of the participants are unable to work due
to sickness, or ill-health. In summary, 95.4% of the participants are either students or

are working for someone else.

The participants’ income level in Istanbul is shown in Table 30.

Table 29: Descriptive Statistics by Income in Istanbul

Demographic Variables (£) Frequency Percentage  Total

0-9999 45 22.7% 198
10000 — 19999 18 9.1%
20000 — 29999 110 55.6%
30000 — 39999 11 5.6%
40000 — 59999 10 5.1%
60000+ 4 2.0%

According to Table 30, the participants who earn between £20,000 and £29,999 are
at the highest percentage among all participants in Istanbul at 55.6%. 22.7% of the
participants earn between £0 and £9,999, while 9.1% of the participants earn between
£10,000 and £19,999. The percentages of participants earning between £30,000 and
£39,999 and between £40,000 and £59,999 are almost equal, at 5.6% and 5.1%

respectively. Only 2.0% of the participants have an income level of £60,000+.

In summary, young females made up the majority of survey respondents in Istanbul,
at 56.6% of the participants. 90.4% of the participants have a university or
postgraduate education level, and 56.6% of the participants are single. The majority
of the participants work for someone else (71.7%), or they are students (23.7%), and

their income levels are between £0—£9,999 (22.7%) and £20,000-£29,999 (55.6%).
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The financial knowledge self-assessment result of the participants in Istanbul is shown

in Table 31.

Table 30: Distribution of Financial Knowledge Self-Assessment in Istanbul
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Table 31 shows that 54.5% of the participants in Istanbul think that they have average
financial knowledge. 27.3% of the participants assessed their financial knowledge as
guite high, while 9.6% of the participants consider their financial knowledge to be very
high. The percentage of participants who think they have quite low financial knowledge
is 7.1%, but only 1.5% of the participants think that their financial knowledge is very
low. Each participant in Istanbul has assessed their financial knowledge level. It can
clearly be seen that 91.4% of the participants are of the opinion that they have

average, or higher, levels of financial knowledge.

As a summary, perceived financial knowledge of young adults in Istanbul is average.
They are aware of their shortcomings about financial issues. More young adults in

Istanbul think that they have high financial knowledge than Bristol. As a result of this,
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they tend to exhibit more risky behaviour (Henager and Mauldin, 2015). At the same
time, young adults in Istanbul are likely to experience a loss of well-being during their
retirement (Leonard, 2012). Because the average level of perceived financial
knowledge causes young adults to make moderate savings and their retirement plans
are not effective. Therefore effective financial education strategy should be developed

for them to increase their financial knowledge.

5.3. Structual Equation Modelling

In this study, a structural equation modelling (SEM) was used in order to validate the
research model. This approach has been chosen because of its ability to analyse
causal relationships between constructs using multiple measurement variables
(Blunch, 2012). Furthermore, SEM addresses problems such as path analysis, in
which it disregards the reliability of observed variables in favour of treating them as
precise substitutes for the constructs they characterize by treating each construct as
an underlying variable or factor (Bollen, 2002). SEM is a common statistical technique
that combines measurement pattern or confirmatory factor analysis (CFA) with a

structural model for simultaneous statistical analysis.

CFAis atechnique for determining which variables affect which factors. This technique
is referred to as theory testing. Factor analysis, on the other hand, includes exploratory
factor analysis (EFA), which seeks to determine whether or not the factors are related.
However, it performed without taking into account the large number of variables that
currently exist. As a consequence, EFA is used to figure out the relationships between
variables or factors, and then multivariate procedures are used to test the
relationships. As a result, it represents theory construction rather than theory testing

(Blunch, 2012). SEM is best used for hypothesis testing and inferential data
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processing. Throughout CFA, it allows for flexibility in modelling relationships between
different predictor and benchmark variables, as well as statistically examining a priori
hypothetical propositions rather than empirical evidence (Raykov and Marcoulides,

2012).

In this research, EFA is used to create a screening process that allows the researcher
to improve and validate the data (Hair et al., 2010). The Statistical Package for the
Social Sciences (SPSS) version 24 was used to run the EFA. Table 32 shows the

outcomes of the Kaiser-Meyer- Olkin (KMO) and Barlett's Test.

Table 31: KMO and Barlett's Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 762
Bartlett's Test of Sphericity Approx. Chi-Square 2153.622
df 253
Sig. .000

According to Table 32, the outcomes of the Kaiser-Meyer- Olkin (KMO) was
0.762>0.50. This should be over 0.50 (Burns and Burns, 2008). As a result, the value
found reflects that the variables are valid for factor analysis, so factor analysis was
performed. In addition to this, Bartlett's Test of Sphericity is 2153.622. This is
significant, meaning that at least two variables are associated, and factor analysis

should be performed (Hair et al., 2010).

As a result, the researcher used principal component factor analysis in accordance
with varimax rotation, as suggested by Hair et al. (2010) and Burns and Burns (2008),
in order to produce factors that were linearly independent. The eigenvalues with values
greater than 1 were then considered when evaluating the holding paragraphs or

products, as shown in Table 33.
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Table 32: Total Variance Explained

Rotation

Sums of

Extraction Sums of Squared Squared

Initial Eigenvalues Loadings Loadings?

% of  Cumulative % of  Cumulative

Component Total Variance % Total Variance % Total

1 4.456 19.373 19.373 4.456 19.373 19.373 2.757

2 2.144 9.323 28.696 2.144 9.323 28.696 2.717

3 1.696 7.373 36.068 1.696 7.373 36.068 2.513

4 1.493 6.492 42.560 1.493 6.492 42.560 2.695

5 1.299 5.647 48.207 1.299 5.647 48.207 2.483

6 1.237 5.378 53.584 1.237 5.378 53.584 1.775

7 1.097 4.768 58.352 1.097 4.768 58.352 1.925

8 1.025 4.457 62.809 1.025 4.457 62.809 1.802
9 .929 4.037 66.847
10 .838 3.643 70.489
11 .781 3.395 73.884
12 .720 3.130 77.014
13 .699 3.040 80.054
14 .667 2.899 82.953
15 .593 2.580 85.533
16 527 2.293 87.826
17 491 2.136 89.962
18 483 2.100 92.062
19 415 1.805 93.867
20 403 1.751 95.618
21 377 1.640 97.259
22 .354 1.541 98.799
23 276 1.201 100.000

Extraction Method: Principal Component Analysis.
a. When components are correlated, sums of squared loadings cannot be added to
obtain a total variance.

On the other hand, Table 34, demonstrates structure matrix.
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Table 33: Structure Matrix

Component
4 5 6 7 8

FA1 5

FA2 5

FA3_5
BB5 5 Hind
BB6_5_ Att
BB21 5 Confi
BB22_5 Confi
FK2_O

FK3_3

FK5_O

FK6_4
BB9 5 Con
BB10 5 OverOpt
BB11 5 Avai
FB6_6

FB7_7

FB8_3
CU9 5
CU10_5
BB3 5 Conf
BB4 5 Conf
CU1l 5

CU2 5

.578
.636
792
791

.826
.899
.761

.646
.622
.646
.691

711
.802
.680

.761
.760
.642
.868
877
.831
.821
.758
767

Extraction Method: Principal Component Analysis.
Rotation Method: Promax with Kaiser Normalization.

Table 34, demonstrates the outcomes of the EFA test, where the majority of

paragraphs in the construct were accepted. However, a few paragraphs were removed

because they did not meet the minimum value of 0.5 or greater. According to Hair et

al. (2010), the loadings less than 0.5 can be ignored.
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Cronbach Alpha was applied once more to ensure that the 8 factors (23 statements)
generated by (EFA) are accurate, and the overall score was 0.815, as shown in table

35.

Table 34: Reliability Statistics

Cronbach's Alpha N of Items
.815 23

As a result, the measurement model and the structural model are the two stages
involved in SEM (Blunch, 2012); the first step is used to evaluate the validity of the
hypothesised model, while the second step explores the causal relationships between
the model's unobserved variables. On the one side, the measurement model
describes the relationships between the observed variables' factor loadings and the
latent variables. This analysis, on the other hand, would be checked in two ways: First,
launching good fitness levels that are appropriate for the model. Second, validate

construct validity by obtaining specific confirmation (Byrne, 2013).

As a result, AMOS24 was used to conduct confirmatory factor analysis (CFA) to
evaluate the measurement model's validity, construct validity, accuracy, and

convergent and discriminant validity. Table 36 demonstrates the t-value for each item.
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Table 35: One-Sample Test

Test Value =0
95% Confidence
Interval of the
Sig. (2- Mean Difference
t df tailed) Difference  Lower Upper
FK2_O 157.177 400 .000 1.93516 1.9110 1.9594
FK3 3 104.612 400 .000  1.85287 1.8180 1.8877
FK5_O 98.995 400 .000 1.83541 1.7990 1.8719
FK6_4 90.662 400 .000 1.80299 1.7639 1.8421
FB6 6 57.064 400 .000 3.94264 3.8068 4.0785
FB7 7 66.113 400 .000  3.05237 2.9616 3.1431
FB8 3 71.112 400 .000 1.67082 1.6246 1.7170
FA1 5 34.583 400 .000 1.88778 1.7805 1.9951
FA2 5 40.557 400 .000 2.00998 1.9125 2.1074
FA3 5 40.948 400 .000 252120 2.4002 2.6422
CuUl 5 63.635 400 .000 157357 1.5250 1.6222
Cu2 5 87.004 400 .000 1.78554 1.7452 1.8259
CU9 5 57.678 400 .000  1.25187 1.2092 1.2945
CU10 5 56.772 400 .000 1.29676 1.2519 1.3417
BB3 5 Conf 123.409 400 .000 4.08728 4.0222 4.1524
BB4 5 Conf 105.138 400 .000 4.01496 3.9399 4.0900
BB5 5 Hind 61.145 400 .000 3.43641 3.3259 3.5469
BB6_5 Att 75.533 400 .000  3.64589 3.5510 3.7408
BB9 5 Con 99.053 400 .000  4.05486 3.9744 4.1353
BB10 5 OverOpt 117.761 400 .000 4.12968 4.0607 4.1986
BB11 5 Avai 92.301 400 .000  3.93267 3.8489 4.0164
BB21 5 Confi 74.124 400 .000  3.89277 3.7895 3.9960
BB22 5 Confi 70.177 400 .000 3.78304 3.6771 3.8890

According to Table 36, the p-values of the components are less than 0.05. The T-value

test is a form of statistical test used to validate path coefficients, and it is assumed to

be significant at (p-value < 0.05) (Hair et al., 2010). T-value is also conducted to see

if the differences in means on various factors were statistically significant (Blunch,

2012). However, this does not prove convergent validity, and in order to do so, the

Average Variance Extracted (AVE) method was used. Bagozzi and Yi (1988);
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Schermelleh-Engel, Moosbrugger, and Miller (2003) propose that the adequate (AVE)
value for overall constructs be greater than 0.5. When measuring scales, indeed,
Cronbach's coefficient alpha is the most well-known indicator of reliability. While this
measure has been questioned for being a lower bound (over or under-estimated) and
thereby undervaluing accurate reliability, it has also been praised. Composite reliability
(CR), which is usually computed in parallel with structural equation modelling, is a
common alternative to coefficient alpha (Mulaik et al., 1989; Bacon, Sauer and Young,
1995). Composite reliability (CR) was calculated as well in order to support the
previous statistical results. Table 37 represents the validity and reliability of the

measurement model.

Table 36: Validity and Reliability of the Measurement Model

The Variables Factors AVE CR
F K 0.75 0.91
F A 0.72 0.90
Financial Literacy

FB 0.64 0.86
CUL I 0.68 0.88
CUL_Ill 0.69 0.89
BB_|I 0.67 0.71
BB_II 0.62 0.83

Behavioural Biases
BB_lII 0.61 0.85

When validating the measurement model, two considerations should be made: First,
the model's goodness of fit indices; second, evidence of construct validity as well as
the measurement model's reliability (Bollen, 2014; Schumacker and Lomax, 2012;

Hair et al., 2010). Construct validity includes convergent and discriminant validity,
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which were used to test the measurement model validity using CFA and AMOS26.
However, factor loadings were used to measure convergent validity, and they were
considered meaningful when they were 0.5 or greater, as previously shown (Hair et

al., 2010).

In general, both composite reliability (CR) and Cronbach’s alphas for entire factors are
greater than (0.70). Furthermore, the values of AVE for all factors are above 0.5. This

is recommended by Hair et al., 2010.

At this point, the goodness of fit indices should be measure. SEM can be used to

calculate fit indices in three different ways (Hu and Bentler (1999):

1) Absolute fit indices, such as the likelihood ratio statistic chi-square, are used to
assess the overall model fit. Whereas chi-square, df, p>0.05 indicates a good
model fit. The root means a square error of approximation (RMSEA), these two
measures: the absolute fit, whereas RMSEA < 0.06 indicates a good fit, while
when root mean square error < 0.08 indicates acceptable fit.

2) Incremental fit indices, which are used to compare the proposed model to a
reference model. If the comparative fit index (CFI) > 0.95 indicates excellent
model while CFI >0.90 indicates acceptable.

3) If P of close fit (PClose) is higher than 0.05 represents an excellent model while

PClose is between 0.01 and 0.05 indicates an acceptable model.
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Table 37: Cutoff Criteria

Measure Terrible Acceptable Excellent
CMIN/df >5 >3 >1

CFlI <0.90 <0.95 >0.95
RMSEA >0.08 >0.06 <0.06
PClose <0.01 <0.05 >0.05

Source: Hu and Bentler (1999)

Table 39, indicates the goodness of fit statistics of CFA model for the construct.

Table 38: Goodness of Fit Statistics of CFA Model for the Construct

Measure Estimate Threshold Interpretation
Chi-square 399.335 -- -
Chi-square / df 221.000 - -

Chi-square / df 1.807 Between 1 and 3 Excellent
CFI 0.908 >0.95 Acceptable
RMSEA 0.045 <0.06 Excellent
PClose 0.881 >0.05 Excellent

According to Table 39, Chi-square/df, RMSEA and PClose are excellent while CFl is
acceptable. Therefore, the model fit is excellent. A measurement model should be

developed based on these results, which is shown in Figure 14.
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Table 39: Goodness of Fit Indices of Financial Literacy

Measure Estimate Threshold Interpretation

Chi-square 119.644 - -

Chi-square / df 67.000 -- -

Chi-square / df 1.786 Between 1 and 3 Excellent
CFlI 0.951 >0.95 Excellent
RMSEA 0.044 <0.06 Excellent
PClose 0.756 >0.05 Excellent

According to Table 40, Chi-square/df, CFl, RMSEA and PClose are excellent.
Therefore, the model fit is excellent for financial literacy. The financial literacy model

is shown in Figure 15.
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Figure 15: Financial Literacy Model
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Table 40: Goodness of Fit Indices of Behavioural Biases

Measure Estimate Threshold Interpretation
Chi-square 48.662 -- -
Chi-square / df 22.000 -- -

Chi-square / df 2.212 Between 1 and 3 Excellent
CFlI 0.963 >0.95 Excellent
RMSEA 0.055 <0.06 Excellent
PClose 0.319 >0.05 Excellent

According to Table 41, Chi-square/df, CFl, RMSEA and PClose are excellent.

Therefore, the model fit is excellent for behavioural biases. The behavioural biases

model is shown in Figure 16.
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5.4. Analysis of Financial Literacy and the Financial Literacy Score

Financial knowledge, financial attitude, financial behaviour and culture were analysed,

and the financial literacy scores were calculated, in this section.

5.4.1. Financial Literacy Analysis

Eight financial knowledge questions were asked of participants in Bristol and Istanbul

to measure the financial knowledge score. Financial knowledge questions consist of

division, time value of money, interest paid on a loan, calculation of interest plus

principal, compound interest, risk and return, the definition of inflation, and

diversification. Table 41 shows the answers given to the financial knowledge questions

by the participants in Bristol and Istanbul.

Table 41: Responses Given for the Financial Knowledge Questions

Financial Knowledge

Total = 403

0

Frequency Percentage Frequency Percentage

Division 376 93.3% 27 6.7%
Time value of money 342 84.9% 61 15.1%
Interest paid on a loan 385 95.5% 18 4.5%
Calculation of interest plus 336 83.4% 67 16.6%
principle

Compound interest 323 80.1% 80 19.9%
Risk and return 385 95.5% 18 4.5%
Definition of inflation 392 97.3% 11 2.7%
Diversification 291 72.2% 112 27.8%
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According to Table 41, the definition of inflation is a well-known subject among
participants in Bristol and Istanbul (97.3%). Risk and return (95.5%), interest paid on
a loan (95.5%) and division (93.3%) were generally answered correctly. These four
subjects were correctly answered by over 90% of the participants in Bristol and
Istanbul. However, participants in Bristol and Istanbul have a lack of knowledge about
diversification (27.8%), compound interest (19.9%), calculation of interest plus

principal (16.6%) and the time value of money (15.1%).

In general, young adults in Bristol and Istanbul have knowledge about basic financial
terms, but their complex financial knowledge should be improved. These results are
similar with studies of Knoll and Houts (2012), Lusardi (2013), OECD (2015), Ergun
(2018). Also, their perceived financial knowledge was average because they have
knowledge about basic financial issues, but they do not have sufficient knowledge
about complex financial issues. The knowledge about risk and return is one of the well
known subject among young adults, but they do not know how they can manage the
risks associated with their investments. As a result of this, diversification is less known
subject among young adults in Bristol and Istanbul. It means that they are more likely
to behave riskily due to lack of knowledge about diversification. Also, young adults
who have less knowledge about diversification generally rely on their family’s and
friends’ advice (Lusardi and Mitchell, 2014). At the same time, they are more likely to
miss higher returns in the future due to less knowledge about compound interest
(OECD, 2015). According to Alkaya and Yagli (2015), even if young adults have
knowledge about the interest rate, they do not have enough knowledge about
compound interest. They probably want to make a retirement plan but most probably
returns is underestimated due to lack of compound interest knowledge. On the other

hand, inflation is the best known financial subject among young adults. They may
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intend to make an investment to protect their money against inflation. However, lower

returns could be accepted because they do not have advanced calculations skills.

In order to increase the financial knowledge of young adults, risk diversification,
compound interest and the time value of money should be taught to them through
financial education. Also, their advanced calculation skills should be improved to a

better understanding of these subjects.

Table 42 compares the results of the responses to the financial knowledge questions
by the participants in Bristol and Istanbul. Blue bars show the Bristol responses, while

red bars indicate the Istanbul responses.

Table 42: The Comparison of Financial Knowledge

120.0%

98.5% o 98.0%
1000% ~92:1% 94.9% 95.1% 96.0% 92.6% 0 96.6% b

88.4% 0 87.9%
81.3% g 81.3%85'9/°

80.0% 72.9% 72.8% 72.7%
60.0%
40.0%
20.0%
0.0%

Division  Time value of Interest paid on Calculationof ~ Compound Risk and return Definition of  Diversification

money loan interest plus ~ interest inflation
principle

M Bristol M Istanbul
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As Table 42 shows, participants in Istanbul have greater financial knowledge than
participants in Bristol. Risk and return (98.5%), the definition of inflation (98.0%), and
interest paid on loan (96.0%) are well-known subjects among participants in Istanbul,
and definition of inflation (96.6%), interest paid on loan (95.1%) and risk and return
(92.6%) are also well-known subjects among participants in Bristol. In contrast,
diversification (72.7%), calculation of interest plus principle (85.9%) and compound
interest (87.9%) are lesser-known subjects in Istanbul. Diversification (72.4%),
compound interest (72.9%) calculation of interest plus principle (81.3%) and the time
value of money (81.3%) are lesser-known subjects in Bristol. The financial knowledge

of participants in Istanbul is greater than for participants in Bristol.

Young adults in Bristol and Istanbul have similar financial knowledge. According to
OECD (2015), the financial literacy level of UK and Turkey was quite similar. The risk
diversification is less known subject among young adults in Bristol and Istanbul.
Basically, young adults do not know how they can manage the risks (Sevim et., al.,
2012; Lusardi and Mitchell, 2014; OECD, 2015). Compound interest calculation is
better known among young adults in Istanbul, although it is one of the less known
subjects in both cities. The potential saving growth in Istanbul is likely to be higher
than Bristol due to higher knowledge about compound interest. Young adults in
Istanbul have more knowledge about inflation. As a result of this, the subject of the
time value of money is better known in Istanbul than Bristol. This result supports that
young people in Istanbul may tend to spend less during periods of increased inflation
(Ergun, 2017). At the same time, investment decisions may be taken less in Bristol
than Istanbul because knowledge about inflation and time value of money are lesser-

known in Bristol. Young adults should have enough knowledge about compound
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interest, inflation and time value of money to make effective investment decisions

(Sarigul, 2014).

Table 43 shows the correct answers given to the financial behaviour questions by
participants in Bristol and Istanbul. Financial behaviour questions consist of
considered purchase, timely bill payment, keeping watch on financial affairs, long-term
financial goal setting, take a decision about money, active saving, choosing products,

and borrowing to make ends meet.

Table 43: Given Responses to the Financial Behaviour Questions

Financial Behaviour Total = 403

1 0

Frequency Percentage Frequency Percentage

Considered purchase 370 91.8% 33 8.2%
Timely bill payment 363 90.1% 40 9.9%
Keeping watch on financial 309 76.7% 94 23.3%
affairs

Long-term financial goal setting 268 66.5% 135 33.5%
Take a decision about money 362 89.8% 41 10.2%
Active saving 402 99.8% 1 0.2%
Choosing products 398 98.8% 5 1.2%
Borrowing to make ends meet 271 67.2% 132 32.8%

According to Table 43, 99.8% of the participants in Bristol and Istanbul are actively
saving. 98.8% of the participants also exhibit good financial behaviour before choosing
a product, and 91.8% of the participants consider their financial situation carefully,
assessing whether they can afford it or not before buying. Additionally, bills are paid

on time by 90.1% of the participants. Day to day decisions about money is made by
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89.8% of the participants. 33.5% of the participants do not set long-term financial
goals. If they faced a major expense, they are not able to pay it without borrowing the

money or asking family or friends to help.

In general, young adults in Bristol and Istanbul actively saved their money in the last
twelve months. This result shows they were aware of the importance of saving, but as
financial knowledge results indicate that they could not calculate the higher return. It
is not only an increase in the well-being of the individual by making savings, but it is
also important for both the individual and the society to transfer these savings to which
investment instrument. For this reason, the ability of the individual to manage his/her
savings and evaluate investment options based on being financial literate (Temizel
and Bayram, 2011). At the same time, young adults in Bristol and Istanbul are able to
use their savings if they have to spend more than their income. However, in this
situation, they can be faced with the reduction of existing resources. Therefore, if they
evaluate their savings for appropriate financial instruments, their existing resources

may be less affected by unexpected situations (Ergun, 2017).

On the other hand, most of the young adults are not able to pay their unexpected
expenses without asking family or friends to help. This shows due to the lack of existing
financial knowledge, they are unable to choose an effective investment instrument and
are willing to accept lower returns (Sarigul, 2014). Another reason could be a lack of
long term financial plan. Most of the young adults in Bristol and Istanbul do not have
long term financial plan. This shows that they do not know exactly how and where to
obtain financial products and services and that financial instruments cannot be used
effectively (Hayta, 2011). Thus, young adults are inadequate in creating and managing

wealth.
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Most of the young adults in Bristol and Istanbul carefully consider their situation
whether they can buy it or not before buying any product. Also, they are faithful to their
debt. However, they do not know what to pay attention to when making their budgets
and how to plan budgets. Therefore, the balance between spending and saving cannot
be achieved. Lack of budget preparation habits causes young adults to borrow more
(Lusardi, 2013). As a result of this, the borrowing level of young adults is being
expected to increase in the future unless financial education is provided to underline

the importance of preparing to budget.

Table 44 compares the financial behaviour results of participants in Bristol and
Istanbul. Blue bars show the responses given in Bristol, and red bars indicate the

responses given in Istanbul.
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Table 44: The Comparison of Financial Behaviour

' 68.2%
Borrowing to make ends meet
66.5%
0,
Choosing products 100.0%
97.5%
ive savi 99.5%
Active saving o
100.0%
isi 92.4%
Take a decision about money :
87.7%
0
Long term financial goal setting 63.6%
70.0%
0
Keeping watch of financial affairs 76.3%
171.3%
imely bi 89.4%
Timely bill payment S
o — 91.1%
0,
Considered purchase 94.4%
90.1%

0.0% 20.0% 40.0% 60.0% 80.0% 100.0%

M Istanbul M Bristol

According to Table 44, 100% of the participants in Bristol are actively saving, and
97.5% of the participants in Bristol exhibit good financial behaviour before choosing a
product. Bills are paid on time by 91.1% of the participants in Bristol. 100% of
participants in Istanbul show good financial behaviour before choosing a product, and
99.5% of the participants in Istanbul are actively saving. 94.4% of the participants in
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Istanbul consider their financial situation carefully, assessing whether they can afford
it or not before buying. If they faced a major expense, 33.5% of the participants in
Bristol and 31.8% of the participants in Istanbul would not be able to pay it without
borrowing the money or asking family or friends to help. Also, 30.0% of the participants
in Bristol do not set up long-term financial goals, while this percentage is 36.4% for the

participants in Istanbul.

Even if young adults do not have long term financial plans, it is obvious that more
young adults in Bristol have long term financial plans compared to Istanbul. It means
that young adults in Bristol invest more for their retirement. Thus, their welfare is more
likely not to decrease. At the same time, this indicates that products that are
unnecessary in the long run can be purchased less frequently by young adults in

Bristol (Eker, 2017). This could increase the savings level in Bristol.

Additionally, young adults in Bristol, which make long-term financial targets, are
expected to be more successful in both financial instrument selection and long-term
best use (Mandell, 2016). Also, more young adults in Bristol tend to prepare a budget.
This shows that young adults in Bristol can make smarter investment decisions and
keep their debts sustainable (Jariwala, 2013). Because they keep a written budget and
regularly spend by comparing their current and planned expenditures, therefore, this

will enable them to make more accurate decisions (Hogart et al., 2003).

On the other hand, more young adults consider their financial situation, whether they
can buy any products or not before buying it. As a result of this, more young adults in
Istanbul can pay off their unexpected expenses without asking family or friends to help.

Basically, culture affects the financial behaviour of young adults (Chen and Lemieux,
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2016). Young adults in Bristol are more focused on saving, investment and long term

plan while young adults in Istanbul are more focused on spending.

Table 45 shows the financial attitude scores of participants in Bristol and Istanbul.
Financial attitude scores range from 1 to 5. A larger number indicates that an individual
has a long-term financial plan, and a smaller number demonstrates short-term

financial planning.

Table 45: The Comparison of Financial Attitude

2.17

217
2.16
2.15
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2.14
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211

2.1

2.09
Bristol Istanbul Total

As Table 45 indicates, the financial attitude score of all participants is 2.14. This shows
that the participants are focusing on a short-term financial plan instead of a long-term
financial plan. This score is 2.12 for Istanbul participants and 2.17 for participants in
Bristol. Therefore, participants in Bristol and Istanbul are both likely to be focusing on
a short-term financial plan, but participants in Bristol are more focused on a long-term

financial plan than participants in Istanbul.
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As a summary, more young adults in Bristol focused on long-term plans than Istanbul.
This shows that the saving level in Bristol would be higher than in Istanbul. For this,
young adults in Bristol must choose effective and accurate financial instruments.
However, in the financial knowledge section, it has been revealed that most of the
young adults are inadequate in advanced financial subjects. In order to use the
savings in Bristol more effectively, an appropriate financial education should be
provided, including complex financial issues. Basically, young adults financial plan are
affected by the economic conditions of society. The uncertainties and risks in the
economy negatively affect the long-term plans of young people, and therefore their
investment, saving and spending decisions (Eker, 2017). Although young adults in
Bristol make more long-term plans, the shorter plans of Istanbul's ones may be due to

the different economic conditions they are involved in.

Table 46 shows the results of culture questions from the participants in Bristol and

Istanbul. Culture questions consist of risk, time, norms, freedom and social prestige.

Table 46:Given Responses to the Culture Questions

Culture Total = 403

1 0

Frequency Percentage Frequency Percentage

Risk 230 57.1% 173 42.9%
Time 1 315 78.2% 88 21.8%
Time 2 70 17.4% 333 82.6%
Time 3 356 88.3% 47 11.7%
Norms 1 246 61.0% 157 39.0%
Norms 2 216 53.6% 187 46.4%
Freedom 1 326 80.9% 77 19.1%

196



Freedom 2 353 87.6% 50 12.4%

Social Prestige 1 101 25.1% 302 74.9%

Social Prestige 2 119 29.5% 284 70.5%

According to Table 46, 88.3% of the participants in Bristol and Istanbul are not
prepared to spend money now and let the future take care of itself. 87.6% of
participants in Bristol and Istanbul think that money gives them the freedom to do
whatever they want to do, and money is a tool to accomplish goals, according to 80.9%
of the participants. It can be seen that the most important subject for participants in
Bristol and Istanbul is freedom. However, 82.6% of the participants tend to postpone
tasks, even though it would benefit them to carry out the tasks immediately. 74.9% of
the participants indicate that money is not a tool to make friends with, and 70.5% of
the participants do not do everything for money. Additionally, 53.6% of participants

think that people should not have debts.

As a summary, risk perception, spending habit, norms, freedom and social prestige
guestions were asked to young adults in order to understand cultural effects. Young
adults in Bristol and Istanbul exhibit slightly over average risky behaviour, but they
have insufficient knowledge about risk diversification. According to Lusardi (2013)
generally, young adults make more risky financial decisions, although they do not
know risk diversification. Young adults in Bristol and Istanbul tend to postpone their
spending in case of financial distress or to be able to buy more in tomorrow. They need
to know how they can increase their welfare in order to be able to buy more tomorrow.
For this, effective financial instruments and saving strategies should be known
(Temizel and Bayram, 2011). As it is indicated in financial knowledge section, they do
not know how can they increase their wealth because they do not have enough

knowledge about complex financial knowledge. In connection with this, many of them
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want to stay away from borrowing. At the same time, they pay their bills on time. Thus,
they think individuals should not have debt because money provides freedom. If they
do not have debts and have enough money, they can do whatever they want more
easily (Vijayvargy and Bahkshi, 2018). Additionally, most of them think they could not

gain social prestige via money.

In general, young adults in Bristol and Istanbul are careful not to borrow and want to
save money. Because they think they will have more freedom to do what they want by
reducing their borrowing levels and increasing their savings. However, they do not
have enough knowledge about the effective strategies they can use to do these. As
stated in the financial behaviour and financial knowledge sections, they are insufficient
in complex financial issues and preparing a budget. For this reason, these young

adults should be given financial education on these issues.

Table 47 compares culture scores. Blue bars show the responses given in Bristol,

while red bars indicate the responses given in Istanbul.
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Table 47: The Comparison of Culture
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According to Table 47, 87.2% of the participants in Bristol and 90.4% of participants
in Istanbul are not prepared to spend money now and let the future take care of itself.
86.2% of the participants in Bristol and 89.9% of the participants in Istanbul think that
money gives people freedom. The majority of the participants in Bristol (81.8%) save

so that they are able to afford more tomorrow. 82.3% of the participants in Istanbul
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consider that money is a tool to accomplish goals. 18.2% of the participants in Bristol,
and 16.7% of the participants in Istanbul do not tend to postpone tasks even though it
would benefit them to carry out the tasks immediately. Money is not a tool to make
friends for 20.7% of the participants in Bristol and 29.8% of the participants in Istanbul.
Additionally, 27.1% of the participants in Bristol and 32.3% of the participants in

Istanbul do not do everything for money.

In general, more young adults in Istanbul tend to believe they can gain social prestige
via money. At the same time, they think that they can do whatever they want if they
have enough money. Therefore, they may want to increase their wealth. Money is
seen as a tool for socialization among young adults in Istanbul (Gokmen, 2012). In
connection with that, more young adults think that individuals should not have debt or
spend more than what they have. More young adults in Bristol can postpone their
spending in case of difficulties. However, they exhibit more risky behaviour than
Istanbul. It can be said that young adults in Istanbul want to prevent from borrowing,
but young adults in Bristol exhibit better behaviour to prevent borrowing as they can
easily postpone their spending. Therefore, the borrowing level of Bristol might be lower

than in Istanbul in the future.

5.4.2. Financial Literacy Score of All Participants

The financial literacy score was measured by the sum of financial knowledge, financial
behaviour, financial attitude, and culture scores. Table 48 indicates the financial
literacy score for participants in Bristol and Istanbul. The maximum financial literacy

score is 42.
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Table 48: Financial Literacy Score
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According to Table 48, the most common financial literacy scores are between 23 and
28 points for all participants. The highest financial literacy score, which is given to 48
participants (11.9%) is 25 points. 38 participants’ (9.4%) financial literacy score is 27
points. 35 participants’ (8.7%) financial literacy score is 28 points. 34 participants’
(8.4%) financial literacy score is 23 points. 33 participants’ (8.2%) financial literacy
score is 26 points, while 32 participants’ (7.9%) financial literacy score is 24 points.
The highest financial literacy score, which is 35 points, is given to 1 participant. In

contrast, 10 points, the lowest financial literacy score, is given to 1 participant.

Financial literacy score of young adults in Bristol and Istanbul (24.9) is slightly over
average (21.0). This 