Volume 5, Issue 12, December — 2020

International Journal of Innovative Science and Research Technology

ISSN No:-2456-2165

Financial Literacy Affects Financial Behavior
Through Financial Attitude as an Intervening Variable

Mikhratunnisa!
Departmen of Agroindustrial Technology
Sumbawa University of Technology
Sumbawa, Indonesia

Abstract:- Good financial behavior is needed nowadays to
face an era where spending money or saving money is
straightforward. Generation Z is a consumptive
generation, so this study aims to determine the financial
behavior of generation Z. The sample used in this study
were 200 respondents. Data analysis techniques using
Structural Equation Modeling (SEM) Partial Least
Square. The results showed that financial literacy affected
financial behavior through financial attitude.
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I INTRODUCTION

Generation Z is a generation born in 1995 — 2010[1].
Generation Z is very fluent in technology. They are a digital
generation proficient and literate in information technology
and various computer applications. According to data from the
National Socio-Economic Survey (Susenas) conducted by
Badan Pusat Statistik (BPS) in March 2019 to 320,000 sample
households, the Gen Z ratio reached 25.05% the population of
Indonesia. Gen Z makes up the largest share of Indonesia's
people today. Together with the two generations above, gen Y
was born between 1980-1994 (23.24%), and Gen X was born
between 1965-1979 (19.54%); the productive age population
in Indonesia reached 67.83%.

Gen Z has now graduated from college and entered the
workforce. Growing up, Gen Z has made its own decisions
about which products it will buy and use. To understand Gen
Z's shopping behavior, McKinsey & Company (McKinsey)
surveyed more than 16,000 consumers in 6 Asian and Pacific
countries, namely Australia, China, Indonesia, Japan, South
Korea, and Thailand second half of 2019[3]. The results
showed that gen Z prefers products that are being discounted,
and they tend to be more consumptive.

Living in a modern era where a world is more financially
driven than trade-driven as its characteristic leads to a quality
of life depends on an individual's capacity to manage financial
affairs. The level of knowledge of a person, especially
generation Z related to financial affairs, will make life easier
when making everyday financial decisions. In this process,
financial literacy can play a significant role. Financial literacy
can be defined as a person's ability to make informed
assessments and make effective decisions about the use and
management of money[4]. Financial literacy can also be
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understood as effectively understanding and managing
financial resources for financial well-being[5]. From the above
defines, it can beunderstood that financial literacy has a
relationship with financial behavior.

The third National Financial Literacy Survey (SNLIK)
conducted by Otoritas Jasa Keuangan (OJK) in 2019 showed
the financial literacy index reached 38.03%, and the financial
inclusion index 76.19%. These results provide information
that people's financial literacy is still low. This low financial
literacy indicates that Indonesians do not know financial
institutions, financial products, and financial services.
Previous research has found that financial literacy affects an
individual's financial behavior. Individuals with good financial
literacy can do things such as budgeting, savings, and
expenditure  control[7]; managing debt[8]; managing
household finances, and amassing wealth[9]. From a business
perspective, the more someone has good financial literacy, the
more likely they are to grow their business[10]. In other
words, people who have good financial literacy will make
them wiser in their financial behavior.

Financial behavior shows how a person uses the money
he or she has. In other words, financial behavior is part of
financial literacy that is believed to contribute to the financial
well-being of a person. Good financial behavior indicates that
a person is aware of the information necessary to make
financial decisions. Research conducted by [11] found that the
better the financial literacy of generation Z, the better their
financial behavior. This gives the sense that they are using
their finances, not for consumptive things. The financial
literacy of the individual will make the individual even more
selective in making financial decisions[12]. Literacy shapes an
individual's knowledge and expertise towards finance and
shapes a financial attitude towards money, patterns of
behavior, financial planning, and a person's ability to control
their finances[13].

The financial attitude also influences financial behavior.
Financial attitude is the evaluation of individual ideas, events,
and objects related to personal financial problems[14]. An
individual's financial attitude is a combination of individual
personality characteristics and socioeconomic background to
help achieve financial success[15]. Financial attitude is one of
the factors behind individuals in performing financial-related
actions or behaviors. A positive attitude can determine how an
individual should perform the right actions against their
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finances. Financial attitude has a positive and significant
influence on financial behavior[16].

From the background above, researchers are interested in
finding out if financial attitude and financial literacy affect
financial behavior in generation Z in Sumbawa Subdistrict,
Sumbawa Regency, West Nusa Tenggara Province, Indonesia.

1. LITERATURE REVIEW

A. Financial Literacy

Financial literacy is one's knowledge, skills, and
competence in managing finance. Otoritas Jasa Keuangan
(OJK) defines financial literacy as a series of processes or
activities to improve consumers' and the public's knowledge,
skills, and confidence to manage their finances well. Financial
literacy is the ability to manage finances so that life can be
more prosperous in the future[17]. Financial literacy is the
knowledge possessed in finance, such as saving, investing that
can influence the mindset in managing finance so that
financial conditions are excellent and financial satisfaction is
achieved[18].

Financial literacy can be measured through several
indicators: basic knowledge of financial concepts, loans,
savings and investments, and insurance. This study's financial
literacy indicators are based on opinions [19] including basic
knowledge of financial concepts, loans, savings and
investments, and insurance. The indicator is chosen because it
is considered following student conditions and has a role in
improving student financial literacy.

B. Financial Attitude

Financial attitude is a mindset in responding to forms of
fondness or dislike related to emotions (affective), trust
(cognitive), and behavior (conative)[20]. That resulted in
stimuli, such as borrowing habits and investment decisions.
Financial attitudes can have important implications in
financial knowledge[21]. A person's attitude towards money
can be known by several indicators. There are four financial
attitude indicators based on[22]. First, attitudes towards daily
financial behavior that is related to the positive attitude of
individuals in the use of good money for daily expenses.
Second, the savings plan's attitude is related to the money-
saving plan's positive attitude, such as leaving money to save
and sudden needs. Third, financial management attitude is a
positive attitude to financial management, such as writing
daily expenses, making financial records, planning budgets,
and making budget priorities. Fourth, attitude towards future
financial ability is related to a person's positive attitude to be
responsible for decision-making that will impact the future.

C. Financial Behavior

Financial behavior is always related to the way
individuals manage finances. Financial behavior is defined as
behavior in managing personal finances, especially in his
research, namely regulating the use of pocket money provided
by parents more wisely[23]. Personal finance management is a
process of achieving personal goals through structured and
appropriate financial management[24]. Individuals must have
the knowledge and skills to manage their personal financial
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resources for their well-being effectively. Financial behavior
indicators to be used in this study are based on the opinions of
the [25] and [26]. The indicator is first, on time in paying bills.
Second, create a personal budget. Third, have savings for the
future—fourth, compulsive purchase. The selection of
indicators is chosen because it is considered to be
representative and following student conditions and relevant to
financial behavior variables.

D. Hyphotesis

In this study, there are three research hypotheses. namely
the first hypothesis, there is an effect of financial literacy on
financial attitude, the second hypothesis there is an effect of
financial literacy on financial behavior and the third
hypothesis there is an effect of financial attitude on financial
behavior.

1. RESEARCH METHODS

A. Population and Samples

The population in this study was Generation Z in
Sumbawa District. The sampling technique used purposive
sampling with criteria, namely Gen-Z aged 20-25 years who
live in the District of Sumbawa. Active use of the internet in
the last three months. The number of samples used in this
study was 200 respondents.

B. Data Analysis Techniques
This study's data analysis technique is to use Structural
Equation Modeling (SEM) with Partial Least Square (PLS).
The test steps are as follows [27]
Designing Inner Model
Designing Outer Model
Model Evaluation
Hypothesis Testing

el N S

V. RESULT AND ANALYSIS

The indicators used to explain the constructs in this
study are reflective indicators. The results of the analysis are
as follows.

A. Designing Inner Model

The development of a theory-based model or inner
model, namely, development concept and theory-based
models, analyzes relationships between exogenous and
endogenous variables. This relationship is based on the
research hypothesis. Theoretical model has been built, then
will be drawn in flowcharts that serve to show the
relationships between variables exogenous and endogenous.
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Figure 1. Inner Model

B. Designing Outer Model

The design of the outer measurement model in PLS is
essential because it is related to whether the indicator is
reflexive or formative. In designing a theoretical model
development, the thing to do is conducted a series of scientific
explorations through a literature review to obtain justification
for the theoretical model to be developed. SEM is used not to
generate a model but to confirm the theoretical model through
empirical data. Therefore Strong theoretical justification is the
basis of model development.

Figure 2. Outer Model

C. Model Evaluation

The outer model is an assessment of the reliability and
validity of the research variables. The criterion for measuring
a good reflective indicator is one that has a convergent validity
correlation value of more than 0.70. However, the value of 0.5
to 0.6 can still be maintained for models that are still in the
development stage [28].
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Figure 3. Result Outer Model

The results of discriminate validity in the model can be
seen in the cross-loading values as follows:
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Table 1. Cross Loading

Construct
Indicator Financial Financial Financial
Literacy Attitude Behavior
FL1 0.843 0.639 0.589
FL2 0.879 0.539 0.547
FL3 0.883 0.597 0.619
FL4 0.942 0.576 0.522
FL5 0.941 0.570 0.504
FL6 0.920 0.575 0.504
FAl 0.492 0.833 0.573
FA2 0.644 0.909 0.653
FA3 0.587 0.851 0.649
FA4 0.515 0.902 0.613
FA5 0.631 0.890 0.617
FA6 0.534 0.888 0.605
FB1 0.651 0.659 0.884
FB2 0.511 0.611 0.901
FB3 0.525 0.635 0.886
FB4 0.561 0.646 0.920
FB5 0.500 0.599 0.900
FB6 0.532 0.646 0.902

Source : processed data, 2020

Based on table 1 above shows that the indicators FL1,
FL2, FL3, FL4, FL5 and FL6 have a higher correlation to the
construct of Financial Literacy (FL) than the correlation with
the construct of Financial Attitude (FA) and Financial
Behavior (FB). Likewise, the correlation of each other
construct with the indicator is higher than the correlation of
the indicator with other constructs.

Another method for assessing discriminant validity is by
looking at the value of the average variance extracted (AVE).
AVE value> 0.50 indicates that the construct in the study is
valid [29].

Table 2. Average Variance Extracted (AVE)

Construct AVE Status AVE >
0.50
Financial Literacy 0.814 Valid
Financial Attitude 0.773 Valid
Financial Behavior 0.808 Valid

Source : processed data, 2020

In addition to testing construct validity, construct
reliability testing also needs to be done by looking at the
composite reliability and Cronbach's alpha values. Data has
good reliability if the composite reliability and Cronbach's
alpha value is more than 0.70 [27]. The results are as follows:

Table 3. Reliability Test

Construct Cronbach | Composite Status

Alpha Reliability >0.70

Financial Literacy 0.954 0.963 Valid

Financial Attitude 0.941 0.953 Valid

Financial 0.952 0.962 Valid
Behavior

Source : processed data, 2020
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After evaluating the outer model, then evaluating the
inner model. A structural model that has an R-Square value>
0.67 the model is declared good, the R-Square> 0.33 model is
declared moderate, and an R-Square> 0.19 model is declared
weak [27].

Table 4. R-Square

Construct R-Square Status
Financial Attitude 0.419 Valid
Financial Behavior 0.533 Valid

Source : processed data, 2020

Relevance prediction (Q-Square) serves to validate the
model. The Q-square predictive relevance result can be
declared good if the value > 0 provides evidence that the
model has predictive relevance, while the Q-Square value <0
indicates that the model has less predictive relevance. The
magnitude of Q2 has a value with a range of 0 < Q2 <1, where
the closer to 1, the better the model.

From table 4 above can be calculated Q-square
predictive relevance for this research model. The results are as
follows:
Q? 1-(1-R1?) (1-R2?)
1-(1-0.419)(1-0.533)
1-(0.581)(0.467)
1-0.271

0.729 (72.9%)

D. Hypothesis Testing

The test statistic used is t statistic with t table value (5%
significance) = 1.972. The research hypothesis is proven
significant if the t statistical value is greater than 1.972. Here
are the results

Table 5. Direct Effect

Construct Original T Status
Sample | Statistics >1.972
Financial Literacy 0.649 14.016 Significant
-> Financial
Attitude (H1)
Financial Attitude 0.529 7.879 Significant
-> Financial
Behavior (H2)
Financial Literacy 0.265 3.309 Significant
-> Financial
Behavior (H3)

Source : processed data, 2020

From data table 5, it can conclusion that H1, H2, and H3
are accepted. In this study, apart from the direct effect, there is
also an indirect effect. Sobel test uses to be able to determine
the indirect effect. The result shows a value of 6,852> 1,972,
meaning that the variable financial attitude is a variable that
mediates the relationship between financial literacy and
financial behavior.

E. Discussion

Increased knowledge that a person has can have an
impact on active participation in financial-related activities, as
well as more positive financial behavior for an individual.
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Someone with sound financial knowledge can plan and budget
in managing their finances to determine sound financial
decisions to achieve financial goals. Following this, it can be
seen that someone with an adequate level of financial literacy
can be applied in recording financial budgets, paying bills on
time, and not experiencing waste. Thus, increasing financial
literacy will also be followed by improvements in financial
behavior. Previous studies have found the same thing as this
study: financial literacy affects financial behavior[25]

Financial literacy also affects financial attitude in this
study. This is in line with the results of research conducted by
Santini. Someone who has good financial literacy will tend to
have a positive attitude towards financial management, such as
an attitude in daily use of money, a sense of responsibility for
making decisions for the future related to finances.

Based on the test results, it is known that there is a
positive effect of the financial attitude variable on the Z
generation of financial behavior variables in the Sumbawa
sub-district. This means that the better a person's attitude
towards money, the better his financial management will be.
Likewise, the descriptions of respondents' answers about
Generation Z's financial attitude are in the high category.
Their financial attitude will help determine their actions and
behavior in financial matters, whether in terms of punctuality
in paying bills, personal financial budgeting, or individual
decisions regarding long-term savings.

Financial attitude is a state of mind, opinion, and a
person's assessment of his finances, which are then applied to
attitudes. A person's thoughts, opinions, and assessments of
their personal financial situation will determine what kind of
action they will take. For example, if someone has thoughts,
judgments, and opinions, saving is not essential. Then that
person will not save. If these thoughts, opinions, and
judgments (attitudes) continue, it will become a habit/behavior
that will be very difficult to change. This study's results are in
line with research conducted by [30] with the results of the
study that financial attitude influences financial behavior.

V. CONCLUSION

This study aims to analyze financial behavior in
Generation Z. The data collected from 200 respondents who
were between 20-25 years old. The results showed that
financial attitude mediates the relationship between financial
literacy and financial behavior.

In this study, the object studied was limited to
Generation Z in Sumbawa District. Suggestions For further
research to compare financial behavior in each generation.
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