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Abstract

This study determined the level of financial literacy of young
black African adults in rural and low-income areas in South Africa. This
study adopted a quantitative research approach and used a self-
administered questionnaire to collect primary data among young black
African adults in Fetakgomo Tubatse and Intsika Yethu local
municipalities as these municipalities were considered the most rural
and low-income areas in South Africa. Young black African adults’ level
of financial literacy was found to be moderate in terms of financial
knowledge and decision-making, but low in financial behaviour and
financial attitude. Furthermore, young black African adults performed
well concerning Financial decision-making. However, the overall level
of Financial literacy amongst young black African adults was low. This
has implications for the financial management of young black African
adults. This study recommended strategies to improve the financial
literacy of young black African adults in Fetakgomo Tubatse and Intsika
Yethu municipalities.
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1. Introduction

Poor financial management is widespread amongst young
people, evident in their inability to perform simple calculations and their
lack of understanding of basic financial concepts. Moreover,
knowledge of more complex concepts, such as the difference between
bonds and stocks, the workings of mutual funds, and basic asset
pricing, is even scarcer among this cohort (Lusardi, 2015). This leads
to young adults managing their finances ineffectively, incurring
excessive debts, and experiencing financial problems (Robb &
Woodyard, 2011; French & McKillop, 2016). Young adults have been
found to be less financially capable of setting aside emergency funds
and retirement savings than older cohorts (Fan & Park, 2021). Studies
(Lusardi et al., 2010; Hudson et al., 2017) have shown that young black
African adults lack financial knowledge and are not fully equipped to
deal with financial challenges and responsibilities in their transition to
adulthood. Young black African adults in rural and low-income areas in
South Africa are financial vulnerable, struggling to keep up with their
debt repayments and have low levels of knowledge regarding issues
like bad debt and are more likely to experience financial problems
(Antoni, 2014; Finmark, 2019; BusinessTech, 2021). Financial literacy
can remedy this situation because if young black African adults are
financial literate, they will be able to manage their finances effectively.
Financial literacy is about empowering individuals to take better and
appropriate financial decisions. While many developed countries have
expanded efforts to investigate financial literacy, there is a paucity of
literature on the financial literacy of young adults. Studies on young
adults’ financial literacy globally focused on the level of financial
literacy of students and professionals (Flores, 2014; Breitbach &
Walstad, 2016; Arceo-Gomez & Villagomez, 2017; Ergun, 2018; Millen
& Stacey, 2022; Shyamala & Mahesh, 2022; Batizani & Questishat,
2022). There are also notable studies that investigated financial literacy
in South Africa however also these studies focused on students
(Symanowitz, 2006; Louw, 2009; Shambare & Rugimbana, 2012;
Botha, 2013; Louw, Fouche & Oberholzer, 2013; Ramavhea, Fouche
& van der Walt, 2017; Smit, 2021). This unintentionally excluded young
adults who are not employed and also those who are not in universities
or colleges. The situation is worse in developing countries, especially
in rural and low-income areas and black communities (Matemane,
2018). There is no study that the researcher is aware of that focused
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on financial literacy of young black African adults in rural and low-
income areas in South Africa. This makes it important to investigate
financial literacy of young black African adults in rural and low-income
areas in South Africa. The purpose of this study is to determine the
level of financial literacy of young black African adults in rural and low-
income areas in South Africa. Financial literacy was measured through
financial knowledge, financial behaviour, financial attitude, and
financial decision-making. Therefore, the hypothesis for this study was
formulated as follows:

H1: young black African adults are financial literate.

The remainder of this article is structured as follows: Sections
2 provides literature review. Section 3 explores research and
methodology of the study. Section 4 covers analysis and findings the
study. Section 5 provides conclusions.

2. Literature Review

2.1. Theoretical Framework

This study adopted theories from the traditional finance,
namely, life-cycle savings hypothesis and behavioural finance, namely,
theory of planned behaviour. Traditional finance theory assumes that
consumers are fully informed and can make rational choices in their
long-term financial planning to maximize their utilities. While
behavioural finance theory, which was borrowed from the field of
psychology to explain human behaviour, specifically financial
behaviour, indicate that the behaviours of individuals in theory differ
from their behaviours in practice.

2.1.1. Life-cycle Savings Hypothesis

Modigliani and Brumberg (1954) introduced the life-cycle
hypothesis of saving as an extension of the permanent income
hypothesis. The life-cycle hypothesis suggests that people try to
maintain a relatively stable level of consumption over their lifetime. This
behaviour is observed when those who are younger borrow to meet
consumption needs, those who are middle-aged save a relatively large
proportion of their earnings, and those who are older spend down their
assets when their income is reduced in retirement. A strict
interpretation of the life-cycle hypothesis suggests that people will
spend all of their assets before the end of their life. However, this may
not be exactly the case, as people reduce their consumption as they
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age. The aim is to retain assets to provide for unexpected increases in
both longevity and healthcare expenses (DeVaney, 2016). Lusardi and
Mitchell (2014) developed a life cycle saving model that addresses the
role of financial literacy. This model predicts that financial literacy is
endogenously determined over the life cycle. Thus, consumers invest
in financial knowledge to the point where their marginal time and
money costs of doing so are equal to their marginal benefits. They
concluded that consumers who receive financial education would
increase their ability to manage their money and perform better
financially than their counterparts who do not receive financial
education.

2.1.2. Theory of planned behaviour

The theory of planned behaviour was proposed by Ajzen (1991)
as an extension of the theory of reasoned action, to which the
component of perceived control to determine behaviour intention and
behaviour was added. the theory of planned behaviour focuses on
factors that determine individuals’ actual behavioural choices.
According to this theory, three factors influence behavioural intention,
namely the positive or negative valence of attitudes about the target
behaviour, subjective norms, and perceived behavioural control. In
turn, behavioural intention influences actual behaviour. An attitude
towards a behaviour is recognised as a person’s positive or negative
evaluation of a relevant behaviour and is composed of a person’s
salient beliefs regarding the perceived outcomes of performing a
behaviour (Ajzen, 1991). The theory of planned behaviour has been
supported in empirical studies. Shim et al. (2010) found that all three
components of the theory of planned behaviour - financial attitude,
perceived behavioural control, and subjective norms - were
significantly related to financial behaviour. Xiao et al. (2011) employed
the theory of planned behaviour to investigate young adults’ risky credit
card behaviour and the role of parents in the financial behaviour of
young adults. Shim et al. (2009) employed the theory of planned
behaviour to determine the antecedents and consequences of financial
well-being in young adulthood. They concluded that young adults
perceived behavioural control, along with attitudes and parental
subjective norms, were broadly related to various aspects of financial
well-being and financial behaviours.
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2.2. Financial literacy

There is no consensus in literature on the meaning and
measurement of financial literacy. Researchers have defined financial
literacy differently, and some use it interchangeably with terms such as
financial capability, economic literacy, debt literacy, financial
education, and financial knowledge (Huston, 2010; Remund, 2010;
Arceo-Gomez & Villagomez, 2017; Matemane, 2018).

It is clear in literature that scholars have not yet agreed on the
definition of financial literacy, which poses a challenge in conducting
and comparing research in this domain. Garman and Forgue (1988)
assert that financial literacy encompasses knowing the facts and
having the vocabulary to manage one’s finances successfully. Hogarth
(2002), however, argues that the term means different things to
different people. For some, it includes understanding economics and
how household decisions are affected by economic conditions and
circumstances; for others, it means basic abilities in money
management, budgeting, saving, investing, and insuring. Lusardi
(2008) defines financial literacy as knowledge of basic financial
concepts, such as the working of compound interest, the difference
between nominal and real values, and the basics of risk diversification.
Remund (2010) reviewed financial literacy studies and provided a
conceptual definition of financial literacy: a measure of the degree to
which one understands key financial concepts and possesses the
ability and confidence to manage personal finances through
appropriate short-term decision-making and sound long-range
financial planning, while mindful of life events and changing economic
conditions. Warmath and Zimmerman (2019) argue that financial
literacy is the combination of the skill to gather the necessary advice
and information needed for a financial decision and the ability to build
useful stores of financial knowledge from the experience to apply to
future decisions. The process of becoming financially literate is long
and complex, and requires a combination of financial knowledge, skills,
and attitude. To measure financial literacy effectively all four domains
of financial literacy must be included. This study measured financial
literacy through financial knowledge, financial behaviour, financial
attitude, and financial decision-making.

Financial knowledge is information that is learned, organised,
and represented and stored in memory. Individuals can retrieve, use,
and update their financial knowledge to reason in order to make
financial decisions (Wang, 2009). Thus, financial knowledge is an
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understanding of important personal financial concepts like budgeting
and saving. Delavande, Rohwedder, and Willis (2008) posit that
financial knowledge is a particular type of capital acquired in life by
learning to soundly manage income, expenditure, and savings.
Knowledgeable individuals can process financial information
regarding, for example, mutual funds effortlessly, as an initial
categorisation is accessible with which to process the information
(Ramalho & Forte, 2019). Mitchell and Lusardi (2015) found that one-
third of wealth inequality can be explained by a financial knowledge
gap. Furthermore, lower financial knowledge has been linked to a
higher tendency to engage in risky financial practices amongst college
students. It is thus clear that financial knowledge levels explain
variations in financial practices (Robb & Woodyard, 2011). A lack of
financial knowledge has been associated with behaviours that lead to
financial mistakes such as over-borrowing, mortgages with a high
interest rate, and limited saving and investment (Lusardi, 2008).
Financial knowledge is likely to have a positive effect on young adults’
awareness of money behaviours such as the recording of expenses
and a saving attitude (Supanantaroek , Lensink, & Hansen, 2017).
According to Letkiewicz and Fox (2014), financial literacy is associated
with asset accumulation, an increase in net worth, and saving.
Financial behaviour is a human behaviour that is related to
money management (Xiao, 2008). Financial behaviour refers to
individual financial outcomes that are observable and manifest through
two interrelated behaviour types. The first is a pattern of actions over
time, such as earning, saving, spending, and gifting. The second type
of financial behaviour is actions related to important financial turning
points and decision-making. These actions are thus related to events,
rather than immediate financial transactions, e.g., setting up a
retirement savings account (Gudmunson & Danes, 2011). Financial
stressors such as debts and income shocks have been associated with
negative financial behaviours (Fan, 2017). Saving behaviour is
necessary to accumulate wealth, protect young adults from financial
crises, and to increase their economic well-being. Individuals who
worry about debt repayment and their ability to deal with financial
emergencies are associated with lower levels of savings, financial
literacy, and, ultimately, lower financial well-being. Debt reduction is
associated with higher levels of saving and financial well-being (Danes
& Yang, 2014). Financial behaviour appears to have consequences not
only for individuals’ finances, but also their health. Financial behaviour

11
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is the key antecedent in predicting financial well-being (Rahman et al.,
2021). Accordingly, Chavali, Mohan, and Ahmed (2021) found that
financial behaviour has a significant impact on financial well-being.

Financial attitude refers to one’s beliefs and values related to
various personal finance concepts, such as whether one believes it is
important to save money. Therefore, financial attitude is deemed an
important element of financial literacy (OECD, 2016). Young adults
should display positive attitudes towards money, credit, budgeting,
saving, insurance, and tracking monthly expenses as is aligned to good
general money management (Robb & Woodyard, 2011). Financial
attitude is established through economic and non-economic beliefs
held by the decision-maker regarding the outcome of a certain
behaviour; therefore, beliefs are also a key factor in the personal
decision-making process (Ajzen, 1991). Young adults may display
either positive or negative attitudes towards their current financial
situation, money, and credit. Studies have found that individuals being
positive about the current state of their finances is linked with better
financial outcomes, because the individuals will put in more effort to
remedy the situation and act positively towards money. However, a
negative attitude towards credit is associated with lower credit card
debt (Robb & Woodyard, 2011).

Financial decision-making is an important element of
financial literacy and achieving sustainable financial well-being. Thus,
young black African adults need to make sound financial decisions to
avoid financial problems and to effectively manage finances wealth
(Sirsch et al., 2020). Financial decision-making determines how much
money is saved, how individuals financial resources are invested, what
investment products are utilized, how much risk is taken, and therefore
how much return can be achieved. These actions, in turn, directly lead
to differences in individuals’ wealth (Xu & Yao, 2022). Individuals’
financial decisions are influenced by various settings, conditions, and
changes over time. Financial decision arrangements may vary by the
types of financial decisions, e.g., small vs large purchases, bill
payment, savings, investing, and financial planning (Kim, Gutter &
Spangler, 2017). Young black African adults in rural and low-income
areas in South Africa should take financial decision-making seriously
to ensure that they maintain and sustain their financial well-being in
adulthood.

12
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3. Research and methodology

The current study adopted the quantitative research approach
to investigate the level of financial literacy of young black African adults
in rural and low-income area in South Africa. The specific study area
where data was collected is Fetakgomo Tubatse and Intsika Yethu
local municipalities as they are considered the most rural and low-
income area in South Africa as per the categorisation by the StatsSA
(2016). Therefore, the target population is young black young black
African adults between the age of 18 and 35 in Fetakgomo Tubatse
and Intsika Yethu municipalities. This study used self-administered
questionnaire which were distributed to respondents’ homes to collect
data. This questionnaire was designed with the research objective in
mind and was also piloted and also sent to experts in the field of
financial literacy to review and suggest any changes to ensure that it
will measure what it intends to measure. Questionnaire was in a Likert
scale format.

This study used several sampling methods to ensure that a
representative sample size is selected. These methods are purposive
sampling, cluster sampling, and random sampling (Babbie, 2013).
Purposive sampling was used to select Fetakgomo Tubatse and Intsika
Yethu municipalities. Cluster sampling was used to divide and group
each municipality into wards, villages, and households. Random
sampling was used to sample 50% of wards for each municipality, 19
wards were sampled for Fetakgomo Tubatse and 10 wards for Intsika
Yethu. Thereafter, random sampling was used again to sample
villages, households, and young black African adults, who were visited
at their homes but if the young African adult is not available the next
household was visited. This procedure was followed until the sample
size is reached. The sample size for this study was calculated and set
at 500. This was done through Yamane (1967) formula to calculate
sample size. This sample size was also good enough to conduct
Exploratory Factor Analysis (EFA). A total of 423 young black African
adults completed the questionnaires, giving a response rate of 94%
which was good and acceptable.

Data was analysed through EFA and descriptive statistics.
However, before data was analysed, construct validity and reliability
were conducted. Construct validity was assessed through EFA by
performing a Kaiser-Meyer-Olkin (KMO) and Bartlett's test of
sphericity. The acceptable value of KMO which is suitable and
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adequate for EFA is 0.50 and above. While Bartlett’s test of sphericity
is significant for EFA if the significance value is (p< 0.05). This study
retained a minimum factor loading of .30 for interpretation. Cronbach
alpha was used to measure reliability, as is the most widely used
reliability measure of internal consistency (VanderStoep & Johnson,
2009). Cronbach alpha with a score of 0.60 and more were accepted
and considered to be reliable (Cohen, Manion & Morrison, 2018). EFA
summarised data and grouped variables that are correlated together
and ensure that data is ready for further analysis. Descriptive statistics
tested the hypothesis of the study.

4. Analysis and discussions

To assess the suitability of data to conduct EFA, KMO and
Bartlett’s test of sphericity was used in this study. Table 1 shows the
results of the KMO and Bartlett’s test of sphericity.

Table 1
KMO and Bartlett’s Test

Kaiser-Meyer-Olkin _ Bartlett’s Test of Sphericity

Factors Measure of Sampling . .
Adequacy Chi-Square df Sig.
Financial knowledge 0.734 845.654 9 0.000
Financial behaviour 0.766 3216.564 46 0.000
Financial attitude 0.624 336.487 13 0.000
Financial decision-making 0.867 2567.345 16 0.000

Source: SPSS

Table 1 showed that the KMO for all factors ranged from 0.624
to 0.867, above 0.60. The p-value of Bartlett's test for all factors
(p=0.000) is smaller than 0.05, which is significant. This result is an
indication that the correlation structure of the construct is adequate to
conduct a factor analysis on the items and that all factors are regarded
as valid and reliable. Therefore, EFA can be conducted.

Table 2 shows the results of the EFA, reliability by depicting
Cronbach’s alphas, and descriptive statistics for the constructs and
factors of the study.

14
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Table 2
Validity, reliability, and descriptive statistics results
Factors EFA factor loadings CA Descriptive
statistics
Variables Items Highest Lowest o R SD

Financial knowledge 6 0.965 0.546 0.946 | 3.46 1.24
Financial behaviour 7 0.846 0.334 0.860 3.14 1.17
Financial attitude 8 0.836 0.655 0.923 3.13 1.26
Financial decision- 5 0.934 0.678 0.945 3.90 1.39
making

Source: SPSS

Table 2 indicated that four factors were extracted by the EFA,
with all items loaded onto the factors as expected, with loadings of
above 0.30. The overall factor loadings range from 0.334 to 0.965. The
Cronbach’s alpha coefficients were above 0.6 and were acceptable
and considered reliable. The descriptive statistics provided the means
and standard deviation. Regarding the means, majority of respondents
agreed with the statements measuring financial decision-making
(3.90), financial knowledge (3.46), financial behaviour (3.14), financial
attitude (3.13),). The standard deviations of all factors are high showing
that the respondents’ responses varied. However, financial decision-
making had the highest standard deviation of 1.39 indicating that the
responses varied mostly about this factor’s statements. Therefore, data
was prepared and ready for further analysis. Thus, the hypothesis for
this study can be tested.

H1: Young black African adults are financially literate.

Descriptive statistics was used to test this hypothesis. A five-
point Likert scale was used (1 = Strongly disagree, 2 = Disagree,
3 = Neutral, 4 = Agree, and 5 = Strongly agree), and the responses
were grouped into three groups (Strongly disagree + Disagree =
Disagree; Neutral; Agree + Strongly agree = Agree). The results were
used to determine the score for each component of Financial literacy,
namely Financial knowledge, Financial behaviour, Financial attitude,
and Financial decision-making. The percentages achieved for Agree
were considered the score for that component. Table 3 shows the
scores for the components of Financial literacy.
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Table 3
Scores for components of Financial literacy
Disagree Neutral Agree
Component % % %
Financial knowledge 36.7 12.4 50.9
Financial behaviour 43.3 10.2 46.4
Financial attitude 39.5 12.2 48.3
Financial decision-making 28.0 20.3 51.7

Source: SPSS

The majority of respondents agreed (50.9%) with the
statements relating to Financial knowledge. Most respondents agreed
(46.4%) with the statements for Financial behaviour. A high number of
respondents agreed (48.3%) with the statements for Financial attitude,
while the majority of respondents agreed (51.7%) with statements for
Financial decision-making. The percentages of Agree were treated as
scores and used to calculate Financial literacy. Figure 1 indicates the
summary of scores for each component of Financial literacy.

Figure 1
Summary of Financial literacy scores

53
52
51
50
49
48
47 51.7
46
45
44
43

50.9

48.3
46.4

Financial decision- Financial Financial attitudes Financial behaviour
making knowledge

Source: SPSS

Figure 1 indicated that respondents scored 50.9% on Financial
knowledge, 46.4% on Financial behaviour, 48.3% on Financial attitude,
and 51.7% on Financial decision-making. This shows that respondents
scored high on Financial decision-making and Financial knowledge,
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and low on Financial behaviour and Financial attitude. Thus,
respondents were good at financial decision-making and were
financially knowledgeable. These scores were used to calculate the
overall level of Financial literacy. Table 4 illustrates the overall level of
Financial literacy, which was determined by averaging the score for all
components.

Table 4
Overall Financial literacy
Components Score %
Financial knowledge 50.9
Financial behaviour 46.4
Financial attitude 48.3
Financial decision-making 51.7
Overall Financial literacy 49.3

Source: SPSS

The overall Financial literacy of respondents was 49.3%. The
score on Financial literacy was categorised into Low financial literacy
(== 49%); Moderate financial literacy (= 50%—-64%); and High financial
literacy (= =2 65%) (Nomlala, 2019). This meant that the level of
financial literacy amongst young black African adults in Fetakgomo
Tubatse and Intsika Yethu local municipality is low. The hypothesis
decision is shown in Table 5.

Table 5
Hypothesis decision for Financial literacy
Hypothesis Results
H1: Young black African adults are financially literate. Rejected

Source: Author’s compilation

Therefore, based on Table 5, hypothesis H1 was rejected. This
meant that young black African adults in Fetakgomo Tubatse and
Intsika Yethu are financially illiterate. This result is consistent with that
of other studies that found low levels of financial literacy among young
adults (Lusardi et al., 2010; Lusardi & Mitchell, 2011; Cameron et al.,
2013; Flores, 2014; Breitbach & Walstad, 2016; Arceo-Gomez &
Villagomez, 2017). Lusardi and Mitchell (2011) found that, globally,
individuals in low-income areas have a low level of financial literacy.
However, the present study’s result contradicts Nomlala (2019), who
found that young adults (students) are financially capable, with a score
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of 89.5%. Similarly, Antoni and Saayman (2021) found that young
professionals showed above average (61% to 80%) financial literacy
levels. Other studies found medium and high levels of financial literacy
(Lahav et al., 2017; Ergum, 2018; Putri & Wijaya, 2020). Buckland
(2010) showed that many low-income Canadian adults were financially
literate. The possible reason why this study's results differ from others
might be due to its focus on young black African adults living in rural
and low-income areas, while other studies focused on young
professionals and students from various races. Thus, studies in
financial literacy have produced mixed and contradictory results, and
there is a need to probe financial literacy further, especially in
developing countries.

5. Conclusions

The objective of this study was to determine the overall level of
financial literacy of young black African adults. This was done by
investigating financial literacy through the domains of financial
knowledge, financial behaviour, financial attitude, and financial
decision-making. The results indicated the level of Financial literacy in
terms of Financial knowledge (50.9%), Financial behaviour (46.4%),
Financial attitude (48.3%), and Financial decision-making (51.7%).
Young black African adults’ level of financial literacy was found to be
moderate in terms of financial knowledge and decision-making, but low
in financial behaviour and financial attitude. Furthermore, young black
African adults performed well with regard to Financial decision-making.
This study contributed to existing knowledge by showing that the
overall level of Financial literacy amongst young black African adults
was 49.3%, which is low. This study’s results also contribute to the
body of knowledge by showing the development of the life cycle saving
hypothesis and theory of planned behaviour by providing an
understanding of financial literacy. This study produced mixed results,
on one hand, it is consistent with those studies that found low levels of
financial literacy among young adults, while on the other hand
inconsistent with those that found medium and high levels of financial
literacy. Therefore, this study recommends that more studies be
conducted on financial literacy, especially in rural and low-income
areas in developing countries. Furthermore, it is recommended that
government, Non-profit organisations, and financial institutions design
financial literacy programs aimed at young black African adults in rural

18



Financial Studies — 3/2023

and low-income areas in South Africa in order to improve their level of
financial literacy so that they are able to manage their finances
effectively to achieve and maintain financial well-being.
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