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ABSTRACT

Current economic conditions in the world over hawgsed serious concerns about
individuals’ financial security. Financial literacig the possession of knowledge and
understanding of financial matters. The objectigkEthe study, was to establish the level
of financial literacy of Kenya Revenue Authority ployees and establish the effect of
financial literacy on saving practices and socetwsity planning of Kenya Revenue
Authority employees. The study used primary datdected from semi-structured

guestionnaires. Quantitative data was analysed gusiascriptive statistics while

gualitative data was analysed using content arsalySiatistical Packages for Social
Scientists (SPSS Version 17.0) was used. The salsly used multiple regression
analysis to establish the relationship betweennfirad literacy and personal financial
management. The study findings indicated that firdniteracy impacts to a great extent
on the financial management because financial eidmcgrograms guide program

development and refinement. The programs to belolgse will be aimed at increasing
the level of financial literacy on the aspects eodeed in this study which included

retirement planning, estate planning, managemeateafit and other liabilities, insurance

and tax planning.

The study findings indicate that generally finahditeracy to a great extent affects
personal financial management among the respondeldwever, most participants
considered retirement planning less important, wess aware of the effects of estate
planning, insurance planning and tax planning. fEspondents also were less literate on
the effects of good credit and other liabilitiesabe making poor financial decisions on

this aspect of financial management.

The research findings imply that there is needdme up with elaborate and detailed
education programs to address the aspects thaespendents were less aware of and
less literate on that is; effects of estate plagninsurance planning tax planning and
effects of good credit and other liabilities. Thes@lso need to replicate the study among
KRA employees across the country, other organisatiand over time to make the

findings more representative and objective.
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CHAPTER ONE

Introduction.
1.1 Background of the Study

Current economic conditions in the world over hawgsed serious concerns about
individuals’ financial security, especially for #® who lack the skills and resources to
withstand financial market downswings and take athge of upswings. Individuals are

taking responsibility for a growing number of firzgad decisions. Among the most important
arguably being the purchase and financing of a hangepreparing for retirement (Anthes,
2004). Conceptually, poor financial decision makimg surprisingly a widespread

phenomenon in many Nations. This problems are awayoticed for a long time before a
crisis is reached hence the systemic effects amccalsts of preserving stability may be
sizable, as demonstrated by the ensuing financiatkeh turmoil and subsequent
interventions after the financial crises that ideld bailing out of private companies by the

various governments in Europe and United Statésradrica (Gerrit, 2008).

Households in general and especially workers atieé@s have increasingly been asked to
take on an unprecedented degree of responsitblityheir retirement and other saving, as
defined benefit pensions decline and governmergranss face insolvency in one country
after another. As a result, consumers are nowdfaath the need to make several financial
decisions in regard to a wide range of financialdpcts ranging from insurance pension
plans like group and regular Individual Retiremé&atounts, phased withdrawal plans to
annuities, and many more. This process impliesitlistecoming ever more important for

households to acquire and manage economic knowFdes, 1991).

1.1.1 Financial Literacy

Schreiner, (2007) terms financial literacy as thesgession of knowledge and
understanding of financial matters. Financial at®r is mainly used in connection with
personal finance matters. Financial literacy oftarails the knowledge of properly
making decisions pertaining to certain personarfoe areas like real estate, insurance,

investing, saving (especially for college), taxrnplang and retirement. It also involves

1



intimate knowledge of financial concepts like compd interest, financial planning, the
mechanics of a credit card, advantageous savingisooi® consumer rights, time value
of money (Mark, 2007).

1.1.2 Personal Financial Management

Finance may be defined as the art and science nagivag money. The major areas of
finance are: (1) financial services and (2) managi@nance/corporate finance/financial
management. While financial services is concerndth the design and delivery of
advice and financial products to individuals, besses and governments within the areas
of banking and related institutions, personal fsahplanning, investments, real estate,
insurance and so on, financial management is coadewith the duties of the financial
managers in the business firm. Financial manageigety manage the financial affairs
of any type of business, namely, financial and financial, private and public, large and
small, profit-seeking and not-for-profit. They pmrh such varied tasks as budgeting,
financial forecasting, cash management, credit agtnation, investment analysis, funds
management and so on. In recent years, the changigglatory and economic
environments coupled with the globalisation of bass activities have increased, the
complexity as well as the importance of the finahohanagers' dutie#\s a result, the

financial management function has become more déimguand complex (John ,2006).

Financial management on the other hand has beeanedlieby Pandey (1999) as that
managerial activity that is concerned with the piag and controlling of a firm’s financial

resources. The resources under consideration sn@sdets both tangible like machinery,
inventory, cash debtors and intangible like patantsgoodwill. It also includes managing the
firm’s indebtedness in order to minimise the coktdoing business. This definition is

applicable to households and individuals as waeltesithere is need for planning and
controlling households’ and individuals resouraaswiealth creation, financial stability and

peaceful retirement.

As people become more literate they become incrglganore financially sophisticated and
it is assumed that this may also mean that anithdi may be more competent. Mandell

(2007) on the other hand asserts that it is thityald evaluate the new and complex

2



financial instruments and make informed judgmemisath choice of instruments and extent
of use that would be in their own best long-ruetiests. The National Council on Economic
Education (NCEE) (2005) on the other hand defimeantial literacy as familiarity with

basic economic principles, knowledge about the BcBnomy, and understanding of some

key economic terms
1.1.3 Financial Literacy and Personal Financial Maagement

Managing personal finances is a crucial and oftéicult issue. Personal debt continues
to rise (Bennett, 2006), bankruptcy rates are uacerdue to recent changes in
bankruptcy legislation, while the personal savingt®e remains in the red at negative
1.5% in June 2006 in developing nations. In The KBapicy Abuse Prevention and
Consumer Protection Act of 2005 requires consumas file bankruptcy to complete a
personal financial management class before therbptdy can be discharged, suggesting
that more knowledge will help avoid future finardéficulties (White, 2005).

Educators believe that financial education leadsimiproved financial literacy and
financial security for families (Garman, 1999). Tééas been an increase in interest in
how financial education can equip individuals witie skills needed to avoid financial
problems and recover from the consequences of mgtrdebt such as bankruptcy.
Researching the effectiveness of financial edunafwograms can guide program
development and refinement (Hilgert, Hogarth, & 8y, 2003) and help educators find
a method for dealing with community needs relatethmily financial management.

Research on successful financial education meti®odsarce (Financial Literacy and
Education Commission, 2006), and even though sesearch suggests that use of sound
financial practices can provide families with geratvealth accumulation (Beutler &
Mason, 1987; Hira; 1987; Titus, Fanslow, & Hira899, it is unclear whether there is a
direct relationship between education and improseahomic well-being (Braunstein &
Welch, 2002). Financial literacy programs are desig with the goal of helping
individuals adopt sound financial practices thainpote economic health and improved

quality of life. It is important to know if that gbis being met. The purpose of the study



reported here was to explore one state's experiendeelping adults improve their

financial management practices through financiakation programs.

1.1.4 Kenya Revenue Authority

Kenya Revenue Authority (KRA) is a state corponatiestablished by an act of
Parliament of July®}, 1995 Cap 469 as a central body. The authorithiged with the
responsibility of collecting revenue on behalf lo¢ tgovernment of Kenya. The authority
is under the general supervision of the MinisteFwofance (Treasury). The Authority’s
mandate and core business is to assess, accouatamuistrate and enforce all the laws
relating to revenue. KRA'’s role is assessmentgectitbn, administration and enforcement
of laws relating to revenue; restoring economiepehdence be it elimination of budget
deficits and creating organisation structures timaiximize revenue collectiorSince
KRA plays an important role in the economy i.e. totmiting Kshs. 360 billion in
financial year 2006/07 , and contributing Kshs4 Ziillion in financial year 2007/08,
which accounted for over 93% of total governmentneie, with the rest coming from
development partners (KRA’s Third Corporate Pla@%00-2011/12). Consequently the
funds collected being used to run the economy,igioy the Kenyan public with goods
and services throughout the country, which includestaining the Health sector,
Education and Infrastructure among others. As $pcieanges, the skills needed to deal
with the complexities of life also change. The megrof skills like financial literacy
may change to reflect context, or current realitlégancial literacyhowever is about
empowerment, the ability to access, manage, iniegexaluate, and create information

in order to function in a knowledge soci¢lNdemo, 2002).

The vision articulated by the KRA journal stateacte employee in KRA need to learn
financial literacy concepts, enabling them to sedca a complex global environment.
The essential concepts and skill sets for finanttatacy address the requirements
outlined in KRA statute. They also reflect broaderiversal skills that cultivate critical

thinking and responsible citizenship. They provigethe framework and knowledge to
be proactive. When we accept responsibility for @ations because they have

consequences for other people as well as for ousopal success, we will also



understand what it means to solve the problemsfacelthe collective challenges of an

increasingly diverse and interconnected world.

Employees of KRA become attractive for researcthias area as they comprise of over
4000 employees with varied diversity. The diversidy in areas of age, education
background, hierarchy in the organization and hfieancial literacy levels. It is also
attractive as KRA is not a financial or bankingtitugion which makes it different from
the organization covered by the study by Nyamut Mionyoncho (2008) in terms of

expected attention to financial knowledge througgrgday work and training

1.2 Statement of the Research Problem

Significant debate continues about the role ofrfama literacy, the extent of the problem it
truly represents, and the best way to addresscduse: First, real knowledge gaps persist
about fundamental relationships between literadycation and behaviour, partly because
researchers lack the appropriate data. Few sthdies been able to construct sophisticated
measures of financial literacy and definitively abdish causal links between financial
education, literacy and behaviour.

Financial literacy among KRA employees is closelpnmected to an individual's
emotional, personal, social, economic, and employrsaccess. An individual needs to
understand the basics of money management, anfthageial resources appropriately to
function well in society at a personal, professlpbasiness and community level. In a
broader sense, KRA employees need to identify aswlsls significant economic issues,
important to society and to the world. They shguidctice examining the consequences
of change in economic conditions and public pofici€entury, 2003). The issues that
would be expected to concern any person includiegkiRA employees include the best
savings opportunities for future consumption andusgy, retirement planning, tax
planning which include issues to do with tax retuand prudent cash management which
includes proper management of personal credititfiasil

Empirical studies have confirmed the positive asgon between financial knowledge and
household financial decision making. For examplgéth, Hogarth, and Beverly (2003)
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document a positive link between financial knowkedmnd financial. Agarwal, Driscoll,
Gabaix and Laibson (2007) show that financial rkstaare most prevalent among the
young and elderly, who are also those displayiegdivest amount of financial knowledge
and cognitive ability

Various local studies have been done on this litte warious findings. Kempson et al.
(2008) carried out a study on Measuring and impgvinancial capability to know more
about current levels of financial capability in Kanto understand the potential approaches
that could be taken to measure financial capability less developed nation where the vast
majority of the population does not use formal lagkservices and to explore levels of
financial inclusion in Kenya. It relied on the wayswhich financial capability has been
measured in various countries, and to review egeldrom Kenya and elsewhere on the
most appropriate objectives of financial educato consider how financial capability
education could be prioritised in Kenya to ensheelargest gains. Research undertaken as
part of the Financial Education for the Poor Prioygith partners in India, Morocco, South
Africa, Kenya and Bolivia also found that poor pledpave a limited knowledge of financial
planning for the future (Cohen, et al., 2006).

Nyamute and Monyoncho (2008) surveyed Employedsahnce and banking institutions
and concluded that the practices of those perceawdgt financially literate seem to agree
with the current literature. However, survey fingbnalso showed that even those perceived
not to be financially literate exhibit some stroobaracteristics of personal financial
management implying that probably, formal colledeaation and employment environment

may not be the only source of financial education.

This study seeks to find out if there have been @mgnges on the financial literacy
situation among Kenyan households since the ye@8 @Men earlier studies were carried
out. It also seeks to find out the level of finaiditeracy for employees of KRA which is

an institution that is not a financial or bankimgtitution and the effect on their financial
management. Finally, this study shall fill in thaggs by trying to investigate to whether
there is need for policy makers and organisatian$otmulate deliberate saving and

retirement strategies, academicians to formulatevaat education curriculum for



financial literacy in Kenya by establishing the gap knowledge as far as financial
literacy is concerned. Therefore, this study sdekanswer the question; what are the
Effects of Financial Literacy on Personal Finandiédnagement on Kenya Revenue
Authority Employees in Nairobi?

1.3 Research Objective
The objectives of the study were:-

I.  To establish the level of financial literacy of K@nRevenue Authority
employees;
ii.  To establish the effect of financial literacy owisg practices and social security

planning of Kenya Revenue Authority employees.
1.4 Value of the Study
This study will be important to the following users
a) Policy makers

The Policy makers will benefit immensely due to thiowing reasons. To formulate
programs to promoting saving and financial secuntgtuding during retirement having
in mind the findings from the researches shown weeldue to the research findings,
policy makers will be able to use the gaps in ttezdcy of the respondents to formulate
appropriate education syllabus in order to increfasencial literacy leading to better
financial management. This is important as showrBegnheim and Garrett (2003) who
argue that seminars are often remedial, that eyexdfin firms where workers do little or no

saving.
b) Employees and employers

The study will be invaluable to the employees amdpleyers Strategies can be
formulated to promote savings for wealth creatiow aetirement like to automatically
enrol workers into employer-provided pension plarss simple but ingenious method has

been proven to be very effective in increasing @engarticipation. For example,
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according to Madrian and Shea (2001), after a companplemented a change in its
pension plan and automatically enrolled its nevesiin the plan, pension participation
went from 37% to 86%.

By finding out the actual state of financial laey individuals will be able to be
challenged to seek for information to improve thiemowledge for better savings for

wealth creation and retirement planning.
c) Academicians

The findings will add to the wide academia knowledlg finance especially on financial
literacy on personal financial management. Thearesers and academicians will find
this study useful for further discussion and resleao that they can explore and further

develop their studies on financial literacy on peed financial management.
d) Individuals and their households

The findings will be useful to individuals and thebuseholds in getting advising about
the importance of deferent aspects of financialdity on personal financial management
to safeguard their future welfare. In addition,ythéll be in a better position to predict
the deferent financial investment opportunitiesilate.

e) Pension Schemes, mortgage companies

Pension Schemes and mortgage companies will délestrinformation to borrowers who
always display a weak understanding of mortgagdsraerest rates. The firms shall find
useful information to conclude as to reasons whynger people, those in low social

classes, and those with low incomes, are the $egstisticated financial consumers.



CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

The purpose of this segment of the research i®termhine how behaviour theory can be
applied to provide insight regarding financial babar. In order to motivate financial
behaviour change, better understanding is neededt &low behaviours are formed and
how to help consumers change undesirable finahelahviours and develop positive ones.
This section also looks at the studies that haes loarried out so far to address research

gaps from the theories put forward so far and énliterature.
2.2 Review of Theories

The theoretical framework used to model consumpéind saving decisions posits that
rational and foresighted consumers derive utilipnt consumption over their lifetimes. In
the simplest format, the consumer maximizes artietexpected utility subject to an inter-

temporal budget constraint.
2.2.1 Modern Portfolio Theory

The choice between the wide varieties of investnadtarnatives to achieve optimal
personal portfolios ushers in the role of moderntfptio theory (MPT). These three
frameworks: lifecycle, MPT and sociological basek veealth holding find wide
application in this discourse. In contrast to tlgalgarian concerns for wealth holding at
the macro level, the focus of studies at the mlekel is on the specifics of personal
wealth portfolios. One such area of interest is #oeumulation/deccumulation of
personal wealth and its underlying determinantse@sfly in the family lifecycle
framework, and more recently sociology. This isallyutied to a second phenomenon
where the academic curiosity is the form in whichalth is held by individuals and
households and its adequacy to support similardatals of living after retirement.
Pioneering micro-level studies of personal wealtrtfplios were an offshoot from
consumption theories that were put forward by welfamancial economists as well as

investment theories of scholars in finance. In tespect, the main consumption theories



include the classical theory by Keynes (1936) witth promulgation that current
consumption expenditure is a stable function ofrenir income; the relative income
hypothesis of Duesnberry (1949) which theorized piemple are concerned with relative
and not absolute consumption and the permanenmi@do/pothesis of Friedman (1956)
which postulated that permanent consumption by woess is determined by their
person’s permanent income. On the other hand, eduthat are cantered on the
investment aspect of personal wealth tend to bermied by modern portfolio theory as
championed by Professor Harry Markowitz.

Informed by finance theory, the seminal paper onTMiy Markowitz (1952) provided
researchers with a set of quantitative tools fespribing how investors should combine
their financial assets to maximize return for aegivisk thus emphasizing on the nature
and mix of wealth held. Research in this field reeg a significant boost in the 1990s
following the compilation and availability of moghand annual return data for typical
assets such as shares in listed companies, bordbousing as well as estimates of
annual inflation rates. A central aspect of MPTthat the enthusiasts proposed that every
investor should hold an optimal portfolio thatusly diversified.

Almost working in parallel, the thrust of studieg &conomists in the latter half of the
20th Century was an attempt to gain insight inte life cycle of household economic
behaviour, namely income, savings, consumption \madlth. These studies examined
personal wealth accumulation and its determinamisthe foundation of saving and
consumption theory. In this line of inquiry, theelicycle hypothesis (LCH ) of

Modigliani and Blumberg (1954) appears to have gairwider acceptance in its
proposition that age is the most important deteamirof a person’s wealth and that it
(wealth) follows a hump-shape to a person’s agingiduring the youthful age, peaking
just before retirement and declining thereafterddrand Modigliani (1963) expands
these works and develops the life cycle hypothekisaving where they test empirical
data to show that savings, a necessary precursgedtih also follows a hump shape to

age.
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2.2.2 Learning Theory

Learning theory evolved most notably with the wofkSkinner who determined that once
the behaviour is associated with a consequencetherha reinforce or punishment, the
likelihood of the action continuing changes. Skinaegued that positive reinforcement and
punishment are not equal; with the former providiogger lasting results and the latter

having negative side effects (Skinner 1953).

Critics of learning theory question the greateremstiic basis of behaviourism over

psychosocial or psychoanalysis theory and thetyhiliexplain complex human behaviours
by only considering the observable and ignoring ithportant roles of cognitions and

emotions (Breger and McGaugh 1965). AdditionalBcduise behavioural experiments often
take place in the laboratory, critics question lesy theory’s application to describing

behaviour that occurs in a social reality (Bandig@y).

Nevertheless, learning theory advanced investiggitiof human behaviour by focusing
attention on the observable, thus emphasizing thpontance of testing behaviour
propositions. It acknowledges the power of preticonditions and the anticipated
consequences, whether positive or negative, inantting people’s actions. Thus, in contrast
to theories that emphasized the power of earlyldpaeent, learning theory emphasizes the
possibility of lifelong learning during which thdirsulus for or the consequences of
behaviours can be altered (Crain 1992; Goldhal@)20

2.2.3 Piaget’s Cognitive Theory

Cognitive theory’s interest is in the cognitive geeses that lie between the observed cause
and its effect on behaviour. From observing thekihig and actions of children, Jean Piaget
argued that what actually elicits a response ik tig# sensitization to the stimulus and how
people think (Byrnes 2008). Central to Piaget'®tiaés his view of how individuals gained
knowledge, arguing that it occurred from interagtifirst physically and then mentally, with
objects. He was convinced that, ‘in order to kndwects, the subject must act upon them,
and therefore transform them. He must displacenecn combine, take apart, and
reassemble them (Piaget, 1983)
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Cognitive theory also hypothesized developmentagest of which there were four

(Goldhaber 2000; Piaget 1983). Each stage is eamstt by the individual and is achieved at
his/her own pace. However, no stage can be skippediting in some individuals never

making it to the final cognitive development stg@rain 1992; Goldhaber 2000; Piaget
1983). It is in the third stage of development ttiat capacities, such as use of logic and
ability to follow rules, are formed. These capasitare essential to making financially sound
decisions. However, it is only in the last stagéiclv may never be achieved, that the
individual develops the ability to think abstracigd manage hypothetical situations (Crain
1992). With the ability to plan ahead and thinlotigh all possibilities, these individuals are
at a greater advantage when it comes to finanew@bsidn making. Memory, or the retrieval

to information, plays an important part (Bruner 898

No single theory provides a comprehensive viewaf financial decisions are made. Each
draws on observable variations in decision makingoffer hypothesized reasons for
differences in the use of information by individualo different degrees and with different
emphases, the combination of theories confirms efm®tional, cognitive, behavioural,
physiological, and cultural forces that shape dmtss Although the most advantageous
decision may be mechanistically evident, individuaing values, misperceptions, fears, and

community shared goals to their decisions.

2.3 Financial Literacy and Personal Financial Management

From a broader perspective, market operations antpetitive forces are compromised
when consumers do not have the skills to manage finances effectively. Informed
participants help create a more competitive, mdfieient market. As knowledgeable
consumers demand products that meet their shod- lang-term financial needs,
providers compete to create products having theachexistics that best respond to those
demands. As concern about financial literacy haseased, so too have the number and
variety of financial literacy training programs apdogram providers, some offering
comprehensive information on savings, credit, andl@ topics for a broad audience
and others tailored to a specific group, such aghyor military personnel, or focused on

a specific goal, such as home ownership or savings.
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Financial literacy training has been mixed. Althbugpme programs, particularly those
having discrete objectives, have succeeded in impgocertain aspects of consumers'
personal financial management such as maintainingpdgage, increasing savings, or
participating in employer-sponsored benefit planproved financial behaviour does not
necessarily follow from increased financial infotioa. The timing and format of

training, as well as human traits such as aversiochange play a role in whether
programs will effect positive change that contrésuto households' long-term financial
well-being. Accounting for all the variables assted with financial literacy training

when, how, and where it is delivered, who is trdirend what information is presented
poses a great challenge for program developerserGikie resources now devoted to
financial literacy training, this is an opportum@e to evaluate the research, identify best
practices, and consider public policy options thatld further the goal of creating more

financially savvy consumers.

2.4 Empirical Review

The empirical results indicate that wealth has sitpe effect on households’ degree of
financial knowledge, even after controlling for bdemographics and removing wealth
endogeneity. In recent years, financial literacy bained the attention of a wide range of
major banking companies, government agencies, -goaés consumer and community
interest groups, and other organizations. Intedegteups, including policymakers, are
concerned that consumers lack a working knowledginancial concepts and do not
have the tools they need to make decisions mostradgeous to their economic well-
being. Such financial literacy deficiencies careeffan individual's or family's day-to-
day money management and ability to save for lengrtgoals such as buying a home,
seeking higher education, or financing retiremémé¢ffective money management can
also result in behaviours that make consumers vaihhe to severe financial crises (Crain,
1992).

Earlier studies indicated that workers were wogfullinformed about their pensions and the
characteristics of their pension plans (Mitcheli3®). Given that most pensions in the past
were defined benefit pensions and workers had tkenfi@v or no decisions about their

pension contributions, lack of knowledge is perhamssurprising.
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Gustman and Steinmeier (2004) compared the typgemsions that workers report they
have whether defined benefit, defined contributema combination of both with the reports
of employers. He found out that only half of oldesrkers are able to correctly identify the
plan they have. Because errors can abound nofrontythe reports of workers but also from
the reports of firms. Gustman, Steinmeier and TEddzat(2007) use different sources of data,
including data from Watson Wyatt, where it is pblsto correctly identify the pension type
from firms’ data. They show that it is workers wli@ most often erroneous and confused

about the type of pensions they have.

A study sponsored by the State of Washington spedsthat surveyed smaller and more
limited samples to assess financial literacy amtsgesidents (Moore, 2003) concluded that
people know the least about financial instrumeSisecifically, most respondents did not
know the inverse relationship between bonds prates interest rates. They were also
uninformed about mutual funds, as many did not kméwat a no-load mutual fund was, or
that mutual funds do not pay a guaranteed ratetofrr. More than one-third did not know
that stocks had returned more than bonds ovemasitddrty years, and many did not know
about risk diversification. Finally, a large fract of these respondents did not understand
interest rates, which was especially troublesomeesia subset of the respondents had

applied for loans.

Similar findings are reported by Agnew and Szykn2005), who devised a financial
literacy survey as part of an experiment held amid-size public university in the
Southeast designed in the spirit of a John HanEawkncial Services Defined Contribution
Plan Survey (2002). Their respondents producedlasimpiatterns: college employees,
tourists, parents of students, and local constrnotvorkers, all knew little about mutual
funds and they could not explain even simple dffiees between stocks, bonds, and
money market mutual funds. This research also woefl conclusions from surveys
conducted by the Employee Benefit Research Institebr example, their survey in 1996
showed that only 55 percent of workers knew thatdd$ernment bonds provided lower

returns over the past 20 years, compared to thetat® market.
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In Europe, Miles (2004) showed that UK borrowersptily a weak understanding of
mortgages and interest rates. The UK Financial iS8&vAuthority also concluded that
younger people, those in low social classes, aodetlwith low incomes, were the least
sophisticated financial consumers. Christelis, éhipand Padula (2005) documented that
respondents in several European nations scoredofofinancial numeracy and literacy

scales.

A Japanese consumer finance survey showed thatofl18dult respondents knew little
about equity and bond investments, and more thé 1&6ked any knowledge of financial
products (OECD 2005). A Korean youth survey in 2@@hducted by the Jump$tart
coalition showed that young Koreans fared no b#tem their American counterparts when
tested on economics and finance knowledge, witht meeeiving a failing grade. Again, a
positive correlation was detected between famigpime and education, and the students’

performance on the financial literacy test (OECO0%).

While financial knowledge is weak, it is also tlese that people tend to be more confident
in their abilities than should be warranted. F®stance, a German survey conducted by
Commerzbank AG in 2003 found that 80% of resporddemére confident in their
understanding of financial issues, but only 42%ld¢@nswer half of the survey questions
correctly (OECD, 2005). Similar patterns obtairthe United States, the United Kingdom,
and Australia. Indeed, consumer overconfidencerdagatheir financial knowledge may be
a deterrent to seeking out professional advice, wWidening the ‘knowledge gap’. While the
low levels of financial literacy are troubling imé of themselves, policymakers are most
concerned because of the potential implicationsfirmncial illiteracy for economic
behaviour. One example is offered by Hogarth, Afmyeand Lee (2005), who
demonstrate that low educated consumers are dmpi@mptely represented amongst the

“unbanked,” those lacking any kind of transactioocant.

Other authors have also confirmed the positivectson between knowledge and financial
behaviour. For example Calvert, Campbell, and $q@005) find that more financially
sophisticated households are more likely to bulyrassets and invest more efficiently.
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Hilgerth, Hogarth, and Beverly (2003) also documanpositive link between financial

knowledge and financial behaviour.

Lusardi and Mitchell (2006) devised a special medur financial literacy for the 2004 HRS.
Adding these types of questions to a large U.Sesus important not only because it allows
researchers to evaluate levels of financial knogédolut also and, most importantly, because
it makes it possible to link financial literacydovery rich set of information about household
saving behaviour. The module measures basic fiabkmowledge related to the workings of
interest rates, the effects of inflation, and theaept of risk diversificationk-indings from
this module reveal an alarmingly low level of fical literacy among older individuals in
the United States (50 and older). Only 50% of redpats in the sample were able to
correctly answer two simple questions about intaass and inflation, and only one-third
of respondents were able to answer correctly tivesequestions and a question about risk
diversification. Financial illiteracy is particulgracute among the elderly, African-American
and Hispanics, women, and those with low educatiacgmmon finding in the surveys of

financial literacy.

Other studies have confirmed the positive associdtetween financial knowledge and
household financial decision making. Hilgerth, Hoigaand Beverly (2003) document a
positive link between financial knowledge and ficah behaviour. Stango and Zinman
(2007) show that those who are not able to coyreeticulate interest rates out of a stream

of payments end up borrowing more and accumul&tingr amounts of wealth

Campbell (2006) has highlighted how household nageg decisions, particularly the
refinancing of fixed-rate mortgages, should be wtded in the larger context of investment
mistakes and their relation to consumers’ finankrawledge. His findings are confirmed
by Bucks and Pence (2008), who examine whether bamers know the value of their
home equity and the terms of their home mortgagbsy show that many borrowers
underestimate the amount by which their interefgisra@an change and that low-income,
low-educated households are least knowledgeablat @ahe details of their mortgages
especially those with adjustable rate mortgagegh€uevidence of biases is provided by

Stango and Zinman (2006) who well document theesyatic tendency of people to
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underestimate the interest rate associated withtreams of loan payments. The
consequences of this bias are important: those wnderestimate the annual percentage

rate (APR) on a loan are more likely to borrow &ss likely to save.

Little is still known about the effects of financadvice and whether it can improve financial
decision-making, but there is some evidence thmaintiial counseling can be effective in
reducing debt levels and delinquency rates (Hiratl Zorn, 2001; Elliehausen, Londquist
and Staten, 2007). Mottola and Utkus (2007) alswige evidence in favour of relying on
professionals to manage financial investments. Tdwegpare the portfolios of individuals
before and after shifting to a professionally mathgccount. Those who shifted are not a
randomly chosen group of the population but, nbedess, the effects are remarkable.
Those who shifted to manage accounts changed abeét allocation dramatically. Most
importantly, their new portfolios did not suffeoin several of the mistakes identified in the
finance literature, such as investing too littlet@s much in the stock market and holding

poorly diversified portfolios (Campbell, 2006).

Garman, Leech and Grable (1996), Joo and Grable0j2€ind that in addition to

adversely affecting individuals, poor financial tens negatively influence productivity
in the workplace. Volpe et al. (2006) surveyed oosge benefit administrators and
identified basic personal finance as a criticalaane which employee knowledge is
deficient. They recommend that educational prograsheuld focus on improving

knowledge of basic personal finance.

Locally, studies done by Nyamute and Monyoncho &@uirveyed Employees of finance
and banking institutions and concluded that thetjwes of those perceived to be financially
literate seem to agree with the current literatbi@wvever survey findings also showed that
even those perceived not to be financially literex@ibit some strong characteristics of
personal financial management implying that propatibrmal college education and

employment environment may not be the only souréi@ancial education.
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2.5 Chapter Summary

Financial literacy surveys in many developed natieghow that consumers are poorly
informed about financial products and practicess Thtroubling, in that financial illiteracy
may stunt peoples’ ability to save and invest &irement, undermining their well-being in
old age. It is also concerning that these defieesnare concentrated among particular
population subgroups - those with low income amd éalucation, minorities, and women -
where being financially illiterate may render themst vulnerable to economic hardship in

retirement.

Given the increased complexity of financial instamnts, the evidence of illiteracy raises the
guestion of whether consumers will appreciate ak@ tadvantage of the opportunities
offered by financial markets or more easily fakkyto scams or unscrupulous brokers. No
studies definitively provides an evaluation of duests of financial education programs and,
without that information, it is not possible to ieste a return on financial education
programs. Moreover, as previous studies show, fewl®yees ever attend education
programs and of those who attend, many do not mbeihaviour, at least in the short run.

While these are drawbacks, financial educationarng cannot be dismissed.

Information and financial knowledge can affect méingncial decisions, not simply saving
for retirement. Moreover, that knowledge may betputise over long periods of time and
should be evaluated in the long run rather thahijushe few months or years after a
program is offered. For example, according to Beimh Garrett and Maki (2001), those
who were exposed to financial education programievir high school were more likely to

save later in life.

Another finding that emerges from both the liter@aton saving and studies on financial
literacy is that there are specific segments ofpihjgulation, those with low education and
low income that save in very different ways thaheotf more educated and affluent
households. It may be important to target thesapgr@nd devise programs that are better
tailored to their needs and barriers to saving.r@he evidence that existing targeted
programs have had some success in increasing sawmogg the poor (Schreiner and

Sherraden, 2007). Recognizing that individuals ggséimited literacy and do not plan for
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retirement brings us inevitably to the issue oftakiss. One such program could be to require

people to acquire some basic financial knowleddesjAa and Lusardi, 2006).
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter presents a blueprint that was usezhiirying out the research. It includes
the research design, target population, samplinghade was used, data collection

instrument and procedure and analysis, interpoetand presentation.
3.2 Research Design

Descriptive research design was adopted as it deedlstermine the level of financial
literacy among KRA staff and how it influences thpersonal financial management.
Descriptive research design utilizes elements & boantitative and qualitative research
approaches to establish the what, where and how giienomenon (Mugenda, 2008).

Descriptive approach was, thus, enable the stukigae its objectives.
3.3 Population

The population of the study was the employees oAKRsed in Nairobi. According to
KRA's Fifth Corporate Plan 2012/13 - 2014/15, thergstatal has 4571 employees with
about 2000 of them in Nairobi.

3.4 Sampling Technique

To ensure that all levels of employees are reptedethe study used stratified random
sampling technique. According to Mugenda (2008jatgted sampling technique is
advantageous since it enables variability withimatst to be minimized in case of
heterogonous population.

Thus, the goal of stratified random sampling ia¢bieve the desired representation from
various sub-groups in the population. Stratifiechgbng technique has the advantage
allowing the use of different sampling techniques different subpopulations, hence,
improves the accuracy of representation. The poipulavas stratified into different job

groups from which a sample size of 100 employeesseected.
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Table 3. 1: Population and Sample Size

Sections Population (Frequency) Sample Ratio  Sample
Heads of Departments 13 0.39 5

Top level Managers 50 0.20 10
Middle level Managers 250 0.08 20
Supervisors 680 0.044 30

Low level Staff 1007 0.035 35

Total 2000 0.05 100

3.5 Data Collection Procedure

The study wused primary data collected from semiestired questionnaires.
Questionnaires were adopted by the study as theysaful in obtaining objective data
since the respondents are not manipulated in any b the researcher. The

guestionnaire had both closed and open ended gquossti

The closed (structured) questions sought to etlaita that could be analysed using
guantitative measures while the open (unstructucpegstions provided data that is
gualitative in nature. The questionnaires was athtared on a ‘drop and pick later’
technique. The researcher made frequent visits @rahe calls where necessary to

remind the respondents to fill-in the questionraire
3.5.1 Data Validity and Reliability

The research instrument was pre-tested on 10 emedoyf the treasury since they form a
sample outside our target respondents to estaldisfalidity and reliability. To establish
the validity of the research instrument the regdeaught opinions of experts in the field
of study. This facilitated the necessary revisiamd anodification of the research
instrument thereby enhancing validity. Cronbachh@lused to test the reliability of the
research instrument. The value gotten was compaithdAlpha value of 0.7. After the
pilot study the main survey followed. This pre ilegtwas done immediately after the

project approval.
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3.6 Data Analysis

The completed questionnaires were edited for commpdss and consistency. Qualitative
data resulted from efforts to respondents’ divergerews on personal financial
management as they were not limited by choicesn{iadve data was analysed using
descriptive statistics while qualitative data wasalgsed using content analysis.
Quantitative data was coded and entered into 8tafisPackages for Social Scientists
(SPSS Version 17.0).

Analysis was, then, be based on descriptive statidDescriptive statistics involves the
use of absolute and relative (percentages) fregegnmeasures of central tendency and
dispersion (mean and standard deviation respeglivéhe study also used multiple
regression analysis to establish the relationskipvéen financial literacy and personal
financial management using the variables highlightethe background of this study in

chapter one.

The regression analysis was done using the muliipdar regression model. This model
was used following Markowitz (1952) usage to detaemthe Capital Market Line
(CML) which represents the risk-return trade offtive capital market during portfolio
analysis. Lusardi and Mitchell (2006) also usedriuslel to study the effects of financial

literacy on the consumption or saving decisionsaafseholds.

The model’s significance was tested using anabysisariance (ANOVA) test conducted
at 95% confidence leveb (< 0.05). T-test significance was further, test tlgmisicance

of the variables included in the model. Since we @ealing with samples we cannot
say we are 100% certain that the difference &etwthe sample and the population is
significant.

Y = Bo + PrX1 + PBaXo + PaX3 + PaXs + €

Whereby:Bo is regression constarntjs error term from regression model significarfte;

to B4 are regression coefficient;
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Y is the financial management score calculated has ihdex of items in financial
management practice scale and was the averageeondividual scores of the 100

employees sampled.

X1 is the investment/savings literacy index calculdtem its scale;

X3 is the retirement literacy index calculated fragtirement/pensions scale;
X3 is Tax return/insurance literacy index calculdredn its scale; and,

X4 is credit and other liabilities literacy index calated from its scale.
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CHAPTER FOUR
DATA PRESENTATION AND ANALYSIS

4.1 Introduction

This chapter covers the data presentation and sinalyhe main objective of the study was to
investigateeffect of financial literacy on personal financi@anagement on Kenya revenue
authority employees in Nairobi. The reliability thle data collected for the study was determined
through ascertaining the reliability of the questiaires used in data collection. The target
population was2000. Sample size was 100 respondents from the &Karyenue
Authority. Out of 100 questionnaires issued, 85 avé@led and returned making a
response rate of 85%.ccording to Mugenda and Mugenda (1999), a respoate of 50% is

adequate for analysis and reporting; a rate of B0&ood and a response rate of 70% and over is

excellent, so from Mugenda (1999), the responseexesllent.

4.2: Data presentation

4.2.1 Demographic Information-Gender

Figure 4. 1: gender

Source: Author, 2013
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The researcher determined gender of the respondéregdindings of the study indicated
that the dominant group are the male who accoufited62.4% and their female
counterparts accounted for 37.6%. On gender, titgnigs of the study showed that there
are gender disparities.

4.2.2 Demographic Information-Age bracket of the respondents

Figure 4. 2: Age

Source: Author, 2013

Figures above are from the study findings of theeaecher on the age bracket of the
respondents. It can be revealed that most partitspare aged between 31-34
representing 49.4 % followed by 30.6% who were dgetiveen 35-40 years. The study
further reveals that 7.1% of the respondents wetevden age brackets of 41-44, 7.12%
were aged between 25-30, 3.5% between 45-50 yedr2.4% of the participants were

aged 51 and over. It can therefore be observed finenfindings of the study that most of

respondents were aged between 31-34 years.

The research findings show that most respondents aged between 31-34 years hence
less worried about retirement as they are stillafaay from the statutory retirement age
of 60 years
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4.2.3 Demographic Information-Duration of Employmer.

Figure 4.3: Duration of Employment at KRA
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Source: Author, 2013

Figure 4.3 presents duration worked at the KenyaeRge Authority. According to the
study findings most respondents indicated that tieye worked in KRA for between 6-
10 years and accounted for 52.9% followed by 30v@% have worked for between 11-
15 years while 5.9% have worked in Kenya Revenuthétity for more than 16 years.
The study further reveals that some participante haorked for less than 5 years and
accounted for 10.6%. The findings of the study ¢fme showed that majority of

respondents worked in KRA between 6-10 years.
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4.2.4 Demographic Information-Level of Education.

Figure 4.4: Education Level

Source: Author, 2013

The study also found it of importance to determthe level of education of the
participants. The results of the findings in figut.4 reveal that most respondents are
university graduates accounting for 74.1% while3¥%.indicated that they had college
diplomas or certificates and 10.6% of the respotsdemrre post graduates.

The findings of the study show that the resporglead reasonable education to execute
the roles assigned to them effectively and effityerand make prudent financial
decisions.
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4.2.5 Demographic Information-The Current KRA Grade

Figure 4.5: The Current KRA Grade
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Source: Author, 2013

The study further determined the current KRA gradehe respondents. Figure 4.5
shows the results of the findings. Most Participantere KRA 7 and above who

accounted for 62.4% followed by 21.2% who were leevKRA 5-6 while 10.4% and

5.9% were between KRA 3-4 and below 3 respectiviélgan therefore be deduced that
most respondents were of the grade KRA 7 and above.

From the sampling technique in chapter three, tpulation and sample size shows that
KRA 7 and above represents the supervisors andeloe¥ staff, KRA 5-6 are the middle
level management, KRA 3-4 are top level managers lm#low KRA 3 are heads of
departments. Sampling across grades of employesgonachieve responses across the
employees in terms of their seniority hence inageasclusiveness and increase

objectivity of the research.

4.2.6 Extent of Respondent Knowledge on financial literacy.

The respondents were asked to indicate the exfditei@cy in the following aspects of
financial management in a five point Likert scdlbe range was ‘very great extent’ (5),
‘not at all/applicable’ (1). The scores of ‘notadf and ‘to a less extent;” have been taken
to present a variable which had an impact to a lsexaént (S.E) (equivalent to mean
score of 0 to 2.5 on the continuous Likert scalg<;8.E <2.4).
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The scores of ‘to a moderate extent;’ have beleent#o represent a variable that had an
impact to a moderate extent (M.E.) (equivalent tm@an score of 2.5 to 3.4 on the
continuous Likert scale: XBA.E. <3.4). The score of ‘great extent; and vergagr
extent’ have been taken to represent a variablelwhad an impact to a large extent
(L.E.) (equivalent to a mean score of 3.5 to 5.0acrontinuous Likert scale; 34..E.
<5.0). A standard deviation of >1.5 implies a siigant difference on the impact of the

variable among respondents.
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4.2.7 Aspects of Financial Management

Table 4. 1: Financial Management

Descriptive Statistics

portfolio theory.

Std.

Mean | Deviation
| know what | want to accomplish, financially. 85 3.65 1.202
I have fully outlined my financial objectives onpgeat 85 3.71 137
| maintain a current list of my assets and lialeiit 85 3.64 1.010
Holding a strong cash position is necessary foffimgncial 85 3.55 .681
pursuit
| systematically save for life’'s eventualities i jears’ time off 85 3.67 .697
more.
| understand all the benefits that are availablméoat KRA 85 3.55 919
| am satisfied with my present rate of savings iavéstment |85 3.87 .338
accumulation.
| feel that maximizing tax efficiency in my invesémt portfolio] 85 3.67 .762
is essential.
| am satisfied with the performance of my investiseyutside | 85 3.61 .832
of my retirement saving plans
A disciplined approach to re-balancing my investmswery |85 3.48 .995
important.
| am a member of a KRA'’s pension plan that proviaésquatq 85 3.58 931
pension upon retirement.
| have determined how much income | can expect on 85 3.61 .818
retirement.
I am fully aware of the impact of inflation on mytéire 85 3.42 1.062
retirement income.
My current investment portfolio design employs mwode 85 3.94 542

Source: Author, 2013

The researcher determined the aspects of finahtgmhcy of the respondents. The

respondents were requested to indicate their viewshe financial literacy aspects

indicated. Most of the respondents indicated timaleéd to a great extent financial
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literacy affects financial management on the Kemexeenue authority as shown by means

and standard deviations.

For example on the following aspects: My curremestment portfolio design employs
modern portfolio theory. (X=3.94, S.D=.542), i amatisfied with my present rate of
savings and investment accumulation. (X=3.87, 3B8), know what to accomplish,
financially (X=3.65, S.D=1.202), i have fully outed my financial objectives on
paper(X=3.71, S.D=.737), i systematically savelif@’s eventualities in 10 years’ time
or more. (X=3.67, S.D=.697), i feel that maximizitax efficiency in my investment
portfolio is essential. (X=3.67, S.D=.762), | knevihat | want to accomplish, financially
(X=3.65, S.D=1.202), i have determined how mucloine i can expect on retirement.
(X=3.61, S.D=.818), i am a member of a KRA’s pensplan that provides adequate
pension upon retirement. (X=3.58, S.D=.931). Thelgtfurther revealed some of the
respondents were to a moderate extent as it camdwen by mean= 3.42, and standard
deviation=1.062.

It can therefore be concluded from the findingshef study that the respondents were ‘to

a great extent’ on the aspect of financial literacy
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4.2.8 Retirement Plan

Table 4. 2: Retirement Plan

Descriptive Statistics

support my needs in the event of a major illness

Std.
N Mean Deviation

I maximize my retirement/pension contributions egeér. 85 1.93 431
| want to help build a vision of my retirement Bfgle 85 1.84 .508
| know what income | would need if | were unablentork 85 1.91 294
due to an accident or severe illness
In the event of a prolonged disability, | know htomg | 85 1.95 375
could survive on my present savings.
| have fully understood the government disabilignéfits’ 85 2.00 378
alternative source of income in the event of arreoéd
disability.
| have an alternative source of income in the evéan 85 2.05 .554
extended disability.
| feel confident that the present health care systan 85 2.04 .566

Source: Author, 2013

Table 4.2 shows the study findings on retirememtekbie plan. According to the results

most respondents were ‘to a less extent’ on tlegirement plan. For instance on X=2.04,
S.D=.566, X=2.05, S.D=.554, X=2.00, S.D=.378. Thelg also revealed that some of

the participants said not at all or don’t applyirezhent plan in that matter as shown by

the means and standard deviations above.

For example; In the event of a prolonged disabilitgnow how long | could survive on

my present savings. (X=1.95, S.D=.375), i maxinmgeretirement/pension contributions

each year. (X=1.91, S.D=.294), i know what incomeould need if i were unable to

work due to an accident or severe illness (X=124=.397) and also on i want to help

build a vision of my retirement lifestyle (X=1.88,D=.508).
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The study findings indicate that most responderdgated ‘not at all’ on their retirement

plans.

4.2.9 Estate Planning

Table 4.3: Estate Planning

Descriptive Statistics

plan

Std.
N | Mean | Deviation

| have a will 85| 221 125
| understand what a trust is 85| 1.92 277
Estate planning is important to me 85| 2.15 .681
Having estate planning leave me peace of mindaviére to pass | 85| 1.98 672
away
| understand the available government death benefit 85| 2.06 542
All of my beneficiary/guardian designations aretoplate 85| 2.07 .552
I understand how taxes will be applied to my estate 85| 2.06 446
My executor is familiar with the location of my Wwand estate 85| 2.04 .645

Source: Author, 2013

The study sought to establish on the estate plgrfmam the respondents. The findings

of the study were computed in a table to show élselts. According to the findings most

respondents were to a less extent on their regpestfate planning. Means and standard

show this results as by:- i have a will (X=2.21D$§.725), estate planning is important to

me (X=2.15, S.D=.681), all of my beneficiary/guamidesignations are up to date

(X=2.07, S.D=.552), i understand the available gorent death benefits(X=2.06,

S.D=.542), i understand how taxes will be appl@diy estate(X=2.06,S.D=.446), and

on the executor being familiar with the locatiomoy will and estate plan (X=2.04,

S.D=.645)

On whether estate planning leaves me peace of rhindere to pass away, (X=1.98,

S.D=.672), i understand what a trust is (X=1.9D=8277).
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From the findings of the study it can be therefdepicted that most of the respondents
were ‘to a small extent’ on the estate planningisTheans that fewer respondents do

practice these financial management aspects.
4.2.10 Credit and Other Liabilities
Table 4.4: Credit and Other Liabilities

Descriptive Statistics

Std.
N |Mean| Deviation

| pay off the full credit card outstanding amouwneey month | 85 | 2.25 .554
| pay my mortgage and hire purchase installmentsnoa 85 | 1.89 409
every month
Personal loans offer by financial institutionsie tmarketis g 85 | 2.18 .862
convenient tool for me to use- | can borrow for aagson at
any point of time

Source: Author, 2013

The respondents were requested to indicate ont@ediother liabilities if they effect on

the financial literacy. The results of the findirege presented in table 4.4.

According to the findings, most participants wete a less extent’ on financial
management practices relating to liabilities anaeotcredit facilities followed by those
who were ‘not at all’ on Personal loans offer biyaficial institutions in the market is a
convenient tool for borrowing for any reason at goynt of time. This is as per the mean
2.18 and standard deviation of .862. It can beefbee concluded according to the
findings of the study yes indeed most respondemet$oaa less extent literate on the credit

and other liabilities aspects of financial manageine
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4.2.11 Insurance Cover

Table 4. 5: Insurance Cover

Descriptive Statistics

in the market

Std.
N | Mean | Deviation

| do not have any insurance 85 | 2.04 .586
| have enough insurance to ensure that if | wepass away of 85 | 2.12 .586
become sick or be disabled, my family and | woudd suffer
financially or be financially disabled
Currently | have life insurance but no other typénsurance 85 | 2.09 570
i.e. health or critical illness, personal accidemtinsurance on
my properties such as car and house
| can distinguish the different types of insurapoécies offer | 85 [ 1.89 489

Source: Author, 2013

Table 4.5 shows the study findings of the studyh@ninsurance cover. It can be observed

that most participants were ‘to a less extent’ he view that insurance literacy effects

their financials as shown by means and standardchtilmv (X=2.04, S.D=.586) on not

having any insurance cover, (X=2.12, S.D=.586) awirig enough insurance to ensure

that if i were to pass away or become sick or Isalled), the family not suffering

financially or be financially disabled, (X=2.09,05:.570) on having life insurance but no

other type of insurance and some participant wirea‘moderate extent’ as shown by

mean (X=1.89, S.D=.489) on distinguishing differges of insurance policies offer in

the market. So it can be deduced that most resptsmdecre ‘to a less extent’ on the

aspect of insurance literacy.
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4.2.12 Tax Return

Table 4.6: Tax Return
Descriptive Statistics

N Mean | Std. Deviation|

| manage my own taxes 85 2.69 .655
| utilize the various tax relieves/rebate that | antitled 85 2.74 .639
to when | am filing in my tax return

Source: Author, 2013

The researcher further determined practices rglatntax planning by the respondents.
The results were computed and tabulated in talBleThe findings of the study indicated

that most respondents in the study were ‘to a naddegxtent’ as it can be shown by
means and standard deviations. For instance amingjlthe various tax relieves/rebate

that i am entitled to when i am filing in my taxtuen (X=2.74, S.D=.639), mmanaging

my own taxes (X=2.69, S.D=.655). On the tax retaost respondents are ‘to a moderate
extent’ as shown by the study findings.

4.2.13 Personal Financial Management

The respondents were asked to indicate their par$mancial Management practices in
the following aspects of financial management sixapoint Likert scale. The range was
‘always (6)’ not at all/applicable; ‘(1). The sceref ‘not applicable ‘and’ never; '
have been taken to present a variable which haingact to a small extent (S.E)
(equivalent to mean score of 0 to 2.5 on the cowtiis Likert scale ;(9S.E <2.4). The
scores of ‘rarely and sometimes;’ have been takerepresent a variable that had an
impact to a moderate extent (M.E.) (equivalent tmean score of 2.5 to 3.4 and 3.5 to
4.4 on the continuous Likert scale: 2\B.E. <4.4). The score of ‘usually; and always’
have been taken to represent a variable which hamnpact to a large extent (L.E.)
(equivalent to a mean score of 3.5 to 6.4 and @ordinuous Likert scale; 35L.E.
<6.4). A standard deviation of >1.5 implies a shigant difference on the impact of the

variable among respondents.
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4.2.14 Financial Management Practices

Table 4. 7: Financial Management Practices

Descriptive Statistics

Std.
N Mean | Deviation
| pay my credit card bills in full each month 85 2.87 .338
| pay my rent/mortgage in full and on-time 85 3.53 1.007
| pay my utilities (water, electric) in full and @me 85 3.71 784
I max out or go over the limit on my credit card(s) 85 3.86 467
| spend more in a month than | earn 85 3.56 .969
| use alternative sources of credit (e.g. shy-leckler) 85 3.66 .867
My account has a positive balance at the end offniveth 85 3.86 515
| balance my credit/debit account each month 85 3.86 .580
| have checks returned because of insufficient $uibdunced checky 85 3.32 1.217
| have taken overdrafts 85 3.72 .781
| have a daily, weekly or monthly budget that Idaf 85 3.91 426
| set aside some money each month for savings 85 3.81 .587
| am a respected member of a SACCO(s) 85 3.79 674

Source: Author, 2013

The researcher also found it important to deterntiveefinancial management practices

of the respondents. Most of the respondents inglicitat they sometimes have prudent

financial management practices as shown by the snead standard deviations in table

4.7. For example on paying rent/mortgage in fultl an-time (X=3.53, S.D=1.007),
having a daily, weekly or monthly budget that ildat (X=3.91, S.D=0.426), setting

aside some money each month for savings (X=3.81-®587), paying utilities (water,
electric) in full and on-time (X=3.71, S.D=0..784)aying my credit card bills in full

each month (X=2.87,S.D=0.338), using alternativeses of credit (e.g. shy-lock lender)
(X=3.66,S.D=.867), spending more in a month thearn (X=3.56,S.D=0.969) and those
who were respected members of SACCO(s) (X=3.79,8.68%4). The results therefore

conclude that most participants sometimes practigedient financial management.
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4.2.15 Correlation analysis

Correlation analysis on the effect of investment/sangs literacy, retirement literacy,
Tax return/insurance literacy and credit and otherliabilities literacy on the personal

financial management
X1 is the investment/savings literacy index calcudtem its scale;
X3 is the retirement literacy index calculated fragtirement/pensions scale;
Xz is Tax return/insurance literacy index calculdtedn its scale; and,
X4 is credit and other liabilities literacy index calated from its scale.

The correlation matrix in Table 4.8 indicates tmestment/savings literacy is strongly
and positively correlated with personal financiakmagement as indicated by a

correlation coefficient of 0.618.

Further the matrix also indicated that retirem#atacy is also positively correlated with
personal financial management as indicated by &iceat of 0.764. The correlation

matrix further indicates that Tax return/insuratiteracy is also strongly and positively
correlated with personal financial management ascated by a coefficient of 0.784.
Credit and other liabilities literacy showed thghest correlation with personal financial

management as indicated by a strong correlatiofiiceat of 0.818.
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Correlation Coefficients between investment/savingditeracy, retirement literacy,
Tax return/insurance literacy and credit and other liabilities literacy and personal

financial management

Table 4.8: Correlation Coefficients

investment/ retirement Tax credit and personal
savings literacy return/in other financial
literacy surance liabilities  management
literacy literacy

investment/savings 1

literacy

retirement literacy 0.902 1

Tax 0.689 0.847 1

return/insurance

literacy

credit and othe  0.847 0.684 0.739 1

liabilities literacy

personal financia  0.618 0.764 0.784 0.818 1

management

4.2.16 Regression Model Summary

Regression Model Summary of the Effect of investifsawings literacy, retirement
literacy, Tax return/insurance literacy and creaiitd other liabilities literacy on the

personal financial management.

From the results shown in table 4.10, the modelsha goodness of fit as indicated by
the coefficient of determination fRwith a value of 0.94671. This implies that the
independent variables investment/savings literacsgtirement literacy, Tax

return/insurance literacy and credit and otherilitaéds literacy explain 94.67 percent of

the variations of the personal financial management

The study therefore identifies investment/savingerdcy, retirement literacy, Tax
return/insurance literacy and credit and otheriliigds literacy as critical factors for
personal financial management. It further revelads the interactions of the four factors
create an impetus for personal financial manageswtess and KRA employees should

therefore adopt strategies to enhance these feasar
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Table 4. 9: Coefficients

Unstandardized Standardized

Coefficients Coefficients

B Std. Beta t Sig.

Error

(Constant) 13.019 0.457 2421 0.031
investment/savings 0.034 0.057 0.006 0.034 0.098
literacy
retirement literacy 0.189 0.341 0.086 0.931 0.054
Tax 0.065 0.187 0.046 0.34 0.076
return/insurance
literacy
credit and othe 0.611 0.173 0.432 3.321 0.005

liabilities literacy

As per the R generated table above, the Bo=+ BiX1 + BoaXo + BaX3 + PaXs + &
become:

Y = 13.019+ 0.034 (X + 0.189 (%) + 0.065 (%) + 0.611 (%) + &

Thepi’s in the above equation represent the estimadedrpeters.

Where; Yi=Personal financial management

B =regression weight

¢ = representing the error term

X1 is the investment/savings literacy

X3 is the retirement literacy

X3z is Tax return/insurance literacy

X4 is credit and other liabilities literacy
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According to the regression equation establishedjng all factors into account
(investment/savings literacy, retirement litera€gx return/insurance literacy and credit
and other liabilities literacy, personal financrabnagement will be 13.019. The data
findings analyzed also shows that taking all otinelependent variables at zero, a unit
increase in the investment/savings literacy wikhdeto a 0.034 increase in personal
financial management in KRA employees; a unit iaseein retirement literacy will lead
to a 0.189 increase in personal financial managemanunit increase in Tax
return/insurance literacy will lead to a 0.065 ewse in personal financial management; a
unit increase in credit and other liabilities lgey will lead to a 0.611 increase in personal

financial management in KRA employees.

The Standardized Beta Coefficients give a measiutteeacontribution of each variable to
the model. A large value indicates that a unit geaim this predictor variable has a large
effect on the criterion variable. The t and Sig yp)ues give a rough indication of the
impact of each predictor variable — a big absolwalue and small p value suggests that

a predictor variable is having a large impact anchterion variable.

At 5% level of significance and 95% level of comicte, investment/savings literacy had
a 0.034 level of significance, retirement literdad a 0.189 level of significance, Tax
return/insurance literacy had a 0.065 level of ificgnce and credit and other liabilities

literacy had a 0.611 level of significance.

Table 4.10: Regression Model Summary

Model Summary

Model R R Square Adjusted R  Std. Error of the
Square Estimate
1 0.84987 0.94671 0.85471 0.7546

Predictors: (Constant), investment/savings literacyetirement literacy, Tax

return/insurance literacy and credit and otherilitzds literacy
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4.2.17 Chi-square test of the personal financial nmagement

The study determined the significance differencevben the observed and the expected

aspects of personal financial management assumung gariances.

Table 4. 11:personal financial management

Value df Asymp. Sig
(2-tailed)
Pearson 8.564 14 .031
Chi-square
Likelihood Ratio 6.954 14 .031
Linear-by-linear 0.067 1 761
Association

No of valid cases 19

The fact that the Pearson chi-square value undsyi¥. Sig" is 0.031 and less than .05
indicates that personal financial management of KR#ployees during the period under
study is dependent. In general this means thatwarthwhile to interpret the results in
the table. In this particular case it means thasg®al financial management among
employees is not distributed similarly across dgitine period under the study. In other
words, employees that had good financial literayorded significant personal financial

management as opposed to those that had no effilitéincial literacy.
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4.3 Summary and interpretation of findings

On gender the findings of the study showed thatettere gender disparities hence
deducing that there may be need to address theparities for different findings on the
effect of financial literacy on personal financrmnagement. This is important since the
risk averseness of male respondents differs frandhtheir female counterparts.

Most respondents were aged between 31-34 yearg esgworried about retirement as
they are still far away from the statutory retirernage of 60 years. The impact of the age
distribution of the respondent can be seen ondbpanses to certain aspects of financial
aspects like the retirement planning which showed the respondents were to ‘a lesser

extent’ literate.

The findings of the study show that the respondbatsreasonable education to execute
the roles assigned to them effectively and effityerand make prudent financial
decisions. This is important for this study as tespondents’ level of education

eliminates the bias of uneducated respondents.

On the aspect of retirement planning, the studgifigs indicate that most respondents
indicated ‘not at all’ on their retirement plansdagepicted that most of the respondents
were ‘to a small extent’ on the estate planninge Tésearch findings also indicated that
most participants were ‘to a less extent’ on finahmanagement practices relating to

liabilities and other credit facilities

On Financial Management Practices that includedngeay of rent/mortgage in full and
on-time, having daily, weekly or monthly budgetttisafollowed and saving some money
at the end of the month, the results showed that pparticipants sometimes practiced

prudent financial management.

The correlation matrix in indicates that investnisstings literacy is strongly and
positively correlated with personal financial maeagnt, that retirement literacy is also
positively correlated with personal financial maeamgnt, that tax return/insurance

literacy is also strongly and positively correlateith personal financial management and
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Credit and other liabilities literacy showed thghest correlation with personal financial

management.

The regression model summary shows a goodnessax findicated by the coefficient of
determination (B with a value of 0.94671. This implies that theépendent variables

investment/savings literacy, retirement literacgx Treturn/insurance literacy and credit
and other liabilities literacy explain 94.67 percai the variations of the personal

financial management.

The study therefore identifies investment/savingsrdcy, retirement literacy, tax
return/insurance literacy and credit and otheriliigds literacy as critical factors for
personal financial management. It further reveladg the interactions of the four factors
create an impetus for personal financial manageswtess and KRA employees should
therefore adopt strategies to enhance these feasar

According to the regression equation establishedjng all factors into account
(investment/savings literacy, retirement literatax return/insurance literacy and credit
and other liabilities literacy, personal financrabnagement will be 13.019. The data
findings analyzed also shows that taking all otinelependent variables at zero, a unit
increase in the investment/savings literacy wikhdeto a 0.034 increase in personal
financial management in KRA employees; a unit iaseein retirement literacy will lead
to a 0.189 increase in personal financial managemanunit increase in tax
return/insurance literacy will lead to a 0.065 e®se in personal financial management; a
unit increase in credit and other liabilities lgey will lead to a 0.611 increase in personal

financial management in KRA employees.

The Standardized Beta Coefficients gave a meaduileeacontribution of each variable

to the model. A large value indicated that a uhénge in this predictor variable has a
large effect on the criterion variable. The t angl @) values gave a rough indication of
the impact of each predictor variable, a big altsotwalue and small p value suggests

that a predictor variable is having a large impacthe criterion variable.
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At 5% level of significance and 95% level of comdite, investment/savings literacy had
a 0.034 level of significance, retirement literdad a 0.189 level of significance, Tax
return/insurance literacy had a 0.065 level of ificemce and credit and other liabilities
literacy had a 0.611level of significance.

The fact that the Pearson chi-square value undsyrtyy. Sig" is 0.031 and less than .05
indicates that personal financial management of KiR#ployees during the period under
study is dependent. In general this means thatwarthwhile to interpret the results in
the table. In this particular case it means thasg®al financial management among
employees is not distributed similarly across dyitine period under the study. In other
words, employees that had good financial literamyorded significant personal financial

management as opposed to those that had no effilitéincial literacy.

It can be therefore concluded from the findingshef study that the respondents were ‘to
a great extent’ on the aspect of financial literabye findings concur with Nyamute and

Monyoncho (2008) who surveyed on Employees of foeaand banking institutions and

concluded that the practices of those perceivedetdinancially literate seem to agree
with the current literature. However their survaydings also showed that even those
perceived not to be financially literate exhibitne® strong characteristics of personal
financial management implying that probably, forroallege education and employment

environment may not be the only source of finanedlcation.

These results on retirement planning, estate phgnand financial management practices
may be as a result of failing to have financial @dion in high school as shown by
Bernheim, Garrett and Maki (2001), who argue thasé who were exposed to financial
education programs while in high school were mdkely to save later in life. They
further argue that recognizing individuals who assslimited literacy do not plan for
retirement which brings inevitably to the issuenustakes. One such program could be to

require people to acquire some basic financial kedge (Alesina and Lusardi, 2006).

The research findings correlation matrix in indiegtthat investment/savings literacy is
strongly and positively correlated with personalaficial management, that retirement

literacy is positively correlated with personal dntial management, that tax
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return/insurance literacy is strongly and positjvebrrelated with personal financial
management and that credit and other liabilitiésrdicy is positively correlated with
personal financial management is in line with eartudy findings which confirmed the
positive association between knowledge and finarbzhaviour. For example Calvert,
Campbell, and Sodini (2005) find that more finaligigophisticated households are
more likely to buy risky assets and invest morackintly. Hilgerth, Hogarth, and

Beverly (2003) also document a positive link betwéaancial knowledge and financial

behaviour.
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CHAPTER FIVE
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Summary

The objectives of the study were to establish évellof financial literacy and determine
the effect of financial literacy on personal finesicmanagement on Kenya revenue

authority employees in Nairobi.

Descriptive research design was adopted for thidystThe population of the study was
the employees of KRA based in Nairobi which congaief 2000 employees. To ensure
that all levels of employees are represented, tindysused stratified random sampling
technique. The study used primary data collectech fsemi-structured questionnaires.
Quantitative data was analysed using descriptiatisits while qualitative data was
analysed using content analysis. Quantitative dais coded and entered into Statistical
Packages for Social Scientists (SPSS Version 1A@alysis was, then, based on
descriptive statistics. Multiple regression anay& establish the relationship between

financial literacy and personal financial managehusig the variables

From the study findings, on gender issues maleoredgnts are the dominant group than
their female counterparts and many of them ageddmt 31-34 years. On the duration
for employment, most respondents have worked beivée20 years and many of the
participants are university graduates. On the KR#&dg, most respondents were in KRA
grade 7 and above (supervisors and low level saaffprding to the study findings.

The findings showed that on the aspects of findritexacy, the respondents were ‘to a
great extent’ literate and aware that they affemspnal financial management. On the
level of literacy and the effects of retirementndand the results of the findings revealed
that most participants were ‘to a less extenttdite and consider it less important. On the
effects of estate planning, the respondents wera fess extent literate’. On aspects on
credit and other liabilities where the respondevese ‘to a less extent’ literate and on the

insurance cover, the findings revealed that padici were ‘to a less extent’ literate. On
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the tax return the respondents were ‘to a modertEnt literate and on the financial

management practices, the respondents indicatgdtimeetimes practice them.

5.2 Conclusions

One of the objectives of the study was to deterntime financial literacy of the
respondents. According to the findings of the stutdgan be concluded that surely the
participants were ‘to a great extent’ that finahditeracy indeed affects personal

financial management among the Kenya Revenue Aityremployees.

The researcher also sought to establish effectetoEment plan on personal financial
management. The results of the findings conclude rtiost participants consider it ‘to a
less extent’ as important. This could be due tcatipe distribution of the respondents who

were mostly aged between 31-34 years hence viesgilirgment as far.

The study findings further sought to establish Whetestate planning affects personal
financial management. The results conclude thabntgjof the respondents were ‘to a
less extent’ aware if this is so. This is becausaricial literacy deficiencies can affect an
individual's day-to-day money management and gliitsave for long-term goals.

From findings of the study on credit and otheriliibs, the results also conclude that the
respondents were ‘to a less extent’ literate dygotar financial decisions. This can affect

savings and financial stability or independence.

The researcher sought to establish what the effettgisurance cover are on the
respondents. The findings conclude that majoritgicdated that it affects ‘to dess
extent’. This could be due to lack of specific ealimn programs on this aspect of

financial management.

The study also determined effects of tax plannimngersonal financial management. The
results concluded that it moderately affected psakbnancial management while on the
financial management practices; the respondentsatetl that they sometimes apply

them in their personal financial management.
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5.3 Policy recommendations

From the research findings, it is recommended financial literacy training programs

and program providers should offer comprehensif@nmation on savings and credit.

The study further recommends that borrowers shplald on their expenditure habits and
meeting of obligations so as not be financiallyabled by the magnitude of interest rates

changes.

Due to the increase of financial literacy, the gtstecommends to have the number and
variety of financial literacy training programs apdogram providers increased with
some offering comprehensive information on saviagsl, credit.

On estate planning, it is recommended that theoredgnts should be trained on how they

can run their day-to-day money management andytulisave for long term goals.

The study finally recommends that consumer’s shdaddgiven skills to manage their
personal finances effectively so that to create aremcompetitive and efficient

consumption and savings market

The study found out that most respondents indicatedat all’ on their retirement plans.
These results may be as a result of failing to Hanancial education in high school as
shown by Bernheim, Garrett and Maki (2001), whaiarthat those who were exposed to
financial education programs while in high schoergymore likely to save later in life. It
is therefore important to have deliberate finan@dlcation programs for retirement
planning for all staff regardless of their ages a@ngossible from early ages in high
school.
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5.4 Limitations of the Study

The research was met with various challenges whbeducting the research that included
some of the respondents not free to give persarfaimation as they considered it of
private nature and sometimes of competitive impmea Naturally people feel that
revealing information that shows inadequacies @&irtpersonal management aspect can
be embarrassing especially where they are not edsof confidentiality. Some
respondents may have felt that the information @w tvell they know certain aspects of
financial management and exploit for financial gaias to important to share in the
guestionnaires hence some respondents may have bb@sed or dishonest in their

answers.

The research having been limited to only employgd&RA in Nairobi had limitations in
terms of the limited location of employees who rbaymore being in the city with its
many financial challenges and the findings also matybe necessarily applicable to

other organizations.

Since more respondents from across the countrydwvoale been essential to increase
the representation of the KRA team in this studgl m allow for better reliability and
consistency of the information given, a lot of timed finances were needed to collect
information from the respondents. Time and finahlkbmitations made it impractical to

include more respondents in the study.

The study also was carried out at a specific paitime which in mid May 2013. The
limitation is that the study does not capture tharicial literacy levels of the respondents
and their financial management practices over mg@eaf time. This is important since

rational consumers have changing knowledge lepetderences over a period of time.

5.5 Suggestions for further studies

This study focused on the effect of financial btey on personal financial management

on Kenya Revenue Authority employees. It is theefoecommended that similar
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researches should be replicated in other orgaorzatnd the results be compared so as
to establish whether there is consistency on eféécfinancial literacy on personal

financial management among respondents in thewsnoganizations.

Many strategies on financial literacy aimed atueficing the effects of financial literacy
on personal financial management do not realizeebepl results because of many
reasons. It would be interesting to conduct studiploring implementation of the
strategies and to find out the impact of the vagiboancial literacy programs in place in
KRA and other organizations in the area of finahidieracy and personal financial

management.

It is also recommended that similar studies to dnis on respondents be carried out over
a period of time. This is important in order to wap their financial literacy levels and
financial management practices over a period oé tsince rational consumers have

changing knowledge levels, preferences over a gpafidime.

This study focused on the effect of financial btey on personal financial management
on Kenya Revenue Authority employees in Nairobisltherefore recommended that a
study be carried among KRA employees from acrossctiuntry in order to increase

reliability and consistency of the findings
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APPENDIX II: RESEARCH QUESTIONNAIRE

Instructions: (Please read the instructions given and answer the questions as
appropriately as possible). It is advisable you answer or fill in each sectas provided.

Make an attempt to answer every question fully @mdectly.
SECTION A: DEMOGRAPHIC INFORMATION

1. Gender : Male[ ] Female [ ]

2. Please indicate your age bracket:
Below 24 Years [ 125-30Years|[ ]31-3Fays [ ]35-40vyears| |
41 — 44 years [ 145—-50years[ ] Over 5argd |
3. For how long have you served in employment?
Lessthan 5 years [ ] 6 — 10 years []
11 - 15 years [ ] 16 years and more [ ]
4. What is your highest level of education?
Certificate/ Diploma [ ] Graduate [ ]
Post-Graduate []
5. What is your current KRA grade?
Below KRA 3 [ ] KRA3 -4 [ ]

KRA5-6 [ ] KRA 7 and above [ ]
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SECTION B: FINANCIAL LITERACY

6. Kindly indicate the extent of literacy of the folng aspects of financial
management in your life. Use a scale of 1 to 5 whér= not at all/applicable; 2 =
less extent; 3 = moderate extent; 4 = great exfentyery great extent.

Aspects of Financial Management 1 2| 3| 4| 5

I know what | want to accomplish, financially.

I have fully outlined my financial objectives ongeat.

I maintain a current list of my assets and lialeiit

Holding a strong cash position is necessary for |my
financial pursuit

| systematically save for life’'s eventualities i Years’
time or more.

| understand all the benefits that are availablant® at
KRA

| am satisfied with my present rate of savings and
investment accumulation.

| feel that maximizing tax efficiency in my investmt
portfolio is essential.

| am satisfied with the performance of my investisen
outside of my retirement saving plans

A disciplined approach to re-balancing my investirisr]
very important.

| am a member of a KRA’s pension plan that provides
adequate pension upon retirement.

| have determined how much income | can expect on
retirement.

| am fully aware of the impact of inflation on mytdire
retirement income.

My current investment portfolio design employs nrode
portfolio theory.

Retirement Plan

I maximize my retirement/pension contributions each
year.

| want to help build a vision of my retirement Bigle

| know what income | would need if | were unablentork
due to an accident or severe illness

In the event of a prolonged disability, | know héwmg |
could survive on my present savings.

| fully understand the government disability beteefi

| have an alternative source of income in the ewérdn
extended disability.
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| feel confident that the present health care systan
support my needs in the event of a major illness

Estate Planning

| have a will

| understand what a trust is

Estate planning is important to me

Having estate planning leave me peace of mindwete
to pass away

I understand the available government death benefit

All of my beneficiary/guardian designations aretoplate

I understand how taxes will be applied to my estate

My executor is familiar with the location of my Wwénd
estate plan

Credit and Other Liabilities

| pay off the full credit card outstanding amounely
month

| pay my mortgage and hire purchase installmentsroa
every month

Personal loans offer by financial institutions e tmarket
is a convenient tool for me to use- | can borrow day
reason at any point of time

Insurance Cover

| do not have any insurance

| have enough insurance to ensure that if | werpass
away or become sick or be disabled, my family arn
would not suffer financially or be financially dised

d I

Currently | have life insurance but no other typke
insurance i.e. health or critical illness, persoaatident,
or insurance on my properties such as car and house

| can distinguish the different types of insurampadicies
offer in the market

Tax Return

| manage my own taxes

| utilize the various tax relieves/rebate that | amitled to
when | am filing in my tax return
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SECTION C: PERSONAL FINANCIAL MANAGEMENT

7. The following are statements regarding an individfimancial management
practices. Please select the most appropriate artewesach of the following questions:
Use a scale of 1 to 6 where: 1 = not applicabke;Neever; 3 = Rarely; 4=Sometimes; 5 =

Usually; 6 = Always.

S 3

o] e
. . . o] = > "
Financial Management Practices Ol = | 20 | = | >
= o QO 3] [
ol > 2| E| > =
ol © © o [%2] =
Z<|Z2 | x| »n | D |<

| pay my credit card bills in full each month

| pay my rent/mortgage in full and on-time

| pay my utilities (water, electric) in full and @me

I max out or go over the limit on my credit card(s)

| spend more in a month than | earn

| use alternative sources of credit (e.g. shy-lpck
lender)

My account has a positive balance at the end of the
month

| balance my credit/debit account each month

| have checks returned because of insufficient $und
(bounced checks)

| have taken overdrafts

| have a daily, weekly or monthly budget that Idal

| set aside some money each month for savings

| am a respected member of a SACCO(s)

THANK YOU FOR YOUR TIME
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