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1. INTRODUCTION

All around the world, most members and their households are constantly
worried about how to pay the bills and ongoing expenses. Generally, the
lower the level of income the higher the probability of financial insecurity
and financial distress (Dubois and Rousseau 2008; Collins et al. 2009;
Lusardi et al. 2011; Morduch and Schneider 2017). This financial fragility of
low-income households is closely related to the higher risk associated with
daily financial decisions, which results in a narrower margin for error
(Bertrand et al. 2004: 419) as well as the frequency and severity of the
experienced financial shocks (Banerjee and Duflo 2011: 134). Therefore,

* Department of Economic Policy, University of Rzeszow.



86 T. POTOCKI

growing financial insecurity is a product of inability and the lack of
opportunities to transform this small income and social benefits into a
valuable financial behaviour. To protect low-income households from
financial insecurity, stress and shocks, financial institutions have to help
people in developing and delivering financial knowledge, skills, abilities and
opportunities which in primis will help these households to better manage
their finance and better control their lives (Ravallion 2001, 2014; Sherraden
and Grinstein-Weiss 2015).

In the academic world', these endogenous (so-called abilities) and
exogenous (so-called opportunities) determinants of financial choice are
often defined as financial capability”. They are described as both the internal
capability to act, defined as knowledge, skills and abilities, as well as the
external opportunity to act, defined as financial potential, capacity and
access (Arrowsmith and Pignal 2010; Hoelzl and Kapteyn 2011; Sherraden
2013; Kempson et al. 2013). Therefore, financial capability refer to both the
opportunity and the ability to function. Limited valuable financial
opportunity (a narrow set of financial choices among the functions) can lead
to financial capability deprivation (inability to function in a responsible and
ethical way).

Compared to previous research, this study contributes to financial
capability research in three aspects. First, in this study the author includes
among the measures of financial capability not only the extensively used
financial literacy and financial behaviour (both objective and subjective) but
also financial inclusion (Atkinson et al. 2006, Taylor 2011; Kempson et al.
2013). As shown in the growing body of evidence, the way low-income
households deal with financial shocks by using financial products is highly
important in both cases: financial capability protection (Dubois and
Rousseau 2008; Lusardi et al. 2011; Stumm et al 2013) and the
effectiveness of transformation of these capabilities into valuable financial

! The growing interest in financial capability studies is demonstrated by the fact that two
prestigious and internationally acknowledged academic journals (Journal of Economic
Psychology Vol. 32, The Journal of Consumer Affairs Vol. 49) devoted a whole special issue
to the topic.

2 Some literature refer only to financial literacy, however, because of the fact that “Financial
capability is considered a broader concept that also highlights action and behavior of the
individual, and the relevance of outside institutions and regulations” (Hoelzl and Kapteyn
2011: 543; Sherraden and Grinstein-Weiss 2015) the author uses only the term ‘financial
capability’ to improve the transparency of the discussion, in the awareness of limitations of
this approach.
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behaviour (Sen 1999, 2009, Robeyns 2005, 2017). Second, this study uses a
unique micro database of households who are cumulatively deprived in
terms of income’ (Bradshaw and Finch 2003, Wolff and De-Shalit 2008).
The usage of micro studies in poverty analysis is highly appreciated by
researchers. As quoted by Ravallion (2001:1813), “more micro, country-
specific research on the factors determining why some poor people are able
to take up the opportunities afforded by an expanding economy while others
are not”. Third, this study looks at financial capability from the perspective
of post-communist countries. Since even well-educated wealthy households
from rich countries are not able to make responsible financial choices, then
prima facie the uneducated, low-income households from rural regions of
post-communist countries, who have not yet or incidentally used financial
services, are doomed to failure (Bogacka-Kisiel (ed.) 2012; Szopa (ed.)
2012). Panek (2011: 201-5) showed that the income poverty as a result of
high and unexpected debt exposure is the highest in post-communist
countries from among the EU members. The main reason for such a
deprivation in post-communist countries is that a centrally planned system
did not require establishing the financial capability (both internal and
external), consequently had not created the right social, institutional
environment which would have helped in taking wise and responsible
financial decisions (allow the right financial behaviour). Only a limited
group of households managed to adapt to the new reality, whereas a great
number of them failed (Szopa (ed.) 2012: 9). Frieske (1996: 237) said, “not
the lack of money but the lack of access to knowledge and capabilities is a
fundament of poverty in Poland”. This kind of deprivation may increase
vulnerability, finally resulting in the increase of poverty risk or the inability
to escape from the poverty trap.

The article is organized as follows: some issues concerning financial
capability conceptualization and measurement will be discussed in Section 2,
the data and methodology will be briefly discussed in Section 3. Section 4 is
devoted to the measurement of financial capability using factor analysis and
logistic regression. Section 5 will conclude and summarize the conceptual
and operational findings.

3 In this article the author uses low-income as a simple measure of poverty. The evolution of
methods indicating poverty by using low-income is comprehensively discussed by the Polish
researchers; see: Golinowska (ed.) 1996; Panek et al. 1999, Kot et al. 2004, Panek (ed.) 2007,
Panek 2005, 2011. The limitation of these methods are discussed in: Golinowska (ed.) 2005;
Sen 1997, 1999, Atkinson 2003; Fleurbaey 2006; Topinska (ed.) 2008; Nolan and Whelan
2010; Panek 2011; Alkire et al. 2015 inter alia.
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2. CONCEPTUALIZATION OF FINANCIAL CAPABILITY -
A CRITICAL REVIEW

In most cases the research on financial capability is interdisciplinary. The
assessment of multidimensional poverty focuses on searching for the main
poverty determinants (mainly capability deprivation), the research on
behavioural economics explores how individuals make financial choices
(Hoelzl and Kapteyn 2011; Anand and Lea 2011), whereas customer studies
answer the question of how responsible their financial behaviour is and what
factors shape this behaviour (Xiao et al. 2014; 2015; Xiao and O’Neill
2016). This gives rise to difficulties with defining financial capability, due to
the fine distinction between the terms: financial literacy, financial behaviour,
financial choice, financial attitude and financial capability®. Moreover, it
creates a number of methodological questions. Is it possible to assess
something that may not be transferred into the achieved functions? (we have
choice options but we do not exercise them, we are not aware of the choice
options, among others) — especially in view of the fact that research methods
of behavioural economics are based on experimental analysis of financial
choice and decisions focusing mainly on decision biases and the process of
choice (Kempson et al. 2013: XIII; Sen 1984: 335). Hence, if behavioural
economics is the starting point here, financial capability are actually the
analysis of financial decision process, which are not financial capability per
se (Robeyns 2017: 83). On the other hand, in customer studies the
measurement of financial capability cover in most cases surveys constructed
to measure financial functioning (defined as financial behaviour), but not
capability in Sen’s view of Capability Approach (Sen 1982: 31, 1984: 334).

Another disputable issue is the fact that recently attention has shifted
from financial literacy towards financial capability (Kempson 2009,
Zdanowska 2012; Kuchciak es al. 2013; Sherraden 2013, Swiecka (ed.)
2014; Xiao and O’Neill 2016, Sherraden and Grinstein-Weiss 2015). The
lack of distinction between these terms, and the fact that they are used
interchangeably has resulted for example in defining the term ‘financial
literacy”’ in such a way that it combines lots of concepts. Financial literacy
has been defined as “a combination of awareness, knowledge, skills, attitude
and behaviour necessary to make sound financial decisions and ultimately

* In Poland an interesting alternative and widely used concept which describes the term financial
capability is the concept “financial awareness”(Flejterski 2007: 100; Iwanicz-Drozdowska
(ed.) 2011: 9, 15-16, 18). This idea derives mainly from the work of Polish sociologists and
psychologists from the 1970s.
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achieve individual financial wellbeing. (...) Financial literacy is more than
just knowledge; it also includes attitudes, behaviour and skills. It stresses the
importance of decision making — applying knowledge and skills to real life
processes — and it indicates that the impact should be improved financial
wellbeing” (Atkinson and Messy 2012: 4). Financial literacy represents
knowledge and the skills people have and use, but in fact, it has only an
instrumental value. It may still be an important personal conversion factor
(in Sen’s terminology of Capability Approach). This was pointed out by
Lusardi (2011: 1), who stated that financial literacy is an important tool for
making financial decisions, it can provide only limited descriptions of how
capable members of households are and of the ways households make
financial decisions”.

It is worth mentioning that most analyzed definitions of financial
capability (also in Poland) are drawn mainly from financial literacy and
narrowly defined as the internal capability to act or ability to act (see points
1to4,7to8in Table 1).

There are two main conclusions from the critical review in Table 1. First,
the most frequently quoted definition of financial capability is the one
proposed by Kempson et al. (2005: 14), which indicates three coexisting
dimensions. The first two (levels 1 and 2) refer to financial literacy, whereas
by taking into account the third dimension, among others financial
responsibility, one extends the definition to financial capability. The above-
mentioned definition suggested by Kempson ef al. (2005) comes from an
FSA elaboration and was used in papers written by Lusardi, Arrowsmith and
Pignal, H.M. Treasury, and recommended by the European Parliament and
the European Commission. Second, the analysis presented in Table 1 shows
that the categorization into financial literacy (levels 1 and 2 in Table 1) and
financial capability (level 3 in Table 1) adopted by other authors, is in line
with most financial capability research. Moreover, it allows responsibility as
a result of increasing financial knowledge, financial literacy and eventually
financial capability, especially when dealing with financial institutions
(Sherraden 2013; Sherraden and Grinstein-Weiss 2015).

Regardless of the starting point, either the Capability Approach, customer
studies or behavioural economics, one is able to find a unique compromise —
closely related components, financial literacy as a part of individual
conversion factors in Sen’s terminology, financial decisions as a part of
constrained choice, financial behaviour as achievable or achieved
functionalities and financial capability as a part of capability set (Nussbaum
2011: 21-24, Sen 1985: 7-10, 1997: 199-203, Robeyns 2017: 80-85).
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Table 1

Conceptualizing financial capabilities — critical review

Authors

Level 1
Financial knowledge

Level 2
Financial literacy

Level 3
Financial capabilities

e FSA and BSA
2002: 4

e Kempson et
al.2005: 14

e Arrowsmith
and Pignal
2010:10

e FEuropean
Parliament
2008

o Swiecka (ed.)
2014

o Zdanowska
2012

o Kuchciak et

Financial skills and
competences. This is
the ability to apply
knowledge and
understanding across
a range of contexts
including both
predictable and
unexpected situations

Financial knowledge
and understanding.
This is the ability to
make sense of and
manipulate money in
its different forms, uses
and functions

Financial responsibility (as
confidence and attitudes). This is
the ability to appreciate both the
wider impact on family and the
broader community. Financial
responsibility enables people to
understand and appreciate their
rights and responsibilities within
Managing Money, Planning
Ahead, Choosing Products, Staying
Informed dimension

al. 2012

e Kempson et | Internal capacity. To manage financial Financial behaviour. Offers an
al. 2013: 15- | resources is measured by assessing financial important avenue for understanding
16 knowledge (literacy), attitudes (observable the interaction between the internal

psychological factors) and cognitive skills

capacities described above
(knowledge, attitude, skills) and
external socioeconomic
environmental conditions

e Sherraden
2013, p.3,
Xiao and
O’Neill 2016:
712

Ability to act. Including knowledge, skills,
confidence, and motivation

Opportunity to act. Through
access to beneficial financial
products and institutions

e Hoelzl,
Kapteyn
2011:543

Financial literacy. Mainly focuses on the
understanding of economic and financial
concepts and knowledge about financial
instruments

Confidence and attitudes.

Highlights action and behaviour of
the individual, and the relevance of
outside institutions and regulations

e HM Treasury

Financial knowledge and skills. To

Motivation to take action.

2007:19 understand their own financial circumstances. | Planning ahead, find and use
information, know when to seek
advice and can understand and act
on this advice, leading to greater
participation in the financial
services market

e Lusardi Financial literacy. Knowledge about the Financial capability. How well

2011:1, fundamental financial concepts working of people make ends meet plan ahead,

Lusardi 2008: | interest rates, the effects of inflation, and the choose and manage financial

2,5 concept of risk diversification as well as products.

understanding the relationship between risk and
return; how bonds, stocks, and mutual funds
work; and basic asset pricing.

Source: own review.
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To sum up, financial capability have already taken an important place in
the discussion on personal finance and customer studies. Unfortunately,
there have been only limited attempts to define financial capability within
the Capability Approach (especially Sen’s framework). This is of great
importance because the lack of such capability may expose at risk different
capability sets or prevent people from sustaining or achieving them (for
example financing education, treatment of chronic diseases, and active
participation in socio-cultural life). Moreover in extreme situations it may
even pose danger for the basic functioning (for example, it may result in
suicide), when a failed financial decision leads to a drastic reduction of
quality of life or the social exclusion of some household members or even an
entire household (Sen 1999: 39). Hence, the lack of financial capability may
function as mentioned by Kot (2004: 36) as “a destructive axiological
dimension”.

3. DATA AND METHODOLOGY

The process of sample selection was aimed at identifying households
which are cumulatively deprived in terms of low-income (Bradshaw and
Finch 2003, Wolff and De-Shalit 2008). However, the author defines
households as cumulatively deprived when they are situated in rural and
peripheral regions — consequently they are at risk of exclusion from financial
and labour market, as well as social relations, health and education services;
are objectively poor in terms of low-income — live under the social
subsistence level; and are subjectively poor — declare that their financial
situation is difficult (Bradshaw and Finch 2003: 514).

Moreover, rural areas in post-communist countries, particularly the
peripheral ones, might be historically and institutionally “handicapped” in
terms of low financial capability due to:

o still existing distinctive social and cultural specificity (Bukraba-Rylska

2013),

o the widest scope of socioeconomic transformations in the way they

function, in comparison to other types of households (Wilkin (ed.) 2010),
o distinctively more constraints in access to education, labour and financial

market as well as social services (Jarosz (ed.) 2008).

Subsequently in these regions these three factors are overlapping
(so-called structural constraints), i.e. financial factors (education is too
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expensive), social and psychological factors (self-exclusion as a result of the
lack of motivation) and institutional factors (low quality of obligatory
education), which may widen the financial capability gap between rural and
urban areas.

Thus, 52 small rural regions (NUTS 5 level according to Eurostat) were
selected from the Podkarpacie voivodeship to conduct the micro-study. The
author selected a very homogenous population sub-group within a given
social environment. A sample size of 384 random households was
determined with respect to a 5 percentage point error and 0.95 confidence
interval. The effective sample size encompassed 296 households, which
gives a 5.53 percentage point error. The author used a random location
sample, selecting locations with probability proportional to size from
a listing of small rural areas. The interview was conducted by a local person
who has access to the local community, and what is more, is a professional
interviewer under the auspices of the Statistical Office in Rzeszow.
A personal structured interview (the PAPI method) was conducted with the
head of the family responsible for managing the financial budget. Each
interview lasted for approximately 90 minutes. From random sample
households (296 households) only the ones living at or under the social
subsistence level were chosen (194 households) for statistical analysis. The
selected sample was then divided into two other subgroups: 109 subjectively
poor households, suffering from deprivation, and 85 subjectively non-poor
households, adapted to low-income (see also: Roészkiewicz 2014: 603).
According to international financial capability frameworks, when the
coherent sample with similar socio-economic characteristics is selected, an
average number of 300 households might be enough (Kempson 2013: 18).

The sample is dominated by women (134), comprising 69.07 percent of
the sample. In the preliminary studies, during the in-depth individual
interviews and focus group interviews, most of the women claimed “My
husband is responsible for bringing money home and I am responsible for
them wisely”. The median age is between 35 and 46 years (the mode is the
same), the median education level is secondary general or vocational (the
mode is the same), and the median number of household members is four
(the mode is the same). Moreover, in every second household (56.24
percent) there is at least one unemployed member. The majority of those
polled are local people who grew up and have lived until adolescence in this
particular rural region or the nearest small town (188), comprising 96.91
percent of the sample.
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Table 2

Demographic characteristics of respondents

N | Average | Median | Min | Max | S.D.
Location (poor region) 194 3.76 4 1 4 10.52
Gender (women) 194 0.69 1 0 1 10.46
Education (secondary general or vocational) | 194 6.4 7 1 8 |1.58
Age (35-46) 194| 3.46 3 1 6 |1.25
Marital status (married) 194 2.02 2 1 5 10.76
Number of household members (4) 194 3.96 4 1 10 |1.46

Source: own study.

The final questionnaire (after preliminary study corrections) included 87

main questions separated into four parts.

12 demographic and economic variables, including age, sex, education
level, number of household members, employment status, etc.,

43 household financial behaviour variables, including dealing with
financial shocks, unexpected expenditures, financial complaints, budget,
making ends meet, planning ahead, choosing and managing financial
products, etc.,

12 behavioural and attitudinal variables, including long-term planning
attitude, consumerism, materialism, subjective well-being, trust, altruism
level, money attitude, lacus of control, time preference, financial
aspiration level, risk perception, etc.,

20 financial literacy variables, including self-perception of financial
literacy, objective measure of self-control, numeracy, risk, debt and
investment literacy, etc.

The main aim was to integrate informational basis for financial

capability, including financial literacy, financial behaviour, financial
attitude, and financial inclusion variables on the low-income households,
which are generally defragmented in different panel studies or largely
omitted. Questions from the above-mentioned questionnaires were also
adopted to Polish conditions in the preliminary research using the method of
back-translation. Some of them were reformulated after the in-depth
individual interviews with social experts and focus group interviews with
educators from those regions.
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4. RESULTS AND DISCUSSION

First, descriptive statistics were used to assess four dimensions of financial
capability among low-income households. Second, multivariate techniques,
including factor analysis and logistic regression, were applied to better
understand the correlation between low-income and financial capability.

4.1. Descriptive statistics

First of all, the author assessed the level of financial literacy. The results
show that there is a great number of low-income members of households
(the median score is 2 for 3) but they are necessarily risk and debt illiterate
(the median score is 0 for 3 and 1 for 4).

Table 3
Descriptive statistics for financial literacy variables
Number Average | Median | Min | Max | S.D.
of questions
Numeracy 3 1.47 2 0 3 1.03
Risk literacy 3 0.64 0 0 3 0.88
Financial literacy 4 1.88 2 0 4 1.21
Investment literacy 5 1.71 2 0 5 1.39
Debt Literacy 4 0.87 1 0 4 0.93
Self-Control Test 3 0.85 1 0 3 0.71

Source: own study.

Moreover, Frederick’s self-control test score is also very low (the
median score is 1 for 3). These two issues (lack of risk understanding as
well as lack of self-control) together with short time preferences may have
a “cumulative effect” and put their household’s life at risk due to poor risk
choice assessment and as a consequence of self-control and the use of
high-cost loans (Pechmann et al. 2005; Bertrand et al. 2006; Lusardi and
Tufano 2009; Lusardi er al. 2011; von Stumm et al. 2013). One could
observe this phenomenon clearly during and shortly after the financial
crises in several countries (Shiller 2012; Akerlof and Shiller 2015). What is
more, using only a numeracy scale to assess the financial literacy might be
inadequate due to different factors influencing the mean score. The
Spearman correlation ratio between debt and risk literacy and other literacy
scores is very low.
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Table 4

Correlations between financial literacy variables

Spearman’s rank
Pair of items N correlation T(N2) | Sig.
coefficient:
Numeracy & Risk literacy 194 0.547 9.060 | 0.000
Numeracy & Financial literacy 194 0.409 6.219 | 0.000
Numeracy & Investment literacy 194 0.451 6.993 | 0.000
Numeracy & Debt literacy 194 0.406 6.148 | 0.000
Numeracy & Self-control test 194 0.390 5.873 | 0.000
Risk literacy & Numeracy 194 0.547 9.060 | 0.000
Risk literacy & Financial literacy 194 0.442 6.834 | 0.000
Risk Literacy & Investment Literacy 194 0.353 5.231 | 0.000
Risk literacy & Debt literacy 194 0.325 4.766 | 0.000
Risk literacy & Self-control test 194 0.346 5.104 | 0.000
Financial literacy & Numeracy 194 0.409 6.219 | 0.000
Financial literacy & Risk literacy 194 0.442 6.834 | 0.000
Financial literacy & Investment literacy 194 0.409 6.208 | 0.000
Financial literacy & Debt literacy 194 0.279 4.020 | 0.000
Financial literacy & Self-control test 194 0.200 2.830 | 0.005
Investment literacy & Numeracy 194 0.450 6.993 | 0.000
Investment literacy & Risk literacy 194 0.353 5.231 | 0.000
Investment literacy & Financial literacy 194 0.409 6.208 | 0.000
Investment literacy & Debt literacy 194 0.367 5.470 | 0.000
Investment literacy & Self- control test 194 0.289 4.191 | 0.000
Debt literacy & Numeracy 194 0.406 6.148 | 0.000
Debt literacy & Risk literacy 194 0.325 4.766 | 0.000
Debt literacy & Financial literacy 194 0.279 4.020 | 0.000
Debt literacy & Investment literacy 194 0.367 5.470 | 0.000
Debt literacy & Self-control test 194 0.206 2.922 | 0.004

* significant at 5 percent level

Source: own study.

The highest but still rather weak correlation is between numeracy and risk
literacy (0.5472), which may prove that numeracy is a valuable but not
sufficient prerequisite for risk literacy building (Cokely et al. 2012).
Therefore, the results of the study prove what Gigerenzer (2015: 2) and his
ABC Research Group in the Max Planck Institute have been trying to
communicate for the last twenty years: “The problem is not simply
individual stupidity, but the phenomenon of a risk-illiterate society (...).
Without it [risk literacy: author’s comment] you jeopardize your health and
money, or may be manipulated into unrealistic fears and hopes” (see also:
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Gigerenzer and Hoffrage 1995; Gigerenzer and Edwards 2003; Gigerenzer
2004). To sum up, low-income households represent a very low level of
financial literacy in general. However, they are not an exception but rather
the rule in comparison to households from rich and developed regions
(Atkinson et al. 2006; Lusardi 2008; Atkinson and Messy 2012). In fact,
these households are generally aware of that, because only a few respondents
were of the opinion that their financial literacy fell between high and very
high (13, i.e. 6.7 percent of the sample). Secondly, the study covered an
assessment of the level of a wide range of financial behaviour, which was
performed by asking the head of household if or how they manage their
budget, use savings and financial services. The majority of the poll (135, i.e.
78.04 percent of the sample) claimed that their ability to manage the
household budget is between ‘rather high’ or ‘very high’ (with median value
‘rather high’). The managing household budget skills are not reflected in
their answer to the questions if they plan their household budget (62, i.e. 32
percent of the sample) and if they have savings (75, i.e. 38.66 percent of the
sample).

Table 5
Descriptive statistics for selected financial capabilities variables

N | Average | Median | Min | Max | S.D.
Self-perception of household finance 1731 398 4 | 6 | 097
management (6 mod.)
Managing financial budget (4 mod.) 194 3.46 4 1 4 | 0.80
Having savings (dichotomous) 194| 0.61 1 0 1 1049
Having bank account (dichotomous) 194 0.87 1 0 1 10.343
Active usage of bank account (5 mod.) 167 1.62 1 0 4 | 1.19
Type of payment methods for day-to-day
purchases (5 mod.) 193] 1.60 1 1 4 | 1.20
Type of payment methods for ongoing
expenses (6 mod.) 180 2.60 2 1 6 | 1.47
Planning how much money to save and
spend (dichotomous) 194 0.32 0 0 1 |047

Source: own study.

That means that they may overvalue their household budget skills or
define them differently. Moreover, the majority of them are financially
included (168, i.e. 86.6 percent of the sample). Nevertheless, most of them
are underbanked (136, i.e. 81.43 percent of the subsample) and do not
execute more than three transactions a week in their banking account. This
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reflects the way respondents pay for small daily purchases, which is mainly
cash, (154, or 79.79 percent of the sample) as well as pay for bills, which is
also mainly cash (108, or 60.0 percent of the sample) equally distributed
between a bank branch (53 out of 180) and a post office (55 out of 180).
What is even more striking is that none of the respondents has ever used
credit cards, mobile payment or non-banking cards to pay for small daily
purchases. This only proves the ongoing existence of a “cash cult” in post-
communist countries and “technology aversion” in rural, peripheral parts of
Poland (Goszczynska 2010; Maison 2013; World Bank 2014). For instance,
the study shows that only a few households have ever used a savings account
(39, i.e. 20.10 percent of the sample) and opened a deposit account (66, i.e.
34.02 percent of the sample). What is more, no significant Spearman
coefficient correlation was found between financial literacy and saving
choices (the same was true for debt literacy and debt choices as well as
investment literacy and choices).

Table 6

Correlations between financial capabilities variables

Spearman's rank
Pair of items N correlation T(N-2) | Sig.
coefficient:
Financial literacy & usage of financial
products 194 0.29 4.26 10.000*
Investment literacy & usage of financial
products 194 0.35 5.19 10.000*
Debt literacy & usage of financial products | 194 0.19 2.67 0.008*
Financial literacy & usage of debt products | 194 0.16 2.20 |0.029*
Investment literacy & usage of debt products | 194 0.20 2.84 |0.005*
Debt literacy & usage of debt products 194 0.18 2.54 10.012%*
Financial literacy & usage of investment
products 194 0.11 1.57 | 0.118
Investment literacy & usage of investment
products 194 0.09 1.21 | 0.227
Debt literacy & usage of investment
products 194 0.02 0.32 | 0.749

* significant at 5 percent level

Source: own study.

Thirdly, the study evaluates different types of essential financial
behaviours, which is in fact the ability to cope with financial distress, shocks
and difficulties (Dubois and Rousseau 2008). To do so the author identified
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financial threats which may increase the probability of becoming financially
deprived or which may increase the risk of poverty, also called vulnerability
(Panek 2011: 157). In order to achieve this, the author asked the heads of
households how they deal with financial shocks in soft and extreme forms,
unexpected expenditures or handle financial complaints (getting help) as
defined by McCarthy (2011). First of all, it turned out that most households
very often keep up with their expenses during a typical month. The median
score, the number for answers between ‘rather often’ and ‘always’ was 166
out of 185, or 89.72 percent of the subsample. Moreover, they were
generally not overdue with payment of bills; the median score, 116 out of
194, i.e. 59.79 percent of the subsample. On top of that, when they are faced
with the lack of cash during a typical month (with no indication of precise
value) they show mainly responsible behaviour by first answering: ‘I keep
my spending down or | take overtime in my work’ (61 out of 166, or 36.75
percent of the subsample), then ‘I take out a loan in my bank or use my debit
card limit” (60 out of 166, or 24.1 percent of the subsample), or the answer ‘I
never reach the cash limit’ (26 out of 166, or 15.66 percent of the
subsample). If they are confronted with the actual amounts, such as
unexpected expenditure, i.e. PLN 1500 which is approximately one month’s
salary and PLN 15,000 which is approximately one year’s salary, one may
observe how fragile this pattern might be. In the first case (PLN 1500), the
vast majority will not be able to cover that expenditure or simply will not be
able to figure out what to do (171 out of 194, which is 88.15 percent of the
sample), the remainder of those polled will borrow from family members or
draw money from savings (17 out of 194, which is 8.76 percent of the
sample) or rarely will use credit products (6 out of 194, i.e. 3.09 percent of
the sample). In the second case (PLN 15,000), most of the households will
replicate the previous behaviour pattern (102 out of 194, or 52.55 percent of
the sample). Moreover, many more will borrow from family members, draw
money from savings (44 out of 194, i.e. 22.68 percent of the sample) or will
use credit products (43 out of 194, i.e. 22.16 percent of the sample).
Additionally, none of the respondents (PLN 1500 expenditure) and only 3 of
them (PLN 15,000 expenditure) will use loan from the ‘fridge’ banks when
confronted with unexpected expenses.

To understand this pattern even better, the author asked two additional
questions concerning income aspirations and savings protection level in case
of unexpected expenditure (due to car or house repair) as well as loss of
income (due to an illness). Surprisingly, a part of the sample simply do not
know (in the case of expected income 41 out of 194, i.e. 21.13 percent of the
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sample and in the case of unexpected life events 71 out of 194, i.e. 37.17
percent of the sample). This proves that low-income households may have
great problems with understanding their financial potential and risks
associated with financial insecurity (Lusardi et al. 2011). In this situation,
risk literacy and risk management skills might be essential in building
a complete picture of the financial capability of low-income households
(Jajuga et al. 2015, Banerjee and Duflo 2011). The rest of the interviewed
households (the vast majority, 131 out of 194, i.e. 67.53 percent of the
sample) are not satisfied with the current income level and would feel secure
with the median income of PLN 3000 (doubled on average). This shows that
the aspiration gap is rather low which means that low-income households
may have little incentive to raise their financial situations (Ray 2006: 412)
and prefer to choose the “hedgehog strategy” based on passivity and lack of
mobility (Bukraba-Rylska 2013: 359). Therefore, this also results in the way
households answer the question about savings protection level in the case of
unexpected expenditure (which was then corrected by the current income
level). From the remaining 120 households, 34 of them (i.e. 17.8 percent
of the subsample) would be satisfied with 3 months’ salary protection, 16 (or
8.38 percent of the subsample) would be satisfied with 6 months’ salary
protection, 21 (or 10.99 percent of the subsample) would be satisfied with
12 months’ salary protection, 22 (or 11.52 percent of the subsample) would
be satisfied with between 1 and 3 years’ salary protection, and finally, 27 (or
14.14 percent of the subsample) would be satisfied with more than 3 years’
salary protection. Even though it looks like a very responsible financial
behaviour, the median score is only PLN 15,000. This proves that in most
cases, the low-income households are very responsible but unfortunately,
they cannot imagine a sum of money bigger than one year’s salary as
a consequence of structural constraints (Robeyns 2017).

Finally, to build a complete picture of financial capability, the author
asked questions about making use of insurance and saving for retirement.
This attitude towards insurance may justify a low aspiration of income level
as well as low savings protection expectations. Furthermore, most
respondents do not save for retirement (162, i.e. 83.51 percent of the
sample), even though they expect to have the same (66 out of 194, i.e. 34.02
percent of the sample) or a worse (86 out of 194, i.e. 44.32 percent of the
sample) level of quality of life during retirement (which is a wrong
assumption, taking into account the responsibility shift in that case). What is
more, they claim that they are equally responsible for their level of life
quality during retirement (the median score). When it comes to handling
insurance, households behave quite responsibly and most of the respondents
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(135 out of 191, or 70.68 percent of the subsample) have more than one
insurance contract. In the case of insurance products, they hold obligatory
car insurance (139 out of 194, or 71.64 percent of the subsample) but do not
take out Comprehensive Cover (only 17 out of 139). However, quite
surprisingly most of them hold house insurance (118 out of 194), less than
half life insurance (81 out of 194) and quite a small number — AD&D
insurance (45 out of 194). What is more, they generally diversify their
insurance provider and do not sign insurance contracts with only one
provider (90 out of 135, i.e. 66.67 percent of the subsample).

Table 7

Descriptive statistics for selected financial behaviour variables

N | Average | Median | Min | Max | S.D.

Keeping up with expenses in a typical

month (6 mod.) 185 4.94 5.00 1.00 | 6.00 | 1.08
Keeping up with the budget in last year

(4 mod.) 194 3.46 4.00 1.00 | 4.00 | 0.80
Dealing with unexpected PLN 1500

expenditure (5 mod.) 194 4.44 5.00 1.00 | 5.00 | 1.22
Dealing with unexpected PLN 1500

expenditure (5 mod.) 194 3.11 4.00 1.00 | 5.00 | 1.56
Dealing with unexpected expenditure

in general (5 mod.) 166 3.22 4.00 0.00 | 5.00 | 1.29

Unexpected life events protection level as
a number of monthly salaries (5 mod.) 191 2.84 2.00 1.00 | 6.00 | 1.87
Income protection level (3 mod.) 194 1.46 2.00 0.00 | 2.00 | 0.82
Number of insurance holding (5 mod.) | 191 2.10 2.00 0.00 | 5.00 | 1.19
Saving for retirement outside Social

security (dichotomous) 194 0.16 0.00 0.00 | 1.00 | 0.37
Responsibility for retirement (3 mod.) 183 1.91 2.00 1.00 | 3.00 | 0.61
Expectation of life level after retiring

(6 mod.) 194 3.28 4.00 1.00 | 6.00 | 1.57

Source: own study.

4.2. Factor Analysis

In order to denote and summarize the chosen data as well as indicate
some latent determinants of financial capability, the factor analysis was
adopted (Atkinson ef al. 2006; Mckay 2011). First, data transformation was
carried out. This helped to rescale different values by variables by their rank
in ascending order of ordinal numbers (between 3 and 8 modes). Hence,
from the financial literacy, financial inclusion and financial behaviour set of
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variables, 20 of them were selected to execute a factor analysis. Afterwards,
the 1nitial extraction was conducted with seven factors. Second, the measure
of internal consistency for each variable as well as for the whole group of
variables was inspected (Cronbach’s alpha =0.719688, Cronbach’s Alpha
based on standardized items = 0.726142).

Table 8

Cronbach's alpha for selected variables

Average = 50.3000 S.D.=8.71260 N =140
Cronbach’s alpha =0.71968 Cronbach’s Alpha based on standardized items = 0.726142
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cE2E ET 5% | g: EE 2%
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Numeracy (3 mod.) 48.721|67.072 | 8.1898 | 0.437 | 0.697
Risk literacy (3 mod.) 48.243 1 66.498 | 8.1546 | 0.407 | 0.698
Financial literacy (4 mod.).) 49.571|67.959 | 8.2437| 0.434 | 0.698
Investment literacy (5 mod.) 48.379|64.764 | 8.0476 | 0.401 | 0.697
Debt literacy (3 mod.) 49.593 |71.927|8.4810| 0.221 |0.714
Self-control test (3 mod.) 49.393 |170.567 | 8.4004 | 0.369 | 0.706
Sort of payment methods for day-to-day
purchases (5 mod.) 48.364 |70.389 | 8.3898 | 0.278 | 0.710
Active usage of bank account (5 mod.) 46.557162.447|7.9023 | 0.404 | 0.697
Type of payment methods for ongoing expenses
(6 mod.) 46.750 | 85.873 | 9.2668 | -0.573 | 0.778
Usage of financial products (4 mod.) 47.179|70.418 | 8.3916| 0.282 | 0.710
Number of working family members (6 mod.) |48.636|67.674|8.2264 | 0.339 | 0.704
Households’ income range (8 mod.) 46.193|72.884|8.5372| 0.138 | 0.719
Keeping up with ongoing expenses in a typical
month (6 mod.) 48.107 | 68.153 | 8.2555 | 0.435 | 0.699
Selected financial planning skills (5 mod.) 48.607|67.110| 8.1921 | 0,324 | 0.706
Self-perception of household’s economic
situation (6 mod.) 47.571|63.031|7.9392 | 0.404 | 0.697
Dealing with unexpected PLN 1500 expenditure
(5 mod.) 45.279169.301 | 8.3247 | 0.283 | 0.709
Financial stability in the last year (4 mod.) 46.707|71.536 | 8.4579 | 0.329 | 0.709
Keeping up with the budget in last year (4 mod.) |45.621|70.535|8.3985| 0.274 | 0.710
Number of insurance holding (5 mod.) 48.250 | 65.545|8.0960 | 0.327 | 0.706
Self-perception of household finance
management (6 mod.) 47.979166.764 | 8.1709 | 0.400 | 0.699

Source: own study.
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Table 9
Scores of Sampling Adequacy
Kaiser-Mayer-Olkin measure of adequacy 0.719
Bartlett ’s test of sphericity Approx. Chi Square 723.643
Df 210
Sig. 0.000

Source: own study.

Table 10
Factor Analysis using Principal Component Factors
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Numeracy (3 mod.) 0.792* | 0.06 | 0.005 | 0.051 | 0.157 | -0.032 | 0.075
Risk literacy (3 mod.) 0.677* | 0.084 | 0.229 | 0.006 | 0.204 -0.03 0.101
Debt literacy (3 mod.) 0.643* | 0.065 | -0.102 | -0.121 | -0.092 | 0.097 | 0.178
Investment literacy (5 mod.) 0.597 | -0.045 | 0.026 | 0.321 | 0.137 0.024 | -0.384
Financial literacy (4 mod.).) 0.555 | 0.169 | 0.17 | 0.235 | -0.239 | 0.002 | -0.282
Self-control test (3 mod.) 049 | -0.106 | 0.474 | 0.083 | -0.061 | 0.091 0.108
Type of payment methods for day-to-day
purchases (5 mod.) -0.006 | 0.78* | -0.011 | 0.084 | 0.019 | -0.039 | -0.034
Active usage of bank account (5 mod.) -0.018 | 0.776* | 0.028 | 0.083 | 0.117 | -0.035 | 0.008
Type of payment methods for ongoing
expenses (6 mod.) 0.197 | 0.771* | 0.154 | -0.103 | -0.011 | 0.026 | 0.104
Usage of financial products (4 mod.) 0.118 | 0.604* | -0,067 | 045 | -0.012 | 0.237 | -0.253
Number of working family members
(6 mod.) 0.054 | 0.051 | 0.849* | -0.053 | -0.033 | -0.081 -0.1
Households’ income range (8 mod.) 0.077 | 0.093 | 0.834* | 0.141 | 0.187 0.051 0.04
Keeping up with expenses in a typical
month (6 mod.) 0.075 | -0.162 | 0.241 |0.724*| -0.013 | -0.212 | 0.105
Selected financial planning skills (5 mod.) 0.044 | 025 | -0.166 | 0.71* | 0.096 0.066 0.069
Self-perception of household’s economic
situation (6 mod.) -0.065 | -0.337 | -0.404 | -0.517 | -0.061 | -0.083 | -0.218
Dealing with unexpected 1500 PLN
expenditure (5 mod.) 0.165 | 0.123 | 0.018 | 0.012 | 0.856* | -0.089 | -0.054
Financial stability in the last year (4 mod.) -0.071 | -0.031 | 0.326 | 0.362 | 0.475 0.234 | -0.006
Keeping up with the budget in last year
(4 mod.) 0.062 | 0.141 | 0.178 | 0.374 | 0.242 | -0.725* | 0.045
Number of insurance holding (5 mod.) 0.177 | 0.167 | 0.226 | 0.311 | 0.214 | 0.646* | 0.079
Self-perception of household finance
management (6 mod.) 0.167 | -0.004 | 0.005 | 0.224 | -0.041 0.017 | 0.826*

Notes: Extraction method: Principal Component Analysis, 7 factors extracted, 15 iteration
required, rotation: varimax with Kaiser normalization; * values equal or exceeding 0.6
threshold for identifying significant factor loading, significant at 5 per cent level.

Source: own study.
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Third, the suitability for factor analysis was examined (the Kaiser-Mayer-
Olkin measure of adequacy = 0.719, Bartlett’s test of sphericity 0.000).

Based on Kaiser’s measure and Cattell’s scree test, seven factors were
selected for the next and the final stage of the analysis based on the principal
component analysis. Then, the orthogonal rotation method (varimax) with
Kaiser normalization and 0.6 threshold value for selecting significant factor
loadings were chosen to conduct the computation (see also: Biatowas 2013).
All values higher than 0.6 were flagged with an asterisk. The interpretation
of the items loading showed the existence of seven latent factors named as
follows:

All seven factors explain 63.27 percent of total variance. Moreover, the
three most important factors are: factor 1, which explains 12.372 percent,
factor 2 explaining 11.814 percent and factor 3 explains 9.792 percent of the
highest percentage total variance, which constitutes 33.977 percent of total
variance.

Table 11
Factor loadings corresponding to the financial capability variables
Initial Extraction sums Rotation sums
eigenvalues of squared loadings of squared loadings
s = = =
‘g -~ e 3 E e ] e 8 E d -} e 8 E d
= 8 S g ERD 8 S £ ER 8 S £ ER
e | ¥F | B2 | ¢ <% sy = | ®% | B¢
> Q > Q > Q
1 4.245 20.212 20.212 4.245 20.212 20.212 2.598 12.372 12.372
2 2.194 10.447 30.659 2.194 10.447 30.659 2.481 11.814 24.185
3 1.856 8.836 39.495 1.856 8.836 39.495 2.056 9.792 33.977
4 1.473 7.013 46.508 1.473 7.013 46.508 1.669 7.947 41.924
5 1.315 6.26 52.768 1.315 6.26 52.768 1.605 7.643 49.567
6 1.157 5.511 58.279 1.157 5.511 58.279 1.539 7.328 56.896
7 1.048 4.991 63.27 1.048 4.991 63.27 1.339 6.374 63.27
8 0.874 4.162 67.432
9 0.808 3.848 71.28
10 0.771 3.67 74.95
11 0.683 3.254 78.204
12 0.649 3.092 81.296
13 0.595 2.832 84.128
14 0.579 2.756 86.884
15 0.535 2.549 89.433
16 0.515 2.451 91.884
17 0.429 2.043 93.927
18 0.381 1.812 95.739
19 0.351 1.673 97.412
20 0.312 1.485 98.896
21 0.232 1.104 100

Source: own study.
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From the perspective of the items: factor 1 explains 79.2 percent of the
variance of numeracy (which is estimated as the squared correlation score),
67.7 percent of the variance of risk literacy and 64.3 percent of the total
financial literacy score variance, factor 2 explains 78.0 percent of the
variance of type of payment methods for day-to-day purchases, 77.6 percent
of the variance of active usage of bank account, 77.1 percent of the variance
of type of payment methods for ongoing expanses, as well as 60.4 percent of
the variance of usage of financial products, factor 3 explains 84.9 percent of
number of working family members, and 83.4 percent of the households
income range. Then, the factors’ average values for some demographic and
behavioural characteristics were computed, but no significant differences
between age, sex, educational level, marital status, uncertainty control, short
time preference etc., were found. To sum up, the factor analysis confirmed
the high importance of literacy skills (especially risk and debt literacy),
active inclusion as well as income level as significant latent factors in
shaping financial capability of low-income households.

4.3. Logistic regression results

The third stage of the study was aimed at providing a deeper
understanding of the relation between subjective poverty and a group of
demographic, behavioural and financial capability characteristics. Special
attention was given to a group of households, which despite having a low
income, they still feel financially satisfied. Hence, the logistic regression
model was constructed, where y is dependent variable “feeling financially
satisfied”, x represents a set of characteristics posited to influence the feeling
of being economically well-off (including financial literacy and financial
behaviour variables, as well as demographic and behavioural variables), B is
a set of parameters to be estimated, € represents the error, and i is the
observation number. The dichotomous dependent variables were constructed
from categorical indicator (7 mod.); feeling financially satisfied is here
defined as a subjective feeling of financial situation indicated between “very
good, good and rather good”. Hence, the group of 85 respondents who are
objectively poor in terms of low-income, classified their households as being
financially secure, the rest, which is 109, classified themselves as deprived
in terms of low-income (both subjectively and objectively).

The author began by examining the role of demographic variables. Then,
behavioural and attitudinal variables (one by one) were added to the model,
next continuing with the set of financial literacy, financial capability and
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finally with financial behaviour variables. The author adopted the down top
approach by analyzing the incremental chi-square test (LR chi-square test)

between previous model at p level less than 5 percent as well as pseudo-R*.

Table 12
Pseudo R2 scores for group characteristics
Characteristics
Demographic Sub]e.ctlve F{nanual Fmanflal Behavioural
happiness literacy inclusion
LR chi-square 227.0214 194.8447 152.8502 132.9225 125.6513
Prob. chi-square 0.000 0.000 0.000 0.000 0.007
Pseudo R* 0.146 0.165 0.206 0.232 0.275

Source: own study.

The inclusion of all four groups of variables raises the pseudo-R* from
0.1464 to 0.2745, suggesting that all characteristics play an important role in
predicting adaptation. Moreover, each of these variables adds to the fit of the
model. What is interesting, the biggest improvement in both is the
incremental LR chi-square test and pseudo-R” is achieved by adding
financial literacy characteristics (41.99 and 0.041264 respectively). It seems

Table 13
Logistic regression results
g ] 2~ -

2 L2 3 g £ g2 S| g5 =

T 5,7 %:f fig|3sig iig BRI iig it

S |8zE|3sc 2EE|3=9E 3£ 2EC | ¢ZE|8fe

£ | z|2E3|28e |23 B2 | 285 | €8 E83

S | = 5 |S° |SEET|EE | ~fg| <22 22

A7 |d5 | sE|7S
=)

Beta -3.434|  0555| 05197] 0388 0130 -0.386| -0.091| 0.6102] -0.930
Std. error 2169 0.280] 0.1663] 0336]  0.2896 0217 0.205] 0.240] 0371
T(116) 1583 | 1981 3.125| 1.156| 0.4496| -1.781| -0.445| 2.548[ -2.508
P-value 0.1161 | 0.050[ 0.002] 0250 0.654| 0.0776 | 0.657| 0.012] 0.014
95% CL | -7.730 | 0.000 [ 0.1903 [ -0.277 0443  -0.816] -0.498] 0.136] -1.665

+95% CL | 0.8626 | 1.109| 0.849| 1.053 0.704 | 0.0434| 0315 1.085]  -0.19

Wald chi-square | 2.506| 3.923| 9.766 |  1.336 0.202 3171 0.198]6.491356 | 6.291
P-value 0.113|  0.048] 0.001] 0.248 0.653 0.075| 0.656| 0.0108 | 0.0121
OR (unit ch) 00323 1741 1.681 1.474 1.139 0.680 [ 0913 1.841] 0395
95% CL| 0000 1.000[ 1.209] 0.7583|  0.6419 0442 0608 1.146| 0.189

+95% CL | 2369 | 3.032] 2337] 2.865 2.021 1.044]  1370] 2.958[ 0.822

OR (range) 52813|  6391] 4719 1.684 0.145]  0.634] 11482] 0.156
95% CL 1.000|  4.584] 03306| 0.1697 0.017 | 0.083 1.722] 0.0358

+95% CL 27.890 | 891.091 | 67.358 16.699 1242 4832] 76575  0.676

Notes: N=125; final loss: 62.826; chi’*(6)= 47.564; p=0.000

Source: own study.
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that financial literacy is not only the main latent factor in financial capability
of low-income households, but also a central component in adaptation to a
low-income situation. Finally, the logit model was used to examine the
various effects of the demographic, literacy, capability and behavioural
characteristics perception.

The results show that demographic characteristics (education and income
level), financial inclusion variable (active usage of bank account) as well as
behavioural variable (income aspiration level) are the most important and
statistically significant across all characteristics. In particular, the negative
income aspiration level coefficients imply that households with high-income
expectations are more likely to feel financial frustration and it may affect
their subjective perception of financial situation (Ray 2006). On the
contrary, households which are doing well financially, have a higher
education level, do not treat finance as a central part of their life and are
financially included (but do not check their account too often), are more
likely to feel financially satisfied with their low-income. The highest odd
ratio is estimated for active inclusion (score 1.84). The second highest
education level variable (score 1.74) and the third highest is income level
(1.68). Thus, the author may interpret these values as almost twice more
likely to feel financially satisfied when the household is financially included,
have a higher income and education level. The overall essence of the
estimated model is very high (the p level is equal to 0.00000). In order to
evaluate the fit of the presented logistic regression model the residuals were
evaluated especially the observed versus the predicted proportions were
diagnosed. The odds ratio is 13.074, which means that classification is better
than the one selected by chance.

SUMMARY AND DISCUSSION

The paper points out a number of key results and conclusions concerning
the level of financial capability among low-income households from rural
and peripheral parts of Poland. First, financial literacy among these
households is very low, which is even more important when we take into
account the results from the factor analysis. It seems that when assessing
financial capability there is a positive literacy factor underlining the
importance of numeracy, risk literacy and debt literacy in particular. Their
role might be highly relevant, severely restrictive, or they may secure some
of the financial behaviour (Lusardi 2011, Lusardi and Mitchell 2007,
Hastings et al. 2012, Kempson et al. 2013). As stated by Lusardi (2008:
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15-6): “As it was impossible to live and operate efficiently in the past
without being literate (...), so it is very hard to live and operate efficiently
today without being financially literate (...). Individuals need to know how
to read and write financially”. Thus the low level of financial literacy may
result in the incapability to: first, use a full range of financial opportunities,
second, prevent households from having the capability to make responsible
financial choices (being able to understand product mechanisms and product
descriptions), third, put at risk some other core functionalities, such as
psychological health (Marmot 2005; Pollack and Lynch 2009).

Moreover, it is important to underline that modes of financial behaviour
among low-income households are rather high and their role is clearly
presented by factor analysis (especially factors 2, 3, 4, 5 and 6). This is
especially true for the “financial management skills” (factors 2 and 4) which
are in fact abilities allowing to manage a financial budget and keep track of
expenditure (Kempson et al. 2013; Collins ef al. 2009; Hastings et al. 2012).
It seems that being financially illiterate does not stop low-income
households from building the financial management skills, which might be
more linked with survival skills and rooted in the local culture than with
financial education attendance (Holzmann et al. 2013; Akerlof and Kranton
2000). As stated by Collins et al. (2009: 3) “money management is, for the
poor, a fundamental and well-understood part of everyday life”. Apparently
there are some social learning processes which shape preferences and help
low-income households from rural parts of Poland to find some other way,
rather than through financial education, to achieve a satisfactory level of
financial behaviour (Sen 2002: 164; Sztompka 2007: 26).

Low-income households behave generally responsibly because having
little forces them to be very careful in terms of financial choices (Banerjee
and Duflo 2011: IX; Shah et al. 2012; Mullainathan and Shafir 2014). On the
other hand, the lack of more sophisticated financial behaviour might be
explained by the fact that low-income households may first act (begin to
accumulate savings) and then, if motivated, build their financial literacy
necessary to act responsibly (Bertrand et al. 2006: 15). This means that if
there is no action, there is no knowledge. Third, financial behaviour in
general shows a high level of accountability but lack of long-term planning
and misunderstanding of the real risk associated with unemployment, illness
or disability (only one year’ saving protection). Kempson et al. (2013: XXI)
presented a similar result in a study which included ten low-income
countries. They stated: “many of the countries included a group of people
with very low incomes who were very good at managing their money day to
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day but either had short-term planning horizons or a low propensity to save
(or both)”.

Finally, the logistic regression showed that not only demographic
(education and income level) but also financial inclusion factors matter
greatly for adaptation to low-income situations (measured by marginal
effects of pseudo-R?). In the short term, adaptation to a low income might
have a positive effect (reducing a financial stress and frustration), especially
when structural constraints do not allow to increase the household’s income.
However, in the long term it may have a destructive impact on the financial
capability open to low-income households. As indicated by Robeyns (2017:
139), “a group that is systematically socialized to have low aspirations and
ambitions will perhaps not put certain capabilities on its list”. This is
especially true for post-communist countries, where risk avoidance,
passiveness and survival attitude (which results in short-term thinking) are
country folk’s immanent values, and which still makes it important
components of their financial capability (Kochanowicz et al. (eds.) 2007:
37). Moreover, according to Goszczynska (2010: 17), “the social
consciousness was the toughest to change” after the transition in Poland.
Thus to better understand the financial capability of low-income households,
the analysis of institutional, environmental and social constraints is
necessary (Topinska 1999; Marody 1990, Akerlof and Kranton 2000,
Sztompka 2007, Wilkin 2016, Robeyns 2017).
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