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ABSTRACT 

Financial literacy has been increasingly considered as a significant pillar for the 

economic development of a nation. The global financial crisis has further glowed the 

importance of financial literacy and the need for financial education. Thus, financial 

literacy has drawn the attention of academics, policy makers, regulators, 

governments around the world. The research study attempts to investigate the 

antecedents and consequences of financial literacy focusing on retail investors. A 

quantitative research approach was adopted in this study and cross-sectional survey 

was conducted to collect primary data from a sample of 173 retail investors at 

Colombo Stock Exchange by utilizing structured self-administered online 

questionnaire. The analysis depicted that the retail investors have relatively high 

level of financial literacy. In this study four antecedents and two consequences of 

financial literacy were identified and tested using Generalized Linear Modeling. The 

results suggested that out of the antecedents considered gender, education level and 

investment experience significantly influence on the financial literacy of the retail 

investors. Out of the consequences considered only the portfolio return was 

significantly influenced by the financial literacy of the retail investors. 
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1. INTRODUCTION 

The financial system is one of 

the seamless specimen for a highly 

complex system, containing of 

vastly interconnected sub-systems. 

Moreover, financial instruments 

have become ever-more 

sophisticated and people are offered 

with new and more dynamic 

financial products and services. On 

the other hand, financial markets all 

around the globe have become 

progressively reachable to the ‘small 

investor,’ as new products and 

financial services grow widespread 

(Lusardi and Mitchell, 2013). The 

access to credit is easier than ever 

before and opportunities to invest are 

abundant everywhere. Thus, the 

complexity of financial decisions, 

that an individual face now have 

increased up to unparalleled levels 

(Das and Kumar, 2015) and 

individuals are more than ever 

becoming responsible for their own 

financial security (Lusardi and 

Mitchell, 2013). But, are the 

individuals equipped with adequate 

financial knowledge and capabilities 

with the skills to navigate this 

dynamic financial environment 

exists today? In other words, do they 

possess adequate financial literacy to 

make sound investment decisions? 

The global financial crisis on the 

other hand has further glowed the 

importance of financial literacy and 

the need for financial education. 

Therefore, financial literacy has 

been increasingly considered as a 

significant pillar for the 

development. And financial literacy 

has drawn the attention of 

academics, policy makers, 

regulators, governments around the 

world.  

As Kim (2001) stated, financial 

literacy is a basic knowledge that an 

individual need in order to survive in 

the modern society. Financial 

literacy is the ability use knowledge 

and skills to manage financial 

resources effectively for lifetime 

financial security (Mandell, 2005). 

The Organization for Economic 

Corporation and Development 

(OECD) has defined financial 

literacy as a combination of 

awareness, knowledge, skill, attitude 

and behavior necessary to make 

sound financial decisions and 

ultimately achieve individual 

financial well-being. The level of 

financial literacy possessed by 

individuals, irrespective of the many 

other skills of them, is one of a vital 

factor that leads to personal financial 

well-being. It allows people to 

increase and better manage their 

earnings and therefore better manage 

life events like education, illness, job 
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loss, or retirement (Cole and 

Fernando, 2008). Financial literacy 

is also directly correlated with 

positive financial behavior such as 

timely payment of bills and loan 

installments, saving before spending 

and using credit card judiciously 

(Bhushan and Medury, 2013). In 

fact, as Lusardi (2008) mentioned, 

financial literacy affects individual 

financial decision-making; 

ignorance about basic financial 

concepts can be linked to lack of 

retirement planning, lack of 

participation in the stock market, 

poor investment decisions and poor 

borrowing behavior. 

 

Background of the Study 

In the present study the focus is 

given to the financial literacy of the 

retail investors at the Colombo Stock 

Exchange (CSE) in Sri Lanka. A 

retail investor is an individual who 

invests in the stock market for his or 

her personal account (MacIntosh, 

1993) and considered to be a person 

who manages his or her own funds in 

order to achieve personal financial 

gain (Van, 2002). Therefore, it is 

believed that an individual investor 

needs an in-depth knowledge of the 

stock market in order to make the 

most effective decisions regarding 

his or her personal investments. 

There are evidences to support 

the fact that the financial literacy has 

an influence on investor behavior. 

Literature has established strong 

links between financial literacy and 

savings and investment behavior. 

For example, Calvet et al. (2009) 

discovered that poor financial 

sophistication is connected with 

investment mistakes, such as under-

diversification, portfolio inertia, and 

the tendency to sell winning stocks 

and hold losing stocks. Van Rooij et 

al. (2009) established the association 

between financial sophistication and 

wealth, depend on specific measures 

of financial literacy. As Monticone 

(2010) concluded, in order to be 

successful in the stock market, the 

individual investors involved in 

trading should be more 

knowledgeable and informed. Thus, 

it is evident that the financial literacy 

is more vital for a retail investor to 

make sound investment decisions. 

Therefor this study attempt to 

measure the level of financial 

literacy of the retail investors and to 

investigate the antecedents and 

consequences of financial literacy of 

retail investors. 

 

2. LITERATURE REVIEW  

The term financial literacy was 

first originated in the 18th century in 
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the USA (Garg and Singh, 2018). 

Since then the concept of financial 

literacy, has been evolved over the 

years and it has been researched 

from diverse perspectives. Various 

scholars, government and non-

government organization around the 

world have conducted research in 

order to conceptualize the financial 

literacy (Hung et al., 2009). Some 

scholars identified financial literacy 

as a synonymous with financial 

knowledge and some identified it as 

an ability and some identified it as 

both (Hilgert et al., 2003; Mandell 

and Klein, 2007; Lusardi and 

Mitchell, 2011; Bucher-Koenen et 

al., 2016). According to Mandell and 

Klein (2007), financial literacy is 

defined as “the ability to evaluate the 

new and complex financial 

instruments and make informed 

judgments in both choice of 

instruments and extent of use that 

would be in their own best long-run 

interests”. And Lusardi and Mitchell 

(2011) conceptualized financial 

literacy as the knowledge of basic 

financial concepts and the ability to 

do simple calculations. An 

extensively accepted and all-

inclusive definition was proposed by 

the Organization for Economic Co-

operation and Development 

(OECD). They conceptualized 

financial literacy as “knowledge and 

understanding of financial concepts 

and risks, and the skills, motivation 

and confidence to apply such 

knowledge and understanding in 

order to make effective decisions 

across a range of financial contexts, 

to improve the financial well-being 

of individuals and society, and to 

enable participation in economic 

life” (OECD, 2014).  OECD 

introduced three dimensions of 

financial literacy, which are 

financial knowledge, financial 

behavior and financial attitude 

(OECD-INFE, 2011; OECD, 2005, 

2013, 2014). 

OECD (2005) evaluated the 

level of financial literacy in 12 

developed countries comprising, 

USA, Australia, Japan, United 

Kingdom and European countries. 

The study concluded that the 

financial literacy level is very low 

for most respondents in all of the 

surveys conducted in the above 

countries. The majority of studies 

have been conducted in both 

developed and developing countries 

have identified several factors that 

influencing the level of financial 

literacy of individuals. Demographic 

factors such as age, gender, 

education level, experience, income 

were identified as significant 

determinants of financial literacy in 

most of these studies (Das and 
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Kumar, 2015). Chen and Volpe 

(1998) investigated the 924 college 

students in the USA to assess the 

level of personal financial literacy. 

Further, they examined the 

association between the financial 

literacy levels and demographic 

factors such as age, gender, race, 

nationality, experience, income, 

academic discipline and class 

performance. And according to the 

results, the female students were less 

literate than male students, and 

foreign students were less literate 

than the US citizens. In addition, it 

was found that the academic 

discipline, class performance, and 

work experience were significantly 

influenced the financial literacy 

level of students. Worthinton (2004) 

conducted a study regarding the 

financial sophistication in Australia 

and found that, individuals who aged 

50-60 are less likely to be financially 

literate. Lusardi and Mitchell (2006) 

compared financial literacy of the 

early Baby Boomers in 2004, and 

individuals in the same age group in 

1992 and found that financial 

planners belong to both cohorts 

arrive close to retirement with much 

higher wealth levels and display 

higher financial literacy than non-

planners. Further, they concluded 

that among the retired US citizens 

those aged from 51 to 56 are less 

financially literate. Lusardi and 

Mitchell (2007b) compared 

respondents’ self-assessed financial 

knowledge levels with objective 

measures of financial literacy, and 

found that respondent literacy is 

higher when they were exposed to 

economics in school and to 

company-based financial education 

programs. Volpe et al. (2002) 

investigated investment literacy of 

530 online investors and the 

influence of various factors such as 

age, income, gender, education, and 

trading experience on investment 

literacy. And they suggested that 

online investors must have even 

more knowledge than normal 

investors to succeed in the securities 

markets, as they are more likely to be 

exposed to various manipulations 

and financial misinformation. The 

study concluded that the level of 

financial literacy of investors varied 

with their experience, education, 

age, income, and gender. When it 

comes to gender, it was found that, 

the men had much higher financial 

literacy than women. Additionally, 

investors with higher income had 

more knowledge in investment than 

those with lower income, and 

investors with college or higher 

education were financially literate 

than those with lower level of 

education. Almenberg and 
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Soderbergh (2011) conducted a 

study regarding financial literacy in 

Sweden and observed that the 

highest levels of literacy are 

demonstrated by the people those 

who aged 35-50 and those older than 

65 were found to perform the worst. 

On the other hand, ACNielsen 

Research (2005) conducted a survey 

on adult financial literacy in 

Australia and the study revealed that 

the people’s level of education, 

employment, income, marital status 

and age were associated with the 

financial literacy. 

Beal and Delpachitra (2003) 

claimed that having financial 

literacy enable investors to make 

informed investment decisions about 

their money and minimizes the 

chances of being misled on financial 

matters. Klapper et al., (2013) and 

Bucher-Koenen et al., (2016) 

concluded that people with high 

financial literacy participate well in 

stock market activities, and they face 

minimal macroeconomic and 

income shocks during the crisis 

periods. According to Van Rooij et 

al. (2009) individuals with high level 

of financial literacy are more likely 

to perform better in terms of 

numeracy and it has further proven 

by Lusardi and Mitchell in 2011.Van 

Rooij et al. (2011) suggested that, 

people with higher financial literacy 

will lead to better investment 

decisions and are more likely to 

participate in the stock market. 

Financial literacy and stock market 

investments are thus highly 

associated. Hilgert, et al. (2003) 

confirmed that financial literacy is 

positively related to household 

wealth. And further they established 

a relationship between financial 

literacy and savings as well as a 

positive connection between 

financial knowledge and investment 

value and concluded that informed, 

financially sophisticated individuals 

make sound financial decisions and 

they are capable to develop wealthier 

investments. This implies that 

respondents who believe to be more 

financially literate are more likely to 

have a higher worth of investments. 

Abreu and Mendes (2010) studied 

the impact of investors’ levels of 

financial literacy on portfolio 

diversification. And the results 

suggest that investors’ financial 

literacy and the information sources 

have a significant impact on the 

number of different assets included 

in a portfolio. 

On the other hand, Agarwalla et 

al. (2015) attempted to study the 

level of financial literacy of young 

workers in India and found that 

individuals with higher financial 

literacy are likely have more earning 
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on saving. Connolly and Hajaj 

(2001) found that the low level of 

financial literacy associated with 

financial and social exclusion, and it 

results in lower returns. Kailanya 

(2014) claims that the high level of 

financial literacy leads to higher 

financial return. Deuflhard, et al. 

(2015) attempted to explain the 

household return by financial 

sophistication and concluded that 

increase in financial literacy is 

associated with an increase in 

interest rate. Chu, et al. (2017) 

conducted a survey in China and 

attempted to measure the financial 

literacy and further categorized into 

basic financial literacy and advanced 

financial literacy and they indicated 

that people with higher levels 

financial literacy had a better chance 

of earning a positive investment 

return, suggesting that high level of 

financial literacy will result in a 

better financial outcome. 

 

3. RESEARCH 

QUESTIONS 

The research questions reflect 

the fundamental purposes of 

conducting the study. This study 

attempts to answer the following 

questions: 

1. What is the current level of 

financial literacy of the retail 

investors in the Colombo Stock 

Exchange (CSE) in Sri Lanka? 

2. What are the antecedents and 

consequences of financial 

literacy of investors in the 

Colombo Stock Exchange (CSE) 

in Sri Lanka? 

It is assumed that answering the 

first question will help to discover 

various dimensions of financial 

literacy and to explore the level of 

financial literacy of the retail 

investors at the Colombo Stock 

Exchange in Sri Lanka. And the 

second research question will 

facilitate finding the antecedents and 

consequences of financial literacy of 

retail investors at the Colombo Stock 

Exchange.  

 

4. RESEARCH 

METHODOLOGY 

Conceptual Framework and 

Hypothesis 

Based in the literature and the 

research questions and the following 

conceptual model were developed 

and it represents the synthesis of the 

whole study. For this study, four key 

antecedents of financial literacy 

namely Gender, Age, Education 

level, and Investment Experience 

have been considered in the model. 

Investment Return and the 

Investment Size were considered as 
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the consequents of the financial 

literacy.  

 

 

 

 

 

 

 

 

In line with the above conceptual model, 

the following hypotheses were 

formulated: 

 

H1: Gender influences the level of 

financial literacy of retail investors 

at the Colombo Stock Exchange. 

H2:  Age is positively related with the 

level of financial literacy of retail 

investors in the Colombo Stock 

Exchange 

H3:  Education level is positively 

related with the level of financial 

literacy of retail investors in the 

Colombo Stock Exchange 

H4:  Investment experience is positively 

related with the level of financial 

literacy of retail investors at the 

Colombo Stock Exchange 

H5:  Financial literacy is positively 

related with portfolio return of 

retail investors at the Colombo 

Stock Exchange 

H6:  Financial literacy is positively 

related with portfolio size of retail 

investors at the Colombo Stock 

Exchange 

 

Operationalization 

Operationalization is a process 

of defining the variables in to 

measurable indicators. The 

following table presents the 

operationalization of variables of 

this study. 

 

Questionnaire Design 

The researcher employed a 

questionnaire adapted from Lusardi 

and Mitchell, (2008) in order to 

measure the level of financial 

literacy of the investors. The 

questionnaire consists of fourteen 

(14) questions of which six (06) 

elicit demographic and 

socioeconomic information of the 

investors and, remaining eight (08) 

questions measure the level of 

financial literacy of the investors. 

 

Data Collection and Analysis 

Method 

According to the sample plan 

prepared at the initial stage, the 

sample consisted of 200 investors 

among whom the self-administrated 

questionnaires were distributed. Out 

of that 200, only 173 questionnaires 

were completed by the respondents 

Figure 1.1: Conceptual Framework 
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and proceeded for the further 

analysis. Therefore, the response 

rate was 86.5% and was well above 

the acceptable level. According to 

Baruch and Holtom (2008) 

acceptable response rates may vary 

based on the mode by which the 

survey is administered (Postal: 50% 

adequate, 60% good, 70% very 

good, Phone: 80% good, Email: 40% 

average, 50% good, 60% very good, 

Online: 30% average, Face-to-face: 

80-85% good). 

As the response variables in 

concern are categorical, the typical 

regression analysis could not be 

used, due to the violation of 

regression assumptions. Thus, based 

on the types of the data and the 

objectives of the research, 

Generalized Linear Modeling 

technique was utilized to test the 

study hypotheses. The antecedents 

were tested using Linear Model as 

the response (financial literacy) is a 

scale variable. The consequences 

were tested using Ordinal Logistic 

Model as the responses (portfolio 

return and size) are categorical 

variables in ordinal scale. This 

analysis procedure was carried out 

using SPSS software.  

 

 

Table1.1: Operationalization Table 

Variable Definition Type Indicators 

Financial 

Literacy 

Retail 

investors’ 

knowledge of 

the stock 

market, its’ 

functions and 

basic stock 

market 

instruments.  

Continuous Main function of the stock market 

Knowledge of mutual fund. 

Relationship between interest rate and 

bond prices 

Which is riskier: stocks vs bonds 

Highest return over long period: savings 

accounts, bonds or stocks. 

Highest fluctuations: savings accounts, 

bonds, stocks. 

Risk diversification. 

What is safer: company stock vs stock 

mutual fund 

Investment 

Experience 

Number of 

years that an 

investor has 

been actively 

operating in 

Categorical Number of years 
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the stock 

market. 

Age Age of the 

retail 

investor. 

Categorical Number of years 

Gender The state of 

being male, 

female or 

other. 

Categorical Male/ Female/ Other 

Education 

Level 

Highest 

education 

level of the 

investor. 

Categorical Below O/L, O/L, A/L, Diploma, Bachelor 

Degree, Master or Above 

Portfolio 

Size 

The total 

investments: 

investors’ 

total amount 

of the Stock 

holdings at 

CSE. 

Categorical Less than Rs.300,000, 300,000 – 600,000, 

600,000 – 900,000, 900,000 – 1,200,000,  

Portfolio 

Return 

The annual 

return for the 

total Stock 

holdings at 

CSE. 

Categorical Less than 8%, 8% - 12%, 12% – 15%, 

20% – 25% 

Source: Lusardi and Mitchell, (2006, 2008, 2011), Das and Kumar, (2015), Kailanya 

(2014), Deuflhard (2015), van Rooij et al. (2007), Cole and Fernando (2008) 

5. DATA ANALYSIS AND 

RESULTS 

Sample profile 

As demonstrated in the Figure 

1.3, out of the total of 173 

respondents, 126 were males 

amounting to 73% of the sample and 

47 were females amounting to 27% 

of the sample. Thus, it is apparent the 

fact that female investors are 

substantially lower in the Colombo 

Stock Exchange. Further, 111 

respondents were married and 62 

were single which were 64% & 36% 

respectively in percentages as shown 

in the Figure 1.2.  
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Table 1.2: Annual Return 

Return Frequency Percentage 
Cumulative 

Percentage 

Less than 8% 13 7.5% 7.5% 

8% - 12% 16 9.2% 16.7% 

12% – 15% 97 56.1% 72.8% 

15% - 20% 45 26.0% 98.8% 

20% – 25% 2 1.2% 100% 

Total 173 100.0%  

Source: Survey Data 2017 

 

When the investors were 

analyzed according to the annual rate 

of return earned from the stock 

market investments that they own, 

7.5% of the sample have mentioned 

that they earned a return less than 8% 

during the last year. The majority of 

the investors, which is 56.1% of the 

total sample (and 97 in number) 

indicated that they got a rate of 

return between 12%-15%. Another 

26% of the sample said that they 

yield a return between 15% -20%. 

Only 1.2% of the sample mentioned 

that they realized a rate of return 

between 20%-25% in the last year. 

So, it is apparent that the majority, 

which is 82.1%of the sample have 

realized an annual return between 

12% - 20%. 
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30 …

A/L

Diploma

Bachelo

r Degree

Master

or

Above

Educational Level

Figure: 1.2 Education Levels  

Source: Survey Data 2017 
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Above figure presents the 

education levels of the retail 

investors in the sample. When the 

respondents were analyzed 

according to the educational 

qualification that they possess, there 

were 30 (17%) investors who had 

qualifications equal to master or 

above, 89 (52%) were Bachelor 

Degree holders, 33 (19%) were 

Diploma holders and others were 

qualified up to G.C.E A/L which 

accounted for 12% out of the sample 

and 21 in number.  The finding in the 

Figure 1.3 shows that the 

respondents are highly qualified 

because 88% of the respondents 

were educationally qualified at least 

up to diploma level.   And it implies 

that the respondents were educated 

enough to understand the 

questionnaires which were given to 

them and hence the information 

obtained from the respondents can 

be considered factual and 

representative.  

Above table represents the 

portfolio size of the retail investors 

in the sample. It was recorded that 

the highest number (70 in number) 

of retail investors have portfolio 

amount of less than Rs. 300,000, 

which represents 40.5% of the 

sample, while the lowest number of 

investors belonged to the category of 

Rs. 900,000 – 1,200,000 which is 

amounted for 12.1% and 21 in 

number. 

 

 

 

 

Table 1.3: Portfolio Size 

Portfolio 

Size (Rs.) 

Frequ

ency 

Perce

ntage 

Cumul

ative 

Percen

tage 

Less than 

300,000 

70 40.5

% 

40.5% 

300,000 – 

600,000 

58 33.5

% 

74.0% 

600,000 – 

900,000 

24 13.9

% 

87.9% 

900,000 – 

1,200,000 

21 12.1

% 

100.0

% 

Total 173 100%  

Source: Survey Data 2017 

Figure: 1.2 
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Level of financial literacy of the 

retail investors 

The financial literacy of the 

investors was measured through the 

questionnaire adopting  

eight indicators, namely; Main 

function of the stock market, 

Knowledge of mutual fund, 

Relationship between interest rate 

and bond prices, what is safer 

(company stock vs stocks of mutual 

funds), Which is riskier (stocks vs 

bonds), Highest return over a long 

period (savings accounts, bonds or 

stocks), Highest fluctuations 

(savings accounts, bonds, stocks) 

and Risk diversification. These 

indicators were adopted from 

Lusardi and Mitchell (2007a) and the 

results are presented in the table 1.4. 

Table 1.4 depicts that most 

respondents have given the correct 

answer to the all eight questions, 

showing that they have a relatively 

high level of knowledge about how 

the stock market operates and the 

riskiness of the different financial 

assets. They are also more likely to 

be relatively less knowledgeable 

about mutual funds and the risk and 

returns of the mutual funds. But the 

most difficult question is the one that 

tested the relationship between bond 

prices and interest rates, for which 

only about 47.4% of the sample 

provided the correct answer. 

 

 

 

Table 1.4: Results of Financial Literacy Questions 

Financial Literacy Questions  
Correct Incorrect 

Frequency Percentage Frequency Percentage 

Q1 Main function of the stock market. 125 72.30% 48 27.70% 

Q2 Knowledge of mutual fund. 116 67.10% 57 32.90% 

Q3 
Relationship between interest rate and 

bond prices 
82 47.40% 91 52.60% 

Q4 
What is safer: company stock vs stock 

mutual fund 
112 64.70% 61 35.30% 

Q5 Which is riskier: stocks vs bonds 140 80.90% 33 19.10% 

Q6 
Highest return over long period: 

savings accounts, bonds or stocks 
147 85.00% 26 15.00% 

Q7 
Highest fluctuations: savings 

accounts, bonds, stocks 
143 82.70% 30 17.30% 

Q8 Risk diversification 106 61.30% 67 38.70% 

Source: Survey Data 2017. 
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Table 1.5 above indicates that 

only 6.9% of respondents could 

answer all the financial literacy 

questions accurately. And 1.7% of 

respondents answered only two 

questions accurately which is the 

lowest score recorded by a 

respondent. However about 78% of 

the sample investors has given 

correct answers for at least 5 

questions. In other words, 78% of 

the respondents have scored more 

than 5 out of the total financial 

literacy score of 8. 

 

Antecedents of Financial Literacy  

 In order to derive more details 

on who could accurately answer the 

financial literacy questions, an 

analysis of the antecedents of 

financial literacy was conducted.  

Accordingly, the total financial 

literacy score was tested utilizing 

Generalized Linear Modeling 

against age, gender, investment 

experience, education level of the 

investors. According to Wald Chi- 

Square statistics of the Generalized 

Linear Modeling shown in the below 

table, only two effects are 

statistically significant at the 0.05 

level, which are the gender (p 

=0.001) and the education level (p 

=0.002). And the Investment 

experience is significant at 0.1 level 

(p = 0.071). Further, it was revealed 

that the age does not have an impact 

on financial literacy (p = 0.498) 

 

 

 

 

 

Table 1.5: Financial Literacy Score 

(FLS) 

Number 

of 

Correct 

Answers 

Frequ

ency 

Percen

t 

Cumulative 

Percent 

8 12 6.9% 6.9% 

7 34 19.7% 26.6% 

6 60 34.7% 61.3% 

5 29 16.8% 78.1% 

4 21 12.1% 90.2% 

3 14 8.1% 98.3% 

2 3 1.7% 100% 

1 0 00% 100% 

Source: Survey Data 2017. 

Table 1.6:  (GLM) Model Effects – 

Antecedents 

Variables 
Wald Chi- 

Square 
df Sig. 

Gender 10.768 1 .001 

Education 

Level 
15.276 3 .002 

Age 0.459 1 .498 

Investment 

Experiences 
3.269 1 .071 

Dependent Variable - Financial Literacy 
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Table 1.7:  Parameter Estimates Antecedents 

Parameter B Std. Error Hypothesis Test 

Wald Chi-

Square 

df Sig. 

Intercept 5.644 .8547 43.598 1 .000 

Female -.808 .2463 10.768 1 .001 

Male 0a . . . . 

A/L -.736 .3959 3.459 1 .063 

Diploma .553 .3731 2.200 1 .138 

Bachelor Degree .501 .3216 2.429 1 .119 

Master Degree or 

Above 
0a . . . . 

Age -.018 .0271 0.459 1 .498 

Investment 

Experience 
.097 .0537 3.269 1 .071 

Note: a - set to zero because this parameter is redundant 

According to the parameter 

estimates of the model (as shown in 

table 1.7), it is notifiable that 

financial literacy scores of female 

investors are 0.808 lower than that of 

male investors. When it comes to 

education level, financial literacy 

score of investors with A/L as the 

highest qualification is 0.736 lower 

than those who have a master degree 

or above qualification. Financial 

literacy score increases by 0.097 

when the investors are getting one 

more year of investment experience. 

 

Consequences of Financial 

Literacy 

In order to identify the 

consequences of the financial 

literacy, portfolio size and the 

portfolio return were tested against 

financial literacy score of the 

investors by utilizing Generalized 

Linear Modeling. And the results are 

depicted in the following table 

(Table: 1.8).   

As table 1.8 indicated, that the 

Portfolio Return is influenced by the 

financial literacy level of the 

investors and it is significant at 0.05 

level (p = .038) but the Portfolio Size 

was not significant at 0.05 level (p = 

0.641). 

 

Table 1.8:  (GLM) Model Effects - 

Consequences 

Consequence 

Wald 

Chi- 

Square 

df Sig. 

Portfolio Size 0.218 1 .641 

Portfolio Return 4.288 1 .038 

Independent Variable - Financial Literacy 
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 “Return 1” is the estimated cut point 

on the portfolio return variable 

which was used to differentiate very 

low return category from other 

return categories when the FLS 

value is zero. Hence, the 

investors could be classified as very 

low return makers, when they obtain 

a value of -1.295 or less for portfolio 

return while they were having zero 

FLS. The other return thresholds can 

be interpreted in a similar way. 

Accordingly, with a zero FLS value, 

low return makers will obtain a value 

between -1.295 and -0.365, 

moderate return makers will obtain a 

value between -0.365 and 2.276, 

high return makers will obtain a 

value between 2.276 and 5.745, and 

very high return makers will obtain a 

value higher than 5.745 for portfolio 

return. However, in general, it can be 

said that for a one unit increase 

in FLS, a 0.224 increase in the 

ordered log odds of being in a higher 

category of return would be 

expected. 

 

6. CONCLUSION  

The prime purpose of this study 

was to investigate the antecedents 

and consequences of financial 

literacy of retail investors at 

Colombo Stock Exchange. The 

quantitative research approach was 

adopted in this study and cross-

sectional survey was conducted to 

gather primary data from a sample of 

173 retail investors by utilizing 

online structured self-administered 

questionnaire. The statistical 

methods were employed to analyze 

the data. 

The analysis of retail investors’ 

financial literacy showed that most 

of the retail investors have a 

relatively high level of knowledge 

about the way stock market operates 

and the riskiness of the different 

financial instruments. But they are 

more likely to be less knowledgeable 

about mutual funds and the risk and 

returns of the mutual funds.  

In order to derive more 

particulars on the financial literacy 

of retail investors, the demographic 

factors (antecedents) were tested 

against the financial literacy of the 

investors. The analysis exposed that 

the male investors are more literate 

than female investors, the Bachelor 

Degree holders are well literate than 

the investors who had A/L as their 

highest qualification and investors 

with more investment experience are 

tend to be more literate. Therefore, it 

can be concluded that the financial 

literacy level is influenced by 

gender, education level and the 

investment experience of the retail 
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investors. As the results indicated, 

age of the investors was not a 

significant factor on financial 

literacy. The results revealed that the 

portfolio return was influenced by 

financial literacy of the retail 

investors, thus making it a 

consequence of financial literacy. 

This study enriches the 

knowledge regarding the financial 

literacy of the retail investors, 

especially in the Sri Lankan context. 

The study identifies three (03) 

antecedents on which investors’ 

level of financial literacy is likely to 

be influenced and one (01) 

consequence which is influenced by 

the level financial literacy of the 

retail investors. 

 

Future Research and Implication 

In this research study, an attempt 

has been made to explore the 

financial literacy of retail investors 

at CSE. Although, this study 

produces a set of antecedents and 

one consequent of financial literacy, 

future research could be carried out 

to further refine the scale, 

explanation and assessment of this 

important construct. Thus, the 

antecedents and consequences 

developed in the present study 

should be validated in other contexts 

with larger and more diverse 

samples. The present study only 

utilizes the quantitative method, but 

future research could be carried out 

employing the mixed method by 

combining both quantitative and 

qualitative methods. It will enable 

the researchers to collect detailed, 

comprehensive and rich data. On the 

other hand, this study is a cross-

sectional study; therefore, it is not 

clear whether the results are stable 

over the long period of time. Further 

research on the antecedents and 

consequences of financial literacy 

could be done in order to study how 

behavioral, attitudinal, and 

demographic characteristic of 

investors correlate with their level of 

financial literacy. If the knowledge 

about these relationships is more 

available and accessible, the 

strategies to improve the financial 

literacy can be better specified. 
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