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Sound financial decision-making is essential in modern society, concerning positive 

financial behaviours, such as paying bills on time, active saving, and working toward 

financial goals. Whether people want to buy a house, finance an education, invest for wealth 

accumulation, or save for retirement, they must understand how to manage their money 

effectively. Today, people face several trends that are challenging their way of living and 

managing their money. In areas such as housing, education, healthcare, and pensions, people 

have to conduct their own research to help them make the best financial decisions possible. 

For example, in the Netherlands, every year people must decide about their own health 

insurance (Simonse, Van der Werf, & Wilmink, 2017). Likewise, in the United States, people 

need to choose their own pension plans (Lusardi, 2019). Moreover, financial service 

providers, such as commercial banks, credit unions, brokerage firms, and insurance 

companies offer an abundance of financial choices, leading to a choice overload, which, in 

turn, can result in confusion and difficulty in making financial decisions (Amagir, 2020). 

People must choose among investment and savings products that are more sophisticated than 

before, with varying interest rates and maturities. The financial landscape has also become 

increasingly dynamic because of technological advances (Simonse et al., 2017). Online 

shopping, for instance, enables people to access ample purchase opportunities, and can cause 

them to use and overextend credit (Credit Connect, 2020). People increasingly choose and 

purchase financial products online and use mobile banking apps (Simonse et al., 2017). These 

recent trends illustrate that people need to take on more financial responsibilities, and the 

decisions they make today can have a lasting impact on their future, thus putting much 

pressure on their financial decisions.   

Although sound financial decision-making is important, many people are struggling 

with it. For example, in the United Kingdom, about one in six adults is over-indebted, 

suggesting that it is difficult for them to keep up with their bills and credit commitments 

9

Introduction

C
ha

pt
er

 1



 

4 
 

(MAS, 2018a). Moreover, two in five working age adults have less than £100 in savings 

(MAS, 2016a). Among the young, one in four adults live with financial problems (MAS, 

2016b), and almost three-quarters of them have experienced mental health or well-being 

problems related to money at some point (MAS, 2018b). Similarly, in the Netherlands, one in 

three households has payment arrears (Van Dijk, 2016), and about one in five households has 

problematic debts (i.e., debts that cannot be repaid within three years) or are at great risk of 

getting into problematic debts (Westhof, De Ruig, & Kerckhaert, 2015). Survey findings 

reported by the National Institute for Family Finance Information (Nibud, 2017) also showed 

that one in five households does not have savings and one in three households cannot cover 

unanticipated expenses. The younger generation in the Netherlands forms no exemption to 

this pattern, as an increasing number of young people have debts and request professional 

help (Madern, 2014).  

 

Adverse consequences of poor financial decisions 

Poor financial decision-making carries substantial costs. From an individual 

standpoint, people who do not understand how financial markets work are unable to access 

banking and financial services and remain outside of these markets (Klapper & Lusardi, 

2016). In addition, those who do not understand how interest compounding works might end 

up spending more on transaction fees, borrowing more, saving less, and incurring more 

interest rates on loans (Lusardi & De Bassa Scheresberg, 2013; Lusardi & Tufano, 2015; 

Stango & Zinman, 2009). When debts increase, scarce financial resources take a toll on 

several aspects of people‘s lives, such as their mental and physical health (Richardson, 

Elliott, & Roberts, 2013; Sweet, Nandi, Adam, & McDade, 2013; Van Dijk, Van der Werf, & 

Van Dillen, 2021). The societal consequences of financial problems are also severe. Studies 

have shown that more household debt is related to less economic growth, more 
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unemployment, and a higher likelihood of future banking crises (Jordà, Schularick, & Taylor, 

2016; Mian, Sufi, & Verner, 2017). For example, it has been estimated that the financial 

problems of households in the Netherlands cost the Dutch society about €10 billion per year 

(Simonse et al., 2017). All the above suggests that sound financial decision-making is 

imperative, not only for individuals themselves and for their households, but for the society 

as well.  

 

Benefits of sound financial decisions 

Sound financial decisions may increase people‘s financial satisfaction and financial 

well-being. To illustrate, people who pay their (credit card) bills on time can freely spend the 

remaining money on any items they want (Joo & Grable, 2004; Robb & Woodyard, 2016). 

Likewise, people who set aside money for emergencies or a rainy day create a financial 

buffer to support both positive life events, such as further education, and (unexpected) 

negative life events like unemployment or work disability (Joo & Grable, 2004; Robb & 

Woodyard, 2016; Xiao, Chen, & Chen, 2014). Whereas people who effectively manage their 

credit know when they can take a loan and for what amount (Robb & Woodyard, 2016). The 

same goes for people who review their credit report frequently to ensure that they have a 

good financial reputation (Robb & Woodyard, 2016). These sound financial decisions can 

help people to lead better (financial) lives and, thereby, increase their financial satisfaction 

and financial well-being. The difference between financial satisfaction and financial well-

being is that the former relates to current financial circumstances only, whereas the latter 

covers both current and future financial circumstances. Evidence indeed supports a positive 

relation between sound financial decisions, and both financial satisfaction and financial well-

being (CFPB, 2015).  
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Making sound financial decisions provides people with more financial room to enjoy 

life, for example, by spending more free time with family and friends, eating healthy and 

exercising, affording comfortable housing, and taking holidays, which help them to improve 

their overall quality of life (see e.g., Allen, 2020). Poor financial decisions, on the other hand, 

may lead to financial problems and negative consequences for mental and physical health, as 

discussed earlier. By gaining insights into the factors that influence financial decisions, 

policymakers, educators, practitioners, and service providers, among others, can identify 

strategies that decrease the adverse consequences of poor financial decisions and/or increase 

the benefits of sound financial decisions.  

 

The present dissertation 

We posit that, to make sound financial decisions, three sets of factors are crucial: (a) 

objective and subjective financial knowledge, (b) attitude toward money and future 

orientation, and (c) control skills. Below, we elaborate on these factors.   

 

Objective and subjective financial knowledge  

People‘s financial decision-making should benefit from having sufficient objective 

and subjective financial knowledge. Objective financial knowledge involves understanding 

how the financial landscape works, including money, financial concepts, products, services, 

risks, and opportunities. A lack of said knowledge can put people at risk of financial 

insecurity (Khan, Rothwell, Cherney, & Sussman, 2017) and poverty (Askar, Ouattara, & 

Zhang, 2020). Conversely, as widely documented, objective financial knowledge can lead to 

sound financial decisions, such as to put money aside in an emergency fund, pay bills on 

time, not overdraw a checking account, not use high-cost borrowing methods, and plan for 

retirement (Arifin, 2017; De Bassa Scheresberg, 2013; Robb & Woodyard, 2011).  
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Subjective financial knowledge refers to how people evaluate their own knowledge, 

which relates to people‘s confidence in their financial knowledge. Thus, it is not necessarily 

grounded in people‘s actual financial knowledge. Notably, research has claimed that 

subjective financial knowledge is a stronger predictor of sound financial decisions than 

objective financial knowledge (Allgood & Walstad, 2013; Anderson, Baker, & Robinson, 

2017). This may be explained by confident people making more proactive financial decisions 

to prevent financial issues (see e.g., Atlas, Lu, Micu, & Porto, 2019). And if such issues arise, 

they may be more prompted to seek for counselling or advice to resolve them rapidly. 

Nevertheless, people are often unable to assess their knowledge accurately (Courchane & 

Zorn, 2005), such that they may be over-confident or under-confident about the financial 

knowledge they possess and, accordingly, about their capacity to engage in positive financial 

behaviors. Such (in)accurate perceptions of people‘s financial knowledge can be studied by 

comparing their objective and subjective knowledge, which has been done in recent studies 

(e.g., Lind et al., 2020).  

Financial education serves as a tool to increase both objective and subjective financial 

knowledge. In fact, many large countries, including most members of the Organization for 

Economic Co-operation and Development (OECD), have implemented financial education 

programs to contribute to broader social matters, such as financial inclusion and financial 

stability (OECD, 2015). Overall, these programs currently aim at more than five billion 

people in sixty countries, and an increasing number of countries is committing to this cause 

(Kaiser, Lusardi, Menkhoff, & Urban, 2020). Previous research has found that adults who 

have received financial education at an early age were better able to manage their money 

wisely later in life than those who did not (CYFI, 2013). In line with this finding, the OECD 

(2005, 2014) has recommended to provide financial education at a young age during formal 

schooling (i.e., as part of school curricula). Following this recommendation, the Netherlands, 
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for example, has started to embed financial education in their school program (age 4 to 18). 

Several organizations like the National Institute for Family Finance Information (Nibud) and 

the Money Wise platform (Wijzer in geldzaken) have built educational programs to promote 

sound financial decision-making. In the school year 2016/2017, about 21,000 classes ordered 

the modules of a large-scale national financial education program, suggesting a reach of 

about 450,000 pupils in primary school (Simonse, 2017).  

 

Attitude toward money and future orientation 

Even when people have both financial knowledge and confidence, they still can make 

poor financial decisions. After all, these decisions depend also on whether or not people 

remain up-to-date with changing conditions in their financial environment, especially those 

resulting from several recent trends, as described earlier. This is where a positive attitude 

toward money comes in, referring to a positive mindset or view that people have toward their 

finances, which helps them to see money as an instrument to meet their financial goals and 

attain financial success (Tracy, 2021). Generally, people with a more positive attitude toward 

money are more likely to actively seek money-related information to expand their skill set. 

As a result, they can more readily identify sound financial decisions, such as saving money 

and paying bills on time. Indeed, prior studies have shown that a positive attitude toward 

money is related to sound financial decisions, such as budgeting and saving (Hong, 2005; 

Kim, 2003).  

Furthermore, many decisions concern the future, which is often uncertain. It is, 

therefore, important to know how focused people are on the future. When people take into 

account the future consequences of their current actions, this can help them to recognize and 

take sound financial decisions, such as saving and investing money (Metcalf & Zimbardo, 

2016; Thorstad & Wolff, 2018). Research suggests that more future-oriented people are more 
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likely to have savings (Rabinovich & Webley, 2007), participate in savings programs 

(Howlett, Kees, & Kemp, 2008), and invest in the future (Thorstad & Wolff, 2018). Whereas 

those who are less future-oriented are more likely to borrow money (Webley & Nyhus, 2001) 

and have debt (Lea, Webley, & Walker, 1995).  

 

Control skills 

Even if people have all aforementioned factors, they can still feel tempted to make 

financial decisions that are satisfying in the short term, but might be harmful in the long run. 

Control skills, whether actual or perceived, may protect people against such temptations and 

subsequent poor financial decision-making. In the following, we address four control skills: 

spending self-control, perceived behavioural control, executive functions, and financial self-

efficacy.  

Spending self-control—the ability to monitor and regulate purchase impulses (Haws, 

Bearden, & Nenkov, 2012)—can help people work toward achieving their financial goals. 

For example, it can help to avoid buying impulse items that people do not necessarily need 

(e.g., luxury brand shoes or high fashion clothes), and thereby prevent possible credit 

overextension. Studies have shown that people with spending self-control are more likely to 

engage in sound financial decisions, such as paying bills on time, keeping track of expenses, 

and saving for long-term goals (Barbić, Lučić, & Chen, 2018; Strömbäck et al., 2017).  

Likewise, perceived behavioural control (i.e., the degree of control one experiences, 

to perform a behaviour) can help people to make financial decisions that might benefit their 

distant financial goals, such as saving money. According to existing evidence, more 

perceived behavioural control is associated with higher intentions to plan financially for 

retirement (Zhang & Lee, 2016) and lower credit card bills (Kennedy, 2013).  
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Executive functions regard mental processes or cognitive abilities or skills that enable 

people to perform goal-directed behavior (Diamond, 2013). More specifically, these skills 

help people to stay focused on a task despite internal and external distractions, remember 

details, deal with multiple tasks, come up with different approaches to solve a problem, and 

acquire, hold on to, and process flows of information (CFPB, 2020; Drever et al., 2015). 

Consequently, people with good executive functions could be more likely to prepare and stick 

to a budget, set financial goals, and choose when to buy or save money—all examples of 

sound financial decisions. Nevertheless, to date, empirical findings regarding the relation 

between executive functions and sound financial decisions have been inconclusive. Whereas 

some researchers found a positive relation (Drever et al., 2015), others showed no significant 

relation (Strömbäck, Skagerlund, Västfjäll, & Tinghög, 2020).  

A fourth and final control skill we address here is financial self-efficacy, which 

encompasses belief in one‘s abilities to meet financial goals (e.g., saving for retirement or 

paying bills on time). It can influence several aspects of people‘s life, including their goals, 

choices, determination to accomplish tasks while coping with challenges, and negative or 

positive patterns of thought (Noor, Batool, & Arshad, 2020). Therefore, people with a high 

sense of financial self-efficacy may take steps to accomplish their financial goal, for example, 

by preparing a budget and sticking to it, spending less, and saving more. Prior work has 

demonstrated that greater financial self-efficacy is related to fewer financial problems, and 

more savings and investment products, but less debt-related products (Farrell, Fry, & Risse, 

2016; Lapp, 2010).  

 

Overview of conducted studies 

 In line with the aforementioned arguments, we conducted four empirical studies that 

focus on the relations between, on the one hand, financial knowledge, psychological factors 
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(i.e., attitude toward money, future orientation, and control skills), and positive financial 

behaviours, and, on the other hand, financial satisfaction and financial well-being.  

In Chapter 2, we tested the effectiveness of two modules (Responsible Spending 

module and Performing Transactions module) of the national financial education program for 

primary schools in the Netherlands. This study was carried out from October 2016 to March 

2017 and covered 124 randomly selected schools including 2,650 pupils between the ages of 

9 and 13 years in the fifth grade. In Chapter 3, we tested the extent to which the four different 

combinations of high and low objective and subjective financial knowledge and different 

types of positive financial behaviours contribute to financial well-being. This study involved 

the OECD Financial Literacy Questionnaire (OECD/INFE, 2018), was completed in April-

May 2015, and included 1,080 respondents aged 18 to 79 years. In Chapter 4, we tested the 

extent to which objective and subjective financial knowledge, future orientation and attitude 

toward money, and spending self-control and perceived behavioural control predict positive 

financial behaviours, and, in turn, contribute to financial satisfaction. This study included 

publicly available data from the Financial Capability Survey (MAS, 2018b) commissioned by 

the Money Advice Service (MAS), and included 2,133 respondents aged 18 to 64 years who 

completed the survey online between April and June 2018, and had indicated that they—

personally or jointly—managed their household‘s financial decisions. In Chapter 5, we 

shifted our focus specifically to control skills, thereby testing the extent to which executive 

functions and financial self-efficacy predict positive financial behaviours and, in turn, 

contribute to financial well-being. This study was completed during 10-12 December 2020 

through the online platform Prolific (www.prolific.com) and included 411 respondents who 

lived in the UK, were a native English speaker, and were responsible (personally or jointly) 

for their households‘ day-to-day financial decisions. In Chapter 6, we provide a summary of 
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the four empirical chapters and present an overall conclusion including the key takeaways 

from the present dissertation.   
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