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Abstract

The aim of this study is to examine the underlying dimensions of self-stated attitudes
and behaviour concerning everyday financia affairs, and classify individuals based
on those dimensions. A questionnaire was answered by 1282 respondents in the Ger-
man-speaking part of Switzerland. The sample of this study isrelatively heterogene-
ous, which allows us to have an overview of the financial attitudes and behaviour
tendencies of avariety of demographic groups.

Factor analysis revealed five amost independent components. anxiety, interestsin
financial issues, decision styles, need for precautionary savings, and spending ten-
dency. Based on these components a two-step cluster analysis (Ward and K-means
analyses) identified five distinct subgroups with differing typical financia attitudes
and behaviour. Linear Regressions were used to investigate the impacts of socio-
demographic variables; gender, age, and education were found to have significant
impact on financial attitudes and behavioural tendencies.

Better understanding the underlying psychological factors and behavioural tendencies
of different types of consumers can help financia consultants to offer more effective
advice. It also helps policy makers and practitioners to discover the most suitable ap-
proach to improve personal finance management.
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sis; Switzerland
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Introduction

Everyone has to manage his or her personal finance in one way or another. Some tend
to save alot, some like to collect information before each purchase, some like to fol-
low their gut feelings. The objectivein this research isto examine the extent to which
abroad range of private investors can be classified into a small number of clusters
according to their self-stated attitudes and behaviour tendencies concerning financial
affairs.

Based on afinancial-attitude survey that was conducted in Switzerland, we demon-
strate that our respondents can be classified into five distinct groups based on five
underlying dimensions: anxiety, interestsin financial issues, decision styles, need for
precautionary savings, and spending tendency. Instead of only focusing on savings
behaviour, as undertaken by EBRI (2002) and MacFarland et al. (2003), the present
study embraces awider scope of financial concerns. In addition to helping us under-
stand private investors’ behaviour, this study also allows for guidance to design and
adopt instruments to assist in specific financial needs as opposed to creating “invest-
ment programs that consist mainly of risk tolerance questionnaires” (Pompian and
Longo, 2005, p. 9).

To illustrate how financial behaviour can be modified to improve personal finance
specific for each group, examples from the domain of retirement savings are chosen.
It isof interest to look at which factors promote or inhibit setting up old-age provi-
sions, because retirement arrangements have increasing relevance for agood later
living standard (Normann and Langer, 2002). In addition, the pension decision is an
example of the trend towards assuming increasing responsibility for one’s own wealth
status in western societies (Clark-Murphy and Soutar, 2005) and, therefore, an impor-
tant part of day-to-day financial management.

More than 1200 participants in Switzerland have answered our questionnaire with a
response rate of 79%. Unlike some other studiesin thisfield, such asLim and Teo
(1997) or Wood and Zaichkowsky (2004), this survey is not limited to students, but
includes a broader range of the public. The gender and age distribution of the respon-
dents reflect the distribution in the Swiss population (except that the older-age group

was underrepresented).



An understanding of day-to-day behaviour can help reveal the most suitable approach
by which a private investor can identify ways to improve his’her personal finance.
From the perspective of afinancial adviser, sound advice must be directed by an in-
depth understanding of the clients’ needs, in comparison with their actual behaviour
pattern. As aresult, the inconsistent behaviour can be modified or adapted according
to their needs (Kahneman and Riepe, 1998). The results of this paper have implica-
tions for private investors and financial consultants, aswell asinitiatives aimed at

improving financial management.

Literature Review

Individuals show considerable deviation from the expectation of rational behaviour
implied by financial models (Barberis, 2003). Being conscious of the empirical limi-
tations of the homo economicus model for exploring the behaviour of private indi-
viduals, behavioura finance broadens the view by combining knowledge from psy-
chology and economics (Camerer and Loewenstein, 2004). Our study belongsto this
area. However, instead of focusing on particular anomalies and biases that individuals
succumb to, such as overconfidence and procrastination (e.g., Biais et al., 2005;
O’Donoghue and Rabin, 1998), we broaden the scope under review by studying the

general patterns of attitudes and behaviour when dealing with financial issues.

Previous research often focus a specific area such asrisk attitude and behaviour
(Warneryd, 1999; Wood and Zaichkowsky, 2004) or saving (Euwals et al., 2004;
Gunnarsson and Wahlund, 1997; Normann and Langer, 2002), with questions on
what determines savings (Alessie and Teppa, 2004; Kotlikoff, 1989), how to increase
the savings of employees who lack willpower (Thaler and Benartzi, 2004), and finally
why households fail to plan for retirement (Lusardi, 2003). Other fields of research
focus on investment in securities (Barber and Odean, 2001; Brennan 1995; Keller and
Siegrist, 2006) or decision-taking by private investors (Agarwal et al., 2007). Some
studies that take a more comprehensive approach on the behaviour of individuals tend
to be tool-oriented (Oehler, 1995; Schulz, 2003) or focus on specific segments such

as occupationa groups (e.g., dentists and managers, Jorg 2005). Several studies eX-



amine aspects of an individual’s attitudes toward money and habits of money usage,
especialy the meaning of money (Furnham, 1984) and the link to risk behaviour
(Fank, 1994); others focus on ethical aspects (Lim and Teo, 1997; Tang, 1995) or
basic values concerning money (Raich, 2008; Wang, 2005).

Several typologies concerning financial issues of private investors can be found in the
previous literature, but with more specific domains: Wood and Zai chkowsky (2004)
explore the trading behaviour of stock market investors, while Keller and Siegrist
(2006) investigate money attitudes linked to investment decisions and Warneryd
(1999; 2001) provides atypology for savers and for stock-market investors. Other
segmentations are based on financial maturity and knowledge (Harrison, 1994), pro-
vision for retirement (Gough and Sozou, 2005) or savings strategies (Gunnarsson and
Wahlund, 1997). In this study we examine the self-stated financial attitudes and be-
haviour through a broader basis, linked to the day-to-day exposure to financial affairs
of theindividuals, and do not restrict ourselves only to risk attitudes or saving behav-
iour. We apply the methodology of cluster analysis to identify groups of privatein-
vestors in order to obtain insight on how to enforce or modify specific behaviour.
This study demonstrates that by segmenting respondents on the basis of a broader
range of financia attitudes and behaviour, ayield of clearly interpretable profiles can
be realised and helpful to identify who are the people in most need of professional

financial advice.

Participants and Questionnaire

The data comes from a questionnaire that was completed by 1282 respondents from
various regions of the German-speaking part of Switzerland. The respondents were
recruited from two sources. 53% of the participants (n=680) were clients seeking con-
sulting advice from a Swiss financial planning company, together with participantsin
coursesin financial training within the same firm. The rest, 47% of our sample, was
composed of participantsin astudy relating to financial literacy and from different

sources such as anursing home, a group of students, group of teachers, company em-



ployees from four different Swiss companies, a group of self-employed persons, par-

ticipantsin a course for the unemployed, and a group made up of parents.

The questionnaire was originally designed in German. Participants were first asked to
give ther self-assessment by answering 17 questions on their financial behavioural
practice or attitude towards financia affairs. The response format is a 5-point-Likert-
type scale with “absolutely” and “not at all” as the two ends of the question spectrum.
Subsequently the questionnaire contains questions concerning socio-demographic

variables such as age, gender, career stage, and education.!”

The age of participants ranges from 18 to 84 years old, with 58.9% between 36 and
65 years old (n=755). The natural demographic balance of men and women isre-
flected in the sample with 49.3% men (n=632) and 50.7% women (n=650). The pro-
portion of people with a university degree or equivalent is 46.6% (n=598), whereas
33.8% participants (n=433) obtained an apprenticeship (up to five years). There are
14.5% participants (n=186) who have a high school diploma as the highest educa-
tional level, whereas 5.1% participants (n=65) have only attended secondary school.
There are 10.5% (n=135) participants who were studying at a university or at another
institute of higher education at the time of our survey.

Methodology and Results

Factor Analysis

Asthefirst step we conducted an exploratory factor analysisin order to determine the
underlying dimensions of the financial attitudes and behavioural tendencies. We
adopted the Principal Component Analysis (PCA), which has been recommended as
the best linear transformation for maintaining the subspace which has the greatest
variance (Bryman and Cramer, 2005).

The chosen solution with five principal components was constructed using the vari-
max rotation technique and can explain 53.3% of the total variance. Two assumptions

are required: Kaiser-Meyer-Olkin Measure of Sampling Adequacy must be greater



than .60 and the Bartlett’s Test of Sphericity must be significant. Both are satisfied,
the former with .71 and the latter at the 0.01 level. Different opinions concerning
what constitutes a high loading are found in the literature, e.g., .30 (Gardner, 2001).
Here the rotated factor loading of .50 was chosen as a threshold.

Kaiser-criterion and scree plot were selected as technical criteriato determine the
number of factors. The eigenvalue greater than 1 (Kaiser’s criterion) can be taken as
the divide between the components based on true co-variation and additional compo-
nents based on random error. The Kaiser’s criterion was chosen here as the minimum
requirement. Additionally, the scree test (Cattell, 1966, as cited by Bryman and
Cramer, 2005, p. 330), which plots the eigenval ues against the number of com-
ponents, suggested in this case five substantive factors. Table | gives an overview of
the five factors and their items. The ranking of factor 1 to 5 reflects the declining ei-

genvalues.

Takein Tablel.

The five components resulting from the factor analysis are described as follows:

Factor 1 - Anxiety. aperson who scores high on 'Anxiety’ feels unsure and is worried
and anxious about money matters. Unsure here does not refer to uncertainty with re-
spect to the level of information available (Wérneryd, 1999), but to a subjective feel-
ing of doubt and insecurity. Furthermore, it is highly correlated with the statement
that they delay financial decisions, which equate to procrastination, an important
source of poor performance in retirement saving (O’Donoghue and Rabin, 1998).
'Anxiety’ is aso linked to feelings of regret after having or not having done some-
thing. Problems in financial matters can occur because people who score high on
'Anxiety’ are prone to withdrawing from actions they have taken. This indicates that
'Anxiety’ comprises two features which are difficult to manage in financial areas. pro-

crastination and unstabl e preferences.

Factor 2 - Interest in financial issues: thisfactor deals with the individual’s interest in

financial topics and exposure to financial information (enjoying conversations about



financial matters, reading business news). A person with ahigh score onthisareais

interested in financial matters and is more likely to have some financial knowledge.

Factor 3 - Intuitive decisions: this factor measures whether the person tends to decide
spontaneously vs. deliberately, intuitively vs. analytically. The more analytical deci-
sion makers score lower on 'Intuitive decisions'. They prefer to collect more objective
information, calculate risks, apply impersona analysis to problems, and value logic.
They trust what is certain and concrete, value realism and common sense. The struc-
ture of the process and the need to understand appear to be crucial for them (Sjoberg,
2003). Conversely, more intuitive individuals, scoring highly on 'Intuitive decisions’,
make intuitive and spontaneous decisions, and are less interested in factual informa-
tion and analytical processes. They tend to trust inspiration and prefer to be general
and figurative (Pompian and Longo, 2005).

Factor 4 - Need for precautionary saving. this dimension corresponds to the per-
ceived relevance of future financial provision. People who score highly on this factor
find it difficult not to have secure financial savings for covering any negative conse-
quences of unforeseeable events. They believeit is essential to invest for the future.
Conversely, participants with alow score can be identified as individuals who do not
recognise the need for such strategic planning for the future.

Factor 5 - Free-spending: this factor captures the attitudes and behavioural tendency
of spending. For example, spending money for some peopleis aresult of being dis-
content and such people are easily attracted by special offers. A person with ahigh
score perceives money as having an additional self-contained value: there is atempta-
tion to spend money because the act of spending in itself has avalue and not only the
objects which were purchased. A common term is a “living today” person (OECD,
2005) as compared to a “living tomorrow” person, who enjoys saving money. A “liv-
ing today” type is easily enticed into buying, and it is more likely that preferences are
inconsistent across time or context (Laibson, 1997). Thisimplies, as an example, that
even if aperson states a strong need for saving for retirement, this preference might
be superseded when the opportunity for short-term enjoyment presentsitself through
the act of spending.



Reliability Assessment

In order to assess reliability, Cronbach’s alpha test was used to determine the degree
of consistency amongst the multiple measurements of each factor. Cronbach’s alpha
measures the interitem reliability of a scale generated from a number of items. It indi-
cates the extent to which the items are answered in a similar fashion by any respon-
dents and range from O to 1. A value higher than 0.6 is normally treated as satisfac-
tory in research for the use of ascale (Robinson et al., 1991). Factor 5 did not meet
the criteria, therefore the item “I feel annoyed when things do not go my way” was
deleted. This deletion was due to the low factor loading of the item (none exceeds the
.50 required) and, without it, Cronbach’s alpha augmented to an acceptable .51.

Additionally, the reliability was assessed using two item analyses: the first analysis
indicated that the correlation of each item with the overall scaleis higher than .3. In
the second conducted item analysis, the percentiles P25 and P75 was compared per
item; t-tests showed that for each item the differenceis significant, asis requested.
Based on the result of the two analyses, no further items had to be deleted. Table |
presents the Cronbach’s alpha of each factor and the correlations of the items with the
corresponding factor (factor loadings). It shows that the correlations are predomi-
nantly moderate to high.

The correlation matrix for the five factorsis shown in Table I1. None of the correla-
tions exceeds 0.3; this shows that the components are not correlated practically. It
proves that the requirement for the five factors to be set up in relatively independent
dimensions has been met. Correlations up to r = 0.5 are even regarded as independent

in these circumstances (Cohen, 1988).

Takein Tablell.

Cluster Analysis

Cluster analysis was used as a means of representing the potential structure of datato

identify groups of people who share certain common characteristics in attitudes and



financial behaviour. The aim isto obtain clusters whose members are as similar in the
cluster and, at the same time, as distinct to the other clusters as possible.

The results of the factor analysis (Principal Component Analysis) were used to con-
struct the variables. An overall score for each component was cal culated by adding
the scores for each included item and dividing this by the number of itemsin the
component; in this way the participants can be segmented based on their factor

scores. As al the factors have therefore the same scale, no further standardisation was
needed. Cluster analysis requires commensurable and independent variables. Both
reguirements were met because factor analyses are used to set up the variables. Addi-
tionally, no loss of information due to dummy variables had to be taken into account.

In the first step, using the five average factor scores as variables, a hierarchical cluster
procedure with Ward’s linkage and squared Euclidean distances as the dissimilarity
measure were used to identify the number of clusters and define group centroids.
Such agglomerative procedures use an algorithm which initially adds all the same
combinations to the cluster. As soon as the identical subjects’ score can no longer be
combined anymore, two clusters are combined so that internal heterogeneity isleast
increased. This processis performed until the last merger step when the last two re-
maining clusters are united into one. To determine the potential number of clusters,
the step chosen immediately prior to the heterogeneity increases erratically, since this
increase in dissimilarity is not tolerated. As hierarchical cluster analyses are not ap-
propriate for large samples (typically > 300-350), thisfirst step was based on different
subsamples which are drawn by random sampling (20-25% of the sample, equals
256-326 respondents). Previoudly, an analysis with the Single-Linkage-method was
conducted and shows that there are no outliers which could distort the result of a

Ward analysis.

Ward’s method offers a good criterion for the number of possible clusters. The main
disadvantage, however, is that the allocation of subjectsis final, with no possibility of
reassignment to another (more appropriate) group during the procedure. The neces-
sary flexibility can be provided by adding a non-hierarchical cluster analysis ap-
proach in order to profit from the possibility of “re-sorting”. In the second step, there-

fore, the non-hierarchical (partitional) cluster analysis K-means method was used to



improve the results of Ward’s method. Its optimising a gorithm checks for each case,
as to whether the previous assignment from the hierarchical analysisisredly best or,
whether with another assignment, the homogeneity of the new target cluster isless

affected than with the previous one.

K-means method is sensitive to theinitial value setting and unfortunately can provide
alocal optimum which can be far from the global optimum. Empirical evidence sug-
gests that the global optimum can be found if centroids from hierarchical methods are
taken asinitial points for the K-means method (Bacher, 1996). Thereforein this
study, centroids from the Ward’s method were employed as the starting point.

K-means cluster analysis (with simple Euclidean distance) was used because it ap-
peared to be more robust than any of the hierarchical methods (Punj and Stewart,
1983). This procedure attempts to identify relatively homogeneous groups of cases,
based on selected characteristics, using an algorithm that can manage large numbers
of cases. Since the variables were measured on the same 5-Likert-scale, scaling of

variables was not under consideration, and therefore no standardising was needed.

Cluster solutions ranging from 2 to 9 clusters were tested. A graphical representation
of theincrease in error sum-of-squares in the different cluster solutions of Ward and
the dendrogram allowed for the four- and the five-cluster solution. The final five-
cluster solution provides the greater contrast between the groups, all five factors con-
tribute significantly and it is supported by itsinterpretability. The final cluster centres
aredisplayed in Table 1.

Takein Tablelll.

Segmentation Profiles

The 1282 participants were classified in five clusters, with cluster sizes ranging from
199 to 368 people. Table 111 gives a schematic and simplified overview of the charac-
teristics concerning the five factors that emerged from the Principal Component Ana

lysis, and of the proportion of each cluster. The five clusters are described as follows.
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Cluster I - Rational consumers: thefirst cluster is characterised by the strongest in-
volvement in economic and financial matters in the whole sample. Thisisalso re-
flected in the idea of certainty: people in this cluster feel assured (i.e., low anxiety)
and comfortable in the “financial world”. They take their decisions in an analytical
way, compare risks, read about results of product comparisons, and have a need for
precautionary saving. They are highly interested in financial matters. In addition,

money does not have avalue of its own but is atool to be wisely handled.

Cluster II - Myopic consumers: peoplein this cluster belong to the secure and not
anxious type of the sample. They feel at ease with financial terminology and affairs,
and state a medium interest in financial matters. There are some characteristicsin
common with the previous 'Rational consumers’ cluster, but they differ with respect
to precautionary saving. Unlike 'Rational consumers’ who state a high need for pre-
cautionary saving, the 'Myopic consumers' group states a distinctively low need for
precautionary saving. Altogether, they appear to be in control of their financial mat-

ters.

Cluster 111 - Anxious savers: in contrast to the second cluster, 96.2% of the peoplein
this cluster state absolutely, or at least mostly aneed for precautionary saving. They
prefer an analytical way of decision making, and do not like spontaneous spending.
This goes hand in hand with aclear rating for saving, whereby spending per seis not
seen as ameans to become happier. However, peoplein this cluster tend to feel anx-
ious about financial issues, to be uncertain about financia terminology, and to post-

pone financial decisions. Moreover, they show low interest in financial issues.

Cluster IV - Gut-feeling followers: the distinctive characteristic of this cluster isthe
spontaneous and intuitive decision style. In addition, people in this cluster are not
interested in financial matters, but this does not make them feel insecure or anxious.
They do not think that money is just a means of becoming happier, whereas, they do
not recognise the need for precautionary saving.

11



Cluster V - Anxious spenders: cluster V has complex conditions: 71% of the cluster
members feel absolutely or mostly insecure about financial matters, and two thirds
declare virtually no interest in financial topics. Furthermore, they state a need for pre-
cautionary saving, but at the same time enjoy spending and view spending as arem-
edy against frustration. They make decisions intuitively and spontaneously, even on
large purchases. The self-stated spending behaviour isin conflict with the self-stated

need for precautionary saving.

Impacts of socio-demographic variables

Socio-demographic variables including age, gender, and education show significant
differences in their distribution over the five clusters (Chi-squared test (X°), Table
V). In each cluster the distribution of men and women differ significantly: nearly
40% of men belong to the cluster of 'Rational consumers’ whereas only 18% of
women are in this group. Similarly, men are much more likely to be in the 'Myopic
consumers’' cluster (20% men vs. 10% of women). On the other hand, women are
overrepresented in each of the three remaining clusters. In particular, the cluster 'Anx-
ious spenders' shows the strongest disparity between male and female: women are
more than three times more likely to belong to this group (26% women vs. 7% men).

The OLS regressions with the five factors as dependent variables also showed strong
gender differences (Table V). Women decide more intuitively and are less interested
in financial matters but have a stronger need for precautionary savings (e.g., 'Gut-
feeling followers'). In addition, they enjoy spending and tend to be more anxious
("Anxious spenders’). Altogether, it makes financial management more difficult for
women.

The distribution in the clusters relating to age and highest level of education are more
balanced, although there are notable exceptions. The 'dnxious savers' are more often
found in the age-groups of the 51-65 and the over 66 year olds (p < 0.05, X2(3): 8.0).
Within these age-groups people are more interested in financial matters and precau-
tionary saving becomes more important. They are lesslikely to beinvolved in exces-
sive spending and are not easily persuaded by special offers. The regression models

also show age as a significant predictor for 'Interest in financial issues', 'Need for

12



precautionary saving' and 'Free-spending’. In contrast, in the 'Myopic consumers’
cluster, the younger group (up to 35 years old) are overrepresented, indicating an “life
isnow” attitude, but it fails to meet the level of significance by asmall margin (Table
IV and V).

In terms of education, only the group differences in the ‘"Anxious spenders’ cluster are
significant (p < 0.05, X2(3): 7.8). There are a disproportionately high number of peo-
ple with secondary school or apprenticeships as the highest level of education. They
state more often to be anxious and unsure in financia affairs as reflected in the re-
gression model. University students are most likely to be in the 'Rational consumers’
cluster (44% university students vs. 27% non-students; p < 0.05, X°(;= 11.5), i.e,,
they are on average more interested in financial matters, and are less anxious. They
arelesslikely to belong to the 'Gut-feeling followers' (p < 0.05, X2(1)= 7.0) and 'Anx-
ious spenders’ (p < 0.05, X°1)= 4.0) for the same reasons (Table 1V).

Takein TablelV.
Takein Table V.

Discussion

The five segments resulting from the cluster analysis provide an opportunity for pri-
vate investors and financial advisors to improve upon financial decisions and imple-
mentation. The 'Rational consumers' cluster together with the 'Myopic consumers’
cluster share the best starting position in the overall samplein terms of managing fi-
nancial mattersin arational way, e.g. cluster membersfeel at ease with financial af-
fairs, and do not have a preference for excessive spending. These two clusters consti-
tute 44% of our participants. The 'Rational consumers' demonstrate a thoughtful and
prudent financia behaviour with care for (adequate) saving, high interest in financial
issues, and an analytical way of decision making, indicating that these cluster mem-
bers might be more apt to work in the financial sphere than people from the other

clusters.

13



The 'Myopic consumers' have integrated financial matters into their life and seem to
manage it well. Nevertheless, aweak point is denying the need for precautionary sav-
ing, akind of overconfidence in their future finance. Men are more prone to overcon-
fidence than women (Barber and Odean, 2001), afinding which isreflected in the
higher proportion of men in this cluster. The OECD (2005) recognises an increased
need as aresult of greater responsibility for pension saving and recommends better
awareness through financial education or work-place seminars on retirement plan-
ning. '"Myopic consumers' are neither uninterested in financial affairs nor emotional
decision takers. They can benefit from systematic information such as realistic facts
about expected consumption after retirement and the need for retirement savings as
one’s own responsibility.

The other three clusters (‘Anxious savers', 'Gut-feeling followers' and 'Anxious spend-
ers') share the common features of medium to high anxiety and low interest in finan-
cial topics. As aconsegquence, the financial advisory to these groups become more
important but at the same time more challenging. The 'Anxious savers' are cautious,
make their decisionsin an analytical way, and like to compare and calculate risks.
They state a high need for precautionary saving, and have a preference for saving
over free-spending. Nevertheless there are potential problems for managing financia
matters. People in this cluster are not very interested in financial affairs, and at the
same time they feel insecure or anxious in financial issues. Insecurity can be allevi-
ated by a clear decision-making process to make them feel more comfortable. In addi-
tion, greater knowledge diminishes anxiety and a higher level of information can lead
to less cognitive dissonance. To base oneself on some sort of authority may encour-
age people who otherwise feel insecure in taking financial decisions: this could be a
recommendation from the employer’s side or, as Thaler (1994) suggested, labels on
products like energy-efficiency labels on appliances. The same mechanism appliesto
tax incentives, as akind of approval from governmental authorities, in order to en-
courage the individual to invest in retirement plans like IRAs, 401k plansin the US or
third pillar in Switzerland. These measures can be automated, such as with regular
annual paymentsin the third pillar system, so that these individuals do not have to
look after this anymore, which is beneficia given their disinterest in financial affairs.

14



Compared with the first three groups, the 'Gut-feeling followers' cluster needs more
guidance and advice in terms of financial matters. They are characterised by adisin-
terest in financial issues and by a spontaneous manner in decision-taking, even for
larger purchases. This can be counterproductive to attaining long-term financial goals,
particularly when neglecting to take care of precautionary saving, which may lead to
later regrets on not having invested for their retirement (O’Donoghue and Rabin,
1998). A central issue is how to reach these people as they are not interested in finan-
cia matters. Financial education seems often to be designed to meet the needs of
people who are already involved in financial matters, but 'Gut-feeling followers' are
not at all interested and not included in any way in the “financial world”. This can
imply that conducting a campaign highlighting the importance of additional retire-
ment arrangements in the business section of a newspaper will not reach them (Harri-
son, 1994). Without thislevel of preliminary motivation other stimuli should be used
such as employer matching, or mandatory pension funds as currently legislated in
Switzerland. If thereis an opportunity to take some financial action, a commitment
for adeposit on aregular basis can be signed. In order to avoid people using their
savings because they have a spontaneous way of decision making and do not have a
deeper understanding of the need for making provisions, features to limit imprudent
spending are possible such as short-term restricted access to resources (e.g., a 30 day
notice period), or long-term restricted access like afeature of along-term savings
instrument.

Finally, the 'Anxious spenders'isthe group of al clusters where financial advice in
most needed. They demonstrate attributes like a propensity for spending money, tak-
ing decisions intuitively and spontaneously, even on large purchases, and are not in-
terested in financial issues. These people have a strong desire for precautionary sav-
ing, but fedl insecure in financial matters and therefore have problems finding their
way. Asthe "Anxious spenders’ enjoy spending, even use spending as aremedy
against frustration, and decide spontaneously, this makes precautionary saving diffi-
cult, and features to refrain from spontaneous spending must be taken into considera-
tion: it might be useful to restrict access to resources and avoid spontaneous | oss of
their previous intention to save (based on their need for precautionary saving). Short-
term restricted access can include the use of cancellation periods, or mechanisms to

avoid modifying actions could be implemented, such as commitments with scheduled
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penalties for premature access and midterm cancellation costs to avoid opting out of
contracts. Long-term features include access to a pension only upon arriving at pen-
sionable age. The detachment of financial issues makesit difficult to argue for or to
initiate remedial action. Mechanisms to be exposed to financia issues can be manda-
tory pension funds, compulsory insurances and the offer of employer matching. High
anxiety demands a clear decision (and action) process with information to rationalise
why an action has been taken in thisway in order to feel assured. One possible way to
mitigate postponing decision-making because of anxiety isto allow less frequent
transaction dates, e.g. each last day of the month, so that the person will be forced to
recognise that if they do not decide to transfer money then, it will become more ex-
pensive (O’Donoghue and Rabin, 1998). In summary, the situation of 'Anxious
spenders'isnot easy to handle so that it is recommended to receive support from fi-
nancia professionals. Financial consultancy can provide them with detailed instruc-
tions and broad support to learn to manage their financia affairsin a sound way, e.g.
to keep abudget and refrain from excessive spending, and to gain more confidence in
dealing with financial matters.

Gender shows a significant difference in the distribution within the clusters. The
number of women isin all of the three precarious clusters disproportionately high.
The main reasons are that women are less interested in financia affairs, more anxious
and are more prone to spending money, results which are in line with Jorg (2005) and
Ricciardi (2008). Men are more likely to be 'Rational consumers' or "Myopic consum-
ers', two clusters which are on the safe side concerning financial management. For
women, insecurity combined with disinterest in financial topics create complex con-
ditions with enjoyment in spending underpinned by a contradictory and strong need
for saving. Therefore particular attention should be given to women. Nevertheless, in
each cluster a noteworthy number of both genders are found. Thisisin line with the
results of Keller and Siegrist (2004) that the differences within all men and within all
women appear “far greater than the differences between men and women” (cited from
Keller and Siegrist, 2006, p. 89, not italic).

In contrast to the EBRI study (2002) concerning personality types of savers, the clus-
ters vary by age group but no cluster dominates any age-group. Age does not appear
to be a sufficient predictor for cluster membership in this study. Regression shows

that the younger group is less interested in financial matters, and sees less need for
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precautionary saving, but is more likely to enjoy spending money. This demonstrates
that for more reasonable financial management, the younger group needs to maintain
control especially over excessive spending. The distribution in the clusters concerning
education differs significantly from the distribution in the overall sample in the ‘Anx-
ious spenders’ cluster in that people with alower level of education are more anxious
and insecure.

Thisleads to the conclusion that the clusters highlight socio-demographic characteris-
tics and help generate a better understanding, although one socio-demographic factor
alone does not offer enough information to detect cluster membership. To putitina
simplistic way, women, younger people, and those with alower level of education
have a higher risk of unreasonable financial management. In dealing with clientsitis
an advantage to have identified the cluster the person belongs to. As an example, the
'Anxious spenders’ are the people in most need of professional financial advice. In
this case more women, more people with alower level of education and less students
are concerned. If it would be possible to identify them, their specific needs could be

addressed directly, e.g. keeping budget in spite of their spending activities.

In reference to the study by MacFarland ez al. (2003), the current study isinformative
in that it both reflects some of their defined dimensions, such as uncertainty, a “living
today” mentality, and enjoying dealing with finances, whilst amplifying the financial
matters. The findings show that private individuals differ in their day-to-day financial
behaviour and this has, to a specific extent, an influence on the choice of instruments
used to modify behaviour. The findings can be used in order to increase the added
value that financial professionals offer to their clients and to improve financial educa-
tion. A way to change harmful behaviour of people isto take their everyday life be-
haviour as a starting point, and implement incentives linked to their preferences to
increase the contributions. Based on these findings, financial services can address
these needs and thereby attract clients by offering a more professional approach. In-
stead of providing standard products to individual investors, investment programmes

can be designed and tailored to specific groups of people, e.g., 'Anxious spenders’.
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Concluding Remarks

This study demonstrates that by segmenting private investors on the basis of their
self-stated financial attitudes and behaviour, ayield of clearly interpretable profiles
can be realised. Cluster analyses based on the results of factor anaysis indicate that
private investors can be divided into five clusters with specific characteristicsin their
financia day-to-day behaviour and certain socio-demographic variables (e.g., gender,
age, and education). Each cluster raises key issues to meet their needs and to use of
adequate financial instruments. From cluster | to V, the need for action to better han-
dle financial matters increases. The results of this paper have implications for private
investors and providers of financial consultancy, aswell asfor initiatives aimed at
increasing retirement savings. More research needs to be undertaken to investigate the
relationship between actual behaviour with the self-stated behaviour and the change
in attitudes and behaviour over one’s life cycle.

Endnote
[1] The questionnaire can be obtained by contacting the authors.
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Table I: Factors from Principal Component Analysis

Factor 1: Anxiety (a = .648") Factor Loadings®
| get unsure by the lingo of financial experts. .567
| am anxious about financial and money affairs. .701
| tend to postpone financial decisions. .679
After making adecision, | am anxious whether | was right or wrong. 713

Factor 2: Interest in financial issues (o =.711)

| read the business section of the newspaper attentively. 811
I like to join conversations about financial matters. .826

Factor 3: Intuitive decisions (a =.605)

| compare and calculate risks. -.537
Even on large purchases, | tend to spend spontaneously. .629
| enjoy reading about results of product testing. -.545
| do not complain very often, even if | have areason to. .508
At the end of the day, | decide intuitively in financial affairs. .595

Factor 4: Need for precautionary saving (o =.611)

| find it hard not to have some money away for arainy day. 767
To carefor the future is essential for me. .706

Factor 5: Free-spending” (a = .501)

| spend money when | am unhappy or frustrated. .623
Special offers can entice me into buying. .705
| enjoy spending money more than saving. 515

N = 1°282. Principal Component Analysis with varimax orthogonal rotation. Eigenvalues > 1. Factor loadings > .50.
* a = value of Cronbach’s Alpha (based on standardised items) for the corresponding factor.

P Item ’I feel annoyed when things do not go my way’ has been deleted.

¢ After varimax orthogonal rotation. Factor loadings are the correlations of the items with the corresponding factor.
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Table II: Correlation Matrix for the Five Factors

Factor 1 Factor 2 Factor 3 Factor 4
Anxiety Interest in Intuitive Need for precau-
financial issues decisions tionary saving

Factor 2

Interest in financial issues -.30**

Factor 3

Intuitive decisions 15%* -21%*

Factor 4

Need for precautionary saving 15%* .05* - 13**

Factor 5

Free-spending 16%* - 13** J15%* -.08**

N = 1°282. Pearson Correlation, Sig. (2-tailed).
** = Correlation is significant at the 0.01 level. * = Correlation is significant at the 0.05 level.

Table I1I: Profiling of Individual Investor Segments (based on final cluster centres)

Cluster I. Rational I1. Myopic II1. Anxious IV. Gut-feeling V. Anxious
consumers consumers savers followers spenders

Factor
1. Anxiety low low high medium high

(-.66) (-.60) (.37) (.08) (1.13)
2. Interest in high medium low low low
financial issues (.96) (.24) (--31) (-.98) (-.49)
3. Intuitive decisions low medium low high high

(--33) (-.03) (--59) (2.03) (:34)
4. Need for precaution- high low high low high
ary saving (.42) (-1.65) (.55) (--32) (.39)
5. Free-sending medium medium low medium high

(-.23) (.13) (--63) (-.07) (2.17)
No. of people 368 199 285 215 215
% 28.7 155 222 16.8 16.8

N = 1"282. The table gives a schematic and simplified overview of the clusters as related to factors. Numbersin brackets
refer to the value of the factors converted to Z-scores.
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Table IV: Socio-demographic Characteristics of the Five Clusters

Cluster Whole 1. Rational II. Myopic  III. Anxious IV. Gut feeling V. Anxious X’
Sample consumers consumers savers followers spenders
n % n % n % n % n % n %
Gender
Made 632 493 250 39.6 127 20.1 122 193 86 13.6 47 1.4 X2(4):144.9**
Femae 650 50.7 118 18.2 72 111 163 25.1 129 19.8 168 25.8
Age
18-35 427 333 112 26.2 77 181 88 20.6 77 18.0 73 171
36-50 472 36.8 138 29.3 80 16.9 88 18.7 87 184 79 16.7 X2(12)226.O*
51-65 283 221 83 293 38 134 79 27.9 41 145 42 149
66-85 66 51 28 423 4 6.1 18 273 5 76 11 16.7
Missings 34 27 7 206 0 0 12 353 5 147 10 294
Education
Secondary School 65 51 14 215 8 123 20 30.8 7 10.8 16 24.6
Apprenticeship 433 338 110 254 64 14.8 103 23.8 72 16.6 84 194 X2(12)220.9*
High school diploma 186 14.5 54 291 35 188 33 17.7 30 16.1 34 183
University degree 598 46.6 190 318 92 154 129 216 106 17.7 81 135
Students
University students 135 10.5 59 437 29 215 22 16.3 11 8.1 14 104 X°=28.0**
Non-Students 1147 89.5 309 26.9 170 148 263 22.9 204 179 201 17.5
Whole sample 1282 100 368 28.7 199 155 285 222 215 16.8 215 16.8

N = 1282. X?is tested based upon apriori probabilities related to the study sample.
** = X? statistic is significant at the 0.01 level. * = X2 statistic is significant at the 0.05 level.
Figures in bold show significant differences between the groups within the specific cluster (X?).
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Table V: Regression Analysis on Socio-demographic Characteristics

Factor 1. Anxiety 2. Interest in 3. Intuitive 4. Need for pre- 5. Free-spending
financial issues decisions cautionary saving
B SE B SE B SE B SE B SE
Gender 407 .048** -.682  .062** 092 .042* 278 .065 ** 265 .040**
(male=0)
Age
18-35
36-50 -.041 .061 344 .079** .026  .053 .062 .083 -146  .051*
51-65 .026 .069 465  .089** -.017  .060 294 .093 * -.294 057 **
66-85 .150 .114 910  .146** 140  .099 .503 154 * -485  .095 **
Education
Secondary School
Apprenticeship  -.214 114 127 147 .008 .099 .065 154 -.022  .095
High school diploma  -.121 .128 -.064 165 -040 111 .038 173 239 .107*
University degree  -.289 .113* 175 146 -.062  .099 .030 153 -.032 .095
Students -.366 .095 ** 605 122 ** -104 .082 A31 128 -132 .079
(non-student=0)
Constant 2581 .120 2.962 154 2792 104 3.683 162 2914 100
R? .095 142 .013 .032 .082
F 16.174** 25.464** 2.106* 5.150** 13.808**

N = 1282. Beta (B) and Standard Error (SE): unstandardized coefficients. Age and Education converted into dummy variables.
Multicollinearity is tested by variance inflation factors, eigenvalues and condition index, and is not to be assumed.
Autocorrelation is excluded by testing with Durbin-Watson test.

** = ggnificant at the 0.01 level. * = significant at the 0.05 level.
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