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Abstract

inancial management and financial literacy are essential for achieving

financial stability and promoting economic well-being among

individuals, households, and business organisations. Financial
management involves planning, organising, controlling, and monitoring
financial resources to achieve specific objectives, while financial literacy refers to
the knowledge and skills required to make informed financial decisions. This
article examines the role of financial management and financial literacy in
promoting savings, investment, budgeting, debt control, and long-term financial
security. It reviews existing international literature and identifies challenges such
as inadequate financial knowledge, poor spending habits, limited access to
financial education, and the increasing complexity of digital financial services.
International research suggests that individuals with stronger financial
knowledge and positive financial behaviours are generally better equipped to
make informed financial decisions. The article concludes that effective financial
management, supported by financial education and responsible financial
behaviour, can contribute to improved financial stability. It recommends the
integration of financial education into school curricula, regular financial
planning, improved access to financial guidance, and the promotion of
responsible borrowing and saving practices.
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Background to the Study

Finance is an important aspect of economic development because it enables individuals,
households, and organisations to allocate resources, manage expenses, invest in productive
activities, and prepare for future financial needs. Effective financial management is necessary
for maintaining financial stability, achieving organisational objectives, and improving living
standards. Financial management involves the planning and control of financial resources to
ensure that available funds are used efficiently. At the personal level, it includes budgeting,
saving, investing, managing debt, and preparing for emergencies. At the organisational level,
it involves financial planning, investment decisions, working capital management, and the
evaluation of financial performance. Financial literacy complements financial management
by providing individuals with the knowledge required to understand financial products,
evaluate risks, compare borrowing options, and make appropriate decisions about money.
According to the Organisation for Economic Co-operation and Development (OECD, 2023),
financial literacy includes financial knowledge, behaviour, and attitudes. Its international
survey assessed these dimensions alongside financial inclusion and financial well-being
across 39 countries and economies. This demonstrates the importance of financial capability
in different economic and social environments.

Lusardi and Mitchell (2014) also explain that financial literacy is important for making
decisions about saving, investment, borrowing, and retirement planning. Individuals who
lack financial knowledge may experience difficulties managing debt, planning for
emergencies, and evaluating financial risks. In modern society, the growing use of digital
banking, electronic payments, online lending, and investment platforms has increased the
need for financial knowledge. Although these services provide convenience, they can also
expose consumers to fraud, excessive borrowing, and unsuitable financial products.
Therefore, effective financial management and financial literacy are important for promoting
responsible financial behaviour and long-term financial security. This article examines their
relationship, reviews relevant literature, identifies major problems, and proposes
recommendations for improving financial stability.

Concept of Financial Management

Financial management refers to the process of planning, acquiring, allocating, and
controlling financial resources to achieve specific goals. It is concerned with ensuring that
funds are available when needed and are used in ways that provide economic benefits. For
individuals, financial management includes preparing budgets, monitoring expenditure,
building savings, managing credit, and planning for future expenses. For businesses, it
includes investment decisions, financing decisions, cash flow management, and profit
planning. Effective financial management helps prevent unnecessary expenditure, improves
resource allocation, and enables individuals and organisations to respond to financial
challenges.

Concept of Financial Literacy

Financial literacy is the ability to understand and apply financial knowledge when making
decisions about money. It includes knowledge of interest rates, inflation, risk diversification,
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savings, loans, insurance, and investment. Lusardi and Mitchell (2014) observed that financial
literacy is closely associated with important economic decisions, including retirement
planning and wealth accumulation. They argued that understanding basic financial concepts
helps people make more informed choices throughout their lives. The OECD (2023) similarly
considers financial literacy through knowledge, behaviour, and attitudes. These dimensions
help explain why financial education should not only teach financial concepts but also
encourage responsible habits and long-term planning.

Financial Management and Savings Behaviour

Saving is an important element of financial management because it allows individuals to
prepare for emergencies, future purchases, education, retirement, and investment
opportunities. A well-prepared budget helps individuals identify unnecessary expenditure
and allocate part of their income to savings. Regular saving can also reduce dependence on
borrowing during periods of unexpected financial difficulty. However, savings behaviour may
be affected by income levels, employment conditions, family responsibilities, inflation, and
access to suitable financial services. Financial education can help individuals establish
realistic savings goals, although education alone cannot overcome every economic barrier.

Financial Literacy and Investment Decisions

Investment decisions require an understanding of potential returns, financial risks, liquidity,
inflation, and the time horizon of an investment. Financially literate individuals are better
equipped to compare investment opportunities, assess the relationship between risk and
return, and recognise unrealistic promises of guaranteed high profits. Lusardi and Mitchell
(2014) reviewed evidence showing the importance of financial literacy for economic decision-
making and retirement preparation. Their work supports the view that financial knowledge
can help individuals make more informed choices about accumulating and managing wealth.
Nevertheless, investment decisions should also take account of personal circumstances,
financial goals, and the possibility of losing money. Financial literacy reduces some avoidable
mistakes but does not eliminate investment risk.

Financial Literacy and Financial Stability

Financial stability at the individual level refers to the ability to meet financial obligations,
manage unexpected expenses, maintain manageable debt, and work towards long-term goals.
The OECD (2023) examined financial literacy alongside financial inclusion and financial
well-being. Its international research highlights the importance of assessing not only what
people know about finance but also how they behave and whether they have access to useful
financial products and services. At the household level, effective financial management can
improve resilience by encouraging emergency savings, careful borrowing, and expenditure
planning. At the business level, financial planning and sound cash flow management can help
organisations meet obligations and remain operational during difficult periods. However,
financial stability is also affected by wider conditions, including inflation, unemployment,
economic downturns, and access to affordable financial services.
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Challenges of Effective Financial Management
Several challenges can prevent individuals and organisations from managing their finances
effectively.

Inadequate Financial Knowledge: People who do not understand interest rates, loan
conditions, or investment risks may make costly financial decisions.

Poor Budgeting Habits: Failure to monitor income and expenditure can lead to overspending
and insufficient savings.

Excessive Debt: Borrowing beyond one's repayment capacity can result in financial stress and
difficulty meeting essential expenses.

Low or Irregular Income: Individuals with limited or unpredictable earnings may struggle to
save consistently, even when they understand the importance of financial planning.

Digital Financial Risks: Online scams, identity theft, misleading investment offers, and
insecure financial practices can undermine financial security.

Limited Access to Financial Services: Inadequate access to affordable banking, insurance,
and appropriate financial advice can make financial planning more difficult.

These challenges show that improving financial stability requires both financial education and
an enabling economic environment.

Statement of the Problem

Despite the importance of financial management, many individuals and households
experience financial difficulties arising from poor budgeting, insufficient savings, excessive
borrowing, and inadequate financial planning. Some individuals lack the knowledge required
to compare financial products, understand borrowing costs, assess investment risks, and
prepare for unexpected expenses. As a result, they may make decisions that increase their
financial vulnerability. Furthermore, the expansion of digital financial services has created
new opportunities but has also increased exposure to online fraud, misleading investment
schemes, and irresponsible lending practices. Limited access to financial education and
trustworthy financial guidance can make these problems more difficult to address. Economic
pressures, including rising living costs, unemployment, and irregular income, may also
prevent individuals from applying sound financial management practices. The major problem
addressed in this article is the gap between the need for effective financial management and the
knowledge, resources, and behaviours required to achieve financial stability. It is therefore
necessary to examine how financial literacy and responsible financial management can
improve financial decision-making and reduce avoidable financial difficulties.

General Objective

The general objective of this study is to examine the role of financial management and
financial literacy in achieving financial stability.
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Specific Objectives
The specific objectives are:
i. To examine the relationship between financial literacy and effective financial
management.
ii. To assess the importance of budgeting and savings in achieving financial stability.
iii. To investigate how financial knowledge influences borrowing and investment
decisions.
iv. To identify the major challenges affecting effective financial management.
v. To examine the role of financial education in promoting responsible financial
behaviour.
vi. To recommend practical strategies for improving financial planning and long-term
financial well-being.

Conclusion

This article has examined the role of financial management and financial literacy in achieving
financial stability. The literature reviewed indicates that financial knowledge, responsible
financial behaviour, and effective planning are important for managing income, controlling
expenditure, accumulating savings, and making informed investment decisions. Financial
management enables individuals and organisations to allocate resources efficiently, prepare
for future needs, and respond to financial difficulties. Financial literacy complements this
process by helping people understand financial products, evaluate risks, and make appropriate
economic decisions. However, financial stability cannot be achieved through financial
knowledge alone. Income limitations, unemployment, inflation, unequal access to financial
services, and unexpected expenses may affect an individual's ability to implement sound
financial practices.

The article therefore concludes that financial education should be combined with practical
financial planning, responsible borrowing, consumer protection, and access to appropriate
financial services. Individuals, educational institutions, employers, financial organisations,
and policymakers all have important roles to play in strengthening financial capability. When
these measures are implemented effectively, they can support better financial decisions,
improve resilience to economic shocks, and contribute to long-term financial well-being.

Recommendations
Based on the discussion, the following recommendations are proposed:

i. Promote Financial Education: Schools, colleges, and universities should include
practical financial education in their programmes to teach budgeting, saving,
borrowing, investment, and risk management.

ii. Encourage Regular Budgeting: Individuals and households should prepare realistic
budgets, monitor their expenditure, and review their financial goals regularly.

iii. Develop a Savings Culture: Individuals should save regularly according to their
income and circumstances and, where possible, establish emergency funds for
unexpected expenses.

iv. Promote Responsible Borrowing: Consumers should understand interest rates,
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repayment schedules, fees, and penalties before accepting loans. Borrowing should be
based on realistic repayment capacity.

v. Improve Digital Financial Awareness: Financial institutions and regulators should
educate consumers about online fraud, identity theft, cybersecurity, and the risks of
unverified investment opportunities.

vi. Provide Accessible Financial Guidance: Governments, educational institutions,
employers, and financial organisations should make reliable financial education and
guidance available to different income groups.

vii. Encourage Long-Term Financial Planning: Individuals should establish achievable
goals for education, housing, retirement, and other future needs.

viii. Strengthen Consumer Protection: Relevant authorities should monitor
financial service providers, improve disclosure of fees and risks, and provide effective
channels for reporting fraud and resolving complaints.

ix. Support Further Research: Future studies should investigate the relationship
between financial literacy, saving behaviour, debt management, and financial well-
being across different countries and income groups.
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