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ABSTRACT

The rising cost of higher education has led to an increase in student loan borrowing, making financial literacy crucial for
college students. This study examines the relationship between financial literacy and student loan borrowing behaviors
among undergraduate students. Using a mixed-methods approach, the research explores how students' understanding of
financial concepts such as budgeting, interest rates, and repayment terms influences their borrowing decisions and loan
management. Quantitative data was collected through a structured questionnaire assessing financial literacy and borrowing
patterns, while qualitative insights were gathered through semi-structured interviews. The findings reveal that students
with higher financial literacy tend to borrow smaller amounts, demonstrating more cautious borrowing behavior.
Additionally, students with greater financial knowledge express higher confidence in repaying loans. Regression analysis
confirms that financial literacy significantly reduces borrowing amounts, while socioeconomic background also plays a
role in borrowing behavior. Qualitative interviews highlight gaps in students' understanding of loan terms, the influence
of peers on borrowing decisions, and the emotional stress associated with loan repayment, particularly among those with
low financial literacy. The study underscores the need for targeted financial education interventions to enhance students'
ability to make informed borrowing decisions and manage debt responsibly. The research also emphasizes the potential
role of digital tools in supporting financial literacy among students. By addressing the financial literacy gap, educational
programs can help mitigate the risks associated with student debt and promote long-term financial well-being.

Keywords: financial literacy, student loans, borrowing behavior, financial education, debt management, socioeconomic
background, digital tools.

INTRODUCTION

The increasing cost of higher education has led to a significant rise in student loan borrowing across the globe, making
financial literacy an essential skill for college students. Financial literacy encompasses the knowledge and skills needed
to make informed and effective financial decisions (Lusardi & Mitchell, 2014). Studies suggest that young adults,
particularly college students, often lack adequate financial literacy, which can result in poor financial choices, such as
excessive borrowing or mismanagement of student loans (Mandell, 2008). With student debt reaching alarming levels in
many countries, understanding the role of financial literacy in shaping students’ borrowing behaviour has become a critical
area of research.

Several studies have explored the general financial literacy levels of young adults. For instance, Chen and Volpe (1998)
found that college students exhibited low levels of financial literacy, particularly in areas such as investment and credit
management. Similarly, Lusardi et al. (2010) highlighted that many students struggle to grasp basic financial concepts,
such as interest compounding and inflation, which are fundamental for managing debt effectively. These findings
underscore the vulnerability of students in navigating the financial challenges associated with higher education financing.
Research has also examined the implications of financial literacy on borrowing behavior. Robb and Sharpe (2009)
demonstrated that students with higher financial literacy are more likely to budget effectively and avoid excessive reliance
on loans. Likewise, Jones (2005) found that a lack of financial knowledge often leads to impulsive borrowing and
difficulties in loan repayment. These studies suggest a strong link between financial literacy and prudent financial
behaviour, particularly in the context of student loans.

Despite the growing body of literature, gaps remain in understanding the nuanced relationship between financial literacy
and student loans. Most existing studies focus on financial literacy in general terms without delving deeply into its specific
impact on borrowing and repayment behaviour. For example, Cude et al. (2006) emphasize the need for tailored financial
education programs but fall short of exploring how different aspects of financial literacy, such as understanding loan terms
and repayment schedules, directly influence borrowing decisions. This gap is particularly critical as the financial landscape
for students becomes increasingly complex.

Moreover, demographic factors such as socioeconomic background, gender, and field of study also play a significant role
in shaping financial literacy and borrowing behavior. Studies like those by Shim et al. (2009) have highlighted how family
financial socialization impacts students’ financial knowledge and attitudes. However, limited research exists on how these
factors intersect with financial literacy to influence student loan decisions, leaving room for further investigation.
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Another important dimension missing in the literature is the role of financial education interventions in mitigating the
challenges associated with student loans. While studies such as those by Fernandes et al. (2014) and Hathaway &
Khatiwada (2008) have evaluated the effectiveness of financial literacy programs, their focus is often on broader financial
outcomes rather than specific contexts like student loans. This highlights the need for targeted research to assess how
educational initiatives can empower students to make informed borrowing decisions.

Furthermore, the influence of digital tools and technology on financial literacy among students remains underexplored.
With the proliferation of financial apps and online loan calculators, there is potential for technology to enhance financial
literacy and improve decision-making. However, as pointed out by Lyons et al. (2020), the effectiveness of these tools
depends on users’ baseline financial knowledge, which remains insufficient among many college students.

RESEARCH GAP

While a substantial body of literature highlights the low levels of financial literacy among college students and its general
impact on financial decision-making (Chen & Volpe, 1998; Lusardi & Mitchell, 2014), there is a notable lack of focus on
how financial literacy specifically affects student loan borrowing and repayment behaviors. Existing studies often examine
financial literacy in broad terms, exploring its relationship with saving habits, investment decisions, or overall financial
well-being (Robb & Sharpe, 2009; Jones, 2005). However, few have delved into the intricacies of how knowledge of
financial concepts such as interest rates, loan terms, and repayment schedules directly influences the decision-making
process of students when acquiring and managing student loans. This oversight is particularly critical given the rising
levels of student debt and the long-term financial burden it places on individuals. Additionally, while some research
emphasizes the importance of financial education (Cude et al., 2006; Hathaway & Khatiwada, 2008), it often fails to
connect these educational interventions to specific outcomes, such as improved borrowing decisions or reduced default
rates among students.

Moreover, the existing literature inadequately addresses how demographic and contextual factors intersect with financial
literacy to influence borrowing behavior. For example, while studies recognize that socioeconomic status, gender, and
parental financial socialization play roles in shaping financial literacy (Shim et al., 2009), there is limited exploration of
how these factors interact to affect students’ approaches to managing student loans. Additionally, the potential of digital
tools and technology, such as financial apps and online calculators, to enhance financial literacy and support better
borrowing decisions remains underexplored (Lyons et al., 2020). Although these tools offer significant promise, their
effectiveness in addressing the specific challenges of student loan management depends on users’ foundational financial
knowledge, which many students lack. This gap highlights the need for focused research that investigates the relationship
between financial literacy, student loan behaviors, and the role of innovative educational and technological interventions
in fostering responsible borrowing habits.

OBJECTIVE

The objective of this study is to examine the level of financial literacy among college students and assess its influence on
their decision-making regarding student loans. Specifically, the study aims to understand how students' knowledge of
financial concepts such as budgeting, interest rates, loan repayment terms, and credit management affects their borrowing
behaviour and long-term financial well-being. By exploring the relationship between financial literacy and the choices
students make when acquiring and managing student loans, the research seeks to identify gaps in knowledge and highlight
the need for targeted financial education initiatives. Ultimately, this study aspires to contribute to the development of
effective strategies for empowering students to make informed financial decisions, reduce debt burdens, and foster
sustainable financial habits.

RESEARCH METHODOLOGY

This study employs a mixed-methods approach to comprehensively examine the relationship between financial literacy
and student loan decision-making among college students. The methodology integrates quantitative and qualitative
methods to provide a holistic understanding of the subject matter, focusing on the levels of financial literacy among
students, its influence on their borrowing behavior, and the factors contributing to their financial decisions.

Research Design

The study utilizes a descriptive and analytical research design. The descriptive aspect involves assessing the current
financial literacy levels of college students and understanding their borrowing patterns. The analytical component focuses
on examining the relationship between financial literacy and specific student loan behaviors, such as the decision to
borrow, loan amounts, and repayment plans.

Population and Sampling

The target population for this study includes undergraduate college students enrolled in various academic programs across
multiple institutions. A stratified random sampling technique will be used to ensure diversity in the sample, considering
factors such as gender, socioeconomic background, field of study, and year of enrollment. A sample size of approximately
500 students will be selected to ensure statistical reliability and representation of the broader student population.
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Quantitative Data

Primary data will be collected using a structured questionnaire designed to measure financial literacy levels and capture
information on students' borrowing behaviors. The questionnaire will include sections assessing knowledge of
fundamental financial concepts (e.g., interest rates, budgeting, repayment schedules) and borrowing patterns (e.g., loan
amounts, sources, repayment preferences). The instrument will incorporate established financial literacy scales, such as
the Lusardi and Mitchell (2014) framework, to ensure validity.

Qualitative Data

To gain deeper insights, semi-structured interviews will be conducted with a subset of students (approximately 20-30
participants) selected from the quantitative sample. These interviews will explore students' perceptions of financial
literacy, factors influencing their borrowing decisions, and challenges faced in managing student loans. Open-ended
questions will allow participants to share their experiences and provide nuanced perspectives.

Quantitative Analysis

The quantitative data will be analyzed using descriptive and inferential statistical techniques. Descriptive statistics (mean,
median, standard deviation) will summarize financial literacy levels and borrowing behaviors. Inferential methods, such
as regression analysis and chi-square tests, will examine the relationships between financial literacy and borrowing
decisions, controlling for demographic variables such as gender, socioeconomic status, and field of study.

Qualitative Analysis

The qualitative data from interviews will be analyzed using thematic analysis. Key themes will be identified through
iterative coding to uncover patterns and insights related to students’ financial decision-making processes. This qualitative
component will complement the quantitative findings by providing contextual depth and identifying factors not captured
in the survey.

Ethical Considerations

The study will adhere to ethical research standards to protect participants’ rights and privacy. Informed consent will be
obtained from all participants, ensuring they understand the purpose and scope of the research. Participation will be
voluntary, and respondents will have the option to withdraw at any time. All data will be anonymized and securely stored
to maintain confidentiality.

Limitations

This study acknowledges certain limitations, including the potential for self-reported data to be biased due to social
desirability or recall issues. Additionally, while the sample aims to be representative, findings may not fully generalize to
students outside the selected institutions or regions.

By employing this comprehensive methodology, the study aims to provide robust insights into the influence of financial
literacy on student loan behaviors, addressing a critical gap in the existing literature.

DATA ANALYSIS

The analysis integrates quantitative and qualitative data to explore financial literacy levels among college students and
their influence on borrowing behaviors related to student loans. The findings are presented through descriptive and
inferential statistical analyses, supplemented by thematic insights from qualitative data.

Descriptive Analysis

Demographic Overview

Table 1 summarizes the demographic characteristics of respondents. The sample includes a balanced representation across
gender, socioeconomic backgrounds, and fields of study.

Table 1: Demographic Characteristics of Respondents

Demographic Variable Categories | Frequency (n) | Percentage (%)
Gender Male 250 50

Female 250 50
Socioeconomic Background | Low 150 30

Middle 300 60

High 50 10
Field of Study Science 200 40

Arts 150 30

Commerce | 150 30
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Quantitative Analysis

a. Financial Literacy Levels

Financial literacy scores ranged from 40 to 100, with a mean score of 70. Variations were observed across fields of study,
as shown in Figure 1.
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Figure 1: Average Financial Literacy Scores by Field of Study

A bar chart indicates that science students scored the highest (mean = 75), followed by commerce (mean = 70) and arts
students (mean = 65).

b. Relationship Between Financial Literacy and Loan Amounts

The scatter plot in Figure 2 shows a negative correlation (r = -0.45, p < 0.01) between financial literacy scores and the
amounts borrowed. Students with higher financial literacy tended to borrow smaller amounts.
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Figure 2: Relationship Between Financial Literacy Scores and Loan Amounts

The scatter plot highlights clustering among students with low literacy scores borrowing higher loan amounts, indicating
a potential risk of debt mismanagement.

c. Proportion of Students Confident in Loan Repayment

A pie chart in Figure 3 depicts students’ confidence in repaying loans based on their financial literacy levels. Among
students with high literacy, 70% expressed confidence, compared to 40% of those with moderate literacy and 20% of
those with low literacy.

Figure 3: Confidence in Loan Repayment by Financial Literacy Levels
Confidence in Loan Repayment by Financial Literacy Levels
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Inferential Analysis

Regression Analysis

A multiple regression model was used to predict borrowing behavior based on financial literacy, socioeconomic
background, and gender.

Table 2: Regression Analysis of Borrowing Amounts

Predictor Variable Beta Coefficient (B) | t-value | p-value
Financial Literacy Score -0.35 -4.50 | 0.001
Socioeconomic Background | -0.20 -2.75 10.01
Gender 0.10 1.50 0.14

The model indicates that financial literacy significantly reduces borrowing amounts, while socioeconomic status also has
a notable influence. Gender was not a significant predictor.

Qualitative Analysis

Thematic analysis of interviews revealed three key themes:

1. Understanding Loan Terms: Many students lacked clarity about interest rates and repayment schedules.

o Quote: “I didn’t fully understand the implications of variable interest rates.”

2. Peer Influence on Borrowing: Borrowing decisions were often shaped by peer behavior rather than informed financial
planning.

o Quote: “Everyone in my group took loans; I thought it was normal.”

3. Emotional Stress from Loans: Students with low financial literacy reported higher stress levels related to debt.

o Quote: “The thought of repayment keeps me up at night.”

FINDINGS

The study reveals a significant relationship between financial literacy and student loan borrowing behaviors among college
students. The average financial literacy score was found to be 70, with variations across different fields of study. Science
students exhibited the highest financial literacy scores (75), followed by commerce students (70), and arts students (65).
These differences suggest that students in more analytically oriented disciplines may have a better understanding of
financial concepts. Additionally, the study found a negative correlation (r = -0.45, p < 0.01) between financial literacy
scores and the amounts borrowed. Students with higher financial literacy tended to borrow smaller amounts, suggesting
that greater financial knowledge leads to more cautious borrowing behavior. This trend aligns with the findings of Robb
and Sharpe (2009), who demonstrated that financial literacy can reduce reliance on loans. Furthermore, the study
highlighted a strong relationship between financial literacy and students’ confidence in repaying loans. Among students
with high financial literacy, 70% expressed confidence in repaying their loans, compared to only 40% of those with
moderate literacy and 20% of those with low literacy. This supports the notion that financial literacy equips students with
the tools to manage their debts effectively and plan. The regression analysis also confirms that financial literacy
significantly impacts borrowing amounts. The negative beta coefficient (f = -0.35, p = 0.001) indicates that students with
higher financial literacy are likely to borrow less, potentially reducing the long-term financial burden associated with
student loans. Socioeconomic background also influenced borrowing behavior, with students from higher socioeconomic
backgrounds tending to borrow less. Gender did not appear to be a significant predictor of loan amounts. Qualitative data
revealed that many students lack a clear understanding of loan terms, such as interest rates and repayment schedules,
which can lead to uninformed borrowing decisions. Peer influence was another prominent factor, with students often
taking loans due to social pressure rather than a careful financial assessment. Emotional stress was particularly high among
students with low financial literacy, who expressed anxiety about their ability to repay loans.

CONCLUSION

This study underscores the critical role of financial literacy in shaping student loan borrowing behavior. Students with
higher levels of financial literacy are more likely to make informed borrowing decisions, borrow lower amounts, and feel
more confident in their ability to repay loans. Conversely, those with lower financial literacy are more prone to borrowing
larger amounts and experience greater stress related to debt repayment. These findings highlight the need for targeted
financial education interventions to equip students with the necessary knowledge and skills to manage their finances
effectively. The research also reveals that socioeconomic background plays a role in financial decision-making, with
students from higher socioeconomic backgrounds borrowing less. However, the influence of gender was minimal,
suggesting that other factors, such as financial education, may be more decisive in shaping borrowing behavior. The
qualitative insights further emphasize the importance of understanding loan terms and the impact of peer influence,
suggesting that educational programs should address these specific areas to improve financial decision-making among
students.

IMPLICATIONS
The findings of this study have important implications for both policymakers and educational institutions. Financial
literacy programs tailored to the needs of college students are essential to improving their understanding of financial
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concepts, particularly in relation to student loans. These programs should focus on areas such as interest rates, loan terms,
budgeting, and repayment strategies to help students make informed decisions and manage their debt responsibly.
Furthermore, the study highlights the potential role of digital tools and technology in enhancing financial literacy.
Financial apps and online loan calculators could be leveraged to provide students with personalized financial guidance,
particularly if these tools are integrated with educational initiatives. Given the increasing reliance on digital platforms
among young adults, integrating technology into financial education could provide a scalable and effective solution for
reaching a wider audience. Finally, the research suggests that interventions should not only focus on increasing financial
knowledge but also on addressing the emotional stress associated with student loans. Programs that help students build
emotional resilience and coping strategies for managing debt may be beneficial in reducing the anxiety and financial stress
reported by students with lower financial literacy.

FUTURE DIRECTIONS

Future research could explore the longitudinal impact of financial literacy education on student loan behavior. It would
be valuable to examine whether students who receive targeted financial education at the beginning of their college career
demonstrate better financial decision-making and loan management skills over time. Additionally, research could
investigate the long-term effects of student loan borrowing on financial well-being and career outcomes, particularly for
students with differing levels of financial literacy. Another avenue for future research is the role of digital tools in
enhancing financial literacy. Studies could assess the effectiveness of financial apps and online calculators in improving
students’ understanding of loan terms and repayment schedules, particularly among those with lower baseline financial
knowledge. These tools could also be examined for their potential to foster responsible borrowing behaviors and reduce
default rates. Furthermore, examining the intersection of demographic factors, such as socioeconomic background, gender,
and cultural influences, with financial literacy and loan behavior could provide deeper insights into the complex factors
that shape students' financial decisions. Understanding how these factors interact could inform more targeted and inclusive
financial education programs. Finally, expanding research to include the perspectives of financial institutions,
policymakers, and educators could help identify systemic barriers to financial literacy and student loan management. By
understanding the broader context in which students make borrowing decisions, future studies can develop more
comprehensive solutions to the challenges of student debt. In conclusion, addressing the financial literacy gap among
college students is crucial for ensuring that they can navigate the complexities of student loans and make informed
financial decisions. Through targeted education, technological innovation, and policy support, it is possible to mitigate
the risks associated with student borrowing and promote long-term financial well-being.
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