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Investigating Financial Literacy among Emiratis
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Abstract—rFinancial literacy is one of the key factors needed in
making informed financial decisions. As businesses continue to be
more profit driven, more financial and economic intrigues arise that
continue to put individuals at the risk of spending more and more
without considering the short term and long term effects. We con-
ducted a study to assess financial literacy and financial decision mak-
ing among Emiratis. Our results show that financial literacy is lack-
ing among Emiratis. Also, almost half of respondents owe loans to
other peoples and 1/5 of them have bank loans. We expect that the
outcome of this research will be useful for designing educational
programs and policies to promote financial planning and security
among Emiratis. We also posit that deeper and more informed under-
standing of this problem is a precursor for developing effective finan-
cial education programs with the aim of improving financial deci-
sion-making among Emiratis.

Keywords—rFinancial literacy, loans, financial planning, Emira-
tis.

|. INTRODUCTION

NCREASINGLY sophisticated financial products and ter-

minologies are making financial literacy a key skill for all
living in modern nations. Financial literacy involves basic
knowledge of the role of interest and inflation in the value of
savings over time, stock market participation and risk diversi-
fication, healthy borrowing behavior and proper use of credit
facilities. Studies conducted in the USA demonstrate wide-
spread financial illiteracy across the population, especially
among women, minorities, and less educated spenders [1].

This research aims to investigate financial decision making
and financial literacy among Emiratis. At an individual level,
poor financial literacy can lead to huge loans from banks
which in turn can put the individual under stress, pressure and
affect her or his job performance, leading to many conflicts
within the family. As a collective problem, this can lead to
national vulnerability when the banks are burdened by signifi-
cant amounts of loans and risks which often end up requiring
government intervention to protect their financial institutions
and the population alike. It then becomes pertinent to investi-
gate factors that could impinge upon people’s financial free-
dom and suggest possible ways of avoiding financial pitfalls.
Our study investigates increasing financial mismanagement
occasioned by lack of financial literacy among Emiratis. Many
Emiratis are trapped with bogus loans and credit cards that can
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cripple any further financial growth. The minimal interest
rates for loans encourage more borrowing and more spending.
The notoriety of loan defaulting has reached the alarming rate
which may have resulted in the recent calls to banks to put a
ceiling on the amount borrowable by Emiratis in order to avert
a national financial crisis that may be inevitable if banks keep
looking up to the central bank to shore up their capital base all
the time. This scenario calls for urgent study to garner statis-
tical and scientific data that could be useful for effective fiscal
planning both at the individual and the national level. Thus our
research is timely in that it aims to provide such data.

Il. LITERATURE REVIEW

The recent global financial crisis has alerted governments
and institutions around the world to understand financial lite-
racy, in terms of its measurement and its impact on the indi-
vidual’s welfare and the economic growth of society in gener-
al [2] [3]. The crisis was also followed up by extensive re-
search on financial literacy aiming at guiding policy makers
on what the national strategy should be towards protecting
consumers and determining what areas of literacy to incorpo-
rate in educational programs.

As previously mentioned, this research is motivated by the
importance for individuals to manage their money effectively.
Financial literacy has different definitions, but they all evolve
around the person’s competency for managing money [4].
Remund provides a working definition, which states suc-
cinctly, “Financial literacy is a measure of the degree to which
one understands key financial concepts and possesses the abil-
ity and confidence to manage personal finances through ap-
propriate, short-time decision-making and sound long range
financial planning, while mindful of the life event and eco-
nomic conditions” [4]. The extant literature on financial litera-
cy may be summarized into five categories [4], namely:

1) Knowledge of financial concepts

2) Ability to communicate about financial concepts

3) Aptitude in managing personal finances

4) Skill in making appropriate financial decisions

5) Confidence in planning effectively for future financial
needs.

Financial literacy is initially measured at the individual lev-
el and group level, e.g. school students or low income adults,
which would in total provide us with a macro view on the so-
ciety’s behavior. However, we find that most of the research
studies focus on the young, since they usually score low on
financial literacy surveys, having had minimal actual expe-
rience in making significant financial decisions.

For the purpose of this research, financial literacy relates to
the ability and the confidence to manage personal finance,
which may include matters related to budgeting, saving, bor-
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rowing and investing.

Some studies have revealed that there is a correlation be-
tween financial literacy and proper financial management [1].
The more literate an individual is about financial management,
the more likely that individual will make informed financial
decisions. Financial literacy programs are needed to teach
people how “to read and write financially” just as literacy pro-
grams are needed to teach people how to read and write in any
language. Research has also revealed that youth moving to
adulthood do poor financial management [5]. Regardless of
the age group, lack of knowledge about money and its accu-
mulation through appropriate investment, people may end up
in debts and end with poor retirement plans [6, 7, 8].

Lusardi and Alesina examined the role of regulating bodies
in stemming financial illiteracy [9]. Arguing that tax payers
bear the brunt of individual and collective financial mistakes,
they called on responsible regulating agency to take financial
education more seriously. Giving an example with the manda-
tory requirement of training and obtaining a driver’s license
before one can drive, they suggested a basic compulsory fi-
nancial literacy program for all. They equate the risk of finan-
cial failure with the risk of road accidents and suggest that
with basic training such risk could be avoided or at the least be
minimized. Acknowledging the impact of different programs
on financial literacy, they no doubt suggest that more could be
done. For example, in the same way, there are recipes suggest-
ing how to live healthfully by eating a balanced diet, experts
in the field of finance could provide professional opinion on a
website for people who want to save and invest. This service
will minimize the recourse to speculation and unprofessional
advice by investors.

What are the implications of the literature above for creat-
ing financial literacy programs in the UAE? There already
exist clamors for such programs. An article published in Kha-
leej Times Online in 2010 titled ‘Financial Literacy Education
Sought in UAE Schools: Poll” [10] revealed that 95 per cent
of education professionals want basic money skills and money
management taught to students. Seventy three per cent of the
teachers polled admitted that schools are currently not teach-
ing basic financial courses in their curriculum. Asked if finan-
cial understanding was important for young people to be
learned, 92 per cent responded positively, who also believe
that this should be made compulsory in schools and educa-
tional institutions.” The Corporate Communications Manager
of Visa, the electronic service provider that conducted the re-
search admitted that the most important financial tool at the
present is not “a product but knowledge”.

Another article published by Gulf News titled “Financial
Literacy can save you money” [21] contains the startling reve-
lation that financial illiteracy abounds in the UAE, according
to a 2009 report by HSBC Insurance. More than half of UAE
residents as cited as having had no general financial education,
while roughly only a third have ever accessed any form of
professional financial advice. The article attributed many fi-
nancial crises that residents encounter to this type of general
ignorance, whether they involve banks, property developers or
other service providers. The primary reason for financial

troubles is thus lack of education, as “without adequate know-
ledge, consumers are gullible to numerous predatory lending
and investment schemes.”

Offering financial literacy education through university cur-
riculum is one way of overcoming this deficiency [11]. In ad-
dition to education through family, this was found to have
explicit and implicit influence on young adults [12, 13]. The
young adults are influenced by how financial matters are being
handled within their families, but formal learning may provide
a more solid and well-rounded understanding of financial con-
cepts, strategies and risks.

The literature above underscores the need for an in-depth
study on the worrisome issue of financial illiteracy within the
UAE populace and particularly among Emiratis in order to
forestall any major financial crisis within the society. The data
we gathered sheds light on the level of financial literacy and
financial decision making with the goal to educate people
more on how best to manage their finances and make impor-
tant financial decisions.

I1l. METHODOLOGY

A. Research Question and Hypotheses

This study tries to answer the following questions:

1- Do age, gender, education and income levels affect fi-
nancial literacy and to what extent?

2-What is the percentage of Emiratis that took loans from
banks or individuals?

B. Questionnaire Design

This study used a comprehensive questionnaire designed to
cover major aspects of personal finance. The questionnaire
consisted of twenty-nine questions of which five targeted de-
mographic information (age, gender, nationality, marital status
and education level) and seven targeted socio-economic status
(monthly income, source of income, property ownership). Al-
so, we used five exam-type questions to assess financial litera-
cy level. The remaining twelve questions explored respon-
dents’ financial decision-making, covering savings, borrowing
and investments. Two versions of the questionnaire were pre-
pared, Arabic and English, to better reach respondents using a
language in which they are proficient.

C.Sampling and Data Collection

We aimed to study UAE nationals who are employed and
therefore have a steady income. Thus, we distributed the sur-
vey primarily in governmental organizations as most Emiratis
work in the government rather than the private sector. Since
these organizations employ both nationals and expatriates,
some expatriates completed the questionnaires, and their res-
ponses were considered in our statistics, but our primary focus
in this case was only on UAE nationals. Ultimately, we were
able to collect a total of 191 valid responses.
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IV. DATA ANALYSIS AND RESULTS

A. Profile of the Study’s Respondents

TABLE |
RESPONDENTS’ CHARACTERISTICS
Characters Percentage
Nationality
Emirati 80%
Arab (non-Emirati) 10%
Asian 4%
Western 6%
Others 1%

Marital status

Single 32%
Married 60%
Divorced 4%
Widowed 1%
Gender

Male 42%
Female 57%
Age

18-23 years 9%
24-29 years 26%
30-35 years 35%
36-41 years 12%
42 and over 18%
Income

Less than 5000 AED 4%
5000 to 10,000 AED 5%
10,001 to 15,000 AED 5%
15,001 to 20,000 AED 28%
20,001 to 25,000 AED 49%
Above 25,000 AED 4%
No answer 1%

Income Source

Government employment (or semi- 88%
government)

Private sector employment 5%
Own business 2%
No income, supported by family 2%
Education

Less than secondary education 5%

Secondary education or equivalent 15%

Diploma after secondary education 12%

College degree (Dip, BSc) 41%
Post graduate diploma 8%
Post graduate degree (MSc, PhD) 17%

ISSN: 2517-9411
Vol:6, No:12, 2012

The questionnaire asked each respondent to provide some
demographic information which included nationality, marital
status, gender, age, income, income source and education.
Table | provides descriptive statistics for the respondents’ cha-
racteristics. About 80% of the respondents were Emiratis, 10%
were Arabs, and the remaining 10% were Asian, Western and
other nationalities. Sixty percent of respondents were married,
5% had been married in the past, and 32% remained single.
With respect to gender, 42% were males whereas 57% were
females. Roughly 35% of respondents were 30-35 years, 26%
were 24-29 years, 12% were 36-42 years and 9% were 18-
23%. Regarding respondents’ monthly income, almost half
range from 20,001 to 25,000 AED and 28% range from 15,001
to 20,000 AED. In terms of income source, 88% of respon-
dents receive their income from government organizations.
Finally, 41% of respondents are college graduates with bache-
lor degrees or diplomas and 17 % have post graduate degrees.

B. Financial Literacy Level

TABLE Il
FINANCIAL LITERACY EVALUATION QUESTIONS

Financial Literacy Evaluation Questions

What is a Credit Card?
e  Acard used to deduct money from my bank account
when | purchase items.
e Acard used to borrow money from the bank when I pur-
chase items.
. 1 do not know.
What is a Debit Card?
e  Acard used to deduct money from my bank account
when | purchase items.
. A card used to borrow money from the bank when | pur-
chase items.
. 1 do not know.
Let’s assume that you saw TV sets of the same model on sale in two
different shops. The initial retail price was 1,000 Dirhams. One
shop offered a discount of 100 Dirham, while the other one offered
a 15% discount. Which one is a better bargain?
e  Adiscount of 100 Dirham
e A 15%discount
. The same
. Not sure
Imagine that you deposited the money in a bank account at 8%
interest rate, while the annual inflation rate was 10%. Do you think
the money from your account can buy:
e More than a year ago
. The same
e  Lessthan ayear ago
e Notsure
Let’s assume that in 2014 your income is twice as now, and the
consumer prices also doubled. Do you think that in 2014 you will
be able to buy :
. More than today
e  Exactly the same
. Less than today

. Not sure

To measure the financial literacy level of respondents, we
used 5 known-answer questions requiring basic calculations.
The questions were multiple choice and measured basic finan-
cial knowledge including ability to perform simple calcula-
tions involving interest rate, inflation rate, and discounts. If a
respondent was able to answer three or more questions suc-
cessfully (the 5 questions are presented in Table II), we consi-
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dered him/her financially literate while if s/he was able to
solve two or less we consider him/her financially illiterate. As
presented in Table 11, more than 60% of Emirati respondents
are by our definition financially illiterate.

We also wanted to see the relationship between financial li-
teracy and gender, age, education level, marital status and na-
tionality. As presented in Fig. 1, there are more financial illite-
rate females than males. In fact, 59.25% of males were finan-
cially illiterate while 65.74% of female respondents were fi-
nancially illiterate. This result is similar to the result reported
by [14] who studied financial literacy among college students
in the USA. They found out that gender difference was the
main statistically significant factor when it comes to financial
literacy. They observed that women are less enthusiastic and
are less willing to learn about personal finance topics and have
lower confidence in their financial decisions.

TABLE I
OVERALL FINANCIAL LITERACY LEVEL
Fmanclleagelllteracy No. of Respondents Percentage
High 70 36.65%
Low 121 63.35%

Fig. 1 Financial Literacy and Gender

Furthermore, we wanted to examine the relationship be-
tween financial literacy and age (see Fig. 2). We found that
more than 75% of young adults between the age of 24 and 29
are financially illiterate. The percentage is also high for adults
between the age of 30 and 35 where more than 65% of them
are financially illiterate and adults between the age of 36 and
41 where more than 63% of them financially illiterate. The
problem is that these three age groups have the highest income
amount among the other age groups as presented in Fig. 3.
Thus, they should know how to spend it wisely and save part
of it.

18-23years  24-29years  30-35years 36-41 years 42 and over
n=66
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Fig. 2 Financial Literacy and Age
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Fig. 3 The distribution of monthly income in AED based on Age

Also, we wanted to see the effect of education level on fi-
nancial literacy. As presented in Fig. 4 respondents holding
postgraduate degrees, or diplomas are more financially literate
than other groups. Unexpectedly, more than 70% of respon-
dents with college degrees have low financial literacy.
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Fig. 4 Financial Literacy and Education Level

Furthermore, we studied the relationship between financial
literacy and marital status. In general we found that single and
married respondents have low financial literacy (see Fig. 5).
Unfortunately, we cannot draw any conclusions regarding
divorced and widowed due to the small number of respondents
in these categories.

Fig. 5 Financial Literacy and Marital Status

To answer our first research question which is how do Emi-
ratis decide on making a high-value item purchase such as a
car and do they involve other family members when they
make these decisions?, we asked them : If you decide to buy a
car, do you prefer to pay cash or take a loan? . The result is
presented in Fig. 6 and it shows that the majority of Emiratis
prefer to pay cash when they buy expensive items such as
cars.

Fig. 6 Preferred Payment Method

We also wanted to know if they take their financial deci-
sions solely or they involve other family members. As pre-
sented in Fig. 7, more than half of respondents involve their
family members in their decisions while 34% of them take
their financial decisions alone and without consulting others.

Fig. 7 How do you make financial decisions in your house hold?

Fig. 8 Do you owe any loans to other people?
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Furthermore, we wanted to know the percentage of Emiratis
that take loans from banks or individuals. As shown in Fig. 8,
more than 40% of respondents owe loans to other people.
Whereas, 22% of respondents said they have bank loans (Re-
fer to Fig. 9)

L]
o

Fig. 9 Do you owe loans to banks?

V. CONCLUSION

This paper highlighted and explored what Emiratis know
and do not know as determined by a set of simple questions
that assessed their financial literacy. We found that financial
literacy was severely lacking among Emiratis. Thus, it may be
important to foster financial knowledge in the population as a
whole. Similarly, it may be important to develop programs
targeted specifically to women and young adults, since they
display much lower financial knowledge. It is likely favorable
to provide financial education before individuals involve in
financial contracts and before they start making financial deci-
sions.

Given the low levels of financial knowledge documented in
this work, simplification of financial decisions could be very
beneficial to Emiratis as a whole and women and young adults
in particular. This simplification can be done in many ways.
For instance, the National Bonds program makes saving very
simple and attractive for the Emirati citizens as whole. Similar
programs can be created to help Emiratis manage their loans.

We conducted a survey to assess financial literacy and fi-
nancial decision making among Emiratis. Our results show a
significant lack of financial literacy among Emiratis. We also
found that the majority prefer borrowing money from individ-
uals, rather than borrowing it from banks. The aim of this
study is to garner statistical and scientific data that could be
useful for effective fiscal planning both at the individual and
the national level.
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