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Abstract 

One of the core issues of household finance research is how a household allocates its 
limited resources across periods in an uncertain environment so as to gain the best 
returns. This paper analyzes the effects of financial literacy on the allocation of financial 
assets, which is conducive to promote household financial capabilities, improve 
household financial decision-making, reduce participation costs in financial market, and 
increase household wealth accumulation. 
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1. Data Source 

The data in this paper is from the micro data of the Survey and Research Center for China 
Household Finance in 2020. In the fourth round of survey of CHFS in 2020, 29 provinces (cities, 
districts), 363 counties, 1439 village (residential) committees were covered in the sample data 
with the valid samples of 37,289 households. After deleting the sample data with incomplete 
information and extreme values, 7845 sample data were finally retained. 

2. Variable Selection 

2.1. Selection of financial literacy indicators 

This paper builds financial literacy indicators based on the measurement method of financial 
literacy of Hung et al. (2009) combining with the factor analysis method used by Rooij (2007). 
According to the actual needs of this research and the characteristics of the CHFS questionnaire, 
the core variables are constructed by selecting sample data of the first six questions in the 
subjective attitude and financial knowledge of the respondents in the questionnaire, and by 
applying factor analysis method. 

 

Table 1. Six questions on the financial knowledge of the respondents in the CHFS 
questionnaire 

Questions: 
1. How much do you pay attention to economic and financial information? 
2. Have you ever taken economics or finance courses? 
3. Which investment item are you most willing to choose if you have a fund for investment? 
4. What will be the principal and interest obtained after 1 year assuming that the bank’s annual 
interest rate is 4% and if 100 yuan is deposited for a period of 1 year? 
5. There will be more or less things that can be bought after one year of depositing 100 yuan in the 
bank assuming that the bank’s annual interest rate is 5%, and the inflation rate is 3% per year? 
6. There are two lottery tickets for you to choose now. If you choose the first one, you have a 100% 
chance of getting 4,000 yuan. If you choose the second one, you have a 50% chance of getting 10,000 
yuan, and a 50% chance of nothing. So which one would you like to choose?  
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The variables are re-assigned after summarizing the answers to the relevant questions in Table 
1, which is mainly reflected in the following six aspects: 

Degree of attention paid to financial information. The higher the degree of of respondents’ 
attention to economic and financial information, the more information they have about asset 
investment, and the higher their level of financial literacy.. We assigned a value of 5 for “paying 
extreme attention”, 4 for “paying much attention”, 3 for “paying general attention”, 2 for “paying 
rare attention”, and 1 for “paying no attention”. 

Have ever participated in training. If a member of the respondent’s household has taken 
economic courses (including temporary training), the household will have a higher level of 
financial literacy, then a value of 1 shall be assigned to the variable “training”, otherwise a value 
of 0 shall be assigned. 

Risk tolerance. Existing research results show that individuals with good financial literacy are 
also stronger in risk tolerance. Therefore, the risk tolerance of respondents can be took as an 
indicator. Among them, the item with the highest risk grade is assigned a value of 5, the item 
with a slightly higher risk grade is assigned a value of 4, the item with a general risk grade is 
assigned a value of 3, the item with a slightly lower risk grade is assigned a value of 2, and the 
risk-free item is assigned a value of 1. Here we take “don’t know it” as the average risk tolerance 
by default. 

Interest rate issues.The right answer is assigned a value of 1, and the wrong answer is assigned 
a value of 0. 

Inflation rate issues. The right answer is assigned a value of 1, and the wrong answer is assigned 
a value of 0. 

Investment preference. Assign a value of 1 to the respondent’s choice of risky investment and 
0 to the risk-free investment. 

2.2. Explained variables and other control variables 

According to the CHFS questionnaire, the classification of household financial assets includes 
two types of other loans and other financial assets in addition to the 10 categories in Table 2. 
When calculating the total household financial assets, the loans are not included in the total 
household financial assets in this paper, but other financial assets are included. The financial 
wealth management products here mainly include bank wealth management products, internet 
wealth management products and other wealth management products. According to the risk 
characteristics of various financial assets, this paper divides the 10 financial assets in Table 2 
into three types of financial assets with different risk levels. Since the risks of funds, bonds, and 
financial wealth management products are uncertain, this paper believes that they are 
generally subject to average risks, so they are classified as low-risk financial assets. 

 

Table 2. Description of explained variables 
Financial assets High-risk financial assets Stocks, financial derivatives 

 Low-risk financial assets 
Funds, bonds, wealth management products, precious 

metals, foreign exchange 
 Risk-free financial assets Demand deposits, time deposits, cash 

 

When studying the factors affecting participation of household financial market, whether to 
participate in low-risk financial assets and high-risk financial asset investment is regarded as 
the explained variable of the Probit model. When studying the factors affecting the proportion 
of household financial assets with different risks, the proportion of financial assets with 
different risk types to the total household financial assets are regarded as the explained 
variable of the Tobit model. When studying the factors affecting holdings of household financial 
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asset, the logarithms of household financial risk assets and total financial assets are taken as 
the explained variables of the multi-variable linear regression model. 

In this paper, the individual characteristic factors, household economic factors, and social 
environment factors of the respondents are took as control variables that affect household 
financial assets. In terms of individual characteristics of the respondents: the respondents’ 
gender, age, years of education, and attitude towards risk are selected; in terms of household 
economic factors: the respondent’s salary and income, household property value whether to 
own a house and other information are mainly selected; in terms of social environment factors: 
marital status, whether to engage in self-employed industry and business, and the nature of 
household registration are mainly investigated. The reason why the nature of the household 
registration of the respondent was added is mainly that the regional characteristics, that is, the 
dual structure of urban and rural areas is one of the important reasons for the inequality of 
household income in China. 

3. Descriptive Statistical Analysis 

The results obtained after descriptive statistical analysis of variables using Stata14.0 are shown 
in Table 3. First, analyze the explained variables studied in this paper. From Table 3, it can be 
observed that in the selected sample data, the risk-free financial assets of households are 
approximately ¥53,266, and the low-risk financial assets are about ¥17,104. Also, the high-risk 
financial assets are approximately ¥12,777, and total financial assets per household are about 
¥83,235. On the whole, the average financial assets of households in my country are relatively 
low. 

This article excludes the sample data of household risk-free financial assets and household 
financial assets of less than ¥1,000. So there is no need to study whether the respondent’s 
family participates in risk-free financial asset investment. From the perspective of household 
financial risk asset participation rate, the low-risk financial asset participation rate of 
respondents’ households was 15.1%, and the high-risk financial asset participation rate was 
only 9.4%. Therefore, it can be seen that the participation rate of respondents' household 
financial risk assets is generally low. It is obvious that most of the interviewee's families are not 
involved in investment activities in the financial market. Furthermore, from the perspective of 
respondents’ household financial asset allocation, 90.4% of household financial assets are 
allocated to risk-free financial assets, such as bank deposits and cash, and 6% is allocated to 
low-risk financial assets. However, only 3.6% is allocated to high-risk financial investment 
products. It means the financial asset allocation serious imbalance.  

 

Table 3. Descriptive statistics of the explained variables 
Variable Sample Mean Standard Deviation Minimum Max 

Risk-free financial assets 7,845 53,266.29 173509.8 1000 5,500,200 
Low-risk financial assets 7,845 17,103.86 118889.6 0 3,100,000 
High-risk financial assets 7,845 12,775.88 137743.9 0 5,000,000 

Total financial assets 7,845 83,235.40 291100.7 1000 6,651,000 
Low-risk financial asset participation 7,845 0.1510 0.3581 0 1 
High-risk financial asset participation 7,845 0.0943 0.2923 0 1 
Proportion of risk-free financial assets 7,845 0.9041 0.2400 0.000999 1 
Proportion of low-risk financial assets 7,845 0.0600 0.1859 0 0.999001 
Proportion of high-risk financial assets 7,845 0.0355 0.1452 0 0.999001 

 

Next, analyze the explanatory variables. This article first explains the assignment of explanatory 
variables through Table 4, and then performs descriptive statistical analysis on the explanatory 
variables based on the assignment of variables. 
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Table 4. Assignment and description of variables 
Variable Variable description  

Financial literacy Core explained variables  
Gender Male is assigned a value of 1; female is assigned a value of 0  

Age Respondent’s age  

Years of education 

The doctoral degree is assigned a value of 22; the master degree is assigned a value 
of 19; the undergraduate degree is assigned a value of 16; the junior college is 

assigned a value of 15; the technical secondary school is assigned a value of 13; the 
high school is assigned a value of 12; the junior high school is assigned a value of 9; 

the elementary school is assigned a value of 6; 

 

Marital status Married and living together are assigned a value of 1, others are assigned a value of 0 
Household 

registration type 
The rural household registration is assigned a value of 1, and the urban household 

registration is assigned a value of 
0 

Individual industrial 
and commercial 

Individual engaged in self-employed industry and business is assigned a value of 1, 
and individual not engaged in self-employed industry and business is assigned a 

value of 
0 

Self-owned housing 
Individual owing a house is assigned a value of 1, and individual not owing a house 

is assigned a value of 0 
 

Property value The property value of the respondent’s family (unit: yuan)  
Salary and income The salary and income of the respondent’s family (unit: yuan)  

Risk preference 
High-risk or slightly high-risk items are assigned a value of 1; otherwise, it is 

assigned a value of 0 
 

Risk neutral 
The items with average risk is assigned a value of 1; otherwise it is assigned a value 

of 0 
 

Risk aversion 
Slightly low-risk or risk-free items are assigned a value of 1; otherwise, it is 

assigned a value of 0 
 

 

Financial literacy as the core variable studied in this paper, its impact on household asset 
allocation is the focus of this paper. The study found that financial literacy is significantly 
important for improving household financial decision-making ability and improving household 
financial asset structure. The statistical characteristics of other variables can be seen from 
Table 4. The ratio of men to women among the respondents is about 6:4, which shows that the 
gender distribution of sample data is reasonable. In the sampling process, the respondents 
selected in this paper are all between 18 and 80 years old, which is widely distributed. The 
average age of the respondents is about 44 years old. Respondents had an average of 11 years 
of education, which is lower than the education level of high school with a generally low 
education background. It is found from the research that residents with low levels of education 
have insufficient financial knowledge and relatively low financial literacy. It is also found that 
85% of the respondents is married or living together with their couple, which shows that there 
are relatively few single families in China. Moreover, 54% of the respondents are registered in 
agricultural household. Urban-rural differences will cause differences in household income 
distribution, so urban-rural difference is also an important factor affecting household asset 
allocation. 

Among the respondents, 83.7% of them own their own homes, which reflects the enthusiasm 
of Chinese residents for real estate. Since, residents purchase homes tend to spend the family 
savings of many years, then resulting in a decrease in the funds allocated by the family in 
financial assets. The average real estate value of the interviewees is 510,000 yuan, and the 
impact of real estate value on household asset allocation mainly depends on the proportion of 
real estate value in total household assets. Additionally, annual per capita wage income of 
respondents was about 22,000 yuan. In general, with the increase in wage income, increase 
household disposable income, the configuration of financial assets in funds will increase. From 
the point of view of risk attitude, the majority of interviewees belong to risk-averse investors, 
which is consistent with the conservative consumption and high-saving property status of 
Chinese residents. This is also a reason for the imbalance of household asset allocation. 
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Table 5. Descriptive statistics of explanatory variables 
Variable Mean Standard Deviation Minimum Max 

Financial literacy 3.65e-09 0.7033 -0.8580 2.3307 
Gender 0.6090 0.4879 0 1 

Age 44.0929 12.1789 18 80 
Years of education 10.6358 4.2529 0 22 

Marital Status 0.8571 0.3499 0 1 
Household registration type 0.5420 0.4982 0 1 

Individual industrial and commercial 0.1556 0.3625 0 1 
Self-owned housing 0.8373 0.3690 0 1 

Property value 512,133.9 910,472.1 0 8,000,000 
Salary and income 22,008.66 30,644.25 0 154,000 

Risk preference 0.1412 0.3482 0 1 
Risk neutral 0.2484 0.4321 0 1 

Risk aversion 0.5622 0.4961 0 1 

 

4. Model Setting 

Generally, most of households will have risk-free financial assets such as cash or bank savings 
deposits. Therefore, this paper excludes the data of which the risk-free financial assets is less 
than 1,000 yuan when selecting samples. Therefore, this paper only considers whether there is 
investment behavior in households of participating in low-risk financial assets and high-risk 
financial assets in the market. Since the explained variables are 0 and 1, the Probit model is 
adopted. 

Assuming that y* is a latent variable, which has a linear relationship with x and j, the model is 
set as follows: 

𝑦𝑖
∗ = 𝛽0 + ∑ 𝛽𝑗𝑋𝑖𝑗 + 𝜀𝑖

𝑘
𝑗=1     𝜀𝑖~N(0,1)  i=1,2…n  (1) 

Among them, Ɛ is the disturbance term, which obeys the standard normal distribution. Dummy 
variable ‘yi’ and latent variable ‘yi *’ relationship as follows: 

𝑦𝑖 = {
0  𝑦𝑖

∗ ≤ 0

1   𝑦𝑖
∗ > 0

 

It should be pointed out that the estimated coefficients in the Probit model can only reflect the 
relationship between the independent variable and the dependent variable in terms of signs. 
As the independent variable increases, if the estimated coefficient is negative, the probability 
of the dependent variable taking 0 is greater. Also, if the estimated coefficient is positive, the 
probability of dependent variable taking 1 is greater. 

5. Analysis of Regression Results 

The regression results of the factors affecting household’s participation in financial market are 
listed in Table 6. First of all, this paper will analyze the impact of individual characteristics, 
household economic factors, and social environment factors on household financial market 
participation based on Models 1 and 3. 

5.1. Individual characteristic factors 

It can be seen from Table 6 that the regression result of gender on households’ participation in 
low-risk financial investment is -0.144***, which shows a significant negative correlation, and 
indicates that men who is more inclined to investment in risk-free financial assets will reduce 
household investment in low-risk financial assets. The regression result of age on household 
participation in low-risk financial asset investment is -0.0531***, which shows a significant 
negative correlation, and indicates that the older people are, the weaker the risk investment 
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awareness of people. For the elderly, they tend to live in a stable life. They are poor in ability of 
accepting financial information, and are seldom willing to participate in risk investment 
activities in the financial market. 

Moreover, from Table 6 that education background is significantly positively correlated to 
household’s participation in financial market. Residents with higher education background gain 
more financial knowledge and stronger risk awareness, and are more able to carry out scientific 
investment and financial management activities. Both investment attitudes of risk preference 
and risk-neutral have a significant positive impact on households’ participation in the financial 
market, which indicates that investors with risk preference are more willing to participate in 
financial market investment activities, and risk aversion will not significantly affect household’s 
participation financial market. 

 

Table 6. Regression results of Probit 
Variable\Model Model 1 Model 2 Model 3 Model 4 

 
Low-risk financial asset 

participation 
High-risk financial asset 

participation 
Financial literacy  0.273***  0.374*** 

  (0.0303)  (0.0333) 
Gender -0.144*** -0.174*** 0.0464 0.00766 

 (0.0412) (0.0416) (0.0484) (0.0492) 
Age -0.0531*** -0.0584*** 0.0542*** 0.0500*** 

 (0.0129) (0.0130) (0.0180) (0.0181) 
Years of education 0.102*** 0.0838*** 0.107*** 0.0801*** 

 (0.00791) (0.00802) (0.00919) (0.00932) 
Individual industrial and 

commercial 
0.455*** 0.438*** 0.643*** 0.624*** 

 (0.0827) (0.0832) (0.104) (0.104) 
Rural household registration -0.182*** -0.179*** -0.197*** -0.197*** 

 (0.0496) (0.0498) (0.0607) (0.0614) 
Marital Status -0.0226 -0.00642 0.107 0.141* 

 (0.0577) (0.0585) (0.0720) (0.0726) 
Ln(Income) 0.0338*** 0.0336*** 0.0440*** 0.0439*** 

 (0.00707) (0.00713) (0.00943) (0.00943) 
Self-owned house -1.810*** -1.690*** -3.178*** -3.037*** 

 (0.283) (0.282) (0.378) (0.376) 
Ln(Real estate value) 0.151*** 0.140*** 0.245*** 0.232*** 

 (0.0213) (0.0212) (0.0280) (0.0279) 
Risk preference 0.559*** 0.377** 0.892*** 0.668*** 

 (0.146) (0.148) (0.174) (0.176) 
Risk neutral 0.517*** 0.417*** 0.443** 0.326* 

 (0.143) (0.144) (0.173) (0.173) 
Risk aversion 0.162 0.164 0.128 0.150 

 (0.141) (0.143) (0.171) (0.171) 
Constant -1.619*** -1.219*** -4.786*** -4.320*** 

 (0.310) (0.311) (0.417) (0.421) 
Observations 7,845 7,845 7,845 7,845 

R-squared 0.228 0.239 0.254 0.277 

Note: *, ** and *** means it is significant at the 10%, 5%, and 1% levels respectively, and the 
robust standard error is show in the brackets. 

 

5.2. Household economic factors 

It can be seen from the results of the regression that investors who own their own houses are 
not willing to participate in investment activities in the financial market. It was found from the 
theoretical research that real estate accounts for most of the household assets for most families, 
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and the remaining assets are used for maintaining basic living, education and medical expenses. 
Therefore, the self-owned house will reduce the household’s willingness to participate in 
financial market. The value of real estate has a significant impact on the household’s investment 
of risk assets. This paper believes that the empirical results are not contradictory with it. The 
families with high net worth are mainly analyzed here with strong economic power. The 
proportion of real estate value to their total household assets is not necessarily high. They have 
a large amount of idle funds for financing. investment. As increase of salary and income, the 
disposable income of the family increases, and more idle funds can be used for investment. 
Salary and income is related to the knowledge and ability of residents themselves. Investors 
with higher salary and income are often more able to participate in the investment activities in 
financial market and get income from them. 

5.3. Social environment factors 

Seeing from the results of the regression, the marital status has a relatively insignificant impact 
on the household’s participation in the financial market. Because of the large number of 
members in married family, it needs to bear more responsibilities and expenses due to the 
elderly and children, so married families generally prefer safer assets in order to ensure the 
liquidity of funds. For families where both wife and husband have high incomes or one of them 
has high incomes, they will participate in reasonable financial investments. When both types of 
families exist, the influence of marital status on the household’s participation in the financial 
market cancels each other out. Therefore, the effect of marital status on the household’s 
participation in the financial market is not obvious. 

It can be seen from the results of empirical analysis in Table 6 that the variable adding of 
financial literacy has greatly weakened the impact of education background and risk preference 
on household’s participation in financial market, which is mainly due to that the highly 
educated investors will participate in the investment of risky assets in the financial market by 
improving their financial literacy. Individuals with risk preference will spend time and 
experience to understand the information and products in the financial market, so they also 
have high financial literacy. Moreover, when choosing the measurement factor of financial 
literacy, the respondent’s risk tolerance was regarded as a factor in this paper, which may also 
weaken the risk preference. The empirical results show that after controlling for the relevant 
variables, the influence of financial literacy on household’s participation probability in financial 
market is still significant. The higher the financial literacy of households, the greater the 
probability of participation in the financial market. 

6. Conclusion 

The improvement of financial literacy can help residents better understand economic 
information and financial products, and reduce transaction costs while increasing residents’ 
risk tolerance and investment yield. This paper analyzes the influence of financial literacy, 
individual characteristics, household economic factors, and social environment factors on the 
household’s participation probability in financial market by applying the Probit model, and 
finally the conclusion that financial literacy can increase the household’s participation rate in 
financial market was drawn. 
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