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Abstract

The unique nature of farm financial managemenisdalt farmer to act as an entrepreneur. Being an
farm entrepreneur the farmer should have enougnféial literacy for effective financial managemefypart
from training on production, post-harvest and mangeNAIP had given some information on farm finaic
management. A study was conducted to assess Hreciat literacy of jasmine farmers. Standardizedvikedge
test was employed to assess the financial litecddgrmers. For that, 100 farmers from Erode and fEiners
from Madurai district was surveyed. The collectemtadwere analyzed using percentage analysis, neultip
regression and factor analysis. It was concluded, tirode farmers has high financial literacy thdadurai
farmers. The results revealed that, age, educagxperience, farm income, years of relationshifhlie bank,
size of landholding, frequency of bank visit anshbaccount were significantly influenced the finahditeracy
of farmer.
Key words: Financial literacy, NAIP, knowledge test and facoalysis

1. Introduction

Financial literacy is defined as the knowledge @eguthrough formal education or by practice, to
manage one’s own personal financial needs (GarmdriFargue, 1997). It refers to the ability to usewledge
and skills to manage financial resources effecjivel a lifetime of financial well-being (PresidétAdvisory
Council on Financial Literacy, PACFL, 2008). Indhstudy financial literacy is defined as the knalge on
management of farm financial activities viz., fafimancial planning, acquisition of finance and altion of
finance.

The complex nature of financial management calistlie corporates, small medium enterprises and
family businesses to have separate functional deeat or personnel for management of finance. be aaf
farming sector, the commercialization of Indianiegjture calls for the farmer to act as an entrepte. Being a
farm entrepreneur, financial management becomeg ieportant as farm finance is a critical input for
agriculture. Adequate farm finance helps to adofitical technologies at appropriate time which wbul
influence productivity. The cost reduction dueitodly access of farm finance would influence thefipability
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of the farm. Financial literacy of farmer would pla vital role in efficient farm financial managemteFinance
for farm sector was supplied through formal andrinfal sources. Low level of financial literacy Isad more
dependency on informal finance which may be castliel supplied with strings attached.

Financial literacy of jasmine far mer

Tamil Nadu is one of the leading jasmine producstgte in India and it contributes 24.22 per cent of
India’s share. Being as cash crop, cultivationasinjine involves frequent inflow and outflow of mgrend it
demands proper farm financial management. The ofdsie jasmine growers were small and marginal &sm
They don’t maintain any farm records and they waemaging their farm finance based on heuristicg.ofhe
project “Value Chain on Flowers for Domestic andpiit Markets” funded under National Agricultural
Innovation Project, ICAR, New Delhi was implementad Tamil Nadu Agricultural University addressedsth
issue through trainings. The jasmine farmers weti@ed on different farm financial management atspeuach
as farm financial planning, acquisition of finaraoed allocation of finance. This might have sigmifit influence
on the financial literacy of farmers and ultimatélyvould influence their financial managementthis context
a study was carried out to assess the finanaiablity of farmers.

2. Review of literature

Caratelli and Ricci (2011) interviewed a sample of 299 respondents and askseléct the best option
between five series of credit alternatives by pnguvith an increasing level of details on crediealatives. The
ability to select the best alternative was measugeddulating a score based on the Net Present \Gaitexion,
and analyzed as the dependent variable of a régness®del with demographic, socioeconomic and fiian
characteristics as predictors. The finding shoved the amount and quality of available informatiirongly
influence the choice. At the same time, a high ll@fdinancial education does not seem to playgmificant
role but financial maturity results to positivelirgnce the ability to select the best alternative.

Kharchenko (2011) empirically analyzed the determinants of finandisracy in Ukraine and the
study reveal that the major factors influencingafinial literacy were gender, level of educationcupation,
region and wealth. They observed that males perfoetter than females. People with at most secondary
education are less likely to demonstrate sufficiknbwledge of finance compared to those with higher
education. Unqualified workers and pensioners ass likely to possess high financial literacy corapato
qualified workers and financial literacy increagseéth wealth.

Gaurav (2009) evaluated the impact of financial literacy on ditwp of rainfall insurance among 600
small scale farmers in Gujarat and the resultsfosie that individuals educated in financial liteyaand
insurance were more likely to purchase rainfalumasice. The findings from the financial literacydasebt-
literacy tests reveal the low financial awarendsh® farmers act as a formidable barrier to adwoptif complex
financial products like rainfall insurance.

Agarwal et al (2010) studied the financial literacy in India by anahgithe data provided by the
Investment Yogi Financial Advisory Services andiagkguestions related to interest rate, inflatiowd aisk
diversification. They employed Spearman Rank Cati@hs to measure the correlation between the corre
answers to the questions. The cross correlatiamglapositive and statistically significant. Therielation for
the correct answers to the inflation and diveratiin question is somewhat higher than that betvileermorrect
answers for the inflation and interest questiofoothe interest and diversification question.

Gaurav (2010) studied the predictors of financial literacy am@@) small scale farmers in Gujarat.
The regression results revealed that, age waddtistigally significant variable and positivelygglicts financial
literacy. Older individuals are generally more finally literate. However, education does not harey
significance in predicting financial literacy. Lamlding, caste categories, Cognitive ability weigngicant
predictors of financial literacy.

3. Objectives of the study

The overall objective of the study is to assesdfitl@cial literacy of jasmine growers in Tamil Nad
The specific objectives are,

e To assess the financial literacy of jasmine growers

« To analyze the awareness, knowledge and adoptifarmoffinancial management activities among the
jasmine growers

* To analyze the factors influencing financial liteyaf jasmine farmers.
4. M ethodology

The present study focused on assessment of firditelmcy among jasmine growers in Tamil Nadu,i#nd
Keeping these things in mind, NAIP intervention &hoh-intervention approach was used for the stugyode,
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Coimbatore and Dindigul were the NAIP interventidistricts, from these three districts Erode disti@s
randomly selected for the study. From the non-Nadihe, Madurai district is randomly selected for shady.
From the each selected districts, two blocks wanelomly selected and from each selected blockséwenue
villages were selected randomly, in each villagda&2fers will be selected randomly, in total 20fhfars were
contacted for the survey and it comprises 100 NAdRmers and 100 non-NAIP farmers. Standardized
knowledge test was developed to measure the fiahlitgracy of jasmine farmers by adopting the pore
followed by Jha and Singh (1970). The collectecada¢re tabulated and analyzed using percentaggsisal
multiple regression, factor analysis, awareneseykedge and adoption index (Sharma, 2002) and fiigni
tests.
4.1 Percentage analysis
Percentage analysis was used to study the gedleasdhcteristics of farmers which included age, atan,
occupation, farming experience and land holding.sihe percentage is worked out by dividing the Inemnof
respondents belonging to the particular categotgtad number of sample respondents.
4.2 Multipleregression analysis

With a view to examine the relative contributionwairious factors responsible for financial literasfy
farmer, a multiple regression analysis was careetl For this, financial literacy score was taken the
dependent variable. Financial literacy of farmeepehded on the age, education, farm income, size of
landholding, relationship with the bank, distanoeférmal source of finance, occupation, number ahkb
account owned by the farmer, frequency of bank wei., However a few factors which can be quadifivere
considered and they were included as independeiatoles in the model.

The functional and estimable forms of the functive given below:

Y = (X Xg, v e %)

Y = byt b Xp+ bpXo+ + bgXgtU
Where,

Y = Financial literacy (Score)

X1 = Age (years)

X, = Education (years)

X3z = Farm income per hectare (Rupees)

X4 = Size of landholding (Ha)

Xs = Relationship with the bank (Years)

Xe = Distance to formal source of finance (Kilomsjer
X5 = Occupation (1 if agriculture, 0 otherwise)

Xg = Number of bank account owned

Xo = Frequency of bank visit (Numbers)

R by .....by= regression coefficients to be estimated; Error term
4.3 Factor analysis
Factor analysis was used to identify the factofwiémcing the financial literacy of farmers in teudy area.
According to Cunningham and Maloney (1999), faetoalysis is,
k=g j=mi=nk N
W=> > (Xijk-Xjk)2
k=L j=L i=1
Where:
Xk~ is the mean value of the variable j in cluster k.
Xii is the value of an observation assigned to cluster
Ny is the number of observations in cluster k.
M is number of variables.
G is the number of clusters.
Concerned with finding a small number of commondesthat linearly reconstruct a large number afaldes
such that:
Zij = > Fip apj + eijj
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Where,

Zij is the value of the ith observation,

Fip is the set of linear coefficients or factordoays

eij is the variable’s unique factor or residual.

The extracted factors are linear combinations af¢es such that,

Foi =3 Qpj Zii
Where, Fpi is the value of factor p, for individudbr each of the n individuals with observatiamsk variables
and g is the weighting of the pth factor in var@p{Cunningham and Maloney, 1999). A rotated Vasirfactor
solution was used to interpret results. Followingridsis (1990), small factor loadings of less thanif absolute
value were omitted from the factor analysis solutidhe Cronbach Alpha coefficient was used to thet
reliability of the importance rating scale.
4.4 Awar eness, knowledge and adoption index

The awareness, knowledge and adoption index of famamcial management activities were estimated
based on the farmers responses on three pointhoonti namely, high, medium, no awareness, high, unedi
low knowledge and full, partial and no adoptionthwnumerical score of 3, 2 and 1, respectively. The
awareness, knowledge and adoption index were edémllby dividing the average score for a given fprac
with its maximum obtainable score multiplied by Hred.

4.5 Significant tests

The “t” test (Salehin, 2009) was employed to find ib there was any significant difference in ditfat
components of financial literacy among the farmethi-square test was employed to test the statlstic
difference between low, medium and high finandtatacy across Erode and Madurai farmers.

Results and discussion
5.1 Financial literacy of farmers

The financial literacy of farmers was assessedutjincstandardized knowledge test and the results are
presented in the Table 1.

The results in the table 1 revealed that, 52 petr cEErode farmers and 72 per cent of Madurai &aem
in the study area belonged to medium financiatdity category. About 38 per cent of the Erode &asrhad
high financial literacy whereas in case of Maduitaivas only four per cent. The average score ofiErfarmers
(72.35 per cent) was also significantly higher thizat of Madurai farmers (57.80 per cent). Highduaational
status and financial information gained through RAtaining programs were the major reasons for drigh
financial literacy of Erode farmers compared to Miad farmers.

5.2 Components of financial literacy

The data on the functional areas of financial dityr were analyzed and the results are presenta in
Table 2.

The average literacy score on financial plannirggjussition of finance and allocation of finance of
Erode farmers was higher than that of Madurai fasm&he literacy gap was high in case of acquisitd
finance (17.56) followed by financial planning (14) and allocation of finance (8.10). T test alseealed that
there was significant gap in literacy on finangillnning and acquisition of finance between Erautd Madurai
farmers. Whereas, in case of allocation of finaheeErode and Madurai farmers were not statisiaifferent.
The Erode farmers had better financial planninghshort and long term as they had higher educaltistatus
and also they have gained considerable knowleddmancial planning through NAIP training prograrnisey
were able to plan the farm expenditures for neasse such as input requirements, land developmgenses,
development of irrigation infrastructures etc.chse of acquisition of finance, low educationalustaand lack of
exposure to farm financial management activitiab te low level of knowledge among Madurai farmers o
different sources of finance, various interest sutton schemes and subsidy schemes. Hence, it dmuld
concluded that, Erode farmers have higher finantitatacy on different components of farm financial
management as they have higher educational status.

5.3 Impact of financial literacy on awar eness, Knowledge and adoption on farm financial management
The financial literacy has an important role in aeveess, knowledge and adoption of different farm
financial management activities. It influences then financial activities such as financial plarmicquisition

and allocation of farm finance. Hence the data veedéected on these aspects and presented in Hoevifog
Tables 3, 4 and 5.
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5.3.1 Awarenessindex on farm financial management

Financial literacy was an important factor, whiilgnificantly contributes to the awareness level of
farm financial activities. It has vital role in stoand long term financial planning, awareness anous
financial institutions, schemes and proper findnailcation. Hence the details on awareness démifit farm
financial activities were collected and presentethe Table 3.

It could be explained from the table 3, Maduranfars has less awareness on financial planning as
indicated by higher level of awareness gap (1208 17.22 per cent) between Madurai and Erode farme
respectively. In case financial acquisition, theaeamess gap on financial institutions and schenag ®0.85
and 19.74 per cent respectively. The awarenessgdipancial allocation was very low (4.07 per gdrgtween
Madurai and Erode farmers. Hence, it could be cated that, the Erode farmers, who has higher fiahnc
literacy showed higher level of awareness on diffiefarm financial activities compared to Madugifiers.

5.3.2 Knowledge index on far m financial management

Knowledge on farm financial management dependsherfinancial literacy of the farmer. Financial
literacy significantly contributed to the knowledge financial planning, acquisition of finance ailbcation of
finance. Hence the data were collected on thesectspnd presented in the Table 4.

It could be inferred from the table 4, the Eroderfars has higher knowledge on short term plan 4.8
per cent) and long term plan (49.67 per cent) coeghéo Madurai farmers. The knowledge gap on steorh
and long term plan between the Madurai and Erodedes was 7.80 and 11.24 per cent respectivelyreTivas
a wide difference in knowledge on financial acdiosi such as knowledge on financial institution$.84 per
cent) and different financial schemes (15.84 peat)c&rode farmers has good knowledge on finaradiatation
(78.86 per cent) when compared to Madurai farmé82Q per cent). Through training programs the Erod
farmers had exposed to different financial insiito$ such as public sector banks, private sectokda
cooperatives, and NBFCs. They also gained good lettlge on various schemes offered by these institsti
through training programs. Hence it could be cotsetluthat, the Erode farmers had high knowledgeaom f
financial management aspects as they have scogbérhinarks on financial literacy test compared t@ditai
farmers.

5.3.3 Adoption index on farm financial management

Application of farm financial management stratedagely influenced by the financial literacy ofth
farmers. The adoption index on different farm ficiah management activities was calculated andehalis are
presented in Table 5.

It could be explained from the table 5, there wagde gap in the preparation of short term plan%@3
per cent) between Madurai and Erode farmers asateti by higher adoption index of Erode farmers45der
cent). Utilization of different financial instituths (64.37 per cent) and financial schemes (47etZent) was
higher among Erode farmers when compared to Madaraiers 46.83 and 32.48 per cent respectively. The
Madurai farmers did not properly allocate the fdinance as it was indicated by low level of adoptindex
(38.41 per cent) and higher level of adoption g d4 per cent). The Erode farmers had higher &mtopidex
in financial allocation. Because of the trainingogmams the Erode farmers had gained good awareness,
knowledge and application of farm financial managataspects. Hence it could be concluded thatehilgvel
of financial literacy would led to proper planniragquisition and allocation of farm finance.

5.4 Factorsinfluencing the financial literacy of farmers

An attempt was made analyze the factors influentiegfinancial literacy of famers by employing
multiple regression method. The regression moded fiteed by taking financial literacy score as degent
variable and socio-economic factors as independaridbles. He multiple regression results were gresl in
the Table 6.

It could be inferred from the significant’ Ralue (0.679) that, 67 per cent of the variatianthe
financial literacy was explained by the differentdépendent variables included in the model. Theifiignt F
ratio also indicated the best fit of the egressiomdel. The regression results showed that, age;atidu,
Experience, farm income, years of relationship uith bank, size of landholding, frequency of bargit\and
bank account were significantly and positively urgfhced the financial literacy of farmer.
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A unit increase in age of the farmer would resnolt0i48 per cent increase in financial literacy of
farmers. There is a possibility of increasing ficiahliteracy by 0.78 per cent by a unit increaseducational
status of farmers. The increased educational statudd lead to increased financial literacy. Thenfag
experience directly related to the financial litgraf the farmers. A unit increase in farming exgece would
result in 0.56 per cent increase in financial étar. A unit increase in farm income, size of larding,
relationship with the bank would results in 0.54 pent, 0.66 per cent and 0.52 per cent increasmancial
literacy of farmers. About 0.67 per cent of finaiditeracy could be improved through one unit @ase in
frequency of bank visit by the farmers. There wa®ssibility of increase in financial literacy bys@ per cent,
if the farmer holds a bank account. It could beataded that, the farmers with higher educatiotetus, higher
farm income and maintaining more years of relatigmsvith the bank would have higher financial lgey, as it
was indicated by the higher regression coeffic@nthe variables. It was recommended that, the guwent
should concentrate on improvement of educatiorslistof the farmers to enhance the financial litgraf the
farmers.

5.5 Determinants of financial literacy

The major factors determining the financial literad jasmine farmers in the study area were cadlgct
analyzed and the results are furnished in Tabled78a
Factor analysis

Factor analysis is a multivariate statistical tégha used to reduce the large number of variabblds i
smaller number of variables called factors or congmts. The 14 variables have been reduced intéastrrs
based on component matrix, Eigen values and comlitiaaaFrom the table 8 it could be observed firat six
components explained 74.17 percent of the vartgbilithe original 14 variables. So we can redueedriginal
data in to six factors (Eigen values greater thaa) evith minimum loss of information (25.83 per en
Rotated component matrix

The factors are rotated with the Varimax Kaisermalization rotation method. We have used principal
component analysis method for factor extraction esmsidered only those factors whose values mane @50
for the purpose of interpretation. From the tablié $hows that Factor 1 explained about 19.25 peroétotal
variation and heavily loads on education, farm meo size of land holding and occupation. The fa&or
explained about 15.12 percent of the total vaneéind this factor loads heavily on experience, kmdount and
number bank of bank account. The variable frequenrichank visit have high loading on Factor 3 and i
explained about 13.20 percent of the total vanmatierom the table we find variables like age, refeghip with
the bank, and distance to the nearest bank haweddagling on Factor 4 and this explained about §&6ent of
the total variation. Factor 5 explained about $88&ent of the total variance and this factor Hgdwads on the
loan outstanding. Factor 6 explained about 7.68cpat of the variation and it heavily loads on eion and
frequency of bank visit.

Conclusion

The study revealed that, Erode farmers had highem¢ial literacy than Madurai farmers as the
Madurai farmers received some information on faimaricial management through training programs. The
Erode district farmers have more awareness, kn@elethd adoption of farm financial management aaivi
than Madurai farmers. The training programs infkezhthe Erode farmers to have good awareness, &dge/l
and application of farm financial management agpethe regression results showed that, age, educati
Experience, farm income, years of relationship with bank, size of landholding, frequency of bardit\and
bank account were significantly and positively ugfhced the financial literacy of farmer. It was fioned
through the factor analysis that, the above fadtaié high factor loadings and communality valuedald be
concluded that, the farmers with higher educati@talus, higher farm income and maintaining morryef
relationship with the bank would have higher finahbiteracy. It was recommended that, the goveminséould
concentrate on improvement of educational statibeofarmers to enhance the financial literacy.
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Financial literacy score

S Financial literacy score Erode Madurai
No Y No. of farmers Per centage No. of farmers Per centage
1. High (> 78.51) 38 38.00 4 4.00
2. Medium (78.51 to 51.64) 53 53.00 72 72.00
3. Low (< 51.64) 9 9.00 24 24.00
Total 100 100.00 100 100.00
Calculatedy” value: 37.2, Tablg’ value: 5.99
Table 2 Components of financial literacy
Financial literacy score : -
S. No Category Erode Madura Financial literacy gap
1. Financial planning 58.57 47.43 11.14*
2. Acquisition of finance 75.04 57.48 17.56*
3. Allocation of finance 76.33 68.23 8.10
Table 3 Awarenessindex on farm financial management
S-No Category Erode Madur ai Awgrgess
1 Financial planning
*  Shortterm plan 87.37 75.32 12.05
68.46 51.24 17.22
e Long term plan
2 Acquisition of finance
e Financial institutions 92 98 7213 20.85
. . 84.45 64.71 19.74
* Financial schemes
3 Allocation of finance 85.39 81.32 4.07
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Table 4 Knowledge index on farm financial management
S-No Category Erode Madur ai K n%w;pedge

1 Financial planning
*  Shortterm plan 64.85 57.05 7.80
49.67 38.43 11.24
e Long term plan
2 Acquisition of finance
» Financial institutions 7512 53.78 2134
. . 62.08 46.24 15.84
« Financial schemes
3 Allocation of finance 78.86 63.29 15.57
Table 5 Adoption index on farm financial management
S.No Category Erode Madur ai Adoption Gap
1 Financial planning
*  Short term plan 52.41 28.91 23.50
25.73 19.41 6.32
e Long term plan
2 Acquisition of finance
. FinanCia| institutions 64.37 46.83 17.54
. . 47.12 32.48 14.64
e Financial schemes
3 Allocation of finance 70.45 38.41 32.04
Table 6 Factorsinfluencing the financial literacy of farmers
Variables Co-efficient Standard error T-ratio P value
Age (Years) 0.483* 0.117 4.128 0.00
Education (Years) 0.781* 0.231 3.381 0.015
Experience (Years) 0.567* 0.142 3.993 0.00
E.a”“ '][‘Iconﬁ(if.) 0.547* 0.183 2.989 0.003
ize of land holding (ac) 0.662% 0.410 1.615 0.108
Relationship with the bank (Years) 0.529* 0.170 3112 0.002
Distance to nearest bank (Km) 0371 0.297 1.249 0.213
Occupation iy 2773 1.785 1.554 0.122
Frequency of bank visit 0.674* 0.185 3.643 0.000
Bank account 0.521% 0.231 2.255 0.0271

R? value: 0.679, F-ratio: 20.42

(Note: * 1%, ** 5% and *** 10% level of significare)
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Table 7 Total Variance Explained

Initial Eigen values
Component Total % of Variance Cumulative %

1 2.311 19.257 19.257

2 1.815 15.121 34.378

3 1.585 13.209 47.587

4 1.148 9.566 57.153

5 1.121 9.339 66.492

6 1.104 7.684 74.176

7 0.836 6.969 81.145

8 0.731 6.089 87.234

9 0.638 5.317 92.551

10 0.569 3.121 95.672

11 0.483 2.254 97.926

12 0.457 1.023 98.949

13 0.404 0.996 99.945

14 0.007 0.055 100.000

(Extraction Method: Principal Component Analysis.)
Table 8 Rotated Component Matrix
Variables Components communalities
1 2 3 4 5 6 h?

Age -0.010 | 0.053 | 0.099| 0.560 | 0.209 0.021 0.718
Education 0.813 | -0.104| 0.376| 0.034 0.353 | 0.871 0.817
Experience -0.165 0.622 | -0.353 | 0.102| 0.028 0.421 0.550
Farm income 0.739 | -0.126| -0.351| 0.146 0.127 0.036 0.723
Size of landholding 0.520 | 0.172 | 0.238| 0.043 0.450 0.087 0.562
Relationship with the bank 0.31%5 -0.109 0.0150.562 | 0.153 0.257 0.450
Distance to nearest bank 0.087 -0.174 0.0294.793 | 0.257 0.378 0.733
Occupation -0.636 | 0.014 | -0.438| 0.041 -0.11f 0.123 0.612
Freguency of bank visit -0.10y -0.1170.870 | 0.131| -0.134] 0.671 0.841
Bank account 0.051] 0.711 | -0.140 | -0.371] -0.17¢ 0.121 0.696
Number of bank account 0.00% -0.752 | -0.191 | -0.152] -0.251 0.423 0.688
Loan outstanding 0.019 -0.064 0.173 -0.00:D.898 0.052 0.591
Variance Explained 19.25 | 1512 | 1320 | 9.56 9.33 7.68 74.17 (Total)

(Extraction Method: Principal Component Argady Rotation Method: Varimax with Kaiser Normalipn)
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