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Abstract:

A fairly extensive literature from the field of empal psychology has provided evidence that
personality factors and attitudes toward credit nmafjuence individuals' debt financing
decisions. This paper investigates the importaridbase factors by analysing the results of
an original survey about the recourse to consumedlit; conducted on a wide sample of
Italian households. Three main research questiomsaddressed. Is there any relationship
between personality, attitude and recourse to cuoesuredit? Are there any differences in
psychological profiles of credit users and non-sisdrat can be associated with the
motivations for using consumer credit? Does theclpsipgical profile affect the preferred
way of financing consumption? According to our gsak, the influence of psychological
factors on consumer credit decisions cannot betegje Attitudes toward debt appear to play
an important role and are significantly relatedntotivations for using credit and to the
preferred form of financing. Personality factorsmm emerge as having a clearcut effect on
the decision to taking on debt. While this is ineliwith some previous research findings,
when personality's features make a difference #his the opposite direction of what is
commonly found, as more fatalistic individuals begs likely to use consumer credit.

" The research presented in this paper has benéfitedfinancing by MIUR (Ministero dell'Universita della
Ricerca Scientifica) granted within the PRIN 200anfework for the project ‘La gestione del rischio d
sovraindebitamento delle famiglie: le determinagilal domanda e fattori personali e comportamemizlli
ricorso al credito delle famiglie prime e subprimBbth authors are members of CEFIN - Centro Siudi
Banca e Finanzavfvw.cefin.unimore.if. For correspondence: francesco.pattarin@unintore.i
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1 Introduction

Since the early 1990s up to the triggering of tharfcial crisis in 2007, households' debt has
considerably grown up in numerous countries. Thisn@menon concerns not only real estate
mortgages, but also consumption loans. Additionadlyhe most well known cases like the
United States and Great Britain, various econorafesoth continental Europe and Eurasia
have doubled or tripled the ratio of householdditde GDP, especially from 2000 on (BIS
2009; Rinaldi, Sanchis-Arellano 2006; ECB, 2009).

In reference to the Italian market, over the estade families have increased their
propensity towards debt and, as a consequence, fthancial liabilities (Banca d’ltalia,
2010) with respect to their equity as well as isalbte terms Moreover, there has been a
substantial modification in the structure of famihalances, both on the assets and the
liabilities side. Not only Italians save less wigspect to 1990s but they have also changed
the composition of their wealth towards less ligdiidancial instruments and real estate
investments (Banca d’ltalia, 2009).

The economic literature has mainly explained fagildebt choices through socio-
economic and demographical variables. More speatiyicattention has been concentrated on
the households' disposable income and economiactesistics. However, this approach has
not led to unambiguous conclusions on the rolecolsamption credit in the management of
family balances, also due to the confounding e$fed¢tbanks' and other intermediaries credit
policies. Indeed empirical evidence is often atsoddth the classical models of permanent
income and life cycle consumption behaviour, anes# studies have shown the explanatory
relevance of liquidity constraints and and housefsplecific socio-economic characteristics
(Jappelli and Pagano 1989; Magri, 2007; Guiso £t1&94). On the other hand, a fairly

extensive literature from the field of empiricalypsology, a review of which is provided

! At the end of 2009 the ratio of household dekth®annual disposable income was equal to abopef@ent
compared to 33 per cent in 2001. In the same peti@dincidence of the debt service (comprehensfve
both capital and interest payments) on the annspbdable income was equal to about 9 per centiyés
per cent in 2001. (Banca d'ltalia, 2010)
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here, has found evidence that personality factads atitudes toward credit may influence
individuals' debt financing decisions beyond ecoitarationality.

This paper investigates the importance of psycho#bgcharacteristics in credit-
related choices by analysing the results of animalgsurvey conducted on a wide sample of
Italian households. The main goal is to test whethe psychological profile of household's
decision maker might determine consumer credit fegiSing on attitudes and the ‘locus of
control’ — that is, the subjective perception oésnown ability to control life events and their
outcomes. The study improves on most existing rebean these topics because of the larger
than usual sample size and scope, and also simeeabstudies from the psychological field
are lacking in the assessment of household econmonditions and expectations.

According to the analyses that have been perforriejnfluence of psychological
factors on consumer credit decisions cannot betegje Attitudes toward debt appear to play
an important role and are significantly relatedntotivations for using credit and to the
preferred form of financing. Some evidence on tfiece of personality's features suggests
that more fatalistic individuals are less likelyuse consumer credit, which contradicts many
previous studies that have concluded for the op@.osi

The relationship between the motivations and cotued forms of credit use and the
psychological profile has also been delved into.odginal contribution in this direction is
the isolation ofcredit attitudes' influence frommoney attitude's on the use of revolving credit
cards, which the existing literature has not aaieyet (Hayhoe, Leach and Turner, 1999).

The rest of the paper is organized into four sasti Section n.2 is a review of the
literature on the psychological aspects and deteants of consumer credit. Section n.3 is a
description of the sample and methodology that Haen used to build the research's data

set. The statistical analyses and results are mexbén Section n.4; Section n.5 concludes.

2 Financial and psychological drivers of consumerredit

For an exhaustive explanation of the widespreaavigraf household debt both in size and
scope over the last decade, a comprehensive amalysiseful of manifold phenomena
regarding both the consumption credit demand arpgplguside. Given the confounding
effects of the credit policies enacted by finanaiéérmediaries on the analysis of households



debt decision$,all the more complex is explaining the increasereflit and microeconomic

behaviours on the demand side through demograpbanomic and financial factors only.

Also contributing to the increased propensity teddr, typical of the last twenty years has
been indeed the spread of a more favourable atitmtards debt, in particular for financing
one’s own consumption needs (Merskin, 1998; Waike@90). This attitude has spread on
individual as well as cultural level, thus modifginsome social models of economic
behaviour, previously mainly turned toward savi@gdwin, 1997).

For an explanation of the families’ behaviourshwigéspect to debt, a clarification on
the nature of the debt itself is an allotted ptyoriTo this point, there is a distinction in the
literature between consumasredit and consumerdebt. Notwithstanding the usually
ambiguous definition, by ‘consumer credit’ referens made to the institutional recourse to
credit, presupposing the credit request by a haldehat the banker considers solvent and
the subsequent decision of lending. The expressimmsumer debt’ refers instead to those
debts arisen when the creditor does not fulfildbsumed obligations, thus without his or the
creditor's wilF.

Some authors do not consider this distinction s&asy, as they identify in the concept
of consumer debt either the possible end of a tretitionship, or the result of a frequently
transitory difficult situation, which is consequend a non-premeditated behaviour
(Kamleitner and Kirchler, 2008). Consumer debt rsgéiently associated to poverty and
economic or financial weakness, thus being a forsedus, related to the household’s
situation and needs (Lea, Webley and Levine, 1889ther with lack of sufficient income
or adequate backup from liquid assets.

In the range of consumer credit, instead, lesspbetely is the recourse to credit
explained by income variables. From some empiracadlyses a positive relation emerges
between income and credit use (Crook, 2001; Costap; Fabbri and Padula, 2004),
whereas other contributions highlight a negativéatien between current income and
recourse to credit but a strong influence of pemnaimcome (Magri, 2002; Cox and Jappelli,
1993; Jappelli and Pagano 1989; Magri, 2007; Gatsal., 1994). Lastly, if considering the

% The explanation of the evolution of household’btds interestingly further completed by the anaysf the
supply side in terms of number, variety of produdistributional channels (Casolaro, 2007; HolnisBam,
Petersen and Sommers, 2005), typology of intermiedia(Cosma, 2009b), credit processes and policies
(Barone, Felici and Pagnini, 2006; Casolaro, Gamitacand Guiso, 2006; Kidane and Mukherji, 2004siGa

e Filotto, 2003), credit availability (Soman ande€ma, 2002) or constraints (Cox and Jappelli, 1993)

® Livingstone and Lunt (1992); Berthoud and Kemp§b®92); Ford (1988); Lea, Webley and Levine (1993);
Lea, Webley and Walker (1995).

4



average disposable income per compohergcourse to credit turns out to be much
concentrated around medium-to-low values (Cosm@9&0

Psycho-behavioural factors

According to some studies, credit demand also dsrivom behaviours that deviate from
economic rationality (Bertaut and Haliassos; 20@&gn, recourse to credit is influenced by
personal and psychological factors beyond utilitgximization (Bertrand, 2005). In this
sense, the understanding of households’ econonhiavilmur can benefit from an integrated
analysis also accounting for psychological, indinatand interpersonal factors (Ruminati and
Mistri, 1998}.

Research and empirical evidence aimed at exptaitie recourse to credit by
households abound within the psychological litewatalelving into numerous aspects of the
action as well as the decisional processes relatedebt choices and credit purchases. A
relevant role turns out to be performed by diffeenin personality, motivation, abilities and
personal preferences. Also to be considered aredimplex interactions between contextual
and individual factors (Kirchler and Zappala, 1995)

In the light of these considerations, a reviewhef literature can be organized into two
main strands: the one focusing on the relation eetwthe individual and the social
environment in which financial decisions are mattee other specifically dedicated to

studying the personal characteristics of the cnesht.

Interpersonal factors

The first strand is dedicated to studying the asld effects of family-environment interaction
and of the unconscious conditionings that eaclhviddal experiences just for belonging to or
acting in a given context. Such aspects are defaedinterpersonal factors’, meant as
interactions between general contextual factorshsas reference group, dominant culture,
behavioural patterns, ethic and aesthetic valuesgjes of communication) and subjective
factors (such as personal needs, aspirations, atiins, cultural level) that bear on

behavioural models through perceptions as welhadaion or differentiation processes.

* The average disposable income per component ial équthe current income divided by the number of
household components.

® Psychological disciplines have already been weliaestive in explaining economic and financial hétars,
such as purchasing or investment decisions (Sh&®@9; Shiller, 2000).
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These elements contribute to modify families’ bebars, sharpening the comparative
evaluation of their own situations; where the matistic connotation of social classes is
strong, a stronger propensity and more favouratiiludes are observed with respect to
credit. (Watson, 2003; Walker, 1996). In this retpa positive relation has been pointed out
between recourse to credit and the distance p&dgior instance in income terms, between a
family’s situation and its social group of referen&arlsson et al., 2004). In explaining their
own debt situation, families tend to compare thdwesewith a reference group characterized
by similar economic and financial situations, thsisowing consistency between their
perception of belonging and their effective comt(Lunt and Livingstone, 1991). A certain
consistency in social comparison has been pointedylLea, Webley and Levine (1993) too,
as families with debts, more easily than those auithaffirm that the majority of their own
relatives, acquaintances or friends consider todsmal the fact of having got into debts.

Moreover, the act of consumption is often a crlu€etor in financial decisions
because of the material and social meanings ibbas attributed of. Often consumption and
credit assuméogether a connotation of social identification for the filymthus satisfying the
need for belonging with their peers (Livingstoned drunt, 1991; Bernthal et al2005).
Besides, through its consumption the family (or thdividual) also defines its living
standards and lifestyle, filling the gap it peresivin comparison with its real or ideal
reference groups (Morgan and Christen, 2003). Aetdif/on the one hand recourse to credit
satisfies social identification needs, not to bgleeted is on the other that being in debt may
also involve a psychological cost and a substairi@ease of stress levels (Brown, Taylor
and Price, 2005).

Personal attitudes

The studies dedicated to credit user’s charadesigenerally concentrate on subjective and
personal factors, on the meaning the individualilattes to credit and being in debt, on the
relations amongst life events, credit behaviouis risk of over-indebtness. Individual factors

specifically concern personality, motivations, pses of action, abilities, preferences,
perceptions, in particular those concerning theegreconomic or environmental as well as
individual condition. Moreover, an important role covered by ‘attitudes’, as subjective

tendencies to do something, expressed throughatiaifable or unfavourable evaluation of a

given object (Eagly and Chaiken, 1993).



In the case of consumer credit, on the one hanck rap less favourable attitudes
gualify a judgement weighing upon the cognitive aedisional process concerning recourse
to credit itself, on the other identify a higherlower tendency to use it. For our purposes it
turns out to be useful, indeed, to further decorapt®se attitudes, to single out three
significant components such as the cognitive, ffective and the behavioural component.

The cognitive component is constituted by the viatlial’'s whole information set,
knowledge, beliefs, opinions, perceptions, thougagarding consumer credit, which she has
matured during her life on the basis of her owneexmces and interactions with the
environment. The cognitive component is importaetduse it contributes to determine the
frame of reference in which behavioural decisiorsmade.

The affective (or ‘emotional’) component is cotgigd by emotions, sentiments and,
especially, sensations aroused by consumer cibdit,is by the very condition or just the
thought of being in debt. The affective componentrelevant for seizing the effective
meaning attributed to credit and the structure offgzences, which in the cognitive
component could be distorted by external elements.

The behavioural component relates to all the ekplbehaviours toward consumer
credit and, in part, even the proactive intentinosyet transformed into explicit behaviours.
Within credit use, such are the behaviours perfdrméh respect to money management,
family balance and recourse to consumer credierdintiated by spending intentions.

The relation between attitudes and credit usebkas object of several studies whose
empirical evidences do not lead to homogeneoustse§Such heterogeneity is mainly due to
the specific orientation of many researches towanblving consumer credit (via credit
card), where attitudes toward credit overlap wittose toward money. These latter
considerably depend upon demographic and interpaksactors, relating to the effects of the
use of credit cards as payment instruments too,aanslich, functional to affirm one’s own
social status or to overcome a sense of persoadequacy (Furnham, 1984; Hanlhey and
Wilhelm, 1992). Livingstone and Lunt (1992) haveurid a positive and relevant relation
between the individual's favourable or unfavourabltitude toward credit, his level of
indebtness and intention to repay. This relatios Ibeen identified also by Lea, Webley and
Levine (1993) who, through the comparison amonagstilfes having run into debts with a
water-utility firm, have observed a pervasively aege attitude with respect to debt
behaviours, but with significantly more intensity families without debts. Zhu and Meeks

(1994) instead cannot prove a significant relabetween attitudes and credit but in presence
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of a high level of instruction. Davies and Lea (3P&@nalyse the opinions of students who had
made use of loans to fund their own education ardld positive relation between favourable
attitudes and debt. Differently from what has eredrmn Lea, Webley, and Levine (1993), the
students do manifest attitudes of tolerance widpeet to consumer debt. Actually, some
attention must be paid to the relation between Wehes and attitudes because the former
may influence the latter; for instance, witlgonsumer debt, opinions tend either to justify
one’s own status (Lea, Webley and Young, 1991pdre significantly inconsistent (Ajzen,
1996).

Not even inconsumer credit is the role of attitudes in interpreting financsdcisions
univocal, with particular reference to the consistebetween attitudes and behaviours, given
the high difficulty to understand whether attitudesehaviours are firstly determined. It has
been noticed indeed how the existence of previapsreences of consumer credit use, even
when mediated by friends or relatives, increasethbability of credit use and induce a more
favourable attitude toward it (Kaynak and Harc@0D).

The relation between attitudes and behavioursbleas further elaborated even with
reference to the typology of credit instrumentstgaithe assumption by which attitudes more
often constitute a mediating factor of other chemastics, Chien and Devaney (2001) notice
that a generic higher propensity to credit leadsenlikely to the use of instalment loan,
whereas the existence of specific favourable aei$uis associated with a higher probability
of credit card use The role of different components within attitudess been specifically
analysed by Xiao, Noring and Anderson (1995), wheehstudied students’ attitude toward
credit. Notwithstanding the bias due to referriogthte use of revolving cards in measuring
attitudes, the interviewees turn out to be on thwles favourable toward credit. And yet,
significant differences emerge amongst affectivagnitive and behavioural components: a
positive relation stands out between the intensityhe first two ones and the use of credit
cards. The same result emerges in Hayhoe, Leachiramer (1999), confirming both the
existence of a positive relation between the alfeatomponent and the use of credit cards,

together with the relevance of the cognitive congrann influencing behaviours.

® The general attitude is measured through the aisabf the opinions on consumer credit, while thecific
attitudes are measured through the analysis optbpensity to use credit in the purchasing disoratiy
rather than basic goods.
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Personality Factors: Locus of Control

The effects of attitudes on credit use have to éleed also in light of the relevance of
personality factors (Tokunaga,1993; Davies and [1685) as well as of other elements such
as risk propensity and subjective frame of choipgons (Kahneman and Tversky, 1979).
Personality factors are characteristics specifia¢ividuals, deriving from their own personal
development path as well as family, social and atlocal background, which determine their
interpretation of both the environment and theinawference reality and, as a consequence,
influence individual action in all the domains dk lexistence. Personality factors are for
example extroversion, sociability, conscientiousnesnotional stability, shyness, insecurity,
and attributional style.

The attributional style (‘locus of control’) isla¢ed to the perception of one’s own
capacity of controlling the events of lifenternal locus of control identifies the perception of
the capacity of controlling events, as is the lhe¢hat situations and results of personal events
depend upon decisions and capacities of the ingi@id/ice-versagexternal locus of control
concerns the perception that one’s own life's evetgpend upon external factors, often
perceived as random and, however, not significashéfyendent upon the individual’s actions
or will.

The individual with internal locusf control trusts her capacity of controlling her
actions’ result and life’s events. She is, therefonore attentive to any event able to give her
information to orient her own decisions; she com$yaries to value her own capabilities and
is above all worried by her own cognitive defit¢it.general she turns out to be less subject to
external conditionings (Rotter, 1966).

Several researches exist on the role of locuwfral in credit behaviours, where not
always it comes out to be significant. Dessart ldanglen (1986) observe an external locus of
control, in reference to individuals in debt witiffidulty of repayment. The authors show that
individuals with lower locus of control and finaatdifficulties manifest a lower interest in
and own less knowledge of the characteristics amdliions of their debt. Livingstone and
Lunt (1992) highlight the role of locus of contialthe explanation of debt. Individuals with
more debt have a higher external locus of conffokunaga (1993) study reaches similar
conclusions. Any relevance of locus of control dnesemerge in debt explanation according
to Lea, Webley and Walker (1995) nor to Davies &mead (1995), although these latter
identify a relation between external locus and taable attitude toward debt. Other studies

have proved how locus of control and auto-percepiifluence, directly or indirectly,
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preferences, decisions and financial behaviourgea(bind Mugenda, 1999; Perry and Morris,
2005). More specifically, external locus mediates ¢ffects of financial education on making
the correct decisions, reduces the attention paithé management of one’s own balance,
consistently with the results showing higher debtls and more financial problems amongst

individuals with external locus (Perry and Mor2€05).

3 Research method
Description of the sample

The data set used in this research is the outcdraaledicated survey involving 2000
Italian households and carried out from April toxdl2009 by a market research firm. The
sample comprises families that, when interviewead hrecently made recourse to
consumption credit, as well as families that hatl Snce consumption credit is not very
frequent in Italy, credit users were oversampledrder to collect as much information as
possible about the phenomenon, so to make up halieowhole sample Otherwise, the
sample design is aimed at representing the comgosif the population of Italian
households by size and domicile.

A questionnaire of sixty closed-form questionsided by the authors was submitted
by telephone interview (through the CATI systematsingle component of any household in
the survey list declaring him as participating te tamily financial and economic decisions.
The questionnaire consists of three main secti@speactively about: (1) demographic,
professional and educational characteristics, nemic conditions and credit use, (3)
psychological profile with regard to personalitydaattitudes toward credit.

To the purposes of this research, a ‘credit use@ family that was either using
consumer credit when interviewed or had used iinduthe previous 24 months. ‘Credit non-
user’ families are those that do not satisfy anyhefse conditions. The choice to limit the
credit usage definition to two years in the pasheant to assure the reliability of the answers
about motivations, behaviour and the credit-relatecision making process.

In 144 cases out of 2000 the interviewee did mswer to all questions about his

psychological profile. Therefore, only 1856 cases effectively available for investigation;

" The Bank of Italy (2009) estimates that the shufritalian households using consumption credit Wasper
cent at the end of year 2008.
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909 cases are credit users and the remaining ®&86 @ae non-users. The overall frequency of
non-responses is mild (7.2 per cent) and it is énidbr users (8.1 per cent) than for non-users
(5.3 per cent); in neither of the two types prefiary data analyses have revealed any
systematic difference between respondents and egpoendents by the characteristics of
either the household or the interviewee.

Preliminary descriptive statistics of the effects@mple have shown that almost 45
per cent of households live in Northern Italy. i@are of credit users is 14 per cent higher
than that of non-users in Southern Italy (includBigily and Sardinia) and eight per cent less
in the North West of the country. Almost 20 per tcef households have one or two
members, 25 per cent have three and the rest (58ep& four or more. Larger households
are more frequent among credit users than non-sustiere three components families are
most common. In over 90 per cent of cases, houdsli@ve one or two income earners; the
distribution by number of income-earning membersias remarkably different for credit
users and non-users. The similarity between thetyyes of families holds also with respect
to the gender of the respondents: 40 per cent ae @mnd 60 per cent female. Most
interviewees (67 per cent) are in the 35 to 64g/@ge range; the frequency among non-users
is slightly higher than for the whole sample in #8to 34 range (15 per cent) and above age
65 (26 per cent). The level of education of responsl is mostly (80 per cent) between
primary junior (‘Licenza media’) and secondary @nma’); among credit non-users, college
(‘Laurea o superiore’) and primary infant (‘Licengementare o nessuno’) levels are more
frequent than among users. In 55 per cent of iesmespondents were working when
interviewed; the proportion is higher for crediets (60 per cent) than for non-users (50 per
cent) that show a higher concentration of retirgsper cent compared to 21 per cent for

credit user$)

Assessing and measuring attitudes and personality

Two sections of the questionnaire are aimed atsassgthe psychological characteristics of
the interviewee. The first section consists of weefjuestions about attitudes toward credit;
six questions about the locus of control comprise decond section. All questions elicit an
expression of agreement about some given stateomeat five-grades Likert scale, but the
interviewee may avoid answering if she has not@mgion. The level of agreement is coded

from ‘strongly agree’ to ‘strongly disagree’.

® Descriptive statistics’ tables are not shown frisg space, and are available from the authora upguest.
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Table 1 Questionnaire items for assessing attitudes by oot

Cognitive component

1. Taking out a loan is a good thing as it allows yo make your life better
2. It is a good idea to have something now andfpal later

3. Having debt is never a good thing

4. Credit is an essential part of today's lifestyle

5. It is important to live within one's means

Emotional

6. | am not worried of having debt (this conditismot stressful for me)

7. | like having a credit card

8. I do not like borrowing money

Behavioural

9. | prefer to save for making an expensive buy

10. It is better to go into debt than to let chelaligo without Christmas presents
11. Even on a low income, | save a little regularly

12. Borrowed money should be repaid as soon ashp®ss

The assessment of attitudes toward credit folltiwvesapproach of Lea, Webley and
Walker (1995). Five items relate to the cognitivatude, three to the emotional and four to
the behavioural one (Table n.1). A score from amdivte is attributed to any answer; the
higher the value, the more liking toward credieigpressed. The Lea, Webley and Walker
approach has been preferred over alternativesXi&e and co-authors (1995) or its evolution
by Hayohe, Leach and Turner (1999), since it avaiug reference to credit card use, which,
to the purpose of this study, might introduce afgonding bias because it elicits answers that
are also correlated with attitudes toward money.

The self-consistency of attitude evaluations der various items has been checked
for with Cronbach's Alpha (Cronbach, 1995). Thidicator takes values from zero to one
with the consistency of answers improving; an Alpisdue of at least 0.4 is commonly
considered as adequate. The Alpha for the cogninetional and behavioural components’
items are equal to, respectively, 0.539, 0.186 @B85. These values have been improved
upon by purposefully selecting only certain iteros €ach attitude component. The better
representation of the cognitive attitude is thusiaced by keeping only items one, two and
three, which deliver a Alpha a level equal to 0;508 the emotional component items six
and eight achieve Alpha = 0.227; finally, itemsejidl and 12 have been selected for the
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behavioural component (Alpha = 0.385). Consideratigselected items together (that is,
regardless of the dimension they belong to) thealvAlpha level equals 0.534.

The selected items have been combined into fouthsyic measures of attitude
toward credit (referred to as ‘scale’): one for lead the three components and a further
comprehensive measure of overall attitude. For esachple case and each measure a scale
value is calculated by summing the scores on aleyaat item and standardizing the result
over the unit range, so that the closer the regulalue is to one the stronger the liking for
credit.

Measuring the locus of control is considerably endifficult than attitudes. First
attempts by Rotter (1966) required 23 questionslewtevenson (1973) used 24 in a clinical
study. When samples have larger sizes than intitvadl clinical studies, as is typical in
survey researches, scales based on a lower nurhivems are called for. Craig, Franklin and
Andrews (1984) tested a 17 items scale, while Lumpkl985) proposed a more
parsimonious solution, based on six items only,ciWwhs suitable to large-scale studies. In
Lumpkin's scale, three questions are framed towatdrnal locus and three toward internal
locus. For the large sample size and for the featt interviews were carried out by telephone

calls, in this research locus of control has beeasured by Lumpkin's scale (Table n.2).

Table 2 Questionnaire items for assessing locus of control

Internal locus of control

1. When | make plans | am almost certain that Iroake them work

2. What happens to me is my own doing

3. Doing things the right way depends upon abilitgk has nothing to do with it
External locus of control

4. Many of the unhappy things in people’s lives @aely due to bad luck

5. Getting a good job depends mainly on being énripht place at the right time
6. Many times | feel that | have little influenceer the things that happen to me

The valuation method for the locus of control imikr to the method used for
attitudes. According to Likert's five grades scdlee more external (or less internal) is the
locus for any given item, the higher the attachedres Cronbach's Alpha equals 0.376
considering all six items; when items 4 and 6 ampped, its value rises to 0.45. Therefore,
the overall locus of control scale is defined as skandardized sum of the scores on items
one, two, three, and five. Values on the scaleecltsone correspond to more external locus.
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4 Analyses and results

This section is about the results of the statibirelyses tha have been carried out on the
collected sample data. The most important hypashibsit has been tested for is the presence
of a relationship between consumer-credit use aydhwlogical factors, notably the attitude
toward credit and the locus of control of the imtewees. Two further aspects have been
examined: whether those factors are can be assddiat(a) motivations for using consumer
credit and (b) to the families’ preferred formscoédit. Finally, a logistic regression analysis
has been performed to check if the influence afualt and locus of control on credit decision
persists when other potentially relevant houselcblaracteristics are also taken into account

as concurrent (possibly competing) factors.

Attitudes, personality and recourse to credit

The presence of a relationship between attituaesis| of control and the use of credit has
been tested for by comparing the average scalewvabialled on each factor by credit users

and non-users (Table n.3).

Table3 Attitudes, locus of control and credit use

Characteristics Users Non users t-test P-value
Overall attitude toward credit 0.253 0.197 10.550 0.000
Cognitive 0.324 0.245 9.247 0.000
Behavioural 0.243 0.182 9.435 0.000
Emotional 0.193 0.165 3.427 0.002
Locus of control 0.219 0.229 -1.767 0.770
N. of cases 909 947

Note: Unpaired samples t-tests; from the resultd @fene’s pre-tests,
equal group-variances are assumed for all charsttsr

In general, the values of attitudes are higheugars than for non-users, and their differences
are always strongly statistically significant. Larglifferences are recorded for the cognitive
(0.079) and behavioural (0.061) components, while émotional component has more
similar values for the two groups (0.193 vs. 0.1@8%0, the importance if this component

should be judged with care, because of its lowguerédnce on the consistency test (Alpha =
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0.227). For the single components as well as ferotferall attitude, the results are consistent
with those presented in most of the existing lien@ and with expectations. Also, since data
are quite well behaved, the results do not chaegerkably if one uses more robust statistics
of scale values, such as the median and Mann&Witnest.

The difference in the locus of control of usersl amn-users are, to the contrary,
negligible and not statistically significant. Whitkis outcome is not uncommon in the
literature, it is quite surprising that the scaddues are slightly higher for non-users than for
users. A possible cause for this result is theceff& some confounding hidden factor; also, it
might be a consequence of consuroeadit being the object of the analyses, since most
studies that find a more external locus among famivith debt are about consunuebt™.
This issue is dealt with further in the paper.

The first conclusion that can be drawn from thasalyses is that one cannot reject a
positive and significant relationship between attds and credit usage, while personality
factors do not seem to bear on it.

Household economic condition and attitude toward cxdit

Having found a positive influence of attitude todiaredit on its usage, it seems safe to check
that this is not driven by a primary relationshgtveen attitude and family need. It is indeed
possible for interviewees to display a positivetade toward credit in order to justify their

family being into debt because of economic strain.

® The median comparisons and the outcomes of naamedric tests are available from the authors upgoest.

1% please refer to Section 1 for an explanation efsjpecific meaning of ‘debt’ and ‘credit’ in theyphological
literature.
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Table 4 Attitudes toward credit by household per-capitaome

Per-capita income class

Users Non users

(€ monthly)

Up to 350 0.248 0.193
351 - 500 0.273 0.194
501 - 750 0.243 0.196
751 - 1000 0.273 0.207
1001 - 1250 0.230 0.189
1251 - 1500 0.238 0.219
1500 or more 0.284 0.178
Total 0.253 0.197

Regression analyses

Slope coefficient —0.150 0.003
P-value 0.053 0.705
R-squared 0.004 0.000

Note: Simple regression of the overall attitude

score against per-capita log-income.

As shown in Table n.4, the stronger attitude ammedit users compared to non-users
does not change with the household's per-capitamecclass, which is taken to proxy the
grade of family need. Also, any clear relationship between attituded areds does not
emerge within either of the two groups. This isfoomed by the results from cross-sectional
regressions of attitude scale values against tharithm of per-capita income, which are
reported in the bottom panel of the table, run s®ply for users and non-users. The fit of
both regressions is very poor and the slope coeffias only weakly significant for credit
users, showing a negative value. This particuldcamae is driven by the highest income-
class families of credit users, which have the ngest attitude toward credit (0.284):

removing all cases belonging to this class makesédhression results indistinguishable from
those for non-users.

1 per-capita income is computed using the ltaliameBu of Statistics equivalence scale, which adjtists
number of components divisor to consider the ld&m tproportional increase of family needs with
household size (ISTAT, 2009). In 903 cases (48r7cpat of the total sample) the interviewees ditl no
declare their family's income. Missing income vall&ve been estimated by a two-stages Heckit model
(Heckman, 1979) including the following explanatmariables: the family's domicile by geographicagre
the number of income recipients, and an indicatadhe family's ownership of its home. Non-reponses
out to be less likely when the interviewee is tlead of the household or as his age increases. Hecki
estimates are available from the authors upon stque
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Attitudes and credit use motivations

The attitude toward credit is also related to thatiations for using credit. The comparison

of average scale values between users and non-sisevss that stronger attitudes prevalil
among the first ones across all reported motivatigrable n.5). However, the difference is
larger and more significant when credit is usedufoexpected, non-discretionary expenditure,
because it is cheap or for realizing a project irtgou for the family. The least difference is

observed when borrowed money is used for hedorpstigoses.

Table 5 Attitudes toward credit by motivations

Declared motivations Users Nonusers t-test P-values
Financing an unexpected expenditure 0.247 0.186 8.118 0.000
Credit is cheap* 0.264 0.206 3.521 0.001
Financing an important project 0.257 0.211 3.669 0.000
Smoothing expenditure over the year 0.254 0.214 2.238 0.027
Satisfying a desire 0.256 0.222 2.071 0.039

Note: Unpaired samples t-tests; from the resultbedfene’s pre-tests, equal group-
variances are assumed for all motivations excegit'@redit is cheap’, where statistics

are computed using group-specific variances.

These results are consistent with the cognitive lagithvioural attitudes dominating
the emotional in explaining the propensity towardda, as shown before, both with respect
to scale values and internal consistency of thamstituent items. It is also worth pointing out
that while for credit users average scale valuesgalite homogeneous across motivations,
they are more dispersed among non-users, tendingpetchigher when associated to
discretionary purposes.

Psychological factors and forms of consumer credit

As documented in the literature review section, pegchological traits of consumers can
have an influence on the types of credit they pré&fee questionnaire included two questions

specific to this topic. Credit user were asked ¢clare the actual form of credit they had

2 For non-users, motivations refer to a hypothesdaiation of recourse to credit.
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used, while non-users were asked to tell what fttrey would have been most likely to use
had they recurred to consumer cré&tiThis particular way of formulating the questian i
such to isolate the respondent's attitude towaedirthus reducing the bias from attitude

toward money that affects most previous studies

Table 6 Attitude's and locus of control's influence on pred¢d form of credit

Preferred  form  of Household type  Coefficient Std. Err. P-value

credit
Attitude

Point-of-sale lending User 1.746 0.609 0.004
Non user 3.447 1.054 0.001
Personal credit User -1.774 0.669 0.008
Non user 5.683 1.013 0.000
Salarv | User —6.485 1.266 0.000
alaty foan Non user 3265  1.296 0.012

Locus of Control

Point-of-sale lending User 1.007 0.584 0.085
Non user 1.850 0.916 0.043

Personal credit User -2.521 0.663 0.000
Non user 5.245 0.859 0.000

Salary | User -3.654 1.174 0.002
dlary foan Non user 5590  1.070  0.000

Notes: Multinomial logistic regressions of credho@ce against attitude and
locus of control scores; ‘Revolving credit card'tie reference category; N. of

cases = 1546 excluding non-respondents.

The data thus collected have been analysed inection to the attitude toward credit
and the locus of control of the interviewee, sirmanéously for both users and non-users. To
this purpose, two multinomial logistic regressiomgve been run, where the dependent
variable is the preferred form of credit and theas@ates are the household type (user or non-
user) and, respectively, the attitude and the locliontrol scale measures. For both

regression, the reference category of the dependmrdble is credit card financing. The

13 A share equal to 32.7 per cent of non-users dicanswer to this question. Therefore, the analpsesented
in this paragraph have been made on a sample éfl&dseholds.

14 See the review paragraph about personal attifud®sction 1.
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results are summarized in Table n.6; a positivegdtiee) value of any given coefficient
means that the psychological factor of interestaases (decreases) the probability of using
the corresponding form of credit instead of creditds.

The estimates from the first regression (top pasiebw that the hypothesis of a more
favourable attitude toward debt not having any atffen the preferred form of consumer
credit is strongly rejected across all househopesy For actual users, the higher the attitude
value the more likely is financing consumption witedit cards or point-of-sale lending,
against more direct forms such as personal bartkt@esalary loans. To the contrary, credit
non-users are more likely to recur to direct forassattitude toward credit gets stronger;
point-of-sale lending is also significantly prefrto credit cards. Further analyses on the
specific effect of the cognitive component retumresults’ pattern largely similar to what has
emerged from the overall attitude’s regres§ion

With respect to the locus-of-control regressiooti@m panel), while the preference of
point-of-sale lending to credit cards turns oub&only weakly affected by a more external
locus for both users and non-users, the coeffisi@ssociated to direct credit forms are
sizeable and highly significant. As external logets stronger, users are more likely to recur
to credit cards, while the opposite is true for qusers, which tend to prefer personal credit
and salary loans.

Attitudes vs. other factors in recourse to credit

The collected empirical evidence supports the cléat attitudes can be an important
determinant in consumer credit decisions. In otddre more confident on this, it is necessary
to check whether attitudes still exert an influemdeen other potentially relevant factors are
taken simultaneously into account.

To this purpose, a binary logistic regression basn run of credit use on attitude
toward credit, locus of control and several contalariates. Beyond customary demographic
variables, controls include: the logarithm of cotrger-capita income, the interviewee
expectations of the future household income andothieership of the family home. This
specification has been chosen by supervised badkselection, starting from a model that
included more factors, which turned out not to betigtically significant and were then
excluded. The regression results are displayedbieln.7.

'3 The cognitive component is the most influentiakdminant of attitude indeed.
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Table 7 Logistic regression analysis of recourse to credit

Covariate Coefficient Std. Err. DoF P-value
Domicile (by area) 3 0.000
North East 0.233 0.150 1 0.121
Center 0.189 0.150 1 0.209
South and Islands 0.656 0.129 1 0.000
Size of hometown (residents) 3 0.000
5000 to 39.999 0.295 0.137 1 0.031
40.000 to 249.999 0.253 0.156 1 0.105
250.000 and above —-0.392 0.177 1 0.026
Home ownership 0.614 0.157 1 0.000
Log of per-capita income 0.000 0.098 1 0.999
Income expectations 4 0.075
Incresing —0.593 0.371 1 0.110
Stable —-0.360 0.361 1 0.318
Decreasing —0.166 0.389 1 0.669
Strongly decreasing 0.237 0.629 1 0.706
Attitude toward credit 4.510 0.450 1 0.000
Locus of control (external) -1.368 0.405 1 0.001
Costant —-0.892 0.759 1 0.240
N. of cases 1856 Log-Lik 2375.57
Hosmer&Lemeshow Ch®8) = 10.36 Pseudo’R= 0.101
goodness-of-fit test P-value = 0.240

Note: Reference categories for nominal and ordiraiables are as follows:
‘North West' for Domicile, ‘Up to 4999 for Size ohometown, ‘Strongly

decreasing’ for Income expectations; the Psetfdis Rox and Snell’s version.

The estimated regression has a very good fit tosémeple data, as the pseuddif
quite high (10.1) and the Hosmer&Lemeshow test dussreject the null hypothesis of
inconsistency between the observed and predicte@v®y a large margin (P-value = 0.24).
The coefficient's and Wald test’s values confirmatthattitude has a major influence on
consumer credit decision: as favour toward cretitdases, so does the probability of taking
on debt. Consistently with the permanent incomeottygsis, very positive expectations about
future income increase the probability of usingddre which smoothes consumption
expenditures over time. On the other hand, curpamtcapita income does not have any

significant effect.
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Contrary to the outcome of other analyses presantdus paper, the (external) locus
of control turns out to be significant and to hapgte a positive influence on credit use. As
already mentioned, this contrasts the findings oktrexisting research, whereby locus of
control is either not significant or has a positeféect on taking on debt. Bearing in mind the
limits imposed by the modest quality of the locdscontrol measure in the sample, this
outcome may be explained in two ways. Firstly, dependent variable is the purposeful use
of consumer credit and not, as in most of theditae, a situation of consumer indebtness
induced by adverse factors largely beyond the obuwiir the individuals. Therefore, it does
not seem unlikely for people with stronger interfoalus to be keener to use consumer credit;
the more so considering the importance of cogniitteudes that has emerged in this study.
As a second explanation, not unrelated to the fgriheshould be considered that in Italy
consumer credit is a far less common phenomenanahngst North American and British
households, to which most existing studies refaer&fore, in Italy the recourse to consumer
credit may frequently be the outcome of consciananicial planning, which is typical of

internal locus of control personality.

5 Conclusions

Based on the analyses of an original data set feorsurvey on two thousand Italian
households, the empirical evidence presented is plaiper supports the hypothesis that
consumer-credit users and non-users differ witlpaeis to their psychological profile.
Particularly, the attitude toward credit is morgdarable among the former. Also, a stronger
attitude makes using consumer credit more likelgnetaking into account the simultaneous
effect of other factors that may influence familyaincial decisions, as per-capita income and
earnings expectations.

Motivations for using credit are also related tiitede. Larger and positive differences
in attitude between users and non-user are foutitl l@spect to those motivations that are
related to conscious or planned recourse to cr€uitthe other hand, stronger attitudes are
associated to discretionary consumption for botlugs.

The declared preference for different forms ofddrésuch as personal loans, credit
cards) too is influenced by attitudes. As attitge¢s stronger, credit users are more likely to

finance consumption with credit cards or point-afeslending rather than with direct credit,
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while the opposite is true for non-users. The cigmicomponent, which determines the
individual's decision-making framework, seems ta@heial in shaping this relation.

Personality characteristics are also considerethis study. Specifically, the role
played by the perception of the personal abilitglédbermine one's own life events (‘locus of
control’) has been examined. Consistently with s@revious research, locus of control's
effect on consumer credit does not clearly emeanghis study. While users and non-users do
not differ significantly by locus of control scores general and by motivations for using
credit, this is not so with respect to the prefeérferm of credit. Indeed, when the locus is
more external (that is, the decision maker is nfatalistic) users are more likely to prefer
credit cards, while the opposite is true for norraswho would tend to make recourse to
direct credit.

When the effects of attitude, personality and offeential determinants of consumer
credit are considered together, external locusootrol emerges as an important factor that
reduces the probability of taking on debt. Thisuless partly at odds with some existing
literature that has found a higher external loco®rg individuals with debt, and might be
explained by this study focussing on the purposeffigice of using credit rather than on the
passive condition of being into debt.

The main conclusion from this study is that anuefice of psychological profile on
families' credit behaviour cannot be rejected. Wiattitudes and personality factors, being
complex features, are admittedly not easy to measuisurvey-based studies, the topic is
worth further investigation, as they contributehe definition of consumer's preferences and
decision-making framework. Also, these elements turt to be complementary to expected
income in shaping the outcome of credit decisiontggrating them into models based on

economic rationality is therefore a promising lofeesearch.
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