
IJARSCT  ISSN (Online) 2581-9429 

    

 

       International Journal of Advanced Research in Science, Communication and Technology (IJARSCT) 

                               International Open-Access, Double-Blind, Peer-Reviewed, Refereed, Multidisciplinary Online Journal 

Volume 5, Issue 1, February 2025 

Copyright to IJARSCT DOI: 10.48175/IJARSCT-23281   605 

www.ijarsct.co.in  

Impact Factor: 7.67 

A Study on Looking at the Ways People Classifies 

their Finances and how this Impacts their Choices 
Dr. K. Baranidharan1, Shrivatshan. R2, Sathya Narayanan. V3, 

Badrinathan P4, Rahul. B5, 
1Professor, Department of Management Studies 

2,3,4,5,First Year Management Studies 

Sri Sai Ram Institute of Technology, Chennai, India  

 

Abstract: Financial resource classification plays a pivotal role in shaping individuals' financial 

behaviours, influencing their spending, saving, and investment decisions. This study explores how people 

categorize their financial resources—specifically into savings, discretionary spending, and investments—

and examines the impact of these classifications on financial decision-making. By analysing socio-economic 

status, cultural backgrounds, personality traits, and behavioural finance theories, the study highlights key 

factors that shape financial habits. The research aims to enhance financial literacy by identifying cognitive 

biases and misconceptions that hinder effective money management. The insights gained can inform 

financial education programs and strategies to promote sound financial decision-making and long-term 

financial stability. 
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I. INTRODUCTION 

Individuals frequently confront the difficulty of efficiently managing their financial resources in today's intricate 

financial environment. A person's spending patterns, savings methods, and investment choices are all heavily impacted 

by how they organize their finances. If you want to learn how to manage your money well and make decisions that help 

you reach your financial goals, you need to familiarize yourself with these categories. Individuals' money management 

and decision-making are significantly influenced by the categorization of financial resources. For example, people who 

put an emphasis on saving may be more careful with their money and invest cautiously so that they can accumulate a 

safety net before treating themselves to luxuries. People who put more emphasis on spending money on discretionary 

items may end up in a debt trap and unable to put money up for the future. Confidence in handling money matters is 

influenced by how people view their financial resources. Those who keep track of their income, expenses, and 

investments are in a better position to make smart decisions that help them reach their financial objectives. On the other 

hand, those who aren't sure how their money is classified could be anxious and uncertain, which could cause them to 

make hasty decisions that endanger their financial security. 

 

Purpose of the Research  

1. To learn the typical distribution of people's money among savings, discretionary expenditure, investments, and other 

categories.  

2. To examine how these categories impact decision-making and financial management.  

 

Research Area  

Participants in this study will come from all walks of life and all levels of income. It will go into how money is 

classified in the context of individual and family budgets. In order to collect thorough data on the participants' views 

and behaviours towards money, the research will use both qualitative and quantitative methodologies.  
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Importance of Research  

To help people make good financial decisions in today’s complicated financial environment, it's important to 

understand how people classify money. Debt accumulation and insufficient savings are two examples of the bad 

financial outcomes that can result from people's inability to manage their money well. This study seeks to identify the 

cognitive biases and misconceptions that impede successful financial management by exploring the categorization of 

money. The findings can guide initiatives to improve financial literacy and provide people more agencies over their 

own money. 

 

II. FINANCIAL RESOURCES 

Assembling one's financial resources into categories is a cornerstone of responsible money management. In order to 

make educated choices regarding spending, saving, and investing, people frequently sort their financial assets into 

different categories. With an emphasis on savings, discretionary spending, and investments, this paper seeks to offer a 

comprehensive examination of how individuals often classify their financial resources. People can improve their 

financial habits and reach their financial goals by learning about these categories. 

 

Savings 

Definition and Importance 

Savings refer to the portion of income those individuals set aside for future use rather than spending immediately. This 

category is crucial for financial security, as it provides a safety net for emergencies, future purchases, and long-term 

goals. 

 
 

Types of Savings 

 Emergency Fund: A reserve of funds set aside to cover unexpected expenses, such as medical emergencies or 

job loss. 

 Short-term Savings: Funds earmarked for upcoming expenses, such as vacations or major purchases within 

the next few years. 

 Long-term Savings: Savings intended for future goals, such as retirement or buying a home. 
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III. BEHAVIOURAL PATTERNS 

A person's financial objectives and current situation determine the relative importance of various savings strategies. The 

"pay you first" approach is popular; this means setting aside money for savings before worrying about other bills. This 

method is useful for making sure that savings targets are reliably achieved. 

 

Discretionary Spending 

Definition and Importance 

Discretionary spending refers to non-essential expenses that individuals can choose to spend or save. This category 

includes entertainment, dining out, hobbies, and luxury items. While discretionary spending is often viewed as a source 

of enjoyment, it plays a significant role in overall financial health. 

 

Categories of Discretionary Spending 

 
 Entertainment: Expenses related to leisure activities, such as movies, concerts, and travel. 

 Dining Out: Money spent on eating at restaurants or ordering takeout. 

 Hobbies and Interests: Funds allocated for personal interests, such as sports, crafts, or gaming. 

 

Behavioural Patterns 

Individuals often struggle with balancing discretionary spending and savings. Some may indulge in discretionary 

expenses without considering their long-term financial goals, leading to potential debt or insufficient savings. Others 

may adopt a more disciplined approach, setting budgets for discretionary spending to ensure they can enjoy life while 

still saving for the future. 

 

IV. INVESTMENTS 

Definition and Importance 

Investments involve allocating financial resources to assets with the expectation of generating a return over time. This 

category is essential for wealth building and achieving long-term financial goals, such as retirement or funding 

education. 
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Types of Investments 

 Stocks: Shares of ownership in a company, which can provide dividends and capital appreciation. 

 Bonds: Debt securities that pay interest over time, offering a more stable return compared to stocks. 

 Real Estate: Property investments that can generate rental income and appreciate in value. 

 Mutual Funds and ETFs: Pooled investment vehicles that allow individuals to invest in a diversified 

portfolio of assets. 

 

Behavioural Patterns 

Factors including risk tolerance, financial literacy, and market conditions impact people's investing behaviour. Some 

people may choose to play it safe and put their money into low-risk investments, while others may go all out and try to 

make a killing in the stock market or some other unconventional investing vehicle. 

Interconnections between Categories 

Understanding how savings, discretionary spending, and investments interconnect is vital for effective financial 

management. 

Balancing Act 

Individuals must strike a balance between these categories to achieve financial stability. For instance, excessive 

discretionary spending can hinder savings and investment opportunities, while overly restrictive saving habits may lead 

to dissatisfaction and burnout. 

Financial Planning 

Making a spending plan that accounts for all three is essential for sound financial planning. By taking the big picture 

into account, people are better able to manage their finances, which in turn helps them to live now and save for the 

future.  Personal values, cultural standards, and socioeconomic status are just a few of the many elements that play a 

role in the complicated process of financial decision-making. It is critical for consumers, financial advisors, and 

lawmakers to comprehend the impact of these categories on money management. This document will give a thorough 

review of the underlying mechanisms by which various classifications affect financial habits and decisions. 
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V. IMPACT PEOPLE'S DECISION-MAKING AND FINANCIAL MANAGEMENT PRACTICES 

 
Definition and Impact 

Socio-economic status (SES) is a classification that encompasses an individual's economic and social position relative 

to others. It is typically determined by income, education, and occupation. SES significantly influences financial 

behaviour in several ways: 

 Access to Resources: Individuals from higher SES backgrounds often have greater access to financial 

resources, including credit, investment opportunities, and financial education. This access allows them to make 

more informed financial decisions and take calculated risks. 

 Risk Tolerance: People with higher SES tend to have a higher risk tolerance. They are more likely to invest in 

stocks or start businesses, as they have a financial cushion to fall back on in case of losses. Conversely, those 

from lower SES backgrounds may prioritize saving and avoiding risk due to financial insecurity. 

 Financial Literacy: Education plays a critical role in financial literacy. Individuals with higher educational 

attainment are generally more knowledgeable about financial products and services, leading to better decision-

making. In contrast, those with lower educational levels may struggle to understand complex financial 

concepts, resulting in poor financial choices. 

 

Behavioural Patterns 

Spending patterns, saving behaviours, and investing strategies are all impacted by socioeconomic status, according to 

research. People from more privileged socioeconomic origins may value long-term saves and investments more highly 

than those from lower socioeconomic backgrounds, who may be more prone to spending their money quickly after 

receiving it. 

 

VI. CULTURAL BACKGROUNDS 

Cultural Influences on Money Management 
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Cultural classifications significantly shape financial behaviours and attitudes towards money. Different cultures have 

varying beliefs about wealth, saving, and spending, which can influence decision-making processes: 

 Collectivism vs. Individualism: In collectivist cultures, financial decisions may prioritize family and 

community needs over individual desires. This can lead to shared financial responsibilities and communal 

savings strategies. In contrast, individualistic cultures may emphasize personal financial independence and 

self-reliance. 

 Attitudes towards Debt: Cultural attitudes towards debt can vary widely. Some cultures view debt as a 

necessary tool for achieving financial goals, while others may see it as a moral failing. These attitudes can 

significantly impact how individuals approach borrowing and repayment. 

 Saving Practices: Cultural norms can dictate saving behaviours. For example, some cultures may emphasize 

the importance of saving for future generations, leading to different saving strategies compared to cultures that 

prioritize immediate consumption. 

 

Case Studies 

Examining specific cultural groups can provide insights into how cultural classifications influence financial decision-

making. For instance, studies have shown that Asian cultures often emphasize saving and frugality, while Western 

cultures may promote consumerism and spending. 

 

VII. PERSONALITY TYPES 

The Role of Personality in Financial Decisions 

 
Personality classifications, such as those defined by the Big Five personality traits (openness, conscientiousness, 

extraversion, agreeableness, and neuroticism), can also influence financial behaviours: 

 Conscientiousness: Individuals high in conscientiousness tend to be more organized and disciplined, often 

leading to better financial planning and saving habits. They are likely to stick to budgets and long-term 

financial goals. 

 Openness: Those who score high in openness may be more willing to explore new investment opportunities 

and financial products. This trait can lead to innovative financial strategies but may also result in higher risks. 

 Neuroticism: Individuals with high levels of neuroticism may experience anxiety related to financial 

decisions, leading to avoidance behaviours or overly cautious financial strategies. This can hinder their ability 

to make sound financial choices. 
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Implications for Financial Planning 

Understanding personality types can help financial advisors tailor their approaches to meet the unique needs of their 

clients. For example, a conscientious client may benefit from structured financial plans, while an open client may thrive 

with more flexible and innovative investment strategies. 

 

VIII. BEHAVIOURAL FINANCE THEORIES 

Overview of Behavioural Finance 

 
Behavioural finance examines how psychological factors and biases influence financial decision-making. Key 

classifications within this field include: 

 Cognitive Biases: These are systematic errors in thinking that affect financial decisions. For example, 

overconfidence can lead investors to underestimate risks, while loss aversion may cause individuals to hold 

onto losing investments longer than they should. 

 Emotional Influences: Emotions play a significant role in financial decision-making. Fear and greed can drive 

market behaviours, leading to irrational decisions during periods of volatility. 

 Social Influences: Social norms and peer behaviours can impact financial choices. Individuals may conform 

to the spending habits of their social circles, leading to collective financial behaviours that may not align with 

their personal goals. 

 

Practical Applications 

By learning about behavioural finance, people can become more self-aware when it comes to their money and learn to 

make better decisions. To help people overcome biases and become more financially literate, financial education 

programs might use behavioural finance principles. 

 

X. CONCLUSION 

The capacity to properly categorize and distribute one's resources across investments, discretionary spending, and 

savings is crucial for sound financial management. A person's financial decision-making process is impacted by their 

socio-economic situation, cultural background, personality attributes, and behavioural biases. Better financial habits, 

avoiding common traps, and achieving long-term financial security can be achieved by understanding these 
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classifications. This study highlights the need of structured financial planning and educated decision-making to promote 

sustainable financial well-being by cultivating financial literacy and promoting understanding of psychological and 

social influences on money management. 
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