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ABSTRACT

This research examines the extent, determinants, and mitigating factors of household financial
vulnerability in Kerala, Kerala provides a particularly interesting case, as the state combines high
levels of literacy with an equally notable pattern of household indebtedness. This study adopts a
descriptive and explanatory quantitative design. The first step involves constructing a Household
Financial Vulnerability Index (HFVI) and analysing the role of demographic factors. Financial
capability, encompassing literacy, skills, inclusion, and behaviour, as well as the influence of
digitalised payments, is then examined in greater depth. Data were collected through a structured
questionnaire, which was piloted with 61 respondents and validated for reliability (Cronbach’s alpha
> 0.7). A multi-stage stratified sampling approach across six districts produced a final sample of 632
households. Furthermore, one-way ANOVA and t-tests revealed that income, gender, age, district,
marital status, and employment significantly influenced vulnerability levels, whereas education had a
limited effect. To assess the role of financial capability and digitalised payments, nine hierarchical
fractional probit regression models were employed. The findings consistently demonstrated that
financial capability and its sub-dimensions significantly reduced vulnerability, while digitalised
payments, whether considered independently or alongside financial capability, did not exert a
meaningful effect. The findings highlight financial capability as a key protective factor, while digital
access on its own does not appear to strengthen resilience. These insights point to the need for targeted
interventions by policymakers, financial institutions, and educators, particularly those that build
financial knowledge, practical skills, and positive financial behaviours. Strengthening these areas can
foster more resilient households and enhance overall financial well-being.
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