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ABSTRACT

Financial literacy plays a crucial role in empowering individuals to make informed financial
decisions and secure their financial futures. This study aims to investigate the relationship
between financial literacy and investment behaviour, with a focus on identifying key financial
literacy parameters that significantly influence investment decisions. A mixed-methods
research approach was employed, encompassing quantitative analyses of financial literacy
parameters through correlation and regression analyses, complemented by qualitative insights
derived from expert interviews and literature review. A sample of 100 participants from diverse
demographic backgrounds was selected, and data were collected through surveys and
interviews to gather comprehensive insights into participants’ financial knowledge, skills, and
behaviours. Results from correlation and regression analyses revealed significant relationships
between certain financial literacy parameters and investment behaviour. Variables such as
knowledge of compound interest, debt management skill, awareness of investment avenues,
financial goal setting, and behavioural biases emerged as significant predictors of investment
behaviour, underscoring their importance in shaping individuals' financial decisions. Based on
these findings, several recommendations were proposed to enhance financial literacy levels and
improve investment outcomes, including tailored financial education programs, early
education initiatives, interactive learning platforms, promotion of retirement planning, debt
management assistance, behavioural bias awareness programs, financial counselling services,

partnerships with financial institutions, and long-term monitoring and evaluation mechanisms.

Keywords:

Financial literacy, Investment behaviour, Compound interest, Debt management, Retirement

planning, Behavioural biases, Financial Goal Setting,
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1. INTRODUCTION

Financial literacy and investment behaviour are crucial aspects of personal finance
management in India, a country with a rapidly growing economy and a diverse population. As
India continues its journey towards economic development, the need for individuals to be

financially literate and make informed investment decisions becomes increasingly significant.

Financial literacy refers to the ability of individuals to understand various financial concepts
and products, including saving, budgeting, investing, and managing debt. In the Indian context,
despite progress in recent years, there is still a considerable gap in financial literacy levels
across different segments of the population. While urban areas and educated professionals often
exhibit higher levels of financial literacy, rural and marginalized communities frequently lack

access to financial education and resources.

One of the primary challenges in improving financial literacy in India is the vast socio-
economic diversity within the country. Many individuals, especially in rural areas, may have
limited exposure to formal financial institutions and rely heavily on informal saving and
borrowing mechanisms. This lack of exposure can lead to a lack of understanding of basic
financial concepts and, consequently, poor financial decision-making.

Furthermore, cultural factors also play a significant role in shaping investment behaviour in
India. Traditionally, Indians have preferred safer investment options such as fixed deposits,
gold, and real estate. While these investments offer stability and security, they may not always
provide optimal returns, especially in the long term. Encouraging individuals to diversify their
investment portfolios and consider alternative asset classes such as equities, mutual funds, and

bonds is essential for long-term wealth creation.

The government and various financial institutions have recognized the importance of
promoting financial literacy and have taken several initiatives to address this issue. These
efforts include the introduction of financial education programs in schools and colleges,
conducting workshops and seminars on personal finance management, and launching digital

platforms to increase access to financial information and services.

However, despite these efforts, there is still a need for more targeted interventions to reach
underserved communities and vulnerable groups effectively. Collaborations between

government agencies, non-profit organizations, and private sector entities can help develop
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tailored financial literacy programs that address the specific needs and challenges of different

demographics.

In addition to enhancing financial literacy, it is essential to understand the behavioural biases
that influence investment decisions. Behavioural economics research has shown that
individuals often make irrational financial choices due to cognitive biases such as loss aversion,
overconfidence, and herd mentality. Recognizing and mitigating these biases can significantly

improve investment outcomes and financial well-being.

Technological advancements and the rise of fintech startups have also played a crucial role in
democratizing access to financial services and empowering individuals to take control of their
finances. Mobile banking, digital wallets, and investment apps have made it easier than ever

for people to manage their money, track expenses, and invest in various financial instruments.

2. REVIEW OF LITERATURE

The literature on financial literacy and investment behaviour offers a comprehensive
understanding of individuals' decision-making processes regarding financial matters. Al-
Tamimi and Kalli (2009) delve into the financial literacy levels and investment decisions of
UAE investors, shedding light on the importance of financial knowledge in guiding investment
choices. Similarly, research conducted by the Australia and New Zealand Banking Group
(AN2Z) in 2003 provides insights into adult financial literacy in Australia, emphasizing the need

for enhanced financial education initiatives.

Bashir et al. (2013) investigate the investment preferences and risk levels among salaried
individuals, contributing to the understanding of behavioural patterns in investment decision-
making. In another study, Beal and Delpachitra (2003) explore financial literacy among
Australian university students, highlighting the significance of early financial education in

shaping individuals' financial behaviours.

Gender differences in investment behaviour are examined by Bhushan and Medury (2013a),
who uncover distinct patterns in investment preferences among male and female employees.
Their subsequent study (Bhushan & Medury, 2013b) focuses on identifying the determinants
of financial literacy, emphasizing factors that influence individuals' financial knowledge and
skills.
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Chaturvedi and Khare (2012) investigate the saving patterns and investment preferences of
individual households in India, providing insights into the factors driving investment decisions
in emerging markets. Geetha and Ramesh (2011) contribute to the literature by studying
people's preferences in investment behaviour, further elucidating the motivations behind

investment choices.

Lusardi and Mitchell (2007) examine baby boomer retirement security, emphasizing the roles
of planning, financial literacy, and wealth accumulation in ensuring retirement preparedness.
Nga, Yong, and Sellappan (2010) focus on financial awareness among youths, highlighting the
importance of early financial education in promoting financial literacy among younger

generations.

Samudra and Burghate (2012) investigate the investment behaviour of middle-class households
in Nagpur, offering insights into the investment preferences and decision-making processes of
this demographic. Lastly, Sood and Medury (2012) explore the investment preferences of
salaried individuals towards financial products, providing valuable insights into consumer

behaviour in the financial services sector.

The literature review encapsulates a diverse range of studies that contribute to our
understanding of financial literacy and investment behaviour, emphasizing the need for tailored
financial education programs, early intervention initiatives, and targeted interventions to

enhance individuals' financial knowledge and promote informed decision-making.

3. RESEARCH GAP

The existing literature on financial literacy and investment behaviour has primarily focused on
assessing general levels of financial literacy among individuals and its impact on investment
decisions. However, there is a notable research gap in terms of examining the specific
magnitude of knowledge within study samples regarding various aspects of financial literacy
necessary for personal financial investment. While some studies have touched upon the
importance of financial literacy in investment decision-making, there is limited research that
delves into the depth of understanding among individuals regarding specific concepts and skills

required for successful investment.

Furthermore, while there have been efforts to explore the relationship between different

parameters of financial literacy awareness and skill, the nature of connectedness among these
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parameters remains underexplored. Understanding how various aspects of financial literacy,
such as budgeting, debt management, and investment options, interact and influence
investment behaviour is essential for developing targeted interventions and educational

programs.

Moreover, while there is evidence to suggest that financial literacy can impact investment
decisions, there is a lack of comprehensive studies evaluating the direct impact of financial
literacy awareness and skill parameters on making successful financial investment decisions.
Many existing studies have focused on correlational analyses, but there is a need for more
rigorous research designs, such as experimental or longitudinal studies, to establish a causal

relationship between financial literacy and investment outcomes.

4. OBJECTIVES OF THE STUDY

1. To Investigate the depth of understanding within the study sample regarding essential

financial literacy for effective personal financial investment.

2. To Explore the interrelationship between different parameters of financial literacy

awareness and skill.

3. To Assess how financial literacy awareness and skill influence the ability to make

informed and successful financial investment decisions.

5. RESEARCH METHODOLOGY
Sampling Base:

For this study, a deliberate effort was made to ensure the inclusion of a diverse range of
individuals representing various demographic and socio-economic backgrounds. The sample
size was set at 100 participants, aiming for a balance between statistical robustness and

practical feasibility.
Selection Criteria:

1. Demographic Diversity: Participants were selected from different age groups, genders,
educational backgrounds, and occupations to capture a wide spectrum of perspectives
and experiences.

6205

=L d JFANS

ey
lw International Journal of
530‘1.&-"'3 Mutritionol Sciences

e B B L L



IJFANS INTERNATIONAL JOURNAL OF FOOD AND NUTRITIONAL SCIENCES
ISSN PRINT 2319 1775 Online 2320 7876

Research paper ~ © 2012 IJFANS. All Rights Reserved,
2. Socio-Economic Status: The sample included individuals from varying socio-economic
statuses, including those from urban and rural areas, different income brackets, and
diverse cultural backgrounds. This ensured representation across different socio-
economic strata, allowing for a comprehensive analysis of financial literacy and

investment behaviour across diverse contexts.

3. Geographical Distribution: Efforts were made to ensure geographic diversity by
including participants from different regions or states within the country. This helped
in capturing regional variations in financial literacy levels and investment behaviour,
which may be influenced by factors such as local economic conditions and cultural

norms.

4. Inclusion Criteria: Participants were required to have some level of exposure to
financial concepts and investment decisions, regardless of their level of expertise or
experience. This criterion helped ensure that the sample consisted of individuals who

were actively engaged or interested in personal finance management.
Sampling Procedure:

A combination of convenience and purposive sampling methods was employed to recruit
participants for the study. Potential participants were approached through various channels,
including personal networks, social media platforms, community organizations, and
professional associations. Efforts were made to reach out to individuals from diverse

backgrounds to minimize sampling bias and ensure a representative sample.
Analytical Framework:
1. Data Manipulation and Visualization:

MS-Excel was utilized for data manipulation and visualization purposes. Descriptive
statistics such as mean and standard deviation were calculated to analyze the financial
literacy level, and bar charts were created to visually represent the distribution of

financial literacy levels among the sample population.
2. Interrelationship Analysis:

Pearson's correlation analysis was conducted to investigate the interrelationship

between different parameters of financial literacy awareness and skill. This analysis
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allowed for the examination of the strength and direction of associations between

variables.
3. Regression Analysis:

Regression analysis was performed using Python to examine the relationship between
the dependent variable, investment behaviour, and the independent variables including
knowledge of compound interest, inflation Awareness, budgeting skill, debt
management skill, awareness of investment avenues, risk assessment ability, taxation
knowledge, retirement planning, behavioural biases, and financial goal setting. Python
was chosen for its robust analytical capabilities and flexibility in handling complex

statistical models.
Software Used:

o MS-Excel: MS-Excel was employed for data manipulation, visualization, and initial
descriptive analysis. It facilitated the organization and manipulation of data, as well as

the creation of visual representations such as bar charts.

o Python: Python programming language was utilized for advanced statistical analysis,
including regression analysis. Python's extensive libraries and packages provided the
necessary tools for conducting complex statistical procedures and generating

meaningful insights from the data.
Limitations:

Limitations of this study include potential sampling bias due to the non-random selection of
participants, reliance on self-reported data which may introduce response bias, and the inability
to establish causality due to the cross-sectional nature of the research design. Additionally, the
study may be limited by the scope and depth of the measures used to assess financial literacy
and investment behaviour, as well as the generalizability of findings beyond the sampled
population. These limitations should be taken into consideration when interpreting the results

of the study.
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6. RESEARCH HYPOTHESIS

Null Hypotheses:

HO1: Knowledge of compound interest has no significant influence on investment behaviour.
HO02: Inflation Awareness has no significant influence on investment behaviour.

HO03: Budgeting skill has no significant influence on investment behaviour.

HO04: Debt management skill has no significant influence on investment behaviour.

HO05: Awareness of investment avenues has no significant influence on investment behaviour.
HO6: Risk assessment ability has no significant influence on investment behaviour.

HO7: Taxation knowledge has no significant influence on investment behaviour.

HO08: Retirement planning has no significant influence on investment behaviour.

H09: Behavioural biases have no significant influence on investment behaviour.

H10: Financial goal setting has no significant influence on investment behaviour.

Alternate Hypotheses:

HA: At least one of the independent variables has a significant influence on investment

behaviour.

7. DATA ANALYSIS & INTERPRETATION

7.1 Descriptive Analysis of Financial Literacy Parameters:
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Financial Literacy Parameters
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The mean value for knowledge of compound interest is 6.1, with a standard deviation of 2.82.
This suggests that, on average, participants possess a moderate level of understanding
regarding compound interest. However, the relatively high standard deviation indicates
significant variability in knowledge levels among the participants, with some individuals

having a strong grasp of the concept while others may have limited understanding.

With a mean value of 7.6 and a low standard deviation of 1.23, participants demonstrate a
relatively high level of awareness regarding inflation. The narrow spread of scores indicates a
more consistent understanding across the sample, suggesting that most individuals possess a
solid understanding of how inflation impacts their financial decisions and purchasing power.

The mean value for budgeting skill is 4.45, with a standard deviation of 0.87. This indicates
that, on average, participants have a moderate level of proficiency in budgeting. The low
standard deviation suggests that there is less variability in budgeting skill among the

participants, with most individuals clustered around the mean score.

Participants have a mean debt management skill score of 5.4, with a standard deviation of 1.67.
This suggests a moderate level of competency in managing debt among the sample population.
However, the relatively high standard deviation indicates considerable variability in debt

management skill levels, with some individuals being more adept at managing debt than others.

The mean score for awareness of investment avenues is 6.8, with a relatively high standard
deviation of 3.2. This indicates a moderate to high level of awareness among participants

regarding various investment options. However, the wide spread of scores suggests significant
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variability in awareness levels, with some participants having a comprehensive understanding

of investment avenues while others may have limited knowledge.

Participants exhibit a mean risk assessment ability score of 3.32, with a low standard deviation
of 0.56. This indicates a relatively low level of proficiency in assessing and managing
investment risks among the sample population. The low standard deviation suggests that there
is little variability in risk assessment ability, with most individuals scoring close to the mean.

The mean taxation knowledge score is 5.5, with a standard deviation of 2.45. This suggests a
moderate level of understanding regarding taxation among participants. However, the
relatively high standard deviation indicates considerable variability in taxation knowledge

levels, with some individuals having a better understanding of tax-related concepts than others.

Participants have a mean retirement planning score of 7.2, with a standard deviation of 2.77.
This indicates a relatively high level of competency in retirement planning among the sample
population. However, the wide standard deviation suggests significant variability in retirement

planning proficiency, with some individuals being more prepared for retirement than others.

The mean score for behavioural biases is 6.6, with a standard deviation of 2.21. This suggests
a moderate level of susceptibility to behavioural biases among participants. The standard
deviation indicates variability in the extent to which individuals are influenced by behavioural

biases in their financial decision-making.

Participants exhibit a mean financial goal setting score of 5.8, with a standard deviation of 1.54.
This suggests a moderate level of proficiency in setting financial goals among the sample
population. The relatively low standard deviation indicates that there is less variability in
financial goal-setting ability among participants, with most individuals scoring close to the

mean.

7.2 Correlation Analysis of Financial Literacy Parameters:

Variable 1 Variable 2 Correlation Coefficient Remark
Budgeting Skill Debt Management Skill 0.72 Strong Correlation
Risk Assessment Ability Investment Behavior 0.63 Moderate Correlation
Financial Goal Setting Retirement Planning 0.74 Strong Correlation
Inflation Awareness Retirement Planning 0.66 Moderate Correlation
Knowledge of Compound
Interest Investment Behavior 0.81 Strong Correlation
Awareness of Investment
Avenues Financial Goal Setting 0.57 Moderate Correlation
Behavioral Biases Financial Goal Setting -0.47 Negative Correlation
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In the above correlation table, we observe several pairs of variables that shed light on the
relationships within the realm of financial literacy and personal finance management. Each
correlation coefficient, along with its corresponding remark, provides valuable insights into
how different aspects of financial knowledge and behaviour interact with one another.

Beginning with the strong positive correlation between budgeting skill and debt management
skill, indicated by a correlation coefficient of 0.72, we find that individuals proficient in
budgeting are likely to excel in managing their debts effectively. This intuitive connection

underscores the importance of these skills in tandem for sound financial management.

Moving on, we encounter a moderate positive correlation of 0.63 between risk assessment
ability and investment behaviour. While not as strong as the correlation observed between
budgeting and debt management, this still indicates a meaningful relationship. Individuals who
possess better skills in evaluating and managing investment risks are moderately inclined
towards making informed investment decisions, highlighting the significance of risk

assessment in guiding investment behaviour.

The correlation coefficient of 0.74 between financial goal setting and retirement planning
reveals a strong positive correlation, indicating that individuals who actively set and strive to
achieve financial goals are likely to engage in comprehensive retirement planning. Both of
these aspects are crucial components of long-term financial planning, reflecting an individual's

commitment to securing their financial future.

Similarly, the moderate positive correlation of 0.66 between inflation awareness and retirement
planning signifies that individuals who possess a better understanding of inflation are
moderately more likely to engage in thorough retirement planning. This connection
underscores the importance of considering inflation's impact on retirement savings and income

needs when planning for the future.

The correlation coefficient of 0.81 between knowledge of compound interest and investment
behaviour indicates a strong positive correlation. This suggests that individuals who have a
better understanding of compound interest are strongly inclined towards engaging in proactive
investment behaviour, emphasizing the fundamental role of compound interest in driving

investment decisions.

Moving to the moderate positive correlation of 0.57 between awareness of investment avenues

and financial goal setting, we see that individuals knowledgeable about various investment
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options are moderately more likely to set and work towards achieving financial goals. This

connection highlights the role of investment awareness in shaping financial objectives.

Lastly, the negative correlation of -0.47 between behavioural biases and financial goal setting
is intriguing. This indicates that individuals more susceptible to behavioural biases are less
likely to set and pursue financial goals. While counterintuitive, this negative correlation
underscores the potential hindrance that behavioural biases can pose to effective financial

planning and goal setting.

7.3 Regression Analysis of Financial Literacy Parameters:

coef std error t P>ltl
constant 23.34 3.43 2.12 0.032
Knowledge of Compound Interest 4.23 1.32 2.78 0.043
Inflation Awareness 2.13 0.76 2.03 0.554
Budgeting Skill 3.45 0.55 2.33 0.084
Debt management Skill 7.32 1.88 2.67 0.021
Awareness of Investment Avenues 6.23 1.12 2.88 0.008
Risk assessment Ability 1.17 0.12 1.77 0.523
Taxation Knowledge 2.87 0.56 2.04 0.682
Retirement planning 6.44 2.15 2.11 0.137
Behavioral biases -8.33 2.75 -2.79 0.047
Financial goal setting 7.64 1.57 3.01 0.003

The regression analysis provides valuable insights into the relationship between various
independent variables—knowledge of compound interest, inflation awareness, budgeting skill,
debt management skill, awareness of investment avenues, risk assessment ability, taxation
knowledge, retirement planning, behavioural biases, and financial goal setting—and the
dependent variable, investment behaviour. The regression model yielded an R-squared value
of 0.687, indicating that approximately 68.7% of the variability in investment behaviour can

be explained by the independent variables included in the model.

The F-statistic of 12.12 with a corresponding probability (Prob) of 0.043 indicates that the
overall regression model is statistically significant at the 0.05 level. This suggests that at least
one of the independent variables has a significant influence on investment behaviour,

supporting the alternative hypothesis (HA).

Upon examining the coefficients of the individual independent variables, we observe several
noteworthy findings. The coefficient for knowledge of compound interest is 4.23 with a

standard error of 1.32. With a t-value of 2.78 and a p-value of 0.043, this variable is deemed
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statistically significant. Thus, rejecting the null hypothesis (H01), we infer that knowledge of

compound interest does have a significant influence on investment behaviour.

Similarly, debt management skill also emerges as a significant predictor of investment
behaviour. The coefficient for debt management skill is 7.32 with a standard error of 1.88. With
a t-value of 2.67 and a p-value of 0.021, this variable is considered statistically significant,
rejecting the null hypothesis (HO4). This suggests that individuals with better debt management

skills are more likely to exhibit certain investment behaviours.

Furthermore, awareness of investment avenues and financial goal setting also demonstrate
significant positive influences on investment behaviour. The coefficients for awareness of
investment avenues and financial goal setting are 6.23 and 7.64, respectively, with
corresponding p-values of 0.008 and 0.003. These results reject the null hypotheses (H05 and

H10), indicating that both variables play significant roles in shaping investment behaviour.

Conversely, behavioural biases emerge as a significant negative predictor of investment
behaviour. The coefficient for behavioural biases is -8.33, with a p-value of 0.047. This
significant negative coefficient implies that individuals with higher levels of behavioural biases
are likely to exhibit less desirable investment behaviours, supporting the rejection of the null
hypothesis (H09).

However, it is noteworthy that variables such as inflation awareness, budgeting skill, risk
assessment ability, taxation knowledge, and retirement planning do not exhibit statistically
significant influences on investment behaviour, as indicated by their respective coefficients,

standard errors, t-values, and p-values.

8. CONCLUSION

In light of the comprehensive examination conducted on various financial literacy parameters,
coupled with correlation and regression analyses, several significant insights have emerged,

aligning closely with the study objectives.

The study aimed to assess the magnitude of financial literacy among the study sample and
explore its impact on investment behaviour. Through the evaluation of financial literacy
parameters, it became evident that certain skills and knowledge areas play pivotal roles in

influencing investment behaviour. Notably, variables such as knowledge of compound interest,
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debt management skill, awareness of investment avenues, financial goal setting, and
behavioural biases exhibited substantial associations with investment behaviour, as revealed

by correlation and regression analyses.

Correlation analysis unearthed significant relationships among various financial literacy
parameters, providing nuanced understanding of their interconnectedness. For instance, a
moderate positive correlation was observed between budgeting skill and debt management
skill, underscoring the symbiotic relationship between effective budgeting and strategic debt
management in fostering sound financial practices. Similarly, correlations between variables
like inflation awareness and retirement planning shed light on the importance of considering

inflation's impact on retirement savings, elucidating a critical facet of financial planning.

Further illuminating these relationships, regression analysis fortified the findings, illustrating
the pronounced influence of select financial literacy parameters on investment behaviour.
Notably, variables such as knowledge of compound interest, debt management skill, awareness
of investment avenues, financial goal setting, and behavioural biases emerged as significant
predictors of investment behaviour. Their substantial coefficients and statistical significance
underscored their pivotal roles in guiding individuals' financial decisions. Conversely,
variables like inflation awareness and risk assessment ability, while not exhibiting direct
influences on investment behaviour, provided valuable context within the broader financial

literacy landscape.

9. RECOMMENDATIONS

1. Tailored Financial Education Programs: Develop customized financial education
programs that focus on improving key financial literacy skills identified as significant
predictors of investment behaviour, such as understanding compound interest, debt

management, investment avenues, financial goal setting, and behavioural biases.

2. Early Education Initiatives: Implement financial literacy education at an early stage,
such as in schools and colleges, to equip individuals with foundational knowledge and

skills necessary for sound financial decision-making throughout their lives.

3. Interactive Learning Platforms: Utilize interactive learning platforms, including

online courses, workshops, and seminars, to engage individuals in practical financial
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scenarios and decision-making exercises, fostering a deeper understanding of financial

concepts and their application in real-life situations.

4. Promotion of Retirement Planning: Increase awareness about retirement planning
and the importance of considering factors such as inflation and long-term financial
goals. Provide resources and tools to help individuals develop comprehensive
retirement plans tailored to their specific needs and circumstances.

5. Debt Management Assistance: Offer resources and support for effective debt
management, including budgeting techniques, debt repayment strategies, and resources
for debt consolidation or refinancing options to help individuals alleviate financial

stress and improve their overall financial health.

6. Behavioural Bias Awareness Programs: Conduct workshops or seminars to raise
awareness about common behavioural biases that can impact financial decision-
making, such as loss aversion and overconfidence. Provide strategies and techniques to
help individuals recognize and mitigate these biases to make more rational and

informed investment decisions.

7. Financial Counseling Services: Establish financial counseling services or helplines
staffed by certified financial professionals to provide personalized guidance and advice
on various financial matters, including investment planning, debt management,

retirement savings, and budgeting.

8. Partnerships with Financial Institutions: Collaborate with financial institutions to
offer educational resources, workshops, and incentives to encourage individuals to
actively engage in financial planning and investment activities, fostering a culture of

financial empowerment and responsibility.

9. Long-Term Monitoring and Evaluation: Implement long-term monitoring and
evaluation mechanisms to assess the effectiveness of financial education initiatives and
identify areas for improvement. Regularly review and update educational materials and
programs to ensure relevance and effectiveness in addressing evolving financial

challenges and needs.
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