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ABSTRACT 

Financial literacy has emerged as a crucial determinant of investment behaviour, especially among young 

investors in developing economies like India. With increasing access to financial products such as mutual funds, 

stocks, cryptocurrencies, and insurance instruments, the need for financial awareness has become more 

significant than ever. This study examines the impact of financial literacy on investment decisions among young 

individuals. The research is based on secondary data collected from academic journals, RBI reports, SEBI 

publications, and industry studies. The findings reveal that financially literate individuals are more likely to 

make informed investment decisions, diversify their portfolios, and exhibit lower susceptibility to financial 

fraud. However, a lack of awareness and over-reliance on informal sources such as social media often leads to 

poor financial choices. The study concludes that improving financial literacy can significantly enhance 

investment efficiency and financial stability among young investors. 
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INTRODUCTION 

In recent years, India has witnessed a rapid 

expansion in financial markets, 

accompanied by increased participation 

from retail investors, particularly the youth. 

The availability of online trading platforms, 

mobile applications, and simplified 

investment procedures has made financial 

markets more accessible than ever before. 

However, accessibility without adequate 

knowledge can lead to irrational financial 

decisions. 

Financial literacy refers to the ability of 

individuals to understand and effectively 

use various financial skills, including 

personal financial management, budgeting, 

and investing. It plays a critical role in 

enabling individuals to make informed 

decisions regarding savings, investments, 

and risk management. 

Young investors, often driven by 

aspirations of quick wealth creation, tend to 

invest in high-risk instruments without 

proper understanding. The growing 

influence of social media platforms and 

unverified financial advice further 

complicates the situation. Many individuals 

rely on trends rather than analysis, leading 

to speculative investments. 

In this context, it becomes essential to 

examine how financial literacy influences 

investment decisions. This study aims to 

analyze whether financially aware 

individuals make better investment choices 

compared to those with limited financial 

knowledge. 

 

III. OBJECTIVES OF THE STUDY 

 To understand the concept and 

importance of financial literacy 

 To examine the relationship 

between financial literacy and 

investment decisions 
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 To identify factors influencing 

investment behaviour among young 

investors 

 To analyze the challenges 

associated with lack of financial 

awareness 

 

IV. LITERATURE REVIEW 

Financial literacy has been widely 

recognized as a key factor influencing 

financial decision-making. According to 

Lusardi and Mitchell (2014), financial 

literacy significantly impacts individuals’ 

ability to plan for retirement, manage debt, 

and make investment decisions. 

A study by the Reserve Bank of India 

highlights that a large portion of the Indian 

population lacks basic financial knowledge, 

which affects their ability to participate 

effectively in financial markets. Similarly, 

SEBI reports emphasize the need for 

investor education to promote informed 

decision-making. 

Research by Agarwal et al. (2009) suggests 

that financially literate individuals are more 

likely to diversify their investments and 

avoid high-risk financial mistakes. Another 

study by Van Rooij et al. (2011) found a 

strong correlation between financial 

knowledge and stock market participation. 

In the Indian context, studies indicate that 

young investors often lack adequate 

financial understanding, leading to reliance 

on peer influence and social media trends. 

This behaviour increases the risk of 

financial losses and poor investment 

outcomes. 

 

V. RESEARCH METHODOLOGY 

The study adopts a descriptive research 

design based on secondary data. 

Information has been collected from 

academic journals, RBI and SEBI reports, 

financial publications, and credible online 

sources. 

The focus of the study is on young investors 

in urban and semi-urban areas who actively 

participate in financial markets. Data 

analysis involves identifying trends, 

patterns, and relationships between 

financial literacy and investment behaviour. 

Limitations: 

 Absence of primary data 

 Limited scope to secondary sources 

 Generalized findings may not apply 

to all demographics 

VI. CONCEPTUAL FRAMEWORK: 

FINANCIAL LITERACY AND 

INVESTMENT DECISION 

Financial literacy influences investment 

decisions through multiple dimensions: 

1. Knowledge of Financial Products 

Understanding different financial 

instruments such as stocks, bonds, mutual 

funds, and derivatives helps investors 

choose suitable options based on their risk 

appetite. 

2. Risk Assessment Ability 

Financially literate individuals can evaluate 

risks associated with investments and make 

balanced decisions. 

3. Portfolio Diversification 

Awareness encourages investors to spread 

investments across various assets, reducing 

overall risk. 

4. Long-Term Financial Planning 
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Financial literacy promotes disciplined 

investment behaviour and long-term wealth 

creation. 

5. Avoidance of Fraud and Misleading 

Schemes 

Educated investors are less likely to fall 

victim to scams and unrealistic return 

promises. 

 

VII. FACTORS INFLUENCING 

INVESTMENT BEHAVIOUR AMONG 

YOUTH 

1. Income Level and Savings Capacity 

Higher income enables greater investment 

participation. 

2. Peer Influence and Social Media 

Young investors often rely on 

recommendations from peers and online 

platforms, which may not always be 

reliable. 

3. Risk Tolerance 

Youth generally exhibit higher risk-taking 

ability but lack proper assessment skills. 

4. Technological Accessibility 

Mobile apps and online platforms simplify 

investment processes, encouraging 

participation. 

5. Financial Education 

Formal education and awareness programs 

significantly influence investment 

decisions. 

 

VIII. FINDINGS AND ANALYSIS 

The study reveals a strong relationship 

between financial literacy and investment 

decision-making. Individuals with higher 

financial awareness tend to make rational 

and informed investment choices. They are 

more likely to invest in diversified 

portfolios and prefer long-term financial 

planning. 

On the other hand, individuals with low 

financial literacy often depend on informal 

sources such as social media, friends, or 

unverified advisors. This leads to 

speculative investments and higher 

financial risk. 

The analysis also shows that financial 

literacy reduces behavioural biases such as 

overconfidence and herd mentality. 

Educated investors are better equipped to 

analyze market conditions and avoid 

impulsive decisions. 

Furthermore, the study highlights that 

financial literacy enhances confidence in 

financial markets, encouraging greater 

participation and economic growth. 

 

IX. ADVANTAGES OF FINANCIAL 

LITERACY IN INVESTMENT 

 Promotes informed decision-

making 

 Reduces financial risks 

 Encourages disciplined savings and 

investment 

 Enhances wealth creation 

 Improves financial stability 

 

X. CHALLENGES AND ISSUES 

 Lack of financial education in 

curriculum 

 Dependence on unreliable 

information sources 
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 Misleading investment schemes 

 Low awareness in rural and semi-

urban areas 

 Overconfidence among partially 

informed investors 

XI. CONCLUSION 

Financial literacy plays a vital role in 

shaping investment decisions among young 

investors in India. The study highlights that 

individuals with adequate financial 

knowledge are better equipped to make 

informed, rational, and diversified 

investment choices. 

Despite increased access to financial 

markets, the lack of proper awareness 

remains a significant challenge. The 

growing influence of social media and peer 

recommendations further emphasizes the 

need for structured financial education. 

Improving financial literacy can lead to 

better investment outcomes, increased 

financial inclusion, and overall economic 

development. Therefore, it is essential for 

policymakers, educational institutions, and 

financial organizations to promote financial 

awareness among the youth. 

 

XII. SUGGESTIONS 

 Introduce financial education in 

academic curriculum 

 Conduct awareness programs and 

workshops 

 Promote reliable financial 

information sources 

 Encourage long-term investment 

strategies 

 Strengthen regulatory frameworks 

to prevent fraud 
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