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Abstract - Financial literacy has become an essential skill in the modern financial environment,
especially among youth who are increasingly exposed to diverse financial products and services.
This study examines the impact of financial literacy on risk perception and investment behavior
among young individuals. The research aims to understand how knowledge of financial concepts
influences decision-making, risk tolerance, and investment patterns.

A structured questionnaire was used to collect primary data from 120 respondents across five

different banks. The study applies statistical tools such as correlation, regression, and percentage
analysis to evaluate relationships among variables. Findings indicate that higher financial literacy
leads to better understanding of risk and more rational investment behavior. Financially literate
individuals tend to diversify investments and are more confident in decision-making.
The study concludes that improving financial literacy among youth can significantly enhance their
financial well-being and promote informed investment choices. It also highlights the need for
educational institutions and financial institutions to actively promote financial education
programs.

1. Introduction - In today’s dynamic financial landscape, financial literacy plays a crucial role
in shaping individuals’ economic decisions. It refers to the knowledge and understanding of
financial concepts such as saving, investing, budgeting, and risk management. Among youth,
financial literacy is particularly important as they begin to make independent financial decisions
and participate in financial markets.

With the rapid growth of digital banking, stock markets, mutual funds, and other financial
instruments, young individuals are exposed to a wide range of investment opportunities. However,
lack of adequate financial knowledge can lead to poor financial decisions, increased risk exposure,
and financial instability. Risk perception, which refers to an individual’s ability to evaluate and
respond to financial risk, is closely linked to financial literacy.

Investment behavior is another critical aspect influenced by financial literacy. Individuals with
higher financial awareness are more likely to engage in systematic investment planning, portfolio
diversification, and long-term wealth creation. On the other hand, individuals with low financial
literacy may rely on speculation or informal advice, leading to suboptimal decisions.

This study focuses on examining the relationship between financial literacy, risk perception, and
investment behavior among youth. By analyzing these variables, the research aims to provide
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insights into how financial knowledge influences financial decision-making. The findings will be
useful for policymakers, educators, and financial institutions in designing effective financial
education programs.

2. Literature review —
Financial literacy has emerged as a critical determinant of financial decision-making, particularly
among youth who are increasingly participating in complex financial markets.

According to Annamaria Lusardi and Olivia S. Mitchell (2014), financial literacy significantly
enhances individuals’ ability to plan for retirement and make informed investment decisions. Their
study established that individuals with higher financial knowledge are more likely to participate in
stock markets and exhibit better risk diversification behavior.

The Organisation for Economic Co-operation and Development (2016) emphasized that
financial literacy is a key driver of financial inclusion and stability, especially among young
populations. It highlighted that inadequate financial knowledge leads to poor financial planning,
higher debt levels, and vulnerability to financial shocks.

Sumit Agarwal et al. (2009) explored lifecycle financial behavior and found that financial
mistakes decline with experience; however, low financial literacy results in suboptimal borrowing
and investment decisions. Their findings suggest that early financial education can significantly
improve long-term financial outcomes.

Similarly, Maarten van Rooij, Lusardi, and Rob Alessie (2011) demonstrated a strong positive
relationship between financial literacy and stock market participation. Financially literate
individuals were more likely to invest in equities and diversify their portfolios effectively.

From a behavioral perspective, Daniel Kahneman and Amos Tversky (1979) introduced the
concept of risk perception through Prospect Theory, explaining how individuals often deviate from
rational decision-making under uncertainty. This theory is particularly relevant in understanding
how youth perceive and respond to financial risks.
3. Research methodology —
3.1. Research Design
The study employs a quantitative, cross-sectional, descriptive-cum-analytical research design.
It aims to examine both the distribution of financial literacy among youth and the causal
relationships between financial literacy, risk perception, and investment behavior with the help of
using statistical techniques.
3.2. Conceptual Framework
Independent Variable:

« Financial Literacy

International Research Journal of Management Sociology & Humanity ( IRJMSH ) Page 348
www.irjmsh.com



http://www.irjmsh.com/

IRIMSH Vol 17 Issue 2 [Year 2026] ISSN 2277 —9809 (Online) 2348—-9359 (Print)

Dependent Variables:

e Risk Perception

e Investment Behavior
Control Variables:

o Age

e Gender

o Education
e Income

Proposed relationship
Financial Literacy — Risk Perception — Investment Behavior

Variable Operationalization

Variable Type Dimensions Measurement Items

Financial Independent | Knowledge, Awareness, Skills | Interest rate, inflation,

Literacy diversification

Risk Perception | Mediating Risk tolerance, loss aversion, Willingness to take risk,
confidence fear of loss

Investment Dependent | Investment pattern, frequency, | Regular investment,

Behavior diversification portfolio choice

All variables are measured using a 5-point Likert scale (1 = Strongly Disagree to 5 = Strongly
Agree).

3.3. Research Hypotheses

Hoi: Financial literacy does not significantly influence risk perception

H
Ho2: Financial literacy does not significantly influence investment behavior

1 Financial literacy significantly influences risk perception

—

Hi.: Financial literacy significantly influences investment behavior
Hos: Risk perception does not mediate the relationship between financial literacy and investment
behavior
His: Risk perception significantly mediates the relationship
3.4. Data Collection Methods
Primary Data -
Collected through a structured questionnaire administered to respondents from:
> SBI
> HDFC Bank
> ICICI Bank
> PNB
> AXis Bank
Secondary Data -
Collected from reports of Reserve Bank of India, SEBI, journals, and academic publications.
e Peer-reviewed journals
e Reports from Reserve Bank of India and SEBI
e Books and conference papers
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3.5. Sampling Design
e Population: Youth aged 18-35
o Sample Size: 120 respondents
o Sampling Technique: Stratified convenience sampling (bank-wise distribution)
o Sampling Area: Urban and semi-urban regions
Bank-wise Sample Distribution
SBI - 25 respondents
HDFC Bank — 25 respondents
ICICI Bank — 25 respondents
PNB — 20 respondents
Axis Bank — 25 respondents
3.6. Measurement of Variables
Financial Literacy (Independent Variable)
Measured using indicators:
> Knowledge of interest rates
> Understanding of inflation
> Awareness of investment instruments
> Financial decision-making ability
Risk Perception
> Risk tolerance
> Loss aversion
> Investment confidence
Investment Behavior
> Frequency of investment
> Portfolio diversification
> Preference for long-term investments
3.7. Questionnaire Design (Scale Development)
Divided into 4 sections: Demographics, Financial Literacy, Risk Perception, Investment Behavior
Items adapted from validated scales in prior studies Pre-tested with pilot sample (n = 120)
3.8. Reliability and Validity
Reliability
e Measured using Cronbach’s Alpha
e Threshold: a > 0.70 indicates acceptable internal consistency
Validity
o Content Validity: Ensured through expert review
e Construct Validity: Verified using factor analysis
« Convergent Validity: Checked through item correlations
3.9. Statistical Tools and Techniques
1. Descriptive Statistics -Mean, Standard Deviation, Percentage
2. Reliability Analysis - Cronbach’s Alpha
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Correlation Analysis - Pearson Correlation to test relationships
Regression Analysis - Multiple regression to assess impact
Mediation Analysis - To test whether risk perception mediates the relationship
6. t-test/ ANOVA - To analyze differences across demographic variables
3.10. Data Analysis Software
e SPSS/ Excel
3.11. Ethical Considerations
e Informed consent obtained
o Confidentiality of respondents maintained
o Data used strictly for academic purposes

4. Data Collection

Primary data for the study were collected through a structured questionnaire from 120 respondents
belonging to different banks, namely SBI, HDFC Bank, ICICI Bank, PNB, and Axis Bank. A
stratified convenience sampling technique was adopted to ensure representation across different
banking institutions.

The respondents consisted of youth aged between 18-35 years. The questionnaire included items
related to financial literacy, risk perception, and investment behavior, measured using a 5-point
Likert scale.

Data collection was conducted through both online and offline modes, ensuring a higher response
rate and reliability of data. All responses were carefully screened, coded, and tabulated for further
statistical analysis.

4.1. Sample Distribution (Bank-wise)

Primary data were collected from 120 respondents across five major banks to ensure diversity in
financial exposure:

ok w

Bank Name Number of Respondents Percentage (%)
State Bank of India (SBI) 25 20.8%
HDFC Bank 25 20.8%
ICICI Bank 25 20.8%
Punjab National Bank (PNB) 20 16.7%
Axis Bank 25 20.8%
Total 120 100%

The sample is evenly distributed across five major banks, with most banks contributing about
20.8% each, ensuring balanced representation. State Bank of India, HDFC Bank, ICICI Bank, and
Axis Bank have equal participation, while Punjab National Bank has a slightly lower share
(16.7%).
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Sample Distribution (Bank-wise)

21% 21% m State Bank of India (SBI)
R, e ®m HDFC Bank
1 ICICI Bank
m Punjab National Bank (PNB)
H Axis Bank

4.2. Demographic Profile of Respondents
Age-wise Distribution

Age Group Frequency Percentage
18-22 35 29.2%
23-27 40 33.3%
28-32 25 20.8%
33-35 20 16.7%
Total 120 100%

The age-wise distribution indicates that the majority of respondents fall within the 23-27 age group
(33.3%), followed by the 18-22 group (29.2%), highlighting a strong representation of younger
participants.

A relatively smaller proportion belongs to the 28-32 and 33-35 categories, suggesting that the
sample is predominantly composed of early-stage youth, which is appropriate for analyzing
financial behavior in emerging earners and decision-makers.

Age-wise Distribution

m18-22
m23-27

28-32
m33-35
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4.3. Gender Distribution

Gender Frequency Percentage
Male 70 58.3%
Female 50 41.7%
Total 120 100%

ISSN 2277 —9809 (Online) 2348-9359 (Print)

The gender distribution shows a higher proportion of male respondents (58.3%) compared to
female respondents (41.7%), indicating slight male dominance in the sample.

However, the presence of a substantial share of female participants ensures reasonable gender
representation, making the analysis more balanced and inclusive.

Gender Distribution

70 70

60

50

40

30

20

10

0
MALE FEMALE

4.4. Education Level
Qualification Frequency Percentage
Undergraduate 45 37.5%
Postgraduate 55 45.8%
Others 20 16.7%
Total 120 100%

The educational profile shows that the majority of respondents are postgraduates (45.8%),
followed by undergraduates (37.5%), indicating a relatively well-educated sample.

The presence of respondents in the “others” category (16.7%) adds diversity, ensuring that the
study captures varied educational backgrounds for more comprehensive analysis.

Education Level

m Undergraduate
m Postgraduate
Others
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4.5. Monthly Income

Income Level Frequency Percentage
Below 320,000 30 25%
320,000-%40,000 45 37.5%
%40,000-%60,000 25 20.8%
Above 260,000 20 16.7%
Total 120 100%

The income distribution indicates that the largest proportion of respondents falls in the ¥20,000—
40,000 range (37.5%), followed by those earning below 220,000 (25%), reflecting a
concentration in lower to middle income groups.

A smaller share belongs to higher income categories, suggesting that the sample primarily
represents early-career individuals with moderate earning capacity.

Monthly Income

60
50 45
40
30
20
10
Below 20,000~ %40,000— Above
20,000 40,000 60,000 60,000
=@ Frequency 30 45 25 20
4.6. Financial Literacy Level (Composite Score)
Level Frequency Percentage
Low 30 25%
Moderate 50 41.7%
High 40 33.3%
Total 120 100%

The distribution shows that the majority of respondents possess a moderate level of financial
literacy (41.7%), followed by a high level (33.3%), while 25% fall in the low category.

This indicates that although a significant proportion has adequate financial knowledge, there is
still scope for improvement to achieve higher financial awareness among youth.
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Low Moderate High
4.7. Risk Perception Level
Category Frequency Percentage
Low Risk Tolerance 35 29.2%
Moderate Risk Tolerance 55 45.8%
High Risk Tolerance 30 25%
Total 120 100%

The results indicate that the majority of respondents exhibit moderate risk tolerance (45.8%),

suggesting a balanced approach toward financial risk.

A smaller proportion shows low (29.2%) and high (25%) risk tolerance, implying that while some
individuals are cautious, others are willing to take higher risks for better returns.

Risk Perception Level

60
50
40
30
20
10

0

Low Risk Tolerance Moderate Risk Tolerance High Risk Tolerance
4.8. Investment Behavior

Behavior Type Frequency Percentage
Conservative Investors 40 33.3%
Moderate Investors 50 41.7%
Aggressive Investors 30 25%
Total 120 100%
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The distribution indicates that the largest group consists of moderate investors (41.7%), suggesting
a balanced investment approach among respondents.

A significant proportion are conservative investors (33.3%), reflecting a preference for safer
investment options. Meanwhile, 25% are aggressive investors, indicating a smaller segment
willing to take higher risks for potentially greater returns.

Overall, the findings show that most youth prefer a moderate and cautious investment strategy
rather than highly risky investments.

Investment Behavior

50
40
30
20
10

m Frequency

Conservative Moderate Aggressive
Investors Investors Investors

m Frequency 40 50 30

Key Observations from Data Collection
o Majority of respondents are young (18-27 age group)
« Financial literacy is moderate but not high
e Most respondents show moderate risk-taking ability
o Investment behavior is largely balanced (moderate investors)
o Bank-wise distribution ensures diversified financial exposure

5. Data Analysis and interpretation

The analysis clearly demonstrates that financial literacy plays a crucial role in shaping both risk
perception and investment behavior among youth. Individuals with higher financial knowledge are
more capable of evaluating financial risks and making informed investment decisions.

The mediation results further reveal that financial literacy does not directly influence investment
behavior alone, but also works through improving risk perception. This aligns with behavioral
finance theories, suggesting that individuals’ perception of risk is a key mechanism through which
financial knowledge translates into action.

Thus, enhancing financial literacy can lead to more rational, diversified, and confident investment
behavior among young individuals.

5.1. Descriptive Statistics

Variable Mean Standard Deviation
Financial Literacy 342 0.68
Risk Perception 3.28 0.72
Investment Behavior 3.35 0.70
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Interpretation- The mean scores indicate that respondents possess a moderate level of financial
literacy, risk perception, and investment behavior. The relatively low standard deviation suggests
that responses are fairly consistent across the sample.

5.2. Reliability Analysis (Cronbach’s Alpha)

Construct Alpha Value
Financial Literacy 0.81
Risk Perception 0.78
Investment Behavior 0.83

Interpretation- All constructs have Cronbach’s Alpha values greater than 0.70, indicating good
internal consistency and reliability of the measurement scale.
5.3. Correlation Analysis (Pearson Correlation)

Variables Financial Literacy | Risk Perception | Investment Behavior
Financial Literacy 1 0.52%* 0.61**

Risk Perception 0.52%** 1 0.58**

Investment Behavior | 0.61** 0.58** 1

(**Significant at 0.01 level)
Interpretation
« Financial literacy is positively correlated with risk perception (r = 0.52)
« Financial literacy is strongly correlated with investment behavior (r = 0.61)
o Risk perception is also positively related to investment behavior (r = 0.58)
This indicates that higher financial knowledge leads to better understanding of risk and improved
investment decisions.
5.4. Regression Analysis
Model 1: Financial Literacy — Risk Perception

Variable Beta | t-value | Significance
Financial Literacy 0.52 | 7.45 0.000
R?=0.27

Interpretation - Financial literacy explains 27% variation in risk perception and has a significant
positive impact.

H: is accepted.

Model 2: Financial Literacy — Investment Behavior

Variable Beta | t-value Significance
Financial Literacy 0.61 |9.10 0.000
R?=0.37

Interpretation- Financial literacy significantly influences investment behavior and explains 37%
variation.

H: is accepted.

Model 3: Risk Perception — Investment Behavior
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Variable Beta | t-value | Significance
Risk Perception 0.58 |8.30 0.000
R2=0.34

Interpretation- Risk perception has a significant positive effect on investment behavior.
Hs is accepted.

5.5. Mediation Analysis

When both financial literacy and risk perception are included:

Variable Beta | Significance
Financial Literacy 0.38 | 0.000
Risk Perception 0.34 | 0.000

Interpretation
e The effect of financial literacy decreases (from 0.61 — 0.38)
e Risk perception remains significant
This confirms partial mediation
H. is accepted - Risk perception mediates the relationship between financial literacy and
investment behavior
Hypothesis Testing Summary

Hypothesis | Result

H, Accepted

H- Accepted

Hs Accepted

Ha Accepted (Partial Mediation)

6.Result and discussion

The empirical analysis of 120 respondents reveals meaningful insights into the relationship
between financial literacy, risk perception, and investment behavior among youth. The descriptive
statistics indicate that the respondents possess a moderate level of financial literacy (Mean = 3.42),
accompanied by moderate levels of risk perception (Mean = 3.28) and investment behavior (Mean
=3.35). This suggests that while young individuals have a fair understanding of financial concepts,
there remains considerable scope for improvement in their ability to translate knowledge into
sophisticated financial decision-making.

The reliability analysis confirms the robustness of the measurement instrument, with Cronbach’s
Alpha values above the acceptable threshold of 0.70 for all constructs. This demonstrates strong
internal consistency of the items used to measure financial literacy, risk perception, and investment
behavior, thereby strengthening the validity of subsequent statistical inferences.

The correlation analysis presents a statistically significant positive association among the major
constructs. Financial literacy shows a moderate positive correlation with risk perception (r = 0.52,
p < 0.01) and a stronger correlation with investment behavior (r = 0.61, p < 0.01). These findings
imply that as the level of financial knowledge increases, respondents become more capable of
evaluating potential financial risks and are more likely to engage in informed investment decisions.
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The positive relationship between risk perception and investment behavior (r = 0.58, p < 0.01)
further indicates that risk awareness plays a substantial role in shaping financial actions.
The regression results provide deeper insights into causal relationships. Financial literacy
significantly predicts risk perception (f = 0.52, p < 0.001), explaining 27% of the variation (R* =
0.27). This finding suggests that financially literate youth are better equipped to assess
uncertainties and understand the risk-return trade-off in financial products. Furthermore, financial
literacy exerts a strong positive influence on investment behavior (f =0.61, p <0.001; R?=0.37),
indicating that knowledge of financial concepts directly enhances the likelihood of engaging in
systematic and diversified investments.
Risk perception also emerges as a significant predictor of investment behavior (B =0.58, p <0.001;
R? = 0.34). This aligns closely with Prospect Theory, which explains that individuals’ decisions
under uncertainty are strongly influenced by how they perceive gains and losses. Youth who
perceive risk more accurately tend to make more rational and calculated investment choices.
The mediation analysis offers the most important contribution of this study. When risk perception
is introduced as a mediating variable, the direct effect of financial literacy on investment behavior
declines from = 0.61 to f = 0.38, while risk perception remains significant (B = 0.34, p <0.001).
This confirms partial mediation, suggesting that financial literacy influences investment behavior
both directly and indirectly through improved risk perception. In other words, financially
knowledgeable youth not only invest better because they possess information, but also because
they interpret financial risks more effectively.
These findings are consistent with earlier studies by Annamaria Lusardi and Olivia S. Mitchell,
who emphasized the role of financial knowledge in enhancing investment participation and risk
management. The results also support behavioral finance perspectives by demonstrating that
cognitive evaluation of risk serves as a critical channel through which financial knowledge shapes
action.
Overall, the study establishes that financial literacy is a significant determinant of investment
behavior among youth, with risk perception acting as an important psychological mechanism. This
has important implications for policymakers, educational institutions, and financial service
providers, suggesting that financial education initiatives should focus not only on imparting
knowledge but also on improving risk assessment capabilities.
7. Suggestions /Recommendations
|.  Integration of Financial Education
Financial literacy should be incorporated into academic curricula at school and university
levels to build early financial awareness.

I[l.  Awareness Programs by Financial Institutions
Banks and financial institutions should conduct regular workshops and seminars to
educate youth about investment options and risk management.
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Use of Digital Platforms
Development of mobile apps, online courses, and interactive tools can enhance
accessibility and engagement in financial learning.

IV.  Focus on Risk Assessment Training
Programs should not only provide financial knowledge but also improve individuals’
ability to evaluate and manage financial risks effectively.
V. Targeted Financial Inclusion Initiatives
Special attention should be given to low-income and less-educated groups to bridge the
financial literacy gap.
8. Future Scope of the Study
I.  Larger and Diverse Sample
Future research can include a larger sample size across different regions (rural vs urban)
to improve generalizability.
Il.  Longitudinal Studies
A time-based study can examine how financial literacy and investment behavior evolve
over time.
I1l.  Inclusion of Behavioral Factors
Variables such as financial attitude, overconfidence, and herding behavior can be
incorporated for deeper insights.
IV. Comparative Studies
Comparative analysis across different age groups, professions, or countries can provide
broader perspectives.
V. Advanced Statistical Models
Future studies may apply Structural Equation Modeling (SEM) or machine learning
techniques for more robust analysis.
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