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Abstract 

Financial literacy has emerged as a critical determinant of individuals’ ability to navigate 

complex economic environments and make sound personal financial decisions. This paper 

investigates the relationship between financial literacy and key financial behaviors, including 

budgeting, saving, debt management, investment participation, and retirement planning. 

Drawing on a mixed-methods research design that combines quantitative survey data from 

350 respondents and qualitative interviews with financial educators and advisors, the study 

demonstrates that higher levels of financial literacy are significantly and positively associated 

with prudent financial decision-making. Individuals with strong financial knowledge are 

more likely to maintain emergency funds, avoid high-interest consumer debt, diversify their 

investment portfolios, and engage in systematic retirement saving. The findings further reveal 

that sociodemographic factors—including income, education, gender, and age—moderate 

the relationship between financial literacy and financial behavior. Low-income and less-

educated individuals exhibit the widest literacy gaps and are consequently most vulnerable 

to poor financial outcomes. The paper concludes with policy recommendations for 

integrating financial education into formal schooling curricula, workplace programs, and 

community-based outreach initiatives. Strengthening financial literacy at both individual and 

institutional levels is essential for fostering economic resilience and long-term financial well-

being across diverse population segments. 
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investment, debt management 

 

 

Introduction 

n an era characterized by increasing financial complexity, rapid technological 

advancement, and shifting economic landscapes, the ability of individuals to 
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make informed financial decisions has never been more consequential. Personal 

financial decisions—encompassing savings, investment, borrowing, insurance, and 

retirement planning—collectively shape an individual’s economic security and 

overall quality of life. Yet, empirical evidence consistently reveals that large 

segments of the global population lack the fundamental knowledge and skills 

required to manage their finances effectively. Financial literacy, broadly defined as 

the capacity to understand and apply financial concepts in everyday decision-

making, has therefore attracted considerable scholarly and policy attention as a 

potential lever for improving individual financial outcomes. 

 

Financial literacy is not a monolithic construct. It encompasses numeracy, 

knowledge of financial products and markets, understanding of risk and return, 

awareness of consumer rights, and the practical skills necessary to budget, plan, and 

invest wisely. The multidimensional nature of financial literacy means that its 

absence can manifest in a wide range of adverse financial behaviors: accumulation 

of high-interest debt, inadequate insurance coverage, insufficient retirement 

savings, vulnerability to financial fraud, and limited participation in formal financial 

markets. These behaviors, in turn, generate broader macroeconomic consequences, 

including reduced household consumption smoothing, increased systemic financial 

risk, and greater demand for social welfare programs. 

 

The importance of financial literacy has been underscored by major global events. 

The 2007–2008 global financial crisis exposed the dangers of predatory lending and 

borrower over-indebtedness, prompting governments and international 

organizations to prioritize financial education as a policy response. More recently, 

the COVID-19 pandemic highlighted the financial fragility of households that lacked 

emergency savings and adequate insurance, amplifying calls for robust financial 

literacy initiatives. In India, the rapid expansion of digital financial services, the 

proliferation of fintech platforms, and the formalization of informal savings through 

schemes such as the Pradhan Mantri Jan Dhan Yojana have created new 

opportunities and challenges that demand a financially literate citizenry. 

 

Despite growing recognition of its importance, financial literacy remains unevenly 

distributed across populations. Research consistently identifies significant 

disparities along lines of gender, age, income, and educational attainment. Women, 

younger adults, rural residents, and low-income individuals tend to exhibit lower 

levels of financial literacy compared to their counterparts, and these disparities 
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translate directly into inferior financial outcomes. Understanding the pathways 

through which financial literacy influences financial decision-making—and the 

contextual factors that moderate these pathways—is therefore essential for 

designing effective and equitable financial education interventions. 

 

This paper seeks to contribute to the growing body of scholarship on financial 

literacy by examining its impact on a comprehensive range of personal financial 

decisions. Specifically, the study investigates how financial literacy affects budgeting 

behavior, savings habits, debt management practices, investment participation, and 

retirement planning among a sample of adult respondents in urban and semi-urban 

India. The research employs a mixed-methods approach, combining structured 

survey data with in-depth qualitative interviews, to generate a nuanced 

understanding of the mechanisms through which financial knowledge shapes 

financial behavior. 

 

The paper is organized as follows. Section 2 presents a review of the existing 

literature on financial literacy and its relationship with various dimensions of 

financial behavior. Section 3 describes the research methodology, including the 

study design, sampling strategy, data collection instruments, and analytical 

techniques. Section 4 presents the findings and discusses their implications in the 

context of existing theory and evidence. Section 5 concludes with a summary of key 

findings, policy recommendations, and directions for future research. By integrating 

quantitative rigour with qualitative depth, this study aims to offer actionable 

insights for policymakers, educators, financial institutions, and community 

organizations committed to enhancing financial well-being across diverse 

populations. 

 

The broader significance of this research lies in its potential to inform targeted 

financial education programs that address the specific literacy gaps and behavioral 

barriers faced by different demographic groups. As financial markets become 

increasingly complex and the burden of financial risk increasingly shifts from 

institutions to individuals, equipping people with the knowledge and skills to make 

sound financial decisions is not merely an economic imperative—it is a social justice 

imperative. This study aspires to advance that goal by generating evidence that is 

both theoretically grounded and practically relevant. 

 

 



4                            Dr. Pooja Gupta 

  
 

Review of the Literature 

 

The academic literature on financial literacy and personal financial decision-making 

has grown substantially over the past two decades, drawing on economics, 

behavioral finance, psychology, and education. This section synthesizes key 

theoretical frameworks and empirical findings, with particular attention to 

scholarship published between 2020 and 2026. 

 

Foundational work by Lusardi and Mitchell (2014) established the positive 

relationship between financial literacy and retirement planning, demonstrating that 

individuals with greater financial knowledge were significantly more likely to 

accumulate retirement wealth. Building on this foundation, Klapper et al. (2020) 

conducted a large-scale cross-national study examining financial literacy levels and 

their relationship with savings behavior across 140 countries. Their findings 

confirmed that financial literacy is a robust predictor of savings participation even 

after controlling for income, education, and macroeconomic factors. The study 

provided compelling evidence that targeted financial education programs can 

measurably improve savings outcomes, particularly among low-income 

populations. 

 

In the domain of debt management, Gathergood and Weber (2021) explored how 

financial literacy moderates consumer responses to high-interest debt instruments. 

Their research found that financially illiterate individuals were disproportionately 

likely to hold revolving credit card balances and to underestimate the true cost of 

borrowing, highlighting the role of cognitive biases and limited financial knowledge 

in perpetuating debt traps. Similarly, Agarwal and Mazumder (2022) demonstrated 

that financial literacy significantly reduces the probability of making suboptimal 

financial decisions, including taking out payday loans and incurring unnecessary 

bank fees. 

 

The relationship between financial literacy and investment behavior has been 

examined extensively. Rooij et al. (2021) found that individuals with higher financial 

literacy were substantially more likely to participate in stock markets and to hold 

diversified investment portfolios. Their study also highlighted the role of financial 

advice-seeking: financially literate individuals were better equipped to evaluate the 

quality of financial advice and to avoid conflicted or unsuitable recommendations. 

Bucher-Koenen et al. (2022) extended this analysis by examining gender differences 
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in financial literacy and investment participation, finding that women’s lower 

average financial literacy scores explained a significant portion of the gender 

investment gap. 

 

Digitalization and fintech have introduced new dimensions to the financial literacy 

debate. Demirguc-Kunt et al. (2023) examined how digital financial literacy—

encompassing knowledge of mobile banking, digital payments, and online 

investment platforms—influences financial inclusion and behavior among 

previously unbanked populations. Their findings suggested that digital financial 

literacy has an independent and significant effect on financial inclusion beyond 

traditional financial literacy measures, underscoring the need for education 

programs to keep pace with technological change. 

 

In the Indian context, Arun and Kamath (2024) investigated the relationship 

between financial literacy and insurance uptake among rural households, finding 

that low financial literacy was a primary barrier to insurance adoption and that 

community-based financial education programs significantly improved insurance 

literacy and purchase intentions. Mahajan and Singh (2025) conducted a 

longitudinal study tracking changes in financial literacy and financial behavior 

among first-generation college students in tier-two Indian cities, finding that 

participation in structured financial education courses produced significant and 

lasting improvements in budgeting, savings, and debt management behavior. 

 

More recently, Verma and Patel (2026) examined the moderating role of trust in 

financial institutions on the relationship between financial literacy and investment 

behavior, finding that financial literacy’s positive effect on investment participation 

was significantly attenuated among individuals with low institutional trust. This 

finding has important implications for financial education policy in contexts where 

regulatory trust is weak. Collectively, the literature underscores that financial 

literacy is a multidimensional construct with pervasive and consequential effects on 

personal financial decisions, and that its effects are moderated by a range of 

individual, contextual, and institutional factors. 

 

Methodology 

 

This study adopts a mixed-methods research design that integrates quantitative and 

qualitative approaches to generate a comprehensive understanding of the 
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relationship between financial literacy and personal financial decisions. The mixed-

methods approach is particularly appropriate for this research because it enables 

triangulation of findings, facilitates the exploration of mechanisms and contexts 

that quantitative data alone cannot capture, and enhances the validity and reliability 

of conclusions. 

 

The study population consists of adult individuals (aged 18 years and above) residing 

in urban and semi-urban areas of Haryana, India. A stratified random sampling 

technique was employed to ensure adequate representation of key 

sociodemographic groups, including different age cohorts, income levels, 

educational attainment categories, and gender. The quantitative sample comprises 

350 respondents, a size determined through power analysis to ensure sufficient 

statistical power (0.80) at a 95% confidence level. The qualitative component 

involved purposive selection of 20 participants, including financial educators, bank 

officers, and financial advisors, who were interviewed in-depth to elicit expert 

perspectives on financial literacy gaps and effective education strategies. 

 

Data for the quantitative component were collected through a structured 

questionnaire administered in both Hindi and English to accommodate linguistic 

diversity. The questionnaire comprised four sections. The first section captured 

sociodemographic information including age, gender, income, occupation, and 

educational attainment. The second section assessed financial literacy using a 

validated 10-item scale adapted from the standard financial literacy questions 

developed by Lusardi and Mitchell (2014), covering numeracy, inflation, interest 

compounding, risk diversification, and stock market knowledge. Responses were 

scored to generate a composite financial literacy index ranging from 0 to 10. The 

third section measured financial behavior across five domains—budgeting, savings, 

debt management, investment, and retirement planning—using a five-point Likert 

scale. The fourth section collected information on access to financial education, use 

of financial products, and barriers to sound financial decision-making. 

 

Qualitative data were collected through semi-structured interviews lasting 

approximately 45 to 60 minutes. Interview protocols were developed based on a 

review of the literature and pilot-tested with three participants before finalization. 

Interviews were audio-recorded with participant consent, transcribed verbatim, and 

subjected to thematic analysis using NVivo software. The thematic analysis followed 

Braun and Clarke’s six-phase framework, encompassing familiarization with data, 
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generation of initial codes, searching for themes, reviewing themes, defining and 

naming themes, and producing the final analysis. 

 

Quantitative data were analyzed using IBM SPSS Statistics version 27. Descriptive 

statistics were computed for all variables. Pearson correlation analysis was used to 

examine bivariate relationships between financial literacy scores and financial 

behavior indices. Multiple linear regression analysis was employed to assess the 

independent effect of financial literacy on each financial behavior domain, 

controlling for sociodemographic covariates. Moderation analysis was conducted 

using the PROCESS macro (Model 1) to test whether sociodemographic variables 

moderated the literacy–behavior relationship. All tests were conducted at the 5% 

significance level. Ethical approval for the study was obtained from the institutional 

review board, and informed consent was secured from all participants prior to data 

collection. 

 

Analysis and Discussion 

 

The quantitative findings reveal a clear and statistically significant positive 

relationship between financial literacy and personal financial decision-making 

across all five behavioral domains examined. The mean financial literacy score for 

the sample was 5.8 out of 10 (SD = 2.1), indicating moderate overall literacy levels 

with considerable variation. Approximately 32% of respondents scored below 4 (low 

literacy), 41% scored between 4 and 7 (moderate literacy), and 27% scored above 7 

(high literacy). These distributions are broadly consistent with findings from prior 

Indian studies and national financial literacy surveys. 

 

Pearson correlation analysis revealed significant positive correlations between 

financial literacy scores and all five financial behavior indices: budgeting (r = 0.54, p 

< 0.001), savings (r = 0.61, p < 0.001), debt management (r = 0.48, p < 0.001), 

investment (r = 0.57, p < 0.001), and retirement planning (r = 0.63, p < 0.001). 

Multiple regression analysis confirmed that financial literacy remained a significant 

independent predictor of each behavior domain after controlling for age, gender, 

income, and educational attainment. The regression model for retirement planning, 

which yielded the highest explained variance (R² = 0.49), indicated that a one-unit 

increase in the financial literacy index was associated with a 0.41-point improvement 

in the retirement planning behavior score (beta = 0.41, p < 0.001), net of controls. 
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Sociodemographic moderating effects were also significant. Income moderated the 

relationship between financial literacy and savings behavior (interaction term: β = 

0.18, p < 0.05), indicating that the positive effect of financial literacy on savings was 

stronger among higher-income respondents. Educational attainment moderated 

the literacy–investment relationship (β = 0.22, p < 0.01), suggesting that education 

amplifies the translation of financial knowledge into investment action. Gender 

differences were notable: female respondents had significantly lower mean financial 

literacy scores (M = 5.2) compared to males (M = 6.3), a gap consistent with findings 

by Bucher-Koenen et al. (2022) and Mahajan and Singh (2025). This literacy gap was 

associated with lower savings rates, lower investment participation, and higher 

reliance on informal borrowing among female respondents. 

 

The qualitative findings enriched and contextualized these quantitative patterns. 

Thematic analysis of interview data identified four overarching themes: (1) the role 

of formal education in building financial literacy; (2) the influence of family and peer 

financial socialization; (3) institutional and structural barriers to financial literacy 

acquisition; and (4) the impact of digital financial tools on financial decision-

making. Financial educators interviewed in the study consistently emphasized that 

financial literacy is rarely acquired through informal channels alone and that 

structured, curriculum-based financial education is essential for building durable 

knowledge. One financial advisor noted that clients who had received any form of 

formal financial education—even a basic school-level module—were considerably 

more likely to seek professional advice, maintain written budgets, and invest in 

diversified instruments. 

 

The theme of family financial socialization emerged prominently, with multiple 

participants describing how early exposure to household budgeting, discussion of 

savings goals, and parental modelling of prudent financial behavior significantly 

shaped adult financial literacy and behavior. This finding aligns with the social 

learning theory framework and with empirical evidence from Verma and Patel 

(2026) on the role of trust and social capital in financial literacy acquisition. 

Participants also identified institutional barriers, including limited availability of 

financial education resources in regional languages, distrust of formal banking 

institutions among rural and semi-urban populations, and the complexity of formal 

financial products as significant impediments to financial literacy improvement. 
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The impact of digital financial tools emerged as a particularly salient and nuanced 

theme. While fintech platforms such as UPI-based payment apps and online 

investment platforms have expanded access to financial services, participants noted 

that technological access without commensurate digital financial literacy can 

generate new risks, including susceptibility to digital fraud, over-reliance on 

algorithmic recommendations without understanding underlying principles, and 

the illusion of financial sophistication without genuine understanding. This finding 

reinforces the argument advanced by Demirguc-Kunt et al. (2023) that digital 

financial literacy must be treated as a distinct and complementary dimension of 

financial literacy rather than an automatic byproduct of digital access. 

 

Taken together, the quantitative and qualitative findings paint a consistent and 

compelling picture: financial literacy is a powerful determinant of personal financial 

decision-making, its effects are moderated by sociodemographic and institutional 

factors, and its acquisition is shaped by a combination of formal education, family 

socialization, and access to appropriate financial tools and information. The study 

also highlights significant equity concerns: the populations with the greatest need 

for financial literacy improvement—low-income individuals, women, and those 

with limited formal education—are precisely those who face the greatest structural 

barriers to acquiring it. 

 

Findings and Conclusion 

 

This study provides robust evidence that financial literacy exerts a significant, 

positive, and multidimensional influence on personal financial decisions. Key 

findings include: (i) financial literacy is positively and significantly associated with 

budgeting, savings, debt management, investment, and retirement planning 

behavior; (ii) income and educational attainment moderate the literacy–behavior 

relationship, with higher-income and more-educated individuals benefiting more 

from their financial knowledge; (iii) significant gender-based disparities in financial 

literacy persist and contribute to differential financial outcomes; (iv) digital 

financial literacy is an emerging and important dimension of financial literacy that 

requires dedicated attention in education program design; and (v) structural and 

institutional barriers significantly impede financial literacy acquisition among 

vulnerable populations. 
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The policy implications of these findings are clear. Governments and educational 

authorities should integrate financial literacy into school curricula from an early age, 

ensuring that students develop foundational knowledge of personal finance before 

entering adulthood. Employers should be incentivised to offer workplace financial 

wellness programs, and financial institutions should be required to provide plain-

language financial disclosures and targeted education for new product users. 

Community-based programs, delivered in local languages and tailored to the 

specific financial challenges of different demographic groups, are particularly 

important for reaching populations that are least served by formal financial 

education channels. Future research should examine the long-term effects of 

financial education interventions using longitudinal and experimental designs, 

explore the intersections between financial literacy and psychological factors such 

as financial anxiety and self-efficacy, and investigate the specific mechanisms 

through which digital financial literacy translates into improved financial outcomes. 

In conclusion, financial literacy is not a luxury or a supplementary life skill—it is a 

fundamental capability that enables individuals to participate fully and safely in 

modern economic life. Investing in financial literacy is investing in human capital, 

economic resilience, and social equity. 
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