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 ABSTRACT 

This study delves into the critical role of financial literacy in shaping personal investment 
decisions. As financial markets become increasingly complex, the necessity for individuals to 
make well-informed investment choices has never been more crucial. Despite this, many 
individuals lack adequate financial knowledge, which can impede their ability to navigate 
investment opportunities effectively. This research aims to explore the direct impact of 
financial literacy on various aspects of investment decision-making. Key areas of focus include 
investment risk tolerance, portfolio diversification, and long-term financial planning. Through 
a detailed analysis involving a sample of individual investors, the study seeks to identify which 
elements of financial literacy are most strongly associated with effective investment practices. 
By examining the relationship between financial literacy and investment behaviors, the 
research highlights how enhanced financial knowledge can lead to improved investment 
outcomes. Specifically, the study investigates how a higher level of financial literacy 
contributes to greater risk tolerance, more strategic portfolio diversification, and more robust 
long-term financial planning. 

The findings are anticipated to demonstrate that individuals with higher financial literacy are 
more adept at making informed investment decisions, resulting in better-managed portfolios 
and increased wealth accumulation over time. This research underscores the importance of 
financial education in empowering investors and fostering more prudent financial decision-
making. Ultimately, it aims to provide valuable insights for policymakers, educators, and 
financial advisors seeking to enhance financial literacy and improve investment practices 
among the general public. 

Keywords: Financial Literacy, Investment Decisions, Risk Tolerance, Portfolio 
Diversification, Long-term Financial Planning 
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1.1. Introduction 

In an era where financial markets are becoming increasingly intricate and volatile, the 
significance of financial literacy in shaping personal investment decisions has never 
been more critical. Financial literacy—the ability to understand and effectively use 
various financial skills, including personal financial management, budgeting, and 
investing—plays a pivotal role in navigating today’s complex financial landscape 
(Lusardi & Mitchell, 2014). As individuals are faced with a myriad of investment 
options and financial products, the capacity to make well-informed decisions has 
become essential for achieving financial stability and growth. 

Financial literacy equips individuals with the knowledge and skills necessary to make 
sound investment decisions. It enables investors to understand risk and return 
relationships, evaluate investment opportunities, and manage their portfolios 
effectively (Mottola, 2014). Despite its importance, research indicates that a significant 
portion of the population lacks adequate financial knowledge. For instance, Lusardi 
and Mitchell (2014) found that many individuals struggle with basic financial 
concepts, which impedes their ability to make informed investment choices. 

The complexities of modern financial markets, characterized by a wide array of 
investment vehicles and rapidly changing market conditions, necessitate a higher 
level of financial literacy. The ability to comprehend financial statements, understand 
investment risks, and apply investment strategies is crucial for successful investing 
(Lusardi & Mitchell, 2011). However, without sufficient financial literacy, individuals 
may find themselves unprepared to handle these complexities, leading to suboptimal 
investment decisions and financial outcomes. 

This study aims to address this gap by exploring the direct impact of financial literacy 
on various aspects of investment decision-making. Key areas of focus include 
investment risk tolerance, portfolio diversification, and long-term financial planning. 
Each of these aspects plays a crucial role in determining investment success and 
financial stability. 

Investment Risk Tolerance 

Risk tolerance is a fundamental component of investment decision-making. It reflects 
an investor’s willingness and ability to endure fluctuations in the value of their 
investments in pursuit of potential returns. Research has shown that individuals with 
higher financial literacy are generally better equipped to assess and manage 
investment risks. They are more likely to understand the trade-offs between risk and 
return and make investment choices that align with their risk tolerance (Guiso, 
Jappelli, & Padula, 2013). 

A higher level of financial literacy enables investors to make more informed decisions 
about their risk exposure. For example, financially literate individuals are better able 
to evaluate the potential risks associated with different investment options and make 
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adjustments to their portfolios accordingly (Lusardi & Mitchell, 2014). This enhanced 
understanding of risk can lead to a more rational and deliberate approach to investing, 
which is crucial for achieving long-term financial goals. 

Portfolio Diversification 

Portfolio diversification is another critical aspect of investment decision-making. 
Diversification involves spreading investments across various asset classes to reduce 
risk and enhance potential returns. Financially literate investors are more likely to 
implement effective diversification strategies, as they have a better grasp of how 
different investments interact and how diversification can mitigate risk (Guiso, 
Jappelli, & Padula, 2013). 

By understanding the principles of diversification, individuals can create portfolios 
that are less susceptible to market volatility. This not only helps in managing risk but 
also in optimizing returns over the long term. The ability to diversify effectively is a 
key indicator of financial literacy and plays a significant role in investment success 
(Statman, 2004). 

Long-Term Financial Planning 

Long-term financial planning is essential for achieving financial security and reaching 
retirement goals. It involves setting financial goals, developing strategies to achieve 
them, and regularly reviewing and adjusting plans as necessary. Financial literacy is 
instrumental in developing and implementing effective long-term financial plans 
(Lusardi & Mitchell, 2011). 

Individuals with higher financial literacy are better equipped to engage in 
comprehensive financial planning. They are more likely to understand the importance 
of saving and investing for the future, as well as the need to periodically review and 
adjust their financial plans based on changing circumstances and market conditions 
(Guiso, Jappelli, & Padula, 2013). Effective long-term planning can lead to improved 
financial outcomes and greater financial stability. 

Research Focus 

This research aims to investigate how financial literacy influences these key aspects of 
personal investment decisions. By analyzing a sample of individual investors, the 
study seeks to identify which elements of financial literacy are most strongly 
associated with effective investment practices. The focus areas include investment risk 
tolerance, portfolio diversification, and long-term financial planning. 

The study hypothesizes that higher levels of financial literacy will lead to greater risk 
tolerance, more strategic portfolio diversification, and more robust long-term financial 
planning. It further posits that financially literate individuals will be more adept at 
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managing their investments, resulting in better-managed portfolios and increased 
wealth accumulation over time. 

Significance of the Study 

The findings of this study are expected to provide valuable insights into the role of 
financial literacy in investment decision-making. By highlighting the relationship 
between financial literacy and various aspects of investment behavior, the research 
aims to underscore the importance of financial education in enhancing investment 
outcomes. This has significant implications for policymakers, educators, and financial 
advisors who are working to improve financial literacy and promote better investment 
practices among the general public. 

Financial education programs designed to enhance individuals' financial knowledge 
can lead to more informed and confident investment decisions. As financial literacy 
improves, individuals are likely to make better investment choices, leading to 
improved financial stability and growth. The results of this study will contribute to 
the growing body of literature on financial literacy and its impact on investment 
behavior, providing a foundation for future research and policy development. 

1.1. Literature Review 

The role of financial literacy in personal investment decisions has garnered significant 
attention in recent years, reflecting its critical importance in today’s complex financial 
environment. Financial literacy, defined as the ability to understand and use various 
financial skills effectively, plays a crucial role in shaping investment behaviors and 
outcomes. This literature review explores the relationship between financial literacy 
and various facets of personal investment, including risk tolerance, portfolio 
diversification, and long-term financial planning. It draws on recent research to 
highlight the importance of financial education and its impact on investment 
practices. 

Financial Literacy and Risk Tolerance 

Risk tolerance, the degree of variability in investment returns that an individual is 
willing to withstand, is a key determinant of investment behavior. Financial literacy 
has been shown to significantly influence an individual’s risk tolerance. Lusardi and 
Mitchell (2014) emphasize that individuals with higher financial literacy levels are 
better equipped to understand and evaluate financial risks, which directly impacts 
their willingness to assume investment risks. Their research indicates that financially 
literate individuals are more likely to comprehend the trade-offs between risk and 
return, leading to higher risk tolerance and more informed investment decisions. 

Moreover, research by Guiso, Jappelli, and Padula (2013) supports the notion that 
financial literacy enhances risk tolerance. Their study finds that individuals with 
greater financial knowledge are more confident in their ability to manage investment 
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risks and are thus more likely to engage in riskier investment activities. This increased 
risk tolerance is attributed to a better understanding of financial concepts and market 
dynamics, which enables individuals to make more rational investment choices. 

Financial Literacy and Portfolio Diversification 

Portfolio diversification, the practice of spreading investments across various asset 
classes to reduce risk, is another area significantly influenced by financial literacy. 
Statman (2004) highlights that financial literacy plays a crucial role in understanding 
and implementing diversification strategies. His research shows that individuals with 
higher financial literacy are more adept at creating diversified portfolios, which helps 
mitigate the risk associated with investing in a single asset or asset class. 

Guiso, Jappelli, and Padula (2013) also find that financial literacy improves portfolio 
diversification. Their study demonstrates that financially literate individuals are more 
likely to recognize the benefits of diversification and are better able to apply 
diversification principles in their investment strategies. This enhanced capability to 
manage risk through diversification is linked to improved investment outcomes and 
overall financial stability. 

Furthermore, research by Mottola (2014) underscores the importance of financial 
literacy in promoting effective portfolio management. Mottola’s study reveals that 
individuals with a higher level of financial knowledge are more likely to engage in 
diversification practices, leading to better risk management and potentially higher 
returns. This finding highlights the need for financial education programs that focus 
on teaching diversification strategies to improve investment practices. 

Financial Literacy and Long-Term Financial Planning 

Long-term financial planning involves setting financial goals, developing strategies to 
achieve them, and adjusting plans as needed based on changing circumstances. 
Financial literacy is essential for effective long-term financial planning. Lusardi and 
Mitchell (2011) emphasize that individuals with higher financial literacy are better 
equipped to engage in comprehensive financial planning. Their research shows that 
financially literate individuals are more likely to set realistic financial goals, develop 
effective strategies to achieve them, and adjust their plans based on changing financial 
conditions. 

In addition, Guiso, Jappelli, and Padula (2013) find that financial literacy is positively 
associated with long-term financial planning. Their study indicates that individuals 
with greater financial knowledge are more likely to engage in strategic financial 
planning, which contributes to better financial outcomes over time. This includes not 
only retirement planning but also other long-term financial goals, such as purchasing 
a home or funding a child’s education. 

Statman (2004) further supports this view by demonstrating that financial literacy 
enhances long-term financial planning. His research shows that financially literate 
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individuals are more likely to engage in systematic planning and are better prepared 
for future financial needs. This comprehensive approach to financial planning leads 
to greater financial stability and improved long-term financial outcomes. 

Financial Literacy and Investment Frequency 

Investment frequency, or the regularity with which individuals make investment 
decisions, is another area impacted by financial literacy. Guiso, Jappelli, and Padula 
(2013) find that higher financial literacy is associated with more frequent investment 
activities. Their research shows that individuals with greater financial knowledge are 
more likely to engage in investment opportunities and make regular investment 
decisions. This increased investment activity can contribute to greater wealth 
accumulation and improved financial outcomes over time. 

Lusardi and Mitchell (2014) also highlight the link between financial literacy and 
investment frequency. Their study indicates that financially literate individuals are 
more confident in their investment decisions and are thus more likely to invest 
regularly. This increased frequency of investment can lead to better financial 
outcomes and greater financial stability in the long term. 

Furthermore, Mottola (2014) underscores the importance of financial literacy in 
promoting active investment behavior. Mottola’s research shows that individuals 
with higher financial knowledge are more likely to engage in frequent investment 
activities, which can contribute to wealth accumulation and financial growth. This 
finding emphasizes the need for financial education programs that encourage active 
investment behavior and provide individuals with the knowledge and skills to make 
informed investment decisions. 

Implications for Financial Education Programs 

The literature underscores the importance of financial literacy in shaping investment 
behaviors and outcomes. Financially literate individuals tend to exhibit higher risk 
tolerance, engage in better portfolio diversification, conduct more effective long-term 
planning, and invest more frequently. These findings highlight the need for 
comprehensive financial education programs aimed at enhancing individuals' 
financial knowledge and improving their investment practices. 

Financial education programs should focus on teaching key financial concepts, such 
as risk management, portfolio diversification, and long-term financial planning, to 
help individuals make more informed investment decisions. By improving financial 
literacy, these programs can empower individuals to manage their investments more 
effectively and achieve better financial outcomes. 

The literature reviewed highlights the significant role of financial literacy in 
influencing personal investment decisions. Financially literate individuals are more 
likely to exhibit higher risk tolerance, engage in effective portfolio diversification, 
conduct thorough long-term financial planning, and invest more frequently. These 
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findings underscore the importance of financial education in promoting better 
investment practices and improving financial outcomes. Future research should 
continue to explore the relationship between financial literacy and investment 
behaviors to further enhance our understanding of how financial knowledge impacts 
investment decision-making. 

Objectives: 

1. To examine the level of financial literacy among individual investors. 
2. To assess the impact of financial literacy on personal investment decisions. 
3. To identify the key areas of financial literacy that most strongly influence investment 

choices. 
4. To analyse the relationship between financial literacy and risk tolerance in personal 

investments. 
5. To explore how financial literacy affects portfolio diversification and long-term wealth 

planning. 

Conceptual Framework 

 

 

 

 

 

 

 

Hypothesis: 

1. H1: Higher levels of financial literacy positively influence the risk tolerance of 
individual investors. 

2. H2: Financial literacy has a positive effect on the level of portfolio diversification. 
3. H3: Financial literacy significantly improves the quality of long-term financial 

planning among individual investors. 
4. H4: There is a positive relationship between financial literacy and the frequency of 

personal investments. 

Financial Literacy 

RISK TOLARANCE 

PORTFOLIO 
DIVERSIFICATION 

LONG TERM 
PLANNING 

INVESTMENT 
FREQUENCY 
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1.1.  
1.1.  
1.1.  
1.1. Discussion 

The findings from this study provide compelling evidence on the significant role of 
financial literacy in shaping personal investment decisions. The correlation analysis 
revealed robust relationships between financial literacy and various aspects of 
investment behaviour, including risk tolerance, portfolio diversification, long-term 
planning, and investment frequency. 

Fig1: 

 

Financial Literacy and Risk Tolerance 

Our analysis shows a strong positive correlation (r = 0.971, p < 0.01) between financial 
literacy and risk tolerance. This finding aligns with previous research indicating that 
individuals with higher financial literacy are generally more willing to take on 
investment risks (Lusardi & Mitchell, 2014). Financially literate individuals are better 
equipped to understand and manage the risks associated with different investment 
options, which likely contributes to their higher risk tolerance. For instance, 
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individuals who comprehend financial concepts such as diversification and the risk-
return tradeoff are more confident in their investment choices and are thus more 
inclined to accept higher risks for potentially higher returns (Guiso, Jappelli, & Padula, 
2013). 

Financial Literacy and Portfolio Diversification 

The correlation between financial literacy and portfolio diversification is notably high 
(r = 0.972, p < 0.01). This result underscores the critical role that financial knowledge 
plays in effective portfolio management. Individuals with a higher level of financial 
literacy are more likely to engage in diversification strategies, which helps in 
spreading investment risk across various assets and reduces the potential for 
significant losses (Statman, 2004). The ability to diversify effectively requires an 
understanding of financial markets, asset classes, and the principles of risk 
management, all of which are components of financial literacy (Miller, Reimer, & 
Skerratt, 2019). Our findings are consistent with literature that highlights the positive 
relationship between financial literacy and the adoption of diversification strategies 
(Yao & Curl, 2011). 

Financial Literacy and Long-Term Planning 

The strong correlation between financial literacy and long-term planning (r = 0.970, p 
< 0.01) emphasizes the importance of financial knowledge in strategic financial 
planning. Individuals who are financially literate are more adept at creating and 
following long-term financial plans, which include retirement savings, education 
funds, and other future-oriented financial goals (Lusardi & Mitchell, 2011). Research 
suggests that financial literacy facilitates better planning by enhancing individuals' 
ability to forecast future needs and make informed decisions about saving and 
investing (Kim & Garman, 2003). The ability to engage in long-term planning is crucial 
for achieving financial stability and ensuring adequate resources for future needs, 
making financial literacy an essential component for successful financial management 
(Lusardi, 2019). 

Financial Literacy and Investment Frequency 

The correlation between financial literacy and investment frequency (r = 0.946, p < 
0.01) highlights that individuals with higher financial literacy tend to invest more 
frequently. This relationship can be attributed to the fact that financially literate 
individuals are more likely to be aware of the benefits of regular investing and the 
impact of compounding returns (Chen & Volpe, 1998). Regular investment activity is 
often a strategy employed by knowledgeable investors to capitalize on market 
opportunities and build wealth over time (Van Rooij, Lusardi, & Alessie, 2011). Our 
findings are consistent with studies that have found a positive association between 
financial literacy and the frequency of investment activities (Lusardi & Mitchell, 2011). 
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Relationships Among Investment Variables 

The analysis also revealed strong correlations between risk tolerance, portfolio 
diversification, and long-term planning. Specifically, risk tolerance and portfolio 
diversification are almost perfectly correlated (r = 0.999, p < 0.01), indicating that 
individuals who are more willing to take risks are also likely to employ diversification 
strategies (Guiso et al., 2013). Similarly, risk tolerance and long-term planning are 
highly correlated (r = 0.991, p < 0.01), suggesting that those with higher risk tolerance 
are more likely to engage in comprehensive financial planning for the long term 
(Miller et al., 2019). The high correlation between portfolio diversification and long-
term planning (r = 0.992, p < 0.01) further supports the notion that effective 
diversification is an integral part of a well-rounded long-term financial strategy 
(Statman, 2004). 

Investment Frequency and Other Variables 

Investment frequency showed significant correlations with all other variables, 
reflecting the overall consistency in the relationships between financial literacy and 
various aspects of investment behavior. For example, investment frequency is 
positively correlated with financial literacy (r = 0.946, p < 0.01), risk tolerance (r = 
0.963, p < 0.01), portfolio diversification (r = 0.963, p < 0.01), and long-term planning 
(r = 0.944, p < 0.01). This consistency underscores the interconnected nature of these 
investment-related factors and highlights the comprehensive impact of financial 
literacy on investment behavior (Chen & Volpe, 1998; Lusardi & Mitchell, 2011). 

The strong correlations observed in this study underscore the crucial role of financial 
literacy in influencing various aspects of personal investment decisions. Financially 
literate individuals tend to exhibit higher risk tolerance, engage in better portfolio 
diversification, conduct more effective long-term planning, and invest more 
frequently. These findings have important implications for financial education 
programs, which should aim to enhance individuals' financial knowledge to improve 
their investment decision-making and overall financial well-being. 

H1: Higher levels of financial literacy positively influence the risk tolerance 
of individual investors. 

The regression analysis reveals a high coefficient of determination (R2R^2R2) of 0.943, 
indicating that approximately 94.3% of the variability in risk tolerance scores can be 
explained by the financial literacy score. This strong explanatory power demonstrates 
that financial literacy is a critical predictor of risk tolerance. The adjusted R2R^2R2 of 
0.943 confirms that this model effectively accounts for the variance in risk tolerance 
while adjusting for the number of predictors and sample size (Field, 2013). 

The standard error of the estimate is 0.337, which represents the average distance that 
the observed values fall from the regression line. A lower standard error indicates that 
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the predictions of the model are quite close to the actual values, suggesting a high 
level of precision in the model’s predictions (Cohen, Cohen, West, & Aiken, 2014). 

Fig 2:ANOVAa 

Model 
Sum of 
Squares 

df Mean Square F Sig. 

1 
Regression 560.980 1 560.980 4926.005 .000b 

Residual 33.937 298 .114   
Total 594.917 299    

a. Dependent Variable: Risk Tolerance Score 
b. Predictors: (Constant), Financial Literacy Score 

The Analysis of Variance (ANOVA) results show a significant F-statistic of 4926.005 
with a p-value less than 0.001. This indicates that the regression model as a whole is 
statistically significant and that the financial literacy score reliably predicts risk 
tolerance. The F-test evaluates whether the regression model provides a better fit to 
the data compared to a model with no predictors. The very high F-value suggests that 
the financial literacy score is a strong predictor of risk tolerance, and the model 
significantly improves our ability to predict risk tolerance compared to the mean of 
the dependent variable alone (Hair, Black, Babin, & Anderson, 2019). 

The regression equation is given by: 

Risk Tolerance Score=−2.243+0.130×Financial Literacy Score\text{Risk Tolerance 
Score} = -2.243 + 0.130 \times \text{Financial Literacy 
Score}Risk Tolerance Score=−2.243+0.130×Financial Literacy Score 

The constant term is -2.243, which represents the predicted value of risk tolerance 
when the financial literacy score is zero. While this value is not practically meaningful 
in this context (since a financial literacy score of zero is not realistic), it provides a 
baseline for the model (Tabachnick & Fidell, 2013). 

The coefficient for financial literacy score is 0.130, with a standard error of 0.002. This 
coefficient is statistically significant with a t-value of 70.186 and a p-value less than 
0.001. The positive sign of the coefficient indicates that an increase in the financial 
literacy score is associated with an increase in risk tolerance. Specifically, for each one-
unit increase in the financial literacy score, the risk tolerance score increases by 0.130 
units. This finding is consistent with the hypothesis that higher financial literacy leads 
to greater risk tolerance (Lusardi & Mitchell, 2014). 

The standardized beta coefficient is 0.971, suggesting that financial literacy has a very 
strong positive impact on risk tolerance. This high beta value reinforces the idea that 
financial literacy is a significant predictor of risk tolerance, with a strong influence 
compared to other potential predictors (Field, 2013). 
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The results of this analysis underscore the importance of financial literacy in shaping 
individuals’ investment behaviors, specifically their risk tolerance. Financially literate 
individuals are more likely to understand and embrace the risks associated with 
various investment options, leading to higher risk tolerance. This finding has practical 
implications for financial education programs, which should focus on enhancing 
financial literacy to help individuals make more informed and confident investment 
decisions (Lusardi & Mitchell, 2011). The strong relationship between financial 
literacy and risk tolerance suggests that improving financial literacy could lead to 
more rational and deliberate investment behavior, potentially resulting in better 
financial outcomes for investors. Financial advisors and policymakers should consider 
incorporating financial literacy initiatives into their strategies to promote better 
investment practices and financial well-being among individuals (Guiso, Jappelli, & 
Padula, 2013). 

H2: Financial literacy has a positive effect on the level of portfolio 
diversification. 

The regression model's coefficient of determination (R2R^2R2) is 0.944, indicating that 
94.4% of the variability in portfolio diversification scores can be explained by the 
financial literacy score. This high R2R^2R2 value suggests that financial literacy is a 
powerful predictor of portfolio diversification. The adjusted R2R^2R2 value of 0.944 
confirms that the model effectively accounts for the variance while adjusting for the 
number of predictors and sample size, providing a robust measure of the model’s 
explanatory power (Field, 2013). 

The standard error of the estimate is 0.334, reflecting the average deviation of the 
observed portfolio diversification scores from the predicted values. A relatively low 
standard error indicates that the model's predictions are close to the actual observed 
values, underscoring the precision and reliability of the model’s estimates (Cohen, 
Cohen, West, & Aiken, 2014). 

Fig 3: ANOVAa 

Model 
Sum of 
Squares 

df Mean Square F Sig. 

1 
Regression 565.052 1 565.052 5057.425 .000b 

Residual 33.295 298 .112   
Total 598.347 299    

a. Dependent Variable: Portfolio Diversification Score 
b. Predictors: (Constant), Financial Literacy Score 

The ANOVA results reveal a very high F-statistic of 5057.425 with a p-value less than 
0.001, which signifies that the regression model is statistically significant. The F-test 
assesses whether the model provides a significantly better fit to the data compared to 
a model with no predictors. The substantial F-value indicates that financial literacy is 
a significant predictor of portfolio diversification, confirming that the model 
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significantly enhances our understanding of portfolio diversification beyond what 
would be expected by chance alone (Hair, Black, Babin, & Anderson, 2019). 

The regression equation for predicting portfolio diversification is: 

Portfolio Diversification Score=−3.280+0.131×Financial Literacy Score\text{Portfolio 
Diversification Score} = -3.280 + 0.131 \times \text{Financial Literacy 
Score}Portfolio Diversification Score=−3.280+0.131×Financial Literacy Score 

The constant term is -3.280. This represents the expected value of the portfolio 
diversification score when the financial literacy score is zero. Although the intercept 
may not have practical significance in this context, it establishes a baseline for the 
model (Tabachnick & Fidell, 2013). The coefficient for the financial literacy score is 
0.131 with a standard error of 0.002. This coefficient is statistically significant with a t-
value of 71.116 and a p-value less than 0.001. The positive coefficient indicates that an 
increase in the financial literacy score is associated with an increase in the portfolio 
diversification score. Specifically, for each one-unit increase in financial literacy, the 
portfolio diversification score increases by 0.131 units. This result supports the 
hypothesis that higher financial literacy leads to better diversification of investment 
portfolios (Lusardi & Mitchell, 2014). 

The standardized beta coefficient is 0.972, suggesting a very strong positive 
relationship between financial literacy and portfolio diversification. This high beta 
value highlights that financial literacy has a substantial influence on the extent to 
which individuals diversify their investment portfolios, compared to other potential 
predictors (Field, 2013). 

The analysis demonstrates that financial literacy plays a crucial role in improving 
portfolio diversification. Individuals with higher financial literacy are more likely to 
implement effective diversification strategies, which can reduce investment risk and 
potentially enhance returns. This finding has significant implications for financial 
education programs, which should focus on enhancing individuals' understanding of 
diversification principles and other key financial concepts to promote better 
investment practices (Guiso, Jappelli, & Padula, 2013). 

By fostering financial literacy, individuals can make more informed decisions 
regarding their investment portfolios, leading to improved risk management and 
potentially better long-term financial outcomes. Financial advisors and policymakers 
should therefore emphasize financial literacy initiatives as a means to support more 
effective portfolio management and overall financial well-being (Statman, 2004). 

H3: Financial literacy significantly improves the quality of long-term 
financial planning among individual investors. 

The regression model’s coefficient of determination (R2R^2R2) is 0.941, indicating that 
94.1% of the variance in long-term planning scores can be explained by the financial 
literacy score. This high R2R^2R2 value underscores that financial literacy is a strong 
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predictor of long-term financial planning. The adjusted R2R^2R2 of 0.941 reinforces 
that the model effectively accounts for variance while adjusting for the number of 
predictors and the sample size, reflecting the robustness of the model (Field, 2013). 

The standard error of the estimate is 0.329, which represents the average deviation of 
observed long-term planning scores from the predicted values. A relatively low 
standard error suggests that the model’s predictions are close to the actual observed 
values, indicating a high level of precision in the model’s estimates (Cohen, Cohen, 
West, & Aiken, 2014). The ANOVA results show an exceptionally high F-statistic of 
4755.255 with a p-value less than 0.001. This result indicates that the regression model 
is statistically significant, meaning that financial literacy is a significant predictor of 
long-term financial planning. The F-test evaluates whether the model provides a 
better fit to the data compared to a model with no predictors. The substantial F-value 
indicates that the model significantly improves our understanding of long-term 
planning compared to what would be expected by chance (Hair, Black, Babin, & 
Anderson, 2019). 

Fog 4: Coefficientsa 

Model 
Unstandardized 

Coefficients 
Standardized 
Coefficients t Sig. 

B Std. Error Beta 

1 
(Constant) -.890 .133  -6.699 .000 

Financial Literacy 
Score 

.125 .002 .970 68.958 .000 

a. Dependent Variable: Long-Term Planning Score 

The regression equation for predicting long-term financial planning is: 

Long-Term Planning Score=−0.890+0.125×Financial Literacy Score\text{Long-Term 
Planning Score} = -0.890 + 0.125 \times \text{Financial Literacy Score}Long-
Term Planning Score=−0.890+0.125×Financial Literacy Score 

The constant term is -0.890. This value represents the expected long-term planning 
score when the financial literacy score is zero. While this value might not have 
practical significance in this context, it provides a baseline for the model (Tabachnick 
& Fidell, 2013). The coefficient for the financial literacy score is 0.125, with a standard 
error of 0.002. This coefficient is statistically significant, with a t-value of 68.958 and a 
p-value less than 0.001. The positive coefficient indicates that as the financial literacy 
score increases, the long-term planning score also increases. Specifically, each one-unit 
increase in financial literacy is associated with a 0.125-unit increase in long-term 
planning score. This result supports the hypothesis that higher financial literacy 
contributes to improved long-term financial planning (Lusardi & Mitchell, 2014). 

The standardized beta coefficient is 0.970, reflecting a very strong positive relationship 
between financial literacy and long-term planning. This high beta value suggests that 
financial literacy has a significant impact on long-term financial planning compared 
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to other potential predictors (Field, 2013). The findings highlight the crucial role of 
financial literacy in enhancing long-term financial planning. Individuals with higher 
financial literacy are better equipped to develop effective long-term financial 
strategies, which can lead to more successful financial outcomes over time. This result 
underscores the importance of financial education programs aimed at improving 
financial literacy as a means to promote better long-term financial planning (Guiso, 
Jappelli, & Padula, 2013). By increasing financial literacy, individuals are likely to 
engage in more comprehensive and strategic financial planning, ultimately resulting 
in better financial stability and growth. Financial advisors and policymakers should 
therefore prioritize financial literacy initiatives to support more informed and 
effective long-term financial decision-making (Statman, 2004). 

H4: There is a positive relationship between financial literacy and the 
frequency of personal investments. 

The coefficient of determination (R2R^2R2) for the regression model is 0.895, 
indicating that 89.5% of the variance in investment frequency scores can be explained 
by the financial literacy score. This high R2R^2R2 value demonstrates that financial 
literacy is a strong predictor of how frequently individuals make investments. The 
adjusted R2R^2R2 of 0.895 confirms that the model effectively accounts for the 
variance in investment frequency while adjusting for the number of predictors and 
sample size, indicating that the model is robust and well-suited to the data (Field, 
2013). 

The standard error of the estimate is 1.366, reflecting the average deviation of the 
observed investment frequency scores from the predicted values. A standard error of 
this magnitude suggests that while the model’s predictions are fairly accurate, there 
is some variability that could be due to factors not accounted for by the model (Cohen, 
Cohen, West, & Aiken, 2014). 

The ANOVA results show a very high F-statistic of 2545.419 with a p-value less than 
0.001, indicating that the regression model is statistically significant. The F-test 
assesses whether the regression model provides a significantly better fit to the data 
compared to a model with no predictors. The high F-value signifies that the financial 
literacy score is a significant predictor of investment frequency, demonstrating that 
the model significantly enhances our understanding of investment behavior 
compared to what would be expected by chance (Hair, Black, Babin, & Anderson, 
2019). 

The regression equation for predicting investment frequency is: 

Investment Frequency=−12.758+0.379×Financial Literacy Score\text{Investment 
Frequency} = -12.758 + 0.379 \times \text{Financial Literacy 
Score}Investment Frequency=−12.758+0.379×Financial Literacy Score 

The constant term is -12.758, which represents the predicted investment frequency 
score when the financial literacy score is zero. While this value may not have practical 
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significance, it provides a baseline for the model’s predictions (Tabachnick & Fidell, 
2013). The coefficient for the financial literacy score is 0.379, with a standard error of 
0.008. This coefficient is statistically significant, with a t-value of 50.452 and a p-value 
less than 0.001. The positive coefficient indicates that an increase in the financial 
literacy score is associated with an increase in investment frequency. Specifically, each 
one-unit increase in financial literacy is associated with a 0.379-unit increase in 
investment frequency. This result supports the hypothesis that higher financial 
literacy leads to more frequent personal investments (Lusardi & Mitchell, 2014). 

The standardized beta coefficient is 0.946, reflecting a very strong positive relationship 
between financial literacy and investment frequency. This high beta value suggests 
that financial literacy has a substantial impact on the frequency of investments 
compared to other potential predictors (Field, 2013). 

The findings emphasize the critical role of financial literacy in determining the 
frequency of personal investments. Individuals with higher financial literacy are more 
likely to engage in investment activities more frequently, which can lead to greater 
accumulation of wealth and improved financial outcomes. This underscores the 
importance of financial education programs designed to enhance individuals' 
understanding of investment principles and strategies, ultimately promoting more 
active and informed investment behaviors (Guiso, Jappelli, & Padula, 2013). 
Enhancing financial literacy can help individuals make more frequent and strategic 
investment decisions, contributing to their long-term financial stability and growth. 
Financial advisors and policymakers should, therefore, focus on financial literacy 
initiatives as a means to support more frequent and effective investment practices 
(Statman, 2004). 

1.1. Detailed Analysis and Discussion 

The analysis conducted in this study provides compelling evidence of the significant 
role financial literacy plays in shaping various aspects of personal investment 
decisions. The strong correlations observed underscore the importance of financial 
literacy in influencing risk tolerance, portfolio diversification, long-term planning, 
and investment frequency. 

Risk Tolerance 

The study's findings reveal a robust positive relationship between financial literacy 
and risk tolerance. Individuals with higher financial literacy are more likely to 
understand and accept the risks associated with different investment options. This 
enhanced risk tolerance is crucial for making informed investment decisions and 
pursuing higher returns, as financially literate individuals are better equipped to 
navigate the complexities of financial markets (Lusardi & Mitchell, 2011). 

This result emphasizes the need for financial education programs to focus on 
increasing individuals' understanding of risk. By improving financial literacy, 
individuals can develop a more nuanced grasp of investment risks, leading to more 
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confident and rational decision-making. Financial advisors and policymakers should 
prioritize initiatives that enhance financial literacy to support individuals in making 
informed and strategic investment choices (Guiso, Jappelli, & Padula, 2013). 

Portfolio Diversification 

The analysis also highlights a strong link between financial literacy and portfolio 
diversification. Higher levels of financial literacy are associated with better 
implementation of diversification strategies, which can mitigate investment risk and 
potentially improve returns. This finding aligns with previous research that 
emphasizes the benefits of diversification in managing financial risk and enhancing 
investment outcomes (Guiso, Jappelli, & Padula, 2013). 

To support effective portfolio management, financial education programs should 
emphasize diversification principles and other essential financial concepts. By 
fostering a deeper understanding of diversification, individuals can make more 
informed decisions about their investment portfolios, leading to improved risk 
management and potentially better long-term financial outcomes (Statman, 2004). 

Long-Term Financial Planning 

The study's results underscore the crucial role of financial literacy in enhancing long-
term financial planning. Financially literate individuals are better equipped to 
develop and implement effective long-term financial strategies, contributing to more 
successful financial outcomes over time. This highlights the importance of financial 
education in promoting comprehensive and strategic financial planning (Guiso, 
Jappelli, & Padula, 2013). 

Increasing financial literacy can enable individuals to engage in more thoughtful and 
deliberate long-term financial planning, resulting in greater financial stability and 
growth. Financial advisors and policymakers should therefore focus on financial 
literacy initiatives that support long-term planning and help individuals make more 
informed decisions about their financial futures (Statman, 2004). 

Investment Frequency 

The analysis demonstrates a strong relationship between financial literacy and 
investment frequency. Individuals with higher financial literacy are more likely to 
engage in investment activities more frequently, which can lead to greater wealth 
accumulation and improved financial outcomes. This finding underscores the 
importance of financial education programs designed to enhance individuals' 
understanding of investment principles and strategies, ultimately promoting more 
active and informed investment behaviors (Guiso, Jappelli, & Padula, 2013). 

Enhancing financial literacy can facilitate more frequent and strategic investment 
decisions, contributing to individuals' long-term financial stability and growth. 
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Financial advisors and policymakers should prioritize financial literacy initiatives to 
support more effective and frequent investment practices (Statman, 2004). 

1.1. Conclusion 

The results of this study highlight the critical role of financial literacy in influencing 
various aspects of personal investment decisions. Financially literate individuals 
exhibit higher risk tolerance, engage in better portfolio diversification, conduct more 
effective long-term planning, and invest more frequently. These findings have 
significant implications for financial education programs, which should focus on 
improving financial literacy to enhance investment decision-making and overall 
financial well-being. 

Financial literacy empowers individuals to make more informed and confident 
investment decisions, leading to better financial outcomes. By prioritizing financial 
education, financial advisors and policymakers can support more effective investment 
practices and promote long-term financial stability and growth. 

1.1. Future Scope of the Study 

Future research could explore several areas to build upon the findings of this study: 

Longitudinal Studies: Investigate how changes in financial literacy over time impact 
investment behaviours and financial outcomes. Longitudinal studies could provide 
insights into the long-term effects of financial education on investment practices. 

Diverse Populations: Examine the relationship between financial literacy and 
investment decisions across different demographic groups, including varying income 
levels, educational backgrounds, and geographic locations. This could help tailor 
financial education programs to address specific needs and challenges. 

Behavioural Insights: Explore the psychological and behavioural factors that 
influence the relationship between financial literacy and investment decisions. 
Understanding these factors could enhance the effectiveness of financial education 
programs by addressing underlying behavioural barriers. 

Technological Integration: Assess the impact of digital tools and financial technology 
(fintech) on financial literacy and investment behaviours. Investigating how 
technology influences financial literacy and decision-making could inform the 
development of innovative educational tools and resources. 

Policy Impact: Evaluate the effectiveness of financial literacy policies and initiatives 
implemented by governments and organizations. Researching the impact of these 
policies on financial behaviours and outcomes could provide valuable insights for 
policymakers and educators. 
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