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Abstract:  

Financial literacy is widely recognised as an important factor in both personal prosperity and national prosperity. 

At this juncture, it is imperative that individual investors be equipped with both rudimentary and advanced levels 

of Financial Literacy to enable them to make informed choices and the most appropriate methods of saving and 

investing to help them reach their objectives. The level of financial literacy and the investment preferences of 

individuals in four district of Uttarakhand, sample size 468 were measured using structured questionnaires. The 

research shows that people's investment preferences change depending on their level of financial literacy. Each 

investor needs to take responsibility for their own financial education and growth. Since we are all experiencing 

uncertain times, they won't get anywhere by sitting on their hands and waiting for things to improve. Instead, they 

can take the first step toward financial security by learning the fundamentals of sound financial management.  

Index Terms:  

Financial literacy, Financial Knowledge, Investment preferences and Investment objectives. 

Introduction: 

The growth and development of Indian economy has widened the financial market especially after the LPG 

concept of industrial policy. This has contributed to the commendable growth of financial products as an 

investment avenue. The increase in the complexity level and the presence of multiple choices available in terms 

of financial product has made it necessary for every individual to be financially educated to allocate the right 

amount of money in the most appropriate investment instrument at the right time in this dynamic economy.  

Financial literacy and behavioural biases are crucial factors impacting investment behaviour of individuals. The 

importance of financial literacy lies in the fact that financial decisions are often influenced by psychological biases 

of an individual. 
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As per the National Financial Educators Council, Financial Literacy “possesses the skills and knowledge on 

financial matters to confidently take effective action that best fulfils an individual’s personal, family and global 

community goals.”  OECD (Organization for economic cooperation and development), INFE (International 

Network on Financial Education) define financial literacy as “A combination of awareness, knowledge, skill, 

attitude and behaviour necessary to make sound financial decisions and ultimately achieve individual financial 

wellbeing.” 

Financial literacy can be inferred as financial education which is necessary for the one who is interested in 

investment. Lack of financial literacy can lead to grave faults in decision making. Financial literacy acts as a pre-

requisite for proper financial planning.  

Progress is being made by National Centre for Financial Education (NCFE), a non-profit company promoted by 

four major financial regulators: Reserve Bank of India, SEBI, IRDA and PFRDA. It was created under section 8 

of Company’s Act 2013, to promote financial literacy in India. SEBI has taken Financial Education to about 550 

districts in the country with its unique Resource Person Model. More than 50,000 programmes have been 

conducted by SEBI since 2010 targeting students, executives, women, retired persons, etc. reaching over 37 lakh 

individuals.  

Financial education is no more the focus for only investors. Its importance is being felt across all the strata of this 

society. They try to optimize their monetary decisions which include managing monthly household expenses, 

buying a home, funding the children’s education, support their parents and plan retirement income for themselves. 

Of course, people have always been responsible for managing their own finances on a day to day basis like to 

spend on holiday, to save for procuring a new furniture and how much amount to be saved for children education. 

Notably responsibility for income planning after retirement is being shifted to workers and away from employer 

and government. If individuals become financially educated, they will be more likely to save and to challenge 

financial service providers to develop products that truly respond to their needs and have positive impact on the 

growth of economy as well. The present study is aimed at identifying the impact of financial literacy on 

individuals belonging to four different sections viz. salaried individuals, homemakers, potential investors and 

retirees on their investment preferences. 

Need of the study: 

Today's environment is highly dynamic and competitive. Also, there has been an increase in the complexities of 

the financial market due to the enhancement of varieties in the financial products, changes in demographic factors, 

etc. It is the need of the hour to focus on financial literacy to ensure economic stability and confidently tackle 

emergency situations like the current situation of COVID times. The scarcity of financial resources stresses the 

need to prepare robust financial plans to achieve life goals. 

Financial literacy has become a priority area of study in recent years all over the world. As quoted by Mr. Atul 

Kumar Gupta (President, ICAI) in TOI (Sep '11, 2020) "India is home to around 17% population of the world and 

the literacy rate here is around 74%. While, out of the total population, only 24% population is financially literate." 

So, this study will also act like an alarming call for all the readers who still lack financial literacy. 
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Literature Review: 

Samudra & Bhugate, 2012, Financial knowledge is essential for personal and national financial security. The 

purpose is to give individual investors basic and advanced financial literacy (knowledge and skills) so they can 

choose the optimal saving/investment options for their financial goals. Researchers examined financial literacy 

and investment choices. Structure questionnaires assessed individual investors' financial literacy and investment 

choices in Cuttack City, Odisha (N=120). Financial literacy affects investor preferences, according to the study. 

As we live in uncertain times, individual investors should self-educate and expand their financial knowledge by 

learning the foundations of money management and its significance and becoming sensible investors. When an 

individual investor's perspective transforms from need-based to want-based, they feel more connected to the 

financial world, which improves saving and investing decisions. Md. Anees (2013) studies financial literacy and 

education in India, including its drivers and importance. The exploratory research design uses secondary data to 

conclude that young Indian investors should be targeted to increase financial well-being. Gupta Kamal et al., 

(2014), 87 micro entrepreneurs in Kangra, Himachal Pradesh, were surveyed about financial literacy. A designed 

questionnaire assessed financial literacy. Descriptive analysis assessed microentrepreneurs' financial education 

awareness. Study results were disappointing. It demonstrates that Kangra microentrepreneurs lack financial 

competence. Poor record keeping, lack of financial product awareness, uncontrolled savings, and cash 

management were the reasons. Microentrepreneurs need more awareness. 

Samriti Kamboj, 2014, The study examined financial literacy in India. The RBI is achieving financial literacy in 

India, according to the report. NGO's and SHG's are also improving financial education. It also suggested 

strengthening India's financial literacy measures to raise investors' financial awareness. Akshita Arora, 2016, She 

surveys working women in Rajasthan using a questionnaire to assess financial literacy. She assessed women's 

financial literacy based on their knowledge, attitude, and behaviour towards their own finances. The poll shows 

that women still lack financial planning expertise in the 21st century. Women outperformed men in financial 

behaviour and attitude, but not financial understanding. Unmarried women are superior at financial literacy. 

Gajendra Naidu, 2017, Literature-based analysis assessed financial literacy in India. India has low financial 

literacy compared to other wealthy nations, according to secondary sources. Though RBI, SEBI, and OECD are 

making efforts, new initiatives are needed to increase literacy. Kapil Choudhary, 2017, India's financial literacy 

determinants were studied. The OECD questionnaire measures financial literacy. Respondents from Haryana. The 

study found that only one third of respondents were financially literate. Most respondents have basic financial 

understanding. Social-demographic analysis reveals that some characteristics also limit financial literacy. 

Financial literacy is linked to income instability, age, and low income. Venkata Raman & Thilak Venkatesan 

2018, Financial literacy factors were investigated. SPSS Amos Version 22 and SPSS Version 20 were used to 

analyse data from 70 salaried Bangalore residents. The last two factors—financial knowledge and influence—

predict financial literacy. The study concluded that financial literacy is needed.G. Surendar, 2018, The study 

identified financial literacy and personal financial characteristics among higher education professors. The study 

is descriptive. Warangal's higher education institutions provided 354 convenience-sampled respondents. The 

study found satisfactory financial education among higher education teachers. The survey found that most higher 

education teachers are financially literate, knowledgeable of personal financial planning, and able to plan 
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independently regardless of their subject matter. Aspects research revealed essential quality factors in personal 

finance and financial planning. Kapoor & Tyagi, 2019,"Changing Trend and Pattern of Financial Literacy in 

India: An Overview" covers the Pradhan Mantri Jan Dhan Yojana. The study also discusses India's Pradhan 

Mantri Jan Dhan Yojana (PMJDY), which promotes financial literacy. The article reported that PMJDY opened 

most bank accounts during the Indian government's week-long financial inclusion programme in August 2014. 

The survey also found that rural Indians prefer cash over digital payments and have little financial literacy. They 

require financial and security education. 

Deepika Dhawan, Sushil Kumar Mehta, 2019, The researchers worked in Jammu and Kashmir, India. 184 

participants completed the structured questionnaire. One-way ANOVA, ANCOVA, MANOVA, and frequency 

distribution were used to examine the link between saving and income, investor preferences for different 

investment options, and the relationship between saving and income. Gender affects financial literacy and 

awareness. Finally, individuals choose safe, liquid assets with larger returns, tax benefits, and shorter lock-in 

periods. Raut, 2020, He explored how prior behaviour and financial knowledge affect individual investors' 

investment decisions. Past behaviour did not directly affect investment intent, but investor attitude did. Indian 

investors were affected by social pressure, which financial knowledge may reduce. Subjective stock market 

involvement criteria were essential. The government and decision makers may use this to educate investors and 

engage them through opinion leaders. 

Swati Anand, 2021, Financial literacy and strategy are needed to prepare and protect against such events. We 

utilise structural equation modelling to investigate how financial literacy programmes prepare and safeguard 

household wealth against global shocks. Snowball sampling and descriptive research are used. Information was 

collected via internet survey. 400 surveys were taken. After validating the measurement model, several path 

models analyse the hypothesised causal links. Financial literacy may affect coronavirus awareness and financial 

wellness. Financial literacy completely mediates individuals' money throughout the COVID-19 pandemic. The 

findings improve financial literacy knowledge and management. Financial literacy programmes provide actual 

investment advice and recommendations, so participants will be better prepared after the COVID-19 pandemic. 

Prashant Kandari, 2021, The present investigation was conducted in hill rural Uttarakhand. In Uttarakhand, the 

sample districts were Pauri Garhwal, Tehri Gharwal, and Chomoli, which make about 85% of the rural area. Ten 

three-point parameters measured financial literacy. The study indicated that financially savvy people make better 

decisions. Financial literacy boosts financial inclusion in these places. 

Research Methodology: 

The present research is descriptive in nature. The sample of the study was collected through stratified sampling 

from the state of Uttarakhand. The sample size includes 468 respondents from four different state (Nainital, 

Udham singh Nagar, Dehradoon and Pauri Garhwal) of Uttarakhand. Data has been collected through structured 

questionnaire through both online and offline method. Different test was conducted to check the validity and 

reliability of data. Chi square test was used to check the association between financial literacy and investment 

preferences. After that multinomial Logistic Regression was applied to check the association between the levels 
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of financial literacy and investment decision taken by the investors. I have used statistical software packages like 

SPSS, Excel for analysis of the collected data through both primary and secondary sources. 

Population and Sample:  

The total population (as shown in table 3.2) in the four districts chosen is 49,87,742. Due to financial and time 

constraints, it would be impractical to contact each of them individually; thus, a sample of the entire population 

of the four districts was drawn. The target population for the study was the people of Uttarakhand, as the literacy 

rate of Uttarakhand is reasonable, i.e., 78.08 %. District, which can be an excellent motivator to go for investment 

in different investment avenues. The sample from a different category of investors was chosen as they invest in 

the security and commodity markets, as well as in traditional investment options such as insurance, fixed deposits, 

recurring deposits, and so on, or they may invest in real estate or gold and silver. The target groups include various 

types of Uttarakhand investors based on whether they live in rural or urban areas. They were also classified 

according to their occupation, such as businessmen, salaried individuals, professionals, housewives, and retired 

individuals. Gender is also considered, whether male or female, on the basis of the annual income of investors, 

the educational level of investors, dependents in the family, and so on. 

Yamane (1967) provides a simplified formula to calculate sample sizes. The following formula was used to 

calculate the sample size for population >= 10000000.  

Where n= sample size 

N= size of population 

e = 0.05 (level of precision), at 95% confidence. 

Therefore, n= 1,00,00,000/ { 1+(1,00,00000) (0.05)} = 400.  

we reached the number of 468 respondents were utilized from the four mentioned districts. The respondents 

selected for the study kept in mind that they are the ones who go for some investment portfolios. 

Data and Sources of Data:  

The data collection for the proposed study was based on primary and secondary data collection methods. 

Primary Method:  

A structured questionnaire obtained the primary data for the study from 468 respondents from four districts in 

Uttarakhand, two from each region, namely the Kumaon and Garhwal regions. The first section of the 

questionnaire was meant to collect general information via a demographic factor-related questionnaire, while the 

second section was based on a questionnaire developed by the OECD/INFE to assess financial literacy in 13 

countries worldwide. Finally, the final section of the questionnaire was based on previous material and personal 

experience with the notion of behavioural finance. Both male and female respondents provided data. The study's 

participants included salaried individuals, homemakers, business people, professionals, and retirees. 
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Secondary Data:  The secondary data was collected from existing sources. It provides a way to move for the 

work with little bit ease. Journals, textbooks, magazines, websites, and newspapers are all together used for the 

collection of secondary data for the study. 

Theoretical Framework:  

There are both dependent and independent variables in the study. The variables in the study were chosen using a 

method that had been planned ahead of time. The way people like to invest was used as a dependent variable, and 

how well they understand money was used as an independent variable. Then, the effect of financial literacy on 

investment preferences is looked at. 

Results and Discussion: 

Levels of financial literacy 

The respondents were asked 24 questions clubbed into three different categories as follows— Financial 

Knowledge and Understanding (10 questions), Financial Attitude/Behaviour (9 questions) and Financial Health 

and Skill (5 questions). All 24 questions were closed ended and were framed as Likert scale items. The scores 

assigned by each individual to all Likert items were added. The sum of the scores for different respondents was 

used to categorise the respondents into three categories viz.— Low Financial Literacy, Medium Financial Literacy 

and High Financial Literacy. Respondents below 33.33 percentile were categorised into low financial literacy 

group, respondents from 33.33 percentile to 66.67 percentile were categorised into medium financial literacy 

group and respondents above 66.67 percentile were categorised into high financial literacy group. 

Association of Demographic Variables with Levels of Financial Literacy 

One to one association of all the demographic variables was tested with levels of financial literacy, using the chi-

square test of association.  

Sr. No. 
Variable 

Name 

Variable 

Description 

Chi-

square 

Value 

p Value 

Statistical 

Significance 

of 

Association 

Cramer’s 

V 

Strength of 

Association 

1 
Gender Gender of the 

respondent 

5.224 .073 Not 

significant 

N/A N/A 

2 
Age Age of the 

respondent 

37.876 .000 Significant .201 Small 

3 

MFS Marital and 

family status 

of the 

respondent 

37.275 .000 Significant .200 Small 

4 
EDQ Educational 

qualification 

25.040 .002 Significant .164 Small 
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of the 

respondent 

5 

ANI Annual 

income of the 

respondent 

72.143 .000 Significant .278 Small 

6 

TOF Type of 

family in 

which the 

respondent 

lives. 

2.199 .333 Not 

significant 

N/A N/A 

7 

EPN Number of 

earning 

members in 

the 

respondent’s 

family 

9.737 .045 Significant .102 Small 

8 

District District ion 

which the 

respondent 

lives 

57.089 .000 Significant .247 Small 

9 

AL Area in 

which the 

respondent 

lives 

18.753 .000 Significant .200 Small 

10 

ES Employment 

status of the 

respondent 

24.495 .002 Significant .162 Small 

11 

HFS Respondent’s 

household 

financial 

situation 

45.671 .000 Significant .221 Small 

12 

ANP Does the 

respondent 

have 

ancestral 

property? 

.894 .640 Not 

significant 

N/A N/A 

13 
FDT Who takes 

financial 

9.020 .011 Significant .139 Small 
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decisions in 

the 

respondent’s 

family. 

 

The following demographic variables were found to have a statistically significant association with levels of 

financial literacy— Age, Marital and Family Status, Educational Qualification, Annual Income, Earning 

Members in the Family, District, Area of Living, Employment Status, Household Family Situation, and Who 

takes financial decisions in the family. 

Multinomial Logistic Regression (Demographic Variables and Financial Literacy) 

After testing the one-to-one association all demographic variables having significant association were used to 

model a relationship with levels of financial literacy. Multinomial logistic regression was used in which the 

demographic variables were independent variables and levels of financial literacy was considered as dependent 

variable. 

 

 

 

 

 

 

 

 

 

 

 

From the above table it is evident that the model fits the data well p = 0.000 (p < 0.05). 

Pseudo R-Square 

Cox and 

Snell 
.329 

Nagelkerke .370 

McFadden .182 

 

The value of Negelkerke R2 is 0.370 i.e., the independent variables explain 37 % variation in the dependent 

variable. 

 

 

Model Fitting Information 

Model 

Model 

Fitting 

Criteria Likelihood Ratio Tests 

-2 Log 

Likelihood Chi-Square df Sig. 

Intercept 

Only 
1012.427    

Final 825.876 186.551 58 .000 
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Likelihood Ratio Tests 

Effect 

Model 

Fitting 

Criteria Likelihood Ratio Tests 

-2 Log 

Likelihood of 

Reduced 

Model Chi-Square df Sig. 

Intercep

t 
825.876a .000 0 . 

Age 838.131 12.256 8 .140 

MFS 832.189 6.313 6 .389 

EDQ 838.948 13.072 8 .109 

ANI 840.732 14.857 6 .021 

EPN 827.979 2.104 4 .717 

District 858.837 32.962 6 .000 

AL 832.806 6.930 2 .031 

ES 832.497 6.621 8 .578 

HFS 845.458 19.582 8 .012 

FDT 831.906 6.030 2 .049 

 

From the above table it can be observed that Annual Income, District, Area of Living, Household Financial 

Situation and Who takes financial decisions in the family have an overall statistically significant impact on the 

dependent variable. 

Parameter Estimates 

level of financial literacya B 

Std. 

Error Wald df Sig. Exp(B) 

95% Confidence Interval 

for Exp(B) 

Lower 

Bound 

Upper 

Bound 

low level Intercept -.190 .859 .049 1 .825    

[Age=1] .106 .803 .017 1 .895 1.112 .230 5.366 

[Age=2] .126 .727 .030 1 .863 1.134 .273 4.715 

[Age=3] .859 .753 1.300 1 .254 2.361 .539 10.331 

[Age=4] -.668 .749 .796 1 .372 .513 .118 2.225 

[Age=5] 0b . . 0 . . . . 

[MFS=1] -.242 .731 .110 1 .740 .785 .187 3.288 

[MFS=2] .051 .788 .004 1 .948 1.053 .225 4.936 
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[MFS=3] -.878 .653 1.806 1 .179 .416 .116 1.496 

[MFS=4] 0b . . 0 . . . . 

[EDQ=1] 1.389 1.033 1.809 1 .179 4.012 .530 30.380 

[EDQ=2] .539 .863 .391 1 .532 1.715 .316 9.298 

[EDQ=3] .248 .584 .181 1 .671 1.282 .408 4.028 

[EDQ=4] -.465 .552 .709 1 .400 .628 .213 1.853 

[EDQ=5] 0b . . 0 . . . . 

[ANI=1] .699 .510 1.878 1 .171 2.012 .740 5.472 

[ANI=2] .443 .447 .985 1 .321 1.558 .649 3.739 

[ANI=3] -.723 .410 3.106 1 .078 .485 .217 1.084 

[ANI=4] 0b . . 0 . . . . 

[EPN=1] .537 .390 1.897 1 .168 1.710 .797 3.671 

[EPN=2] .359 .347 1.072 1 .301 1.432 .726 2.823 

[EPN=3] 0b . . 0 . . . . 

[District=1] .512 .394 1.688 1 .194 1.669 .771 3.617 

[District=2] -.216 .434 .247 1 .619 .806 .345 1.885 

[District=3] -2.167 .656 10.920 1 .001 .114 .032 .414 

[District=4] 0b . . 0 . . . . 

[AL=1] .814 .313 6.769 1 .009 2.257 1.222 4.168 

[AL=2] 0b . . 0 . . . . 

[ES=1] -.177 .802 .049 1 .826 .838 .174 4.034 

[ES=2] .018 .717 .001 1 .980 1.018 .250 4.150 

[ES=3] .283 .777 .133 1 .716 1.327 .289 6.084 

[ES=4] -.334 .772 .187 1 .665 .716 .158 3.251 

[ES=5] 0b . . 0 . . . . 

[HFS=1] 2.199 1.199 3.361 1 .067 9.014 .859 94.602 

[HFS=2] 1.413 .794 3.169 1 .075 4.107 .867 19.452 

[HFS=3] .196 .437 .200 1 .655 1.216 .516 2.864 

[HFS=4] -.592 .430 1.898 1 .168 .553 .238 1.284 

[HFS=5] 0b . . 0 . . . . 

[FDT=1] -1.103 .467 5.570 1 .018 .332 .133 .829 

[FDT=2] 0b . . 0 . . . . 

moderate 

level 

Intercept -.361 .724 .248 1 .618    

[Age=1] .394 .785 .252 1 .616 1.483 .318 6.912 
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[Age=2] .331 .686 .233 1 .630 1.392 .363 5.341 

[Age=3] 1.077 .679 2.515 1 .113 2.936 .776 11.112 

[Age=4] .718 .641 1.256 1 .262 2.051 .584 7.205 

[Age=5] 0b . . 0 . . . . 

[MFS=1] -.528 .647 .667 1 .414 .590 .166 2.095 

[MFS=2] .048 .684 .005 1 .944 1.049 .275 4.008 

[MFS=3] -.671 .536 1.566 1 .211 .511 .179 1.462 

[MFS=4] 0b . . 0 . . . . 

[EDQ=1] -.304 1.057 .083 1 .773 .738 .093 5.850 

[EDQ=2] -.130 .819 .025 1 .874 .878 .176 4.370 

[EDQ=3] .299 .482 .383 1 .536 1.348 .524 3.470 

[EDQ=4] -.280 .450 .387 1 .534 .756 .313 1.826 

[EDQ=5] 0b . . 0 . . . . 

[ANI=1] .493 .500 .972 1 .324 1.638 .614 4.368 

[ANI=2] .683 .414 2.722 1 .099 1.980 .880 4.456 

[ANI=3] .055 .332 .027 1 .868 1.057 .551 2.025 

[ANI=4] 0b . . 0 . . . . 

[EPN=1] .238 .355 .449 1 .503 1.268 .633 2.542 

[EPN=2] .091 .313 .084 1 .772 1.095 .593 2.021 

[EPN=3] 0b . . 0 . . . . 

[District=1] .937 .370 6.403 1 .011 2.552 1.235 5.272 

[District=2] .218 .405 .291 1 .590 1.244 .562 2.752 

[District=3] -.680 .431 2.491 1 .114 .507 .218 1.179 

[District=4] 0b . . 0 . . . . 

[AL=1] .476 .292 2.664 1 .103 1.610 .909 2.854 

[AL=2] 0b . . 0 . . . . 

[ES=1] -1.223 .751 2.651 1 .103 .294 .068 1.283 

[ES=2] -.909 .639 2.027 1 .154 .403 .115 1.408 

[ES=3] -1.055 .709 2.211 1 .137 .348 .087 1.399 

[ES=4] -1.003 .664 2.284 1 .131 .367 .100 1.347 

[ES=5] 0b . . 0 . . . . 

[HFS=1] 1.914 1.241 2.381 1 .123 6.781 .596 77.149 

[HFS=2] 1.085 .838 1.676 1 .195 2.959 .573 15.286 

[HFS=3] .580 .427 1.849 1 .174 1.786 .774 4.122 
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[HFS=4] .386 .404 .911 1 .340 1.471 .666 3.249 

[HFS=5] 0b . . 0 . . . . 

[FDT=1] -.300 .357 .707 1 .401 .741 .368 1.490 

[FDT=2] 0b . . 0 . . . . 

 

From the above table we can observe that District, Area of Living and Who takes financial decisions in the 

family in the first set of coefficients are statistically significant and only district in second set of coefficients in 

statistically significant.  

A respondent from Dehradun compared to a respondent from Pauri Garhwal is more likely to have low financial 

literacy than high financial literacy. In Specific terms a respondent from Dehradun is 0.114 times likely to have 

high financial literacy as compared to a respondent from Pauri Garhwal. It can be generalised that an individual 

is more likely to have low financial literacy if he is from Dehradun rather than Pauri Garhwal.  A respondent from 

urban area compared to a respondent from rural area is more likely to have high financial literacy than low 

financial literacy. In Specific terms a respondent from urban area is 2.257 times likely to have high financial 

literacy as compared to a respondent from Rural Area. It can be generalised that an individual is more likely to 

have High financial literacy if he is from Urban Area rather than Rural Area. A respondent who takes financial 

decisions with his family members compared to a respondent who takes financial decisions by himself only is 

more likely to have low financial literacy than high financial literacy. In Specific terms a respondent who takes 

financial decisions with his family members is .332 times likely to have high financial literacy compared to a 

respondent who takes financial decisions by himself only. It can be generalised that an individual is more likely 

to have low financial literacy if he involves his/her family members in financial decision making than making the 

financial decisions by himself only. A respondent from Dehradun compared to a respondent from Nainital is more 

likely to have high financial literacy than low financial literacy. In Specific terms a respondent from Dehradun is 

2.552 times likely to have high financial literacy as compared to a respondent from Nainital. It can be generalised 

that an individual is more likely to have high financial literacy if he is from Dehradun rather than Nainital.  

 

Only the variable District is seen to show a statistically significant effect in predicting the financial literacy level 

of an individual in both set of coefficients i.e., low financial literacy compared to high financial literacy level and 

moderate financial literacy to high financial literacy level. 

Risk Profile 

 

Eight closed ended questions in the questionnaire asked the respondents about their monthly contribution towards 

different investment avenues as a percentage of total income. The different investment avenues listed in the 

questionnaire were: Bank deposit (FD’s, RD’s, Flexible deposits), Capital Market (direct, mutual fund & 

derivatives), Real estate, Gold/silver, Government securities, Post office deposits, Provident funds/National 

Pension Scheme, and Insurance. Respondents had to assign from five different scores ranging from 1 to 5 to each 

investment avenue. Here 1 signified percentage contribution of less than 20%, 2 signified percentage contribution 
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from 21% to 30%, 3 signified percentage contribution from 31% to 40%, 4 signified percentage contribution from 

41% to 50%, and 5 signified percentage of more than 50%. 

These investment avenues were classified into three categories— low risk, medium risk and high risk as 

follows: 

Sr. No. Avenues Risk Level 

1 Bank deposit (FD’s, RD’s, Flexible deposits) Low Risk 

2 Capital Market (direct, mutual fund & derivatives) High Risk 

3 Real estate Medium Risk 

4 Gold/silver Medium Risk 

5 Government securities Medium Risk 

6 Post office deposits Low Risk 

7 Provident funds/National Pension Scheme Low Risk 

8 Insurance Medium Risk 

 

Median Score from each category was taken and compared, the category which had the highest median score was 

assigned to the corresponding respondent. Thus, respondents were classified into three risk classes viz. low risk, 

medium risk and high risk; as per their investment preferences/choice. 

 

Association between Levels of financial literacy and Investment preference:  

Chi Square Test of independence 

The hypotheses for the test are as follows 

H0: financial literacy and risk profile are independent. 

H1: financial literacy and risk profile are not independent. 

A chi-square test of independence was conducted between level of financial literacy and choice of investment in 

three risk classes. All expected cell frequencies were greater than five. There was a statistically significant 

association between level of financial literacy and choice of investment in three risk classes, χ2 = 10.676, p < .05 

(p = .030). The association was small (Cohen, 1988), Cramer's V = .107. 

Multinomial Logistic Regression (Levels of financial literacy and Investment preference) 

 

Model 

Model Fitting 

Criteria Likelihood Ratio Tests 

-2 Log 

Likelihood Chi-Square df Sig. 

Intercept 

Only 
40.178    

Final 29.131 11.047 4 .026 

 

From the above table it is evident that the model fits the data well p = 0.026 (p < 0.05). 
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Pseudo R-Square 

Cox and Snell .024 

Nagelkerke .029 

McFadden .014 

 

The value of Negelkerke R2 is 0.029 i.e., the independent variable explain 2.9 % variation in the dependent 

variable 

Likelihood Ratio Tests 

Effect 

Model Fitting 

Criteria Likelihood Ratio Tests 

-2 Log 

Likelihood of 

Reduced 

Model Chi-Square df Sig. 

Intercept 29.131a .000 0 . 

Fliteracy 40.178 11.047 4 .026 

 

From the above table it can be observed that Fliteracy has an overall statistically significant impact on the 

dependent variable 

 

Parameter Estimates 

riskprofa B 

Std. 

Error Wald df Sig. Exp(B) 

95% Confidence Interval 

for Exp(B) 

Lower 

Bound 

Upper 

Bound 

low risk Intercept .885 .177 24.928 1 .000    

[Fliteracy=1.00] .452 .283 2.559 1 .110 1.572 .903 2.736 

[Fliteracy=2.00] -.101 .257 .153 1 .696 .904 .546 1.497 

[Fliteracy=3.00] 0b . . 0 . . . . 

medium 

risk 

Intercept -1.322 .325 16.551 1 .000    

[Fliteracy=1.00] 1.283 .429 8.939 1 .003 3.606 1.555 8.359 

[Fliteracy=2.00] .474 .430 1.217 1 .270 1.607 .692 3.733 

[Fliteracy=3.00] 0b . . 0 . . . . 

 

From the above table we can observe that Fliteracy is statistically significant only for second set of coefficients. 
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A respondent having high level of financial literacy compared to a respondent having low financial literacy is 

more likely to choose an investment avenue in high-risk class. In specific terms a respondent having high level 

of financial literacy is 3.606 times likely to choose an investment avenue in high-risk class as compared to a 

respondent having low financial literacy. It can be generalised that an individual is more likely to choose a high-

risk investment if he/she has high level of financial literacy than low level of financial literacy.  

The variable financial literacy is seen to show a statistically significant effect in predicting the investment 

preference in one set of coefficients i.e., medium risk compared to high risk. 
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