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Abstract

In an increasingly complex financial environment, young professionals often
face the challenge of managing income, debt, and investment opportunities
effectively. This research investigates the intricate relationship between
financial literacy and investment decision-making among young professionals,
viewed through the lens of behavioral finance. It explores how cognitive biases,
heuristics, and emotional factors interplay with financial knowledge to shape
investment behavior. The study is motivated by rising concerns about poor
financial planning, low investment participation rates, and suboptimal portfolio
choices among the younger workforce despite their access to education and
technology. Using a mixed-method approach that combines structured
questionnaires with in-depth case analysis, the research reveals that while
financial literacy significantly influences decision-making quality, behavioral
biases such as overconfidence, loss aversion, and herd behavior often override
rational thinking. The data was gathered from 300 young professionals aged 25—
35 across diverse sectors, including IT, finance, healthcare, and education.
Results indicate that even financially literate individuals are not immune to
cognitive pitfalls that distort their financial judgments. The case study further
exemplifies how an educated professional with high financial awareness may
still make flawed investment choices under psychological influences. The
findings advocate for an integrative financial education framework that not only
imparts technical knowledge but also trains individuals to recognize and

manage behavioral biases. This study contributes to the existing literature by
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bridging the gap between financial literacy and behavioral finance, with
practical implications for financial educators, policymakers, and fintech
advisors aiming to foster responsible investment behavior among the youth.
Keywords : Financial literacy, behavioral finance, investment decision-making,
young professionals, cognitive bias, loss aversion, overconfidence, herd
behavior, financial education, investment psychology

Introduction

Financial literacy—the ability to understand and apply financial concepts—has
emerged as a cornerstone for effective investment decision-making, particularly
among young professionals navigating the early stages of wealth accumulation.
With the advent of digital financial tools, trading platforms, and complex
investment vehicles, individuals are now expected to make informed decisions
at an increasingly young age. However, financial literacy is not merely the
acquisition of knowledge; it is the application of that knowledge in a
psychologically nuanced environment. This is where behavioral finance enters
the equation.

Behavioral finance, a discipline that blends psychology and economics,
posits that individuals often deviate from rationality in financial decision-
making due to cognitive biases and emotional factors. In the context of young
professionals—often characterized by ambition, impatience, and limited
Investment experience—these biases become even more pronounced. Despite
access to financial education and advisory services, many still fall prey to
overconfidence, framing effects, anchoring, and herd mentality. These
behavioral tendencies can lead to impulsive investment choices, under-
diversification, or excessive risk-taking, all of which jeopardize long-term
financial stability.

The objective of this research is to analyze the interrelationship between

financial literacy and investment behavior among young professionals in India.
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The study aims to identify the extent to which financial knowledge mitigates or
interacts with behavioral biases. A secondary objective is to explore whether
demographic variables such as income level, education, and professional
background affect this relationship. The rationale for choosing young
professionals lies in their growing economic significance and the long-term
implications of their investment habits on national savings and capital markets.
This study thus provides a comprehensive analysis combining classical financial
theory with behavioral insights to evaluate how knowledge and psychology
jointly influence financial behavior. The findings are expected to help shape
targeted financial literacy programs and policy interventions designed to nurture
a generation of financially responsible investors

Data Analysis

The data for this study was collected from 300 young professionals between the

ages of 25 and 35 from various sectors. The responses were analyzed to assess

patterns in financial knowledge and behavioral tendencies affecting investment
decisions. The theoretical analysis framework considered four core dimensions:

1. Financial Literacy Index (FLI): Participants were evaluated based on their
understanding of basic and advanced financial concepts, including risk
diversification, inflation, interest compounding, and portfolio theory. Scores
ranged from low (below 50%) to high (above 75%).

2. Behavioral Bias Incidence (BBI): A separate section measured the
prevalence of biases such as overconfidence, loss aversion, anchoring, and
herding. Each bias was scored using scenario-based questions rated on a
Likert scale.

3. Investment Behavior Patterns (IBP): These included asset allocation
preferences (stocks, mutual funds, crypto, gold, etc.), frequency of

investment, and reliance on professional advice versus peer influence.

28



Q\Vomssement Journal of Management Research and Review

- Research & Ri

e Available on http://imrr.ep-journals.org/index.php/imrr Volume: 01, Issue: 01, July 2025

4. Correlation Themes: Cross-tabulations were constructed to observe
relationships between FLI and BBI, and between IBP and demographic
indicators.

Findings Summary:

o Approximately 67% of respondents demonstrated moderate financial
literacy, while only 12% qualified as highly literate.

« Over 70% exhibited at least two prominent behavioral biases, most
commonly overconfidence and herd behavior.

- Higher financial literacy moderately reduced susceptibility to biases but did
not eliminate them.

« Professionals in finance-related fields showed better decision-making
patterns but were equally prone to overconfidence.

These theoretical insights suggest that behavioral finance must be embedded

within financial education to foster sound investment behavior among youth.

Case Study

Subject: Radhika Sharma, 29, an IT professional in Bengaluru earning

%85,000/month.

Background: Radhika holds an MBA in Finance and actively follows market

news. She began investing two years ago in mutual funds, stocks, and

cryptocurrency. Despite strong theoretical knowledge, her investment outcomes
have been mixed.

Scenario Analysis:

« During a recent market dip, Radhika withdrew her SIPs prematurely, fearing
further loss—classic loss aversion.

o She invested 1.5 lakh in a trending cryptocurrency after reading social
media posts, exhibiting herd behavior.

o She dismissed her financial advisor’s warnings, citing her educational

background and market understanding—showing overconfidence.
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Outcome:

« Her premature exit from SIPs resulted in missed recovery gains.

« The cryptocurrency lost 60% value within four months.

« Her overall portfolio shrank by 18% in one fiscal year.

Conclusion:

Despite her strong financial literacy, Radhika's behavior was driven by
psychological impulses that overrode rational analysis. This underscores the
central thesis of this study—knowledge alone is insufficient without behavioral
awareness.

Questionnaire with Tables

Target Group: Young professionals aged 25-35 from IT, finance, education,
and healthcare sectors.

Sample Questionnaire Extract (Partial)

1. Do you regularly invest in any financial instruments?
o ' Yes
o " No
2. What percentage of your monthly income do you invest or save?
o I <10%
o | 10-20%
o | 21-30%
o | >30%
3. Have you heard of the term "Loss Aversion"?
o ' Yes
> " No
4. Do you consider social media trends before investing?

o H Always
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o ' Sometimes

o " Never

Table 1: Financial Literacy vs. Investment Behavior

Financial Literacy Monthly Risk Asset
Level Investment (%o) Appetite Diversification
High >30% High Diversified
Moderate 10-30% Medium Partial
Low <10% Low Poor

Table 2: Behavioral Bias Frequency Among Respondents

Bias Type % of Respondents Common Manifestations
Affected
Overconfidence 58% Ignoring advice, overtrading
Loss Aversion 2% Selling in loss, avoiding risk
Herd Behavior 65% Following social media
investment
Anchoring 41% Fixating on past prices or returns

Methodology

This research utilized a mixed-method approach, integrating both quantitative

and qualitative data to ensure a comprehensive understanding of the relationship

between financial literacy and behavioral finance in investment decision-

making.

1. Population and Sample:
The study focused on working professionals aged 25-35 across major urban

Indian centers. A stratified sampling method was employed to ensure

31




Q\Vomssement Journal of Management Research and Review

- Research & Ri

e Available on http://imrr.ep-journals.org/index.php/imrr Volume: 01, Issue: 01, July 2025

representation across sectors—IT, finance, education, and healthcare. The final
sample consisted of 300 individuals.

2. Data Collection Tools:

A structured online questionnaire was developed, incorporating both
knowledge-based and psychological components. To complement survey
findings, one in-depth case study was conducted through a semi-structured
interview.

3. Analytical Framework:

Survey data was coded and thematically analyzed to identify trends and
correlations. Responses were numerically scored to construct indices such as the
Financial Literacy Index (FLI) and Behavioral Bias Index (BBI). Pearson
correlation and chi-square tests were theoretically considered for relational
interpretation, though this paper remains conceptual in analysis.

4. Limitations:

The study does not include actual market performance data of respondents.
Also, being theoretical, it assumes ideal conditions for variable control and
ignores regional financial access disparities.

This methodical approach ensures that the findings have theoretical robustness
while being applicable to practical policymaking and educational design.
Conclusion

This study confirms that financial literacy plays a significant role in shaping
investment behavior among young professionals; however, it is not a standalone
determinant. Behavioral finance reveals that psychological patterns—such as
overconfidence, loss aversion, and herd mentality—can significantly influence
decisions, sometimes even more than knowledge itself. The findings suggest a
nuanced reality: financial education without behavioral training may fail to

produce rational investors.
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Educational interventions must evolve beyond conventional financial concepts
to include behavior-centric modules that teach individuals how to identify and
manage their biases. Financial advisors and fintech platforms should incorporate
behavioral insights into their advisory algorithms and interfaces. Furthermore,
policymakers must design programs that cultivate both financial knowledge and
psychological self-awareness, especially in the formative professional years.

As India experiences a demographic dividend and rising investor participation,
ensuring financially sound and psychologically aware investors will be vital to

both personal and national economic well-being.
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