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Abstract

In the contemporary financial environment, young adults face increasing
pressure to make informed investment decisions despite limited experience,
rising economic uncertainty, and overwhelming access to financial products.
This research analyzes how financial literacy, behavioral biases, cognitive
limitations, and socio-economic influences shape the investment patterns of
young adults aged 18-35. By employing a mixed-method approach including
surveys, behavioral assessment tools, and case analysis, the study identifies
critical gaps in financial knowledge, risk perception, savings behavior, and
portfolio diversification habits. Findings indicate that young investors often rely
on heuristics, social influence, digital cues, and emotional decision-making
rather than rational, information-driven choices. Low financial literacy
intensifies susceptibility to biases such as overconfidence, loss aversion, herd
behavior, present bias, and mental accounting. The research emphasizes the
need for targeted educational interventions, digital financial tools, and
behaviorally informed policies to improve investment competencies among
young adults and promote sustainable long-term financial well-being.
Keywords: Financial Literacy, Behavioral Economics, Investment Behavior,
Young Adults, Risk Perception, Cognitive Biases, Portfolio Choices, Herding

Effect, Behavioral Finance, Economic Decision-Making
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Introduction

Young adults today interact with a highly dynamic financial ecosystem—
characterized by online trading platforms, cryptocurrency markets, digital
savings tools, peer influence, and increasing financial independence at an early
age. Despite the availability of information, many young individuals lack formal
financial education and rely heavily on intuition, social media trends, and peer
networks for investment decisions. Behavioral economics suggests that
individuals rarely behave rationally; instead, emotions, psychological biases,
and cognitive shortcuts strongly influence financial choices.

Financial literacy equips individuals with the knowledge to understand
investment products, evaluate risks, diversify portfolios, and make informed
long-term decisions. However, weak financial foundations combined with
behavioral biases often lead to poor investment choices such as excessive risk-
taking, impulsive trading, panic selling, or over-investing in trending assets.
This research investigates how financial literacy interacts with behavioral biases
to shape the investment behavior of young adults, aiming to uncover patterns
that can guide future financial education programs and policymaking.
Methodology
1. Quantitative Survey (Large-Scale Assessment)

A structured questionnaire was administered to 300 young adults (ages 18-35)
from diverse backgrounds. The survey collected data on:

« Financial knowledge levels

« Risk tolerance

« Savings and investment habits

o Influence of family, peers, and social media

. Behavioral biases affecting decisions

« Preferred investment instruments (stocks, mutual funds, crypto, SIPs, real

estate, etc.)
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Statistical tools such as correlation analysis, regression modeling, and factor

analysis were used to examine relationships between financial literacy and

investment patterns.

2. Behavioral Bias Testing (Psychological Assessment)

Participants underwent short behavioral tests to detect:

« Overconfidence bias

« Loss aversion

- Herding tendencies

« Present bias (preference for immediate rewards)

« Mental accounting

« Anchoring effects

These tests provided insight into how psychological factors guide real-world

financial behavior.

3. Case Study Method (Deep Behavioral Insights)

Three groups of young adults were analyzed:

1. Financially Literate Investors — investors with strong financial knowledge.

2. Moderately Literate Investors — basic understanding but inconsistent
application.

3. Financially Illiterate Investors — minimal or no financial awareness.

Each group’s investment decisions, reactions to market volatility, and risk-

taking behaviors were observed over 6 months.

Case Study: Behavioral Patterns Among Young Indian Investors

Background

A group of 50 young adults actively using digital trading apps (e.g., Zerodha,

Upstox, Groww, Binance) were studied to observe real-time behaviors and

biases.
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Observations

1. High Overconfidence in Self-Taught Investors

Many individuals believed they could “beat the market” after watching online
influencers or short-term gains.

« Led to excessive day trading

« Shallow research

« High frequency of portfolio reshuffling

2. Influencer-Driven Herd Behavior

Social media (YouTube, Instagram, Telegram groups) played a major role:
« Investors bought trending stocks without fundamental analysis

« Followed crowd sentiments aggressively

« Panic selling observed during dips

3. Strong Presence of Loss Aversion

Investors showed irrational fear of losing money:

. Preferred guaranteed low returns over uncertain higher returns

« Held losing stocks too long hoping for recovery

« Sold profitable stocks too early

4. Present Bias Dominated Decisions

Majority preferred instant gains:

« Chose short-term trading over SIPs or long-term wealth creation
« Low discipline in systematic investing

5. Poor Diversification

Portfolios were highly concentrated in:

« Crypto assets

. Few trending sectors

« Penny stocks

This increased exposure to unnecessary risks.
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Outcome Trend

« Financially literate group: 12—18% annual growth

« Moderately literate group: 3—7% annual growth

- Financially illiterate group: negative or unstable returns

This confirms the direct relationship between financial knowledge and

investment success.

Data Analysis
Table 1: Relationship Between Financial Literacy & Investment
Performance
Financial Behavioral Traits Investment Performance
Literacy Approach Result
Level
High Logical thinking, Long-term Strong & stable
Literacy disciplined saving, investing, performance
low emotional trading | diversified portfolio
Medium Mixed rational- Moderate Average &
Literacy emotional behavior diversification, fluctuating
inconsistent strategy performance
Low High emotional bias, | Impulsive trading, | Weak or negative
Literacy poor risk herd behavior returns
understanding
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Table 2: Behavioral Bias Prevalence Among Young Adults

Behavioral Bias Description Observed Impact on

Frequency Investment

Overconfidence | Overestimating ability | Very High Leads to high-risk

Bias to predict markets trades & losses
Herd Behavior Following others High Causes poor timing
blindly decisions

Loss Aversion | Fear of losing money Very High | Restricts profitable

opportunities

Present Bias Preference for High Poor long-term
immediate gains wealth creation
Anchoring Bias | Relying on first piece Moderate Affects price
of information judgments
Mental Separating money High Causes
Accounting irrationally misallocation of
funds

Questionnaire (Used for Data Collection)

Participants responded on a scale of 1 (Strongly Disagree) to 5 (Strongly
Agree):

1. I understand basic investment concepts such as risk, return, and
diversification.

| compare alternatives before making investment decisions.

My investment decisions are influenced by social media or friends.

| often react emotionally during market fluctuations.

| invest regularly with a long-term goal.

| prefer immediate gains over long-term stability.

N o a bk~ DN

| feel confident predicting market trends.
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8. I diversify my investments across multiple assets.

9. I rely on financial advisors or experts before investing.

10.My financial decisions are planned rather than impulsive.

Conclusion

This research concludes that financial literacy significantly shapes the
investment behavior of young adults, but it alone does not guarantee rational
decision-making. Behavioral biases strongly influence financial choices, often
overriding logical analysis. Young adults with low financial literacy are more
prone to impulsive investing, herd mentality, and overconfidence, resulting in
unstable or negative financial outcomes. Conversely, those with strong financial
foundations demonstrate better planning, structured investing, and long-term
wealth creation. The study highlights the urgent need for financial education
programs, behaviorally informed digital tools, and policy interventions to
improve young adults’ financial decision-making capabilities. Enhancing both
financial literacy and behavioral awareness can create a more resilient,

disciplined, and future-ready generation of investors.
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