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Abstract:

Purpose — The purpose of this research is to gather and analyse articles on behavioural biases and their impact on investing

decisions.

Design — A sample of 67 research papers were selected to obtain an ideal findings related to the effects of financial literacy

on investment decisions. The research design was based on tabular description and comparison.

Findings — The findings suggest that having financial literacy directly helps in making justified decisions in terms of
investments and portfolio diversification. The findings also suggests that individual investors generally copies large investors
and fund managers which makes them vulnerable at times as they have highlight qualified teams for research and they can

exit whenever they want from an investment but individuals make get stuck.

Value — Previous financial research has focused on the relationship between financial literacy and portfolio diversification
and investment decisions. In addition, they discovered that several factors influence how individual investors handle their
funds. In these researches, however, the crucial connection between financial literacy and the behavioural biases of
individual investors and other associated aspects has not been highlighted. Due to this, the unique empirical research

provided in this paper has demonstrated how financial literacy may aid in reducing investor behavioural biases.
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I. INTRODUCTION

Financial planning is the act of analysing your finances and determining how to spend your money to achieve your
objectives. Due of this, financial planning frequently encompasses a broad variety of subjects, such as investing, taxes, savings,
retirement, estate planning, and insurance (Gitman, et al. 2010). Financial literacy is the understanding and use of a number of
financial concepts and abilities, such as personal finance management, budgeting, and investing. Financial literacy is the basis
of your money management, and it is a lifelong endeavour (Bhushan, 2014). Financial literacy and knowledge are crucial
because they enable an individual to have a fundamental grasp of both simple and complicated financial issues and to utilise this

information to make intelligent and effective decisions regarding their own money (Assefa & Rao, 2018; Mittal, 2019).

Rising life expectancies and declining birth rates are straining pension and Social Security systems worldwide. Due to this,
retirement plans in many nations have shifted from traditional defined benefit (DB) pensions to individual-account defined

contribution (DC) plans. Individuals, rather than organisations such as businesses and governments, are increasingly making
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decisions about how to finance retirement. This places the one on workers to save, invest, and spend sensibly throughout their
lifetimes. In certain instances, this transformation has resulted in positive outcomes. Pensions must be transferrable, for
example, when the workforce moves. DC plans are more adaptable than conventional DB plans, which restrict employee
mobility. However, because DC is adaptable, individuals may not act as they should. Due to longevity risk, they may not save
enough, make poor investments, and run out of money in old life (Lusardi & Mitchell, 2011). If one make prudent investing
decisions, they will earn money in the future. Portfolio management is the art and science of selecting and managing a set of

investments that corresponds to a clients or company's long-term financial objectives and risk tolerance (Mittal, 2019).

Individual investors are those who purchase and sell equities for other individuals on their own behalf. These investors
often trade little sums and are primarily interested in what occurs on the stock exchange (Hamad, et al. 2021). This resulted in
hasty investing selections that were not based on significant facts and official stock market data. The spread of the COVID-19
virus has had an impact on the global economy and financial markets (Anwar & Shukur, 2015). Even if there are several
methods to profit from the present epidemic, the majority of investors fear that their portfolios will decline. As the economy

expanded, old methods of investing were examined and documented (Anwar & Abd Zebari, 2015).
I1. CONCEPTUAL FRAMEWORK

The research framework is initiated with the aim to understand the Individual financial literacy then individual investment
decision and how portfolio diversification varies. This will be done simultaneously to gather information and analyse the same

for presenting the results.
I111. RESEARCH METHODOLOGY AND DATA

A comprehensive literature analysis was conducted to examine the existing studies on behavioural biases and their impact
on investing decisions. We searched for articles that included the phrases behaviour finance, behaviour biases, individual
investor decision-making, overconfidence, herd biases, availability biases, disposition influence, hindsight biases, and self-
attribution biases. We utilised databases such as Emerald, JSTOR, Research Gate, Science Direct, and Google Scholar to locate
pertinent literature on the topic. We selected a ten-year span, from 2011 till now, to examine the beginnings of basic theory, the
quantity of empirical and descriptive investigations, and the current literature review and analytical research publications. The

publications for this study were identified and selected based on the following criteria:
e A manuscript that has appeared in many publications and is accessible through an internet database
e A document composed in English that contains some relative piece of information

e Several types of papers, including theoretic, analytic, literature review, case study, working paper, and conference

paper
e The search key term appears in the article's title and abstract.
After extensive investigation utilising the aforementioned criteria, we selected 67 papers for evaluation.
IV. ANALYSIS OF LITERATURE
4.1 Financial Literacy

Young people are especially in need of financial literacy since they must make decisions about money that will affect them
for the rest of their lives. One of these decisions is whether or not to attend college, and if so, how to finance it (Bottazzi &
Lusardi, 2021). As a society, people are increasingly aware that we must be better prepared for the next catastrophe. Making
sure everyone is financially literate is a crucial step in stabilising society. Programmes of financial literacy should teach

individuals how to comprehend and manage risk, as well as how to create financial resilience.
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The government's direct financial assistance is unquestionably part of the solution to this problem, but in today's market,
individuals are required to make a number of financial decisions that will affect their finances in the now and the future. The
consequences of widespread financial illiteracy to individuals and society are too great for us to choose not to teach people
about money (Lusardi, et al. 2021; Lyons & KassHanna, 2021).

People who are considered to have financial literacy have the ability to apply their knowledge and comprehension of
financial ideas and risks to make sound financial decisions in a range of scenarios, so enhancing their own and society's
financial security and enabling full participation in the economy (Goyal and Kumar 2021; OECD, 2014)

4.2 Financial Investment Behaviour

Mak and Ip (2017) said that the majority of behavioural finance research shows that how people act effects their
investment decisions. Researchers revealed that financial market participants do not always respond logically. They are instead
influenced by a range of factors, the most significant of which are psychological, social, and demographic factors. This study
identifies and investigates the key elements in the literature that explain investment behaviour using three constructs:
psychological factor, social factor, and demographic factor. It also investigates how these aspects impact investor behaviour so

that behaviour can be studied in more realistic circumstances and investors may be more accurately categorised.

Tahir and Brimble (2011) in a contrasting study on Muslims to understand their investing behaviours, found that, a Muslim
will also benefit by engaging in legitimate commerce, trade, and professions. Ijtihad, a secondary source of Islamic law, must be
employed because the primary sources of Islamic law remain silent on whether or not it is permissible to own shares. In three
instances, according to one of the most influential Islamic scholars of the contemporary period, Muslims can own stock shares.
A Muslim may only invest in enterprises whose primary operations adhere to Islamic Shariah. If they do not, they are directly

associated with illicit conduct.
4.3 Portfolio Diversification

Zaimovic, et al. (2021) said that people may argue that risk has become an integral component of the business sector since
modern economies are volatile and unpredictable. By investing in multiple diverse firms, idiosyncratic risk, or risk unique to a
certain company, is decreased. As a result, the portfolio becomes less volatile. According to the study, idiosyncratic risk is the
primary contributor to overall volatility, and the two components of total risk are not wholly independent from one another.
Despite strong protection, it is difficult to completely remove overall risk. The overall risk will always contain systematic risk
elements, and international diversification is the only method to spread that risk further. Because the sources of risk are unique

and the investment is spread across a vast number of assets, the exposure to any one source of risk is small.

4.4 Year of publication and type of studies

Year Theoretical Literature Type of study Empirical Total
Review analytical

2011-2015 3 4 2 9

2016- 2020 9 15 5 6 35

2021-till now 4 7 3 7 21

4.5 Demographic v/s type of research study
Year Total Literature Type of study
Review _ _ _ _ i
Empirical/ Empirical/ Descriptive/ Descriptive/ Analytical
Primary Secondary Primary Secondary

2011-2015 9 4 2 1 2
2016- 2020 35 15 5 1 5
2021-till now 21 7 6 1 1 3
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4.6 Journal of publication v/s number and type of research

Name of
journal/
Publication

Total

Type of study

Empirical/
Primary

Empirical/
Secondary

Descriptive/
Primary

Descriptive/
Secondary

Analytical

International
Journal of
Research and
Analytical
Reviews

1

1

International
Journal of
Bank
Marketing

Emerald
Insight

Journal of
Economics,
Finance and

Administrative
Science

Sage

Journal of
Behavioral and
Experimental
Finance

Oxford

Taylor &
Francis Group

Managerial
Finance

Review of
Behavioral
Finance

Management
Research
Review

Journal of
Economics,
Finance and

Administrative
Science
Kybernetes

Journal of
Money and
Business

V. FINDINGS

This study confirms that there is a strong relationship between the attitudes, financial knowledge, and decision-making

ability of investors with the literacy level. There is a relation between investors' financial knowledge, how they feel about

money, and the decisions they make, according to the findings of this study. A total of 67 research articles and papers were

selected from the year 2011 till now and it has been identified that most of the researches were conducted in between 2016 to

2020 where the most studies were published from Sage Publications. According to the results of this study, there is a strong

association between how investors feel and their financial literacy. In addition, these three outcomes are consistent with prior

research in this subject. The association between financial literacy and decision-making, investing behaviour, and portfolio

diversity is strong.
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VI. CONCLUSION

This research revealed that literacy has a significant impact on how individuals manage their finances. Although cognitive
function does not directly influence financial behaviour, it modifies how specific variables influence that behaviour.
Behavioural finance concepts such as "illusion of control," "restricted information processing,” "constrained rationality,” and

"portfolio diversification" explains the impacts of the intellectual aspect or financial literacy.
VII. LIMITATION

First, this study focuses solely on Indians which limit the generalizability of the findings; nonetheless, the study can be
expanded to other developing nations. Secondly, just a small number of statements were used to rate the investors for all three
factors in this study. Lastly, the study focuses on few aspects of the variables it ignores some major aspects such as investors

behaviour, effect on portfolio etc., future studies can focus on these aspects as well.
VIII. SOCIAL IMPLICATION

The social implications of communication research are the ways in which research can have a discernible or beneficial
impact on society. These studies allows to examine the world methodically and draw conclusions based on facts and data. The
results of a study enables to make particular assertions about the importance of research, as opposed to the general claims made
in ordinary discussion. Likewise, this research provides some assumptions based on results while some social implications are
included like, ideal contribution to society, technological developments and scientific facets, personal knowledge base of

individuals and measure of financial behaviour.
IX. PRACTICAL IMPLICATION

Practical implication basically answers, what would actually occur if specific circumstances were satisfied is an example.
For instance, when researchers conduct behavioural trials, the precision of the data they collect may influence the precision with
which clinicians evaluate the efficacy of particular behavioural therapies. Here, in this research practical implications includes

non-specific financial results for individual investors, strategies for portfolio diversification and future planning’s.
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