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Abstract 
This study examines the relationship between investment decisions and socioeconomic level, 
risk tolerance, and financial literacy. A descriptive research design is employed, focusing on 
variables such as age, gender, income level, marital status, educational qualification, and 
occupation. The sample consists of 389 investors engaged in the investment decision-making 
process. Data analysis is conducted using AMOS 23 and SPSS 27, with Confirmatory Factor 
Analysis (CFA) and Structural Equation Modeling (SEM) as the primary statistical techniques.  
The findings highlight the significant influence of socioeconomic status and risk tolerance on 
investment decisions, whereas financial literacy does not exhibit a direct association. Risk 
tolerance demonstrates a path estimate of 0.188, with a highly significant p-value (***) at the 
0.001 level, indicating that individuals with higher risk tolerance are more inclined toward 
aggressive investment choices. The study underscores the pivotal role of socioeconomic factors 
and risk appetite in shaping investment behaviour, providing valuable insights for financial 
advisors and policymakers.   
Key words:  Financial Literacy, Risk Tolerance, Socioeconomic Status, Investment Decisions. 
 
I. INTRODUCTION 
Investment habits are significantly different among genders, reflecting socio-economic, 
cultural, and psychological factors guiding their investment choice. In the city of Chennai, a 
busy metropolitan city, knowing the gender-specific differences between investment choices 
would be useful input for financial consultants, policymakers, and researchers alike. The nature 
of gender influences on financial conduct has emerged as a critical concern in behavioural 
finance studies, more so in the context of emerging markets such as India. The variations in the 
investment decision-making processes of men and women have been extensively analysed and 
debated across the globe. Despite continuous efforts toward increasing financial literacy and 
inclusion, a wide gender gap continues to exist in how men and women interact with 
investments. At the international level, women also opt for a more conservative and risk-averse 
way of making investments and go for more secure investments like savings accounts, real 
estate, and fixed deposits. Men, however, go for more risky assets like stocks and mutual funds. 
This gender difference in investment patterns is influenced by several factors, such as 
differences in financial literacy, socio-economic setting, cultural traditions, and attitude 
towards taking risk. 
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I.1. Risk Tolerance and Gender 
Other research confirms that men are likely to be more risk-tolerant than women and therefore 
end up investing in risky assets such as stock and mutual funds (Barber & Odean, 2001) [1]. 
Women, on the other hand, invest in safe investments and are inclined to end up investing in 
safe instruments such as fixed deposits, property, and gold (Lusardi & Mitchell, 2008) [2]. This 
is also observed in Chennai, as research shows that female investors are more risk-averse in 
their investment decisions because of financial security and long-term stability concerns 
(Bhushan & Medury, 2013) [3]. Women are also likely to invest in those products which 
provide guaranteed returns rather than those with the goal of long-term capital appreciation. 
 
I.2. Financial Literacy and Investment Behavior 
Research has always identified that there is inequality between genders when it comes to 
financial literacy, as women have always scored lower than men when their financial literacy 
is compared (OECD, 2016) [5]. The difference is, however, closing gradually, especially in 
urban centers like Chennai where the level of education and financial inclusion has increased 
over time. Even with these improvements, women are generally less self-assured when it comes 
to making money decisions independently, frequently turning to male relatives or financial 
advisors (Agarwalla et al., 2015) [4]. This is likely a reflection of cultural norms that previously 
placed men as the chief decision-makers for finances, though this trend is decreasing as more 
women of Chennai secure jobs and economic autonomy. 
 
I.3. Investment Preferences 
Research shows that there are significant differences in gender-based investment choices. Men 
are typically found to be inclined towards the share market and other risk-taking financial 
investments, while women are inclined towards safe investments like savings accounts, fixed 
deposits, and life insurance (Sundar & Kumar, 2012) [6]. For Chennai investors, men focus on 
the stock market only, whereas women invest in real estate and gold, which are tangible and 
lower-volatility investments. Furthermore, the cultural subtleties of the city, where family plays 
a significant role in decision-making on personal finances, once again highlight the differences. 
 
I.4. Socio-Economic Influences 
The socio-economic variation of Chennai affects the investment strategy of men and women 
differently. Men with higher education and income levels commonly adopt more risky 
investment strategies, while women from comparable socio-economic backgrounds also favor 
a conservative investment strategy because of societal pressures (Subrahmanyam & 
Venkatachalam, 2015) [4]. In addition, employment status affects money behavior; women in 
senior managerial or entrepreneurial roles are more likely to invest in diversified portfolios 
than stay-at-home mothers or part-time employees. These socio-economic determinants are 
highly interwoven with cultural norms, which also reinforce the gender gap in investment 
decisions. 
 
I.5. Cultural and Psychological Factors 
Cultural perspectives towards gender roles have a large influence on money management in 
Chennai. Men have traditionally been asked to be bold and invest for growth, while women are 
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advised to be risk-averse and prioritize family security in their money management. 
Psychological factors like overconfidence, more common among men, also influence this 
gender disparity (Pati & Shome, 2011) [8]. Conversely, women tend to experience increased 
anxiety over losing money, which makes them incline more towards safer investment products 
(Rai, 2020) [9]. 
 
I.6 Evidence of Investment Decisions from Global, National, and Tamil Nadu 
Perspectives. 
A 2022 report by UBS Investor Watch found that worldwide, 58% of women rely on their male 
partners for long-term financial and investment decisions, and only 20% of women are 
confident in their investment skills [10]. The 2023 data released by the Global Financial 
Literacy Excellence Centre (GFLEC) indicated that 31% of women globally are more risk-
averse than 19% of men, and this influences their investment decisions [11]. As per the research 
done in 2022 by Fidelity Investments, while women excel at saving money, they invest 40% 
less compared to men because they lack confidence in their investment expertise and concerns 
regarding market fluctuations [12]. 

National Centre for Financial Education (NCFE, 2023) of India published that 68% of 
women invest in safer instruments such as fixed deposits and savings accounts compared to 
just 49% of men [13]. NSE India (2023) published that 35% of women investors in India have 
a stake in the stock market, while it is 57% in case of male investors. This discrepancy is linked 
to lower financial literacy and risk tolerance in women [14]. The SEBI Investor Survey (2022) 
reveals that 27% of Indian women have a high-risk tolerance when it comes to investments, as 
compared to 49% men who exhibit a higher capacity to take risks in investment choices [15]. 

According to a survey conducted by ICICI Direct (2023) in Tamil Nadu, 71% of women 
investors prefer to invest in real estate and gold, while 68% of men investors invest in equity 
and mutual funds. The survey also found a gender-based difference in the perception of risk 
[16]. A study at the Indian Institute of Technology, Madras in 2023 found that women in 
Chennai, unlike men at 62%, were willing to invest in stocks at a level of only 23%, 
representing a gender-based gap driven by low levels of financial literacy as well as roles within 
traditional family structures [17]. According to a CRISIL (2022) report on Tamil Nadu's 
financial inclusion, 62% of women prefer safer investment modes like fixed deposits, while 
58% of men prefer to invest in riskier financial instruments like stocks and bonds [18]. 
 
I.7 Research Gap and Problem for The Present Study 

Despite growing attempts to enhance global financial literacy and inclusion, there are 
still large gender gaps in investment decisions. Existing literature, such as UBS Investor Watch 
(2022), GFLEC (2023), and Fidelity Investments (2022), has mostly addressed overall global 
trends and general observations regarding women's lower involvement in high-risk investments 
[10,11,12]. But there is a lack of studies offering a deep, region-focused analysis considering 
the cultural, socio-economic, and psychological determinants of investment choices, especially 
in India and regions such as Tamil Nadu. NCFE (2023) and NSE India (2023) have underlined 
gender gaps in financial education and investment among the population nationally, but there 
is no evidence from these studies to explore the localized dimensions such as the difference 
between urban and rural settings, customary family formation, and changing socio-economic 
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scenarios in Tamil Nadu [13, 14]. Additionally, there are not many empirical works that 
integrate risk tolerance, financial literacy, and gender roles in a comprehensive framework to 
better interpret investment behavior in cities such as Chennai, where financial opportunities 
and inclusion programs are being created on a growing scale. 

There is immense demand for improved localized and culturally appropriate research 
to explore the unique factors leading to women's hesitancy to take on high-risk investments 
across the world despite the increasing financial independence. In India, existing national data 
lacks proper regional representation, especially in states with heterogenic socio-economic 
conditions such as Tamil Nadu. Particularly in Tamil Nadu, studies investigating the 
intersection of gender, socio-economic status, and the changing face of financial literacy in 
fast-developing cities like Chennai are limited despite the region's progress in education. These 
limitations underscore the need for more research to fill these gaps in various contexts. 

The concern of this study is the ongoing gender divide in investment decision-making 
in global, national (India), and regional (Tamil Nadu) perspectives. Despite advances in 
financial inclusion, women tend to be more risk-averse in their investment practices than men, 
favoring lower-risk investments such as savings accounts and property over equities and 
mutual funds. This is driven by several factors, such as low financial literacy, risk aversion, 
and deeply ingrained socio-cultural traditions that link financial decision-making to men. In 
Tamil Nadu, this is especially the case, as indicated by ICICI Direct (2023) and IIT Madras 
(2023) studies, which show that women in urban areas such as Chennai are significantly less 
likely than men to invest in the stock market. 

The challenge is to identify and address the factors—like education hurdles and 
entrenched family roles—keeping women from actively participating in contemporary 
financial markets. Grasping these local determinants is a prerequisite for effectively crafting 
policies and educational initiatives intended to close the investment gender gap [17,18]. The 
disparity in investment choices between genders in Chennai is influenced by a mix of risk 
tolerance, investment knowledge, investment preferences, and socio-economic as well as 
cultural factors. 

Although men in the city tend to be risk-prone in their investment style, women 
generally exhibit a preference for a conservative approach, prioritizing stability at the expense 
of the possibility of higher returns. This gap is diminishing, though, as greater numbers of 
women achieve economic independence and enjoy educational opportunities. This evolution 
has important implications for policymakers and financial advisors looking to create equitable 
financial products that benefit both genders.  
 
II. LIERATURE REVIEWS  
Demographic characteristics like income, age, education, and gender play a very important role 
in investment decisions. Studies have shown that demographic characteristics have a 
considerable impact on investment decisions, expenditure patterns, and risk appetite of an 
individual.  

The influence of demographic characteristics on investment decisions has been well 
established in literature with evidence being shown by studies proving gender, age, education, 
and income to be major determinants. Pattanayak and Sethi (2020) have identified that younger 
people in India are more likely to invest in equities, whereas older investors opt for safe 
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products such as fixed deposits [19]. Similarly, Sahi (2017) identified that men are more risk-
taker in investment compared to women, who show more conservative investment attitude. 
Financial literacy has also been identified as a key motivator in the investment decision-making 
process [20]. Lusardi and Mitchell (2014) note that more financially literate individuals are 
likely to make diversified and well-informed investment decisions [21]. Dutta and Banerjee 
(2021) also believe that, especially in the Indian context, greater financial literacy is associated 
with greater stock market participation [22]. 

Risk tolerance is another prominent factor influencing investment attitude, with sharp 
gender differences. Barber and Odean (2020) established that men are risk-takers, willing to 
invest in shares and highly risky investments, while women have emerged as conservative 
investors, preferring less risky investments [23]. Shah and Mishra (2022) also established that 
gender and marital status are important factors influencing risk tolerance, with unmarried men 
being more risk-seeking than their married counterparts. Socio-economic status is crucial as 
well because it determines whether to invest or not [24]. Hoffmann and Post (2018) contend 
that people from higher socio-economic backgrounds invest in high-return products, while the 
poor invest in safe investment vehicles [25]. Agarwal and Gupta (2021) noted that income and 
education significantly influence Indian investment behavior, with wealthier individuals 
investing in real estate and equities [26]. 

Investment decisions, based on the financial goal, risk tolerance, and socio-economic 
class, also vary between genders. Charness and Gneezy (2019) found that women tend to invest 
in more secure investments such as bonds, whereas men like to invest in riskier ones such as 
stocks [27]. The same pattern is observed in Indian retail investors, as brought out by 
Chakraborty and Kumar (2022), who found that men have a stronghold over high-risk 
investment classes, whereas women choose long-term, lower-risk schemes. Besides, behavioral 
factors like overconfidence, herding, and emotional biases are also common in investment 
choices to a very large degree [28]. Overconfident male investors are more likely to be inclined 
toward greater trading volumes by Baker and Ricciardi (2018), while female investors are risk-
averse and loss-averse [29]. Yuan and Wang (2021) also provide evidence in support of the 
findings by offering an inference that women are influenced more by affective biases like the 
loss-aversion effect, while men are inclined to be overconfident and herd-like.  

Investment decision as a branch of research has been at the center stage in recent times, 
particularly regarding research on the effects of various determinants on personal financial 
resource allocation. Sharma and Mehta (2022) hold the view that financial literacy is a key 
catalyst in taking sound investment choices where better-educated investors are likely to 
diversify their portfolios better and avoid common financial errors [42]. The same has been 
corroborated by Lusardi and Tufano (2015), which finds that poor financial education is most 
likely to result in inefficient investment behaviors, especially in the context of emerging nations 
like India [40]. 

Risk tolerance is yet another key determinant of investment behavior. Prospect Theory, 
developed by Kahneman and Tversky (2013), can be used with the postulation that people are 
generally risk-averse, preferring certain outcomes over riskier alternatives [39]. Barber and 
Odean (2021) expose gender risk tolerance variations, indicating that men in advanced markets 
will have equities and riskier asset classes than women [33]. Women, on the other hand, are 
risk-averse in investments and opt for safe ones such as government bonds and fixed deposits, 
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as highlighted by Fagereng et al. (2021) [36]. In India, Agarwal, and Gupta (2022) observed 
that women, especially urban women like Chennai women, prefer to invest in low-risk long-
term investments because of risk aversion [31]. 

Investment decision-making is also dominated by behavioral biases like 
overconfidence and herding. According to Baker and Nofsinger (2010), overconfidence in male 
investors creates excessive speculation and trading and ultimately leads to adverse financial 
performances [32]. Conversely, women oppose a hostile mindset and embrace a defensive 
strategy instead, reflecting loss aversion and improved emotion regulation in investment 
choices (Shah & Mishra, 2021). Herding, with the tendency to copy others dominating, has 
also been found to be a prominent bias, particularly in emerging markets [41]. Bikhchandani 
et al. (2022) note that herding can lead to market volatility and create asset bubbles, as people 
prefer to follow others rather than make their own judgments [35]. The socio-economic status 
of a person plays a significant role upon his or her investment choice. Hoffmann and Post 
(2022) posit that individuals with higher socio-economic status enjoy improved access to 
finance, market knowledge, and skills, which enable them to make more educated investment 
choices [37]. Jain and Verma (2023) established in a different study that low-income 
households in India, especially in Tamil Nadu, invest in risk-free assets like gold and fixed 
deposits because they do not trust market instruments and financial institutions [38]. 

Finally, technology's influence on investment decisions has grown substantially with 
the advent of digital platforms. The increased use of fintech products and mobile apps has made 
the stock market accessible to more retail investors, expanding the variety of investment 
products available (Bhardwaj and Patel, 2023). Digital platforms are the most popular among 
young investors for short-term transactions and riskier investment products due to their 
convenience and ease of management [34]. 

Together, these studies offer a comprehensive picture of how financial literacy, risk 
tolerance, behavioral biases, socio-economic status, and technology affect investment choices. 
As these drivers keep changing—particularly with technological developments—there is an 
urgent need for further research on how these variables interact in fast-changing economies 
such as India. Additionally, this study highlights the different determinants of gender difference 
in investment patterns and provides a multi-dimensional perspective of how demographic 
factors, financial knowledge, risk tolerance, socio-economic standing, investment concerns, 
and behavioral factors result in divergent money management behaviors for women and men. 
These findings are the foundation for subsequent research on gender-differentiated investment 
patterns, specifically within Chennai. 
 
III. RESEARCH QUESTIONS AND OBJECTIVES FOR THE PRESENT STUDY 
III.1 Research Questions  
RQ1: What impact do financial literacy, risk tolerance, and socioeconomic status have on 
investment choices? 
RQ2: What factors have a major influence on investment choices?  
 
III.2 Research Objectives 

1. To To study the demographic details of the investors. 
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2. To investigate the Financial Literacy Risk Tolerance, Socio Economic Status of 
Investment Decisions. 

3. To identify the which factor is having a strong influence on investment decision. 
 
III.3 Proposed Hypothesis for The Present Study 
H01: There is no affecting the Financial Literacy of Investment Decisions. 
H11: There is affecting the Financial Literacy of Investment Decisions. 
H02: There is no affecting the Risk Tolerance of Investment Decisions. 
H12: There is affecting the Risk Tolerance of Investment Decisions. 
H03: There is no affecting the Socio-Economic Status of Investment Decisions. 
H13: There is affecting the Socio-Economic Status of Investment Decisions. 
 
III.4 PROPOSED RESEARCH MODEL FOR THE PRESENT STUDY 

 
IV. RESEARCH METHODOLOGY 
Research design refers to the systematic framework that guides the planning, execution, and 
analysis of a study. It outlines the procedures for data collection and interpretation to address 
research questions or test hypotheses. A well-structured design ensures that the selected sample 
accurately represents the target population and that appropriate methods are used for gathering 
and analysing data. The analysis may involve statistical software, qualitative techniques, or a 
combination of both, depending on the research objectives. 
 
IV.1 Study Focus and Data Collection 
This study examines individual investors in Chennai, focusing on their investment behaviors, 
financial literacy, socioeconomic status, and demographic profiles. Data was collected using a 
structured questionnaire designed to assess key dimensions of investment decision-making. 
The survey utilized a 5-point Likert scale, ranging from 1 (Strongly Disagree) to 5 (Strongly 
Agree), and was organized into four sections: 

1. Demographic Information – Captures respondents' age, gender, income level, marital 
status, educational qualification, and occupation. 
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2. Financial Literacy – Evaluates investors' knowledge of financial instruments and their 
ability to make informed investment decisions. 

3. Risk Tolerance – Measures investors' risk tolerance levels (High, Medium, or Low). 
4. Socioeconomic Status (SES) – Determines the economic and social standing of the 

respondents. 
5. Investment Decisions – Analyses preferred investment avenues (e.g., stocks, mutual 

funds, real estate) and the factors influencing their choices. 
 
IV.2 Research Approach and Sampling 
The study adopts a descriptive research design, providing a detailed analysis of the 
characteristics and behaviors of Chennai’s investors. A non-probability convenience 
sampling technique was employed to select participants, ensuring accessibility and feasibility 
in data collection from the target population. 
 
IV.3 Sources of Data  
Investors in Chennai constituted the main source of information for the study. A representative 
sample of common people involved in investment activities was maintained by using both 
online and offline channels of distribution. 
 
IV.4 Statistical Analysis and Tools Used for the Present Study 
The statistical analysis for this study was carried out with SPSS 27 and AMOS 23. Financial 
literacy, risk tolerance, and socioeconomic status were the independent components, and 
AMOS 23's Structural Equation Modeling (SEM) was used to examine the link between these 
factors and the dependent variable (investment decisions). Hair et al. (2011) state that SEM is 
a reliable multivariate method that takes measurement error into account while enabling the 
examination of intricate relationships between several variables [43]. This method allows for 
the simultaneous examination of several relationships inside a single model, which is very 
beneficial for research involving latent variables.  
 
V. DATA ANALYSIS AND INTERPRETATION  

Table No: V.1 Sample Distribution 
S. No Demographic N % 

1 Gender 

  
MALE 244 63 

FEMALE 145 37 
Total 389 100 

2 Age 

  

21-30 182 47 
31-40 70 18 
41-50 137 35 

Total 389 100 
 

3 Education  
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HSC 56 14 
DIPLOMA 43 11 

UNDER GRADUATE 158 41 
POST GRADUATE 100 26 

OTHERS 32 8.2 
Total 389 100 

4 Marital Status 

  
MARRIED 124 32 

UNMARRIED 265 68 
Total 389 100 

5 Income (Per Month) 

  

BELOW 2 LAKHS 274 70 
2 LAKHS TO 4 LAKHS 46 12 
4 LAKHS TO 6 LAKHS 54 14 
6 LAKHS AND ABOVE 15 3.9 

Total 389 100 
6 Employment Status 

  

SELF EMPLOYED 199 51 
EMPLOYED IN GOVERNMENT 50 13 

EMPLOYED IN PRIVATE 140 36 
Total 389 100 

7 Work Experience   

  

0-5 YEARS 236 61 
6-10 YEARS 97 25 
11-15 YEARS 56 14 

Total 389 100 
8 How much do you save 
  
  
  
  

LESS THAN RS. 25000 270 69 
RS. 25000 TO 50000 68 18 

RS. 50000 TO 1 LAKH 51 13 
Total 389 100 

Source: Primary Data & Computed 
 
Interpretation of Sample Distribution 
The table shows demographic statistics from a population of 389 participants, arranged in 
different categories. It first displays gender composition, where males account for 63% and 
females account for 37% of the population. The marital status is further presented, indicating 
that 31.9% of the participants are married while the rest are unmarried at 68.1%. Then, the age 
range of the respondents is underscored, which shows that 47% are in the 21-30 years range, 
18% are in the 31-40 range, and 35% in the 41-50 range. Regarding monthly income, most 
(70.4%) earn less than 2 lakhs, 11.8% earn between 2 to 4 lakhs, 13.9% between 4 to 6 lakhs, 
and 3.9% earn above 6 lakhs. Educational qualifications of the respondents are also given, 41% 
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have an undergraduate degree, 26% have a postgraduate degree, 14% have higher secondary 
education (HSC), 11% have a diploma, and 8.2% are under the category "others." With respect 
to employment status, 51.2% are self-employed, 36% are employed in the private sector, and 
12.9% are employed in government sectors. Work experience statistics indicate that 60.7% of 
the respondents have 0-5 years of experience, 24.9% have 6-10 years, and 14% have 11-15 
years of experience. Finally, in terms of savings, 69% save less than Rs. 25,000 per month, 
18% save between Rs. 25,000 to Rs. 50,000, and 13% save between Rs. 50,000 to Rs. 1 lakh. 
In total, the table gives a precise breakdown of the sample population's demographics. 
 
V.2 Reliability Test for The Study 
A reliability test confirms the stability and consistency of a measuring device to ensure that it 
generates repeatable and consistent data under normal conditions (Tavakol & Dennick, 2011) 
[46]. One of the most important assessments in research is whether scales, questionnaires, or 
tests truly evaluate structures free from random errors. Cronbach's alpha, one of the numerous 
reliability metrics, is most employed in social science research to assess internal consistency 
by determining how similar scale items are to one another (Tavakol & Dennick, 2011) [46]. 
Other important forms of reliability include inter-rater reliability, which looks at agreement 
across several raters, and test-retest reliability, which looks at score stability over time.  A 
Cronbach's alpha of ≥0.70 is generally regarded as excellent, ≥0.80 implies strong 
dependability, and ≥0.90 indicates remarkable internal consistency, per Nunnally and Bernstein 
(1994) and Hair et al. (2019) [44,45]. Researchers utilize these cut-offs to determine whether 
the measurement tools they employ are trustworthy enough to analyse and comprehend their 
findings. 

Table No: V.2 Reliability Statistics  
S. No Name of the Variables No. of. Items Cronbach’s Alpha 

Value 
1 Financial Literacy 5 .904 
2 Risk Tolerance 5 .840 
3 Social Economic Status 5 .836 
4 Investment Decisions 5 .868 

Source: Primary Data & Computed 
 
Interpretation of Reliability Analysis 
Four of the most important constructs—Financial Literacy, Risk Tolerance, Social Economic 
Status, and Investment Decisions—are tested for dependability using a 5-item scale, as shown 
in the above table. To assess the scales' internal consistency, Cronbach's alpha coefficients were 
computed. The results demonstrate that Risk Tolerance (α =.840) and Social Economic Status 
(α =.836) exhibit strong reliability (Nunnally & Bernstein, 1994) [45], while Financial Literacy 
(α =.904) exhibits high reliability (George & Mallery, 2019) [48]. Additionally, Investment 
Decisions exhibits good reliability (α =.868) (Taber, 2018) [47]. The Cronbach's alpha values 
for each scale are above the widely accepted cutoff of 0.70 (Hair et al., 2019), indicating that 
they are reliable enough for additional statistical analysis to ensure consistency and 
measurement of strength. Since all the Cronbach's alpha values are over the required cutoff of 
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0.70, it is certain that the scales are reliable for further statistical analysis (Hair et al., 2019) 
[44].  
 
V.3 Confirmatory Factor Analysis 
Confirmatory Factor Analysis (CFA): CFA is a statistical technique used to validate the factor 
structure of a set of observed variables. CFA allows the researcher to determine whether a set 
of variables operationalize the latent construct as conceived. In CFA, the researcher specifies 
the number of factors and on which observed variables the factors load based on theoretical or 
empirical rationale. It quantifies the fit between the hypothesized model and data (Kline, R. B. 
2023) [49]. 

Figure No:1 

 
The figure shows a structural equation model (SEM) representing relationships between latent 
variables (unobserved factors), like RT (Risk Tolerance), FL (Financial Literacy), SE (Socio 
Economic Status), and ID (Investment Decisions). Latent variables are linked to observed 
variables (measured factors), with rectangular boxes denoting them such as RT1, FL1, SE1, 
and ID1. Each of the observed variables is linked to an error term (small circles such as e1, e2), 
responsible for unaccounted variance. Single-headed arrows indicate immediate effects, 
whereas double-headed arrows indicate latent variable correlations, demonstrating the model 
hypothesis of how these factors influence each other. 
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Table No: V.3 Goodness-of-Fit Indices for Confirmatory Factor Analysis (CFA) 

Fit Index Obtained 
Value 

Recommended 
Threshold Assessment Reference 

CMIN/DF (Chi-square/df) 1.838 < 2.00 
(Excellent) Good Fit Kline (1998) 

Chi-square (p-value) 
2.848 (p = 

0.08) 
p > 0.05 (Non-

significant) Good Fit Hair et al. (1998) 

GFI (Goodness-of-Fit Index) 0.871 > 0.90 
(Excellent) Good Fit Hair et al. (2006) 

AGFI (Adjusted GFI) 0.967 > 0.90 
(Excellent) Good Fit Daire et al. 

(2008) 

NFI (Normed Fit Index) 0.923 > 0.90 (Good) Good Fit Gerbing & 
Anderson (1992) 

CFI (Comparative Fit Index) 0.963 > 0.90 (Good) Good Fit Hu & Bentler 
(1999) 

RMSEA (Root Mean Square 
Error of Approximation) 0.035 < 0.08 (Good) Good Fit Hu & Bentler 

(2006) 
RMR (Root Mean Square 
Residual) 0.071 < 0.08 (Good) Good Fit Hair et al. (2006) 

Source: Primary Data & Computed 
The confirmatory factor analysis demonstrates excellent model fit, with all key indices meeting 
or exceeding established benchmarks. The chi-square/df ratio of 1.838 indicates strong 
parsimony, falling comfortably below the recommended 2.00 cutoff (Kline, 1998) [54]. This is 
complemented by a non-significant chi-square p-value (0.08), suggesting the model adequately 
reproduces the observed covariance structure (Hair et al., 1988) [54]. Fit indices including GFI 
(0.986), AGFI (0.967), NFI (0.923) and CFI (0.963) all surpass the 0.90 threshold for 
acceptable fit (Hair et al., 2006; Gerbing & Anderson, 1988) [52], demonstrating the model's 
robustness. Particularly strong results emerge for RMSEA (0.035) and RMR (0.071), which 
are well below their 0.08 thresholds (Hu & Bentler, 1998) [53], indicating minimal estimation 
error. These collective findings provide comprehensive evidence that the measurement model 
fits the data exceptionally well, supporting its use for theoretical testing and further analysis. 
The consistently strong performance across all fit indices suggests the hypothesized factor 
structure is both statistically sound and theoretically justified. 
 
V.4 Structural Equation Modeling  
Structural Equation Modeling (SEM): SEM is a more general statistical method that subsumes 
both factor analysis and regression models. SEM enables testing of relationships between latent 
variables (unobserved but inferred through measured variables) and observed variables. SEM 
assists in modeling complex relations by collating several regression equations into one 
framework. SEM can also accommodate measurement models (as in CFA) and structural 
models that define relationships among latent variables (Hair et al., 2019) [44]. 
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Figure No:2 

 
A structural equation model (SEM) that conceptualizes the relationship between four latent 
variables—socioeconomic status (SE), financial literacy (FL), risk tolerance (RT), and 
investment decisions (ID)—is depicted in the figure. Each latent variable has a corresponding 
measured variable. With matching error terms (e1 through e20), the observed variables for FL 
are FL1 through FL5, for RT they are RT1 through RT5, for SE they are SE1 through SE5, and 
for ID they are ID1 through ID5. Factor loadings, which show how much of each observed 
variable loads on its latent factor, are represented by the lines connecting the latent variables to 
the observed variables. The curved lines represent correlations between the latent variables, 
indicating that FL, RT, and SE affect each other and Investment Decisions (ID). The error terms 
capture any measurement error or residual variance in the model. All things considered, this 
SEM illustrates how socioeconomic status, risk tolerance, and financial literacy relate to one 
another and how these elements affect investment choices. 

 
Table No: V.4 Regression Weights for FL, RT, SE, and ID 

DV PATH IDV Estimate S.E. C.R. P 
ID <--- RT .188 .057 3.292 *** 
ID <--- FL .038 .034 1.122 .262 
ID <--- SE .208 .056 3.722 *** 

Source: Primary Data & Computed 
The table below records the relationship of independent variables (IDV) with the dependent 
variable (DV), which here is Investment Decisions (ID). The arrows record the effect of Risk 
Tolerance (RT), Financial Literacy (FL), and Socio-Economic Status (SE) on ID. The estimates 
record the strength of the relationship, where standard errors (S.E.), critical ratios (C.R.), and 
p-values (P) record the statistical significance of such relationships. Risk Tolerance (RT) → 
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Investment Decisions (ID): Path estimate is 0.188 with a standard error of 0.057 and a critical 
ratio (C.R.) of 3.292. p-value is given as '***' signifying the risk tolerance and investment 
decisions relation as highly significant at the level 0.001. Thus, greater risk tolerance 
significantly affects investment decisions (Grable, J. E., & Lytton, R. H. (1999)) [55]. Financial 
Literacy (FL) → Investment Decisions (ID): The path estimate is 0.038, the standard error is 
0.034, and the critical ratio is 1.122. The p-value is 0.262, meaning that this relation is not 
significant statistically. So, financial literacy does not have any significant influence on 
investment decisions in this model (Lusardi, A., & Mitchell, O. S. (2014)) [56]. Socio-
Economic Status (SE) → Investment Decisions (ID): The standard error for the estimate of 
0.208 is 0.056 and the critical ratio is 3.722. The '***' p-value demonstrates a very significant 
relationship at the 0.001 level. This means socio-economic status has a very significant impact 
on investment decisions. Risk tolerance and socio-economic status, according to the model 
hypothesis, are the most significant determinants of investment decisions, whereas financial 
literacy does not show a statistically significant effect in this case. This result is consistent with 
findings of several studies in behavioural finance. For instance, Grable and Lytton (1999) note 
that risk tolerance is a prominent investment decision predictor, as those who are highly risk 
tolerant are likely to make higher-risk investment decisions. Nguyen et al. (2020) [57] further 
note that socio-economic variables, such as income and education, play an important role in 
influencing investment behaviors. On the other hand, Lusardi, and Mitchell (2014) found that 
while financial literacy does influence financial behaviors, its influence on specific investment 
decisions may be less strong, depending on the situation or population in question considered. 

 
Table No: V.5 Hypothesis Testing Results 

Hypothesis Causal 
Path 

Standardized 
Estimate 

Critical Ratio 
(C.R.) 

p-
value Decision 

H1 RT → ID 0.188** 3.292 <0.001 Supported 

H2 FL → ID 0.038 1.122 0.262 Not 
Supported 

H3 SE → ID 0.208*** 3.722 <0.001 Supported 
Source: Primary Data & Computed 

The structural equation modeling investigation confirmed strong relationships between the 
important variables and investment choices. More risk-tolerant investors tend to select more 
aggressive investments (β = 0.188, CR = 3.292, p < 0.001), providing strong evidence in favor 
of the hypothesis that risk tolerance influences investment decisions in a positive way (H1). 
Second, hypothesis H2, which states that financial literacy directly influences investment 
decisions, was not confirmed (β = 0.038, CR = 1.122, p = 0.262). This implies that the investing 
decisions of this group might not be significantly influenced by financial knowledge. Lastly, 
the hypothesis that socioeconomic status effects investment decisions (H3) was strongly 
supported by the data (β = 0.208, CR = 3.722, p < 0.001), which showed that more active 
investing behavior is associated with a higher socioeconomic position. All these results imply 
that risk tolerance and socioeconomic status are the primary factors influencing investment 
behavior, which calls into question the direct influence of financial literacy and raises the 
possibility that it may have more complex, indirect mechanisms at work. 
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V.6 Discussion 
Demographics reveal that most respondents are male (63%) and between the ages of 21–30 
(47%), which can define their risk tolerance profiles. Additionally, most respondents (70.4%) 
claim to earn less than 2 lakhs per month, which can define conservative investment approaches 
despite showing risk tolerance. Education levels were uneven, with 41% reporting 
undergraduate degrees and 26% postgraduate degrees. While theoretically financially literate 
persons should benefit financially from higher education, the analysis indicates that actual 
education does not necessarily mean effectual financial decisions. 

The current research sought to explore the association between risk tolerance, financial 
literacy, and socio-economic status with investment choices, applying confirmatory factor 
analysis (CFA) to evaluate model fit. The results of the analysis indicated a strong and 
statistically robust model, supported by several fit indices that exhibited outstanding model 
performance and validity. The ratio of chi-square/df of 1.838 is well within the acceptable range 
of 2.00 (Kline, 1998), reflecting good parsimony and model fit. The non-significant chi-square 
p-value of 0.08 also verifies that the model is a good fit to the observed covariance structure 
(Hair et al., 1998). 

Results from model fit measures, such as GFI (0.986), AGFI (0.967), NFI (0.923), and 
CFI (0.963), are all above the recommended value of 0.90, demonstrating the model's validity 
and robustness (Hair et al., 2006; Gerbing & Anderson, 1992). Additionally, the RMSEA 
(0.035) and RMR (0.071) values, both significantly lower than the 0.08 threshold, emphasize 
the model's reliability and minimal estimation error (Hu & Bentler, 1998). Cronbach's alpha 
scores were always above the 0.70 threshold, indicating high internal consistency (Nunnally & 
Bernstein, 1994; Hair et al., 2019). 

The results showed that socio-economic status and risk tolerance are strong predictors 
of investment choices. Risk tolerance had a path estimate of 0.188 with a strongly significant 
p-value ('***') at the 0.001 level, showing that those with greater risk tolerance are more likely 
to make aggressive investment choices. This result is consistent with earlier behavioral finance 
studies (Grable & Lytton, 1999). Similarly, socio-economic status had a path estimate of 0.208 
and a highly significant p-value ('***') in support of the fact that greater socio-economic status 
affects investment behaviors favourably (Nguyen et al., 2020). 

On the contrary, financial knowledge was not shown to be statistically significant in 
making investment choices through a path estimate of 0.038 and p-value of 0.262 (Lusardi & 
Mitchell, 2014). This finding calls into question the popular presumption that more financial 
education leads to better investment choices directly. The probable explanation might lie in the 
inconsistency between theoretical finance literacy and how it is utilized in actual investments. 
 
VI. MANAGERIAL IMPLICATIONS 
The findings of this research have important implications for policymakers and financial 
advisors. Investment advisers ought to adjust their strategies according to risk tolerance and 
socio-economic status instead of concentrating on improving financial literacy. Training 
programs that enhance risk evaluation skills and promote improved decision-making strategies 
would be advantageous to investors, particularly those in lower socio-economic groups. 

In addition, policymakers can consider designing targeted educational programs that 
extend beyond the provision of financial knowledge to include practical applications and 
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behavioural finance concepts. Personalized financial planning tools and support services may 
close the gap between theoretical knowledge and actual investment behaviors, especially for 
younger and inexperienced investors. 
 
VII. RECOMMENDATIONS FOR FURTHER STUDIES 
To investigate the multiple interactions between factors, future studies should think about using 
moderation and mediation analyses. For instance, gender differences could be examined as a 
moderating factor to determine whether the impact of risk tolerance and socio-economic status 
on investment decisions varies between males and females. Additionally, mediation analysis 
could assess whether financial literacy mediates the relationship between socio-economic 
status and investment decisions. Exploring cross-cultural perspectives and longitudinal studies 
could also yield deeper insights into how investment behaviors evolve over time and across 
varying socio-economic contexts. Further studies should aim to develop more refined models 
that integrate behavioural factors with demographic variables to capture the dynamic nature of 
investment decision-making. 
 
VIII. CONCLUSION 
The study focuses on the high significance of risk tolerance and socioeconomic status, even in 
the absence of direct correlation between financial literacy and investment choices. Through 
evidence that presents individuals with higher risk tolerance (β = 0.188, ***p < 0.001) and 
improved socioeconomic status (β = 0.208, ***p < 0.001) to be more likely to engage in 
investment choices, the findings support earlier behavioural finance theories. The finding that 
financial knowledge (β = 0.038, p = 0.262) does not have any significant impact on investment 
behavior refutes the belief that increased financial knowledge leads to better investment 
decisions. The results from CFA, which give robust fit indices (GFI = 0.986, CFI = 0.963) and 
reliability measures (Cronbach's α > 0.70), support the resilience of the model. These findings 
imply that although financial education is critical, this could be insufficient without behavioural 
change and socioeconomic empowerment. Governments and financial institutions have to act 
to synergize healthy investment practices with financial knowledge to minimize psychological 
bias and increase market accessibility. 
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