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Abstract: Financial literacy is a vital factor in shaping financial decisions of individuals and is more pertinent 
in  developing  economies  like  India.  The  paper  examines  the  relationship  between  financial  literacy  and 
savings behavior of  households in India.  It  explores how financial  literacy affects savings and investment 
behavior and impacts financial well-being. The study also explores the impact of demographic factors, digital  
transition,  and  financial  inclusion  initiatives  on  financial  behavior  ofs  individuals.  The  study  uses  the 
secondary data available in form of research papers, reports, and surveys to explain the issue of financial 
illiteracy in India despite increased access to financial services across regions and demographic groups. The  
study finds a strong correlation between financial literacy and savings behavior of individuals and establishes 
that lack of financial awareness results in less savings, higher debt and poor financial decisions. The paper 
ends with policy recommendations to enhance financial literacy and savings behavior in India.

Keywords –  Financial  Literacy,  Savings,  Investment  behaviour,  Demographic  factors,  Financial 
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1.Introduction

 Financial  literacy is one of the most significant determinants of economic growth and financial  stability. 
Literacy means knowing how to manage one’s finances; to develop a budget, to save and invest, to borrow and 
manage risk. As the financial industry evolves and becomes increasingly complex,[1] the need for financial 
literacy  has  grown.  Understanding  these  complex financial  concepts  will  help  individuals  make informed 
decisions and manage their financial resources more effectively.

With increase in income, greater access to financial products and services and rapid digitalization of financial  
services, the need for financial literacy has grown in India. Yet, a large section of the population is lacking in  
appropriate financial knowledge and hence exhibit inefficient financial behaviour.

Savings behavior is an area where financial literacy can play a significant role.[2] Those with higher financial  
literacy tend to be more frequent savers and more astute investors. On the other hand, low financial literacy is 
often associated with the failure to plan properly, a propensity to take on too much debt, and resultant financial  
vulnerability.

The paper examine the relationship between financial literacy and savings behavior in India, also attempt to 
identify some of the principal factors influencing the savings and recommend some measures to encourage 

savings in India.

2. Review of Literature
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There is a growing body of research that investigates the relationship between financial literacy and actual 
financial behaviour. Studies have consistently shown that having a good understanding of financial concepts 
improves financial behaviour, leading to better savings and investment decisions.

There is evidence that low financial literacy can lead to poor spending and saving behaviour among rural  
households in India. Various literature reviews have found financial literacy levels in India to be moderate to 
low across different demographic groups.[3]

Education has been found to be one of the most significant influencers on digital financial literacy, as it leads 
to better financial awareness and behavioral practice through improved financial decision-making and risk  
management. Moreover, those with higher education levels tend to perform better financially.[4]

Using data from the LSMS in Peru and India, research based on this book also explores the determinants of 
household  savings  behavior,  finding  that  income,  education  and  labor  market  status  matter  a  great  deal.  
Savings by poor households tend to be informal because they lack access to financial services such as saving  
accounts.

3. Objectives of the Study

The main objectives of this research are:

1. How financially literate is India.

2. To analyze savings behavior among Indian households.

3. Relationship between financial literacy and savings behavior.

4. To identify factors influencing financial decision-making.

5. To suggest policies and interventions for enhancing financial literacy and saving behaviour.

4. Research Methodology

This study is based on secondary data analysis. Data has been collected from national statistics, environmental  
agencies and several scientific articles.

• Research papers and academic journals

• Government and institutional reports

• Financial surveys and news articles

This research is conducted using qualitative and analytical approaches to identify patterns and relationships as 
they exist between financial literacy, behavior, and savings practices.

5. Financial Literacy in India

5.1 Concept and Importance

Financial literacy refers to the ability to demonstrate financial skills, such as creating a budget, saving and/or 
investing for the future, and managing debt. Financial education is vital for improving financial inclusion and  
economic stability.[5]

Financial literacy assumes greater significance in India due to the huge continuum of income, education and 
financial service offerings. It can arm the common man with knowledge to make sensible financial decisions 
and avert pitfalls.[6]
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5.2 Current Status of Financial Literacy

Despite financial inclusion reaching unprecedented levels in India, financial literacy is extremely low. People  
are ignorant of financial products, unaware of interest rates and lack knowledge of investments.

People  do  not  regularly  check  their  credit  score,  revealing  a  lack  of  awareness  of  tools  for  financial 
management.

Financial literacy also varies across demographic groups:

• Higher among educated individuals

• Lower in rural and low-income populations

• Gender disparities in financial knowledge

6. Savings Behavior in India

6.1 Patterns of Savings

Savings behaviour in India is primarily driven by a variety of cultural, economic and social influences. While  
there  is  an  increasing  awareness  of  innovative  savings  instruments,  traditional  investments  such  as  fixed 
deposit accounts, gold and real estate continue to hold the paramount position in terms of investor preference.
[7]

Bank deposits continue to be the dominant component of household savings in India, although there has been a  
gradual increase in the share of market-linked savings such as equity and mutual fund investments.

6.2 Changing Trends in Savings

Household savings have been decreasing while borrowing has been on the increase. Net financial savings have  
fallen dramatically in recent years and households' liabilities have been on the rise in a shift to consumption  
driven by credit.

Savings by low-income households also still consist to a considerable degree of informal savings devices, such 
as cash on hand or gold.[8]

6.3 Impact of Digitalization

The rise of digital financial services, such as mobile banking and UPI, has significantly changed financial  
behavior in India. These innovations have made transactions more convenient and accessible. However, the 
ease of making payments has also contributed to increased spending. Research indicates that digital payment  
systems  reduce  the  psychological  resistance  associated  with  spending,  thereby  encouraging  higher 
consumption levels.[9]

7. Relationship Between Financial Literacy and Savings Behavior

Financial  literacy  plays  a  crucial  role  in  shaping  individuals’  saving  habits.  People  who  possess  higher 
financial knowledge are more likely to:

 Manage and plan their finances efficiently 

 Maintain consistent saving patterns 

 Invest across a range of financial instruments 
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 Avoid unnecessary borrowing 

In contrast, individuals with limited financial understanding often exhibit:

 Dependence on credit facilities 

 Insufficient savings 

 Ineffective investment decisions 

Studies reveal that a lack of financial awareness is linked to increasing household debt and a decline in savings  
rates in India.[10]

8. Factors Influencing Financial Literacy and Savings Behavior

8.1 Income and Employment

Income level is  a major determinant of saving patterns. Individuals with higher earnings generally have a 
greater capacity to save and invest in diversified assets.[11]

8.2 Education

Educational  attainment  strongly  influences  financial  literacy.  Higher  education  levels  are  associated  with 

improved financial planning and informed decision-making.

8.3 Financial Inclusion

Availability and access to financial services are essential for encouraging savings. Initiatives aimed at financial  
inclusion have expanded banking access, especially in rural regions, resulting in improved financial behavior.
[12]

8.4 Cultural and Behavioral Factors

Traditional preferences, such as investing in gold and real estate, continue to shape saving habits. Additionally, 
behavioral tendencies like impulsive spending and limited long-term planning negatively affect savings.[13]

9. Challenges in Improving Financial Literacy

Despite several efforts, multiple barriers remain:

 Limited awareness among individuals 

 Absence of financial education in academic curricula 

 Digital divide, particularly in rural areas 

 Lack of trust in financial institutions 

 Complexity of financial products and services 

These issues underline the importance of focused strategies to enhance financial literacy.[14]

10. Policy Implications and Recommendations
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10.1 Strengthening Financial Education

Introducing financial education in school and college programs can help build awareness from an early stage.

10.2 Promoting Digital Literacy

Enhancing  digital  skills  can  improve  the  effective  use  of  financial  services  and  support  better  financial  
decisions.

10.3 Enhancing Financial Inclusion

Increasing access to banking and financial services, especially in underserved areas, can promote better saving  
practices.

10.4 Awareness Campaigns

Government bodies and financial institutions should organize educational campaigns to inform people about  
financial products and services.

10.5 Encouraging Investment Culture

There should be a shift from traditional saving methods to diversified investment options to ensure higher  
financial returns and stability.[15]

11. Conclusion

Financial  literacy  is  a  key  determinant  of  saving  behavior  in  India.  Although digitalization  and  financial  
inclusion have improved access to financial services, a lack of adequate financial knowledge still affects sound 
decision-making. Enhancing financial literacy can lead to improved saving habits, reduced financial risks, and 
stronger economic development.

Collaborative  efforts  from  policymakers,  educators,  and  financial  institutions  are  essential  to  increase 
awareness and encourage responsible financial behavior. Future studies should emphasize empirical research 
and  primary  data  to  better  analyze  regional  and  demographic  differences  in  financial  literacy  and  saving 
patterns.
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