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Abstract- This study examines the impact of financial
literacy on investment decision-making among
individual investors in the Nigerian capital market.
Despite the importance of the Nigerian Capital
Market in promoting economic growth, retail
investor participation remains relatively low, largely
due to inadequate financial knowledge. The study
explores how financial literacy influences
investment behaviors and the quality of investment
decisions. A quantitative research design was
employed, utilizing a cross-sectional survey to collect
data from 423 respondents. Descriptive statistics,
Pearson’s correlation, and multiple regression
analysis were used to analyze the data. The results
reveal a significant positive relationship between
financial literacy and investment decisions (r =
0.713, p < 0.01). The regression analysis further
confirms that financial literacy significantly predicts
investment decisions (ff = 0.148, p = 0.001). These
findings underscore the crucial role of financial
literacy in improving investor behavior and
promoting greater market participation in Nigeria.
The study concludes that enhancing financial
literacy could empower Nigerian investors, leading to
more informed decisions and improved market
outcomes. The research also recommends the
implementation of comprehensive financial literacy
programs tailored to the needs of retail investors in
Nigeria.

Index Terms- Financial Literacy, Investment

Decision-Making, Nigerian Capital Market, Retail
Investors.
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L INTRODUCTION

The Nigerian Capital Market played a crucial role in
the nation's economic growth by facilitating the
mobilization of capital, encouraging investment, and
fostering economic development. Despite its potential,
the participation of retail investors remained relatively
low, largely due to factors such as market volatility
and low financial literacy levels (Ajayi, 2020).
Financial literacy was vital in equipping individuals
with the knowledge to make sound investment
decisions, including understanding risk-return
dynamics, portfolio diversification, and the
implications of inflation and interest rates (Lusardi &
Mitchell, 2014). However, the level of financial
literacy among Nigerian investors remained moderate,
contributing to underperformance in investment
decision-making (Okechukwu & Afolabi, 2019).

This study aimed to address the gap in understanding
how financial literacy influenced investment decisions
in the Nigerian capital market. While global research
showed that higher financial literacy improved
investment decisions (Lusardi & Mitchell, 2014), the
application of these findings in the context of Nigeria's
volatile market remained understudied. Understanding
this relationship was crucial for improving investor
behavior and market participation in Nigeria.

The primary objective of this study was to assess how
financial literacy impacted the investment decisions of
individual investors in the Nigerian capital market.
The study also sought to explore how increased
financial knowledge could enhance the quality of these
decisions, contributing to greater market engagement
and improved financial outcomes for retail investors.
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Financial literacy was a key determinant of investor
behavior, yet the Nigerian capital market's low retail
investor participation presented an opportunity for
significant  improvement through educational
programs targeting financial knowledge. This study’s
findings were expected to inform policies and
interventions aimed at improving financial literacy
and market participation.

1I. LITERATURE REVIEW
Theoretical Framework

The relationship between financial literacy and
investment decisions was underpinned by several
theories, such as the Behavioral Finance Theory and
the Theory of Planned Behavior (TPB). According to
Behavioral Finance Theory, investors often made
irrational decisions influenced by cognitive biases,
which could be mitigated by financial literacy, leading
to more rational decision-making (Thaler, 2016).
Similarly, TPB suggested that individuals' intentions
to invest were shaped by their attitude toward
investment, subjective norms, and perceived control.
Financial literacy enhanced an individual’s confidence
in making investment decisions, thereby positively
influencing their behavior (Ajzen, 1991).

Review of Empirical Studies

Globally, studies showed that financial literacy led to
better investment decisions. Lusardi and Mitchell
(2014) found that individuals with higher financial
literacy were more likely to make diversified
investments and plan for long-term financial goals. In
Nigeria, Okechukwu and Afolabi (2019) discovered a
significant positive relationship between financial
literacy and investment participation, with more
knowledgeable investors engaging more actively in
the market. Similarly, Yusuf (2019) highlighted the
role of financial literacy in mitigating investment risks
and improving decision-making, though challenges
persisted due to limited financial education.

However, the literature also revealed gaps in
understanding how financial literacy directly
influenced investment decisions in Nigeria. Many
studies focused on developed economies or lacked in-
depth exploration of Nigeria’s unique economic
context. This study sought to fill these gaps by
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examining the specific influence of financial literacy
on Nigerian retail investors’ decision-making,
including informal financial education’s role in
shaping investment choices.

Conceptual Framework

The study’s conceptual framework suggested that
financial literacy directly influenced investment
decision-making. It also acknowledged mediating
factors such as risk tolerance and market information
access, which could either strengthen or weaken this
relationship. The framework guided the empirical
analysis, highlighting the interplay between financial
literacy and investment decision-making among
Nigerian retail investors.

. METHODOLOGY

This study adopted a quantitative research design,
utilizing a cross-sectional survey to collect data from
individual investors in the Nigerian capital market.
The structured questionnaire, designed to capture key
variables such as financial literacy and investment
decisions, served as the primary data collection tool.

The target population consisted of retail investors
actively engaged in trading on the Nigerian Exchange
(NGX). A stratified random sampling method was
employed to ensure that the sample accurately
reflected the diverse sectors represented on the
exchange. A total of 423 respondents were selected,
with a 10% buffer added to account for non-responses.

Data was collected through a structured questionnaire
with Likert-scale items to measure respondents’
financial literacy and investment decision-making
behaviors. Financial literacy was assessed through
self-assessment and knowledge-based questions,
while investment decisions were evaluated based on
reported investment actions. Statistical analysis was
conducted using SPSS version 27. Descriptive
statistics, reliability testing, Pearson’s correlation, and
multiple regression analysis were employed to analyze
the data. Ethical considerations, including informed
consent and data confidentiality, were adhered to
throughout the study.
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IV.  RESULTS AND DISCUSSION
4.1 Descriptive Statistics

This section presents the demographic characteristics
of the respondents. The data includes information on
gender, age, educational qualification, and investment
experience, providing a clear understanding of the
composition of the sample.

Table 1: Gender Distribution of Respondents

Gender | Frequency | Percentage (%)
Male 197 50.3%

Female | 195 49.7%

Total 392 100.0%

Table 2: Age Distribution of Respondents

Age Bracket | Frequency | Percentage (%)
18-25 81 20.7%

26-35 75 19.1%

36-45 64 16.3%

46-55 86 21.9%

Above 55 86 21.9%

Total 392 100.0%

Table 3: Educational Qualification of Respondents

Educational Frequency | Percentage
Qualification (%)
Diploma 111 28.3%
Secondary 103 26.3%
Bachelor's 100 25.5%
Postgraduate 78 19.9%
Total 392 100.0%

Table 4: Investment Experience of Respondents

Investment Frequency | Percentage
Experience (%)

4-6 years 107 27.3%
Less than 1 year 101 25.8%
More than 6 years 92 23.5%

1-3 years 92 23.5%
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4.2 Correlation Analysis

The Pearson correlation matrix below demonstrates
the relationship between financial literacy and
investment decision-making. The results indicate a
positive and statistically significant relationship
between the two variables.

Table 5: Pearson Correlation Matrix

Variables 1 2

1. Investment Decision 1

2. Financial Literacy 0.713** | 1

Note: p <0.05; p <0.01 (2-tailed)

The correlation coefficient of 0.713 (p < 0.01)
suggests a strong positive relationship between
financial literacy and investment decision-making.
This finding is in line with prior studies such as
Okechukwu and Afolabi (2019) and Yakubu & Abdul-
Rahman (2019), which show that higher financial
literacy leads to more confident and informed
investment decisions.

4.3 Regression Analysis

The regression analysis results offer deeper insights
into the predictive power of financial literacy on
investment decisions.

Table 6: Model Summary

R R Adjusted | Std. Durbin-
Square | R Square | Error of | Watson
Estimate
0.713 | 0.508 | 0.504 0.501 1.891

The R-squared value of 0.508 indicates that financial
literacy explains approximately 50.8% of the variance
in investment decisions. The Durbin-Watson statistic
of 1.891 suggests that the model does not suffer from
significant autocorrelation in the residuals, confirming
the reliability of the results.
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Table 7: ANOVA Table

Source Sum of | df | Mean | F Sig.

Square Squar

s e
Regressio | 61.472 | 1 61.47 | 40.7 | 0.00
n 2 4 0
Residual | 92.962 | 39 | 0.238

0

Total 154.43 | 39

4 1

The F-statistic of 40.74 with a p-value of < 0.001
indicates that financial literacy significantly
contributes to explaining the variance in investment
decisions, making the model statistically significant.

Table 8: Coefficients Table

Predicto | B Std. | Bet |t Sig. | VIF
r Err |a

or
(Consta | 1.81 | 0.29 6.07 | 0.00
nt) 2 8 9 0
Financi | 0.13 | 0.04 | 0.14 | 3.22 | 0.00 | 1.01
al 2 1 8 0 1 5
Literacy

The coefficient for financial literacy (B = 0.148, p =
0.001) suggests that financial literacy has a
statistically significant positive effect on investment
decisions. The VIF value of 1.015 indicates that there
is no issue with multicollinearity.

4.4 Discussion of Findings

The findings from this study reinforce existing
literature on the positive relationship between
financial literacy and investment decision-making.
The correlation between financial literacy and
investment decisions (r=0.713, p <0.01) underscores
the importance of financial knowledge in guiding
rational investment behavior. This result is consistent
with prior studies, such as Okechukwu & Afolabi
(2019), who found that higher financial literacy leads
to better investment decisions in Nigeria. Their
research emphasized that investors with better
financial knowledge tend to make more informed
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choices, actively participate in the market, and make
diversified investments that minimize risks and
maximize returns.

The regression analysis in this study further
demonstrates that financial literacy significantly
influences investment decisions (B =0.148, p=10.001),
supporting the findings of Lusardi & Mitchell (2014).
Lusardi and Mitchell's research highlighted the crucial
role that financial literacy plays in improving
investment choices and mitigating risks. They argued
that individuals who are more financially literate are
not only better equipped to understand complex
financial products but are also more likely to avoid
risky investments, plan for the future, and make
decisions that align with their long-term financial
goals. This is particularly important in the context of
Nigeria, where many retail investors face challenges
such as limited financial knowledge, market volatility,
and a lack of access to reliable financial advice. The
study’s result reaffirms that enhancing financial
literacy can lead to better decision-making, helping
investors navigate a market that is often perceived as
uncertain and volatile.

The study also contributes to the growing body of
literature on financial literacy in emerging markets,
particularly in sub-Saharan Africa. While much of the
existing research on financial literacy has been
concentrated in developed economies, there is a
noticeable gap in the literature concerning developing
countries like Nigeria. This study bridges that gap by
providing crucial insights into the unique challenges
faced by Nigerian investors. For instance, Okechukwu
& Afolabi (2019) noted that Nigerian investors often
rely on informal sources of financial advice, such as
family and friends, due to limited formal financial
education. The findings of this study suggest that
improving financial literacy could help Nigerian
investors make more informed decisions, leading to
better market outcomes. Furthermore, increasing
financial knowledge can encourage more active
participation, thus contributing to the overall growth
and dynamism of Nigeria’s capital market.

Thus, financial literacy plays a significant role in
shaping investment decisions in the Nigerian capital
market. The findings of this study emphasize the need
for targeted financial education initiatives to improve

ICONIC RESEARCH AND ENGINEERING JOURNALS 929



© SEP 2025 | IRE Journals | Volume 9 Issue 3 | ISSN: 2456-8880
DOI: https://doi.org/10.64388/IREV9I3-1710631-3491

financial knowledge among retail investors. This is
crucial for empowering investors to make better
decisions, enhance investor confidence, and promote
more sustainable financial behavior. These efforts will
not only benefit individual investors but also increase
overall market participation, contributing to the
development of a more robust and dynamic capital
market in Nigeria. By improving financial literacy,
Nigeria can build a more informed investor base,
thereby enhancing market liquidity, fostering
economic stability, and supporting long-term growth.
Therefore, policymakers, financial educators, and
market regulators should prioritize financial literacy
programs to enable Nigerian investors to make sound
investment choices in the face of market uncertainties.

CONCLUSION AND RECOMMENDATIONS

The role of financial literacy in influencing investment
decision-making among Nigerian retail investors was
significant. The findings demonstrate that a higher
level of financial literacy positively impacts
investment behavior, making investors more informed
and confident in their decisions. By understanding this
relationship, financial institutions, policymakers, and
educators can develop and implement -effective
programs aimed at improving investors' financial
knowledge. Such initiatives would encourage greater
participation in the Nigerian capital market, ultimately
leading to better investment outcomes, increased
market liquidity, and overall market stability and
growth.

The study recommends the implementation of
comprehensive financial literacy campaigns targeting
retail investors in Nigeria. These campaigns should
focus on enhancing knowledge about various
investment options, the risks associated with
investing, and the importance of long-term financial
planning. Financial literacy programs should be
tailored to meet the specific needs of Nigerian
investors, addressing issues such as understanding
stock market dynamics, portfolio diversification, and
the importance of risk management.
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