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Abstract

Financial literacy is an essential factor for individuals or households in making invest-
ment decisions. However, the problem of insufficient financial literacy is still consid-
ered one of the factors limiting the creation of successful investments, especially in 
relation to risk perception. Some investors have financial losses due to their limited 
financial literacy, making inefficient investment decisions and implicating high-risk 
investment choices. Hence, this study aims to explore the interconnection between 
financial literacy, risk perception and investment decisions. Moderated regression 
analysis was used for 233 investors in Indonesia who completed financial management 
training. The results showed that financial literacy has a positive and significant impact 
on investment decisions, which means that it could be used to improve the quality of 
investment decisions. On the other hand, risk perception as a moderating variable 
weakened the impact of financial literacy on investment decisions; this confirmed the 
consistent results before and after financial training. Overall, financial literacy across 
three dimensions (knowledge, skills, and attitude) plays an important role in investors 
allocating more funds to investment instruments than respondent groups with lower 
financial literacy levels. In addition, the level of financial literacy also influences the 
choice of investment product. 
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INTRODUCTION

The problem of low financial literacy remains central in Indonesia. 
According to Klapper et al. (2015), the level of financial literacy 
among adults in Indonesia has reached only 32%, which is lower than 
some developed countries in the world. On the other hand, the 2022 
National Financial Literacy and Inclusion survey noted an increase in 
financial literacy to 49.68% from 2019, which was only 38.03%. The 
COVID-19 pandemic is one of the main factors that accelerated the 
enhancement of financial literacy in Indonesia (Indonesian Financial 
Services Authority, 2022). Although there is an increase in financial 
literacy compared to the previous year, Indonesia as one of the emerg-
ing countries recorded a significant investor increase yearly. The most 
significant increase in SID (single investor identification) was between 
2020–2023. Referring to the IDX (Indonesia Stock Exchange) website, 
Indonesia’s number of SIDs in January 2024 reached around 12.33 
million. Given Indonesia’s relatively low financial literacy, the rapid 
growth calls for special attention. This indicates that some investors 
risk financial losses due to their limited financial literacy. The rapid 
development of technology increases the access and exposure of fi-
nancial market investments to the public, implicating the investor de-
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cision for investment. This advantage could enhance the assessment of investment opportunities as 
investors encounter many aspects, including the macroeconomic environment, company performance, 
industry trends, and psychological factors that impact individual decision-making (Tran et al., 2019). 
Individuals with a limited understanding of financial concepts and principles frequently need help in 
effectively handling their debt (Lusardi & Tufano, 2015). Investment products such as stocks, bonds, 
and mutual funds could be accessed by clicking on smartphone apps. However, some novice investors 
sometimes need more financial literacy (mainly regarding investment products). 

Financial literacy is essential for individuals and households in making decisions regarding asset in-
vestments and credit limits (Jappelli, 2010). Financially educated households can effectively allocate 
financial resources, select suitable financial instruments and services, prepare budgets, and save money. 
Therefore, financial stability, household welfare, and better financial literacy are expected to rise. Nye 
and Hillyard (2013) argued that financial literacy is a benchmark for one’s level of understanding in 
terms of financial concepts and ability to manage personal finance through appropriate short-term de-
cision-making and long-term financial planning amid changing economic conditions. Boon et al. (2011) 
investigate the relationship between financial literacy and personal financial planning. The results show 
that most individuals do not possess financial plans due to inadequate financial literacy. According to 
Jacob et al. (2000), financial illiteracy leads to vulnerability of individuals toward losses due to emergen-
cies, over-indebtedness, or even fraud. It might cause fatal damage to households’ financial condition. 
Gupta (2017) argued that financial literacy consists of skills and knowledge that enable a person to un-
derstand financial principles in effective and efficient decision-making. Financially uneducated inves-
tors cannot make efficient investment decisions (Mitchell & Lusardi, 2011).   Therefore, investors also 
consider potential dangers before making high-risk investment choices. 

1. LITERATURE REVIEW 

AND HYPOTHESES 

DEVELOPMENT

Numerous literatures are relevant to financial lit-
eracy and investment decisions, including risk 
perception. Khan (2016) discovered that individu-
als with little income and inexperienced investors 
tended to possess a pessimistic view of risk while 
making investment choices. Inadequate financial 
literacy might have detrimental consequences for 
a broader scope. A real example is the global fi-
nancial crisis of 2008 (subprime mortgage), which 
resulted from over-innovation in financial prod-
ucts and over-complexity in the financial market. 
A complex financial market requires better finan-
cial literacy so the public will know certain invest-
ment products. Financial literacy could become a 
good foundation for investors in managing risks 
and making rational investment decisions. Most 
of the time, investors are focused on investment 
returns without considering risks. Braunstein and 
Welch (2002) revealed that the phenomena might 
happen in both developed and developing coun-
tries. Several previous empirical studies concluded 

a significant effect of financial literacy on invest-
ment decisions (Al-Tamimi & Kalli, 2009; Lusardi 
& Mitchell, 2007; Rooij et al., 2007). The dual pro-
cess theory and life cycle theory are the founda-
tions for explaining the phenomenon. 

Dual process theory states that individual behaviors 
are determined by two factors, namely, intuition 
and cognition. Stanovich and West (2000) argued 
that intuition is the first system with the following 
traits: instant, fast, and unconscious. Conversely, 
cognition is the second system that is slow, con-
trolled, and conscious. The cognitive system gener-
ates rational thought and analysis required to im-
plement an excellent financial investment strategy. 
When decision-making is associated with dual pro-
cess theory, intuition is associated with represen-
tativeness (De Bondt & Thaler, 1985) and framing 
(Tversky & Kahneman, 1981). In the realm of finan-
cial and economic research, empirical reviews that 
involve dual process theory are scarce. 

Generally, life cycle theory explains humans’ con-
sumption and saving behaviors during their life-
time. Modigliani (1966) developed the theory 
using several assumptions about human behav-
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iors. Firstly, humans tend to be future-oriented 
in terms of their lifetime. Secondly, humans can 
predict the amount of financial resources they 
possess throughout their lives. Thirdly, they un-
derstand the financial resources they need at every 
life stage. Lastly, they are wise when it comes to 
spending money. The life cycle hypothesis states 
that humans tend to be future-oriented regarding 
the resources they receive and spend at every life 
stage. In other words, the theory assumes financial 
resources as a medium for transferring resources 
to different periods during a lifetime.

Investment is an essential aspect of personal fi-
nancial planning. Cash does not possess an in-
vestment function (non-earning asset). Hence, it 
must be allocated to other instruments that are 
more profitable (Cumming et al., 2007). This con-
dition encourages academicians and governments 
in every nation to develop financial literacy educa-
tion and training/seminar programs for the public. 
Boonie et al. (2005) explained the importance of 
investing in the present because of rising life ex-
pectancy, while income level rises slower. To prop-
erly manage investment portfolios, investors need 
financial expertise in identifying opportunities, 
assessing risks, evaluating, implementing, and 
monitoring investment outcomes. 

Wamae (2015) investigated financial literacy and 
its effect on personal financial management. By 
observing bankers in Nairobi, it is found that fi-
nancial literacy positively affects personal financial 
management, leading to higher investment returns. 
The study suggests that banks in Kenya conduct fi-
nancial literacy programs that aim to improve pub-
lic welfare. Another study by Suwanaphan (2013) 
analyzes the literacy level and financial behavior of 
400 academic support employees from Chiang Mai 
University. The study concluded that respondents 
with lower financial knowledge tend to possess fal-
lacious financial perceptions. Calvet et al. (2007) 
concluded that financially intelligent individuals 
buy risky assets and invest efficiently. 

Nyamute and Maina (2010), on the other hand, 
show a significant difference in financial man-
agement practice between groups of respondents 
who are financially shrewd and those who are not. 
Financially shrewd respondents tend to appreci-
ate and implement better financial management 

practices. Investments can be defined as allocating 
funds to financial assets whose value is expected 
to increase. As the term is future-oriented, risks 
are inseparable from the decision. The basic con-
cept of investments asserts that the higher the re-
turn, the higher the risks. Bhalla (2008) showed 
that investors must decide how, where, when, and 
how much capital to allocate to exploit investment 
opportunities. According to Musundi (2014), in-
vestment planning involves systematic investment 
strategy development and asset allocation. Hence, 
financial literacy might be helpful for investors in 
making decisions and obtaining optimal invest-
ment returns. 

Investors can make more optimal decisions by un-
derstanding the types of investment products, risk 
factors, portfolio diversifications, and financial 
market insights. Financial knowledge is used as a 
benchmark to determine how individuals under-
stand financial products. Financial education as-
sists investors in making realistic assessments and 
financial decisions tailored to their financial un-
derstanding. In financial literacy concepts, finan-
cial knowledge is a form of investment in human 
resources (Gallery et al., 2010). Empirical surveys 
also revealed that individuals must be knowledge-
able to become financially literate. 

Lack of financial literacy might result in subopti-
mal financial decision-making and its risky for in-
dividuals and communities (Kefel, 2011). As one of 
the variables in financial literacy constructs, finan-
cial knowledge is essential for investors to obtain 
optimal investment results. Financial knowledge 
is required to establish a benchmark for financial 
competencies to achieve competitive advantage 
(Lusardi & Mitchell, 2006). Financial knowledge 
can be obtained from experiences, education, 
training, information from colleagues, families, 
the internet, and financial and investment news. 
Knowledge related to financial sectors will be 
accumulated through information gathered for 
specific purposes over time. However, financial 
knowledge is not the sole determinant of investors’ 
success. The ability to apply financial knowledge 
in the capital market is also crucial. 

The complexity of today’s financial market pro-
vides investors with a wide variety of financial 
products. Indirectly, investors are forced to pos-
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sess knowledge and expertise for evaluating these 
varied financial instruments. Therefore, basic in-
vestment expertise such as assessing risks, iden-
tifying investment opportunities, diversifying 
assets, and monitoring portfolio are required for 
choosing and purchasing investment products. 
Beal and Delpachitra (2010) state that financial ex-
pertise allows individuals to make more informed 
decisions regarding the funds that they possess 
and simultaneously reduce error potentials in fi-
nancial management. Financial skills can be de-
fined as the ability to apply financial knowledge. 
Landerretche and Martínez (2013) argue that good 
financial behaviors are realized through develop-
ments in skills and knowledge in making deci-
sions. Individuals with sufficient financial knowl-
edge, expertise, and behaviors are best positioned 
to seize investment opportunities, perform capital 
budgeting, and analyze expenses. Wamae (2015) 
concluded that low financial management skills af-
fect investment returns. 

Attitude could be defined as the extent to which an 
individual evaluates or assesses his/her behavior in 
a social environment. Attitudes affecting financial 
behaviors are debt tolerance, over-optimism, cer-
tain attitudes toward money, and financial knowl-
edge level. According to Festinger (1954), psycho-
logical concepts such as cognitive dissonance and 
locus of control may affect attitudes toward finan-
cial behaviors (e.g., taking loans). According to 
Furnham (1984), six factors may affect financial 
behaviors: obsession, power or expenditure, re-
tention, security, insufficiency, and effort or abil-
ity. Obsession emphasizes thoughts about differ-
ent aspects of money. Power or expenditure means 
that individuals must spend money to be satis-
fied. Retention implies the unwillingness to spend 
available funds. Security encourages individuals 
to manage finances conservatively with the low-
est possible risk. Insufficiency, conversely, indi-
cates behaviors when individuals spend money to 
eliminate feelings of inadequacy. Effort or ability is 
a condition when individuals feel entitled to their 
income. Dean et al. (2013) found that personal debt 
position is determined by attitude or behaviors, 
not the unavailability of funds. Findings by Davies 
and Lea (1995) show that individuals with higher 
expected future income tend to have higher debt 
tolerance. Besides, young individuals who are still 
in their careers tend to be more tolerant of debt. 

Risk is logical consequences in the investment due 
its existence cannot be separated from investment 
products in the financial market. Biais and Weber 
(2009) defined risk perception as the way investors 
perceive financial asset risks based on their experi-
ences and interests. Nosic and Weber (2010) found 
that fund allocation decisions are affected by in-
vestors’ behavior in taking risks. Various studies 
have explained the relationship between risk per-
ception and investment behaviors. According to 
Bhowal (2010), risk perceptions can be managed if 
an investor is aware of risk aspects and fluctuation 
level. The absence of risk concepts comprehen-
sion might cause investors to make suboptimal 
investment decisions. Psychological factors such 
as emotional and cognitive bias may affect the de-
cision-making process of even professional inves-
tors. According to Weber and Hsee (1998), an in-
dividual’s investment decision-making process is 
strongly influenced by their risk perception level. 
Huston (2009) and Marcolin and Abraham (2006) 
found a significant negative relationship between 
risk perception and investment decision. 

Based on several findings, there are interconnec-
tions between financial literacy, risk perception 
and investment decisions. An investor has a ra-
tional attitude to select the proper investment. 
Investors with sufficient knowledge and exper-
tise are not totally immune from the chances of 
making irrational investment decisions, which are 
dominated by affective and emotional aspects. An 
individual’s investment behaviors are determined 
by their attitude and risk perceptions. Hence, the 
study about the important role of financial lit-
eracy, contains knowledge, skills, and attitudes 
is essential to be explored. The issue of financial 
perception also be considered as an assessment of 
investors on their decision to invest. The objective 
of this study is to investigate the relationship be-
tween financial literacy, risk perception, and in-
vestment decisions. Some hypotheses were devel-
oped as follows:

H
1
:  Financial literacy based on knowledge, skills, 

and attitude positively affects investment 
decisions.

H
2
:  Risk perception weakens the influence of fi-

nancial literacy based on knowledge, skills, 
and attitude on investment decisions. 
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2. METHODS

Data in this study were obtained by conducting 
surveys among investors in the financial market 
and business school seniors who have complet-
ed courses in financial management, investment 
management, and international financial man-
agement. These groups are chosen because they 
are more likely to participate, which can provide 
a better response rate and research results. This 
study also includes financial training in robust-
ness tests. The variable is vital because it corre-
lates positively with individuals’ financial literacy. 
Financial training in this study includes partici-
pation in dissemination, education and intensive 
training in finance. This study disseminated 285 
questionnaires, and 256 were submitted to the au-
thor (response rate of 89.8%). 23 out of 256 sub-
mitted questionnaires did not meet the sampling 
criteria and, thus, were excluded from the analy-
sis. Hence, this study examines 233 questionnaires 
from respondents across Indonesia (Sumatra, 
Java, Bali, Borneo, Sulawesi, East Nusa Tenggara, 
Maluku, and Papua). The analysis area coverage 
in the sample distribution is considered capable 
of describing Indonesia’s general condition be-
cause it has covered more than 85% of Indonesia’s 
geographical area. This national survey was con-
ducted with support from several parties, namely 
researchers’ networks and universities, as well as 
Indonesia’s financial community and investors. 
This study formulates questionnaires based on lit-
erature reviews and previous study findings. 

There are 38 indicators developed to analyze five 
main variables in this study. Respondent charac-
teristics such as age, gender, marital status, edu-
cation level, income level, and financial training 
participation are identified. The measurement of 
question indicators uses a Likert scale from 1 to 7 
for several variables, namely, financial knowledge, 
financial skills, financial attitude, investment 
decision, and risk perception (Keh et al., 2002; 
Pompian, 2011; Mwathi et al., 2017; Jayantilal, 
2017). Financial training is the only variable in 
this study that used a dummy measurement (1 = 
participated in the financial training, and 0 = oth-
erwise). Moderated regression analysis was used 
to assess the risk perception’s involvement in ex-
plaining financial literacy’s effects on investment 
decisions. The first model examines the influence 

of the moderating variable (risk perception) on in-
vestment decisions (ID), and the second model an-
alyzes the effects of independent variables on in-
vestment decisions. The third model investigates 
the effects of interaction between independent 
variables and the moderating variable. The last 
model examines the consistency of risk perception 
as a moderating variable through a robustness test 
involving financial training. These models are 
presented with econometric equations below:

0 1
,

i i i
ID RPα β ε= + +  (1)

0 1 2 3
,

i i i i i
ID FK FS FAα β β β ε= + + + +  (2)

0 1 2 3 4

5 6 7
,

i i i i i

i i i i

ID FK FS FA RP

FK RP FS RP FA RP

α β β β β
β β β ε
= + +

+ ⋅

+

+ ⋅

+

+ +⋅
 

(3)

0 1 2 3

4 5 6

7 8
,

i i i i

i i i

i i i

ID FT FK FS

FA RP FK RP

FS RP FA RP

α β β β
β β β
β β ε

⋅

⋅

= + + +

+ + +

+ +⋅ +

 (4)

where ID is the Investment Decision, α
0
 is constant, 

β
1
 until β

n
 are the coefficient terms of independent 

variables, FK is the Financial Knowledge, FS is the 
Financial Skills, FA is the Financial Attitude, RP is 
the Risk Perception, FT is the Financial Training, i 
is the selected respondent, and ε is the residual term.

3. RESULTS

Table 1 presents brief characteristics of 233 re-
spondents in this study, including business school 
seniors and investors in Indonesia. Most respon-
dents aged 18-35 (55.8%) were male-dominat-
ed (60.1%). Most of the respondents are married 
(60.5%). A total of 183 respondents (78.5%) hold a 
bachelor’s degree, and 75,1% of respondents have 
a low-income level. In terms of financial training, 
about half of the total respondents have never par-
ticipated (55.8%). The observed data are further 
analyzed through reliability and validity tests to 
examine research instruments. Before proceeding 
to the next step, validity and reliability tests must 
be conducted. Based on Table 2, on average, the 
Cronbach alpha values of research instruments 
are shown to be satisfactory. Besides, favorable re-
sults also can be seen from questionnaires items’ 
validity test. Therefore, it can be concluded that re-
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search instruments used in this study are reliable 
and valid. At the next stage, basic assumption tests 
(linearity, heteroskedastisity, and multicollienari-
ty) are conducted. 

Table 1. Respondent profiles

Demographic 

Information Category N
Relative 

Value (%)

Age
18-35 years old 130 55.8

> 35 years old 103 44.2

Gender
Female 93 39.9

Male 140 60.1

Marital Status 
Single 92 39.5

Married 141 60.5

Education Level
High School 

Graduate
50 21.5

Bachelor 183 78.5

Income Level
Low 175 75.1

High 58 24.9

Financial Training
Never 130 55.8

Yes 103 44.2

Referring to the central limit theorem concept, 
normality tests are not conducted in this study 
because the number of observations is sufficient. 
After confirming no violation on basic assump-
tions, descriptive statistical analysis should be-
gin. In addition, t-test is conducted to assess the 
investment decision-making behavior difference. 
The first test is conducted on group of respondents 
with both high and low level of financial literacy. It 
is done to confirm whether differences in invest-
ment decision-making behavior exist among re-
spondents with different literacy levels, presented 

in Table 3. The t-test result shows that there is a 
significant difference between respondent groups 
with high and low financial literacy in terms of in-
vestment behavior.

The significance level of 1% on the t-test provides 
strong evidence that a significant difference in 
investment decision making exists between the 
two groups. Further, it confirms that respondents 
with a high level of financial literacy tend to have 
a more diversified portfolio and longer investment 
horizon. In the next phase, differences in the av-
erage investment portion between the two groups 
could be discussed. The identification is made by 
analyzing questionnaire items that inquire about 
fund allocation on specific investment instru-
ments. The analysis result is shown in Figure 1.

Figure 1 shows that respondents with high finan-
cial literacy tend to choose property and gold as 
their leading investment choices. This result is un-
derstandable when the COVID-19 pandemic and 
the Russia-Ukraine war caused high economic 
uncertainty. Investors tend to seek relatively safer 
investment instruments (safe haven). On the oth-
er hand, low literacy level groups tend to allocate 
funds to bonds and stocks. An education program 
titled Investment Galery from IDX for universi-
ties in Indonesia during the last decade is one of 
the reasons bonds and stocks became popular 
among respondents, especially college students. 
Speculative investment instruments such as for-

Table 2. Reliability and validity tests

Financial Knowledge (FK)

(Cronbach Alpha = 0.893)

Financial Skills (FS)

(Cronbach Alpha = 0.788)

Financial Attitude (FA)
(Cronbach Alpha = 0.644)

Item r-Value Item r-Value Item r-Value

FK1 0.823 FS1 0.716 FA1 0.564

FK2 0.835 FS2 0.737 FA2 0.663

FK3 0.807 FS3 0.841 FA3 0.696

FK4 0.731 FS4 0.831 FA4 0.652

FK5 0.689 – – FA5 0.653

FK6 0.737 – – – –

FK7 0.620 – – – –

FK8 0.788 – – – –

Table 3. Investment decision-making behavior difference

Description Levene’s Test t–Test for Equality of Means

F Sig. t DF Sig. (2-tailed) Mean Difference
ID Equal variances assumed 2.145 0.144 –2.774 231 0.006*** –6.385

ID Equal variances not assumed  –1.855 5.114 0.121 –6.385
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eign exchange and cryptocurrency tend to get the 
least fund allocation from both groups. It might 
be caused by high-risk levels from both products, 
especially during unstable economic conditions. 
Generally, respondent groups with high financial 
literacy levels allocate more funds on every in-
vestment instrument than the others. These data 
confirm that financial literacy significantly affects 
fund allocation levels and variation in investment 
product choices. 

The four models test the two main hypotheses 
proposed in this study. The statistical result is pre-
sented in Table 7. The first model result in Table 
7 shows a positive (significant at 1%) relationship 
between risk perception (RP) and investment deci-
sion (ID). The second model tests all independent 
variables in this study. Based on the result, finan-
cial knowledge (FK) and financial skills (FS) have 
positive effects (significant at 1%) on investment 
decisions. On the other hand, financial attitude 
(FA) shows a positive but insignificant effect on ID. 
Therefore, the result of testing Model 2 provides 
support for H1 based on knowledge and skills. The 
third model is conducted to explain the interac-
tion effect of risk perception (RP) on the influence 
of FK, FS, and FA to ID. Model 3 test interacts 
each independent variable with variable RP. The 
result shows that interaction between RP and FK 
weakens the influence of FK on ID (significance 
level reduced from 1% to insignificant). Similar 
result is also found on the effect of FS on ID (sig-

nificance level reduced from 1% to 5%). A decrease 
in significance level also occurred in the relation-
ship between FA and ID after interacting with 
variable RP, where the probability value increased 
from 0.24 to 0.84; this confirms that statistical re-
sult has support for H2 in this study. The fourth 
model examines the consistency of risk perception 
as a moderating variable through a robustness test 
involving Financial Training (FT). After being in-
tervened with FT, the result shows the interaction 
effect of RP on financial literacy, which weakens 
the influence of FK, FS, and FA on ID to ensure 
consistency (similar results before and after inter-
vention with FT).

Table 4. Empirical results
Variable (1) (2) (3) (4)

Constant 7,25 3.36 –3.31 –1.15

P-value (0.00)*** (0.21) (0.74) (0.91)

RP 0.59 – 0.61 0.52

P-value (0.00)*** – (0.11) (0.17)

FK – 0.14 –0.09 –0.11

P-value – (0.00)*** (0.34) (0.25)

FS – 0.50 0.73 0.69

P-value – (0.00)*** (0.00)*** (0.00)***

FA – 0.11 0.03 0.00

P-value – (0.24) (0.93) (0.99)

FK*RP – – 0.01 0.01

P-value – – (0.13) (0.17)

FS*RP – – –0.02 –0.02

P-value – – (0.03)** (0.03)**

FA*RP – – 0.00 0.01

P-value – – (0.84) (0.69)

FT – – – 1.68

Figure 1. Fund allocation difference in investment instruments
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Variable (1) (2) (3) (4)

P-value – – – (0.00)***

F 184.63 36.40 35.62 33.16

P-value (0.00)*** (0.00)*** (0.00)*** (0.00)***

Adjusted R2 0.44 0.31 0.51 0.53

Note: *, **, and *** show significance levels at 10%, 5%, and 
1%, respectively.

A positive and significant 1% relationship be-
tween FT and ID indicates that financial train-
ing participation needs to be considered for fu-
ture financial literacy research. Each research 
model reaches a goodness of fit, where the sig-
nificance level of the F-test is consistent at 1% 
for every model. Besides, after being tested in 
the interaction model, the value of adjusted 
R2 increased from 31% to 51%. Those statisti-
cal supports indicate that the research models 
developed in this study can explain observed 
phenomena excellently. From Table 4 its also 
conclude that investment decisions affect not 
only the level of financial literacy, but also the 
psychological (in this case, measured with risk 
perception). Risk perception (RP) statistically 
shows a pure moderating role in this study, as 
supported by the insignificant results in model 
3 and model 4. In contrast, in model 1, this vari-
able shows a positive and significant influence 
on ID (significant at 1%).

4. DISCUSSION

There are several discussions about the nexus be-
tween variables displayed in Table 7. First, there 
is a positive and significant relationship be-
tween RP and ID. The positive relationship be-
tween the two variables is in line with the study 
by Lusardi and Mitchell (2007). Perception has 
an essential importance to the risk that exists 
in any investment instrument related to human 
behavior in making decisions as perception is 
the first stage related to the reaction to risk (Aini 
& Lutfi 2019). Furthermore, the positive impact 
of two variables, FK and FS, on ID. This result is 
similar to previous findings (Rasyid et al. 2018; 
Wangi & Baskara 2021). Investors with a high 
level of financial knowledge and expertise tend 

to have a well-diversified investment portfolio 
and longer investment horizon, as high finan-
cial knowledge makes their decision-making 
process more complex rather than easier (Dinc 
Aydemir & Aren 2017). However, FA has no sig-
nificant impact on ID in this case. It also de-
pends on the respondent characteristics: it was 
found that majority of respondents are bache-
lors. With a higher education, a person can de-
cide accurately on proper investments. 

Financial attitudes influence how a person saves 
or spends money and influence personal man-
agement of financial problems (Sorongan 2022). 
Therefore, the impact of FA must be combined 
with financial knowledge or financial skills. RP 
also plays an important role as a pure moderat-
ing variable for the nexus between FA and ID, 
decreasing the level of significance. Singh and 
Bhowal (2008) concluded that investors’ invest-
ment behaviors are influenced by risk percep-
tion, which indicates the higher the risk per-
ception, the higher their demand for invest-
ment returns. Additionally, the factor related to 
financial literacy could be added as one of the 
variables to strengthen the ID due to a signifi-
cant relationship between them in case of other 
country (Al-Tamimi & Kalli 2009). 

Individuals may not receive formal financial ed-
ucation because their participation in financial 
training (in the form of dissemination, educa-
tion, or intensive courses) is impactful for bet-
ter investment decision-making behavior. These 
findings simultaneously confirm dual process 
theory, which states that cognitive and intuitive 
factors affect individuals’ financial behavior. 
Cognitive biases such as overconfidence, repre-
sentativeness, self-deception, illusion of control, 
and planning fallacy might cause individuals’ 
investment decisions to be irrational. Therefore, 
apart from being financially intelligent, an in-
vestor must also understand his psychological 
biases to formulate more optimal investment 
decisions. The discussion supports Gentile et 
al. (2016), who argue that even individuals with 
high levels of financial literacy are not neces-
sarily free from the influence of psychological 
biases.

Table 4 (cont.). Empirical results
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CONCLUSION

The results of the study show that financial literacy (measured by financial knowledge, financial skills, 
and financial attitude) positively affects investment decisions. This indicates that the higher the finan-
cial literacy of an investor, the more diversified his investment portfolio. To analyze the role of risk 
perception in investment decision making, this study uses the interaction of the variable with financial 
literacy. After being interacted, a decrease in significance level occurred on the effect of financial literacy 
on investment decisions. The result confirms the risk perception hypothesis developed in this study, 
where, statistically, risk perception weakens the influence of financial literacy on investment decisions. 
This study also found that different financial literacy levels result in different investment product choic-
es. Better financial literacy tends to make investors allocate more funds to investment instruments than 
respondent groups with lower financial literacy levels. Further, these results indicate the importance of 
financial training variables in investment decisions and financial literacy topics. The limitation of this 
study is that it uses a questionnaire survey design to explain behavioral factors. Experimental studies 
must be considered to explore behavioral aspects further in future studies. Meanwhile, from practical 
aspects, this study recommends that investors prepare themselves with sufficient knowledge, expertise, 
and financial behavior before entering the capital market.

AUTHOR CONTRIBUTIONS

Conceptualization: Wendy Wendy.
Data curation: Wendy Wendy.
Formal analysis: Wendy Wendy.
Investigation: Wendy Wendy.
Methodology: Wendy Wendy.
Software: Wendy Wendy.
Supervision: Wendy Wendy.
Validation: Wendy Wendy.
Writing – original draft: Wendy Wendy.
Writing – review & editing: Wendy Wendy.

REFERENCES

1. Aini, N. S. N., & Lutfi, L. (2019). 
The influence of risk perception, 
risk tolerance, overconfidence, 
and loss aversion towards invest-
ment decision making. Journal of 
Economics, Business, & Accoun-
tancy Ventura, 21(3), 401-413. 
https://dx.doi.org/10.14414/jebav.
v21i3.1663  

2. Al-Tamimi, H., & Kalli, A. 
(2009). Financial literacy and 
investment decisions of UAE 
investors. Journal of Risk Finance, 
The, 10, 500-516. https://doi.
org/10.1108/15265940911001402 

3. Beal, D., & Delpachitra, S. 
(2010). Financial Literacy 
among Australian University 
Students. Economic Papers: A 

Journal of Applied Economics 
and Policy, 22, 65-78. https://doi.
org/10.1111/j.1759-3441.2003.
tb00337.x 

4. Bhalla, V. K. (2008). Investment 
Management (Security Analysis and 
Portfolio Management (19th ed.). S. 
Chand & Company PVT. LTD. Re-
trieved from https://books.google.
co.id/books/about/Investment_
Management_Security_Analysis.
html?id=ghqpRmfnbngC&redir_
esc=y

5. Bhowal, A. (2010). Risk Percep-
tion of Employees with Respect to 
Equity Shares. Journal of Behav-
ioral Finance, 11, 177-183. https://
doi.org/10.1080/15427560.2010.
507428 

6. Biais, B., & Weber, M. (2009). 
Hindsight Bias, Risk Perception, 
and Investment Performance. 
Management Science, 55, 1018-
1029. https://doi.org/10.1287/
mnsc.1090.1000 

7. Boon, T. H., Yee, H. S., & Ting, H. 
W. (2011). Financial literacy and 
personal financial planning in 
Klang Valley, Malaysia. Interna-
tional Journal of Economics and 
Management, 5, 149-168.  http://
www.ijem.upm.edu.my/vol5no1/
bab08.pdf 

8. Boonie, L. E., Kurtz, D. L., & 
Hearth, D. (2005). Planning Your 
Financial Future (4th ed.). Cengage 
Learning. Retrieved from https://
books.google.co.id/books?id=om



144

Investment Management and Financial Innovations, Volume 21, Issue 3, 2024

http://dx.doi.org/10.21511/imfi.21(3).2024.12

EoAQAACAAJ&printsec=frontc
over&dq=editions:ISBN03242894
48&hl=id

9. Braunstein, S., & Welch, C. (2002). 
Financial Literacy: An Overview 
of Practice, Research, and Policy. 
Federal Reserve Bulletin, 88, 445-
457. https://doi.org/10.17016/bul-
letin.2002.88-11 

10. Calvet, L. E., Campbell, J. Y., & 
Sodini, P. (2007). Down or Out: 
Assessing the Welfare Costs of 
Household Investment Mistakes. 
Journal of Political Economy, 
115(5), 707-747.  https://ideas.
repec.org/p/nbr/nberwo/12030.
html 

11. Cumming, D., Siegel, D., & 
Wright, M. (2007). Private equity, 
leveraged buyouts and governance. 
Journal of Corporate Finance, 
13(4), 439-460. https://doi.
org/10.1016/j.jcorpfin.2007.04.008 

12. Davies, E., & Lea, S. E. G. (1995). 
Student attitudes to student debt. 
Journal of Economic Psychol-
ogy, 16(4), 663-679. https://doi.
org/10.1016/0167-4870(96)80014-
6 

13. De Bondt, W. F. M., & Thaler, R. 
(1985). Does the stock market 
overreact? The Journal of Finance, 
40(3), 793-805. https://doi.
org/10.2307/2327804 

14. Dean, L. R., Joo, S., Gudmun-
son, C., Fischer, J., & Lambert, 
N. M. (2013). Debt Begets Debt: 
Examining Negative Credit Card 
Behaviors and Other Forms 
of Consumer Debt. Journal of 
Financial Service Profession-
als, 67(2), 72-84. Retrieved from 
https://dr.lib.iastate.edu/han-
dle/20.500.12876/38442/ 

15. Dinç Aydemir, S., & Aren, S. 
(2017). Do the effects of in-
dividual factors on financial 
risk-taking behavior diversify 
with financial literacy? Kybernetes, 
46(10), 1706-1734. https://doi.
org/10.1108/K-10-2016-0281 

16. Festinger, L. (1954). A Theory 
of Social Comparison Pro-
cesses. Human Relations, 
7(2), 117-140. https://doi.
org/10.1177/001872675400700202 

17. Furnham, A. (1984). Many sides 
of the coin: The psychology of 

money usage. Personality and 
Individual Differences, 5(5), 501-
509. https://doi.org/10.1016/0191-
8869(84)90025-4 

18. Gallery, N., Newton, C., & Palm, 
C. (2010). Framework for Assess-
ing Financial Literacy and Su-
perannuation Investment Choice 
Decisions. Australasian Account-
ing Business and Finance Journal, 5. 
Retrieved from https://ro.uow.edu.
au/aabfj/vol5/iss2/2/ 

19. Gentile, M., Linciano, N., & Soc-
corso, P. (2016). Financial Advice 
Seeking, Financial Knowledge and 
Overconfidence. Evidence from 
the Italian Market (CONSOB 
Working Paper No. 83). Retrieved 
from https://fchub.it/wp-content/
uploads/2021/05/qdf83.pdf 

20. Gupta, S. (2017). To Study The 
Relationship of Financial Literacy 
and Investment Behaviour of 
Salaried Class Individuals of Delhi. 
International Education and Re-
search Journal, 3. Retrieved from 
http://ierj.in/journal/index.php/
ierj/article/view/844 

21. Huston, S. (2009). Measuring 
Financial Literacy. Journal of 
Consumer Affairs, 44. https://doi.
org/10.2139/ssrn.1945216 

22. Indonesian Financial Services Au-
thority. (2022). PRESS RELEASE 

- 2022 National Financial Literacy 
and Inclusion Survey. Retrieved 
from https://www.ojk.go.id/iru/
policy/detailpolicy/9625/press-
release-2022-national-financial-
literacy-and-inclusion-survey, 
accessed at May 25th 2024 

23. Jacob, K., Sharyl, H., & Malcolm, 
B. (2000). Tools for Survival: An 
Analysis of Financial Literacy 
Programs for Lower- Income 
Families. Woodstock Institute. 
https://search.issuelab.org/re-
sources/30348/30348.pdf

24. Jappelli, T. (2010). Financial Liter-
acy: An International Comparison. 
SSRN Electronic Journal. https://
doi.org/10.2139/ssrn.1716784 

25. Jayantilal, D. A. (2017). The Effect 
of Financial Literacy on Personal 
Finance Management: A Case 
Study on Employees of Bank of 
Baroda (Kenya) Limited. Chandar-
ia School of Business. Retrieved 

from https://erepo.usiu.ac.ke/
handle/11732/3316 

26. Kefel, G. (2011). Implications of 
Financial Literacy in Develop-
ing Countries. African Journal of 
Business Management, 5, 3699-
3705. Retrieved from https://
academicjournals.org/article/ar-
ticle1381155463_Kefela.pdf 

27. Keh, H. T., Foo, M., & Lim, B. 
(2002). Opportunity Evaluation 
under Risky Conditions: The Cog-
nitive Processes of Entrepreneurs. 
Entrepreneurship Theory and 
Practice, 27, 125-148. https://doi.
org/10.1111/1540-8520.00003 

28. Khan, S. (2016). Impact of Finan-
cial Literacy, Financial Knowledge, 
Moderating Role of Risk Percep-
tion on Investment Decision. 
SSRN Electronic Journal. https://
doi.org/10.2139/ssrn.2727890 

29. Klapper, L., Lusardi, A., & Van 
Oudheusden, P. (2015). Financial 
literacy around the world: insights 
from the Standard & Poor’s ratings 
services global financial literacy 
survey. Washington DC: Stan-
dard & Poor’s Ratings Services 
Global Financial Literacy Survey. 
https://gflec.org/wp-content/
uploads/2015/11/Finlit_paper_16_
F2_singles.pdf 

30. Landerretche, O., & Martínez, 
C. (2013). Voluntary Savings, 
Financial Behavior and Pension 
Finance Literacy: Evidence from 
Chile. Journal of Pension Econom-
ics and Finance, 12. https://doi.
org/10.1017/S1474747212000340

31. Lusardi, A., & Mitchell, O. (2006). 
Baby Boomer Retirement Security: 
The Roles of Planning, Financial 
Literacy, and Housing Wealth. 
Journal of Monetary Economics, 54, 
205-224. https://doi.org/10.1016/j.
jmoneco.2006.12.001 

32. Lusardi, A., & Mitchell, O. (2007). 
Financial Literacy and Retire-
ment Preparedness: Evidence 
and Implications for Financial 
Education. Business Economics, 42, 
35-44. https://link.springer.com/
article/10.2145/20070104 

33. Lusardi, A., & Tufano, P. (2015). 
Debt literacy, financial experiences, 
and over indebtedness. Journal 
of Pension Economics & Finance, 
14(4), 332-368. http://dx.doi.
org/10.3386/w14808 



145

Investment Management and Financial Innovations, Volume 21, Issue 3, 2024

http://dx.doi.org/10.21511/imfi.21(3).2024.12

34. Marcolin, S., & Abraham, A. 

(2006). Financial literacy research: 

current literature and future op-

portunities. Retrieved from https://

ro.uow.edu.au/commpapers/223/ 

35. Matthews, T. D., & Kostelis, K. 

T. (2011). Designing and con-

ducting research in health and 

human performance. John Wiley 

& Sons. Retrieved from https://

www.routledge.com/Designing-

and-Conducting-Research-in-

Health-and-Human-Perfor-

mance/Matthews-Kostelis/p/

book/9781138320802 

36. Mitchell, O., & Lusardi, A. (2011). 

Financial Literacy and Retirement 

Planning in the United States. 

Journal of Pension Economics and 

Finance, 10, 509-525. https://doi.

org/10.2139/ssrn.1810550 

37. Modigliani, F. (1966). The Life Cy-

cle Hypothesis of Saving, The De-

mand for Wealth and The Supply 

of Capital. Social Research, 33(2), 

160-217. Retrieved from https://

www.jstor.org/stable/40969831 

38. Musundi, K. M. (2014). The effects 

of financial literacy on personal 

investment decisions in real estate 

in Nairobi county. Retrieved from 

http://erepository.uonbi.ac.ke/

handle/11295/76440

39. Mwathi, A. W., Kubasu, A., & 

Akuno, N. R. (2017). Effects of 

Financial Literacy on Personal Fi-

nancial Decisions among Egerton 

University Employees, Nakuru 

County, Kenya. International 

Journal of Economics, Finance 

and Management Sciences, 5, 

173. https://doi.org/10.11648/j.

ijefm.20170503.16  

40. Nosic, A., & Weber, M. (2010). 

How Riskily Do I Invest? The Role 

of Risk Attitudes, Risk Perceptions, 

and Overconfidence. Decision 

Analysis, 7, 282-301. https://doi.

org/10.1287/deca.1100.0178 

41. Nyamute, W. I., & Maina, J. K. 

(2010). Effect of Financial Literacy 

on Personal Financial Manage-

ment Practices: A Case Study of 

Employess of Finance and Banking 

Institutions. Retrieved from 

http://erepository.uonbi.ac.ke/

handle/11295/9897 

42. Nye, P., & Hillyard, C. (2013). 
Personal Financial Behavior: The 
Influence of Quantitative Literacy 
and Material Values. Numeracy, 
6. https://doi.org/10.5038/1936-
4660.6.1.3 

43. Pompian, M. M. (2011). Be-
havioral Finance and Wealth 
Management: How to Build 
Optimal Portfolios That Account 
for Investor Biases. John Wiley 
& Sons. Retrieved from https://
books.google.co.id/books?hl=en&
lr=&id=QNDQQA0zZcYC&oi=f
nd&pg=PR23&dq=related:0yy7k
mfm0dYJ:scholar.google.com/&o
ts=Zrq2F5N8nS&sig=67DFWzb
Am005e7kSiu2lCCz-Ddk&redir_
esc=y#v=onepage&q&f=false

44. Rasyid, R., Linda, M. R., Patrisia, 
D., Fitra, H., & Susanti, Y. (2018, 
July). The effect of the locus of 
control, financial knowledge and 
income on investment deci-
sions. In First Padang Interna-
tional Conference on Economics 
Education, Economics, Business 
and Management, Accounting 
and Entrepreneurship (PICEEBA 
2018) (pp. 424-431). Atlantis 
Press. http://dx.doi.org/10.2991/
piceeba-18.2018.55 

45. Rooij, M., Lusardi, A., & Alessie, 
R. (2007). Financial Literacy and 
Stock Market Participation. Jour-
nal of Financial Economics, 101, 
449-472. https://doi.org/10.1016/j.
jfineco.2011.03.006 

46. Singh, R., & Bhowal, A. (2008). 
Risk Perception: The Theoretical 
Kaleidoscope. Vanijya, 18, 54-63. 
Retrieved from flightsafety.org/
wp-content/uploads/2017/03/07.-
Capt-Amit-Singh-SAAS-SIN-
17-v1.pdf

47. Sorongan, F. A. (2022). The 
influence of behavior financial 
and financial attitude on invest-
ment decisions with financial 
literature as moderating variable. 
European Journal of Business 
and Management Research, 7(1), 
265-268. https://doi.org/10.24018/
ejbmr.2022.7.1.1291 

48. Stanovich, K., & West, R. 
(2000). Individual Differences 
in Reasoning: Implications for 
the Rationality Debate. The 
Behavioral and Brain Sciences, 23, 

645-665. https://doi.org/10.1017/
S0140525X00003435 

49.  Suwanaphan, S. (2013). Personal 
Financial Literacy of Academic 
Support-Employee in Chiang 
Mai University (pp. 1061-1065). 
Proceedings of the Management, 
Knowledge and Learning Interna-
tional Conference 2013. ToKnow-
Press. https://ideas.repec.org/h/
tkp/mklp13/1061-1065.html 

50. Tran, V. T., Nguyen, T. T., & Tran, 
N. T. (2019). Gender difference 
in access to local finance and firm 
performance: Evidence from a 
panel survey in Vietnam. Econom-
ic Analysis and Policy, 63, 150-164. 
https://ideas.repec.org/a/eee/ecan-
po/v63y2019icp150-164.html 

51. Tversky, A., & Kahneman, D. 
(1981). The framing of decisions 
and the psychology of choice. Sci-
ence, 211(4481), 453-458). Ameri-
can Assn for the Advancement of 
Science. https://doi.org/10.1126/
science.7455683 

52. Wamae, A. W. (2015). Role of 
Financial Literacy on Personal 
Financial Management: A Case of 
Bankers in Nairobi City. Chan-
daria School of Business. Retrieved 
from https://erepo.usiu.ac.ke/
handle/11732/684

53. Wangi, L. A. L. G. C., & Baska-
ra, I. G. K. (2021). The effect 
of financial attitude, financial 
behavior, financial knowledge, 
and sociodemographic factors on 
individual investment decision 
behavior. American Journal of 
Humanities and Social Sciences 
Research (AJHSSR), 5(2), 519-
527. Retrieved from https://
www.ajhssr.com/wp-content/
uploads/2021/02/ZZI2152519527.
pdf

54. Weber, E. U., & Hsee, C. (1998). 
Cross-Cultural Differences in Risk 
Perception, but Cross-Cultural 
Similarities in Attitudes Towards 
Perceived Risk. Management Sci-
ence, 44(9), 1205-1217. Retrieved 
from https://www.jstor.org/
stable/2634710



146

Investment Management and Financial Innovations, Volume 21, Issue 3, 2024

http://dx.doi.org/10.21511/imfi.21(3).2024.12

APPENDIX A. QUESTIONNAIRE

Respondent Profile

1. Age (year)

a. < 21 
b. 21-30
c. 31-40
d. 41-50
e. 51-60

2. Gender

a. Male
b. Female

3. Marital status

a. Single
b. Married
c. Divorce

4. Education

a. Elementary School
b. Junior High School
c. Senior High School
d. Graduate
e. Postgraduate

5. Income per month (million)

a. IDR 0-1.99 million
b. IDR 2-3.99 million
c. IDR 4-5.99 million
d. IDR 6-7.99 million
e. IDR > 8 million

Financial Knowledge
The following is the list of financial products. On a scale of assistance of 1 (Don’t understand) until 7 
(Understand), please give a check mark based on your understanding of each product

1. Mutual funds
2. Bond
3. Property
4. Gold
5. Stock
6. Forex

7. Cryptocurrency
8. Assurance
9. Credit card
10. E-Money
11. Pension fund
12. Mobile banking
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Financial Skills
On a scale of 1 (Disagree) to 7 (Strongly agree), please give the rating

a. I make a monthly budget to manage my finances.
b. I evaluate the interest costs that must be paid before buying goods on credit.
c. I monitor the portion of assets, debt, savings and investments that I have.
d. I make long-term financial plans.
e. I use professional services to manage my finances.

Financial attitude
On a scale of 1 (Disagree) to 7 (Strongly agree), please give the rating

a. Saving for old age is very important.
b. I don’t want to take out a loan with high interest costs.
c. I won’t buy things that don’t fit into my monthly budget.
d. I invest for long term goals.
e. I feel more satisfied when saving than shopping.

Risk Perception
On a scale of 1 (Disagree) to 7 (Strongly agree), please give the rating

a. A mutual fund scored a return of 15% in its first 3 years. I believe that the product is a good 
future investment. 

b. In my opinion, predicting the stock market crash in 2008 was very easy.
c. I believe that investment experience helps in the investment risk assessment process.
d. I believe that the key to investing in different instruments has the same principles.
e. I can predict the total return on my investment.
f. I can make a profit in my investment, even though other people experience losses

Investment decision
Please help, sir/madam, by giving the rating from scale of 1 (Don’t understand) until 7 (Understand).

a. What percentage of your income do you invest in the following products?
1. Mutual funds
2. Bond
3. Property
4. Gold
5. Stock
6. Forex
7. Cryptocurrency

b. I invest my money in several types of investment instruments. 
c. I consider investment products from several different companies before making an investment 

decision.
d. I sold my investment product which resulted in a loss. 
e. I make long-term financial targets and strive to achieve them.
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