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Chalimatuz Sadiyah (Indonesia), Bambang Widagdo (Indonesia),
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CRYPTOCURRENCY INVESTMENT:
EVIDENCE OF FINANCIAL
LITERACY, EXPERIENCE,
AND RISK TOLERANCE

Abstract

The growing popularity of cryptocurrency as an investment choice among millennials
demonstrates their inclination toward digital advancements and openness to exploring
diverse investment opportunities. The study examines how financial literacy factors
impact experience regret, investment decisions, and risk tolerance, while financial lit-
eracy also affects investment decisions, with experience regret and risk tolerance acting
as a mediator. The study comprises 295 participants from the millennial demographic
in Indonesia who are engaged in cryptocurrency investment. The data collection tech-
niques employed in this study involve non-probability sampling methods through the
distribution of questionnaires. The analysis in this study employs Structural Equation
Modeling (SEM) in conjunction with Partial Least Squares (PLS) analysis tools. The
results of this study suggest that financial literacy positively impacts regret experience,
investment decisions, and risk tolerance with the respective sample values of 0.146,
0.397 and 0.449. Additionally, regret experience negatively influences investment deci-
sions with a sample value of —0.385, while risk tolerance positively influences invest-
ment decisions with a sample value of 0.198. Financial literacy has a negative impact
on investment decisions when regret experience acts as a mediator with a sample value
of -0.056, but a positive impact when risk tolerance serves as a mediator with a sample
value of 0.089. This complex relationship highlights the importance of considering
multiple factors, including financial literacy, regret experience, and risk tolerance, in
understanding and predicting investment decisions among individuals, particularly
in the context of the millennial generation investing in cryptocurrency in Indonesia.

Keywords financial literacy, experience regret, financial behavior,
investment decision
JEL Classification G11, G32, G40, G41

INTRODUCTION

In recent years, the cryptocurrency market has gained significant
traction worldwide, with investors seeking to diversify their port-
folios and capitalize on the potential for high returns. In Indonesia,
the rise of digital currencies has been particularly pronounced,
with a growing number of individuals, especially millennials, ac-
tively participating in cryptocurrency trading (Yang et al., 2022).
However, the decision to invest in cryptocurrencies is often influ-
enced by various factors, including an individual’s level of financial
literacy and their risk tolerance (Monrat et al., 2019).

Financial literacy, which encompasses an understanding of financial
concepts, the ability to manage personal finances, and the confidence
to make informed financial decisions, plays a crucial role in shap-
ing investment behavior. Individuals with higher levels of financial
literacy are more likely to make well-informed investment decisions,
including those related to cryptocurrency investments (Rooij et al.,
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2007). In contrast, those with lower financial literacy may be more susceptible to impulse-driven or ill-
informed investment decisions, potentially leading to regret and financial losses.

The relationship between financial literacy, risk tolerance, and cryptocurrency investment decisions is
particularly relevant in the Indonesian context. Indonesia’s rapidly growing economy and the increas-
ing popularity of digital currencies among the country’s large millennial population have created a
unique investment landscape (He et al., 2021). Understanding how financial literacy and risk tolerance
influence cryptocurrency investment decisions in Indonesia can provide valuable insights for policy-
makers, educators, and financial institutions seeking to promote responsible and informed financial
decision-making (Chu et al., 2016).

Furthermore, the experience of regret, which can arise from poor investment decisions, is another fac-
tor that may influence future cryptocurrency investment decisions. Individuals who have experienced
significant losses or regret due to their cryptocurrency investments may become more risk-averse, lead-
ing them to reevaluate their investment strategies and potentially avoid or reduce their exposure to
cryptocurrency markets (Manullang et al., 2021). Conversely, those who have had positive experiences
with cryptocurrency investments may be more inclined to continue or even increase their participation

in the market (Grinblatt & Keloharju, 2000).

1. LITERATURE REVIEW

Investment is the activity of investing or placing
capital in an asset to gain a profit. Investment can
be made in two types of assets, namely real assets
and financial assets. Real assets are investments
whose physical assets can be seen, such as build-
ings, land, and gold. Financial assets, on the other
hand, comprise bonds, stocks, cryptocurrencies,
and time deposits, among others. Investors make
investment selections based on a variety of fac-
tors or unconventional strategies in an effort to
increase their earnings down the road. An invest-
ment decision is a policy that a person experiences
regarding how they should allocate their funds to
various forms of investment to obtain higher prof-
its in the future (Jain et al., 2021).

Investment decisions require consideration because
investment decisions have a long-term time dimen-
sion. Moreover, investment activities are risky ac-
tivities, meaning that investment activities do not
always bring profits; in fact, investors can also suf-
fer losses, so investment decisions need to receive
more attention and be careful (Rosa & Mukhibad,
2022). Investment management, expected return,
and actual return are different things. The amount
of profit investors anticipate making in the future
is known as the anticipated return, whereas the
actual return is the amount of profit that has actu-
ally been made. Investing activities are inherently
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fraught with risk. Risk is the potential for a return
that is not as high as anticipated (Rong et al., 2023).
Investors who are willing to bear high risks are
likely and entitled to get high returns, but investors
who are not willing to bear high risks cannot expect
high returns (Yusfiarto, 2020).

Financial literacy is knowledge about finance and
the ability to apply it. A person with strong financial
literacy would typically be able to select assets that
carry a high degree of risk and yield great returns
(Widyastuti et al., 2021). According to the Financial
Authority Services Institute, the purpose of finan-
cial literacy is, by definition, to educate Indonesians
in the area of financial management so they can
handle their money wisely. In addition, the pub-
lic won’t be duped by the availability of short-term
goods that generate large profits without consider-
ing the hazards, and the low degree of information
about the financial sector may be addressed.

Financial literacy is inherent and intersects with
human life. Effective financial planning for the
future can result from having a strong under-
standing of finance (Widagdo & Sa’diyah, 2023).
A strong understanding of finance reduces the
likelihood that future financial issues may arise.
Low income is not the only factor contributing
to financial challenges; poor money management
practices, such as not making a financial plan or
using credit cards carelessly, can also cause issues
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(Muizzuddin et al., 2017). Financial literacy and
knowledge are crucial because they enable people
to organize their own finances to optimize earn-
ings and the time worth of money. own financial
issues may also lead to stress and low self-esteem
(Atkinson & Messy, 2012). The level of financial
literacy depends on an individual’s knowledge
about how to allocate financial resources, identify
sources of expenditure, manage asset risks, and
prepare for future financial security when unem-
ployed or retired (Satiti & Sa’diyah, 2020).

In this case, financial literacy has a close relation-
ship with individual financial management, which
includes appropriate investment decisions, financ-
ing decisions, and asset management (Lusardi &
Mitchell, 2014). Financial literacy is a combination
of two dimensions. The first dimension is the ex-
tent of understanding the financial aspects, and
the second dimension is the application of the
understanding to life. What this means is that in-
dividuals must have self-confidence in applying
their financial understanding in making financial
decisions (Sujono et al., 2023).

Every financial activity has a certain amount
of risk because there is never a 100% certainty
that investors will earn. Risk is a consequence or
impact that arises due to uncertainty; this risk
takes the form of the risk of loss. According to
Pak and Mahmood (2015), risk tolerance is de-
fined as the maximum amount of uncertainty
that can be accepted or tolerated in making in-
vestment decisions.

The degree to which investors are willing to take

on financial risks is known as their risk tolerance
(Cesarini et al., 2010). High or low tolerance levels
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play an important role in the type of investment
that will be chosen. Shares are a type of investment
instrument that has the characteristic of high risk,
but the level of profit that will be received is also
high. This is different from investing in deposits,
which have a low-risk characteristic, but the level
of profit provided is also low and tends to be fixed
(Kumar & Goyal, 2015).

When a person has a negative experience, it can
lead to feelings of regret or disappointment when
it comes to choosing an investing strategy or even
taking on the risk of a prior investment decision’s
outcome. Experienced regret is remorse that re-
sults from previous investing errors that affect
choices made about future investments (Edison &
Aisyah, 2023).

Investors who have a high level of experienced re-
gret are defined as having had a lot of investment
experience and having been involved in the in-
vestment world for a long time so that they can
learn from their past experiences to make better
investments in the present and be more careful;
thus, they are classified as risk-averse investors
(Ramadhan & Sutrisno, 2022). Someone who has
experienced regret will be more careful in invest-
ing in investments with high returns and high
risks, and they will take into account the risks
posed by the investments they choose.

By exploring the relationship between financial
literacy, risk tolerance, experience of regret, and
cryptocurrency investment decisions in Indonesia,
this study aims to provide a comprehensive under-
standing of the factors that shape the investment
behavior of Indonesian investors in the digital
currency market.

http://dx.doi.org/10.21511/imfi.21(3).2024.13
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2. METHOD

This study combines an explanatory research
method with a quantitative approach to explain
the relationships between the variables under in-
vestigation and their relative positions. The mil-
lennial generation in Indonesia makes of the
study’s population. The sample in this research is
the millennial generation who carry out crypto-
currency transactions in Indonesia. The number
of samples in this study was 295 respondents. The
sampling approach used is called a non-probabil-
ity sampling method, which means that not every
element or member of the population has an equal
chance of being chosen to be a sample member.

This study employed purposive sampling, which se-
lects samples according to predetermined standards
or factors. The data used in this study are primary
data. Data obtained directly from research subjects
as a source of the information sought, through direct
surveys conducted by distributing questionnaires.
The data measuring tool in this research uses a 5-lev-
el Likert scale. This study uses PLS-SEM as a data
analysis method with the help of SmartPLS software.
PLS-SEM is an alternative method for structural
equation modeling in simultaneously testing the
relationship between latent constructs in linear and
non-linear relationships with many indicators in ei-
ther reflective or formative form.

Based on the results of research through question-
naires distributed to 295 respondents from the mil-
lennial generation in Indonesia aged 17 to 40 years,

Table 1. Description of respondent characteristics

Basis of e . Frequenc
e-_..__ :Sub-Classification q Y
Classification Absolute : Percentage
Male 226 77%
_iFemale .89 .
Total : 295 100%
Java/Bali/Nusa 200 68%
TENBara e
Region  iKalimantan & 39 ... 3% .
of Origin - Sumatra 26 9%
. [— 25
_iPapuaandMaluku : 5
Total H 295 100%
Age

- Tota| e . 295

http://dx.doi.org/10.21511/imfi.21(3).2024.13

Ba.s!s Of. Sub-Classification Freq:uency
Classification Absolute | Percentage
Architect 39 . 13%
Lecturer |
Consultant
Lawyer 5
Occupation Student .89 .
Civilservant .20 ..
Trader 2l
Businessman i 58 .
i e
Total 295
: Less than IDR
£10,000,000 L 1%
Moreman e 7
Income level - 220%000
{IDR30,000000-
DR 50,000,000 i
“Rp. 10,000,000 -
[oR3000000 77
otal 295
i Binance ; 76 ;
Binance,Indodax 11
T B e
Applications '?:kirxpto 15 5%
Used Indodax
[
Tokocrypto . 109 . 37%
oo
I3years 0. 48 50%
Length years .. L33
ofinvestment | Lessthanlyear . 112 =
... MorethanSyears : 2 .
Total o295

Note: N =295 (sample size).

characteristics were obtained, which included gen-
der, regional origin, age, status/occupation, in-
come earned, applications used, and length of the
investment.

Based on the data in Table 1, the majority of re-
spondents in terms of gender are male, with a
percentage of 77%. The majority of respondents,
68%, came from Java/Bali/Nusa Tenggara. Of the
millennial generation who filled out the ques-
tionnaire based on age, the majority, 58%, were
in the 23-28-year age range. Furthermore, look-
ing at their status/occupation, the largest propor-
tion work as private employees, with a percentage
of 26%. Judging from the amount of income, in-
come less than IDR 10,000,000 and income rang-
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ing from IDR 10,000,000 to IDR 30,000,000 both
have a percentage of 43%. Based on the application
used and the length of investment, the majority
of respondents used the Tokocrypto application,
with a one to three-year investment term with re-
turns of 37% and 50%, respectively.

3. RESULTS

SEM PLS was then used to examine the respon-
dent data. SEM, or structural equation modeling,
is a potent statistical method for deciphering in-
tricate correlations between variables. After pro-
cessing the data analysis using SmartPLS 3, it pro-
duces the outer loading values in Table 2.

Table 2. Outer loading results

Question ?Experience? Financial : Investment: Risk

Item Regret : Literacy : Decision :Tolerance
X .08 :
0.618
...0618 .
50801
0.659
0530 .. .
0.807
0.927 . —
,,,,,, 0.806 .
0.845
0863
0.797
0.809
0.820
0.743

Every variable indicator item in the study had an
outer loading value of more than 0.5, according
to the data displayed in Table 2., meaning that all
variable indicator items are declared valid. The
variables Experience Regret, Financial Literacy,
Investment Decision, and Risk Tolerance have met
the requirements for convergent validity, with the
outer loading value of these four variables > 0.5,
so the convergent validity test has been achieved
and is valid.

Apart from testing validity, the outer model is also
assessed by testing the reliability of the construct.
Testing the reliability of a construct can be done
in two ways, namely with Cronbach’s Alpha and
Composite Reliability. A Cronbach’s Alpha value
and Composite Reliability value > 0.6 are declared
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reliable. Presented in Table 3 are the results of the
composite reliability calculations.

Table 3. Results of Cronbach’s alpha
and composite reliability analysis

i Cronbach’s Composite
Research Variable : I
: Alpha Reliability
_ExperienceRegret 1 0908 i 0809

Risk Tolerance

Based on Table 3, the results obtained for
Cronbach’s alpha and composite reliability values
have shown that all latent variable or construct
values have > 0.60. In this way, all latent vari-
ables have good reliability and meet the specified
requirements; therefore, they can continue with
structural model testing.

The structural model (Inner Model) will be tested
by looking at the value of R-Square (R2) and pre-
dictive relevance (Q2). R-Square values of 0.021,
0.322, and 0.202, respectively, indicate that the
model is weak and moderate (Chin, 1998). The
R-Square test is carried out to find out how much
influence the independent variable has on the de-
pendent variable. Presented in Table 4 are the re-
sults of the R-Square calculation using SmartPLS 3.

Table 4. R-square analysis results

. R Square
Research Variable . R-Square Adjusted
_ExperienceRegret 0021 . 0018
Investment Decisions 0322 . 0315
Risk Tolerance 0.202 0.199

Table 4 shows that variations in Investment
Decisions are explained by variations in Financial
Literacy, Experience of Regret, and Risk Tolerance
of 32.2%; thus, the model is classified as weak.
The Experience Regret variation explained by the
Financial Literacy variation has an R-Square val-
ue of 2.1%; thus, the model is classified as weak.
The Risk Tolerance variation explained by the
Financial Literacy variation has a value of 20.2%,
so the model is classified as weak.

The significance test aims to see the direction of

the direct influence and significance of the vari-
ables being studied, which can be done by look-

http://dx.doi.org/10.21511/imfi.21(3).2024.13
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Figure 2. PLS algorithm processing results

ing at the values between latent variables in the
path coefficient. The bootstrapping method in
this study uses a t-statistic significance value of
>1.96 and p-values <0.05. Table 5 presents the re-
sults of the calculation of the direct influence sig-
nificance test

With aninitial sample value 0f 0.146, the Financial
Literacy construct variable for Experience Regret
has a positive t-statistic value of 2.253 and a p-val-
ue of 0.025. It may be inferred that the Financial
Literacy variable significantly positively affects
the likelihood of experience regret, and that hy-
pothesis 1 is therefore accepted. The construct
variable for Financial Literacy in Investment
Decisions has a positive initial sample value of
0.397, a t-statistic value of 5.151, and a p-value of
0.000. Therefore, it can be said that hypothesis 2

Table 5. Results of the direct effect significance test

is accepted and that there is a substantial positive
relationship between the Financial Literacy vari-
able and Investment Decisions.

With a positive initial sample value of 0.449, a t-
statistic value of 7.639, and a p-value of 0.000, the
construct variable Financial Literacy towards Risk
Tolerance is well-defined. Therefore, it can be
said that hypothesis 3 is accepted and that there
is a substantial positive relationship between Risk
Tolerance and the Financial Literacy variable. With
an initial sample value of -0.385, the Experience
Regret construct variable for Investment Decision
has a negative t-statistic value of 5.569 and a p-val-
ue of 0.000. As a result, hypothesis 4 is declared
to be valid; nonetheless, it is determined that the
Experience Regret variable significantly negatively
affects Investment Decisions. The initial sample

Direct Effect Original Sample T-Statistics P-Values
_Experience Regret (ER) > Investment Decision(D) &+ -038 5.569
_Financial Literacy (FL) > Experience Regret(ER) = 0146 2.253
Financial Literacy (FL) - Investment Decision(D) & 0397 5.151
i ial Literacy (FL) = Risk Tolerance R,) 0449 7.639
Risk Tolerance (RT) = Investment Decision (ID) 0.198 3.964

http://dx.doi.org/10.21511/imfi.21(3).2024.13
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Table 6. Mediation significance test results

Indirect Effect : Original Sample : T-Statistics ;| P-Values
Financial Literacy (FL) - Experience Regret (ER) = Investment Decision (ID) : -0.056 ‘ 2,148 0.032
Financial Literacy (FL) = Risk Tolerance (RT) = Investment Decision (ID) 0.089 3.156 0.002

value of the Risk Tolerance construct variable for
Investment Decisions was 0.198, indicating a posi-
tive outcome. The t-statistic value was 3.964, and
the p-value was 0.000. It may be inferred that the
Risk Tolerance variable significantly influences
Investment Decisions, and that hypothesis 5 is
therefore accepted.

The Financial Literacy construct variable on
Investment Decisions through Experience Regret,
as a mediating variable, has an original sample
value of —-0.056, a t-statistic value of 2.148, and a
p-value of 0.032, according to the testing findings.
hypothesis 6 is therefore declared to be accepted,
however it is determined that Experience Regret,
using the entire mediation categorization, can
mediate the negative and substantial effect of the
link between Financial Literacy and Investment
Decision. With risk tolerance acting as a mediat-
ing variable, the Financial Literacy construct vari-
able on investment decisions had an initial sam-
ple value of 0.089, a t-statistic value of 3.156, and
a p-value of 0.002. Therefore, it can be said that
hypothesis 7 is accepted and that Risk Tolerance,
with a complete mediation categorization, may
mediate the impact of the link between Financial
Literacy and Investment Decision favorably and
considerably.

4. DISCUSSION

Based on the analysis, it is known that Financial
Literacy has a positive and significant effect on
Regret Experience. The interpretation of the hy-
pothesis test results is that the better an individ-
ual’s Literacy regarding personal finances, the
greater the individual’s Regret Experience, espe-
cially through observation. Millennials tend to
expand their literacy and have a good understand-
ing of savings. This understanding can be a mo-
tivation for them to behave more intelligently so
that they can prevent bad experiences that cause
disappointment with financial management. It is
believed that a strong understanding of the impor-
tance of savings and positive financial practices to-
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day can change their financial conditions in the fu-
ture. The newest thing in this research is that there
has been no previous research that discusses the
relationship between Financial Literacy variables
and Experienced Regret. However, several jour-
nal articles, books, and theories have proven the
relationship and connection between the knowl-
edge a person has and the regret that may occur
after a person behaves (Bell, 1982). Individuals
who have financial knowledge tend to have a bet-
ter understanding of the relationship between risk
and return on investments. They have more abil-
ity to evaluate risks related to various investment
options and are more rational in making decisions.
Thus, there is a smaller chance of regret being ex-
perienced due to the decision taken, because an in-
depth analysis has been carried out. A knowledge-
able person will be better able to evaluate the ac-
tions to be taken and adjust them to financial goals
and risks. This can help reduce the likelihood of a
person experiencing regret from making decisions
that do not align with one’s goals. By having a solid
understanding of concepts such as asset allocation,
diversification, and risk management, investors
can develop more solid investment strategies. This
can help reduce future regrets because investors
have carefully considered financial goals and taken
steps to achieve them (Pompian, 2011).

It is established that Financial Literacy has a fa-
vorable and significant impact on Investment
Decisions based on hypothesis testing results. The
interpretation of the results of hypothesis test-
ing is that the higher an individual’s Financial
Literacy, the more careful they will be in their atti-
tude toward the investment decisions they choose.
This interpretation illustrates that the millennial
generation already has high financial knowledge,
and they always integrate this understanding into
the decisions they make regarding their financial
management. Based on the characteristics of the
respondents, most of them have income levels in
the range of 10 million to 30 million, so they tend
to be careful in managing their finances to have
the right investments. This income level, which is
classified as middle to upper, requires the millen-

http://dx.doi.org/10.21511/imfi.21(3).2024.13
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nial generation to be wiser in determining invest-
ment instruments, as well as to pay attention to
security to increase the assets they own and avoid
inflation. This reflects the principle of prudence
needed in dealing with financial dissatisfaction so
that they remain able to face challenges and main-
tain personal financial stability, especially in the
future. The results of the hypothesis test support
the research conducted by Suresh (2021), Mishra
(2018), Adil et al. (2022), Iram et al. (2021), Dewi et
al. (2021), DAT (2020), and Mubaraq et al. (2021),
which suggests that financial knowledge can in-
fluence financial attitudes. These results also con-
tradict the results of studies by Senda et al. (2020),
Hamza and Arif (2019), and Ademola et al. (2019),
which state that Financial Literacy does not affect
Investment Decisions.

Considering the outcomes of the hypothesis test,
it is known that Financial Literacy has a positive
and significant effect on Risk Tolerance. The inter-
pretation of the results of hypothesis testing is that
the greater the Financial Literacy an individual
has, the higher the Risk Tolerance. Based on the
characteristics of the respondents, the majority of
the millennial generation still have the status of
private employees, who generally have personal
income. This status makes caution in behavior a
guide for the millennial generation in deepening
their knowledge of wise and intelligent financial
management methods. Having a high level of lit-
eracy will encourage them to tend to understand
that investment risk can be adjusted to individu-
al profiles and the amount will follow the return
contained therein. In general, the millennial gen-
eration will adjust their risk profile by choosing
the right type of investment to minimize the gap
regarding risk and return. The results of hypoth-
esis testing support research by Kanagasabai and
Aggarwal (2020), Samsuri et al. (2019), Noviarini
et al. (2021), Mishra (2018), Ademola et al. (2019),
and Dewi et al. (2021), which indicates that these
two factors, financial literacy and risk tolerance,
have a link.

Experiencing regret is recognized to have a nega-
tive and considerable impact on investment deci-
sions, as evidenced by the hypothesis test results.
Interpretation of the research results shows that
the lower the level of individuals’ experience relat-
ed to regret or bad experiences when investing and

http://dx.doi.org/10.21511/imfi.21(3).2024.13

managing their investments, the higher the influ-
ence on Investment Decisions. This suggests that
people with a history of investment failures and
regrets will typically be better at managing their
assets and coming to sound financial judgments
because of the knowledge they have gathered from
past mistakes. Good financial behavior among the
millennial generation, such as deciding to invest
in high-risk investment instruments and getting
disappointing results, shows that they have expe-
rienced the importance of choosing investment
vehicles that are more selective and in line with
their risk profile. This action reflects a proactive
attitude towards financial management, especially
in making investment decisions that can provide
financial protection in the face of unexpected situ-
ations. A positive belief in the success of financial
management drives this. Through a combination
of positive beliefs and wise financial behavior to-
ward financial management, the millennial gener-
ation has a strong foundation for achieving finan-
cial stability and building financial sustainability
in the long term. The results of hypothesis testing
support the study by Budiyanto and Sari (2023),
which stated that there is a significant negative
influence on the relationship between Experience
Regret and Investment Decisions, but this also
is in line with Dewi et al. (2021), who state that
Experience Regret can positively and significantly
influence Investment Decisions. Thus, experienc-
ing regret is one factor in improving an individu-
al’s ability to plan and manage finances, which in
turn can determine positive investment decisions.

Risk tolerance is recognized to have a favor-
able and substantial impact on investment deci-
sions based on the outcomes of hypothesis test-
ing. Interpretation of the research results shows
that individuals who have positive Risk Tolerance
tend to make better Investment Decisions. This
illustrates how investors who have risk tolerance,
understand the risk profile and understand the
concept of investment will make wiser investment
decisions regarding the money they have, so this
plays an important role in shaping and influencing
their attitudes, actions, and Investment Decisions.

A positive attitude towards risk tolerance in finan-
cial planning can have a positive impact on the
investment decisions of the millennial generation.
The decision to determine relevant risks, especial-
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ly to have a return for the future, especially when
facing unexpected circumstances, reflects good
motivation in personal financial management.
The results of hypothesis testing support the re-
search conducted by Raheja and Dhiman (2019),
Samsuri et al. (2019), Mishra (2018), Ademola et
al. (2019), Dewi et al. (2021), and Mubaraq et al.
(2021), which explains that Risk Tolerance influ-
ences Investment Decisions. In increasing the
quality of individual Risk Tolerance, it is impor-
tant to understand the factors that shape their
Investment Decisions. However, the studies by
Ady and Hidayat (2019) and Yulianis et al. (2021)
suggest that Risk Tolerance does not influence
Investment Decisions.

Experience regret substantially and negatively
modulates the association between financial lit-
eracy and investment decisions, according to the
results of hypothesis testing. The experience of
past investment misplacements and several in-
vestment failures provides benefits related to
personal financial management and good in-
vestment decisions that are believed to encour-
age positive financial behavior, including good
financial literacy so that investment fund man-
agement can be maximized. The importance of
experiencing regret as a mediator proves that
the experience of failure does not make a per-
son withdraw from investment decisions but
rather provides more confidence that previous
failure experiences can be a valuable lesson in
finding a more appropriate investment vehicle.
This can provide extra encouragement in trans-
lating Financial Literacy into concrete action.
Good understanding and experience regarding
investment can be more effectively implement-
ed in positive Investment Decisions when sup-
ported by highly Experienced Regret. The new-
est thing in this study is that there has been no
previous research that discusses the relation-
ship between Financial Literacy variables and
Experience Regret. However, several journal ar-
ticles, books, and theories have proven the rela-
tionship and connection between the knowledge
a person has and the regret that may occur after
a person behaves (Bell, 1982). Individuals who
have financial knowledge tend to have a better
understanding of the relationship between risk
and return on investments. They have more abil-
ity to evaluate risks related to various investment
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options and are more rational in making deci-
sions. Thus, there is a smaller chance of regret
being experienced due to the decision taken, be-
cause an in-depth analysis has been carried out.
A knowledgeable person will be better able to
evaluate the actions to be taken and adjust them
to financial goals and risks. This can help reduce
the likelihood of a person experiencing regret
from making decisions that do not align with
one’s goals. By having a solid understanding of
concepts such as asset allocation, diversification,
and risk management, investors can develop
more solid investment strategies. This can help
reduce future regrets because investors have
carefully considered financial goals and taken
steps to achieve them (Pompian, 2011).

Risk Tolerance mediates the association between
Financial Literacy and Investment Decisions fa-
vorably and considerably, according to the results
of hypothesis testing. The millennial generation is
a generation that can access a lot of information
easily. This has an impact on how easy it is to learn
about financial literacy. When someone under-
stands financial literacy, this is accompanied by an
understanding of risk and return. Risk is divided
into several parts that are usually known as risk
profiles. Someone who understands financial liter-
acy will easily understand individual risk profiles
so that they better understand each person’s risk
tolerance. The more tolerant a person is towards
the risk of an investment, the more investment
decisions they will make. Good risk tolerance can
mediate the relationship between financial litera-
cy and investment decisions. It can be proven that
when someone understands individual risk tol-
erance, then that person can be said to have un-
derstood one aspect of financial literacy, namely
regarding risk, so this will encourage them to be
more precise in determining investment vehicles
that are suitable and safe for these individuals.
This is reinforced by research findings that high-
light the importance of an effective educational
approach in increasing the millennial generation’s
development of positive risk tolerance and finan-
cial literacy. The results of this hypothesis testing
are strengthened by Kanagasabai and Aggarwal
(2020), Dewi etal. (2021), Samsurietal. (2019), and
Mishra (2018), who show that Financial Literacy
influences Investment Decisions, with the role of
Risk Tolerance as a mediator.

http://dx.doi.org/10.21511/imfi.21(3).2024.13
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CONCLUSIONS

The study comprehensively demonstrates the significant impact of financial literacy on various facets of
financial decision-making and behavior among millennials. It reveals that enhanced financial literacy not
only positively influences investment decisions and risk tolerance but also plays a crucial role in shap-
ing the experience of regret associated with financial decisions. Specifically, a higher degree of financial
understanding leads to more prudent investment choices, increased tolerance for investment risk, and a
nuanced experience of regret which, in turn, informs future financial decisions. The findings underscore
that financial literacy acts as a foundational element that enables individuals to evaluate investment risks
more rationally, adopt a more cautious approach toward investment decisions, and develop resilience to
financial setbacks by learning from regrettable financial experiences. Furthermore, the mediating roles of
experienced regret and risk tolerance between financial literacy and investment decisions highlight the

complex interplay between knowledge, emotional response, and behavior in financial management.
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