ISSN: 2460 — 7223

Financial Literacy and Financial Behavior on
Investment Decisions: Lampung Investors

It Winda Rika Lestari
departemen Manajemen
Institut Informatika dan Bisnis
Daramajaya
Bandar Lampung, Indonesia
windarikalestari@darmajaya.ac.id or
0000-0001-7377-6035

Abstract: This study aims to analyze financial literacy and
financial behavioral factors that affect investment decisions for
investors in Lampung. This study will focus on investors in
Lampung with more than one year of investment experience.
The data used is primary data collected through online
questionnaires. While the method used is a quantitative
method with multiple linear regression approach. This study
uses the Investment Decision variable as the dependent
variable, while the independent variable consists of Financial
Literacy, Herding, and Risk Tolerance. The results of this
study indicate that financial literacy, risk tolerance, and
herding have a significant effect on investment decisions. This
means that investors tend to accept information and follow the
decisions of others, where the greater the financial literacy,
herding, and risk tolerance factors, the better the investor's
decisions will be.
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I. INTRODUCTION

Investment activity is one form of investment in
company assets in the long term with the hope of making a
profit. Financial decision making in investing has been
widely recognized as one of the important factors in finance
and financial well-being. Thus, identifying the factors that
are significantly related to financial decisions is one of the
important issues to be used as a basis for individuals to
make financial decisions.

On the other hand, investment is currently being favored
by young people in Indonesia, due to the large number of
successful stock influencers by investing. Based on official
news from the Financial Services Authority (2021), young
people's interest in the investment world continues to
increase, one of the evidences of which can be seen from the
increase in the number of capital market investors, which are
dominated by millennials and generation Z. The Financial
Services Authority (OJK), Hoesen, stated that the number of
investors in the capital market currently has reached more
than 6 million as seen from the Single Investor Identification
(SID) data. Of which more than 58.5% are investors under
the age of 30 [1].

The evolution of behavioral finance has brought about a
revolution in the financial industry. Investors often do not
act rationally in making decisions related to investment.
They have certain weaknesses such as cognitive and
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emotional which take a dominant role in making individual
investment decisions. In an efficient market, investors are
considered as rational, impartial and consistent actors, who
make optimal investment decisions, regardless of their soul
or emotions [2]. However, psychological research shows
that investors as decision makers are not always rational
[3]They have a behavioral bias in terms of making
investment decisions.

The financial crisis that occurred and the inability to
manage finances made it clear that we need to know how
important financial literacy is in this era of globalization. A
person’'s cognitive abilities and knowledge reflect their
financial literacy. In a news letter published by the Financial
Services Authority on the results of a survey conducted in
34 provinces and 67 cities/districts with a total of 12,773
respondents, it shows a financial literacy rate of 38.03% [1].
These results indicate that the growth in the level of
financial literacy in Indonesia is still at a low growth rate
compared to other countries. In relation to investment,
financial literacy helps individuals to weigh their financial
capabilities with the risks that will be accepted. High
financial literacy can make someone wise and clever in
managing their assets. Where good financial literacy skills
will help someone in determining investment products that
are in accordance with financial capabilities and risks that
are ready to be accepted.

Uncertainty in carrying out investment activities will also
lead to different decision-making behavior for each investor,
including investors who are currently investing massively.
This relates to the risk tolerance for each individual. Risk
tolerance relates to the willingness to accept investment risk.
Risk-tolerant investors tend to invest with less risk, whereas
risk-averse individuals are more likely to have a lower
proportion of assets allocated in risky assets. The degree of
tolerance of each investor on investment risk may vary. This
is supported by the research of [4] which states that risk
tolerance has a positive effect on investment decisions,
meaning that the higher a person's risk tolerance, the bolder
the investment decisions he will take. Basically the
characteristics of investment instruments are high risk high
return [5]. This is evidenced by the respondent who is a risk
taker type of investor, where respondents dare to accept high
risks to get high returns as well.
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In addition to risk tolerance, herding is also a factor that
influences individuals in making investment decisions.
Regarding its influence on investment decisions, the
relationship has been proven by [6][6], which has proven
that herding has a positive effect on investment decisions,
meaning that the higher a person's herding to risk, the higher
the investment decision to be taken. This is supported by [7]
investment decisions are influenced by herding. The purpose
of this study is to analyze several factors that influence
investment decisions of novice investors in Lampung.

Il. LITERATURE REVIEW

A. Behavioral Financial Theory

Behavioral finance theory is the study of human
psychology and the rationality of making financial decisions
which reduces to traditional assumptions about maximizing
expected utility in efficient markets [8]. The behavioral
financial theory developed by [9] aims to better understand
and explain the impact of emotional and cognitive errors on
investors in making investment decisions. Behavioral
finance is an attempt to avoid the bias experienced by
investors when making investment decisions. Behavioral
finance is based on various assumptions and ideas of
behavioral economics. Traditional financial theories such as
the expected utility theory and the efficient market
hypothesis do not see how real investors are. They assume
all investors are rational people and discuss the way rational
investors should behave. The theory of behavioral finance
explains how in real life an investor and market anomalies
that arise from this behavior are problems that must be
addressed by behavioral finance.

A. Investation decision.

Investment decision is the process of making a decision
about a particular problem or problem by choosing from two
or more investment options or changing some inputs into
outputs [10]. According to [11], investment decisions are
policies of two or more investment alternatives. When
making investment decisions, a person will consider many
things, such as the value of an asset, the benefits it will
receive in the future, the level of risk, and others.
Meanwhile, [12] explains that one's investment decisions are
known from two angles, namely the extent to which
decisions can optimize one's assets (economic) and
investment decisions based on investors' psychological
aspects (Behavioral motivation).

Several indicators that can be used
investment decisions according to [13], namely:
a. Confidence in investing
b. Individual consumption rate
c. Motivation from the social environment
d. Availability of funds
e. Ability to manage funds.

in assessing

B. Financial Literacy.

According to [14], financial literacy is a person's
cognitive ability to make financial decisions by looking at
the time period and choosing the best time period. Financial
literacy is an investment in humans to be able to have
intelligence in order to gain prosperity. Financial Literacy
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includes insights, beliefs, and skills that influence behavior
and attitudes in order to improve the quality of making
decisions and managing finances to obtain prosperity [1].
Financial literacy aims so that a person has the ability to
choose, read, analyze and understand the choice of financial
products.

According to [15]'s research, in 2018 the level of
individual financial literacy can be measured using several
indicators, namely:

a. Understanding of basic financial knowledge

b. Know or have knowledge about investment

¢. Knowledge of savings and credit financial products
d. Have basic knowledge of insurance or guarantees.

Research result [16] shows that partially financial literacy
has a significant effect on investment decisions in students.
These results are in line with the research of [4]. Then, in
behavior finance theory, it has been explained that
investment decisions are also related to information held by
individuals. In this case, good financial literacy stems from a
lot of information that builds individual insight in managing
and allocating their finances [17]. As a result, financial
literacy affects one's investment decisions.

Hi: Financial literacy has a positive effect on investors'
investment decisions.

C. Risk tolerance

Risk tolerance is the application of financial management
science related to individual psychology in responding and
making decisions on a financial condition [18]. Risk
tolerance greatly affects various types of decisions because
all people who have money will definitely be faced with all
kinds of possibilities that occur with their finances in all
financial activities, this risk tolerance is seen from the
amount of risk that makes a financial stakeholder or investor
feel confident about the decision to do something.
investation.

As for measuring a person's level of risk tolerance,
indicators are used that refer to research conducted by [19],
namely:

a. Options in granting loans without collateral

b. Use of income for investment that is chancy

¢. Purchasing assets for businesses without consideration
d. Invest in activities that provide large returns.

Research conducted by [16], found that risk tolerance had
a positive effect on investment decisions. This means that the
higher the investor's interest in risk, the greater the level of
investment made. In fact, risk tolerance also has a positive
and significant influence on investment decisions [7].

H: : Risk tolerance has a positive effect on the decision to
invest in shares of investors.

D. Herding behavior

Herding behavior can be identified as the tendency of
investor behavior to follow the actions of other people or
other investors [20]. In addition, according to [21], Herding
is an irrational investor behavior with a tendency to follow
the decisions of other investors in investing. These irrational
investors will make the same decisions as other people or
groups of people regarding the selection of investment types
or even buying and selling investment instruments.



To measure a person's herding tendency, several
indicators are used. The indicators used refer to research that
has been conducted by [22], namely:

a. Decision making based on majority vote.
b. Lack of decisions made individually.

Research conducted by [23] found a significant effect of
herding behavior on investment decision making on
investors. Herding is also explained by behavior finance
theory which states that herding behavior comes from
emotions and interest in the decisions of other investors
which can lead to irrational behavior [7].

Hs : Herding has a positive effect on investment decisions on
investors

An explanation of the development of the research
hypothesis can be illustrated through the conceptual
framework as follows:
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. METHODOLOGY

This study aims to determine the effect of financial
literacy, risk tolerance, and herding on investors' investment
decisions in Lampung with a causal conclusive research
model. This type of research is quantitative research. Data is
primary data obtained through questionnaires and
distributed using Google Form. The population of this
research is investors in Lampung. The sampling technique
used is a purposive sample with the criteria of respondents
being investors in Lampung and having invested at least 1
year. Then used sampling with the unknown population
method developed by Shannon (Pielou E.C., 1966). This
study took a sample of 99. The measurement scale using a
Likert scale used for each variable with the largest score is 7
and the lowest score is 1.

IV. RESULTS AND DISCUSSION

The characteristics of respondents who have filled out
this research questionnaire are based on age, the proportion
of respondents is dominated by respondents aged between 17
and 22 years with a percentage of 62%. Then, followed by
respondents aged 23 to 27 years with a percentage of 27%.
While respondents aged more than 28 years have a
percentage of no more than 11%. Characteristics by gender.
Respondents of male investors are 47 people or 47% and
female investor respondents are 52 people or 53%.
Characteristics of respondents based on income.
Respondents are dominated by respondents with incomes
ranging from Rp. 1,000,000 to Rp. 3,000,000. However, the
percentage of respondents with a high income or between
IDR 3,000,000 to IDR 5,000,000 also dominates the
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respondents with a percentage of 25%. However, if we look
further from the range of income, it can be said that
respondents with low income or less than IDR 1,000,000 are
also involved in investment or at least know about
investment.

The results of the validity test of this study indicate that
the items used are valid because all items used in this study
get r arithmetic with a value greater than the value of r table.
The results of the reliability test of this study obtained the
results of Cronbach alpha with a value of > 0.70 so it can be
said to be reliable. The normality test of the data was carried
out using the One Sample Kolmogorov-Smirnov Test.
Where the level of significance used is = 0.05. The result is
normally distributed data with an Asymp.Sig (2-tailed)
value of 0.189 or greater than a significance level of 0.05
(5%).

Hypothesis Testing Results

TABLE 1. COEFFICIENT OF DETERMINATION OF R-SQUARE
Score
0,451

Adjusted R- Square

Based on table 1 above, it is found that the coefficient of
determination is 0.451, this value is obtained from the
Adjusted R-Square value. That is, 45.1% of the investment
decision variables can be explained by financial literacy,
herding and risk tolerance variables, while 54.6% is
explained by other variables not examined in this research
model.

TABLE 2. REGRESSION TEST RESULTS

Unstandardized Stanxdardized

Coefficresty Coefscrcnts

Model B Sed. Envor Beta

Sig

L

| (Constant) 6,562 ) 148

Rask Tolernnce U003 0.000

Herding 0,28 0.00]

03 0.004 03N .91

Literans Kevungay 0.000

Based on the results of the tests that have been
carried out, the models obtained in this study are as follows:

Kl

9,574 + 0.374LitKeu + 0,603RiskTolerance +
0,283Herding

Table 2 describes the Financial Literacy variable (X1)
that has an effect on investment decisions for investors in
Lampung, which is indicated by a significance of 0.000
which is smaller than 5%. This means that the better the
financial literacy, the better the level of an investor's
investment decisions. High financial literacy will organize
and allocate finances appropriately so as to make
investment decisions with a clear direction. This shows that
with high financial literacy, someone can manage their
assets both in the short and long term and help someone to
avoid financial fraud. This is in line with behavioral
finance theory which explains that the better the level of



financial literacy a person has, the better they are at
managing personal finances and better understanding of
conditions and cognitive errors because someone can make
irrational decisions. This study is consistent and in
accordance with the research conducted [24].

Risk tolerance greatly affects various types of
decisions because all people who have money will
definitely be faced with all kinds of possibilities that occur
with their finances in all financial activities. Likewise, if it
is examined more deeply in behavioral finance theory, one
must have confidence in their investment planning and
certainly have comparable risk tolerance. In fact, risk
tolerance also has a positive and significant influence on
investment decisions [22]. As for measuring a person's
level of risk tolerance, indicators are used that refer to
research conducted by [19], namely: choices in providing
unsecured loans, using income for chancy investments,
purchasing assets for businesses without consideration and
investment in activities that provide large returns.

The second hypothesis is that the risk tolerance
variable has a significant positive effect on investment
decisions for investors in Lampung. This is indicated by a
significance value lower than 5%. This means that the
higher a person's risk tolerance, the bolder the investment
decisions he will take. Investors in Lampung are willing to
use their income to invest which is considered profitable,
even if it is risky. This study is consistent and in
accordance with the research conducted [4].

Herding can be identified as a tendency for investor
behavior to follow the actions of other people or other
investors [20]. In addition, according to Aristiwati and
Hidayatullah (2021), herding is irrational investor behavior
with a tendency to follow other investors' decisions in
investing. These irrational investors will make the same
decisions as other people or groups of people regarding the
selection of investment types or even buying and selling
investment instruments. Meanwhile, if it is associated with
the existence of behavioral finance theory, herding behavior
describes investors who tend to invest without conducting
fundamental analysis first and of course has a positive
relationship to one's investment decisions [21]. The
indicators used refer to research that has been conducted by
[22], namely: decision making based on majority votes and
a lack of decisions made individually.

The third hypothesis is that the herding variable has a
significant positive effect on investment decisions for
investors in Lampung. This is indicated by a significance
level below 5%. Investors in Lampung tend to follow the
actions of other investors in their investment decisions. It is
not surprising that this trend might occur considering the
availability of information that spreads so quickly and is
considered sufficient as a basis for decision making. In
addition, this is also reinforced by novice investors who tend
to have less information and knowledge in investing. The
better the hearing, the greater the level of an investor's
investment decisions. This study is consistent and in
accordance with research conducted [21].
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V. CONCLUSION

This study concludes that financial literacy, risk
tolerance, and herding have a significant effect on
investment decisions for investors in Lampung. The
research has implications for behavioral finance theory
which explains that the better the level of financial literacy a
person has, the better they are at managing personal finances
and better understanding of conditions and cognitive errors
because someone can make irrational decisions. The higher
the level of risk tolerance, the more courageous investors
will be in making decisions, even though they still fully
follow other investors without conducting technical and
fundamental analysis first.

The limitations of this research are the number of
respondents is not large enough, so the worry is not
representative of the investor population. The research
variables used are few and need to be more varied.

Suggestions for this research are: the hope for further
research is to increase the number of respondents so that the
data is more valid and in addition, with an r squared value
of 45.1%, further research can add other financial behavior
research variables to increase the r squared value.
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