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ABSTRACT

This research paper aims to investigate the factors that influence the general financial literacy,
financial report literacy, and stock investing literacy of Indonesian stock investors. Through a survey
conducted among Indonesian stock investors, this study explores the relationship between age, income,
education, experience, and marital status with financial literacy. The findings indicate that the impact of
various factors on financial literacy differs across different types of financial literacy. The results provide
insights for policymakers, financial educators, and stock investment professionals to develop effective
financial literacy programs tailored to Indonesian stock investors.
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1. Introduction

From the outside, Indonesia’s economy looks formidable. It’s GDP in 2022 was $3.419 trillion,
making Indonesia the 7" largest economy in the world (World Economics, n.d.). However, Indonesia faces
a high level of income inequality, with poverty rate of 10.1% in 2021 (Asian Development Bank, n.d.)
Additionally, several research found that financial literacy among Indonesians are low (Homan, 2015;
Ouattara and Zhang, 2020; Dewi et. al., 2020; Lantara and Kartini, 2015). 2019 survey conducted by
Indonesia Financial Services Authority (Otoritas Jasa Keuangan) on financial literacy rate among
Indonesians found financial literacy index of 38.03% that is considered low (Otoritas Jasa Keuangan, 2021).

One subset of population that can be expected to have higher level of financial literacy are stock
investors. Van Rooij, Lusardi, and Alessie (2011) reported that people with low financial literacy are
significantly less likely to invest in stocks. The lack of financial literacy is a significant deterrent for an

individual to invest in stock. It is thus inferred that those who invest in stock have higher financial literacy
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compared to general population. Thomas and Spataro (2018) also found that financial literacy has a positive

and significant effect on stock market participation.

Various demographic characteristics affect the financial literacy rate of an individual. For example,
Chen and Volpe (1998) found that among college students in US that lower economic class, less work
experience, and being females corelate with lower financial literacy. Taft et. al. (2013) found that age,
education level, being male, and being married are positively related to financial literacy. Klaper and Lusardi
(2020) found that people who are female, having lower education, and poor are more likely to have lower
financial literacy. Bucher-Koenen et. al. (2021) found that female tends to have lower financial literacy
compared to males, partly due to lower confidence level in females. De Clercq and Venter (2009) found that
among undergraduate students, gender, age, language, race, and income levels affect the level of financial
literacy. Kadoya and Khan (2020) found that being male and older age is associated with more financial
knowledge.

Studies on financial literacy among general population in Indonesia found that individuals with
higher level of education have higher financial literacy rate (Ouattara and Zhang, 2020; Santoso et. al., 2016;
Lantara and Kartini, 2015). Individuals with higher income tend to have higher financial literacy rate
(Ouattara and Zhang, 2020; Lantara and Kartini, 2015). Lantara and Kartini (2015) also found that among
general population in Indonesia, males have higher financial literacy rate compared to females.

Fernandes (2016) researched financial literacy among small business owners and its connection with
firm’s financial performance. In contrast to instrument usually used to measure financial literacy in general
population, financial literacy measurement among small business owner must measure the ability to read and
understand fundamental financial statements (Brown et al., 2006 in Fernandes 2016). Dahmen and Rodriguez
(2014) in Fernandes (2016) also define financial literacy for small business owners as “the ability to
understand and use business financial statements to generate key financial ratios to evaluate and manage a
business”. Thus Fernandes (2016) developed an instrument to measure financial literacy based on respondent
understanding of financial statement. Another type of financial literacy is literacy related to stock investment.
Kacperczyk, Nieuwerburgh, and Veldkamp (2014) and Berk and Van Binsbergen (2015) shows that mutual
fund managers with high stock investment skill outperform those with low skill.

The main objective of this research is to investigate the effects of demographic characteristics to
three types of financial literacy namely General Financial Literacy, Financial Report Literacy, and Stock

Investing Literacy among stock investors in Indonesia. As such hypotheses to be tested are as follows:
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Hla:

H1b:

Hic:

H2a:

H2b:

H2c:

H3a:

H3b:

H3c:

H4a:

H4b:

H4c:

Hb5a:

H5b:

H5c:

There is a difference between the levels of General Financial Literacy among stock investors
in Indonesia based on investor’s age.

There is a difference between the levels of Financial Report Literacy among stock investors
in Indonesia based on investor’s age.

There is a difference between the levels of Stock Investing Literacy among stock investors
in Indonesia based on investor’s age.

There is a difference between the levels of General Financial Literacy among stock investors
in Indonesia based on investor’s income.

There is a difference between the levels of Financial Report Literacy among stock investors
in Indonesia based on investor’s income.

There is a difference between the levels of Stock Investing Literacy among stock investors
in Indonesia based on investor’s income.

There is a difference between the levels of General Financial Literacy among stock investors
in Indonesia based on investor’s education.

There is a difference between the levels of Financial Report Literacy among stock investors
in Indonesia based on investor’s education.

There is a difference between the levels of Stock Investing Literacy among stock investors
in Indonesia based on investor’s education.

There is a difference between the levels of General Financial Literacy among stock investors
in Indonesia based on investor’s experience.

There is a difference between the levels of Financial Report Literacy among stock investors
in Indonesia based on investor’s experience.

There is a difference between the levels of Stock Investing Literacy among stock investors
in Indonesia based on investor’s experience.

There is a difference between the levels of General Financial Literacy among stock investors
in Indonesia based on investor’s marital status.

There is a difference between the levels of Financial Report Literacy among stock investors
in Indonesia based on investor’s marital status.

There is a difference between the levels of Stock Investing Literacy among stock investors

in Indonesia based on investor’s marital status.

2.  Literature Review and Hypotheses

Kadoya and Khan (2020) explain the positive relation between age and financial literacy as the

result of older people having more exposure to economic and financial issues during their lifetimes

compared to younger people. The exposure enables the learning of various financial knowledge to

enhance literacy. Similarly, De Clercq and Venter (2009) argue that younger respondents have more

limited experience on finance compared to older ones, and thus lower financial literacy.
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Positive relation between income and financial literacy can result from both directions. Higher
income can cause higher financial literacy as a person with high income needs to manage the residual
income. The activity in managing residual income exposes the person to various financial concepts
and thus enhances financial literacy (De Clercq and Venter, 2009). Similarly, West and Worthington
(2018) explained that individuals with low income do not have the opportunity to acquire financial
literacy skills beyond managing a household budget. On the other hand, a person with high financial
literacy can manage his/her finance well and thus able to have higher income level (Klapper and
Lusardi, 2012)

Lusardi et al. (2010) shows that people with lower cognitive skills tend to have lower financial
literacy. It is possible that cognitive skill is related to education level. It is also possible that individuals
with high levels of education will have higher income, and thus gain financial knowledge from
managing more amount of money (West and Worthington, 2018).

Firli (2017) explained that married people are more motivated to manage their wealth compared
to single people. Management of wealth for example through saving and investing and thus acquiring
financial literacy from the process.

3. Research Methodology
3.1 Definition of Variables

This research examines the association between stock investor characteristics (age, monthly
income, education level, experience in stock investment, marital status) and financial literacy. There
are three types of financial literacy being considered namely General Financial Literacy, Financial
Report Literacy, and Stock Investing Literacy. General Financial Literacy is defined as the ability to
process economic information and make informed decisions about financial planning, wealth
accumulation, pensions, and debt (Lusardi and Mitchell, 2014), and a measure of the degree to which
one understands key financial concepts (Remund, 2010). Financial report literacy focuses more to the
understanding of financial report. Stock Investing Literacy focuses to understanding about aspects of
stock investment.

Instrument used to measure General Financial Literacy follows Al-Tamimi (2009), Fernandes
(2016), Klaper and Lusardi (2020), and Singh and Ansari (2022) in the form of questionnaire
examining respondent’s understanding of the following concept: risk reduction through
diversification, inflation concept, compound interest, and risk-return relation. Instrument used to
measure Financial Report Literacy follows Fernandes (2016), examining respondent’s understanding
of company financial report components.

A questionnaire is developed to measure Stock Investment Literacy. Lusardi and Mitchel (2014)
proposed that any questionnaire that measures financial literacy must adhere to the following four
principles: simplicity, relevance, brevity, and capacity to differentiate. Simplicity means that the
questions must measure knowledge of the building blocks fundamental to respondent’s decision-

making. Relevance means the questions should relate to concepts used in respondent’s decision-
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3.2

4.

making process. Brevity means the number of questions must be small to encourage wide participation
of respondents. Capacity to differentiate means ability to differentiate respondents with high and low
financial literacy. The questionnaire developed is simple and relevant for stock investors as it
measures respondent’s understanding of financial ratios, dividend yield calculations, stock price
correlation, and valuation. It is also brief as it only consists of four questions. As for the capacity to
differentiate, it will be clear from the data analysis section that there are some respondents that score
very high points while others score very low points thus differentiating the level of literacy.

All three instruments measuring General Financial Literacy, Financial Report Literacy, and
Stock Investing Literacy use four multiple questions with one point for each correct answer, resulting
in zero to five total points. Total points above median are considered high literacy level, while total
points below median is considered low literacy level.

A similar method is used for the classification of stock investor characteristics. Respondents
with age same or above median are classified as older while respondents with age below median are
classified as younger. Respondents with monthly income same or above median are classified as
higher income while respondents with monthly income below median are classified as lower income.
Education level is classified as either high school degree or undergraduate and above. Experience in
stock investment is proxied by the number of years an investor has been investing in the stock market.
Respondents with years of experience above median are classified as more experienced while those
below median are classified as less experienced. Lastly, marital status are classified as either single
or married.

Data and Analysis

Respondents for this research are stock investors in Indonesia stock market with minimum 1
year experience and own minimum one stock at the time of the survey. Education level is minimum
high school certificate. Monthly income is limited to a maximum of Rp 60 millions.

Chi-square test is used to determine if there is association between stock investor characteristics
and literacy. There are five characteristics (age, monthly income, education, experience, and marital
status) and three types of literacy (General Financial Literacy, Financial Report Literacy, and Stock
Investing Literacy) yielding 15 tests. Data analysis is done using SPSS 22.0

Finding And Discussion

4.1 Findings

Data from 153 respondents is collected. Descriptive statistics of each variable is as follows:

Age (years)

Monthly
Income (Mills

Stock Investing
Experience

General Financial
Literacy Points

Financial report
Literacy Points

Stock Investing
Literacy Points

Average

35.6

17.1

3.8

3.1

2.4

3.3

Max

59

55

20

4

Min

18

5

1

1

0

1

Table 4.1: Data descriptive statistics on respondent’s age, monthly income, stock investing

experience, and literacy points
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Additionally, 26 respondents (17%) have high school degree as highest education level, 104
respondents (68%) have undergraduate degree, 22 respondents (14%) have graduate degree, and 1
respondent (1%) has postgraduate degree. On marital status, 43 respondents (28%) are single while
110 respondents (72%) are married. 143 respondents are male while only 10 respondents are female.
This characteristic is not included in the analysis as the small number of female respondents does not
allow for a reliable chi-square test.

Among the three types of financial literacy, respondents are the most proficient at Stock
Investing Literacy and the least proficient at Financial Report Literacy. This can be seen from the
average points whereby Stock Investing Literacy has the highest average point of 3.3 while the lowest
Is Financial Report Literacy with 2.4. It is also notable that some respondents score zero point in
Financial Literacy category while there is no zero point in the other two categories.

Graph 4.1 shows Stock Investment Literacy has the highest number of respondents with full
mark of four points, while Financial Report Literacy has the lowest number. Financial Report
Literacy has 11 respondents that score zero point, whereas no respondent with zero point in the other
two categories. Financial Report Literacy also has the highest number of respondents that score 1 or
2 points compared to the other two categories, while stock investment literacy has the lowest nu,ber
of such respondents. The data further supports that respondents are the most proficient at Stock

Investing Literacy and the least proficient at Financial Report Literacy.

Number of Respondents for Each Total Points

Graph 4.1: Number of respondents for each total points

Result of the 15 chi-square tests are as follows:

Age vs. Literacy
General Financial Literacy | Financial Report Literacy | Stock Investment Literacy

High Low Sig. High Low Sig. High Low Sig.
Count 54 19 48 25 29 44
Younger I ected Count| 58.7 | 14.3 501 | 229 367 | 363
P : > 10.056 : =2 10.464 : > 10.012
older |Count 69 11 57 23 48 32
Expected Count| 64.3 15.7 54.9 25.1 40.3 39.7

Table 4.2: Association between respondent’s age and literacy
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Monthly Income vs. Literacy

General Financial Literacy

Financial Report Literacy

Stock Investment Literacy

High Low Sig. High Low Sig. High Low Sig.
Count 49 15 37 27 29 35
Lower Income 1o cted Count| 515 | 12.5 439 | 201 322 | 318
d ‘ 2 10312 : = 10.014 : © 10.293
. Count 74 15 68 21 48 41
Higher Income
Expected Count| 715 | 17.5 61.1 | 27.9 448 | 442

Table 4.3: Association between respondent’s monthly income and literacy

Education vs. Literacy

General Financial Literacy

Financial Report Literacy

Stock Investment Literacy

High Low Sig. High Low Sig. High Low Sig.
High School Eountt d Count 2279 591 11718 z:;l 52 11311 11259
T : = 10.034—= < 10.002 : 2 10.369
Undergraduate [Count 106 21 94 33 66 61
and Above |Expected Count| 102.1 24.9 87.2 39.8 63.9 63.1

Table 4.4: Association between respondent’s education and literacy

Experience vs. Literacy

General Financial Literacy | Financial Report Literacy | Stock Investment Literacy
High Low Sig. High Low Sig. High Low Sig.
. Count 49 20 38 31 30 39
Less Experlence | ected Count| 555 | 13.5 474 | 216 347 | 343
P ‘ > 10.008 —— = 0.001 : = 10.125
More Count 74 10 67 17 47 37
Experience |Expected Count| 67.5 16.5 57.6 26.4 42.3 41.7
Table 4.5: Association between respondent’s experience and literacy
Marital Status vs. Literacy
General Financial Literacy | Financial Report Literacy | Stock Investment Literacy
High Low Sig. High Low Sig. High Low Sig.
Single Count 32 19 29 14 18 25
Expected Count| 34.6 21.6 0.245 29.5 13.5 0.843 21.6 21.4 019
. Count 32 11 76 34 59 51
Married
Expected Count| 34.6 8.4 75.5 34.5 55.4 54.6

Table 4.6: Association between respondent’s marital status and literacy

Out of the 15 hypotheses, 8 are rejected and 7 are accepted (6 with 95% confidence level, and
1 with 90% confidence level). For General Financial Literacy being older, having higher education,
and more experience in stock investing are associated with higher literacy. No significant association
between monthly income or marital status and General Financial Literacy. However, from table 4.3
it can be inferred that there is a weak association between higher income and higher General Financial
Literacy. From 51.5 expected count of respondents with low income and high literacy if there is no
association, there are actual only 49 respondents. From 71.5 expected count of respondents with high
income and high literacy if there is no association, there are actual 74 respondents. The same case
with low literacy group.
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For Financial Report Literacy, having higher income, having higher education, and more
experience in stock investing are associated with higher literacy. No association between age or
marital status with Financial Report Literacy. However, from table 4.2 it can be inferred that there is
a weak association between being older and higher Financial Report Literacy. From 50.1 expected
count of respondents with younger age and high literacy if there is no association, there are actual
only 48 respondents. From 54.9 expected count of respondents with older age and high literacy if
there is no association, there are actual 57 respondents. The same case with low literacy group.

For Stock Investment Literacy, only being older is associated with higher literacy. The other
four characteristics have no association with Stock Investment Literacy. However, from the
difference between expected count and actual data, it can be inferred that there is weak association
between higher income, higher education, more experience, and being married with higher Stock

Investment Literacy.

Discussion

Using the same instrument used in this research to measure General Financial Literacy, Klaper
and Lusardi (2020) found that worldwide only 33% of respondents score at least three points. Among
stock investors in Indonesia, the corresponding percentage is 80% (123 out of 153 respondents),
suggesting that General Financial Literacy is much higher among stock investors than in general
population. The result is also in contrast with various research in Indonesia that generally find that
Indonesians’ literacy rate is low. Stock investors are exposed to various financial management and
financial decision making during their investing activities. Those exposures enhance stock investors’
financial literacy (De Clercq and Venter, 2009; West and Worthington, 2018).

Among three types of financial literacy, Indonesian stock investors are most proficient in
Stock Investing Literacy, followed by General Investing Literacy, and lastly Financial Report
Literacy. High level of proficiency in Stock Investing Literacy is due to respondent characteristics
of minimum 1 year experience in stock investing and still owning stock. Respondent average
investing experience is 3.8 years. Thus, the majority of investors seem to have enough experience to
learn various stock investing skills. Survivorship bias may also play a role whereby investors with
low investing skill might soon stop investing due to poor performance.

Indonesian stock investors are least proficient in Financial Report Literacy because among
the three types of financial literacy examined in this research, Financial Report Literacy has the most
technical character. It usually takes formal training or education for someone to learn how to read
and understand financial reports. The result might look peculiar as stock investors are supposedly
need to analyze a company’s financial reports to make buy/sell decision on the stock of that
company. There are two possible explanations. First, Indonesian stock investors tend to rely on
technical analysis on making investment decision and pay little attention to fundamental analysis.
Second, widely available and free information on company financial ratios enable investors to

perform simple fundamental analysis without the need to read financial reports.
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For General Financial Literacy, income and marital status do not correlate significantly with

literacy level. In general population, individuals with higher (lower) income are more (less) exposed
to various money management and financial decision making which affects the level of financial
literacy. Married people are also more motivated to manage their finances compared to single people.
Stock investors perform money management and financial decision making on a regular basis
regardless of income, thus nullifying the effect of income to financial literacy level.

For Financial Report Literacy, age and marital status do not correlate significantly with
literacy level. Reading and understanding financial reports requires high cognitive ability. It can be
argued that there is no relation between cognitive ability and age or marital status. Thus, there is no
relation between age or marital status and Financial Report Literacy. On the other hand, it is likely
that individuals with higher level of education, higher income, or longer experience in stock
investing have high cognitive ability that enable them to read and understand financial reports. Thus,
explaining the relation between education, income, and experience with Financial Report Literacy.

For Stock Investing Literacy, most demographic characteristics examined in this research do
not corelate with literacy level. This is because the 3.8 years average stock investing experience

among respondents is long enough for respondents to learn various skills needed in stock investment.

4.3 Conclusion
Main findings of this research are as follows. Indonesian stock investors have higher
financial literacy compared to general population. Among three types of financial literacy, Indonesian
stock investors score lowest in Financial Report Literacy, with variation of literacy level likely due
to different cognitive ability among investors. Indonesian stock investors-scores very high in Stock
Investing Literacy, suggesting that investors have the skill needed to perform investing activities. In
this research, some demographic factors that are known to affect financial literacy levels did not show

a significant effect due to different characteristics between the general population and stock investors.

5. Research Limitation
This study does not examine the effect of financial literacy on investing performance. While
the relation between an individual’s financial literacy and his/her financial condition is well
established, the existence of financial literacy relation with investing performance among stock
investors is not well researched. Future study will establish whether stock investor’s financial literacy

will affect the investing performance.
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