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ABSTRACT 

This study aims to analyze the effect of herding behavior, overconfidence, and risk tolerance on investment 

decisions among Generation Z in DKI Jakarta, as well as to examine the role of financial literacy as a 

moderating variable. This research employs a quantitative approach using a survey method through the 

distribution of online questionnaires based on a 1–5 Likert scale. The sampling technique used was 

purposive sampling, with criteria including Generation Z individuals domiciled in DKI Jakarta who have 

actively invested in stocks at least twice in the past two years. A total of 421 respondents met the research 

criteria. Data analysis was conducted using the Partial Least Squares–Structural Equation Modeling (PLS-

SEM) method with the assistance of SmartPLS 4.0. Validity and reliability tests were performed using SPSS 

based on a pilot study involving 30 respondents. The results indicate that herding behavior, overconfidence, 

and risk tolerance have a positive and significant effect on investment decisions. Furthermore, financial 

literacy is proven to significantly moderate the relationship between the three independent variables and 

investment decisions, strengthening the influence of psychological factors on investment decision-making. 

These findings suggest that psychological factors and the level of financial literacy play an important role in 

shaping the investment behavior of Generation Z. This study is expected to contribute to the development of 

behavioral finance literature and provide insights for regulators, financial industry practitioners, and 

educational institutions in enhancing financial literacy and improving the quality of investment decision-

making among young investors.  

Keywords: herding behavior, overconfidence, risk tolerance, financial literacy, investment decision, 

Generation Z. 

 

INTRODUCTION 
Investment decision-making is a complex 

process that is not always based on rationality as 

assumed in traditional financial theory. This theory 

posits that investors act rationally by utilizing all 

available information to maximize returns, as 

reflected in the Efficient Market Hypothesis (Fama 

1970). However, in practice, investment decisions 

are often influenced by psychological and 

emotional factors, as explained in the behavioral 

finance approach (Suresh 2021). This condition 

leads to investment decisions that are not always 

optimal and may result in poor performance 

(Yoong, J., & Ferreira 2013). In Indonesia, 

dynamic and uncertain market conditions, such as 

the volatility of the Composite Stock Price Index 

(IHSG), further trigger emotional behaviors such 

as panic selling and trend-based decision-making 

(Ajaib 2025). 

From a behavioral finance perspective, 

investment decisions are influenced by various 

psychological biases, including herding behavior, 

overconfidence, and risk tolerance. Herding 

behavior reflects the tendency of investors to 

follow others’ decisions without adequate analysis 

(Lao and Singh 2012). Overconfidence describes 

an excessive level of confidence in one’s own 

abilities and information (Pompian 2012), while 

risk tolerance refers to an investor’s capacity to 

bear investment risk (Soleha 2018). Previous 

studies have shown that these three variables 

influence investment decisions; however, the 

findings remain inconsistent (Adielyani and 

Mawardi 2020; Adil, Singh, and Ansari 2022; 

Adiputra, Bangun, and Jullian 2023; Herlina et al. 

2020). 

Generation Z was selected as the research 

subject due to its characteristics as the group with 

the highest internet usage in Indonesia, accounting 

for 34.40% of total internet users (APJII, 2024). 

The high intensity of social media usage exposes 

Gen Z to rapid and massive investment-related 

information, which may influence decision-making 

processes in a less rational manner. Furthermore, 

Gen Z is in the early stage of productive age, with 

a relatively dynamic level of risk tolerance, making 

it an interesting group to study in the context of 

investment behavior. On the other hand, DKI 

Jakarta was chosen as the research location as it 

serves as the economic center and has a high 

proportion of investors, approximately 21.80% of 

the total investors in Indonesia (KSEI 2025). 
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Despite the high level of investment participation 

in this region, disparities in financial literacy 

among individuals remain a challenge in achieving 

rational investment decision-making. 

In addition to psychological factors, 

financial literacy plays a crucial role in 

determining the quality of investment decisions. 

Financial literacy enables individuals to understand 

risk-return concepts and make more rational and 

informed decisions (OJK, 2023). Individuals with 

low levels of financial literacy tend to make 

suboptimal investment decisions and face higher 

financial risks (Lusardi, Mitchell, and Curto 2014) 

However, several studies suggest that financial 

literacy does not always mitigate behavioral biases; 

in certain conditions, it may even reinforce biases 

such as overconfidence (Ahmad and Shah 2020; 

Mahmood et al. 2024). To date, research that 

comprehensively examines the role of financial 

literacy as a moderating variable in the relationship 

between herding behavior, overconfidence, and 

risk tolerance on investment decisions among 

Generation Z in DKI Jakarta remains limited. 

Therefore, this study aims to fill this research gap 

and provide a more comprehensive understanding 

of investment behavior in the digital era. 

 

RESEARCH METHODS 

This study employs a quantitative 

approach with a survey design to analyze the 

influence of herding behavior, overconfidence, and 

risk tolerance on investment decisions, with 

financial literacy serving as a moderating variable. 

The quantitative approach is selected as it enables 

the objective measurement of relationships among 

variables using numerical data and allows for 

hypothesis testing (Sekaran, U., & Bougie 2016). 

This study is also causal in nature, aiming to 

identify cause-and-effect relationships among 

variables within the context of Generation Z’s 

investment behavior. 

The population of this study consists of all 

Generation Z individuals residing in DKI Jakarta. 

The selection of DKI Jakarta is based on its 

characteristics as the center of economic and 

investment activities in Indonesia. The sampling 

technique used is non-probability sampling with a 

purposive sampling approach, where respondents 

are selected based on specific criteria relevant to 

the research objectives (Sekaran, U., & Bougie 

2016). The criteria for respondents include: (1) 

aged 13–28 years (Generation Z), (2) residing in 

DKI Jakarta, (3) having an income, (4) being a 

retail investor with an active securities account, 

and (5) having conducted stock transactions at 

least twice within the past two years. Based on 

calculations using the Slovin formula with a 5% 

margin of error, the minimum sample size required 

for this study is 400 respondents. 

The data used in this study consist of both 

primary and secondary data. Primary data are 

collected through the distribution of online 

questionnaires using Google Forms, employing a 

5-point Likert scale ranging from strongly disagree 

to strongly agree. Meanwhile, secondary data are 

obtained from various sources, including academic 

journals, official reports, and relevant literature. 

The data collection process is conducted by 

distributing questionnaires across multiple social 

media platforms, such as Twitter/X, Instagram Ads, 

Threads, and LinkedIn. 

The measurement of variables in this study 

is based on constructs adopted from previous 

research. The independent variables include 

herding behavior, overconfidence, and risk 

tolerance, while the dependent variable is 

investment decision, with financial literacy acting 

as the moderating variable. All variables are 

measured using reflective indicators. Herding 

behavior is measured using indicators such as 

volume of trading, choice of stocks, speed of 

herding, and speed of trading (Kengatharan 2014). 

Overconfidence is measured through the 

dimensions of overprecision, overplacement, and 

overestimation (Merkle, 2017). Risk tolerance is 

measured using indicators such as 

complexity/difficulty, comfort with risky assets, 

risk–loss association, and luck versus control 

(Kannadhasan et al. 2016). Financial literacy is 

measured based on understanding of general 

financial concepts, investment, savings, and debt 

(Volpe 1998). Meanwhile, investment decision is 

measured using indicators such as investment rate 

of return, investment risk, and investment period 

(Safitri 2025). 

Data analysis is conducted using Structural 

Equation Modeling (SEM) based on Partial Least 

Squares (PLS) with the assistance of SmartPLS 4.0 

software. The PLS method is chosen due to its 

predictive nature, flexibility in handling complex 

models, and its ability to operate without requiring 

normally distributed data (Hair et al. 2022). The 

analysis is carried out in two main stages: the outer 

model and the inner model. 

The reflective measurement model was 

evaluated in terms of convergent validity, 

discriminant validity, and reliability. Convergent 

validity was established when indicator loadings 

exceeded 0.70 and the Average Variance Extracted 

(AVE) was above 0.50. Discriminant validity was 

assessed using the Heterotrait–Monotrait Ratio 

(HTMT), with values below 0.90 indicating 

adequate discriminant validity. Reliability was 

evaluated using Cronbach’s alpha and composite 



Jurnal Apresiasi Ekonomi Volume 14, Nomor 2, Mei 2026 : 512-522   ISSN Cetak  : 2337-3997 
  ISSN Online : 2613-9774 

514 

reliability, with acceptable values ranging from 

0.70 to 0.95 (Hair et al. 2022; Hair et al. 2019). 

The structural model was assessed through 

the coefficient of determination (R²), effect size 

(f²), predictive relevance (Q²), and path 

coefficients. Effect sizes of 0.02, 0.15, and 0.35 

indicate small, medium, and large effects, 

respectively, while Q² values greater than zero 

indicate predictive relevance. Hypothesis testing 

was conducted using the bootstrapping procedure, 

with significance determined by t-values and p-

values. R² values of 0.75, 0.50, and 0.25 indicate 

substantial, moderate, and weak explanatory 

power, respectively (Hair et al. 2022; Hair et al. 

2019). 

 

RESULTS & DISCUSSION 

A total of 546 questionnaires were collected 

through the survey distribution process. After 

screening the responses based on the 

predetermined research criteria, 421 valid 

responses were retained and subsequently 

analyzed. The data obtained from respondents 

through questionnaire distribution were 

subsequently processed and analyzed using 

SmartPLS 4 software.  This study aims to examine 

the extent to which herding behavior, 

overconfidence, and risk tolerance influence 

investment decisions, with financial literacy 

serving as a moderating variable among 

Generation Z in DKI Jakarta. 

Outer Model 
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Convergent Validity 

Table 1. Factor Loading 

Variable Item CITC Results 

Herding 

Behavior 

X.1.1.1 0,829 Valid 

X.1.1.2 0,818 Valid 

X.1.2.1 0,826 Valid 

X.1.2.2 0,821 Valid 

X.1.3.1 0,790 Valid 

X.1.3.2 0,802 Valid 

X.1.4.1 0,833 Valid 

X.1.4.2 0,820 Valid 

X.1.4.3 0,785 Valid 

X.1.4.4 0,809 Valid 

Overconfidence  X.2.1.1 0,811 Valid 

X.2.1.2 0,815 Valid 

X.2.2.1 0,779 Valid 

X.2.2.2 0,826 Valid 

X.2.3.1 0,813 Valid 

X.2.3.2 0,756 Valid 

Risk Tolerance  X.3.1.1 0,856 Valid 

X.3.1.2 0,844 Valid 

X.3.2.1 0,820 Valid 

X.3.2.2 0,850 Valid 

X.3.3.1 0,854 Valid 

X.3.3.2 0,825 Valid 

X.3.4.1 0,809 Valid 

X.3.4.2 0,799 Valid 

Financial 

Literacy 

Z.1.1.1 0,812 Valid 

Z.1.1.2 0,810 Valid 

Z.1.2.1 0,805 Valid 

Z.1.2.2 0,818 Valid 

Z.1.3.1 0,804 Valid 

Z.1.3.2 0,833 Valid 

Z.1.4.1 0,812 Valid 

Z.1.4.2 0,814 Valid 

Keputusan 

Investasi 

Y.1.1.1 0,823 Valid 

Y.1.1.2 0,849 Valid 

Y.1.2.1 0,830 Valid 

Y.1.2.2 0,805 Valid 

Y.1.3.1 0,817 Valid 

Y.1.3.2 0,800 Valid 

Source: Processed Data (2026) 

The results of data processing indicate that 

all questionnaire items meet the factor loading 

criteria, ranging from 0.7 to 0.8, with the majority 

of items demonstrating high levels of correlation as 

their values exceed 0.7. 

Table 2. Average Variance Extracted (AVE) 

Variable Average Variance Extracted (AVE) 

Herding Behavior 0.662 

Overconfidence 0.662 

Risk Tolerance 0.674 

Financial Literacy 0.641 

Keputusan Investasi 0.693 

Source: Processed Data (2026) 

Table 2 indicates that the Average Variance 

Extracted (AVE) values derived from the 

SmartPLS 4 analysis exceed the threshold of 0.5. 

Therefore, all constructs in this study satisfy the 

criteria for convergent validity. 

Discriminant Validity 
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Table 3. Cross Loading 

Item Herding 

Behavior 

Overconfidence Risk 

Tolerance 

Keputusan 

Investasi 

Financial 

Literacy 

X.1.1.1 0.829 0.233 0.160 0.304 -0.060 

X.1.1.2 0.818 0.120 0.074 0.286 -0.118 

X.1.2.1 0.826 0.205 0.162 0.311 -0.128 

X.1.2.2 0.821 0.099 0.125 0.240 -0.099 

X.1.3.1 0.790 0.204 0.051 0.209 -0.050 

X.1.3.2 0.802 0.136 0.087 0.209 -0.084 

X.1.4.1 0.833 0.158 0.023 0.268 -0.076 

X.1.4.2 0.820 0.128 0.120 0.190 -0.075 

X.1.4.3 0.785 0.187 0.021 0.234 -0.067 

X.1.4.4 0.809 0.111 0.139 0.230 -0.116 

X.2.1.1 0.229 0.811 0.162 0.324 -0.061 

X.2.1.2 0.202 0.815 0.186 0.358 -0.136 

X.2.2.1 0.060 0.779 0.022 0.341 0.020 

X.2.2.2 0.214 0.826 0.119 0.298 -0.058 

X.2.3.1 0.206 0.813 0.184 0.353 -0.139 

X.2.3.2 0.033 0.756 0.006 0.310 0.053 

X.3.1.1 0.125 0.173 0.856 0.282 0.036 

X.3.1.2 0.079 0.081 0.844 0.256 -0.076 

X.3.2.1 0.102 0.098 0.820 0.198 0.035 

X.3.2.2 0.117 0.179 0.850 0.265 0.102 

X.3.3.1 0.099 0.083 0.854 0.270 -0.101 

X.3.3.2 0.163 0.128 0.825 0.213 0.075 

X.3.4.1 0.048 0.101 0.809 0.183 0.037 

X.3.4.2 0.065 0.101 0.799 0.232 -0.046 

Y.1.1.1 0.249 0.307 0.182 0.823 -0.152 

Y.1.1.2 0.301 0.333 0.294 0.849 -0.053 

Y.1.2.1 0.231 0.415 0.244 0.830 -0.064 

Y.1.2.2 0.230 0.290 0.249 0.805 -0.212 

Y.1.3.1 0.309 0.407 0.226 0.817 -0.104 

Y.1.3.2 0.198 0.261 0.227 0.800 -0.125 

Z.1.1.1 -0.064 0.002 0.011 -0.084 0.812 

Z.1.1.2 -0.111 -0.009 0.043 -0.080 0.810 

Z.1.2.1 -0.064 -0.003 -0.005 -0.079 0.805 

Z.1.2.2 -0.128 -0.053 0.038 -0.099 0.818 

Z.1.3.1 -0.079 -0.078 -0.037 -0.151 0.804 

Z.1.3.2 -0.090 -0.081 -0.015 -0.147 0.833 

Z.1.4.1 -0.147 -0.098 0.002 -0.096 0.812 

Z.1.4.2 -0.040 -0.082 0.034 -0.121 0.814 

Source: Processed Data (2026) 

Table 3 displays the results of the cross-

loading analysis. The highlighted cells indicate that 

each indicator exhibits higher loadings on its 

corresponding construct than on other constructs. 

Thus, all constructs satisfy the criteria for 

discriminant validity. 
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Table 4. Fornell-Lacker & Latent Variable Corellations 

Variabel Financial 

Literacy 

Herding 

Behavior 

Keputusan 

Investasi 

Overconfidence Risk 

Tolerance 

AVE 

Financial 

Literacy 

1.000 -0.109 -0.140 -0.070 0.006 0.813 

Herding 

Behavior 

-0.109 1.000 0.312 0.198 0.121 0.814 

Keputusan 

Investasi 

-0.140 0.312 1.000 0.415 0.290 0.821 

Overconfidence -0.070 0.198 0.415 1.000 0.144 0.800 

Risk Tolerance 0.006 0.121 0.290 0.144 1.000 0.832 

Source: Processed Data (2026) 

Table 4 reports the Fornell–Larcker 

criterion, with the square root of the Average 

Variance Extracted (AVE) presented in bold. The 

diagonal values exceed the inter-construct 

correlations, indicating that all constructs meet the 

requirements for discriminant validity. 

Table 5. HTMT Test 

 Financial 

Literacy 

Herding 

Behavior 

Keputusan 

Investasi 

Overconfidence 

Herding Behavior 0.119    

Keputusan Investasi 0.148 0.326   

Overconfidence 0.114 0.213 0.454  

Risk Tolerance 0.083 0.130 0.308 0.166 

Source: Processed Data (2026) 

Discriminant validity is established using 

the Heterotrait–Monotrait Ratio (HTMT), with a 

threshold value of less than 0.90 (Hair et al. 

2019b). As shown in Table 5, all constructs 

demonstrate HTMT values below this threshold, 

indicating that discriminant validity is achieved for 

all constructs in this study. 

Reability Test 

Table 6. Cronbach’s Alpha and Composite Reliability 

Variable Cronbach's 

alpha 
Composite 

reliability 

(rho_a) 

Composite 

reliability 

(rho_c) 

Average 

variance 

extracted 

(AVE) 

Results 

Financial 

Literacy 
0.928 0.949 0.940 0.662 Reliable 

Herding 

Behavior 
0.944 0.950 0.951 0.662 Reliable 

Keputusan 

Investasi 
0.903 0.908 0.925 0.674 Reliable 

Overconfidence 0.888 0.889 0.914 0.641 Reliable 
Risk Tolerance 0.937 0.944 0.947 0.693 Reliable 

Source: Processed Data (2026) 

Table 6 indicates that the Cronbach’s 

Alpha and Composite Reliability values for all 

constructs exceed the recommended threshold of 

0.7. This suggests that all measurement items are 

reliable and can be retained in the outer model, as 

they exhibit strong internal consistency and 

reliability. 

Inner Model 

F Square / Effect Size 
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Tabel 7. F Square (effect size) 

Variabel  Nilai F 

Square 

Herding Behavior-> Keputusan 

Investasi 

0.073 

Overconfidence -> Keputusan 

Investasi 

0.099 

Risk Tolerance -> Keputusan 

Investasi 

0.056 

Financial Literacy x Herding 

Behavior 

0.045 

Financial Literacy x Overconfidence 0.037 

Financial Literacy x Risk Tolerance 0.043 

Source: Processed Data (2026) 

Tabel 7. menunjukkan hasil nilai F Square dengan 

penjelasan sebagai berikut: 

a. The effect of herding behavior on investment 

decisions is 0.073, indicating a small effect 

size. 

b. The effect of overconfidence on investment 

decisions is 0.099, indicating a small effect 

size. 

c. The effect of risk tolerance on investment 

decisions is 0.056, indicating a small effect 

size. 

d. Financial literacy, as a moderating variable in 

the relationship between herding behavior and 

investment decisions, has an f² value of 0.045, 

indicating a small effect size. 

e. Financial literacy, as a moderating variable in 

the relationship between overconfidence and 

investment decisions, has an f² value of 0.037, 

indicating a small effect size. 

f. Financial literacy, as a moderating variable in 

the relationship between risk tolerance and 

investment decisions, has an f² value of 0.043, 

indicating a small effect size. 

𝑄�2 Predictive Relevance 

Tabel 8. 𝑄2
 Predictive Relevance 

Dependent Variable Q²predict 
Keputusan Investasi 0.291 

Source: Processed Data (2026) 

Table 8 indicates that the Q² value for the 

investment decision variable is 0.291 (29.1%). 

Since the Q² value is greater than zero, it can be 

concluded that the model demonstrates adequate 

predictive relevance, and the constructs possess 

good predictive capability. 

Hypothesis Testing and Statistical Significance 

Tabel 9. Path Coefficient Boostraping Direct Effect 

Variable 

 

Original 

sample (O) 

T statistics  P values 

Herding Behavior -> Keputusan Investasi 0.227 3.691 0.000 

Overconfidence -> Keputusan Investasi 0.269 4.537 0.000 

Risk Tolerance -> Keputusan Investasi 0.195 3.245 0.001 

Financial Literacy x Herding Behavior -> 

Keputusan Investasi 

0.132 2.526 0.006 

Financial Literacy x Overconfidence -> 

Keputusan Investasi 

0.158 2.282 0.011 

Financial Literacy x Risk Tolerance -> 

Keputusan Investasi 

0.152 2.285 0.011 

Source: Processed Data (2026) 

Based on Table 9, all hypotheses in this 

study are accepted, as they exhibit t-statistics > 

1.96 and p-values ≤ 0.05. This indicates that all 

relationships among the variables in the research 

model are statistically significant. Specifically, 

herding behavior has a positive and significant 

effect on investment decisions, with a coefficient 

value of 0.227 (t-statistics = 3.691; p-values = 

0.000). Furthermore, overconfidence also 

demonstrates a positive and significant effect, with 

a coefficient of 0.269 (t-statistics = 4.537; p-values 

= 0.000). Meanwhile, risk tolerance shows a 

positive and significant influence on investment 

decisions, with a coefficient of 0.195 (t-statistics = 

3.245; p-values = 0.001). 

In addition to the direct effects, financial 
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literacy is proven to significantly and positively 

moderate the relationship between behavioral 

factors and investment decisions. This is evidenced 

by the moderating effect between herding behavior 

and investment decisions, with a coefficient of 

0.132 (t-statistics = 2.526; p-values = 0.006), 

overconfidence with a coefficient of 0.158 (t-

statistics = 2.282; p-values = 0.011), and risk 

tolerance with a coefficient of 0.152 (t-statistics = 

2.285; p-values = 0.011). These findings indicate 

that financial literacy strengthens the relationship 

between behavioral factors and investment 

decisions; thus, higher levels of financial literacy 

amplify the influence of psychological factors on 

investment decisions. 

The Effect of Herding Behavior on Investment 

Decisions 

The statistical results indicate that herding 

behavior has a positive and significant effect on 

investment decisions, with a coefficient value of 

0.227, a t-statistic of 3.691 > 1.65, and a p-value of 

0.000 ≤ 0.05. This finding suggests that the 

stronger the tendency of investors to follow the 

decisions of the majority, the greater their 

likelihood of making investment decisions. 

This result is consistent with behavioral finance 

theory, which posits that investment decisions are 

not entirely rational but are influenced by 

psychological and social factors (Ackert, Lucy F.; 

Deaves 2009). Under conditions of uncertainty and 

limited information, investors tend to rely on group 

behavior as a reference in decision-making. 

Furthermore, signalling theory (Ross 1977) 

explains that the actions of other investors are 

perceived as signals regarding investment 

prospects, thereby encouraging individuals to 

follow similar patterns. 

In the context of Generation Z, herding 

behavior is reflected in the tendency to select 

investment instruments that are trending on social 

media or within investment communities (Ahmed 

and Noreen 2021). This indicates that investment 

decisions are often driven more by market 

sentiment than by fundamental analysis. 

These findings are in line with prior studies 

(Adielyani and Mawardi 2020; Adil et al. 2022), 

which found that herding behavior significantly 

influences investment decisions. However, this 

result differs from (Adiputra et al. 2023), who 

reported no significant effect, possibly due to 

differences in respondent characteristics and levels 

of financial literacy. 

The Effect of Overconfidence on Investment 

Decisions 

The analysis shows that overconfidence 

has a positive and significant effect on investment 

decisions, with a coefficient of 0.269, a t-statistic 

of 4.537 > 1.65, and a p-value of 0.000 ≤ 0.05. 

This implies that higher levels of investor 

confidence in their abilities and knowledge 

increase their propensity to make investment 

decisions. 

According to (Kartini, & Nugraha 2020) 

overconfidence refers to a condition in which 

individuals possess excessive belief in their own 

abilities, leading them to underestimate risks. From 

a behavioral finance perspective, this can manifest 

as overprecision, or excessive confidence in the 

accuracy of one’s information (Piehlmaier 2023). 

Among Generation Z, easy access to 

digital information may further enhance 

confidence in investment decision-making, 

although it also increases the potential for biased 

risk assessment. Investors may believe that the 

information they possess is sufficient, without 

conducting thorough evaluations. 

These findings are consistent with previous studies 

(Adil et al. 2022; Ainia and Lutfi 2019), which 

demonstrate a significant effect of overconfidence 

on investment decisions. However, they contradict 

findings by (Hayat, A., & Anwar 2016; Helena, 

Dua, and Se 2021), who reported no significant 

effect, likely due to differences in respondent 

characteristics and research contexts. 

The Effect of Risk Tolerance on Investment 

Decisions 

The results indicate that risk tolerance has 

a positive and significant effect on investment 

decisions, with a coefficient of 0.195, a t-statistic 

of 3.245 > 1.65, and a p-value of 0.001 ≤ 0.05. 

This suggests that higher levels of risk tolerance 

lead to a greater likelihood of making investment 

decisions. 

Risk tolerance refers to an individual’s ability to 

withstand and accept investment risks (Soleha 

2018). Investors with high risk tolerance tend to 

exhibit risk-seeking behavior, preferring high-risk 

investments to achieve higher returns (Halim 

2005). 

This finding is also supported by prospect theory, 

which explains that investment decisions are 

influenced by individual risk preferences. Investors 

with higher risk tolerance are generally more 

willing to face uncertainty in pursuit of optimal 

returns. 

The results support prior studies (Adiputra 2021; 

Ainia and Lutfi 2019), which found a significant 

effect of risk tolerance on investment decisions. 

However, they differ from (Doraresta and Tokan 

2025), who reported no significant effect, possibly 

due to differences in investor characteristics. 

The Moderating Effect of Financial Literacy on 

the Relationship between Herding Behavior and 

Investment Decisions 
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The analysis indicates that financial 

literacy positively and significantly moderates the 

relationship between herding behavior and 

investment decisions, with a coefficient of 0.132, a 

t-statistic of 2.526 > 1.65, and a p-value of 0.006 ≤ 

0.05. 

This finding suggests that financial literacy does 

not necessarily reduce herding behavior but may 

instead strengthen it. From a behavioral finance 

perspective, investors with higher financial literacy 

may be more confident in interpreting market 

signals (Hayat, A., & Anwar 2016). 

This result is consistent with (Koma and 

Jatiningsih 2024), who found that financial literacy 

strengthens the relationship between herding 

behavior and investment decisions. However, (Adil 

et al. 2022) suggest that this moderating effect may 

vary depending on investor characteristics, such as 

gender. 

The Moderating Effect of Financial Literacy on 

the Relationship between Overconfidence and 

Investment Decisions 

The results show that financial literacy 

strengthens the effect of overconfidence on 

investment decisions, with a coefficient of 0.158, a 

t-statistic of 2.282 > 1.65, and a p-value of 0.011 ≤ 

0.05. 

According to (Bado et al. 2023), financial literacy 

enhances investors’ understanding of financial 

instruments, which may increase their sense of 

competence and confidence. In such conditions, 

financial literacy may serve as a rational 

justification for decision-making. 

These findings are consistent with (Ahmad and 

Shah 2020), who reported that financial literacy 

moderates the relationship between behavioral 

biases and investment decisions. However, this 

result contradicts (Hayat, A., & Anwar 2016), who 

found no moderating effect. 

The Moderating Effect of Financial Literacy on 

the Relationship between Risk Tolerance and 

Investment Decisions 

The analysis shows that financial literacy 

strengthens the relationship between risk tolerance 

and investment decisions, with a coefficient of 

0.152, a t-statistic of 2.285 > 1.65, and a p-value of 

0.011 ≤ 0.05. 

Investors with high risk tolerance supported by 

strong financial literacy are more likely to make 

rational and structured investment decisions, 

particularly in terms of diversification and risk 

management. 

This finding aligns with (Koma and Jatiningsih 

2024), who argue that financial literacy improves 

the quality of investment decision-making. 

However, (Adil et al. 2022) reported no 

moderating effect, indicating that the role of 

financial literacy may depend on specific investor 

characteristics. 

 

CONCLUSIONS AND SUGGESTIONS 
Conclusion 

This study aims to analyze the effects of 

herding behavior, overconfidence, and risk 

tolerance on investment decisions, with financial 

literacy as a moderating variable among 

Generation Z in DKI Jakarta. 

The results indicate that all psychological 

variables herding behavior, overconfidence, and 

risk tolerance have a positive and significant 

influence on investment decisions. Furthermore, 

financial literacy is found to moderate and 

strengthen the relationships between these 

variables and investment decisions. 

Overall, these findings suggest that investment 

decisions among Generation Z are not solely 

driven by rational considerations but are also 

influenced by psychological factors and the level 

of financial literacy. 

 

SUGGESTIONS 

1. Suggestions for Future Research 
Future studies are encouraged to 

incorporate additional behavioral bias variables to 

enrich the analysis, such as risk perception, locus 

of control, or the influence of social media. 

Moreover, the inclusion of other moderating 

variables is recommended to develop a more 

comprehensive research model in explaining 

investment behavior, particularly among younger 

generations in the digital era. 

2. Suggestions for Investors 

Investors, particularly those from 

Generation Z, are expected to recognize and 

manage psychological biases in investment 

decision-making. Enhancing financial literacy is 

essential to ensure that investment decisions are 

not solely based on market trends but are also 

supported by rational and well-planned analysis, 

thereby enabling the development of more optimal 

and sustainable investment portfolios. 
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