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ABSTRACT 

This research purpose is to examine the influence of financial confidence, financial socialization, 

herding, and mental accounting on investment decision among Generation Z in Jakarta. The samples 

for this research are investors who were born between 1995-2010 (Generation Z) and living in Jakarta. 

The cluster sampling method was used to collect 205 respondents from a survey that was shared online 

on social media through google forms. The data of this research is analyzed through the use of a 

structural equation system using the SmartPLS.3.2.9 program. The result of this research shows that 

the investment decision of Gen Z investors in Jakarta is significantly influenced by financial confidence, 

financial socialization, herding, and mental accounting. This research also found that a lower 

frequency of trading which happens in Gen Z investors tends to overcome the negative impact of 

herding. 

 

Keywords: financial confidence, financial socialization, herding, mental accounting, investment 

decision 

 

 

1. INTRODUCTION 

 

Investment interest in the capital market is increasing among young generations. Based on data 

from the Indonesian Central Securities Depository (KSEI) (2022), the number of investors 

under 30 years old dominates with a portion of 60.18%. The 2022 Nasdaq survey found that 

Generation Z in the United States is much more active in trading on the stock exchange, with 

34% reporting trading multiple times a week compared to 26% of millennials, 19% for gen 

Xers, and 7% of baby boomers (Nasdaq, 2022). Generation Z (or Gen Z) refers to the 

generation that was born from 1995 to 2012. Gen Z is the first generation at an early age to 

have portable digital technology, making them the first digital natives and adept at such things. 

The fierce competition amongst financial technology providers and brokerages has made 

investing more accessible, lower trading fees, and easy access to trade through a variety of 

choices. This has led Gen Zers to become more active in investing much earlier in their life 

than previous generations. According to surveys, the rise of social media financial influencers 

promotes a get-rich-quick mentality, expecting a false rapid return causing 64% of Gen Z 

respondents have experienced a loss due to such schemes (Nasdaq, 2022). 

 

Finances are the major source of stress for the generation Z age group, who began entering the 

workforce during the pandemic. This has resulted in most generation Z members prioritizing 

financial stability in short-term needs over long-term savings (Deloitte, 2022). Generation Z is 

more attracted to short-term profit investments that tend to have a higher risk. Research shows 

that trading frequently correlates with worse returns on investment because it causes additional 

costs to adjust the portfolio and this behavior is mostly caused by overconfidence (Bonaparte 
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et al., 2019). Excess financial confidence can result in an inability to recognize the reality of 

one’s financial situation (Pearson and Korankye, 2022). On the other hand, a lack of financial 

confidence causes poor financial practices. Therefore, a sufficient level of financial confidence 

is needed to improve better investment decisions. 

 

Moreover, Gen Z tends to engage in risky behavior less than previous generations (Nasdaq, 

2022). To avoid large losses, Gen Z also applies investments with devoted funds that are 

separated from their main account. The tendency of people to separate their money into 

segregated accounts based on various subjective criteria, such as the source of money and the 

purpose of each account is called mental accounting and it could influence someone’s 

investment decision. 

 

Generation Z is the generation that is the most thoughtful in investing. As many as 78% of 

generation Z seek financial advice from both professionals and non-professionals before 

deciding to invest (Insider, 2022). 

 

Gen Z investors were five times as likely to get financial advice from social media than adults 

aged 41 and over, with 28% asking for friends’ guidance and online influencers (Nasdaq, 

2022), which indicates the needing for financial socialization among Gen Z to make an 

investment decision. However, the lack of experience and ability to evaluate the market made 

generation Z investors tend to rely on the ideals and decisions of others when collecting 

information and analyzing investment issues, which indicates a herding behavior. Based on 

these statements, there are many factors influencing investment decisions that must be analyzed 

because generation Z’s decision on investing will make a major impact on the capital market 

since Gen Z will become America’s largest generation by 2034, with a population of 78 million 

(Nasdaq, 2022). Gen Z in Indonesia will also dominate the Indonesian capital market for years 

to come (KSEI, 2022). 

 

However, little work has been conducted to identify factors influencing Gen Z’s financial 

behavior and recent research has not comprehensively considered personal values and 

psychological influences that might affect Gen Z’s investment decisions as currently the 

youngest group of investors in the capital market. Personal values such as confidence and 

socialization, and psychological influences such as herding and mental accounting (Mittal, 

2022) have been studied as factors influencing investment decisions, but the results were 

uncertain and differed between researchers throughout the years. Studies on behavior factors 

influencing investment decisions of the specific age group of Gen Z are still in their infancy. 

Therefore, it is sensible to examine the personal values and psychological influences of Gen Z 

in order to improve accuracy and accomplish the full potential of behavior factors influencing 

investment decisions for all groups of generations, which this study will be focused on the 

younger one. The results of this research serve as suggestions for educational institutions in 

enhancing students’ financial socialization, rising confidence, and encouraging rational 

investment decisions, while for financial technology providers and brokerages to offer products 

that are more reliable to support Gen Z needs as their next customer. The objective of this 

research is to examine the impact of financial confidence, financial socialization, herding, and 

mental accounting on the investment decision of Generation Z in Jakarta, through the use of a 

structural equation system. 
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Literature Review 

 

Financial Confidence 

 

According to (Palameta et al., 2016), financial confidence is defined as the self-assurance 

needed to make financial decisions. Financial confidence also shows when someone is willing 

to take any amount of risk perceived they can control and they have confidence that they can 

make things work (Kappal and Rastogi, 2020). Financial self-confidence is the confidence 

necessary to make sound financial decisions (Newman, 1984). Based on these statements, 

financial confidence is interactions between what individuals know and feel about their abilities 

and what they believe and are capable of doing so. Long-term financial decision-making 

depends largely on individual financial confidence (Atlas et al., 2019). Previous research found 

that someone with higher self-confidence tends to make a healthier financial decision (Hilgert, 

et al., 2003) (Stolper, 2018). Individual financial confidence also is proven to help a person to 

participate fully in financial decision-making and strongly encourage good investment 

behavior (Ramalho and Forte, 2019). Financial confidence plays an important role for 

individuals in terms of financial planning. Individual financial confidence has a positive and 

significant effect on determining investment decisions (Morris and Cuthbert, 2022). 

Individuals who have confidence in their investment will make an appropriate decision with 

the effective management of their financial resources. However, based on research (Cupak et 

al., 2021) higher confidence or overconfidence is related to higher-risk investment decisions. 

 

Financial Socialization 

 

Financial socialization is a process by which individuals acquire from the environment the 

skills, knowledge, and attitudes necessary to maximize their consumer role in financial markets 

(Ward, 1974). Financial socialization is a process of acquiring and developing values, norms, 

knowledge, standards, attitudes, and behaviors that help individuals to acquire individual well-

being in this case financial viability. Based on these statements, financial socialization is the 

process of gaining knowledge, skills, and behaviors necessary to improve financial well-being. 

The dimension of financial socialization is measured through four things, namely parental 

influences, peer influences, media influences, and workplace influences (Hira et al., 2013). The 

theory of consumer socialization (Ward, 1974) can be applied to financial socialization and its 

effect on investment decision, which shows that decision is caused by one’s socialization 

agents such as parents, family, friends, and peers. Recent research also found that financial 

socialization derived from parental upbringing has a positive and significant effect on children's 

investment decisions (Lebaron et al., 2018). Therefore, financial socialization has a positive 

and significant effect on investment decisions (Zhao and Zhang, 2020) (Fan and Park, 2021). 

 

Herding 

 

Herding is the behavior of following other investors when an investor does not fully master the 

type of portfolio he wants to invest in (Kumar and Goyal, 2015). According to (Cao et al., 

2021), herding is defined as a person’s desire to do what everyone else is doing even when 

knowledge and information suggest something else. Herding is a behavior that tends to imitate 

the deeds of others, being able to make his decision change at any time because it is affected 

by other investors (Virigineni and Rao, 2017). Based on these statements, herding on 

investment decisions can be defined as the behavior of following others’ investment decisions 

and ignoring personal opinions and abilities. In psychological studies, herding which can be 

categorized as imitation behavior has often been driven by the behavioral biases of human 
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nature. It is a common tendency for humans to refer to, learn, observe, and imitate others’ 

behavior (Andronikidi and Kallinterakis, 2010). Research found that herding has significant 

effect on investment decision-making (Madaan and Singh, 2019) (Cao et al., 2021). One of the 

studies by (Filiz et al., 2018) revealed that herding behavior significantly influences nonoptimal 

portfolio choices. However, on the rational side, herding could be driven by more subtle 

considerations (Devenow and Welch, 1996). Reputed professionals were also found to herd 

and choose to follow the investment decision of the majority if the risk from potential failure 

is perceived as smaller compared to going it alone (Graham, 1999). 

 

Mental Accounting 

 

Mental accounting is defined as the cognitive behavior of a person where they are classifying 

between inputs and outputs based on specific posts as is the case with accounting models 

(Thaler and Shefrin, 1981). Mental accounting refers to the tendency of people to separate their 

money into segregated accounts based on various subjective criteria, such as the source of 

money and the purpose of each account (Kahneman and Tversky, 1981). According to (Thaler, 

1985), mental accounting is a framework of cognitive operations used by individuals and 

households in coding, categorizing, and evaluating their financial activities. It can be concluded 

that mental accounting can be defined as the tendency of people to separate and evaluate their 

money by segregated accounts based on inputs and outputs and specific posts as accounting 

models. Research (Guo et al., 2019) shows that the higher the level of mental accounting of an 

investor, the more the investor will consider the level of risk that may arise from the investment 

decisions to be taken. Therefore, mental accounting is said to influence a person in considering 

the investment decisions they want to make by assessing trade-offs in the long term and making 

appropriate financial strategies (Zhang and Sussman, 2018). The results of research by (Imas, 

2016) shows that investors who have mental accounting will always calculate their finances at 

all times. When making investment decisions, individual investors seek to accumulate losses 

and take into account the potential profit that can be obtained. 

 

Investment Decision 

 

Investment decisions refer to assets in which funds will be invested by an individual or 

corporate entity (Hirshleifer, 1958). Investment decisions are defined as decisions that concern 

the composition of investment funding chosen by the company (Capon et al., 1996). According 

to (Kishori and Kumar, 2016), investment decisions are funding decisions made for better 

returns in the future. Specific objectives must be met for each investment, such as security 

against liquidity, growth, and inflation and having a choice of risks and returns. Based on these 

statements, investment decisions can be referred to as decisions to manage assets in which the 

composition of funds will be invested for a better return. In making these decisions, Humans 

do not always make rational decisions (Raut et al., 2018). Human behavior affects their 

decision. Individuals’ financial decisions are influenced by market sentiment and their 

personality (Kappal and Rastogi, 2020), their decision is biased depending on personal value, 

attitude, and other prejudices (Baker et al., 2019). It is come such interesting to find out why 

investors behave the way they do. Various studies have identified several factors that can affect 

investor behavior such as psychological influences, personal value, personal needs, expert 

advice, stock fundamentals, risk capacity, demographic behavior, and others (Mittal, 2022). 
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2. RESEARCH METHOD 

 

Sample and Data Collection 

 

In October 2022, we executed a survey for Generation Z aged 17-27 years old, living in Jakarta, 

Indonesia, and already invested in the Capital Market. This group has been selected because 

they are the most educated and the most proficient young people using Information and 

communications technology (ICT) in Indonesia. All data was obtained from the survey that 

was shared online on social media through google forms. The required criteria for the 

respondents are as follows: (1) Gen Z born between 1995-2010, (2) Domicile in Jakarta, and 

(3) Already invested in the capital market. 

 

The cluster sampling method was used to collect 205 respondents. The majority of the sample 

is women (69%) with a smaller percentage of men (31%). 73% of respondents are in the age 

range of 17-21 years old and 27% of respondents are 22-27 years old. Figure 1 shows that as 

many as 70% of respondents are currently in university, 20% are employee, 4% owns a 

business, and the remaining 4% are still in high school. 

 

 
 

Figure 1 Percentage of Respondents Based on Occupation Status 

 

Figure 2 shows that the majority of respondents conduct buying and selling transactions in the 

capital market 1-4 times in the last month (49%), following 5-8 times in the last month (29%), 

9-12 times in the last month (9%), more than 12 times in the last month (5%), and have not 

made a transaction from last month (8%). This indicates that generation Z in Jakarta have less 

frequent trading intention. 

 

 
 

Figure 2 Percentage of Respondents Based on Capital Markets Trading Intention 

in Previous Month 
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9Moreover, Figure 3 shows that most of the respondents’ source of investment funds is 

allowances from parents since most of them are university students. 

 

 

 
 

 

Figure 3 Respondents’ Source of Investment Funds (Multiple Choice Question) 

 

 

Survey Design 

 

The survey contained 5 screening questions, 3 sociodemographic-related questions about age, 

gender, and education, as well as 2 investment decision questions relating to sources of 

investment funds and the type of chosen investment instruments.  The research model consists 

of four independent variables such as financial confidence, financial socialization, herding, and 

mental accounting. The investment decision is the dependent variable. 

 

All variables are measured by 33 indicators that can measure self-reported financial confidence, 

financial socialization, mental accounting, herding, and investment decision. The indicators 

were developed from follows: financial confidence (Bassan et al., 2014) (Ramalho and Forte, 

2019), financial socialization (Isomidinova et al., 2017) (Gutter and Copur, 2011), herding 

(Kyriazis, 2020) (Madaan and Singh, 2019), mental accounting (Perry, 2000) (Thaler, 1999), 

and investment decision (Dash, 2010) (Kadariya et al., 2012). All indicators are categorized 

into five latent variables developed into statements with an ordinal scale. Each statement was 

sorted out with a five-point Likert scale response ranging from one to five, with one represented 

by ‘‘Strongly Disagree’’ and five by ‘‘Strongly Agree’’. 

 

Convergent validity and discriminant validity are used in the validity test while the reliability 

test uses composite reliability. Derived from past research, the model is intended to highlight 

the direct influence of financial confidence, financial socialization, herding, and mental 

accounting on investment decision. In summary, the research hypotheses are: 

▪ H1: Financial confidence positively influences investment decision 

▪ H2: Financial socialization positively influences investment decision 

▪ H3: Herding positively influences investment decision 

▪ H4: Mental accounting positively influences investment decision 

 

Hypotheses were tested by using Structural Equation Modeling (SEM) regression approach 

using Smart-PLS 3.2.9 software with a significance level of 5 %. 
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3. RESULTS 

 

Table 1 Fornell-Larcker Criterion 

 

Construct 

Fornell-Larcker 

Financial 

Confidence 

Financial 

Socialization 
Herding 

Investment 

Decision 

Mental 

Accounting 

Financial 

Confidence 
0.810     

Financial 

Socialization 
0.653 0.804    

Herding 0.479 0.535 0.816   

Investment 

Decision 
0.697 0.663 0.574 0.805  

Mental 

Accounting 
0.610 0.595 0.590 0.656 0.806 

 

Table 2 Cronbach’s Alpha, Composite Reliability, and AVE 

 

Construct Cronbach’s Alpha Composite Reliability AVE 

Financial Confidence 0.895 0.919 0.655 

Financial 

Socialization 
0.863 0.901 0.647 

Herding 0.833 0.888 0.666 

Investment Decision 0.951 0.957 0.648 

Mental Accounting 0.893 0.918 0.650 

 

Based on Table 1, each variable fulfilled the criteria of convergent validity where each variable 

has the highest correlation with itself than any other variables, and each variable also it is 

concluded that the square root of the average variance (AVE) for each variable is higher than 

0.5 which indicates validity (Table 2). Figure 4 shows the outer loading factors of each 

indicator have met the required minimum of 0.7 of convergent validity. Moreover, composite 

reliability which can be seen in table 2 shows that all variables have composite reliability higher 

than 0.7, and Cronbach’s Alpha higher than 0.7 means that all latent variables are reliable. The 

validity and reliability test of this model indicates that the constructs used have proven to be 

valid and reliable. The R-square used from this model to measure the proportion of variance in 

the dependent variable that can be explained by the independent variable. This research shows 

that 62.2% (R-square: 0.622) of investment decision can be explained by financial confidence, 

financial socialization, herding and mental accounting. 

https://doi.org/10.24912/ijaeb.v1i4.2033-2045


International Journal of Application on Economics and Business (IJAEB) 

Volume 1, Issue 4, 2023. ISSN: 2987-1972  

https://doi.org/10.24912/ijaeb.v1i4.2033-2046  2040 

 
 

Figure 4 Outer Loading Factors 

 

 

Table 3 Bootstrapping Results 

 

Hypothesis  Path Coefficients t- Statistics p-Values 

Ha1 0.338 3.753 0.000 

Ha2 0.224 2.973 0.003 

Ha3 0.161 2.419 0.016 

Ha4 0.222 2.564 0.011 

 

 

Based on the hypothesis test in this study, Table 3 reveals bootstrapping results to determine 

the direction and significance of each variable. Bootstrapping results show financial confidence 

(p-value: 0.000) with a t-statistics value greater than the t-table value of 1.96, the original 

sample value shows a positive, and the p-value less than 0.05 indicates that financial confidence 

significantly influences investment decision, therefore accepting the first hypothesis (Ha1). 

Financial socialization (p-value: 0.003) with a t-statistics value greater than the t-table value of 

1.96, the original sample value shows a positive, and the p-value less than 0.05 indicates that 

financial socialization significantly influences investment decision, therefore accepting the 

second hypothesis (Ha2). Herding (p-value: 0.016) with a t-statistics value greater than the t-

table value of 1.96, the original sample value shows a positive, and the p-value less than 0.05 

indicates that herding significantly influences investment decision, therefore accepting the third 

hypothesis (Ha3). Mental accounting (p-value: 0.011) with a t-statistics value greater than the 

t-table value of 1.96, the original sample value shows a positive, and the p-value less than 0.05 
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indicates that mental accounting significantly influences investment decision, therefore 

accepting the first hypothesis (Ha4). 

 

4. DISCUSSION 

 

Despite past research has already determined that financial confidence influences investment 

decisions (Ramalho and Forte, 2019) (Morris et al., 2022), this research adds up to other 

literature that financial confidence has the highest significance and explanative reason for 

investment decision. Financial confidence also influences investment decisions for the younger 

generation. Our research reveals that generation Z’s confidence in their own capability to 

choose the type of financial product needed and solve financial problems will affect their 

investment decision. Generation Z who are confident in solving financial problems if occur is 

likely to be bold in deciding investments in the capital market that tend to have higher risks. 

Generation Z who is confident to choose their financial product is likely to be straightforward 

in deciding on investment 

 

Financial socialization positively influences investment decision. Supportive financial 

socialization will help generation Z in making an investment decision. The result of this study 

is in line with research by (Zhao and Zhang, 2020) (Fan and Park, 2021). Someone who is more 

willing to socialize and be open to seeking information and help tends to make better decisions. 

Respondents agreed on financial socialization from friends and family, social media, the 

internet, and mostly educational background helped their investment decision. Insightful 

financial socialization creates better investment decision as the younger generation tend to 

follow advice from friends, family, and teacher in considering investment decision. 

 

Herding positively influences investment decision. The result of this study is in line with 

research by (Madaan and Singh, 2019) (Cao et al., 2021). This research found that generation 

Z investors tend to rely on the ideals and decisions of others when collecting information and 

analyzing investment issues. Herding is caused by the lack of ability to evaluate the market 

which can be seen in the younger generation of investors. However, a lower frequency of 

trading tends to overcome the negative impact of herding behavior (Andronikidi and 

Kallinterakis, 2010), hence generation Z investors in Jakarta, the majority of whom have low-

frequency trading will only slightly get the negative impact of herding. The negative impact of 

herding includes the unrealized cost of adjusting one’s investment portfolio when the trading 

frequency is high due to following other investors on fluctuating market trends. This research 

is also in line with (Puckett and Yan, 2007), that investors’ herding behavior is more accordant 

with selling herds rather than buying herds. 

 

Mental accounting positively influences investment decision. Respondents agreed that they 

categorize income by the sources and made allocation plans based on income, including an 

investment allocation plan. This result is in line with research by (Zhang and Abigail, 2018) 

(Guo et al., 2019). Mental accounting is said to influence a person in considering the investment 

decisions they want to make by assessing trade-offs in the long term and creating a financial 

evaluation. Under the standard economic theory, individuals are said to consider their financial 

portfolio as a whole but mental accounting behavior made some individuals tend to categorize 

their investments by different mental accounts. Mental accounts influence also arises for those 

who prefer diversification of their investment for a greater variety (Zhang and Abigail, 2018). 

 

Therefore, we can conclude that financial confidence, financial socialization, herding, and 

mental accounting significantly influence investment decision among Gen Z in Jakarta. Gen Z 
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as the new generation of investors are in the process of learning and looking for an investment 

that suits them. Gen Z gains a lot of knowledge and skills from socialization through their 

surroundings and use of the internet. The tendency to seek socialization and to follow others’ 

decisions is beyond doubt for Gen Z as newcomers who have no prior experience as an investor. 

As newcomers, Gen Z tends to engage in less risky behavior, to avoid large losses, Gen Z also 

applies investments with devoted funds that are separated from their main account. Gen Z is 

also in the stage of finding confidence that can help them make a better investment decision. 

 

5. CONCLUSION 

 

The purpose of this research is to reveal some of the factors that influence investment decision 

on generation Z in Jakarta as follows: financial confidence has a positive and significant effect 

on investment decision. Sufficient self-confidence can improve investment decisions well. As 

the first generation to be digital natives, financial socialization has a positive and significant 

effect on investment decision. Someone who openly discusses financial issues and actively 

seeks socialization tends to have more information to consider in investment decisions. 

However, the ease of sharing information can lead to herding behavior. This research shows 

that herding has a positive and significant effect on investment decision. Generation Z as the 

younger generation of investors tends to follow other decisions in selling and buying an 

investment, however, this study also found that a lower frequency of trading that happens in 

generation Z tends to overcome the negative impact of herding. Lastly, mental accounting has 

a positive and significant effect on investment decision. Most of generation Z in Jakarta agreed 

that they categorize income by the sources and made allocation plans based on income, 

including investment allocation plans and evaluations based on different mental accounts. 

 

In conclusion, Gen Z’s investment decision are influenced by personal values such as 

confidence and socialization, as well as psychological influences such as herding and mental 

accounting. This research also found that 75 respondents (37%) agreed and 63 respondents 

(31%) strongly agreed that they acquired financial information and skills from educational 

backgrounds. Therefore, educational institutions are needed to take part in enhancing students’ 

financial socialization, rising confidence, and encouraging rational investment decisions. 

While financial technology providers and brokerages need to engage their new customers 

through socialization, provide product information, and convince their Gen Z customers of 

their product’s safety and short-term benefits to support Gen Z’s needs as their next customer. 

This research shows that 62.2% (R-square: 0.622) of investment decision can be explained by 

financial confidence, financial socialization, herding, and mental accounting. Despite this 

research has been made with as much precision as time allows, there still remain several 

limitations to this study. First, this research studies generation Z who is living in the capital 

city of Jakarta, and may not be generalized to other geographic regions. Second, this research 

studies respondent aged 17-27 years old with the majority of respondents being university 

students and entry-level workers which have lower incomes which might cause a low frequency 

of trading and limitations for respondents to invest in larger or more diverse instruments 

because of limited resources. Future research may consider identifying income and 

demographic factors influencing investment decision. Researchers also suggest future research 

to consider identifying more on what influences financial confidence, given the important 

contribution of financial confidence to an explanation of investment decision. 
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