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ABSTRACT 

The purpose of the study is to evaluate the effect of financial literacy on Indonesian students’ financial behavior. The 

data were collected using questionnaires. Respondents who participated in the study were 347 students collected using 

a convenience sampling method. Furthermore, the data were analyzed by applying linear regression using SPSS 18. 

The results show that financial literacy has a positive effect on the Indonesian students’ financial behavior, meaning 

that good financial literacy can convince someone to make better decisions about finances related to the use of funds 

in terms of savings and loans, insurance, and investments. 
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1. INTRODUCTION 

Every citizen is expected to be able to understand 

financial literacy, but in fact, this is not the case. 

According to an OJK survey conducted in 2019 on 

Indonesian people, the results show that the Financial 

Literacy Index in Indonesia is 38.03% (Media Indonesia 

2020). The survey results show that not all people 

understand financial literacy, and have not optimally 

utilized financial products and services. Increasing 

understanding about financial literacy is very important 

to boost the number of users of financial products and 

services. Increased financial literacy is expected to have 

an impact on increasing the financial inclusion index so 

that people will save, invest, and carry out insurance for 

short and long-term interests. 

Technological developments have an impact on the 

development of online shopping sites, the convenience 

and promos on online shopping sites, impacting the 

younger generation or students. Financial 

misunderstandings make them spend money without 

planning. Chen & Volpe [1], research shows that low 

financial literacy among students occurs due to a lack of 

education of personal finance at universities. Hamdani 

[2] and  Ulfatun [3] research on economics students 

showed that their level of financial literacy was still 

low, even though students had been given knowledge 

about finance. This shows that lessons about financial 

literacy are not sufficient for students to understand 

about the value of financial literacy.  

Students’ consumptive behavior occur because they 

do not have careful financial planning. Student 

consumption behavior cannot be separated from the 

influence of the family environment, friendship, 

economic conditions, and the beliefs of individuals [4]. 

One of the right steps in reducing this consumptive 

behavior is to manage individual expenses in a more 

planned and orderly manner. Most of the general public 

think that financial management is only applied in the 

scope of the company, but the fact is that personal 

financial management is an obligation [5]. This 

application should have been done early so that students 

will be more accustomed to managing finances and 

reducing consumptive behavior.  

Students who come from rural areas when they 

study in the city, their associations will tend to follow 

city children who put forward appearance. If they are 

provided with financial education from their families, it 

will certainly increase their knowledge of financial 

literacy [6]. Parents play an important role in socializing 

finance [7]. Individuals must possess knowledge and 

skills to manage their personal financial resources 

effectively for their welfare. Apart from making short-

term financial decisions such as savings and loans, 

people should consider long-term finances [8] . 
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Learning in tertiary institutions plays an important 

role in shaping student financial literacy. With this 

learning, students are expected to be more aware of 

planning their finances in the future. The better the 

study of finance at the university, the better the financial 

behavior shown by students [9]. Learning in tertiary 

institutions also contributes to student financial behavior 

[10]. One way that can be given is learning about 

investment and savings. The level of students’ financial 

literacy is still low, so it must be improved, especially 

those related to knowledge of financing, credit, savings, 

and investment [11].  

Research related to Indonesian university students’ 

financial literacy levels, is still limited. Most researchers 

conducted studies involving respondents who were only 

in the scope of one university so that these studies could 

not represent the level of financial literacy of all 

university students. This study aims to explore findings 

regarding the levels of financial literacy among a wider 

context by involving students from more than one 

university. According to [12]  behavioral finance theory 

is a financial theory about the attitude of people 

ignoring everything in decision making and deliberately 

making a difference. Prospect theory is a theory 

regarding human decision-making whose results are 

uncertain in a situation [13]. The decision has the nature 

of certainty, probability, possibility. Every decision 

taken must have risks. The purpose of this study to 

evaluate the levels of Indonesian university students’ 

financial literacy. Thus, it demonstrates that the 

researchers are interested in investigating the effect of 

financial literacy on students.  

This research uses behavioral finance theory and 

prospect theory. Behavioral finance is a financial theory 

about the attitude of people ignoring everything in 

decision making and deliberately making a difference 

[12]. One of the essential elements in decision making is 

a psychological factor. Psychological factors determines 

investment decision making of an investor and the 

results to be achieved. Psychological factors tend to 

influence a person to act rationally. Prospect theory 

asserts that one does not always act according to 

financial theory standards under the risk of certainty, 

one adds psychological factors and erratic behavior to 

rational choices. This purpose of this study is to to 

evaluate descriptively the levels of Indonesian 

university students’ financial literacy.  In this study, the 

levels of student literacy are   evaluated based on their 

understandings about personal finance in terms of 

savings and loans, investment, and insurance. 

2. LITERATURE REVIEW 

Behavioral finance discusses the psychological and 

sociological elements determining the decision-making 

process of individuals, groups, and organizations [14]. 

Research conducted by [14] explains four points of 

view, namely overconfidence, financial cognitive 

dissonance, regret theory, and prospect theory. 

Behavioral finance explains what causes some errors 

that have been observed and reported in financial 

literacy, behavioral finance provides many benefits that 

can be used for professional-level investing [15] . 

Behavioral finance is built on the framework of 

financial standards into a descriptive theory. This theory 

shows different models of individual habits constructed 

by different components such as prospect theory, 

cognitive errors, problems of self-control, and pain of 

regret [16]. 

     Prospect theory was introduced   by [13], which 

is a theory regarding human decision-making whose 

results are uncertain in a situation. Thus, this theory 

demonstrates how investors estimate and calculate the 

opportunity to gain or lose by risk based on stock and 

capital specifications [14]. It also assumes that losses 

and gains are measured differently. Therefore, 

individuals make decisions based on perceived benefits 

and not perceived losses. 

2.1. Financial Literacy  

literacy is financial knowledge with welfare 

purposes [17]. Welfare tends to be measured from the 

level of an individual's economy, whereas to regulate an 

economic condition requires planning to use good 

finances. This is done to reduce the use of funds that are 

not in accordance with the needs, whether intentionally 

or unintentionally. Students must increase their 

understanding of personal finance, especially in the 

investment sphere [8].  

According to OJK (2013), the level of public 

financial literacy in Indonesia is divided into 4 parts, 

namely Well Literate, namely possessing knowledge 

and belief about financial service institutions and 

financial service products, including features, benefits 

and risks, rights, and obligations related to financial 

products and services. and have skills in using financial 

products and services; Sufficient Literate is  possessing  

knowledge and confidence about financial service 

institutions and financial service products, including 

features, benefits and risks, rights, and obligations 

related to financial products and services; Less Literate 

is only possessing knowledge about financial service 

institutions, financial products, and services; Not 

Literate is do not possess  knowledge and confidence in 

financial service institutions and financial products and 

services, and do not possess  skills in using financial 

products and services.  

According to a   survey conducted by the OJK 

(2013), most Indonesians are in the level, Sufficient 

Literate namely 75.69%, while Well Literate is 21.84%, 

Less Literate is 2.06%, and Not Literate is only 0.41%. 

This proves that most people already understand 
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financial literacy but have not used the financial 

products and services provided to the fullest. 

Financial education in the family is able to provide 

good provisions in financial planning. If a student has 

been provided with good planning, it will have an 

impact on the awareness of students in managing their 

finances so that they do not become consumptive 

students when they are away from their family [18]. 

This education can be in the form of increasing 

shopping behavior, saving, and using credit cards [19] . 

According to a study [20] states that on average students 

use ATM cards only for pocket money withdrawals, 

those with deficits will make loans to fellow students, 

this is also exacerbated by their low understanding of 

investment.  

Financial literacy, in this case is to help individuals 

avoid financial problems due to financial processing 

errors [21]. The development and enhancement of 

personal finance attitudes can be done in ways such as 

keeping financial records, spending not to exceed 

income, making insurance payments, diversifying 

investments, and avoiding loans [22]. For example, the 

intention to purchase insurance for students in [23] 

shows that the largest proportion of students have high 

self-esteem scores but low security scores. The intention 

to buy insurance is determined by the value of security 

and self-esteem, subjective financial knowledge, and 

attitudes towards life insurance. 

2.2. Students’ Financial Behavior 

A study [24] reported that students’ financial 

behavior is determined by individual saving habits. 

There were nine personal financial behaviors, the first 

four were grouped as planning behavior and the other 

five were grouped as implementing behavior [25]. 

Research conducted by [26]  shows that there are no 

differences in financial behavior according to the level 

of individual financial literacy. Individuals who have 

sufficient savings for unexpected expenses have a 

greater influence on financial literacy  [2] Individual 

consumptive behavior can be reduced by increasing 

financial understanding [27]. Additionally, self-control 

is also able to reduce the negative impact of individual 

consumptive behavior [28]. 

A good understanding of savings and loans, 

insurance, and investment can illustrate that the level of 

individual literacy is good in managing and making 

individual decisions [11]. Savings and loans, insurance, 

and investments are financial products that can provide 

benefits for the future. The study [29] , showed that 

male students with large incomes and long work 

experience had high literacy levels. This could be 

because men have the view that they have more 

responsibility than women. In contrast, the results of 

research conducted by [30]  states that gender, age, 

academic ability, and work experience do not affect 

individuals’ financial behavior. Thus, the proposed 

hypothesis of this study is that financial literacy has a 

positive effect on students’ financial behavior. 

3. RESEARCH METHODOLOGY 

This study used a descriptive method by distributing 

questionnaires. The population used is students in 

Indonesia. The samples obtained were 383 respondents 

from various universities in Indonesia, but only 347 

respondents could be processed further. The results of 

the study provide an overview of the levels of financial 

literacy among university students in Indonesia. The 

sampling technique used was random sampling. The 

questionnaires used were selected based on the 

completeness of the data provided. Students’ financial 

literacy and financial behavior variables are measured 

using indicators of a Likert scale of 1-5. This study used 

a statistical test of  simple linear regression analyzed 

using the SPSS 18. 

Financial literacy uses indicators of personal 

financial understanding: (1) I use financial planning to 

consider daily expenses; (2) I prepare a financial plan 

for financial needs and purposes; (3) I know the purpose 

of financial planning to escape financial difficulties; (4) 

My net worth is the difference between income and 

expenses; (5) I don't spend excessively because I have 

done financial planning; (6) I know the purpose of 

insurance for protection due to unforeseen risks; (7) I 

know that the capital market is a means of funding for 

companies and the government; (8) I know the capital 

market is an investment tool. 

Financial behavior is measured by indicators of 

savings and loans consist of seven question items, 

namely: (1) I use a bank to store savings; (2) Deposits 

are designated for individual customers in the form of 

securities; (3) If the credit card has reached the limit, I 

will stop using it: (4) If we have money in the bank then 

make payments for shopping for goods, can use a debit 

card: (5) The calculation of compound interest will 

continue to increase from year to year calculated from 

the previous year's capital; (6) The benefit of saving in 

personal financial management is to save money for 

future needs; (7) I made a loan because of financial 

difficulties. 

Insurance consists of three questions, namely: (1) I 

have already had life insurance coverage for me; (2) All 

community groups can use insurance services to protect 

any assets: (3) Insurance helps me to protect myself and 

my family from losses due to various risks. 

Investment consists of five questions, namely: (1) I 

know that not all capital market products are high risk, 

some are medium and low risk; (2) I understand very 

well that by investing the lower the risk, the higher the 

profit; (3) Investments that generate high returns also 

have a high risk; (4) I choose to invest for future profit; 
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(5) I know the understanding of investment from 

studying investment related to university. 

 

4.  RESULTS AND DISCUSSION 

4.1. Respondents’ Characteristics 

Most respondents of the study were women 

(69.17%). The majority of student respondents were 19 

years - 22 years old (76.37%), and the majority of 

education was S1 degree of 307 or (88.47%). 

Table 1.  Respondents’ Characteristics 
Characteristics  Frequency Percent 

Gender   

Male 107 30.83 

Female 240 69.17 

Age 

Less than 19 Years 20 5.76 

19 Years - 22 Years 265 76.37 

Above 20 Years 62 17.87 

Education 

D3 18 5.19 

S1 307 88.47 

S2 9 2.60 

S3 13 3.74 

 

4.2. Validity and Reliability   

 The results of the validity test show that the 

value of the corrected item-total correlation > from r-

table (0.1053) and it is declared valid. The value 

Cronbach's alpha based on std>0.70 and it is declared 

reliable. 

Table 2. Validity and reliability 

Financial Literacy Financial Behavior 

PK1 0.528 TP1 0.276 

PK2 0.497 TP2 0.363 

PK3 0.474 TP3 0.239 

PK4 0.258 TP4 0.442 

PK5 0.402 TP5 0.295 

PK6 0.323 TP6 0.191 

PK7 0.358 A1 0.274 

PK8 0.375 A2 0.518 

  A3 0.524 

  I1 0,509 

  I2 0.204 

  I3 0.501 

  I4 0.512 

  I5 0.369 

  I6 0.261 

Cronbach's alpha based on std 

 0.712  0.767 

 

From Table 1, it can be seen that all the questions 

are declared valid, for variable financial literacy and 

financial behavior otherwise reliable. 

 

4.3. Classical Assumptions 

The results of the classical assumption test of the 

effect of financial literacy on financial behavior 

consisting of normality test (Kolmogorv-Smirnov test), 

multicolinearity test (VIF and tolerance), and 

heteroscedasticity test (Park test) can be seen in the 

table below. 

Table 3. Classical Assumption Test 

Normality 
Multicollinearity 

Heteroscedacity 
Toll VIF 

0.729 1.000 1.000 0.098 

 

Based on the classical assumption test results, it can 

be concluded that the normality test data is declared 

normal because of the asymp. Sig> 0.05, in the 

multicollinearity test the data stated that there was no 

multicollinearity because the tolerance value> 0.1 and 

the VIF value <10, the heteroscedasticity test stated that 

there was no heteroscedasticity because the sig value> 

0.05 

4.4. Hypothesis Test 

The results of hypothesis testing in Table 4 show the 

hypothesis that the effect of financial literacy on student 

financial behavior is accepted with a significant value 

<0.05. 

Table 4. Test results 

Hypothes

is  

Std. Coeff 
T Sig 

Coeff. 

Determinati

on Beta 

LK  PK 0.577 13.127 0.000 0.333 

 

4.4.1. The Effect of Financial Literacy on 

Students’ Financial Behavior 

The relationship between financial literacy and 

students’ financial behavior is evidenced by a statistical 

T value of 13.127, a statistical T value> of 1.96. 

Therefore, it can be concluded that there is an effect of 

financial literacy on students’ financial behavior. Thus, 

the hypothesis is accepted. Financial behavior is 

influenced by financial literacy of 0.333 or 33.3, while 

66.7 can be influenced by other variables and the 

direction of the relationship between financial literacy 

and student financial behavior is a positive relationship, 

meaning that good financial literacy can convince 

someone to make a decision. about finances better. 
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Therefore, with a strong understanding, students will be 

able to manage finances wisely and will not act 

consumptively.  

The findings  of this study  support  studies done by 

[32], [33], ([34] which state that financial literacy 

determines   financial behavior. A study conducted by 

[32] stated that young people who really understand 

financial literacy will automatically have an impact on 

their financial behavior. Students with high financial 

literacy have good financial behavior [33]. With the 

financial knowledge obtained, students will be helped in 

managing their personal finance so that they can avoid 

financial problems in the future.  

5. CONCLUSION 

Good financial literacy is able to determines 

Indonesian university students’ financial behavior to be 

better. It is in line with a study done by [31] which 

showed that financial literacy has a significant influence 

on personal financial behavior among students. A study 

conducted by [8] suggested that students had to improve 

their financial literacy about personal finance, especially 

about investing. Therefore, it is needed to be done to 

provide knowledge to students to possess abilities to 

manage their finances. This financial literacy can be 

used in making decisions regarding the use of funds in 

terms of savings and loans, insurance, and investments. 

From the findings of the study, the researchers hope 

that university students will be more aware of the 

importance of planning and managing finances properly 

so that these funds can be useful for more important 

things both for the present and the future. The limitation 

of this research is the uneven number of respondents in 

each region. There is a fairly high data imbalance 

between the western part of Indonesia and the eastern 

part of Indonesia. One of the suggestions for further 

research is to increase the number of variables as well as 

equalizing the distribution of respondents so that the 

data used to describe are in a balanced level of literacy. 

Furthermore, adding more factors or variables that 

might affect students’ financial literacy and financial 

behavior and expanding the scope of respondents 

outside university students, such as employees are 

highly suggested in future studies.  
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