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ABSTRACT
This study investigates the influence of financial literacy, herding behavior, | Keywords:

and risk perception on financial behavior in West Java, Indonesia, while | Financial Literacy,
examining the moderating role of financial literacy. Employing a quantitative | Herding Behavior,
approach, data were collected from 400 respondents through structured | Risk Perception,
gquestionnaires and analyzed using Structural Equation Modeling (SEM). | Financial Behavior,
The results reveal that financial literacy significantly enhances financial | Financial Education
behavior, mitigates the adverse effects of herding behavior, and strengthens
the positive impact of risk perception. Herding behavior negatively affects
financial behavior, while risk perception has a positive influence. The
findings highlight the crucial role of financial literacy in promoting informed
and independent financial decision-making, underscoring the need for
targeted financial education initiatives. These insights provide valuable
implications for policymakers, financial institutions, and educators aiming to
improve financial well-being in Indonesia.

INTRODUCTION

The financial behavior of individuals plays a crucial role in their overall
economic well-being and financial stability. In an increasingly complex financial
landscape, characterized by diverse investment options and evolving economic
conditions, understanding the factors influencing financial behavior has become a
pressing concern for policymakers, educators, and financial institutions. Financial
behavior, encompassing saving, spending, borrowing, and investing decisions,
significantly impacts individuals' ability to achieve their financial goals and secure long-
term economic stability (Bhabha et al., 2014). Developing countries, including
Indonesia, face unique challenges as their populations navigate rapid financial market
developments and increased access to credit and investment tools. This context
underscores the importance of examining the determinants of financial behavior to
design targeted interventions.

Financial literacy has emerged as a critical factor in shaping financial behavior.
It refers to the ability to understand and effectively apply financial knowledge to make
informed decisions (Lusardi & Mitchell, 2007). Studies suggest that individuals with
higher financial literacy are better equipped to manage their finances, avoid excessive
debt, and make sound investment choices (Tambunan, 2019). In Indonesia,
particularly in West Java, financial literacy levels vary significantly across socio-
economic groups, influenced by education levels, access to information, and cultural
norms. Despite government initiatives to improve financial education, the disparity in
financial knowledge continues to challenge efforts to enhance financial behavior.

Herding behavior, another critical determinant, reflects the tendency of
individuals to imitate the actions of others in financial decision-making, often ignoring
their own analyses or the fundamental factors influencing markets. Herding behavior
is prevalent in Indonesia’s financial markets, particularly in regions like West Java,
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where communal values and social influence are strong (Kaban & Linata, 2024). Such
behavior can lead to suboptimal financial decisions, such as panic selling during
market downturns or excessive speculation during economic booms. Understanding
how herding behavior influences financial behavior is vital for mitigating its potential
adverse effects on financial stability.

Risk perception, the subjective judgment individuals make about the severity
and probability of risks, also significantly influences financial behavior. People's risk
tolerance determines their willingness to invest in volatile assets or take financial risks
for higher returns. In regions like West Java, cultural and socio-economic factors play
a significant role in shaping risk perception. Traditional values often encourage risk
aversion, which can limit participation in growth-oriented financial instruments
(Gémez-Bull et al., 2023). Consequently, there is a need to explore how risk perception
interacts with financial literacy and herding behavior to influence overall financial
behavior in the region.

Despite the growing interest in improving financial literacy and promoting sound
financial practices, many individuals in West Java continue to exhibit financial
behaviors that undermine their economic well-being. High levels of debt, low savings
rates, and limited participation in investment opportunities highlight the pressing need
to address the factors influencing financial behavior in this region. Previous studies
have examined these factors in isolation, but a comprehensive understanding of how
financial literacy, herding behavior, and risk perception interact to shape financial
behavior is lacking. This gap in the literature hinders the development of effective
policies and interventions tailored to the unique socio-economic and cultural context
of West Java.

This study aims to analyze the influence of financial literacy, herding behavior,
and risk perception on financial behavior in West Java, Indonesia. By exploring the
relationships between these factors, this research seeks to provide a nuanced
understanding of the determinants of financial behavior in the region. The findings will
contribute to the academic literature and inform policymakers, financial educators, and
institutions in designing targeted strategies to enhance financial decision-making and
promote economic stability in West Java.

Literature Review And Hypothesis Development
1. Financial Behavior

Financial behavior encompasses an individual's actions and decisions related
to financial matters such as saving, investing, spending, and borrowing. According to
behavioral finance theory, these behaviors are not always rational and are often
influenced by psychological, social, and economic factors (Setiawan & Winarna,
2021). Understanding financial behavior is critical, as it impacts individuals’ financial
well-being and contributes to the broader economic stability of a region (Fernandes et
al., 2014). In Indonesia, particularly in West Java, financial behavior varies
significantly, reflecting the socio-economic diversity and cultural influences in the
region.

2. Financial Literacy

Financial literacy is the ability to understand and effectively apply financial
concepts, such as budgeting, investing, and managing debt. Research shows that
individuals with higher financial literacy are better at making informed financial
decisions, avoiding financial pitfalls, and achieving long-term financial goals (Lusardi

2857


https://ijble.com/index.php/journal/index

AA 7 _/ A5 2 ) S
) rrernatiornal ocurnal of /D usiness, =Z._aw, arnd I _xoacar -

FPublisher: IJBLE Scientific Publications Community Inc.

I JB LE Volume 5, Number 2, 2024

https://ijble.com/index.php/journal/index

& Mitchell, 2014). In the Indonesian context, financial literacy programs have been
implemented to address low financial literacy levels, yet challenges persist due to
limited access to resources and educational disparities (Pangestu & Karnadi, 2020).
Studies have consistently found a positive relationship between financial literacy and
sound financial behavior (Hong Shan et al., 2023), emphasizing the importance of
improving financial knowledge to promote financial well-being.

3. Herding Behavior

Herding behavior refers to the tendency of individuals to follow the actions of a
group, often disregarding their own analysis or market fundamentals. This behavior is
common in financial markets and is influenced by psychological factors such as fear
of missing out and social conformity (Shiller, 2003). In West Java, communal values
and a collectivist culture often reinforce herding tendencies in financial decision-
making (Wang & Nuangjamnong, 2022). While herding can sometimes lead to positive
outcomes, such as market stability during certain periods, it often results in irrational
financial decisions that amplify market volatility (Kaban & Linata, 2024).

4. Risk Perception

Risk perception is an individual’'s subjective evaluation of the likelihood and
impact of a risk. In finance, risk perception influences decisions related to investments,
savings, and borrowing. Research indicates that individuals with high-risk aversion are
less likely to invest in high-yield but volatile financial instruments (Pradikasari &
Isbanah, 2018). Socio-economic factors, such as income levels, education, and
cultural norms, significantly shape risk perception (Zhang et al., 2024). In Indonesia,
traditional values often lead to conservative financial practices, with many individuals
preferring low-risk options such as savings accounts over investments in stocks or
mutual funds (Atif & Alam, 2024).

5. Hypothesis Development

Individuals with higher financial literacy are better equipped to manage their
finances, make informed decisions, and achieve financial stability. Prior research
suggests a strong positive relationship between financial literacy and sound financial
behavior (Lusardi & Mitchell, 2007). Thus, we hypothesize: H1: Financial literacy
positively influences financial behavior in West Java, Indonesia.

Herding behavior often leads to irrational financial decisions, such as
speculative investments or panic-driven actions during market fluctuations (Shiller,
2003). In regions with strong communal values, like West Java, herding tendencies
may exacerbate poor financial practices. Thus, we hypothesize: H2: Herding behavior
negatively influences financial behavior in West Java, Indonesia.

Risk perception shapes individuals’ financial decisions, particularly in terms of
balancing potential rewards against perceived risks. A well-calibrated risk perception
often leads to more prudent financial behavior (Hamdani & Khalifah, 2023). Thus, we
hypothesize: H3: Risk perception positively influences financial behavior in West Java,
Indonesia.

Higher financial literacy may mitigate the negative effects of herding behavior
by equipping individuals with the knowledge and confidence to rely on their own
analysis rather than following the crowd (Chabaefe & Qutieshat, 2024). Thus, we
hypothesize: H4: Financial literacy moderates the effect of herding behavior on
financial behavior in West Java, Indonesia.
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Financial literacy can influence how individuals interpret and respond to risks,
potentially enhancing the positive impact of risk perception on financial behavior
(Putra, 2021). Thus, we hypothesize: H5: Financial literacy moderates the effect of risk
perception on financial behavior in West Java, Indonesia.

METHOD
1. Research Design

This study employs a quantitative research approach to investigate the
influence of financial literacy, herding behavior, and risk perception on financial
behavior in West Java, Indonesia. A cross-sectional design was adopted to collect
data from respondents at a single point in time, enabling an analysis of relationships
between variables.

2. Population and Sample

The population for this study consists of individuals residing in West Java who
are engaged in financial decision-making, such as saving, borrowing, or investing. A
purposive sampling method was used to ensure participants represent a diverse range
of socio-economic backgrounds, education levels, and financial experiences. The
sample size was determined using the Slovin formula with a 95% confidence level,
resulting in 400 respondents. This size is adequate to ensure statistical reliability and
the robustness of the analysis.

3. Data Collection

Primary data for this study were collected through a structured questionnaire
distributed to respondents both online and offline to ensure inclusivity and
accessibility. The questionnaire was organized into four sections. The first section
gathered demographic information, including age, gender, education level, income,
and financial experience, to provide a comprehensive profile of the participants. The
second section focused on financial literacy, measured using a standardized scale
developed by (Lusardi & Mitchell, 2007), covering topics such as budgeting,
investment, and risk management. This section aimed to assess respondents’
knowledge and capability in managing financial resources effectively.

The third section addressed herding behavior, with items adapted from prior
research (Shiller, 2003), examining participants' tendencies to follow group decisions
in financial contexts. The fourth section evaluated risk perception, using a scale
adapted from relevant literature to assess how respondents perceive and approach
financial risks. Finally, the questionnaire measured financial behavior through a
composite index that included savings, spending, borrowing, and investment
practices. All responses were recorded on a 5-point Likert scale, ranging from 1
(Strongly Disagree) to 5 (Strongly Agree), ensuring consistency in capturing
participant attitudes and behaviors.

4. Data Analysis

The collected data were analyzed using Structural Equation Modeling (SEM)
with statistical software, including SPSS and AMOS, due to SEM's capability to test
relationships among multiple variables simultaneously and assess both direct and
indirect effects. The analysis process began with a descriptive analysis to summarize
the demographic characteristics of the respondents and the central tendencies of the
study variables. Reliability and validity were tested using Cronbach’s alpha to ensure
internal consistency and Confirmatory Factor Analysis (CFA) to validate the
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constructs. Model fit was assessed through indices such as the Comparative Fit Index
(CFIl), Root Mean Square Error of Approximation (RMSEA), and the Chi-Square/df
ratio to confirm the adequacy of the proposed model. Finally, hypothesis testing was
conducted by examining the significance of the paths between variables using
standardized regression coefficients and p-values, providing insights into the
relationships among financial literacy, herding behavior, risk perception, and financial
behavior.

RESULTS AND DISCUSSION

1. Descriptive Statistics
The descriptive statistics of the study variables, including means, standard

deviations, and ranges, are presented in Table 1. Financial literacy recorded a mean
of 3.842 (SD = 0.652), indicating that respondents generally possess moderate to high
levels of financial knowledge. Herding behavior scored a mean of 3.217 (SD = 0.713),
suggesting a moderate tendency among respondents to follow group financial
decisions. Risk perception had a mean of 3.486 (SD = 0.689), reflecting a balanced
attitude toward financial risks. Financial behavior, with a mean of 3.911 (SD = 0.604),
showed that respondents exhibit moderately prudent financial practices.

Table 1. Descriptive Statistics

Variable Mean Standard Min Max
Deviation
Financial Literacy 3,842 0,652 2 5
Herding Behavior 3,217 0,713 1 5
Risk Perception 3,486 0,689 2 5
Financial Behavior 3,911 0,604 2 5

Source: Data Analysis, 2024

2. Reliability and Validity Testing

Cronbach’s alpha values confirmed the internal consistency of all constructs,
exceeding the threshold of 0.700. Confirmatory Factor Analysis (CFA) demonstrated
satisfactory construct validity, with factor loadings for all items exceeding 0.700. The
Average Variance Extracted (AVE) values were above 0.500, and Composite
Reliability (CR) values exceeded 0.700 for all constructs, indicating adequate
convergent validity.

Table 2. Reliability and Validity Analysis

Variable Cronbach’s AVE CR
Alpha
Financial Literacy 0,872 0,564 0,890
Herding Behavior 0,811 0,532 0,845
Risk Perception 0,834 0,559 0,861
Financial Behavior 0,897 0,587 0,915

Source: Data Processed by Author, 2024

3. Model Fit Assessment

The SEM model fit indices met the recommended thresholds, confirming a good
fit between the hypothesized model and the data. The Comparative Fit Index (CFI)
was 0.957, the Root Mean Square Error of Approximation (RMSEA) was 0.047, and
the Chi-Square/df ratio was 2.113, all indicating acceptable model fit.
4. Hypothesis Testing

The path coefficients and p-values for the hypothesized relationships are
summarized in Table 3. Financial literacy showed a significant positive effect on
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financial behavior (B = 0.421, p < 0.001), supporting H1. Herding behavior had a
significant negative effect on financial behavior (§ = -0.274, p <0.001), supporting H2.
Risk perception demonstrated a significant positive effect on financial behavior (B =
0.318, p < 0.001), supporting H3. Financial literacy significantly moderated the effects
of herding behavior (B = -0.112, p = 0.021) and risk perception (§ = 0.145, p = 0.008)
on financial behavior, supporting H4 and H5, respectively.

Table 3. Hypothesis Testing Result

Path Hypothesis B p-value Result

Financial Literacy — Financial H1 0,421 0,001 Supported
Behavior

Herding Behavior — Financial H2 -0,274 0,001 Supported
Behavior

Risk Perception — Financial H3 0,318 0,001 Supported
Behavior

Financial Literacy x Herding H4 -0,112 0,021 Supported
Behavior

Financial Literacy x Risk H5 0,145 0,008 Supported
Perception

Source: Data Processed by Author, 2024

The results confirm that financial literacy positively influences financial
behavior, while herding behavior negatively impacts it. Risk perception contributes
positively to financial behavior. The moderating role of financial literacy highlights its
potential to mitigate the adverse effects of herding behavior and enhance the positive
impact of risk perception, underscoring the critical role of financial education in
promoting sound financial decision-making.

Discussion

This study explores the influence of financial literacy, herding behavior, and risk
perception on financial behavior among individuals in West Java, Indonesia.
Additionally, it examines the moderating role of financial literacy in shaping the effects
of herding behavior and risk perception on financial behavior. The findings provide
valuable insights into the determinants of financial behavior and their implications for
policymakers, educators, and financial institutions.

1. The Role of Financial Literacy

Financial literacy emerged as a significant positive determinant of financial
behavior, aligning with prior studies (Atkinson & Messy, 2012; Putra, 2021).
Respondents with higher financial literacy exhibited prudent financial practices, such
as effective budgeting, saving, and informed investment decisions. This finding
underscores the importance of financial education in equipping individuals with the
knowledge and skills needed to navigate complex financial environments.

In the context of West Java, financial literacy appears particularly crucial given
the region's diverse socio-economic landscape. Financially literate individuals are
better prepared to adapt to economic changes, resist manipulative marketing, and
avoid high-risk financial products. Policymakers and institutions should prioritize
accessible financial literacy programs, targeting populations with limited financial
education, such as rural communities or low-income groups.

2. Impact of Herding Behavior

Herding behavior negatively affects financial behavior, as individuals who
conform to group financial decisions without critical analysis are more likely to make
suboptimal choices. This finding corroborates earlier research (Shiller, 2003; Wang &
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Nuangjamnong, 2022), which highlights the risks associated with herding in financial
contexts, such as speculative bubbles and poor investment outcomes.

In West Java, herding behavior may be influenced by cultural norms that
emphasize communal decision-making and conformity. While these values foster
social cohesion, they can also lead to financial decisions driven by peer pressure
rather than individual analysis. Financial education should therefore include
components that encourage independent thinking and critical evaluation of financial
advice. Additionally, financial institutions can play a role by promoting transparent
communication and discouraging misleading group-oriented marketing practices.

3. Significance of Risk Perception

Risk perception positively influences financial behavior, suggesting that
individuals who accurately assess financial risks are more likely to make sound
financial decisions. This result is consistent with the findings of (Gomez-Bull et al.,
2023; Kaban & Linata, 2024), which emphasize the role of risk perception in financial
decision-making. In the West Java context, individuals with balanced risk perceptions
demonstrate cautious yet proactive financial behaviors, such as diversifying
investments and avoiding impulsive spending. However, excessive risk aversion can
limit opportunities for financial growth. Financial literacy programs should aim to strike
a balance, educating individuals on risk management strategies while dispelling
misconceptions about financial risks.

4. Moderating Role of Financial Literacy

The moderating analysis reveals that financial literacy mitigates the adverse
effects of herding behavior and amplifies the positive influence of risk perception on
financial behavior. These findings highlight the transformative potential of financial
education in shaping financial decision-making processes. By reducing susceptibility
to herding, financial literacy empowers individuals to make independent financial
choices based on rational analysis rather than social influence. This ability is
particularly important in dynamic financial markets, where group behavior often leads
to volatility and poor outcomes. Furthermore, the moderating effect on risk perception
suggests that financial literacy enhances individuals’ capacity to evaluate and respond
to financial risks, leading to more effective risk management strategies.

5. Implications for Policy and Practice

The findings have significant implications for stakeholders aiming to improve

financial well-being in West Java.

a. Policymakers
Governments and local authorities should integrate financial literacy into
educational curricula at all levels, ensuring that individuals acquire basic financial
skills early in life. Additionally, community-based programs can be tailored to
address the unique challenges faced by specific demographics, such as farmers,
small business owners, or informal sector workers.

b. Educational Institutions
Schools and universities should collaborate with financial experts to design
engaging and practical financial education modules. Topics such as budgeting,
savings, investment, and risk management should be emphasized, with real-world
examples to enhance understanding and applicability.

c. Financial Institutions
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Banks and other financial service providers should adopt transparent practices and

offer financial advisory services to guide customers in making informed decisions.

They can also sponsor financial literacy workshops and digital tools, such as

budgeting apps, to facilitate financial planning.
d. Community Leaders

In culturally cohesive regions like West Java, community leaders play a pivotal role

in shaping attitudes and behaviors. They can act as advocates for financial literacy,

encouraging individuals to participate in educational initiatives and promoting

awareness of the risks associated with herding behavior.
6. Theoretical Contributions

This study contributes to the theoretical understanding of financial behavior by
integrating financial literacy as both an independent and moderating variable. The
findings reinforce the significance of financial literacy in enhancing financial decision-
making while addressing the contextual factors that influence financial behavior in a
culturally diverse region. Additionally, the study expands the literature on herding
behavior and risk perception, offering insights into their interactions with financial
literacy.
7. Limitations and Future Research
Despite its contributions, this study has limitations that warrant consideration.

First, the cross-sectional design limits the ability to infer causality between variables.
Future research could adopt longitudinal designs to explore changes in financial
behavior over time. Second, the sample is limited to West Java, which may restrict the
generalizability of the findings to other regions in Indonesia or globally. Expanding the
study to include diverse populations would provide a more comprehensive
understanding of financial behavior determinants. Finally, while this study focuses on
financial literacy, herding behavior, and risk perception, other factors such as
psychological traits, socio-economic conditions, and technological adoption may also
influence financial behavior. Future studies could adopt a more holistic approach,
incorporating these additional variables to enrich the analysis.

CONCLUSION
This study demonstrates the significant influence of financial literacy, herding
behavior, and risk perception on financial behavior in West Java, Indonesia. Financial
literacy emerged as a critical factor, positively shaping financial behavior and
moderating the effects of herding behavior and risk perception. Specifically, financial
literacy reduces the negative impact of herding tendencies and enhances individuals’
ability to manage financial risks effectively. The findings emphasize the importance of
financial education in fostering independent, informed, and prudent financial decision-
making. By addressing behavioral tendencies and cognitive perceptions,
stakeholders—such as policymakers, educators, and financial institutions—can
promote better financial outcomes and overall economic stability. Future research
could expand on these findings by incorporating longitudinal data and exploring

additional factors that influence financial behavior.
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