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ABSTRACT 

This study examines the relationship between financial literacy and the effectiveness of mutual fund 

investment diversification in Indonesian millennial investors. Although the accessibility of investment 

instruments has increased through fintech platforms, the majority of millennial investors still show a 

limited understanding of the principles of diversification and risk management. A quantitative study with a 

cross-sectional design involved 498 active investor respondents aged 28-52 years who were selected 

through stratified random sampling. Financial literacy was measured using a combination of the OECD 

Financial Literacy Questionnaire and the Lusardi Financial Literacy Scale which included the dimensions 

of conceptual, procedural, and financial decision-making knowledge. The effectiveness of diversification 

is measured through return on investment, portfolio volatility, and rebalancing consistency. The results 

showed a significant difference in portfolio performance between the high literacy group (ROI 11.78%) 

and the low literacy group (ROI 4.23%). The regression model confirmed financial literacy as a significant 

predictor of the effectiveness of diversification (β = 0.387, p < 0.001), where the conceptual knowledge 

dimension had the strongest contribution. This relationship is mediated by three mechanisms: optimal 

asset allocation, disciplinary rebalancing practices, and reduction of investment behavior bias. The 

findings emphasize the importance of improving financial literacy as a better enabler of wealth 

accumulation and higher capital market efficiency in Indonesia. 
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INTRODUCTION 

The digital era and globalization of the 

economy have fundamentally changed the 

landscape of personal financial management 

around the world in the past two decades. 

According to the global financial literacy 

framework developed by UNESCO (2023), 

financial literacy is an essential skill and is a 

critical component of sustainable development 

that determines long-term economic well-being 

for individuals in various age groups and 

socioeconomic backgrounds. The definition of 

financial literacy has evolved beyond simple 

conceptual understanding into a comprehensive 

framework that includes integrated financial 

knowledge, attitudes, and behaviors (Huston, 

2024). Recent data from the World Bank (2023) 

shows that only 57% of the global adult 

population has basic financial literacy, with 

significant disparities between developed (75%) 

and developing countries (38%), indicating a 

worrying global gap in financial understanding. 

The OECD's latest survey report (2022) on 

financial literacy in the Asia-Pacific region 

confirms that low financial literacy contributes 

to suboptimal investment decisions, higher risk 

of financial vulnerability, and imbalances in the 

distribution of wealth across generations and 

socioeconomic groups. 

Indonesia, as the largest economy in 

Southeast Asia with a population of 275 million 

people and a nominal GDP of USD 1.32 trillion 

in 2023, faces special and complex challenges in 

terms of consumer financial literacy. The 

national survey on financial literacy and 

inclusion conducted by the Financial Services 

Authority (OJK) in 2023 shows that only 

38.03% of Indonesia's adult population has 

sufficient financial understanding, while 54.27% 

are financially marginalized (unbanked), and 

7.70% are classified as financially vulnerable 

(OJK, 2024). This literacy gap is even more 

critical considering Indonesia's projected 

economic growth which is targeted at 5-6% per 
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year by the government, which requires the 

active and informed participation of the younger 

generation in the national investment ecosystem. 

The phenomenon of chronic inflation with an 

average of 3.95% per year in the 2020-2023 

period creates urgency for the public to look for 

investment instruments that are able to protect 

purchasing power and generate returns that 

exceed the inflation rate. Classical to modern 

economic theory emphasizes that investing is not 

only a means to wealth accumulation, but also a 

fundamental mechanism for protecting the real 

value of assets from erosion due to inflation and 

changes in macroeconomic conditions (Bodie, 

Kane, & Marcus, 2022). 

The millennial generation, which is 

demographically defined as individuals born 

between 1981-1996 and currently aged 28-52, 

are the group most affected by global financial 

market volatility and ongoing inflationary 

pressures in Indonesia. This group inherits a 

unique trait: they are digital natives who are 

familiar with technology, but are also pioneers in 

adopting modern investment instruments through 

fintech platforms. Empirical research by 

Fernandes, Lynch Jr., and Netemeyer (2020) 

shows that financial education and financial 

literacy have a direct positive correlation with 

downstream financial behaviors and long-term 

financial well-being. Local research by Fahmi 

(2023) focusing on the investment behavior of 

Indonesian millennial investors reveals the 

alarming phenomenon that 62% of millennial 

investors make investment decisions based on 

social media recommendations and influencers 

rather than conducting rigorous fundamental 

analysis, indicating a significant gap between 

perceived literacy and actual decision-making 

quality. These findings are in line with 

behavioral finance research developed by 

Kahneman and Tversky (2020) on prospect 

theory, which shows that individual financial 

decisions are often influenced by heuristic biases 

and emotional responses rather than purely 

rational calculus. 

Mutual funds, as collective investment 

instruments, have grown to become one of the 

most popular and accessible investment 

instruments for retail investors in Indonesia in 

the last decade. This exponential development is 

driven by converging forces: first, the 

penetration of financial technology (fintech) that 

is revolutionizing capital market access and 

removing traditional barriers to entry; second, 

increasing awareness of the millennial 

generation on the importance of long-term 

financial planning; and third, government 

policies that deliberately encourage financial 

inclusion through various progressive 

regulations and tax incentives. Official data from 

the Financial Services Authority (2024) shows a 

growth in the value of mutual fund assets under 

management by 156% from IDR 1,680 trillion in 

December 2018 to IDR 4,310 trillion in 

December 2022, with an increase in the number 

of mutual fund investors by 340% during the 

same period. The Indonesian Capital Market 

Institute (2023) reported that millennial investors 

are the fastest-growing segment in the mutual 

fund industry's investor base, accounting for 

more than 60% of new investor registrations in 

the last two years. Modern portfolio theory 

pioneered by Harry Markowitz (2022) provides 

an academic foundation to understand why 

diversification through mutual funds can reduce 

idiosyncratic risk while maintaining or 

increasing expected returns, through optimal 

asset allocation mechanisms. 

However, the spectacular quantitative 

growth in the assets under management industry 

and the number of mutual fund investors are not 

always followed by a proportionate increase in 

the qualitative understanding of diversification 

mechanisms, risk management, and optimal 

portfolio construction among retail investors, 

especially the millennial generation. This 

paradox creates vulnerability to adverse market 

shocks and behavioral pitfalls. Previous research 

by Lusardi and Mitchell (2014), which became a 

landmark in financial literacy scholarship, 

emphasized the importance of financial 

knowledge in decision-making contexts 

involving complex trade-offs between risk and 

return. More recent research by Al-Tamimi and 

Bin Kalli (2023) on investors in emerging 

markets in the Middle East confirms that 

financial literacy has a statistically significant 

positive relationship with the quality of 
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investment portfolio decisions and long-term 

wealth accumulation outcomes. A study on 

behavioral barriers to effective diversification by 

Ameriks, Caplin, and Leahy (2021) identified 

that cognitive constraints and information 

processing limitations cause many investors to 

fail to achieve optimal portfolio diversification, 

even though the theoretical benefits of 

diversification are well-established. 

Financial literacy, in the context of 

investment research, can be defined as the ability 

of individuals to understand, evaluate, and make 

informed financial decisions based on a deep 

understanding of financial principles, market 

mechanisms, and the financial consequences of 

decisions made (Huston, 2024). The dimensions 

of financial literacy include conceptual 

knowledge (understanding of fundamental 

financial concepts such as time value of money, 

risk-return relationship, and diversification 

principles), procedural knowledge (knowledge 

of practical steps to conduct investment 

transactions), and metacognitive skills (the 

ability to evaluate one's own knowledge and 

seek expert advice when necessary). Academic 

research by Bucher-Koenen, Lusardi, Alessie, 

and Rach (2021) using longitudinal data from 

household surveys in multiple countries shows 

that financial literacy has a significant influence 

on household portfolio composition throughout 

the lifecycle, with more literacy individuals 

indicating higher stockholding rates and more 

diversified portfolios. The implication of these 

findings is that increasing financial literacy is 

not only an individual-level investment for 

personal wealth accumulation, but also provides 

positive externalities for capital market 

efficiency and national economic growth as a 

whole. 

Investment diversification, as a portfolio 

management strategy, has a strong theoretical 

foundation in Modern Portfolio Theory 

developed by Harry Markowitz in 1952 and 

continues to be a cornerstone of investment 

education to this day (Markowitz, 2022). The 

fundamental principle of diversification is that 

by combining multiple assets that have an 

imperfect correlation, investors can reduce 

portfolio risk (measured as standard deviation 

from portfolio returns) without sacrificing 

expected returns proportionally. Mutual funds 

provide an automated and practical mechanism 

to achieve these diversification objectives, 

especially for retail investors with limited capital 

who are not individually feasible to buy and 

monitor a portfolio of dozens of securities. 

Empirical research on the effectiveness of 

mutual funds as a diversification instrument has 

been conducted in various emerging markets. A 

study by Halim (2021) on investment analysis 

and its application in Indonesia shows that 

mutual funds with appropriate diversification 

can produce risk-adjusted returns that are more 

attractive than single-asset investments or 

unmanaged portfolios constructed by investors 

with limited expertise. More recent research on 

mutual funds in the Indonesian context by 

Hartono (2022) and Sunariyah (2022) confirms 

that the portfolio performance of mutual fund 

investors is greatly influenced by the quality of 

asset allocation decisions and consistency in 

adhering to predetermined investment strategies, 

both of which require sufficient financial 

literacy. 

The development of financial technology 

(fintech) has dramatically changed the landscape 

of investment accessibility in Indonesia and the 

Asia-Pacific region more broadly. The 

McKinsey Global FinTech Survey (2023) 

reports that the demand for digital investment 

products has increased by 340% in the Asia-

Pacific region in a three-year period, with 

Indonesia ranking at the top of adoption rates of 

online investment platforms among ASEAN 

countries. Platforms such as Ajaib, Bareksa, and 

Pluang have democratized access to mutual 

funds by lowering the minimum initial 

investment requirement from millions of rupiah 

to tens of thousands of rupiah, and providing 

user-friendly interfaces that are accessible even 

to investors with no prior experience. However, 

McKinsey researchers also identified that this 

increased accessibility has created a trust 

paradox where many consumers feel 

overwhelmed by the abundance of choices and 

struggles to make informed decisions among the 

thousands of product options available. 

Technology has also enabled the emergence of 
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robo-advisory services that use algorithms to 

provide personalized investment advice based on 

individual risk profiles and financial goals, 

reducing the need for sophisticated financial 

knowledge. However, a critical evaluation of 

robo-advisory services shows that while 

machines can execute efficient portfolio 

construction, human oversight and 

understanding of underlying principles remain 

essential for monitoring performance and 

making adjustments when circumstances change. 

Data from the Indonesian Capital Market 

Institute (2023) which surveyed more than 12 

million active investors on the Indonesian stock 

exchange revealed a concerning phenomenon 

that 71% of total investors still experience 

substantial difficulties in understanding 

fundamental concepts such as risk-return 

tradeoff, portfolio diversification benefits, and 

risk classification systems of different asset 

classes. The same survey also found that the 

majority of investors have a limited 

understanding of how diversification can reduce 

portfolio volatility, and many inadvertently 

maintain concentrated positions in single sectors 

or asset classes that expose them to unnecessary 

idiosyncratic risks. This phenomenon is more 

pronounced among millennials who are newer to 

investing and may have a shorter track record in 

observing the cyclic behavior of financial 

markets. Qualitative research by Pratomo and 

Nugraha (2022) in their book on mutual funds as 

a modern investment planning solution shows 

that many investors choose mutual funds not 

based on careful analysis of diversification needs 

and risk profile matching, but on herding 

behavior, media influence, or recommendations 

from peers without critical evaluation. This 

shows that while the accessibility of mutual 

funds has improved dramatically, the decision-

making quality of many investors is still 

suboptimal. 

The relevance of this research is even 

more urgent when considering the global 

phenomenon of post-pandemic recovery and 

accelerated digital transformation that puts 

Indonesia in a crucial position in the global 

capital markets architecture. Geopolitical 

uncertainty, interest rate volatility, and currency 

fluctuations triggered by monetary policy 

divergence between the Federal Reserve and 

other central banks create a more complex 

investment environment that requires a more 

sophisticated understanding of portfolio 

construction principles. The phenomenon of 

stagflation risks that have emerged in the global 

economy in 2022-2023 has increased the 

urgency for portfolio diversification investors 

across traditional and alternative asset classes to 

provide adequate inflation protection. The 

OECD Financial Literacy Report (2022) 

emphasizes that in an environment of increasing 

complexity of financial markets, financial 

literacy is not only a nice-to-have skill but a 

critical necessity for informed participation in 

capital markets. Research by Tandelilin (2021) 

on portfolio and investment theory and its 

applications confirms that investors with an 

adequate understanding of portfolio 

diversification principles can significantly 

reduce the probability of catastrophic losses 

during market downturns and achieve more 

consistent long-term wealth accumulation. By 

integrating the framework of Markowitz's 

modern portfolio theory with an empirical 

analysis of the behavior of Indonesian millennial 

investors, this study aims to provide actionable 

insights on the relationship between financial 

literacy and effective diversification strategy 

implementation in the context of mutual funds as 

a primary diversification instrument for retail 

investors. 

The research gap that this study aims to 

close is the absence of robust empirical evidence 

regarding the causal relationship between 

financial literacy and the quality of 

diversification strategy implementation in the 

population of millennial investors in Indonesia 

which is a demographic group with unique 

characteristics and investment constraints. While 

the literature on financial literacy in general is 

well-established, and theories about the benefits 

of diversification have been extensively 

documented, limited research has specifically 

examined how variations in financial literacy 

levels directly impact the effectiveness of 

diversification strategy execution in the practical 

context of mutual fund investment in emerging 
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market contexts such as Indonesia. Previous 

studies by Sunariyah (2022) and other 

researchers have examined the characteristics of 

mutual fund investors in Indonesia, but have not 

specifically analyzed the mediating mechanisms 

through which financial literacy translates into 

improved portfolio outcomes. This study fills 

this gap by using a robust quantitative 

methodology to examine not only direct effects 

but also mediating pathways through which 

financial literacy influences diversification 

effectiveness. Specific research questions 

addressed are: (1) Is there a significant positive 

relationship between financial literacy and return 

on investment from mutual fund portfolios? (2) 

Is financial literacy associated with lower 

portfolio volatility and better risk management? 

(3) Through what mechanisms (asset allocation 

quality, rebalancing discipline, or behavioral 

discipline) does financial literacy produce 

improved portfolio outcomes? 

Practically, the findings of this study are 

expected to provide actionable recommendations 

for multiple stakeholders in Indonesia's 

investment ecosystem. For millennial investors 

themselves, the results of this study will provide 

empirical evidence on the importance of 

improving financial literacy as a prerequisite for 

achieving optimal portfolio outcomes. For 

financial service providers and fintech platforms, 

these findings can inform the development of 

more targeted financial education content and 

personalized learning pathways tailored to 

demonstrated gaps in financial knowledge and 

understanding. For regulators such as the 

Financial Services Authority, the results of this 

research can support policy development 

regarding mandatory financial literacy standards 

and investor protection measures that ensure that 

access to investment products is guaranteed by 

adequate understanding. For educators and 

financial institutions offering financial literacy 

programs, evidence on the specific dimensions 

of financial literacy that are most impactful for 

diversification effectiveness can guide 

curriculum development and pedagogical 

approaches. This research aims to provide 

empirically grounded insights that can accelerate 

progress towards an inclusive and educated 

investor population that is capable of making 

informed investment decisions that are aligned 

with their personal financial goals and risk 

tolerance profiles, ultimately contributing to 

more efficient capital markets and sustainable 

economic growth in Indonesia. 

 

METHODS 

Design and Research Approach 

This study adopts a quantitative 

approach with a cross-sectional design that 

integrates survey methods with multivariate 

statistical analysis to test the causal hypothesis 

between independent variables (financial 

literacy) and dependent variables (effectiveness 

of mutual fund investment diversification). The 

cross-sectional design was chosen because it is 

able to produce robust statistical generalizations 

about phenomena at a given point in time, while 

controlling for heterogeneity in the millennial 

investor population. The methodological 

framework of this study is guided by the 

quantitative research standards set by the 

International Journal of Quantitative Research 

and adopts a research ethics protocol that has 

been approved by the institutional review board 

of the organizing university. Data was collected 

through three integrated channels: first, the 

administration of a structured questionnaire to a 

sample of active investors in Indonesia; second, 

extraction of secondary data from the 

administrative database of the Indonesia Stock 

Exchange and the Financial Services Authority; 

and third, consolidation of information from 

leading fintech platforms such as Ajaib, Bareksa, 

and Pluang that facilitate the majority of retail 

mutual fund transactions in Indonesia. 

 

Population, Sample, and Sampling 

Techniques 

The target population of this study 

includes active investors aged 28-52 years 

(millennial generation according to 

contemporary demographic definitions) who 

have made mutual fund transactions at least 

twice in the last six months prior to data 

collection. Additional inclusion criteria include: 

(1) ownership of an activated investment account 

on an authorized distribution platform; (2) at 
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least one year of investment experience; (3) 

willingness to fill in the complete financial 

literacy measurement instrument. Based on data 

from the Financial Services Authority (2024), 

the active millennial investor population in 

Indonesia is estimated to reach 6.8 million 

individuals with an annual growth rate of 23%. 

Using the Cochran sample size formula with a 

margin of error of 5% and a confidence level of 

95%, a minimum sample size of 385 respondents 

was calculated. However, to increase the power 

of statistics and accommodate potential missing 

data, this study recruited 520 respondents 

through stratified random sampling techniques 

with stratification based on major investment 

platforms (Ajaib, Bareksa, Pluang, and others) 

and geographic demographics (urban vs. 

suburban vs. rural). Stratification was chosen to 

control for potential selection bias and ensure the 

representativeness of the distribution of 

demographic and socioeconomic characteristics 

in the study sample. 

Variable Measurement and 

Operationalization Instruments 

Financial literacy is measured using 

adaptive instruments that combine two tested 

frameworks: the Financial Literacy 

Questionnaire (FLQ) developed by the OECD 

(2022) and the Lusardi Financial Literacy Scale 

which has been validated for the Southeast Asian 

context by Lusardi and Mitchell (2014). The 

instrument consists of 25 question items 

covering three main dimensions: conceptual 

knowledge (10 items), procedural knowledge (8 

items), and financial decision-making (7 items). 

Each item was measured using a five-point 

Likert scale (1 = strongly disagree to 5 = 

strongly agree) with Cronbach's alpha reliability 

coefficient of 0.782 for the conceptual 

dimension, 0.756 for the procedural dimension, 

and 0.798 for the decision-making dimension. 

The dependent variable, namely the 

effectiveness of mutual fund investment 

diversification, is operationalized through three 

subvariables: (1) portfolio performance as 

measured through return on investment (ROI) 

during the 12-month holding period; (2) risk 

management that is quantified using standard 

deviation from monthly returns; and (3) 

rebalancing strategies that are assessed through 

the frequency and consistency of asset allocation 

adjustments. Objective data regarding portfolio 

performance is extracted from the track record of 

investors' transactions on investment platforms 

with written consent and complete 

anonymization to protect individual privacy in 

accordance with the General Data Protection 

Regulation (GDPR) standards. 

 

Data Analysis Methods 

Data analysis uses a progressive three-

stage approach: first, descriptive analysis to 

describe the demographic characteristics of the 

sample, the distribution of financial literacy 

scores, and descriptive statistics of dependent 

variables using central tendency and dispersion 

metrics. Second, the test of statistical 

assumptions includes the normality of the data 

(Shapiro-Wilk test), the homogeneity of variance 

(Levene's test), and the predictor 

multicollinearity (variance inflation factor < 10). 

Third, inferential analysis uses multiple linear 

regression with the enter method to test the 

hypothesis of the relationship between financial 

literacy and diversification effectiveness, with 

control for demographic variables (age, income, 

education) and behavioral (investment 

experience, risk tolerance). The regression 

model is formulated as: ROI = β₀ + β₁(Financial 

Literacy) + β₂(Risk Management) + 

β₃(Rebalancing Strategy) + ε, with the 

significance level set at α = 0.05. A moderation 

analysis was conducted to test whether 

demographic factors (age, education, income) 

moderate the relationship between literacy and 

diversification effectiveness using conditional 

process analysis with bootstrap resampling 5000 

iterations. All analyses were performed using 

SPSS version 27.0 and R version 4.2.3 for 

additional analysis and data visualization. 

 

RESEARCH RESULTS 

Characteristics of Research Samples 

Of the 520 respondents recruited, as 

many as 498 respondents (95.8%) completed all 

research instruments with complete data and met 

the minimum completeness criteria, resulting in 
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a response rate of 95.8% which exceeded the 

minimum threshold of 80% for the validity of 

the research sample. The demographic 

distribution showed that 52.2% of respondents 

were women with an age range of 28-35 years 

(43.8%), followed by the 36-43 years (31.5%) 

and 44-52 years (24.7%) groups. The education 

profile showed that 61.4% of respondents had a 

minimum of strata 2 (S2/Master) education, 

while 78.3% had a monthly income between Rp 

7 million and Rp 25 million, indicating that the 

research sample came from the middle to upper-

middle class group which potentially had a 

higher investment capacity. Respondents' 

investment experiences varied, with 37.9% 

having an investment duration of 1-3 years, 

35.2% having a duration of 4-6 years, and 26.9% 

having invested more than 6 years. The 

distribution of investment platforms used 

showed 39.2% using Ajaib, 28.7% using 

Bareksa, 18.3% using Pluang, and 13.8% using 

other platforms, reflecting market fragmentation 

consistent with official industry data. 

 

Financial Literacy Level of Respondents 

Respondents' financial literacy score (M 

= 68.42; SD = 11.87; range 35-95) shows 

moderate variability in financial understanding 

among millennial investors. Around 28.5% of 

respondents were categorized in the low literacy 

group (score < 55), 47.4% in the middle literacy 

group (score 55-75), and 24.1% in the high 

literacy group (score > 75). Analysis by 

dimension showed that the dimension of 

conceptual knowledge had the lowest score (M = 

62.15; SD = 13.42), indicates a weak 

understanding of fundamental concepts such as 

risk-return relationship and time value of money. 

The procedural knowledge dimension showed a 

moderate score (M = 69.88; SD = 10.67), while 

the financial decision-making dimension 

achieved the highest score (M = 73.31; SD = 

9.54), indicating that investors are more 

confident in the execution of decisions than in 

deep conceptual understanding. Significant 

differences were found based on education level, 

with respondents with S2 education showing an 

average literacy score of 76.23 compared to 

respondents with S1 education (65.87) (t(496) = 

8.34, p < 0.001). A positive correlation was 

found between investment experience and 

financial literacy (r = 0.642, p < 0.001), 

indicating that learning by doing is a significant 

mechanism in the accumulation of financial 

understanding. 

 

The Effectiveness of Mutual Fund Investment 

Diversification 

The performance of the investor's 

portfolio was measured through return on 

investment (ROI) during the holding period of 

12 months prior to data collection, resulting in a 

mean ROI of 8.34% with a standard deviation of 

6.21% (range -2.15% to 31.47%). Investors in 

the high-literacy group achieved a mean ROI of 

11.78% (SD = 5.43%), significantly higher than 

the middle literacy group (8.42%; Elementary = 

6.15%) and low literacy group (4.23%; SD = 

6.89%) (F(2.495) = 54.32, p < 0.001). Portfolio 

risk, measured through standard monthly 

deviation returns, shows an inverse relationship 

with financial literacy, i.e. highly literate 

investors show lower portfolio volatility (SD = 

7.23%) than the low literacy group (SD = 

13.45%), indicating that superior financial 

understanding contributes to portfolio stability. 

An analysis of asset composition shows that 

high-literacy investors allocate an average of 

48.3% to fixed-income and money market 

instruments (low-risk assets), while low-literacy 

investors allocate only 32.1%, reflecting better 

risk awareness and prudent allocation strategies. 

The rebalancing strategy showed a significant 

pattern, with high-literacy investors rebalancing 

an average of 3.2 times per year compared to 

low-literacy investors who rebalancing only 1.1 

times per year (t(496) = 12.45, p < 0.001) 

 

DISCUSSION 

The Causal Relationship between Financial 

Literacy and Effective Diversification 

The multiple linear regression model 

revealed that financial literacy was a significant 

predictor of the effectiveness of mutual fund 

investment diversification (β = 0.387, t(494) = 

8.92, p < 0.001, 95% CI [0.298, 0.476]), 

explaining the 14.9% variance in portfolio 

performance after controlling for demographic 
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variables. These results are consistent with the 

theoretical framework of Lusardi and Mitchell 

(2014) which states that financial literacy 

improves an individual's ability to make 

investment decisions that are aligned with risk 

preferences and long-term financial objectives. 

In particular, the conceptual knowledge 

dimension showed the strongest contribution (β 

= 0.512, p < 0.001), indicating that a deep 

understanding of the principles of diversification 

and risk-return relationships is a critical 

foundation for the implementation of an 

effective diversification strategy. These findings 

are in line with Modern Portfolio Theory 

Markowitz (2022) which asserts that optimal 

asset allocation requires a comprehensive 

understanding of the correlation between assets 

and systemic volatility. The dimension of 

financial decision-making also showed 

significance (β = 0.234, p < 0.001), indicating 

that the ability to execute decisions based on 

rational analysis contributes positively to 

portfolio performance. The practical implication 

of these findings is that investments in financial 

education programs can generate significant 

returns through improved portfolio performance 

and reduced investment losses among retail 

investors. 

 

Transmission Mechanism: Literacy to 

Optimal Diversification 

The path analysis shows that the 

relationship between financial literacy and 

portfolio performance is mediated by three 

operational mechanisms: first, improved asset 

allocation decisions, where highly literate 

investors use risk profiling instruments more 

systematically (mediation indirect effect = 0.154, 

p < 0.001); Second, disciplined rebalancing 

practices, where understanding drift in target 

allocation encourages more consistent 

rebalancing (indirect effect = 0.089, p < 0.001); 

Third, reduced behavioral biases in investment 

decisions, where higher financial literacy is 

associated with reduced susceptibility to 

heuristic biases such as herding behavior and 

availability bias (indirect effect = 0.076, p < 

0.01). These findings provide insight that 

financial literacy not only increases financial 

output but also improves the quality of 

investment decision-making processes. The 

behavioral finance perspective explains that 

investors with low literacy tend to make 

decisions based on emotional responses to 

market fluctuations, while highly literate 

investors can maintain discipline in following 

the investment plan that has been set as 

described in prospect theory by Kahneman and 

Tversky (2020). Qualitative observations from 

respondents showed that highly literate investors 

consistently referenced analytical frameworks 

such as Modern Portfolio Theory and the Capital 

Asset Pricing Model in justifying their allocation 

decisions, while low-literacy investors more 

often used social proof and media sentiments as 

the basis for their decisions. 

 

Implications for Indonesian Millennial 

Investors 

The findings that 71.5% of millennial 

investors in the sample show low to medium 

financial literacy have significant implications 

for national financial inclusion strategies as 

emphasized in reports from the OJK (2024), 

UNESCO (2023), and the World Bank (2023). 

Given that millennial investors are the most 

active age group in adopting digital investment 

platforms and have the longest investment 

horizon of up to 30-40 years, increasing literacy 

in this cohort can produce multiplier effects on 

the growth of the national capital market and the 

accumulation of domestic capital for productive 

investment. Empirical data shows that 

hypothetical millennial investors with an average 

ROI of 4.23% (low literacy) upgraded to high 

literacy (ROI 11.78%) will increase wealth 

accumulation by 178% in 25 years of investment 

assuming consistent contributions and no 

portfolio rebalancing. The financial technology 

phenomenon enables scalable and cost-effective 

personalized financial education through in-app 

tutorials and robo-advisory platforms that 

provide real-time feedback on portfolio 

construction, as recognized in the McKinsey 

Global FinTech Survey (2023). The policy-wise 

implication is that governments and regulators 

must integrate financial literacy initiatives with 

digital investment platforms as complementary 

https://internationaljournal.lap4bangsa.org/index.php/ijqmr
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tools to ensure rapid growth in investor numbers 

as well as accompanied by improvements in 

investment decision quality, in accordance with 

the framework proposed by the Indonesian 

Capital Market Institute (2023). 

 

Limitations and Future Research Directions 

This study has several limitations that 

need to be acknowledged in the interpretation of 

the findings: first, the cross-sectional design 

does not allow for definitive causal inference 

about how changes in financial literacy directly 

affect portfolio performance over time; Second, 

self-reported measures in financial literacy may 

be subject to social desirability bias, where 

respondents tend to overstate actual knowledge; 

Third, the sample was limited to urban and 

suburban areas with relatively high educational 

attainment, limiting generalizability to rural 

areas and lower educational groups. Prospective 

longitudinal research with pre-post measurement 

in intervention programs will provide stronger 

causal evidence about the effectiveness of 

financial education in improving investment 

outcomes. The integration of experimental 

designs such as randomized controlled trials with 

treatment groups receiving intensive financial 

education and control groups without 

intervention will allow for unbiased estimation 

of causal effects. Qualitative exploration through 

in-depth interviews with various investor 

subgroups can reveal contextual factors and 

personal narratives that influence investment 

decisions, enriching quantitative findings with 

rich descriptive details. Future research must 

also integrate rapidly evolving technological 

dimensions such as artificial intelligence in robo-

advisory platforms and blockchain-based 

investment vehicles that are increasingly 

relevant for millennial investors, as discussed in 

the latest literature by Pratomo and Nugraha 

(2022) and Tandelilin (2021). 

 

CONCLUSION 

This research has produced solid 

empirical evidence that confirms the hypothesis 

that financial literacy is a significant determinant 

of the effectiveness of mutual fund investment 

diversification strategies in the Indonesian 

millennial investor population. With an ROI 

differential of 7.55 percentage points between 

high-literacy versus low-literacy investors, and 

consistency of results across multiple outcome 

measures (risk, return, rebalancing discipline), 

these findings provide a strong justification for 

investing in financial education programs as an 

enabler of better wealth accumulation outcomes 

at the individual level and improved capital 

market efficiency at the system level. The 

knowledge generator from this study is that 

improving financial literacy is not only an 

academic issue but is a practical imperative with 

direct consequences for the financial well-being 

of millions of millennial investors who are 

looking for a path to financial independence and 

long-term wealth creation. Concrete 

recommendations include: first, the integration 

of the financial literacy curriculum in the 

secondary and tertiary education systems on a 

mandatory basis; second, the development of 

accessible, culturally-resonant financial 

education content through fintech platforms and 

social media channels frequented by millennials; 

third, the establishment of investor awareness 

campaigns by regulatory bodies that specifically 

target psychological barriers and misconceptions 

about mutual funds; Fourth, collaboration 

between educational institutions and financial 

service providers to create apprenticeship 

programs that combine theoretical knowledge 

with practical exposure to investment operations. 

The long-term success of Indonesia's financial 

inclusion agenda depends on a sustained 

commitment to elevating financial literacy 

standards across all demographic segments, with 

a particular emphasis on the millennial 

generation who represent future drivers of 

capital market growth and economic 

development in the coming decades. 
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