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A B S T R A C T 

Behavioral finance elucidates how investors rationally commit errors in the process of making 
investment decisions as a result of cognitive and emotional biases, ultimately resulting in unfavorable 

investment choices. People are unable to avoid a variety of behavioral biases that have an impact on 
investors' investment decision-making processes. The human mind employs shortcuts and emotional 

filters to interpret information, leading to errors in the decision-making process. The objective of this 
study is to investigate and assess the impact of behavioral biases such as disposition effects, herding, 

and overconfidence on investment decision-making. Additionally, we will examine how financial 
literacy moderates these biases. The research employed a purposive sample strategy to select 

generation Z investors in Kediri City. The sample size of 400 respondents was determined using the 
Krejcie & Morgan table. This research employs the Partial Least Squares (PLS) Structural Equation 

Model (SEM) analysis method using the SmartPLS version 3 data processing application. The research 
findings indicate that the disposition effect and overconfidence exert a substantial impact on investment 

decision-making; however, herding does not exhibit a significant influence on investment choice-
making. Financial knowledge enhances the impact of the disposition effect on investment decision-

making in a positive way. Financial literacy has a negative moderating effect on the influence of 
herding and overconfidence on investment decision-making among Generation Z investors in Kediri 

City. 

© 2023 by the authors. Licensee SSBFNET, Istanbul, Turkey. This article is an open access article 

distributed under the terms and conditions of the Creative Commons Attribution (CC BY) license 
(http://creativecommons.org/licenses/by/4.0/).    

 

 

Introduction 

Individuals and businesses must invest in the capital market in this day and age of globalization (Fedorowicz & Łopatka, 2022). 

Investment is defined as the act of investing in an asset or financial instrument now in order to profit later (Ahmad & Shah, 2020). 

The greater the level of investment in a country, the greater the company's business activity, which in turn can increase a country's 

GDP or economic growth (Nguyen & Trinh, 2018). Behaviour finance explains how investors logically make mistakes in the 

investment decision-making process due to cognitive and emotional biases, which ultimately lead to poor and harmful investment 

decisions (Kahneman and Tversky, 1979). This confirms that investors' investment decision-making process is influenced by various 

behavioural biases that individuals cannot avoid, and the human mind processes information using shortcuts and emotional filters 

that cause errors in the decision-making process (Elhussein & Abdelgadir, 2020). 

According to the Indonesian Central Securities Depository (KSEI) in 2022, investors under the age of 30 account for 58.71% of 

Indonesian capital market investors. It is possible to conclude that generation Z dominates Indonesian capital market investors. 

Generation Z refers to people born between 1997 and 2012, who are now aged 11 to 26 (Natasya et al., 2022). Generation Z is a 

generation that grew up with technology and the rapid development of the internet, allowing them to more easily access financial 

information and directly implement it in their lives (Usriyono & Wahyudi, 2023). The significant increase in the number of 
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Indonesian capital market investors, particularly generation Z, indicates that the younger generation understands the importance of 

investing early on. The increased number of investors is also due to the advancement of increasingly advanced technology, such as 

the ability to open a stock account online. 

In 2022, Kediri City's Office of Investment and One-Stop Integrated Services (DPMPTSP) recorded investment realisation of IDR 

2.355 trillion. However, many investors' investment decisions are still irrational, resulting in losses for many investors. The Kediri 

City Financial Services Authority (OJK) reported numerous cases of fraudulent investments, one of which is Sugih Berkah Trading 

(SBT). The phenomenon that occurs in Kediri City is that there are still many investment-related scams that indicate that investors' 

investment decisions are not rational (Radar Kediri, 2022). Finally, decision-making theory is an interesting topic to study in 

economics because every activity in the financial sector always ends with a decision (Candraningrat et al., 2018). 

Prospect theory (Ahmad & Shah, 2020) explains the impact of investors' psychological biases on investment decision making. 

Prospect theory holds that a number of psychological factors influence investor decision making and cause it to deviate from 

rationality. This is due to the limited information available to them, cognitive limitations in their minds, and the limited time they 

have to make decisions. Irrational investor decision making is influenced by a number of behavioural biases, according to (Adil et 

al., (2022).Generation Z investors, in particular, frequently experience behavioural biases when making investment decisions, 

resulting in irrational and detrimental decisions. Generation Z investors are more likely to sell rapidly rising stocks and hold losing 

stocks for an extended period of time (disposition effect), investors follow the crowd / follow the crowd (herding bias), and investors 

are overconfident in their predictions or abilities (overconfidence bias) (Khalid et al., 2018; Adil, Singh, & Ansari, 2022;  Usriyono 

& Wahyudi, 2023). 

The disposition effect describes an investor's tendency to sell good-performing stocks (the winners) too soon and hold bad-performing 

stocks (the losers) too long (Sherfin & Statman, 1985). This is similar to the behaviour of investors who sell stocks when the price 

rises and hold stocks when the price falls (Z. Ahmed et al., 2022). This type of decision-making makes capital market conditions 

inefficient. Several previous studies, including one by Ahmed et al., (2022), have found empirical evidence that there is an influence 

between the disposition effect and investment decision making. Furthermore, Atif Sattar et al., 2020; Rasool & Ullah, 2020; Khan, 

2020; Candraningrat et al., 2018;Alrabadi et al., 2018; Hayat & Anwar, 2016) research shows that the disposition effect has a positive 

and significant effect on investment decision making. Other studies, such as Adil, Singh, & Ansari, 2022 ; Madaan & Singh, 2019, 

show disparities in the influence of the disposition effect on investment decision making. 

Furthermore, herding behaviour bias affects investors during the investment decision-making process (Bakar & Yi, 2016). Without 

proper direction, each individual investor in the stock market can create a herding bias (Z. Ahmed et al., 2022). Investors who herd 

behave irrationally in their investment decisions. In making investment decisions, they prefer to follow the beliefs and opinions of 

other investors. They notice that other investors have more information and sell their shares in lockstep with market participants. In 

the stock market, investors frequently begin selling their shares due to uncertainty and fear of loss (Z. Ahmed et al., 2022). The lack 

of information in the market is likely to influence herding behaviour (Ben Mabrouk, 2018). 

Herding behaviour reduces an investor's capital market investment performance (Z. Ahmed et al., 2022). Herding bias has a positive 

and significant effect on investment decision making, according to Ranaweera & Kawshala, (2021); Madaan and Singh (2019). In 

addition, Bogdan et al., (2022); Yasir et al., (2022); Budiman & Patricia, (2021); Kartini & Nahda, (2021); Kyriazis, (2020); Atif 

Sattar et al., (2020); R. Ahmed et al., (2021) ; Robin & Angelina, (2020); Devadas & Vijayakumar, (2019); Alrabadi et al. However, 

contrary to the findings of Z. Ahmed et al., (2022); Singh et al., (2022); Bakar & Yi, (2016a); and Khan's research, (2020), herding 

has no significant effect on investment decision making. 

Overconfidence behavioural biases influence investment decisions made by investors (Ahmad & Shah, 2020). According to Elhussein 

& Abdelgadir (2020), overconfidence occurs when individual investors do not sufficiently revise their initial assessment after 

receiving new information, resulting in a failure to recognise the error of their investment. According to Madaan and Singh (2019), 

overconfident investors overestimate their own judgement abilities and ignore risks; as a result, they make investment decisions 

based on their own personal signals and ignore information from the public. Overconfident investors invest more in the market and 

have a less diversified portfolio because they lack an understanding of the financial markets, and their investment returns are 

frequently lower than the market (Ranaweera & Kawshala, (2021). Bakar & Yi, (2016); Alrabadi et al., (2018); Iram et al., (2023); 

Jan et al., (2022); Ahmad & Shah, (2022); Ranaweera & Kawshala, (2022); R. Ahmed et al, 2021; Komang Arik & Gede Sri, (2021); 

Raheja & Dhiman, (2020); Adielyani & Marwadi, (2020); Elhussein & Abdelgadir, 2020; Atif Sattar et al., 2020; Madaan & Singh, 

2019), shows that overconfidence has a significant effect on investment decision making. However, Singh et al., (2022); Dewi & 

Pertiwi, (2021)found that overconfidence has a negative and significant impact on investment decision making. 

Previous research has revealed inconsistencies in research results regarding the influence of the disposition effect, herding, and 

overconfidence on investment decision making. This study proposes to include financial literacy as a moderating variable based on 

this research gap. Financial literacy, according to Marriott & Mellett (2006), is the ability of individuals to understand and analyse 

financial data in order to make sound financial decisions. According to Ahmad and Shah (2020), an investor's level of financial 

literacy is positive and can contribute significantly to increasing understanding of investment decisions. Financial literacy enables a 

person to effectively manage financial resources, allowing a financially savvy investor to ignore behavioural biases and make sound 

financial decisions (Son & Park, 2021). 



Prasetyo et al., International Journal of Research in Business & Social Science 12(9) (2023), 241-251 
 

 243 

A lack of financial literacy information can make decision-making less precise and increase ambiguity. These findings suggest that 

investors with low financial literacy make irrational and unprofitable investment decisions (Rasool & Ullah, 2020; Son & Park, 

2021). Researchers discovered that investors with low financial literacy have undiversified (Fedorova et al., 2015). A high level of 

financial literacy is expected to weaken or reduce the bias of disposition effect, herding, and overconfidence behaviour in making 

investment decisions, resulting in rational investment decisions. Financial literacy is critical in mitigating the negative effects of 

investor behavioural biases. 

Based on existing data and research gaps, this study aims to analyze the influence of "The Effect of Disposition Effect, Herding and 

Overconfidence on Investment Decision Making moderated by Financial Literacy. 

Literature Review 

Conceptual Background and Hypothesis Development 

Prospect Theory 

Prospect theory, first developed by Kahneman and Tversky (1979), examines a person's behaviour when making a financial decision 

under uncertain circumstances. Prospect theory states that people make decisions based on the weight of the difference between gains 

and losses, rather than the final result, and establish reference points and make decisions accordingly. Investors will be more stressed 

by potential losses than by potential profits. Individuals make investment decisions based on more than just logic (Adil et al., 2022). 

Prospect theory focuses on an investor's subjective decision, whereas expected utility or expected utility focuses on investors' rational 

expectations in making investment decisions (Ahmad and Shah, 2022). Prospect theory describes human behaviour in the face of 

uncertainty and risk when making decisions (Ullah et al., 2020). Prospect theory has been used numerous times to assess and analyse 

various types of phenomena related to a person's individual behaviour, particularly in decision-making processes that deviate from 

rationality (Z. Ahmed and colleagues, 2022. 

Investment Decision 

An investment decision is a decision or policy regarding the purchase of assets from available resources with the goal of reaping 

greater future benefits, or how an individual's decision to allocate his assets into productive financial instruments with the goal of 

obtaining greater profits in the future (Brigham & Houston, 2019). Every investor wants to make the best investment decisions 

possible (Sharpe, 1964). Merton, (1987) asserts that optimal and rational investment decisions are dependent on advanced financial 

knowledge. Standard finance presumes that people with complete information can always make rational decisions (Ben Ameur et al., 

2020). Various factors influence investor decisions, including demographics, economics, social background, gender, and age (Hayat 

& Anwar, 2016). Investment decisions are critical because, just as a business seeks to maximise profits, an investor seeks to maximise 

results by making sound decisions (Khalid et al., 2018). However, some investors rely on their personal judgement, while others 

make decisions based on education and evidence. 

Disposition Effect 

The disposition effect describes an investor's proclivity to sell good performing stocks (the winners) too soon and hold bad performing 

stocks (the losers) too long (Sherfin & Statman, 1985). This relates to the behaviour of investors who sell stocks or assets when their 

price has increased and hold stocks or assets when their value has decreased (Z. Ahmed et al., 2022). The disposition effect can 

reduce the overall rate of return on investment; it is one type of investor misbehaviour that occurs in the capital market. The 

disposition effect describes the tendency of investor behaviour to sell their shares quickly when they are profitable, while holding 

these shares longer when they are losing money (Adil et al., 2022; Candraningrat et al., 2018; Khan, 2020). According to Barber & 

Odean (2001), the reason underlying disposition effect behaviour is the presence of psychological uncertainty, which results in non-

optimal choices and irrational decisions by investors. The disposition effect can cause people to miss out on bigger profits or to hold 

onto stocks that have dropped in value for longer than they should. Z. Ahmed et al., (2022); Atif Sattar et al., (2020); (Ullah et al., 

2020; Khan, 2020; Candraningrat et al., 2018; Alrabadi et al., 2018; Hayat & Anwar, 2016) show that the disposition effect has a 

positive and significant effect on investment decision making. 

H1: Disposition effect has a significant effect on investment decision making. 

Herding  

Andrea Devenow & Ivo Welch, (1996) define herding as the psychological behaviour of investors who disregard their personal 

beliefs in favour of believing more in the opinions of others regardless of what happens in the future. Herding is a common 

phenomenon in financial markets that refers to a general human tendency to refer to, observe, and imitate the behaviour of others 

when making investment decisions (Madaan & Singh, 2019). Herding can increase market volatility and risk for investors. Herding 

behaviour is detrimental to an investor's capital market investment performance (Z. Ahmed et al., 2022). In the absence of proper 

guidance, any individual investor in the stock market can create herding bias (Z. Ahmed et al., 2022). Herding bias has a positive 

and significant effect on investment decision making, according to Ranaweera and Kawshala (2021); Madaan and Singh (2019), who 

studied investor behaviour in making stock market investment decisions. Several studies have analysed and tested the effect of 
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herding on investment decision making, including (Bogdan et al., 2022; Yasir et al., 2022; Kyriazis, 2020; Atif Sattar et al., 2020; 

Riaz et al., 2020; Alrabadi et al., 2018; Hayat & Anwar, 2016). 

H2: Herding has a significant effect on investment decision making. 

Overconfidence  

Overconfidence is a cognitive heuristic bias that can be defined as an unwarranted belief in one's intuitive reasoning, judgement, and 

cognitive abilities (Pompian, 2021). Overconfidence occurs when individual investors do not revise their initial assessments 

sufficiently after receiving new information, and thus do not realise how incorrect their investment assessments are. Overconfidence 

bias causes market inefficiencies as a result of excessive mispricing and volatility. Overconfidence can cause an individual's 

behaviour to act to take a risk, whereas rational investors should avoid risk and maximise profits (Ahmad & Shah, 2022). Investors 

who are overconfident in their investment decisions will face greater risk. According to Bakar and Yi (2016), who investigated 

investor behaviour in making investment decisions in the Malaysian Stock Exchange, overconfidence has a positive and significant 

effect on investment decision making. Furthermore, according to the findings of the study (Alrabadi et al., 2018); Ranaweera & 

Kawshala, 2022; R. Ahmed et al., 2021; Raheja & Dhiman, 2020; Elhussein & Abdelgadir, 2020; Atif Sattar et al., 2020; Madaan & 

Singh, 2019), overconfidence has a positive and significant effect on investment decision making. 

H3: Overconfidence has a significant effect on investment decision making. 

Financial Literacy 

Financial literacy according to Marriott & Mellett, (2006) is the ability of individuals to understand and analyze financial data so that 

they can make appropriate financial decisions. Lusardi & Mitchell, (2007) define that financial literacy is knowledge of basic financial 

concepts and the ability to perform simple calculations. Financial literacy helps in managing financial resources effectively. The 

findings show that investors who have low financial literacy tend to make irrational or unprofitable investment decisions (Rasool & 

Ullah, 2020; Son & Park, 2021). Financial literacy helps in managing financial resources effectively. investors who have low financial 

literacy tend to make irrational or unfavorable investment decisions and have undiversified portfolios (Rasool & Ullah, 2020; Son & 

Park, 2021; Fedorova et al., 2015). 

A financially savvy investor is able to ignore behavioral biases and is able to make rational financial decisions (Son & Park, 2021). 

Financially savvy investors are able to ignore the behavioral bias of the disposition effect. And investors do not sell their shares that 

experience profits too quickly, and hold shares that experience losses for too long, they are more rational in making investment 

decisions (Singh et al., 2022). Hayat & Anwar, (2016) state that the effect between overconfidence and individual investment decision 

making is negatively and significantly moderated by financial literacy. Ahmad & Shah, (2022) state that the effect between 

overconfidence and individual investment decision making is negatively and significantly moderated by financial literacy, financial 

literacy plays an important role in overcoming the negative effects of overconfidence behavioral bias. Investors who have low 

financial literacy tend to be overconfident and less rational about their investment decisions, while investors with high investment 

literacy are less confident, minimize risk and are more rational in making investment decisions. 

H4: Financial literacy moderates the effect between disposition effect and investment decision making 

H5: Financial literacy moderates the effect between herding and investment decision making. 

H6: Financial literacy moderates the effect between overconfidence and investment decision making 

 

Figure 1: Conceptual Model of the Study; Source: Authors 2023 
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Research and Methodology 

This study employs an explanatory research approach to objectively test the theory by examining the relationship between each 

variable using statistical procedures and a quantitative approach. This study included 14,492 generation Z investors in Kediri City in 

2022. Purposive sampling was used in this study instead of non-probability sampling. Purposive sampling restricts sampling to 

specific people who have or meet the criteria determined by the researcher in order to provide the desired information (Sekaran & 

Bougie, 2014). Sample selection criteria include having a securities account in the capital market, being a generation Z investor in 

Kediri City between the ages of 17 and 26, and having ever made stock trading transactions. This study used 400 respondents as 

samples. 

The data used in the study is based on survey results and documentation. A Likert scale is used in the submitted questionnaire to 

determine the extent to which respondents give their opinions on a predetermined scale. The structural equation modelling partial 

least square (SEM-PLS) method was used to analyse the data. The concept behind using PLS data analysis is to test the modified 

results of several research models in order to provide an overview of the variables studied (Garson, 2016). In this study, the 

Disposition Effec variable employs indicators from Prosad et al., 2017; Khan, 2020). Herding employs indicators from (Prosad et 

al., 2017); Adil et al., 2022). Furthermore, Overconfidence employs indicators from (Prosad et al., (2017); Adil et al., 2022), whereas 

Financial Literacy employs indicators from (Ahmad & Shah, 2022) and (Khan, 2020). 

Finding and Discussion 

Table 1: Demographic Respondent 

  Category Frequency % 

Age 17 - 20 years 57 14,25  

21 - 23 years 221 55,25  

24 - 26 years 122 30,5  

Education  Senior High School 129 32,25  

Undergraduate 251 62,75 

Graduate 20 5  

Inventory Length < 1 years 71 17,75  

1 - 3 years 255 63,75  

4 - 6 years 45 11,25  

7 -  9 years 29 7,25  

Income < Rp. 1.000.000 57 14,25  

Rp 1.000.000 - Rp. 3.000.000 235 58,75  

Rp. 3.000.000 - Rp. 5.000.000 68 17  

Rp. 5.000.000 - Rp. 10.000.000 36 9  

> Rp. 10.000.000 4 1  

Job Occupation ASN/TNI/POLRI 45 11,25  

Student 79 19,75  

Private Employ 243 60,75  

Self-employed 33 8,25  

Source: Author 2023 

According to the table above, the majority of respondents are between the ages of 21 and 23 (55.25%), indicating that generation Z 

investors in the city of Kediri are dominated by investors between the ages of 21 and 23. Then, based on education, Diploma / 

Bachelor (62.75%) dominates, indicating that generation Z investors in Kediri City are dominated by those with the most recent 

education Diploma / Bachelor. Furthermore, 1-2 years (63.75%) dominated the duration of invention. This indicates that respondents 

invest for a period of one to three years. Then, based on income, respondents with an income of Rp. 1,000,000 - Rp. 3,000,000 (58%), 

this shows that the respondent's income is Rp. 1,000,000 - Rp. 3,000,000 due to the Regional Minimum Wage (UMR) of Kediri City 

in 2023, which is Rp. 2,318,116. Based on Work, the majority of respondents (60.75%) work as Private Employees, indicating that 

the majority of respondents who invest most frequently are Private Employees. 

Descriptive Statistic and Correlation 

This study uses Disposition Effect, Herding, Overconfidence, and Financial Literacy variables and can be seen in table 2 along with 

the results of the average value of respondents' answers equipped with the standard deviation of each variable. 
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Table 2: Descriptive Statistic and Correlation 

Variable Mean SD 

Disposition Effect 4.38 0,74 

Herding 4.11 0.88 

Overconfidence 4.33 0.88 

Investment Decision 4.03 0.88 

Financial Literacy 4.29  0.86  

Source: Author 2023 

Measurement Model Analysis 

This study employs convergent validity and discriminant validity tests with the constructs to be measured for the initial research scale 

development, with values ranging from 0.50 to 0.60 considered sufficient (Ghozali & Latan, 2015). The results of the validity and 

reliability tests are detailed in table 3 below. 

 

Table 3: Validity Analysis 

Latent Variable Indicator Convergent Validity Discriminant Validity 

Loading Factor Result AVE Result 

Disposition Effect X1.1 0,917 Valid 0,742  Valid 

X1.2 0,881 Valid 

X1.3 0,798 Valid 

X1.4 0,845 Valid 

Herding X2.1 0,831 Valid 0.733 Valid 

X2.2 0,860 Valid 

X2.3 0,839 Valid 

X2.4 0,867 Valid 

X2.5 0,881 Valid 

Overconfidence X3.1 0,881 Valid 0.739 Valid 

X3.2 0,804 Valid 

X3.3 0,872 Valid 

X3.4 0,878 Valid 

Investment Decision Y1.1 0,777 Valid 0.659 Valid 

Y1.2 0,806 Valid 

Y1.3 0,750 Valid 

Y1.4 0,907 Valid 

Y1.5 0,813 Valid 

Y1.6 0,845 Valid 

Y1.7 0,772 Valid 

Financial Literacy Z1.1 0,906 Valid 0.659 Valid 

 Z1.2 0,887 Valid 

Z1.3 0,847 Valid 

Z1.4 0,882 Valid 

Z1.5 0,908 Valid 

Z1.6 0,893 Valid 

Z1.7 0,864 Valid 

Z1.8 0,894 Valid 

Source: Author 2023 
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Based on table 5.11, it shows that the loading factor value (convergent validity) of each item is greater than 0.7, so each item on the 

Disposition Effect, Herding, Overconfidence, Investment Decision and Financial Literacy variables is said to be valid. So it is 

concluded that all items in each variable have performed their measurement functions appropriately and precisely with the SmartPLS 

measuring instrument. 

Table 4: Reliability Analysis 

 Cronbach’s Alpha Composite Reliability 

Disposition Effect 0.883 0.920 

Herding 0.909 0.932 

Overconfidence 0.882 0.919 

Investment Decision 0.913 0.931 

Financial Literacy 0.960 0.967 

Source: Author 2023 

Based on table 4 above, it can be concluded that the data used in this study are reliable. The threshold value for reliability is 0.70 

(Ghozali and Latan, 2015). In table 4 it can be seen that each variable has a Cronbach's alpha and composite reliability value greater 

than 0.7. So that the items used in this study are reliable. 

Structural Model Test 

The purpose of testing the structural model (inner model) is to determine the suitability of a model, which can be seen from the 

coefficient of determination (𝑅2), predictive relevance (𝑄2), and goodness of fit model (GoF). The coefficient of determination (𝑅2) 

of the Investment Decision variable was 0.934, indicating that the investment decision variable can be explained by the disposition 

effect, herding, and overconfidence variables by 93.4%, with the remaining 6.6% explained by other variables not included in this 

researchithe value of the coefficient of determination (𝑅2), predictive relevance (𝑄2), and goodness of fit model (GoF). The 

coefficient of determination (𝑅2) of the Investment Decision variable was 0.934, indicating that 93.4% of the investment decision 

variable can be explained by the disposition effect, herding, and overconfidence variables, with the remaining 6.6% explained by 

variables not included in this study. 

The 𝑄2 test results show a value of 𝑄2 of 0.934, indicating that this research model has predictive relevance. Disposition Effect, 

Herding, and Verconfidence accounted for 93.4% of the total, with the remaining 6.6% attributed to other variables not included in 

this research model. The Goodness of Fit test attempts to assess the accuracy of a research model built on the research variables as a 

whole. Based on the results of the GoF calculations, it yields a value of 0.83, implying that the structural model of this study in 

general has strong predictive properties. The goodness of fit (GoF) above indicates that the model in this study is robust, allowing 

hypothesis testing. 

Hypothesis Test 

This study has hypothesis testing, namely testing the direct effect and moderated effect. The direct effect test aims to test the influence 

between the Disposition Effect, Herding and Overconfidence on Investment Decisions. 

Table 5: Direct Effect Test Results 

 Path Coef t-Statistic P-Value Result 

Disposition Effect  → Investment Decisions 0.144 3.900 0.002 Accepted 

Herding → Investment Decisions 0.030 1.594 0.000 Rejected 

Overconfidence → Investment Decisions 0.372 12.602 0.024 Accepted 

Source: Author 2023 

The table above shows that the Disposition Effect has a significant effect on Investment Decisions (β = 0.144, t = 3.900 p < 0.05) so 

that H1 is accepted. Herding has no significant effect on Investment Decisions (β = 0.030, t = 1.594 p < 0.05) so that H2 is rejected. 

In addition, Overconfidence has a significant effect on Investment Decisions (β = 0.372, t = 12.602 p < 0.05) so that H3 is accepted. 

Table 6: Indirect Effect Test Results 

 Path Coef t-Statistic P-Value Result 

Disposition Effect → Financial Literacy 

→Investment Decisions 

0.442 7.633 0.000 Accepted 

Herding  → Financial Literacy →Investment 

Decisions 

-0.225 9.592 0.000 Accepted 

Source: Author 2023 

Table 6 above explains that the indirect test or mediating role of Financial Literacy between the Disposition Effect relationship on 

Investment Decisions has a positive and significant effect (β = 0.442, t = 7.633 p < 0.05) so that hypothesis 4 is accepted. In addition, 

Financial Literacy also successfully mediates Herding on Investment Decisions showing negative and significant results (β = 0.225, 
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t = 9.592, p < 0.05) so that hypothesis 5 can be accepted. It can be concluded that hypotheses 6 and 7 in the study are accepted.  This 

can be interpreted that Financial Literacy is a partial mediation between the Disposition Effect and Investment Decisions. 

The disposition effect has a positive and significant impact on investment decisions made by generation Z investors in Kediri City. 

This means that the higher the disposition effect behaviour of investors, the higher the investment decision making. The findings 

indicate that investors, particularly generation Z in Kediri City, still experience disposition effect behavioural bias when making 

investment decisions, and that investors cannot act rationally when making investment decisions. When the value or price of a stock 

rises, individuals who suffer from disposition effect bias tend to rush to realise profits and sell the shares as soon as possible. 

Meanwhile, when the value or price of stocks falls, investors often delay selling in the hope that the asset's value will rise again. 

Individuals may miss out on greater profit opportunities as a result of the disposition effect. The disposition effect can reduce the 

overall rate of return; the disposition effect is a type of deviant behaviour among investors, particularly generation Z in Kediri City. 

The findings of this study support the findings of Z. Ahmed et al., (2022), who found that the disposition effect has a positive and 

significant effect on investment decision making. Furthermore, research by Atif Sattar et al., (2020), Ullah et al., 2020; Khan, 2020; 

Candraningrat et al., 2018; Alrabadi et al., 2018; Hayat & Anwar, 2016 shows that the disposition effect has a positive and significant 

effect on investment decision making. 

Herding has no impact on investment decisions. This means that investors in Kediri City, particularly generation Z, do not follow the 

herd when making investment decisions. These findings suggest that investors do not base their investment decisions on the beliefs 

and opinions of other investors or stock brokers. To avoid the formation of market bubbles and irrational investment decisions. 

Investors use company financial reports and fundamental analysis to make rational investment decisions. The danger of herding 

behaviour among investors is that it can lead to increased market volatility and risk for investors. The findings of this study are 

consistent with the findings of Z. Ahmed et al., (2022); Singh et al., (2022); Bakar & Yi, (2016a), who found that herding has no 

significant effect on investment decision making. According to Khan's research (2020), herding has no significant effect on 

investment decision making, and investors rely more on financial publications and company reports than on the advice of family, 

friends, and stock brokers. 

Overconfidence influences investment decisions in a positive and significant way. This means that the higher the level of investor 

overconfidence, the higher the level of investment decision making. The findings indicate that investors, particularly generation Z in 

Kediri City, still experience overconfidence behaviour bias when making investment decisions, and that investors cannot act 

rationally when making investment decisions. Overconfident investors overestimate their own judgement abilities, ignore risks, and 

make irrational investments. According to Elhussein and Abdelgadir (2020), overconfidence occurs when individual investors do not 

sufficiently revise their initial assessment after receiving new information, and as a result, they do not realise the error of their 

investment. They believe their investment judgement is very certain, which leads to overconfidence. Overconfidence bias leads to 

market inefficiencies as a result of mispricing and excessive volatility, resulting in investment performance that is frequently lower 

than the market (Ranaweera & Kawshala, 2021). The results of this study are in line with the research of Bakar & Yi, (2016); 

(Alrabadi et al., 2018); (Ahmad & Shah, 2022; Ranaweera & Kawshala, 2022; R. Ahmed et al., 2021; Raheja & Dhiman, 2020; 

Elhussein & Abdelgadir, 2020; Atif Sattar et al., 2020; Madaan & Singh, 2019), stating that overconfidence has a positive and 

significant effect on investment decision making. 

Financial literacy moderates the influence of the disposition effect on investment decision making by generation Z investors in Kediri 

City. The findings of this study provide empirical evidence that financial literacy can be used to mitigate the disposition effect on 

investment decision making. The findings suggest that investors, particularly those from generation Z in Kediri City with a high level 

of financial literacy, can strengthen the influence of disposition effect behaviour on investor investment decision making. This means 

that investors with high financial literacy are more likely to exhibit the disposition effect when making investment decisions. The 

findings of this study support the findings of Singh et al., 2022, who found that financial literacy moderates the influence of 

behavioural bias on investment decision making, and that financial literacy positively moderates the influence of the disposition 

effect on investment decision making of individual female investors. 

Financial literacy reduces the impact of herding on investment decisions made by generation Z investors in Kediri City. The findings 

of this study provide empirical evidence that financial literacy can be used to moderate herding and investment decision making. The 

findings suggest that investors, particularly generation Z in Kediri City with a high level of financial literacy, can reduce the influence 

of herding behaviour on investor investment decisions. The findings of this study show that generation Z investors in Kediri City 

with a high level of financial literacy can avoid herding behaviour bias when making investment decisions, because financial literacy 

reduces the influence of the positive relationship between herding behaviour bias and investment decision making. As a result, 

financial literacy can be regarded as the most important factor in reducing investors' herding behaviour bias, allowing investors to 

make more rational investment decisions. Investors base their investment decisions on the company's financial statements and 

fundamental analysis rather than following the advice of others. The findings of this study back up the findings of Khalid et al., 

(2018). An investor with a high level of financial literacy is more interested in using company financial data before making investment 

decisions. Meanwhile, investors with low financial literacy seek advice from family, friends, and brokers. 

Financial literacy reduces the impact of overconfidence on investment decisions made by generation Z investors in Kediri City. The 

findings of this study provide empirical evidence that financial literacy can be used to mitigate overconfidence in investment decision 
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making. The findings suggest that investors, particularly generation Z in Kediri City with a high level of financial literacy, can reduce 

the impact of overconfidence behaviour on investor investment decision making. The findings of this study show that generation Z 

investors in Kediri City with a high level of financial literacy can avoid overconfidence behaviour bias when making investment 

decisions, because financial literacy reduces the positive relationship between overconfidence behaviour bias and investment decision 

making. As a result, financial literacy can be regarded as the most important factor in reducing investors' overconfidence behaviour 

bias, so that investors are more rational in their investment decision making and not overconfident, which can lead to investment 

performance that is frequently lower than the market. The findings of this study back up previous research by Hayat & Anwar, (2016); 

Ahmad & Shah, (2022), which found that the effect of overconfidence on individual investment decision making is negatively 

moderated by financial literacy, and that financial literacy plays an important role in overcoming the negative effects of 

overconfidence behavioural bias. Investors with low financial literacy tend to be overconfident and less rational in their investment 

decisions, whereas investors with high investment literacy are less confident, minimise risk, and make more rational investment 

decisions. 

Conclusions 

Based on the findings of the above research and discussion, it is possible to conclude that the disposition effect behavioural bias 

influences investment decisions made by generation Z investors in Kediri City. Investors still experience disposition effect 

behavioural bias when making investment decisions; investors cannot act rationally when making investment decisions. Herding 

behaviour bias, on the other hand, has no effect on investment decisions made by generation Z investors in Kediri City. Investors use 

company financial reports and fundamental analysis to make rational investment decisions. Overconfidence behavioural bias 

influences generation Z investment decisions in Kediri City. This implies that the greater the overconfidence displayed by investors, 

the greater the likelihood of making an investment decision. Investors are overconfident in their decisions and have been unable to 

act rationally when making investment decisions. Financial literacy plays a positive moderating role in the influence of the disposition 

effect on investment decision making by generation Z investors in Kediri City. When making investment decisions, investors with 

high financial literacy tend to exhibit the disposition effect. Furthermore, financial literacy is regarded as the most important factor 

in reducing investor herding behaviour bias. Financial literacy is thought to be an important factor in reducing investor herding 

behaviour bias. 

This research contributes theoretically to the development of science and is a reference material for future research. In addition, the 

results of the study are taken into consideration for regulators, policy makers and investors to be wiser in making investment decisions 

and emphasize increasing financial literacy skills for generation Z investors.   

The limitations of this study include the fact that the object studied is only one type of investment instrument, namely stocks, so it 

does not yet describe the overall behaviour of investors in other investment instruments. In addition, the sample in this study is limited 

to Kediri City, so it does not cover a large sample, and thus cannot describe the overall behavior of investors when making investment 

decisions. Therefore, further research is needed to cover the shortcomings of this study. Expanding the object of research both in 

terms of research location, research subjects such as bonds, mutual funds, ETFs and other investment instruments, adding other 

variables to measure investor behavior bias such as loss aversion, framing bias, anchoring bias, representativeness bias and other 

behavioral biases and can examine investors with all age groups or investors with different generations. 
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