CHAPTER 1

INTRODUCTION

A. Background of Study

The Indonesian Central Securities Depository (KSEI) report shows that the
number of capital market investors in Indonesia continues to increase due to the
promising profit opportunities from investing in the capital market. Investors
bought shares by 12,13% from the previous year, with the biggest increase in
2022 60,18% of investors are millenials or those under the age of 30.*

Demographically, millennials and zillennials make up the majority of stock
investors at 58,71% of the Indonesian population, and are the productive age
group (KSEI). The increase in the number of zillennial generation investors
every year shows how aware the zillennial generation is of the importance of
stock investment for the future.?

The growth of the sharia capital market industry in Indonesia itself is
growing very well. This is based on the rapid increase in the number of sharia
capital market assets in Indonesia at this time. All aspects of sharia capital market
investment are growing. The market capitalization of sharia stocks, corporate
sukuk, state sukuk, and mutual funds reached 43,98%, 201,31%, 148,88% and
387,66% respectively.?
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Figure 1 Development of Sharia Capital Market Technicians

Investment plays an important role in a country’s economy, as it has the
ability to increase the level of production based on production capacity and lately
can drive economic progress that expands the absorption of labor generating
results. * The number of investors that increases every year shows that more and
more Indonesians are entering the world of investment. The increase in the
number of investors must be balanced with public knowledge about the capital
market so that the public avoids large losses when investing in the capital market.
Knowledge about the capital market can be seen from the level of financial

literacy it has.?

The main task of financial management is to organize all expenses and
income appropriately and ensure that individuals have carried out their financial
obligations appropriately. Financial management is influenced by external and
internal factors. Internal factors include psychological and cognitive conditions,
while external factors can be social and economic conditions. Therefore,

individual investment decisions are also influenced by internal and external
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circumstances.® Proper use of funds will be achieved through good financial
management. Therefore, it is important for everyone to have financial literacy.
Financial literacy means understanding one’s financial concept so that one can

make good financial decisions.”

Financial literacy refers to an individual's ability to understand, analyze
and manage their financial resources well. In the context of this research,
financial literacy is considered an important factor that influences the Zillennial
generation's ability to make informed investment decisions, particularly in the
Islamic capital market. In addition, a person’s income is also a consideration for
someone to invest.? The average zillennial still has a long income, which means
they are still in high school or college this year. However, a Deloitte survey
shows that half of zillennial currently have a second job. This is due to the
concern that salary is not enough to fulfill their needs.? Income is defined as the
amount of income or earnings that an individual has, which is one of the main
factors that determine one's ability to invest. The higher a person's income, the

more likely they are to engage in investment activities.

At present, economic growth is experiencing increased competition
accompanied by advanced technological advances, which provide many
conveniences for investment. One of the criteria to improve the economic
development of composed state entity is the habit of the people to enter the world
of investment.® The zillennial generation is a high-technology generation and

has dense mobility, where they mostly carry out their daily activities that depend
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on the internet and smartphones.’* The zillennial generation’s sensitivity to
technology usually supports them as bigger investors, a phenomenon that goes
into various sectors, including stock investment, due to easy access to social

media information.*?

Technological advancement is unavoidable in this life. Technological
developments have made finding information easier for users around the world.
With this development, there are many ways to make money, one of which is by
investing to make profits in the future.*? It is known that the zillennial generation
is now starting to be interested and make investments, even though they are still
new or beginners and do not yet have investment capabilities that suit their
needs.* Technological advancements include the innovation and adoption of
digital tools that facilitate access to investment information, such as Shariah-
based investment applications. Technology acts as a link between financial

literacy and income in influencing investment decisions.

The zillennial generation pays more attention to environmental and social
aspects when investing, which leads to the selection of investment instruments
that support sustainable values. So that they can choose investment instruments
that suit their risk profile and financial goals. Therefore, it is important to do
research first before deciding to invest and choose the right to achieve long-term

financial goals.*
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Financial literacy provides the necessary knowledge for individuals to
optimally utilize their income. Income, as a key economic factor, provides the
resources that enable individuals to invest. Technological advancements, on the
other hand, serve as a connector that allows individuals to access information,
platforms and investment opportunities more easily. Technology accelerates and
simplifies the decision-making process, thus strengthening the relationship
between financial literacy, income and investment decisions in the Islamic
capital market. For example, Zillennials who have high financial literacy and
sufficient income tend to use technology-based applications to evaluate and

select suitable investment instruments.

Investment is an activity of investing money for a certain period to save
money, gain profit, or increase the value of an investment. The capital market is
a place used to trade various types of securities. Capital markets are also very
beneficial for businesses that need more money as start-up capital or as a source
of funding, as well as for the investor community.’®* Among the types of
investments available, the public can participate in investing their property in the
capital market, known as retail investors. The capital market is similar to a
market, which is a location where there are sales and buyers, but the capital

market is not the same as a different market, namely the goods it sells.?’

Capital markets offer greater investment flexibility compared to mutual
funds, where investment decisions are largely managed by fund managers. In
capital markets, individuals have full control over their investment decisions,
which is relevant to the focus of this research. In addition, Islamic capital
markets provide investment alternatives that comply with sharia principles, thus

attracting the attention of the Zillennial generation who are increasingly aware
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of ethical values in finance. Many people are competing to invest their money in
the capital market because it is believed to provide many benefits compared to
other types of investment. In general, the capital market trades securities with a
maturity of more than one year. In addition, the capital market is also a means of
meeting supply and demand between investors and companies or issuers to trade

long-term funds.*®

The growth of the sharia capital market industry in Indonesia itself is
growing very well. This is due to the rapid growth in the number of assets in the
Islamic capital market in Indonesia from 2015 to 2019. Investment in the Islamic
capital market covers all aspects. Experienced an increase. The market
capitalization of Islamic stocks, corporate sukuk, state sukuk, and mutual funds
reached 43,98%, 201,31%, 148,88%, and 387,66% respectively. The total assets
of the Islamic capital market by the end of December 2019 reached Rp4,569.01
billion." The capital market plays an important role in building a country’s
economy, with the capital market, both individuals and business entities can
channel their excess funds to be invested in the capital market, and entrepreneurs

can expand their business network from investors in the capital market.

This research is based on several main theories, including IDM
(Investment Decision-Making) Theory, and Prospect Theory, Financial Literacy
Theory, Income Theory, Technological Advancement Theory. These theories
support the analysis of the relationship between the variables that are the focus
of the research, namely financial literacy, income, and technological progress on
investment decisions in the Islamic capital market. IDM theory helps explain

how individuals analyze information and evaluate risk in making investment
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choices, while Prospect theory provides insight into how individuals' perceptions
of gains and losses influence their investment decisions in Islamic capital

markets.

This research will conduct a case study on the zillennial generation who
have invested in the shariah capital market to analyze their preferences for
investment in the shariah-based capital market. The results of this study are
expected to provide guidance for the financial industry in developing products
and services that are more in line with the preferences of the zillennial generation

in investing in the shariah capital market.

B. Problem Formulation
1. Does financial literacy have an influence on investment decisions in the
zillennial generation in the shariah capital market?
2. Does income have an influence on investment decision in the zillennial
generation in the shariah capital market?
3. Do technological advances have an influence on investment decision in the

zillennial generation in the shariah capital market?

C. Purpose of Study
1. To analyze the effect of financial literacy on investment decision in the
zillennial generation in the shariah capital market.
2. To analyze the effect of income on investment decision in the zillennial
generation in the shariah capital market.
3. To analyze the effect of technological advances on investment decision in

the zillennial generation in the shariah capital market.

D. Benefit of Research
The results of this research are expected to profit benefits for various

parties as follows:

1. Academic Benefits
This research provides valuable insights for the academic community by

offering a comprehensive understanding of the factors influencing investment



decisions among the Zillennial generation in the shariah capital market. It
enriches the theoretical framework in financial literacy, income, and
technological advancements by addressing gaps in existing literature. The
findings can serve as a basis for comparative studies in different contexts or
regions and provide meaningful contributions to future research aiming to
explore related topics. Additionally, it fosters scientific curiosity and
encourages further exploration of generational behavior in financial decision-

making within ethical investment frameworks.

2. Practitioner Benefits

a. For Researchers

This study offers an opportunity to deepen knowledge and refine
research expertise through the exploration of financial literacy, income, and
technological advancements in the context of investment decisions. It serves
as a practical reference for researchers seeking to enhance their analytical
skills by applying advanced methodologies such as PLS-SEM. Moreover,
the findings contribute to a better understanding of the behavioral patterns
of the Zillennial generation, providing a solid foundation for future
investigations in the field of behavioral finance, ethical investment, and

technological influences in the capital market.

b. For Investors

This research provides investors with valuable insights into the
behavioral tendencies of the Zillennial generation, particularly in the shariah
capital market. By understanding the role of financial literacy, income, and
technological advancements, investors can identify strategic approaches to
engage this emerging group of investors. The findings can also assist in the
development of tailored financial products, platforms, or services that align
with the preferences and ethical considerations of Zillennial investors,
thereby increasing participation and investment performance in the shariah
market. This information empowers investors to make informed decisions

and capture the potential of this growing demographic segment.



