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ABSTRACT

Investment decisions are influenced not only by rational calculations but also by psychological biases that affect
investor behavior. Grounded in behavioral finance and prospect theory, this study aims to analyze the influence of
financial literacy and overconfidence on investment decisions, with risk tolerance as a mediating variable. The
research involved 250 stock investors in Bali Province, selected through purposive sampling. Data were collected
via structured questionnaires and analyzed using Partial Least Squares Structural Equation Modeling (PLS-SEM).
The results reveal that financial literacy and overconfidence each have a significant and positive effect on
investment decisions. Furthermore, both variables also positively influence risk tolerance, which itself significantly
impacts investment decision-making. Risk tolerance mediates the effects of financial literacy and overconfidence
on investment decisions, indicating that knowledgeable and confident investors are more willing to take calculated
risks aligned with their long-term financial goals. The study contributes theoretically to the development of
behavioral finance by confirming the mediating role of risk tolerance in investment behavior. Practically, the
findings suggest that financial education and awareness of overconfidence biases are essential in enhancing
rational investment behavior. Policymakers and financial institutions are encouraged to develop targeted
financial literacy programs and investor profiling tools based on risk tolerance to support more strategic and
resilient investment decisions.

Keywords: Investment Decision, Financial Literacy, Overconfidence, Risk Tolerance, Behavioral Finance,
Prospect Theory

INTRODUCTION

The capital market is one of the important pillars in the global economic system which
functions as an intermediary institution that connects parties who need funds with parties who have
excess funds (Tandelilin, 2017: 25). The development of the capital market is reflected in the growth
in the number of investors which shows that public interest in the capital market continues to increase.
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Figure 1. Number of Capital Market Investors
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Based on Figure 1.1, data on the number of investors in the capital market experienced a
positive increase, in June 2024 there was an increase of 1.10 percent compared to May 2024. The
trend of increasing the number of investors in Indonesia is also shown by the growth of investors in
Bali Province. Based on development data Single Investor Identification Bali Province, the number
of investors increased by 10.93 percent in the second semester of 2022 compared to the previous
semester, namely 173,066 to 191,979 investors. In semester I.

In 2023, the number of investors in Bali Province will increase by 9.45 percent, reaching 210,154
investors (OJK, 2023). The increase in the number of investors reflects the high public interest in the
capital market as an investment vehicle.

Investment is a commitment of a certain amount of funds or other resources made at this time
with the aim of obtaining a certain amount of profit in the future (Tandelilin, 2017:2). Investors in
investing need to consider several main factors, such as the risks faced, potential returns (return), and
diversify assets to reduce risk, so investors need to make good investment decisions. An investment
decision is a decision to allocate or place a certain amount of funds in a certain type of investment
with the aim of generating profits in the future within a certain period of time (Logitama et al., 2021).
According to Tandelilin (2017:6), in the investment decision process the fundamental thing that
needs to be understood is the linear relationship between return expected and the risk of an
investment, meaning the greater return expected, the greater the risk that must be faced and vice
versa.

Choosing the form of investment is an important thing that investors need to consider, one of
which is stock investment. Stock investment is one of the capital market instruments that investors
are interested in because it is able to provide an attractive rate of return. Decision making made by
investors is supported by financial behavior which is able to describe investor behavior in considering
investment decisions

Behavioral finance in finance is the study of investment behavior which is based on the belief
that investors do not always act rationally (Logue & Francis, 2016: 330). Behavioral finance studying
how humans respond and react to existing information in an effort to make decisions that can
optimize the rate of return by paying attention to risk through elements of human attitudes and actions
as determining factors in investing (Suriani, 2022:3).

Behavioral finance plays an important role in understanding that financial decisions are
influenced by psychological and emotional factors, not just logic and rational considerations. This
approach explains that investors do not always act rationally in managing their financial assets, but
can also be influenced by behavioral biases that can lead to less than optimal investment decisions.
One of the theories that is the basis in behavioral finance is prospect theory developed by Kahneman
& Tversky in 1979. This theory highlights how psychological biases play a role in financial decision
making, especially in situations of uncertainty and risk. Prospect theory explains that investors can
act irrationally when making financial decisions, and there is an asymmetry in the way investors react
to gains and losses (Darmayanti et al., 2022).

Investment decisions made by investors can be influenced by market behavior and rational and
irrational investor behavior (Rasheed et al., 2018). Conventional financial theory through efficient
market hypothesis explains that investors collectively are very rational so they will make the right
decisions to maximize collective profits adjusted to the risks of all investors (Arnott et al., 2008:183).
The view of investors being rational is different from the current phenomenon that the decisions made
by investors are not always rational. Candraningrat Research et al., (2023) explain that apart from
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providing rational/cognitive responses, investors can also provide irrational/emotional responses
when making decisions. Rebellow & Suri (2019) revealed that investors make decisions because they
are hasty or too careful. The irrational state of these investors can influence share prices in the market,
thereby pushing share price movements away from their fair value due to activities panic buying And
panic selling.

The collective behavior of investors shapes stock market characteristics through decision-
making patterns that are often influenced by psychological biases. Investment behavior biases include
loss aversion, overconfidence, framing effect, And herding effect (Logue & Francis, 2016:330). Bias
loss aversion make investors more afraid of loss than happy to make a profit that triggers disposition
effect and discourage investors from selling assets at a loss, framing influence decisions through the
way information is presented, herding effect occurs when investors follow the actions of others, and
overconfidence which occurs when most investors are too confident, considering their abilities to be
higher than average (Logue & Francis, 2016:330).

Psychological biases can cause investors to make decisions that are not completely rational,
thereby contributing to stock market anomalies. Stock market anomalies refer to deviations in stock
price movements that cannot be explained by the efficient market hypothesis, where stock prices
should rationally reflect all available information. Investors' psychological biases create unusual
transaction patterns that can cause stock prices to move unexpectedly. Some shares can experience
an increase or decrease in price that is not in accordance with their fundamental value because
investors are too optimistic or pessimistic in assessing investment prospects (Abideen et al., 2023).
Investment decisions influenced by bias can cause an imbalance in stock transaction activity, because
prices do not reflect fundamental values, thereby creating unexpected opportunities and risks for
other investors and disrupting efficiency market.

Table 1. Share Transaction Data for Bali Province
Stock Transactions
Frequency %D Volume %D Mark %D
Smtl-2022 4.357.030,00 -7,15% 41.963,38 -12,96% 20.507,14 -8,65%
Smt Il- 2022 3.602.000,00 -17,33% 52.176,80 24,34% 21.219,40 3,47%
Smtl-2023 2.609.558,00 -27,55% 23.823,06 -54,34% 10.705,03 -49,55%

Period

January 465.263,00 564% 4.761,28 10,70% 1.97151 -8,54%
February 461.301,00 -0,85% 4.542,82 -459% 2.03515 3,23%
March 503.096,00  9,06% 4.675,92 293% 190455 -6,42%
April 328.871,00 -34,63% 2.813,32 -39,83%  1.34545 -29,36%
May 499.074,00 51,75%  4.038,48 43,55% 1.949,82 44,92%
June 351.953,00 -29,48% 2.991,24 -2593% 1.498,56 -23,14%

Source : (OJK, 2023)

Based on Table 1.1 Stock Transaction Data for Bali Province, there was a significant decrease
in the frequency, volume and value of stock transactions from the first semester of 2022 to the first
semester of 2023. Transaction frequency decreased from 4,357,030 in Smt 1-2022 to 2,609,558 in
Smt 1-2023 (-27.55 percent), transaction volume decreased from 41,963.38 to 23,823.06 (-54.34
percent), and the transaction value fell from 20,507.14 to 10,405.70 (-49.55 percent). The significant
decline occurred due to investors' psychological biases influencing investment decision making. A
significant decline indicates a change in investor behavior over a certain period of time. The
fluctuations that occur do not fully reflect market fundamental conditions, but are more influenced
by investors' emotional reactions to information or market uncertainty.
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Investors' emotional reactions to information or market uncertainty cause shares to be sold
simultaneously as a form of avoidance of potential losses. This condition creates negative market
sentiment which encourages mass selling, thus further exacerbating the decline in value, volume and
frequency of stock transactions. Some investors responded to their sales when share prices on the
market fell, which was followed by other investors who also sold shares (Candraningrat et al., 2018).
Mass selling conditions created an irrational decline in share prices and resulted in a decline in the
volume and frequency of share transactions. Dwiarti Research et al., (2024) explain that investors
tend to act irrationally in carrying out stock transactions in the capital market because the decisions
taken by investors are unconsciously influenced by psychological behavior.

Irrational attitudes often arise in making investment decisions because investors do not have
adequate financial literacy. The Financial Services Authority (OJK) defines financial literacy as
knowledge, skills and beliefs that influence attitudes and behavior to improve the quality of decision
making and financial management to achieve financial prosperity. The higher the level of financial
literacy an investor has, the more rational the investor will be in making investment decisions (Putri
& Simanjuntak, 2020).

Financial literacy and inclusion index survey conducted by OJK (2022) with the top parameters
of the financial literacy index consisting of knowledge, skills, beliefs, attitudes and behavior showing
results The financial literacy of the Indonesian people in 2022 will increase by 49.68 percent
compared to 2019 which was 38.03 percent. The level of financial literacy in Bali Province has also
increased in 2022 by 57.66 percent compared to the previous year's 38.06 percent. Investors who
have financial literacy understand the basic principles of financial risk and benefit from taking high
financial risks to achieve long-term financial targets. Dwiarti Research et al., (2024) explained that
the better a person's understanding of financial literacy, the better their personal financial
management will be. Behavioral finance can help investors make the right decisions and reduce
mistakes, especially when facing investment complexity. Financial education positively influences
investors' awareness and attitudes towards financial products and financial planning tools (Lusardi
& Mitchell, 2014).

Knowledge of financial information and information analysis helps investors achieve higher
returns on riskier investments (Darmayanti et al., 2023). Research conducted by Aren & Zengin
(2016) found that there is a significant relationship between financial literacy and investment
preferences. Investors with a low level of financial literacy tend to choose deposits and foreign
currencies, while investors with a high level of literacy tend to create portfolios or buy shares and
choose financial products according to their needs, make good financial plans, avoid risky
investments, and understand the benefits and risks (Noor et al., 2020). Results of research conducted
by Putri & Simanjuntak (2020), Kawamura et al., (2021), Weixianget al., (2022), and Thesman,
(2024) who stated that financial literacy has a positive effect on investment decision making.
Differences in research results conducted by Putri & Isbanah (2020), Junianto & Kohardinata (2020),
and Yuliani & Nurwulandari (2023) found that financial literacy had no effect on investment decision
making.

Inappropriate investor behavior in selecting and making investment decisions is influenced by
various factors that cause irrational behavioral tendencies or known as behavioral biases in the
decision-making process (Candraningrat et al., 2023). Overconfidence has become a major focus in
the study of behavioral biases because of its large impact on investment decision making. Investors
by nature overconfidence tend to take higher risks and ignore rational analysis even in the face of
losses. Biased overconfidence Compared to other biases, it has a greater impact on investment
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decisions because investors who are influenced by this bias in investing tend to overestimate their
abilities and ignore relevant information, resulting in riskier and irrational decision making.

Research conducted by Abideen et al., (2023) explains that overconfidence is the most
influential factor in changes in stock prices and trading volume which has a negative impact on
investment decisions, making the market inefficient. Investors with attitude overconfidence often
rely on self-confidence, knowledge and skills to increase investment results (Soraya et al., 2023).
Bias overconfidence is one of the implications of prospect theory which shows that a person can
behave irrationally due to individual psychological factors (Koma & Jatiningsih, 2024). These
cognitive biases can lead investors to overestimate their understanding of market trends, the
performance of certain securities, or their ability to predict future outcomes (Candraningrat et al.,
2023).

Investors' confidence can increase trading activity because they can predict market movements
and take advantage of existing opportunities and provide moral and mental encouragement to
continue investing and take actions that investors who lack confidence might avoid. Results of
research conducted by Parveen et al., (2020), Fridana & Asandimitra, (2020), Yuliani &
Nurwulandari (2023, Almansour et al., (2023), Candraningrat et al., (2023), and Thesman, (2024)
found that overconfidence has a significant positive influence on investment decisions. Research
conducted by Yuwono & Elmadiani, (2021) and Adiputra et al., (2023) said that overconfidence does
not have a significant effect on investment decision making.

The research results show that financial literacy and overconfidence does not have a significant
effect on investment decisions, so it is necessary to consider other factors in obtaining a relationship
with investment decisions. Investors cannot make investment decisions based solely on knowledge
or confidence in the prospects of an instrument, because higher returns can reasonably be obtained
only by assuming higher risks. Investors manage risk by choosing implicitly or explicitly the level of
risk they are willing to bear by determining risk tolerance (Logue & Francis, 2016: 10).

Investors' attitudes in determining their investment risk tolerance are adjusted to the stock
portfolio they own. Investors who choose low risk invest in instruments with a lower overall risk
level, while investors who choose high risk invest in instruments with a higher overall risk level
(Mubaraq et al., 2021). Risk tolerance can help investors understand the intensity of risks associated
with investments and support individuals to be able to accept and adapt to the risks involved in order
to achieve their investment goals (Hussain & Rasheed, 2022). Attitude risk tolerance leads to the
level of risk that investors are willing to accept in accordance with the potential return expected in
the future. Positive relationship risk tolerance investment decisions are supported by the results of
research conducted by Mubaraqg et al., (2021) and Soraya et al. (2023).

The level of risk tolerance in investment is influenced by financial literacy and level factors
overconfidence on investment decisions. Good financial literacy provides individuals with a deep
understanding of the various types of risks involved in investing as well as strategies for managing
those risks. Research conducted by Sharma (2020) explains that a high level of financial literacy
encourages risk tolerance and helps investors form diversified portfolios and make the right decisions
in facing risk. Results of research conducted by Hussain & Rasheed (2022) and Song et al. (2023)
found that financial literacy had a positive and significant effect on risk tolerance.

Attitude overconfidence causes investors to feel overconfident in their abilities which
influences levels risk tolerance. Research conducted by Soraya et al. (2023) explain that investors
who are optimistic about the success of their investments are not easily influenced by issues and
opinions of other investors to make decisions that could cause losses. Courage in taking greater risks
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will help investors gain greater opportunities for success. The results of research conducted by Raheja
& Dhiman (2019) and Hussain & Rasheed (2022) support the results that overconfidence positive
and significant effect on risk tolerance.

Based on the phenomenon and results of previous research, it is important to understand how
stock investors in Bali Province make investment decisions. The trend of increasing the number of
stock investors which is not followed by balanced transaction activity shows that there are factors
that influence investment decisions, so investors need to consider various aspects that can support
good investment decision making. This research aims to analyze the significance of the influence of
financial literacy on stock investment decisions among investors in Bali Province. Benefits of
research This research is expected to contribute to providing information and input for various parties
involved in the capital market, especially investors, securities companies and the Indonesian Stock
Exchange (BEI).

This study aims to analyze the influence of financial literacy and overconfidence on investment
decisions, with risk tolerance as a mediating variable. Compared to previous studies such as Sharma
(2020), Soraya et al. (2023), Parveen et al. (2020), and Thesman (2024), which primarily investigated
direct relationships between financial literacy, overconfidence, risk tolerance, and investment
decisions, the novelty of this research lies in its integrative model that comprehensively tests both
direct and mediating effects of risk tolerance in the relationship between financial literacy and
investment decisions as well as overconfidence and investment decisions using the context-specific
sample of stock investors in Bali Province. While studies like Soraya et al. (2023) and Raheja &
Dhiman (2019) addressed mediation, this study enriches the behavioral finance discourse by applying
prospect theory in a regional context (Bali) and provides nuanced insights through a PLS-SEM
approach to explain how risk tolerance strengthens investor readiness in fluctuating markets. This
regional focus and dual mediation framework make it distinct in empirical scope and application.

METHOD

This research explains the influence of financial literacy, overconfidence, and risk tolerance as
a mediating variable for investment decisions. This research was selected based on the phenomena
found and described in the background, then the selection of variables and problem formulation were
carried out through theoretical and literature studies. All data used in this research is supported by
empirical theories which aim to prove the hypothesis.

This research uses quantitative data. The quantitative data in this research is a tabulation of data
from stock investor questionnaires in Bali Province which will be processed into quantitative data on
a Likert scale. The data collection method used in this research is by using a questionnaire online by
using platform Google Form. In this research, questionnaires were distributed to stock investors in
Bali Province and then the respondents' answers were immediately received and saved by the
researcher.

RESULTS AND DISCUSSION
The Influence of Financial Literacy on Stock Investment Decisions

Statistical test results show that financial literacy has a positive influence on investment
decisions made by stock investors in Bali Province. The results of this research show that the majority
of stock investors in Bali Province have a high level of financial literacy as indicated by the average
financial literacy score being in the high category. High financial literacy allows investors to
understand basic financial concepts such as risk, return, and investment strategy. Financial literacy
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indicators in this research include financial knowledge (financial knowledge), financial behaviour
(financial behavior), and financial attitude (financial attitude).

Investors who own financial knowledge Good ones are better able to understand information
related to investment instruments and capital markets so they tend to be more rational in making
decisions. Financial behavior explained that investors with financial literacy are more accustomed
to making financial plans, investing in a disciplined manner, and avoiding speculative decisions.
Financial attitude plays a role in encouraging investors to be more careful in facing risks, so that
investment decisions are more optimal.

Increasing financial literacy allows investors in Bali Province to develop more effective
investment strategies and avoid making decisions based solely on emotions. The results of this study
are in line with behavioral finance which states that a higher level of financial literacy allows
investors to understand risks, return, as well as better investment strategies. Investors with good
financial literacy tend to be more rational in making investment decisions, reduce the tendency to be
influenced by cognitive biases, and are better able to analyze market information before determining
investment steps.

These results also support Noor's research et al., (2020) which states that investors with good
financial understanding are more likely to invest in assets that suit their risk profile and financial
goals. The higher the financial literacy an investor has, the greater the investor's possibility of
carrying out investment activities to meet long-term needs. The results of this research are in line
with research by Putri & Simanjuntak (2020), Kawamura et al. (2021), Weixianget al. (2022), Abidin
et al., (2024).

Influence Overconfidence on Stock Investment Decisions

The results of statistical tests show that overconfidence has a positive influence on investment
decisions made by stock investors in Bali Province. The results of this study indicate that the level
overconfidence among stock investors in Bali Province, it is indicated by the high average score on
the indicators overestimation, overplacement, And overprecision. Overestimation refers to an
investor's excessive confidence in his or her ability to analyze the market. Overplacement reflects the
tendency of investors to consider their investment decisions to be better than other investors.
Overprecision demonstrate excessive confidence in the accuracy of the information they use in
making investment decisions.

Investors who have levels overconfidence high tend to be braver in taking risks and make
stock transactions more often. High self-confidence encourages investors to participate more actively
in the stock market with the confidence of being able to predict market movements accurately. The
results of this study are in line with behavioral finance which states that overconfidence can influence
investment decisions because overconfident investors tend to overestimate their ability to assess risk
and return investment. Investors with levels overconfidence have high confidence in predicting
market movements, so they are more likely to make aggressive investment decisions and make more
frequent transactions compared to more rational investors.

The results of this research are in line with Areiqgat's findings et al., (2019) which explains
that overconfidence has a significant positive effect on investment decisions because investors need
to have reasonable self-confidence to utilize their skills and knowledge in certain conditions to
increase investment returns. The more confident an investor is, the greater the courage to make
decisions and the belief that investing will always make a profit. Investors' self-confidence can
encourage higher activity in the stock market, increase transaction volume, and choose shares with
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high profit potential, even though the risks they face are also greater. Positive relationship between
overconfidence on investment decisions is supported by the results of research conducted by Parveen
et al., (2020), Fridana & Asandimitra, (2020), Almansour et al., (2023), Candraningrat et al., (2023),
and Thesman, (2024).

The Influence of Financial Literacy on Risk Tolerance

Statistical test results show that financial literacy has a positive influence on risk tolerance
made by stock investors in Bali Province. The results of this research show that the majority of stock
investors in Bali Province have a high level of financial literacy as indicated by the average financial
literacy score being in the high category and having a high risk tolerance in investing. Financial
literacy is measured by indicators financial knowledge (financial knowledge), financial behaviour
(financial behavior), and financial attitude (financial attitude).

Investors with financial knowledge A good one can assess the potential profits and losses of an
investment more accurately, so that they are better prepared to face risks and are not easily affected
by market fluctuations. Financial behavior relates to how investors apply their understanding in
everyday financial decisions that help face uncertainty with more confidence and reduce the risk of
excessive losses. Financial attitude reflects how investors assess risks and opportunities in
investment decisions. Investors who have a positive attitude towards investing and believe in long-
term strategies will be more open to risk, in contrast to individuals who tend to be pessimistic and
avoid risk because they are afraid of possible losses.

The results of this study are in line with behavioral finance which states that a higher level of
financial literacy allows investors to better understand the risks and potential returns of an
investment, thereby increasing risk tolerance. Investors who have good financial literacy tend to be
more confident in facing market uncertainty and are better prepared to make investment decisions
that suit their risk profile. The results of this research are in line with research by Yuliani &
Nurwulandari (2023) which explains that investors with a high level of financial literacy are more
likely to choose securities with a risk level that is more in line with their preferences because they
understand how risk can be managed and balanced with the potential for long-term profits.

Prospect theory states that investors with good financial literacy tend to be more consistent in
taking financial risks. A good understanding of finances encourages decision making based on
objective risk evaluation, not just because of fear of loss. Investors who lack financial literacy tend
to be more risk averse because of uncontrollable uncertainty. The results of this research show that
financial literacy can play an important role in shaping the character of investors who are more
willing to take risks but remain rational in managing their investments. The results of this research
are in line with the findings of Putri & Simanjuntak (2020), Kawamura et al. (2021), Weixianget al.
(2022).

Influence Overconfidence to Risk Tolerance

The results of statistical tests show that overconfidence have a positive influence on risk
tolerance made by stock investors in Bali Province. The results of this research show that the majority
of stock investors in Bali Province have a level overconfidence The high score is indicated by the
average score overconfidence who are in the high category and have a high risk tolerance in investing.
Overconfidence in this study it was measured by three main indicators, namely overestimation,
overplacement, And overprecision.
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Investors with overestimation have the belief that their skills and insight are better so they tend
to be braver in making high-risk investment decisions. This attitude causes investors to place most
of their portfolios in more volatile assets without considering sufficient risk diversification.
Overplacement can make investors feel that their decisions are better than other investors, which
encourages them to trade more frequently and take higher risks. Investors who are overconfident in
their abilities tend to ignore the advice of analysts or do not do enough research before investing,
thereby increasing the likelihood of experiencing large losses. Overprecision or excessive confidence
in the accuracy of the information held can cause investors to ignore uncertainty factors that can
influence investment results, making it possible to take aggressive investment decisions without
considering risks objectively.

The results of this study are in line with behavioral finance which states that overconfidence
can improve risk tolerance investors because investors who are too confident tend to assess their
ability to manage risk higher than it actually is. Investors with levels overconfidence high level of
confidence in controlling investment results and understanding market movements better, so they are
willing to take greater risks in investment decisions. Prospect theory supports the results of this
research by explaining that investors who overconfident tend to perceive risk differently compared
to more cautious investors.

Investors tend to take risks to achieve higher returns although in some cases such decisions can
lead overtrading or less measured risk taking. Investors who have traits overconfident tend to feel
more comfortable in facing financial risks than investors who have lower levels of self-confidence.
The higher the level overconfidence an investor, the greater his tolerance for investment risk. The
results of this research are in line with the findings by Parveen et al., (2020), Fridana & Asandimitra
(2020), and Almansour et al., (2023), Thesman (2024).

Influence Risk Tolerance on Stock Investment Decisions

The results of statistical tests show that risk tolerance has a positive influence on investment
decisions made by stock investors in Bali Province. Risk tolerance in this study it was measured
through several main indicators, namely the willingness to borrow money to invest, the willingness
to take more financial risks, the willingness to face the risk of losing money in investing, and the
willingness to take risks in uncertain ventures.

Investors who have the willingness to borrow money to invest show the level risk tolerance
because they are prepared to face additional financial obligations to pursue profitable investment
opportunities. Investors with a willingness to take more financial risks also reflect a high level of risk
tolerance because they understand that choosing investment instruments with high volatility such as
shares, the higher the risk, the greater the potential profit. The willingness to face the risk of losing
money in investing indicates that investors have a stronger mentality in dealing with market
fluctuations and do not panic easily when stock prices decline, but instead see it as an opportunity to
carry out better investment strategies such as average down or portfolio diversification. The
willingness to take risks in uncertain ventures shows that investors who have a high risk tolerance
are more flexible in making investment decisions in more dynamic sectors because they believe in
the long-term potential of the investment.

The results of this research are in line with the concept behavioral finance which states that
tolerance for risk is a key factor in making investment decisions. Investors with levels risk tolerance
those who are taller tend to be braver in choosing investment instruments that have the potential for
large profits even though there are higher risks. Investors with a low risk tolerance will tend to be
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more careful and choose safer investments even though they have smaller returns. The results of this
research are also in line with prospect theory with the assumption that individuals have different
perspectives on risk based on expected profits and potential losses. Investors who own risk tolerance
High risk tolerance tends to accept uncertainty and dares to make investment decisions with greater
risk, whereas investors with low risk tolerance are more likely to avoid risky investment decisions
because they are more focused on avoiding potential losses rather than making big profits. The results
of this research are in line with Mubarag's findings et al., (2021), Darmayanti et al. (2023), Soraya
et al. (2023), and Koma & Jatiningsih (2024).

Role Risk Tolerance Mediating the Effect of Financial Literacy on Stock Investment Decisions

The results of statistical tests show that risk tolerance able to mediate the influence of financial
literacy on investment decisions made by stock investors in Bali Province. These results explain that
investors with high financial literacy tend to have a higher risk tolerance and are therefore bolder in
making investment decisions. Financial literacy in this study was measured through financial
knowledge, financial behavior, And financial attitude each of which has a contribution in forming
risk tolerance investor. Financial knowledge reflects an individual's understanding of basic financial
concepts which helps investors be better prepared to face market fluctuations and not be easily
influenced by emotional factors in making investment decisions. Financial behavior tend to have a
higher risk tolerance because they play a role in forming investors' habits in implementing more
planned risk management strategies. Financial attitude reflecting an individual's attitude towards risk
and investment, investors with a positive attitude tend to be more open to risk and understand that
risk does not always have to be avoided but can be managed to achieve long-term profits.

The results of this research confirm that the higher an investor's risk tolerance, the more likely
the investor is to make bolder investment decisions. Investors with a high level of financial literacy
have a good understanding of investment risks, so they can make more rational and measured
decisions. The results of this research are in line with Sharma (2020) who revealed that investors
with a high level of financial literacy tend to have a greater risk tolerance and thus are more confident
in building a diversified portfolio to achieve optimal return potential.

The results of this research are in line with this perspective behavioral finance which explains
that investment decisions are not only determined by rational aspects such as financial understanding,
but also by psychological factors including risk tolerance. Investors who have a high level of risk
tolerance are better prepared to face market fluctuations and do not panic easily when share price
volatility occurs. Prospect theory explains that investors tend to avoid risk when they are in a profit
situation and are more willing to take risks when facing the possibility of loss. Investors with financial
literacy and high risk tolerance are able to manage bias more rationally because they understand that
risk is an inseparable part of investing, so they focus more on potential long-term profits rather than
being afraid of possible short-term losses.

The results of this research support that understanding risk tolerance acts as a factor that
encourages investors to make bolder and more rational investment decisions. Increasing financial
literacy is an important step to help investors understand risk profiles and make investment decisions
that are in line with financial goals. The results of this study are in line with the findings of Hussain
& Rasheed (2022) and Song et al. (2023) who found financial literacy towards risk tolerance and
Darmayanti et al. (2023), and Soraya et al. (2023) who found a positive relationship between risk
tolerance on investment decisions.
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Role Risk Tolerance Mediating Influence Overconfidence Regarding Stock Investment
Decisions

The results of statistical tests show that risk tolerance able to mediate influence overconfidence
on investment decisions made by stock investors in Bali Province. Overconfidence in this research it
iIs measured through three indicators, namely overestimation, overplacement, And overprecision
which directly contributes to increasing investors' risk tolerance. Investors who have a high level of
overestimation tend to believe that their ability to manage risk is good, even though in reality there
is still significant uncertainty in the market. Overplacement explains the belief that their investment
decisions are superior to other investors which causes investors to be bolder in making investment
decisions with a higher level of risk. Investors with levels overprecision high tend to feel that the
information used in decision making is accurate enough, so they are willing to take risks without
considering external factors that can influence investment results.

The results of this study confirm that the higher overconfidence an investor, the more likely the
investor is to make bolder investment decisions. Behavioral finance explains that investment
decisions are not always rational because they are influenced by psychological factors, one of which
is overconfidence. Investors who overconfident tend to assess their ability to analyze the market
higher than reality so they are more willing to take greater risks in investing. Increased risk tolerance
results overconfidence encourage preference for investment instruments with high volatility to obtain
greater profit potential. Risk tolerance acts as a bridging factor in the relationship between
overconfidence and investment decisions, indicated by a tendency to have a high risk tolerance which
leads to making more aggressive investment decisions.

Prospect theory explains that individuals tend to make decisions based on subjective
perceptions of gains and losses rather than on the objective value of available investment options.
Investors who overconfident are more likely to overestimate potential profits and underestimate
existing risks, thus tending to make riskier investment decisions.

The results of this research are in line with Soraya's research et al. (2023) which explains that
investors who have confidence in the success of their investments tend not to be easily influenced by
issues and opinions of other investors. This attitude strengthens the positive relationship between
overconfidence And risk tolerance, so that investors have a level overconfidence high levels tend to
be more independent in making investment decisions and are more willing to take greater risks. The
results of this research are in line with the findings of Raheja & Dhiman (2019) and Hussain &
Rasheed (2022) who found a positive relationship between overconfidence to risk tolerance and
Darmayanti et al. (2023), and Soraya et al. (2023) who found a positive relationship between risk
tolerance on investment decisions.

CONCLUSION

This study concludes that financial literacy and overconfidence significantly and positively influence
stock investment decisions among investors in Bali Province. Higher financial literacy enables investors to
analyze markets and manage portfolios more rationally, while overconfidence drives more active, aggressive
investment behaviors. Both factors also enhance investors' risk tolerance, which in turn positively impacts
their willingness to pursue riskier investments with greater potential returns. Risk tolerance is shown to
mediate the effects of financial literacy and overconfidence, leading to more strategic and goal-oriented
investment decisions. To deepen future understanding, research could expand geographically, incorporate
additional behavioral biases, use longitudinal designs, explore other mediating/moderating variables, apply
qualitative or mixed methods, examine digital financial literacy, and assess the impact of financial education
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programs. These directions aim to refine models of investor behavior and support more effective financial
planning and policy development.
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