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ABSTRACT

This study examines whether stocks and mutual funds contribute to capital market inclusion in Indonesia by analyzing the factors that influence investment preferences among individuals with financial asset portfolios. Primary data were collected from 200 respondents who were involved in or familiar with financial assets, particularly stocks and mutual funds. The study applies binary logit and ordered logit models to assess the influence of age, risk tolerance, financial literacy, financial access, digital financial services, and regulation on investment preference and the tendency to choose stocks or mutual funds. The binary logit results indicate that age, risk tolerance, and financial literacy significantly affect investment preference. The ordered logit results show that risk tolerance and financial literacy significantly increase the tendency to choose stocks, while financial access and regulation significantly influence mutual fund participation. Digital financial services do not show a statistically significant effect in the reported models. The findings suggest that investor capability, access to financial products, and confidence in regulation are important factors in supporting broader participation in the Indonesian capital market. The study highlights the need for financial education, accessible investment products, and supportive regulatory frameworks to strengthen capital market inclusion. These results provide practical insights for policymakers, financial institutions, and community organizations seeking to improve public participation in stocks and mutual funds.
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1. Introduction
In recent decades, the capital market in Indonesia has experienced significant growth. However, public participation in the capital market remains relatively low compared to other Southeast Asian countries (Saksono, 2018). Several factors contribute to this low participation, including limited investment knowledge, constrained access to financial products, and distrust in market stability (Nasution & Kusuma, 2017). As a country with a large population and a growing economy, Indonesia needs stronger capital market inclusion to support sustainable economic growth (Hadi & Santoso, 2020). Previous literature highlights the relationship between financial literacy and market participation, emphasizing that higher financial literacy is associated with increased investment activity (Lusardi & Mitchell, 2014).
International evidence shows that capital market participation is not determined only by income or product availability; it is also shaped by awareness of financial assets, knowledge of risk diversification, and the ability to understand basic market concepts (Guiso & Jappelli, 2005; van Rooij et al., 2011). This evidence is relevant to Indonesia because stocks and mutual funds require investors to evaluate risk, return, diversification, and transaction procedures before participating in the capital market.
Financial literacy is therefore commonly treated as a form of human capital that supports household financial decision-making, although its effect depends on whether individuals can translate knowledge into actual participation opportunities (Jappelli & Padula, 2013; Lusardi & Mitchell, 2014). In the context of this study, this suggests that educational interventions may be more effective when they are combined with accessible investment products and institutional support.
The primary objective of this research is to examine whether stocks and mutual funds contribute to greater capital market inclusion in Indonesia. By investigating the factors that influence individuals’ decisions to invest in these financial instruments, the study provides insights into how broader participation in the capital market can be encouraged. Understanding these dynamics is important for policymakers and financial institutions that seek to develop strategies for increasing market inclusivity and economic participation (Rahman & Mahadi, 2021). This study hypothesizes that increased access to and knowledge about stocks and mutual funds positively affect capital market inclusion in Indonesia.
Despite Indonesia’s substantial economic growth and capital market expansion, the level of public participation in stocks and mutual funds remains limited. This lack of engagement is a pressing issue because these instruments have the potential to enhance personal wealth and support broader economic development (Saksono, 2018). Previous studies have identified financial literacy, financial access, perceived risk, and trust as important barriers to investment participation (Hidayat & Abduh, 2012; Susanto & Handayani, 2020). However, there remains a gap in understanding how these factors interact in the Indonesian capital market context. Therefore, this research provides empirical evidence on the determinants of participation in stocks and mutual funds.
The distinction between direct stockholding and mutual fund participation is also important because mutual funds can reduce entry barriers through diversification and professional portfolio management, while stock investment generally requires stronger risk-bearing capacity and market knowledge (Campbell, 2006; Khorana et al., 2005). Accordingly, examining both instruments provides a more balanced understanding of how different financial products may contribute to capital market inclusion.
2. Literature Review
Stocks and mutual funds are fundamental components of the capital market, offering diverse investment opportunities for individual and institutional investors. Stocks represent ownership in a company and provide potential capital gains and dividends, while mutual funds pool resources from multiple investors to invest in a diversified portfolio of assets (Reilly & Brown, 2012). Accessibility and perceived risk associated with these instruments significantly influence investor participation, particularly in emerging markets such as Indonesia (Al-Tamimi & Bin Kalli, 2009).
Several barriers hinder broader market inclusion in Indonesia. These barriers include limited financial literacy, inadequate access to financial services, and cultural attitudes toward investment risk (Nasution & Kusuma, 2017). Regulatory and infrastructural challenges further complicate market participation, especially for retail investors who lack resources and knowledge to navigate the capital market (Suhartono et al., 2020). Higher levels of financial literacy are strongly associated with greater participation in financial markets because financial literacy enables individuals to make informed investment decisions (Lusardi & Mitchell, 2014).
Financial institutions play an important role in facilitating market inclusion by providing access to investment products and financial education (Beck et al., 2009). Banks, brokerage firms, and investment companies can bridge the knowledge gap and offer services that meet the needs of novice investors. Their involvement is essential for creating an inclusive financial ecosystem where individuals feel confident and capable of making investment decisions (Allen et al., 2012). Effective regulatory frameworks also foster a conducive environment for participation by enhancing transparency, protecting investors, and promoting trust in the market (La Porta et al., 2006; OJK, 2019).
Empirical studies in emerging economies provide valuable insights into the factors that drive investor participation. The literature emphasizes financial literacy, accessibility, institutional support, and digital financial services as important determinants of financial inclusion (Demirgüç-Kunt et al., 2013). Studies focusing on Indonesia suggest that community-based financial education and digital services can improve market participation (Sari & Wirawan, 2019). These findings underscore the need for a multifaceted approach that addresses investor knowledge, product access, digital infrastructure, and regulatory protection.
3. Methodology
3.1 Research Design, Data, and Sample
Investment decision-making refers to the process of allocating financial capital to obtain expected returns while considering investment objectives, risk profiles, and desired returns. Investors have different preferences in choosing stocks or mutual funds. Therefore, this study applies logit models to analyze investment preference and the tendency to choose specific instruments. Two models are used: a binary logit model and ordered logit models.
The research data are primary data obtained from 200 respondents who had financial asset portfolios in the Indonesian capital market. The sampling technique used purposive random sampling. Respondents were selected based on their involvement or familiarity with financial assets, especially stocks and mutual funds. 
3.2 Econometric Models
Investᵢ = α₀ + α₁Ageᵢ + α₂RiskToleranceᵢ + α₃FinancialLiteracyᵢ + α₄FinancialAccessᵢ + α₅DigitalFinancialServicesᵢ + α₆Regulationᵢ + εᵢ  ...(1)
Stockᵢ = β₀ + β₁Ageᵢ + β₂RiskToleranceᵢ + β₃FinancialLiteracyᵢ + β₄FinancialAccessᵢ + β₅DigitalFinancialServicesᵢ + β₆Regulationᵢ + εᵢ  ...(2)
MutualFundsᵢ = γ₀ + γ₁Ageᵢ + γ₂RiskToleranceᵢ + γ₃FinancialLiteracyᵢ + γ₄FinancialAccessᵢ + γ₅DigitalFinancialServicesᵢ + γ₆Regulationᵢ + εᵢ  ...(3)
	The variables used in this study were operationalized to examine the determinants of investors’ preferences for stocks and mutual funds in the Indonesian capital market. The dependent variables represent investment participation and the tendency to choose stocks or mutual funds, while the independent variables include age, risk tolerance, financial literacy, financial access, digital financial services, and regulation. Each variable was measured using categorical or Likert-scale indicators to ensure consistency in the logistic regression analysis. A detailed description of the variables, measurement scales, and assigned values is presented in Table 1.
Table 1. Description of variables
	Variable
	Description
	Value

	Invest
	Stock or mutual fund selection preference
	1 = stock; 0 = mutual funds

	Stock
	Tendency to choose stocks
	Likert scale 1-5; 1 = very low; 5 = very high

	Mutual funds
	Tendency to choose mutual funds
	Likert scale 1-5; 1 = very low; 5 = very high

	Age
	Age/generation of respondent
	1 = Gen Z (<25); 2 = Gen Y/Millennials (25-40); 3 = Gen X (41-56); 4 = Baby Boomers (>56)

	Risk tolerance
	Ability to bear investment risk
	Likert scale 1-5; 1 = very low; 5 = very high

	Financial literacy
	Knowledge, skills, and beliefs that influence attitudes, behavior, decision-making, and financial management
	Likert scale 1-5; 1 = very low; 5 = very high

	Financial access
	Individual ability to obtain financial services
	Likert scale 1-5; 1 = very low; 5 = very high

	Digital financial services
	Frequency of using electronic payment and financial systems
	Likert scale 1-5; 1 = very low; 5 = very high

	Regulation
	Importance of regulations and laws complied with by companies in the financial industry
	Likert scale 1-5; 1 = very low; 5 = very high


4. Results and Discussion
4.1 Investment Preference and Financial Literacy
Mutual funds are perceived as less risky because of their diversified nature, making them more attractive to novice investors. Conversely, investors with higher risk tolerance and financial knowledge are more inclined to invest directly in stocks. This behavior underscores the importance of financial education in shaping investment choices and risk perception (Nasution & Kusuma, 2017). Barriers to market participation include limited financial literacy, lack of access to financial products, distrust in the market, and cultural attitudes that favor traditional savings over capital market investment (Susanto & Handayani, 2020).
This interpretation is consistent with household finance research showing that limited financial sophistication can discourage direct equity participation, especially when investors do not fully understand diversification and price risk (Campbell, 2006; van Rooij et al., 2011). Therefore, mutual funds may function as an intermediate investment channel for individuals who are willing to enter the capital market but are not yet prepared to manage individual stock portfolios.
Evidence from financial literacy studies further indicates that knowledge gaps can affect not only participation but also the quality of financial decisions during periods of uncertainty (Klapper et al., 2013; Lusardi & Mitchell, 2014). The significant role of financial literacy in the binary logit model should therefore be interpreted as support for capability-building rather than as evidence that education alone is sufficient to expand participation.
The analysis of financial literacy indicates varying degrees of understanding of financial concepts. While many respondents demonstrate basic knowledge of stocks and mutual funds, advanced financial literacy remains limited. This finding aligns with previous research highlighting the need for stronger financial education to boost market participation (Lusardi & Mitchell, 2014). Individuals with higher financial literacy are more likely to engage in diversified investment strategies and show greater confidence in investment decisions (Hidayat & Abduh, 2012).
The positive association between financial literacy and stock preference is also in line with evidence that individuals with stronger understanding of stocks, bonds, and diversification are more likely to participate in equity markets (Guiso & Jappelli, 2005; van Rooij et al., 2011). However, this relationship should be viewed cautiously because literacy interacts with access, trust, income, and investment experience.
Table 2. Binary logit model
	Variable
	Coefficient
	Std. Error
	z-Statistic
	Prob.

	Age
	1.769145*
	0.311375
	5.681725
	0.0000

	Risk tolerance
	5.137840*
	0.809222
	6.349106
	0.0000

	Financial literacy
	0.745647**
	0.293098
	2.544020
	0.0110

	Financial access
	-1.376817
	1.217428
	-1.130923
	0.2581

	Digital financial services
	0.175183
	0.442225
	0.396141
	0.6920

	Regulation
	0.045221
	1.302906
	0.034708
	0.9723


Note: * significant at 1%; ** significant at 5%.
4.2 Role of Institutions, Digital Services, and Regulation
Financial institutions have a critical role in promoting market inclusion. Investors who have engaged with financial advisors or used digital financial services report higher levels of market participation. Financial institutions’ efforts to provide accessible investment products and financial education are important for bridging the knowledge gap and building investor confidence (Allen et al., 2012). Community outreach programs and mobile banking services are particularly useful for reaching underserved groups (Santoso & Hadi, 2020).
The role of institutions is especially relevant for mutual fund participation because cross-country evidence indicates that mutual fund industries tend to be larger where investor protection, legal rules, and distribution infrastructure are stronger (Khorana et al., 2005). This supports the view that institutional channels can reduce information and transaction barriers for retail investors.
From a regulatory perspective, securities laws that strengthen disclosure and private enforcement are associated with more developed stock markets, suggesting that investor confidence depends not only on access but also on credible market governance (La Porta et al., 2006). Thus, regulation in this study should be interpreted as part of a broader trust-building mechanism.
Digital financial services emerge as an important driver of market inclusion by offering accessible and user-friendly investment platforms. Investors who use digital applications and online trading platforms show stronger engagement in the capital market. These services are beneficial for individuals in remote and underserved areas because they provide tools and information needed to participate in investment activities (Suhartono et al., 2020). Continued investment in digital financial infrastructure is therefore necessary to expand capital market inclusion.
Recent digital finance research suggests that technology can lower search and transaction costs, improve convenience, and broaden the range of financial services available to users (Gomber et al., 2017; Gomber et al., 2018). Nevertheless, the statistically insignificant coefficient of digital financial services in the reported models indicates that digital access by itself may not automatically translate into stock or mutual fund participation.
Evidence from mobile money research also shows that digital financial services can improve financial access and resilience, but such effects depend on meaningful usage and the surrounding institutional environment (Suri & Jack, 2016). This implies that digital investment platforms may need to be accompanied by investor education, suitability safeguards, and transparent product information.
Table 3. Ordered logit model
	Variable
	Stock Coefficient
	Stock z-Statistic
	Stock Prob.
	Mutual Fund Coefficient
	Mutual Fund z-Statistic
	Mutual Fund Prob.

	Risk tolerance
	1.581894*
	2.701642
	0.0069
	-0.174313
	-0.639030
	0.5228

	Financial literacy
	1.363516*
	2.685328
	0.0072
	-1.100409*
	-2.253466
	0.0242

	Financial access
	0.919668
	1.297770
	0.1944
	4.471568*
	5.094982
	0.0000

	Digital financial services
	0.103496
	0.207834
	0.8354
	-0.038398
	-0.090306
	0.9280

	Regulation
	1.070569**
	1.660202
	0.0969
	1.932195*
	3.714840
	0.0002


Note: * significant at 5%; ** significant at 10%.
4.3 Discussion of Findings
The results provide a comprehensive overview of the factors influencing capital market inclusion in Indonesia. The findings highlight the importance of financial literacy, access to financial products, digital financial services, and institutional support in promoting market participation. Addressing the identified barriers and leveraging digital financial services can enhance inclusion and contribute to economic growth (Sari & Wirawan, 2019). These results confirm that financial literacy empowers individuals to make informed investment decisions and navigate the complexity of the capital market.
Taken together, the results suggest that capital market inclusion should be understood as a multidimensional process involving knowledge, product suitability, institutional credibility, and practical access. This interpretation is consistent with studies showing that financial awareness and literacy affect whether households recognize and use market-based financial instruments (Guiso & Jappelli, 2005; Lusardi & Mitchell, 2014; van Rooij et al., 2011).
The preference for mutual funds over individual stocks highlights the role of perceived risk in investment decisions. Mutual funds are generally more attractive to novice investors because their diversified nature reduces perceived exposure to risk. Financial institutions can use mutual funds as an accessible entry point to the capital market while gradually educating investors about more advanced instruments such as stocks (Reilly & Brown, 2012). Coordinated efforts among financial institutions, regulators, and community organizations are needed to improve product access, financial literacy, and trust in the market (Nasution & Kusuma, 2017).
The mutual fund result is also consistent with evidence that pooled investment vehicles expand more successfully in environments where investors are protected and investment products are easier to distribute (Khorana et al., 2005). In this sense, mutual funds may contribute to inclusion by offering a diversified and institutionally mediated entry point into the capital market.
The significant role of regulation in the ordered logit model for mutual funds suggests that investor protection and market governance are important for attracting participants. Supportive regulation helps reduce uncertainty and build confidence, particularly among novice investors. These findings imply that inclusive capital market policies should combine investor education, digital access, clear regulation, and transparent market conduct. Such a combination can help stocks and mutual funds become complementary instruments in expanding financial participation.
The regulatory finding should not be interpreted as implying that regulation alone is sufficient; rather, it indicates that credible disclosure, investor protection, and accessible product design may jointly support participation (La Porta et al., 2006). For stocks and mutual funds to become complementary instruments of inclusion, policy measures should therefore address both demand-side capability and supply-side trust.
5. Conclusion
This study concludes that stocks and mutual funds can support capital market inclusion in Indonesia, but participation is influenced by investor characteristics and institutional conditions. The binary logit model shows that age, risk tolerance, and financial literacy significantly affect investment preference between stocks and mutual funds. The ordered logit model further indicates that risk tolerance and financial literacy increase the tendency to choose stocks, while financial access and regulation significantly influence mutual fund participation. These findings suggest that stocks may be more attractive to investors with greater financial knowledge and risk tolerance, whereas mutual funds may serve as a more accessible investment option when financial access and regulatory confidence are stronger. The results emphasize the importance of improving financial literacy, expanding access to investment products, and strengthening investor protection. Policymakers and financial institutions should develop targeted education programs, accessible digital and non-digital services, and transparent regulatory mechanisms to encourage wider and more informed participation in the capital market.

Limitations
This study has several limitations. The analysis is based on primary data from 200 respondents who already had financial asset portfolios or familiarity with stocks and mutual funds, which may limit the generalizability of the findings to the wider Indonesian population. The sampling method requires clearer explanation, and the study does not provide detailed respondent demographics, survey period, questionnaire items, or model diagnostics. The analysis also focuses on selected variables and does not include income, wealth, occupation, geographic location, trust, behavioral bias, or digital literacy, which may also influence capital market participation.
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