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Abstract: Although household savings in Japan are among the highest in the world, investment
in risky assets is still very low. This study examines whether financial literacy explains the lack of
investment in risky assets in Japan. We use data from the Preference Parameter Study, a nationwide
survey in Japan that has been conducted by Osaka University. We use investment in stocks, invest-
ment trusts, futures/options, Japanese government bonds, government bonds of foreign countries,
and foreign currency deposits as a proxy for investment in risky assets. Our results show that
investment in risky assets is higher among financially literate people. Moreover, financial literacy
has a significantly positive association with investment in risky assets even after controlling the
demographic, socio-economic, and psychological factors. We check the robustness of the association
between financial literacy and investment in risky assets by segregating investment in risky assets
into investment in equity securities and investment in bonds and foreign currencies. Financial
literacy is found to be associated with both investment in equity securities and investment in bonds
and foreign currencies. Our results are also robust in terms of the endogeneity issue. The results
imply that investment in risky assets in financial markets could be increased by introducing financial
literacy programs at a mass level.

Keywords: financial literacy; risky assets; equity securities; debt securities; household investment;
financial market; Japan

1. Introduction

The lack of investment in risky assets has been a long-standing puzzle in empirical
finance. Risky assets are generally associated with price volatility, but also offer higher
returns to investors. Risky assets comprise a significant portion of assets traded in the
financial markets. Irrespective of the high capacity to generate returns, investment in
risky assets across the world is quite low. Empirical evidence indicates that more than
50 percent of U.S. households do not invest in stocks, while the participation of European
households in the stock market is even lower [1–3]. The challenge of directing people’s
savings in the financial market is particularly confusing in Japan because it is traditionally
found that people hold cash and place it in deposits, which generate little to no income.
Iwamoto et al. [4] reported that Japanese households held ¥844 trillion in cash at home and
in low-interest savings accounts. Despite having one of the highest levels of household
savings in the world, the lack of investment in financial market instruments by Japanese
households has been evident in empirical studies. Empirical evidence shows that 29 percent
of Japanese households participated in the stock market in 1998 [5]; however, the Bank of
Japan reported that, approximately ten years later, only 6 percent of Japanese household
held stocks compared to 33 percent in the U.S. and 15 percent in Europe [4]. Although
long-standing economic sluggishness has kept the stock market at bay, studies have shown
that returns from stocks are still the highest among the available investment opportunities
in Japan [6]. Even the poorly performing government bonds, due to ultra-easy monetary
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policy, have started to upend as global debt rally squeezes returns [7]. Japanese government
bonds have appeared as one of the highest yielding government bonds in the world and are
a viable alternative to take a long position [7]. Thus, it is important to study why people do
not invest their savings in financial markets when returns from risky assets are higher than
holding cash. The issue is also important due to the changing nature of demography in
Japan. As the gap between retirement age and average life expectancy has been increasing
over the last several decades, people must now consider stable income for some decades
after retirement. Holding cash, which most older Japanese people like to do, is not going to
increase their financial security as the value of money erodes over time due to inflation.
Learning from previous studies suggests that investment in financial market instruments
is the best solution because they offer the highest long-term investment returns.

During the last two decades, financial literacy has been studied as a means to improve
people’s ability to make better economic and financial decisions. Previous studies argued
that financial literacy helps to improve people’s savings, accumulate wealth, plan for
retirement, and so on. Financial literacy, for obvious reasons, has also been found to affect
peoples’ investment behavior. Van Rooij et al. [8] was the first to explain the stock market
participation puzzle in terms of financial literacy. Using a sample from the Netherlands,
they argued that financially literate people are more likely to invest in stocks to generate
higher long-term returns. Later, Khan et al. [9] and Yoong [10] examined the relationship in
the U.S., and Thomas and Spataro [11] considered several European countries and provided
evidence that confirmed that financial literacy could explain people’s lack of investment in
stocks. Yoong [10] and Thomas and Spataro [11] found that financially literate people were
more likely to invest in stocks. Khan et al. [9] found that financially literate people were
more likely to invest both in stocks and bonds and foreign currencies. As Khan et al. [9]
investigated the association between financial literacy and investment in risky assets in
the United States using the same methodology and source of data as we did in this study,
the findings of both studies could be compared to observe the role of financial literacy
in investment in risky assets in two culturally different countries. Moreover, two recent
studies have provided conflicting results, making the implication of financial literacy on
stock investment inconclusive in Japan. Yamori and Ueyama [12] found that financially
literate people were more likely to invest in stocks. On the other hand, Kawamura et al. [13]
found that financially literate people tended to take too many risks by investing in financial
and cryptocurrency markets for speculative purposes, over-borrowing, and maintaining a
naïve financial attitude. Consequently, the association between financial literacy and stock
investment requires further study in Japan.

As there has been no study on the role of financial literacy in explaining investment in
risky assets in Japan and previous studies have provided conflicting evidence regarding
the role of financial literacy in investment in stocks, this study examines the association
between financial literacy and investment in risky assets in Japan. Our study is related to
the one by Yamori and Ueyama [12] but has important differences as well. Yamori and
Ueyama [12] investigated how financial literacy is associated with investment in equity
securities; however, we extend the scope by incorporating other risky assets, such as
Japanese government bonds, government bonds of foreign countries, and foreign currency
deposits. Understanding how financial literacy is related to investment in bonds and
foreign currency deposits, in addition to equities, is important because the bond and
currency markets comprise a significant portion of the overall financial market in Japan. We
hypothesize that financially literate people are more likely to invest in risky assets. We argue
that financially literate people are knowledgeable about the risk to return trade off, face less
participation entry barriers in the financial market, and have less information asymmetry,
making them more eligible and confident to invest in risky assets. The findings of previous
studies on the association between financial literacy and savings, wealth accumulation,
retirement planning, and anxiety about post-retirement life in Japan are consistent with our
hypothesis [14–16]. Our study makes at least two significant contributions to the existing
literature. First, to the best of our knowledge, this is the first study in Japan that examines
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how financial literacy is related to investment in bonds and foreign currencies in addition to
equity securities. Second, our study includes the psychological characteristics of investors
in terms of the association between financial literacy and investment in risky assets.

The remainder of this paper is organized as follows: Section 2 describes the variables,
Section 3 shows the data and methods, Section 4 presents the empirical findings, Section 5
discusses the results, and Section 6 concludes the paper.

2. Definition and Measurement of Variables

To examine whether financial literacy explains the lack of investment in risky assets,
we controlled several factors that have been found to affect investment in risky assets. The
definition and measurement of variables is discussed below.

2.1. Dependent Variable

The dependent variable, investment in risky assets, is measured as respondents’
holdings of risky assets as a percentage of total assets. Investment in risky assets is also
measured in terms of percentage of respondents holding those assets. Risky assets include
investment in stocks, investment trusts, and futures/options, Japanese government bonds,
government bonds of foreign countries, and foreign currency deposits. The reason for
considering these assets risky is that their value is subject to changes in market conditions,
currency rates, and interest rates.

2.2. Independent and Control Variables

The independent variable of our study is financial literacy, measured by respondents’
ability to understand basic financial calculations, inflation, and risks of financial securities.
The measurement of financial literacy is important because previous studies have used
different measures for it. Lusardi and Mitchell [17,18] measured financial literacy using
three questions, while Van Rooij et al. [8], used five questions; however, Stango and
Zinman [19] used only one question to measure financial literacy. Although the number
of questions used to measure financial literacy differs, recent studies [15,16,20] mostly
have followed the methodology of Lusardi and Mitchell [15,16], and we did as well. The
questions used to measure financial literacy were the following:

1. Suppose you had ¥10,000 in a savings account, the interest rate is 2 percent per year,
and you never withdraw money or interest payments. After 5 years, how much
would you have in this account?

2. Assume that the interest rate on your savings account is 1 percent per year and
inflation is 2 percent per year. After 1 year, how much would you be able to buy with
the money in this account?

3. Please indicate whether the following statement is true or false: “Buying a company
stock usually provides a safer return than does a stock mutual fund”.

Based on these three questions, we developed a financial literacy index. We measured
each correct answer by assigning one point for it and did not deduct any points for
wrong answers.

To investigate how financial literacy relates to household decisions on investment
in risky assets, we controlled several factors related to respondents’ demographic, so-
cioeconomic, and psychological backgrounds. Previous studies have found that people’s
investment behaviors and financial decisions are affected by demographic factors, such as
their gender, age, education, marital status, and number of children [21–25]. The findings of
these studies suggest that men, young investors, educated investors, unmarried investors,
and investors without children are more likely to invest in risky assets. Thus, we controlled
for respondents’ gender, age, marital status, living with children, and education.

In addition, we controlled for employment status and the occupations of investors,
because employed people have more chance of knowing about financial issues from the
workplace and are expected to have an incentive to invest in risky assets. On the other
hand, unemployed people who are already in a risky position might not find investment
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in risky assets worthwhile [26]. Similarly, people working in finance- and investment-
related fields are more likely to invest in risky assets. In our study, we considered “finance-
and insurance-related jobs” as occupations that could positively influence investment in
risky assets. Previous studies have provided evidence of a wealth effect on stock market
participation; wealth affects stock market participation positively [22,24–27]. Campbell [22]
argued that wealth is not the only household factor that predicts willingness to invest
in stocks; income and other demographic features are also important. As a result, we
controlled for people’s wealth status and earning capacity to understand the effect of
financial literacy on investment in risky assets.

We included four behavioral variables, such as peoples’ orientation to the future versus
the present, current state of financial satisfaction, anxiety about life in old age, and lack of
trust to control people’s behavioral and psychological features. Peoples’ orientation to the
future versus the present, also known as time preference, could affect investment in risky
assets. People who place more emphasis on the present are more likely to have low incentive
for investment in risky assets. Our second behavioral variable, the current state of financial
satisfaction, could affect investment in risky assets, because individuals who are satisfied with
current financial status might not be willing to make risky investments. The third behavioral
variable, anxiety about life in old age, could affect investment in risky assets, since people
who are anxious about financial security in old age might not consider risky investment a
good option. Finally, we used lack of trust as our fourth behavioral variable, which could
affect investment in risky assets. Khan et al. [9] and Guiso et al. [28] studied how a general
lack of trust affects participation in the stock market. Generally, investors consider the risk
of being cheated before deciding whether to buy stocks. Guiso et al. [28] documented that
less trusting individuals buy less stocks, which is evident in the U.S., among other countries.
Table 1 shows the definitions and measurements of variables.

Table 1. Variable definitions.

Variable Definition

Dependent variable

Investment in risky assets
Investment in stocks, investment trusts, futures/options, foreign currency deposits, Japanese
government bonds, and government bonds of foreign countries. Investment in risky assets is

measured both as a percentage of total assets and percentage of respondents holding those assets.

Independent variables

Financial literacy

Financial literacy shows respondents’ ability to understand basic financial calculations, inflation,
and risks of financial securities. Financial literacy scores are calculated by the number of correct
answers from three financial literacy questions. Financial literacy is a continuous variable ranging

from 0 to 1.
Gender 1 = male, 0 = female

Age Age of respondents
Spouse 1 = married, 0 = otherwise

Living with children 1 = respondents who are currently living with children, 0 = otherwise
Education Years of education

Household income Household income of the respondents measured in million yen.
Household assets Balance of financial assets of the entire household measured in million yen.

Employment status 1 = respondents who are currently employed, 0 = otherwise
Occupation 1 = respondents working in finance and insurance sectors, 0 = all other occupations

Future orientation
Respondents’ perceptions about the future, which was measured by the following statement:

“Since the future is uncertain, it is a waste of time thinking about it” (1 being completely disagree
and 5 being completely agree).

Anxiety Respondents’ anxiety about life in old age, which was measured by the following statement:
“I have anxieties about my life after I turn 65” (5 being the highest and 1 being the lowest).

Financial satisfaction
Respondents’ current level of financial satisfaction, which was measured by the following

statement: “How satisfied are you with the current financial situation of your family?”
(5 being highest satisfaction and 1 being lowest satisfaction).

Lack of trust Respondents’ trust of other people, which was measured by the following statement: “In general,
most people are trustworthy” (1 being completely agree and 5 being completely disagree).
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3. Data and Methods
3.1. Data

We used micro data from the Preference Parameters Study of Osaka University’s
21st Century Center of Excellence (COE) Program, “Behavioral Macrodynamics Based on
Surveys and Experiments”, and its Global COE project “Human Behavior and Socioeco-
nomic Dynamics”. The study used a multistage sampling and allocation method for the
data. A nationwide survey was conducted in Japan with data collected between December
2011 and May 2012. The data collection methods included visits and placement surveys.
Two-stage stratified random sampling was applied. First, the prefectures of Japan were
divided into 10 regional blocks, namely, Hokkaido, Tohoku, Kanto, Koshinetsu, Hokuriku,
Tokai, Kinki, Chugoku, Shikoku, and Kyushu. Then, each of the 10 regions was subdivided
into four strata, namely, government-designated major cities, cities with populations of
more than 100,000, cities with populations of less than 100,000, and towns and villages. The
preference parameter study used face-to-face interviews and other approaches to receive
responses from the subjects. The final sample size of our study was 3051.

Table 2 shows descriptive statistics of the key variables. The respondents’ features were
the following: 49.56% were female, the average age was 52.32 years (SD = 12.62), 82.73% were
married, and there was an average of 13.37 (SD = 2.14) years of education. The statistics also
show that 57.88% of respondents live with their children. Among other control variables,
most respondents were found to be employed (mean = 70.60%, SD = 45.57%), but a low
percentage worked in finance and investment area (mean = 2.52%, SD = 15.69%). The average
household assets and incomes of respondents were ¥14.11 million (SD = ¥18.35 million) and
¥6.38 million (SD = ¥3.74 million), respectively. Regarding behavioral issues, respondents
were found to show a mediocre orientation to the future versus the present, slightly more
than the average level of financial satisfaction, a higher degree of anxiety about life in old
age, and an average level of lack of trust in others.

The results show that 37.59% of the respondents had invested in risky assets; however,
investment in risky assets as a percentage of total assets was 9.88% (SD = 19.24%), which
clearly shows the low level of participation in risky assets for Japanese households. Results
further show that 30.94% (SD = 46.23%) of the respondents had investment in equity
securities, of which 25.92% (SD = 43.83%) had investment in equity securities only. On the
other hand, 11.87% (SD = 32.34%) of the respondents had investment in bonds and foreign
currencies, of which 5.46% (SD = 22.72%) had investment in bonds and foreign currencies
only. Our results show that Japanese people had lower investment, particularly in bonds
and foreign currencies, compared to equity securities. Moreover, investment in equity
securities and investment in bonds and foreign currencies have some interdependence.
The results show that 26.17% (SD = 43.98%) of equity securities holders had investment
in bonds and foreign currencies, while 68.23% of bond and foreign currency holders had
investment in equity securities. Financial literacy, the independent variable, was found to
be mediocre, that is, 0.61 (SD = 0.33) out of 1, showing that respondents could understand
basic financial calculations and implications of inflation but were unfamiliar with the risks
of financial securities. Taken together, the results show that both financial literacy and
investment in risky assets are low in Japan.

Table 3 shows investment in risky assets based on financial literacy and several
important demographic features of respondents. As expected, respondents who scored
higher in financial literacy had higher investment in risky assets. Male and married
respondents were found to invest a little more in risky assets than female and unmarried
respondents, respectively. We classified respondents into three age categories, i.e., <40 years,
41–65 years, and >65 years. Older respondents were found to invest more in risky assets
than younger respondents. Finally, education classification showed that respondents
with higher education tended to invest more in risky assets. The results showing higher
investment in risky assets by financially literate, educated, and male respondents are
similar to the findings for other countries. However, unmarried and younger respondents
are usually found to invest more in risky assets, which our findings do not support.
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Table 2. Descriptive statistics.

Variable Obs. Mean Std. Dev. Min Max

Investment in risky assets (% of total assets) 3051 0.0988 0.1924 0 1
Investment in risky assets (% of total respondents) 3051 0.3759 0.4844 0 1

Investment in equity securities (% of total respondents) 3051 0.3094 0.4623 0 1
Investment in equity securities only (% of total respondents) 3051 0.2592 0.4383 0 1

Investment in bonds and foreign currencies by equity securities holders 944 0.2617 0.4398 0 1
Investment in bonds and foreign currencies (% of total respondents) 3051 0.1187 0.3234 0 1

Investment in bonds and foreign currencies only (% of total respondents) 3051 0.0546 0.2272 0 1
Investment in equity securities by bond and foreign currency holders 362 0.6823 0.4662 0 1

Fliteracy 3051 0.6161 0.3331 0 1
Age 3051 52.3209 12.6177 22 78

Gender 3051 0.4956 0.5001 0 1
Spouse 3051 0.8273 0.3781 0 1
Childlt 3051 0.5788 0.4938 0 1
Educ 3051 13.3651 2.1350 9 21

Emplstatus 3051 0.7060 0.4557 0 1
Occupation 3051 0.0252 0.1569 0 1

Asset 3051 14.1077 18.3505 1.25 100
Income 3051 6.3782 3.7420 0.5 20
Future 3051 2.7001 0.8502 1 5

Finsatisfaction 3051 2.9803 1.0283 1 5
Anxiety 3051 3.4218 1.0889 1 5

Lack of trust 3051 2.8102 0.7094 1 5

Table 3. Description of investment in risky assets by selected variables.

Investment in Risky Assets

Financial Literacy

<0.5 0.0564 (0.1577)
≥0.5 0.1202 (0.2045)

Gender

Male 0.1052 (0.1942)
Female 0.0924 (0.1906)

Marital status

Married 0.1012 (0.1918)
Unmarried 0.0872 (0.1953)

Age

<40 0.0553 (0.1500)
41–65 0.1001 (0.1940)
>65 0.1441 (0.2165)

Education

<12 0.0547 (0.1363)
12–16 0.1143 (0.2013)
>16 0.1793 (0.2362)

3.2. Methods

We used OLS (Model 1) and GSEM in Probit (Model 2) regression models to examine
the association between financial literacy and investment in risky assets. In Model 1,
investment in risky assets measured as respondents’ holding of risky assets as a percentage
of total assets is used as the dependent variable, while financial literacy is used as an
independent variable. We also used several variables to control respondents’ demographic,



Sustainability 2021, 13, 12616 7 of 12

socio-economic, and psychological backgrounds. The OLS model used in this study is
given as follows:

Investment in risky assetsi
= β0 + β1 f inancial literacyi + β2agei + β3genderi
+β4marital statusi + β5educationi
+β6living with childreni + β7household incomei
+β8household assetsi
+β9employment statusi + β10occupationi
+β11 f uture orientationi + β12 f inancial satis f actioni
+β13anxietyi + β14lack o f trusti + εi

(1)

In Model 2, we used a binary variable for whether respondents had invested in risky
assets as a dependent variable. The dummy variable takes the value of 1 if respondents have
investments in stocks, investment trusts, futures/options, Japanese government bonds,
government bonds of foreign countries, and foreign currency deposits, and 0 otherwise.
We used financial literacy as the main independent variable and the same control variables
as used in Model 1. We used the GSEM in probit model because of its capacity to control a
probable endogeneity problem in the model specification. The GSEM handles endogeneity
by including common, unobserved components into the equations for many variables. The
GSEM in the probit model used in this study is given as follows:

Investment in risky assetsi(1 = investment in risky assets and 0 otherwise)
= β0 + β1 f inancial literacyi + β2agei + β3genderi
+β4marital statusi + β5educationi
+β6living with childreni + β7household incomei
+β8household assetsi
+β9employment statusi + β10occupationi
+β11 f uture orientationi + β12 f inancial satis f actioni
+β13anxietyi + β14lack o f trusti + εi

(2)

4. Results

Table 4 shows the coefficients of the OLS and GSEM in probit regression models. The
results for the OLS model (Model 1) show that financial literacy has a significantly positive
association with investment in risky assets. The result indicates that financially literate
people are more likely to invest in risky assets. Among the control variables, age, education,
occupation in the finance and insurance area, and household assets have significantly
positive association when employment status has a significantly negative association with
the investment in risky assets; however, we found no significant associations for gender,
marital status, living with children, household income, orientation to the future, current
level of financial satisfaction, anxiety about life in old age, and lack of trust with investment
in risky assets.

The results for the GSEM in the probit model (Model 2) also show that financial
literacy has a significantly positive association with investment in risky assets, implying
that financially literate people are more likely to invest in risky assets. Among the control
variables, age, marital status, education, occupation in the finance and insurance area,
household income, and household assets have significantly positive associations while
living with children, and employment status have significantly negative associations with
the investment in risky assets; however, we found no significant associations for gender,
orientation to the future, current level of financial satisfaction, anxiety about life in old age,
and lack of trust with the investment in risky assets.
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Table 4. Estimation results.

Variables Model 1 Model 2

Fliteracy 0.0606 (5.65) *** 0.6669 (8.22) ***
Age 0.0017 (5.26) *** 0.0111 (4.52) ***

Gender 0.0032 (0.46) 0.0554 (1.05)
Spouse 0.0015 (0.14) 0.1301 (1.70) *
Childlt −0.0023 (−0.29) −0.1151 (2.00) **
Educ 0.0102 (5.94) *** 0.0817 (6.39) ***

Emplstatus −0.0284 (−3.49) *** −0.1847 (−3.07) ***
Occupation 0.0970 (4.56) *** 0.4585 (2.96) ***

Assets 0.0017 (8.37) *** 0.0181 (11.02) ***
Income 0.0004 (0.39) 0.0258 (3.43) ***
Future 0.0002 (0.04) −0.0008 (−0.03)

Finsatisfaction 0.0019 (0.51) 0.0466 (1.64)
Anxiety −0.0023 (−0.67) −0.0183 (−0.71)

Lack of trust 0.0008 (0.18) −0.0159 (−0.44)
_cons −0.1759 (−4.12) *** −2.8362 (−8.82) ***

Obs. 3051 3051
Log likelihood −1722.2288

F 26.42 ***
Adj. R2 0.1045

Note: Z-values in parentheses. *** p < 0.01, ** p < 0.05, * p < 0.1.

As investment in risky assets includes both investment in equity securities and in-
vestment in bonds and foreign currencies, we separately examined the association of
financial literacy with investment in equity securities and investment in bonds and foreign
currencies. As in the original model, we applied the same GSEM in the probit regression
model and used the same independent and control variables. For estimating the association
between financial literacy and investment in equity securities, we used the binary response
of whether respondents have investments in stocks, investment trusts, and futures/options
as the dependent variable. On the other hand, for estimating the association between
financial literacy and investment in bonds and foreign currencies, the binary response of
whether respondents have investments in Japanese government bonds, government bonds
of foreign countries, and foreign currency deposits was used as the dependent variable.
The regression equations were the following:

Investment in equity securitiessi(1
= investment in equity securities, and 0 otherwise)
= β0 + β1 f inancial literacyi + β2agei + β3genderi
+β4marital statusi + β5educationi
+β6living with childreni + β7household incomei
+β8household assetsi
+β9employment statusi + β10occupationi
+β11 f uture orientationi + β12 f inancial satis f actioni
+β13anxietyi + β14lack o f trusti + εi

(3)

Investment in bonds and f oreign currenciesi(1
= investment in bonds and f oreign currencies, and 0 otherwise)
= β0 + β1 f inancial literacyi + β2agei + β3genderi + β4marital statusi
+β5educationi + β6living with childreni + β7household incomei
+β8household assetsi + β9employment statusi + β10occupationi
+β11 f uture orientationi + β12 f inancial satis f actioni + β13anxietyi
+β14lack o f trusti + εi

(4)

Table 5 shows the GSEM in the probit regression coefficients to estimate the associa-
tion of financial literacy with investment in equity securities (Model 3) and investment in
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bonds and foreign currencies (Model 4). The results of Model 3 show that financial literacy
has a significantly positive association with the investment in equity securities, implying
that financially literate people are more likely to invest in equity securities. Among the
control variables, we found that age, gender, marital status, education, occupation in the
finance and insurance area, household assets, and household income have significantly
positive associations when employment status has a significantly negative association with
investment in equity securities; however, we found no association of living with children,
orientation to the future, current level of financial satisfaction, anxiety about life in old
age, and lack of trust with investment in equity securities. The results of Model 4 show a
significantly positive association between financial literacy and investment in bonds and
foreign currencies, implying that financially literate people are more likely to invest in
bonds and foreign currencies. Among the control variables, age, education, occupation in
the finance and insurance area, household assets, and current level of financial satisfaction
have significantly positive associations, while gender has a significantly negative associa-
tion with investment in bonds and foreign currencies; however, we found no associations
for marital status, living with children, employment status, household income, orientation
to the future, anxiety about life in old age, and lack of trust with investment in bonds and
foreign currencies.

Table 5. Estimation results for investment in equity securities and investment in bonds and foreign currencies.

Investment in
Equity Securities

Investment in Bonds and
Foreign Currencies

Fliteracy 0.7511 (8.77) *** 0.6747 (6.01) ***
Age 0.0128 (4.94) *** 0.0063 (1.94) *

Gender 0.0900 (1.65) * −0.1743 (−2.55) **
Spouse 0.2147 (2.67) *** −0.0618 (−0.65)
Childlt −0.0954 (−1.61) 0.0287 (0.39)
Educ 0.0739 (5.61) *** 0.0497 (3.02) ***

Emplstatus −0.2278 (−3.65) *** −0.0961 (−1.25)
Occupation 0.5270 (3.41) *** 0.4092 (2.39) **

Assets 0.0171 (10.71) *** 0.0170 (10.50) ***
Income 0.0186 (2.44) ** −0.0087 (−0.93)
Future −0.0051 (−0.17) 0.0288 (0.76)

Finsatisfaction 0.0485 (1.64) 0.1080 (2.87) ***
Anxiety −0.0302 (−1.13) 0.0192 (0.58)

lack of trust −0.0257 (−0.69) −0.0148 (−0.31)
_cons −3.0317 (−9.01) *** −3.1714 (−7.43) ***

Obs. 3051 3051
Log likelihood −1583.0445 −955.2460

Note: Z-values in parentheses. *** p < 0.01, ** p < 0.05, * p < 0.1.

5. Discussion

Despite the opportunity to achieve higher returns, why people do not invest in risky
assets in financial markets remains a puzzle in empirical finance. Recent studies have
partially explained the phenomenon by associating financial literacy with the lack of
investment in stocks [8–11]; however, it is still inconclusive whether the explanation is
valid for risky securities other than stocks. Moreover, investigating the validity of the
previous explanation in a culturally different country like Japan is also important. Japan is a
homogenous and collectivist society where people place higher importance on savings than
investment in risky securities. Although, Yamori and Ueyama [12] and Kawamura et al. [13]
investigated financial literacy’s role in explaining stock investment in Japan, the results are
not consistent. While Yamori and Ueyama [12] provided evidence that financial literate
people are more likely to invest in stock, Kawamura et al. [13] found that financially literate
people were not so prudent in investing in financial securities. With this background, we
investigated how financial literacy is associated with investment in risky assets in Japan.
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We have provided evidence that financially literate people are more likely to invest
in risky assets in the financial markets. To provide detailed evidence on the role of fi-
nancial literacy in investing in risky assets, we performed separate regression analyses
for investment in equity securities and investment in bonds and foreign currencies. Our
results imply that financially literate people are not only likely to invest in stocks but are
also likely to invest in other risky securities, such as bonds and foreign currencies. Our
study provides novel evidence regarding the role of financial literacy in investing in bonds
and foreign currencies in addition to investing in equity securities, as already evident in
Japan [12] and other countries [8,10,11]. We argue that financial literacy makes people
aware and knowledgeable about the risk and return phenomena of investment in financial
markets and motivates them to invest in risky securities. Financial literacy also helps
to reduce the cost of trading of securities through the selection of appropriate trading
strategies. Furthermore, financially literate people have a greater cognitive ability, which is
a positive contributor to investing in risky assets [29]. Our explanation is also consistent
with the studies attributing participation in the financial markets to awareness and proper
knowledge of investment [22,30–33].

Our study also provides evidence that education and experience in working in the
finance and insurance area are positively associated with investment in risky assets. Since
education and working experience in the financial sector make people knowledgeable and
aware about investment opportunities, it is likely that these people will invest in risky assets.
Our study further shows that respondents who have more household assets and income
are likely to have investment in risky assets. Our results are consistent with previous
findings that wealth has a positive influence on investment in financial securities [22,23,26];
however, our findings on gender, age, marital status, and employment status are not
consistent with previous studies [22,25,34–37].

6. Conclusions

This study examines whether financial literacy explains the lack of investment in risky
assets in Japan. Using data from Osaka University’s Preference Parameter study, we have
provided evidence that financial literacy has a significantly positive association with the
investment in risky assets. We argue that financial literacy increases investment in risky
assets through enhanced awareness, reduction of the cost of participation, and increased
cognitive ability. In examining the role of financial literacy in investing in risky assets,
we controlled for several demographic, socio-economic, and psychological factors. We
checked the robustness of our results by separately examining the role of financial literacy
in investing in equity securities and bonds and foreign currencies. Financial literacy was
found to be associated with both investment in equity securities and investment in bonds
and foreign currencies. Our results suggest that the lack of financial literacy contributes to
the lack of investment in risky assets in Japan.

Our study has some limitations which readers should consider while interpreting the
results. First, we mainly used data from the 2012 wave of the PPS, but we used financial
literacy and education data from the 2010 and 2011 waves, respectively. Although the
respondents were identical in all waves, we cannot ignore a possible effect of this time
difference on the results of the study; however, we believe that the results and implications
of our study would not be materially affected as the demographic, socioeconomic, and
psychological backgrounds do not usually change much in the adjacent years. Second, the
measurement of psychological variables might not be accurate because some respondents
could make extreme choices, whereas others could make moderate choices. Future research
should avoid these limitations to provide more accurate findings regarding the association
between financial literacy and investment in risky assets. Moreover, a cross-country
investigation could be initiated to more clearly understand the role of financial literacy in
explaining the conservative investment behavior of Japanese people.

Nevertheless, our study has important economic and policy implications for all coun-
tries. From an economic viewpoint, a lack of financial literacy acts as a barrier to wealth-
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maximizing investment, which ultimately hurts national economic success; however, our
study also suggests that financial literacy is not an automatic outcome of development.
Proper financial education, financial orientation in the workplace, and social interaction
can improve financial literacy, which, in turn, can improve investment in risky assets.
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