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1. Introduction

The importance of financial literacy has been empirically proven to influence individual’s financial behavior. By exploring
many types of financial behavior, Lusardi and Mitchell (2007), Huston (2010), Widyastuti, Sumiati, Herlitah, and Melati (2020),
have shown that financial literacy may lead people in making various key financial behavior or financial decisions. Financial
literacy is one of the human capitals, which could promote desirable individual’s financial behavior, such as financial planning
(Zulaihati, Susanti, & Widyastuti, 2020), saving (Jamal, Ramlan, Karim, & Osman, 2015; Lusardi, 2008; Zulaihati et al., 2020),
retirement saving decisions (Clark, Lusardi, & Mitchell, 2016), and investment behavior (Sivaramakrishnan, Srivastava, &
Rastogi, 2017). In the context of Islamic financial products, we assume that Islamic financial literacy is also needed to support
people in making financial decision.

The Islamic finance has expanded for the last two decades (Jaballah, Peillex, & Weill, 2018), therefore Islamic financial products
have been increasing, including in banking and financial industry. Islamic financial products have been offered not only for
Moslem, but also non-Moslem consumers (Chong & Liu, 2009). Therefore, people’s understanding about the concept of Islamic
finance should be enhanced. It is shown by the low level of Islamic financial index. As reported by Financial Service Authority
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(Otoritas Jasa Keuangan), the evidence from Indonesia has shown that the level of Islamic financial literacy index is only 9.10
percent (OJK, 2020).

Due to the development of financial products based on Islamic principal, the concept of Islamic financial literacy emerges as an
interesting topic to be explored. Some prior researches evolved the definition of Islamic financial literacy by referring to the
concept of financial literacy (Antara, Musa, & Hassan, 2016). Nevertheless, along with the development of the Islamic financial
industry, there is a lack of studies which define and measure Islamic financial literacy. Therefore, this study will contribute in
developing the concept of Islamic financial literacy by determining the dimensions that indicate Islamic financial literacy.

2. Literature Review

The concept of financial literacy is often associated with various terms including financial knowledge, financial capability,
financial education, and financial competence. Zait and Bertea (2015) explained that these terms were interchangeable.
Conversely, some studies stated that each concept has a different meaning. According to Huston (2010), financial education is
defined as a process which is intended for enhancing one's human capital, especially financial knowledge and its application.
While financial competence explains about individual’s knowledge and behavior that contribute to their financial capabilities.
Each concept is interrelated, but it could not be interchanged with each other. Financial literacy is dominantly defined as
financial knowledge (Hogarth & Hilgert, 2002; Hung, Parker, & Yoong, 2009; Lusardi & Mitchell, 2005). Financial knowledge
is the most obvious conceptual definition of financial literacy, but Huston (2010) highlighted two dimensions which reflects
financial literacy, including knowledge and application dimensions. Moreover, Huston (2010) stated that knowledge dimension
focused on the knowledge that acquired from education related to the personal finance concept, while application dimension
emphasized on person’s ability and confidence to apply their financial knowledge in making financial decisions. In accordance
with the reference above, Remund (2010) conceptualized financial literacy which were categorized into five dimensions namely
(1) knowledge about financial concepts (2) ability to communicate about financial concepts, (3) aptitude in managing personal
finances, (4) skill in making appropriate financial decisions and (5) confidence in planning effectively for future financial needs.

Besides the definition of financial literacy, Huston (2010) stated that there are no standardized instruments for measuring
financial literacy. Fernandes, Lynch Jr, and Netemeyer (2014) expressed that the measurement of financial literacy emphasized
on objective knowledge. Using true or false questions, Hogarth and Hilgert (2002) examined knowledge about credit, saving
patterns, mortgages, and general financial management. On the other hand, Lusardi and Mitchell (2005) examined the level of
financial literacy through the question about compound interest, inflation, and risk diversification. Subsequently, Lusardi and
Mitchell (2007) operationalized financial literacy which consist of basic and sophisticated elements. Lusardi and Mitchell (2007)
modified the instrument that used in previous study by adding some indicators (i.e. time value of money and money illution)
which reflects basic financial literacy.

Based on the literature review about financial literacy, we can summarize that financial literacy could be conceptualized based
on a different dimension and could be measured using different instrument. By referring to the concept of financial literacy,
some researchers developed the concept of Islamic financial literacy and discussed about the dimensions which is used to
measure it. According to Antara et al. (2016), Islamic financial literacy has measured using a true or false questionnaire which
reflects two dimensions namely: Islamic finance principal and Islamic finance methods, while Hidajat and Hamdani (2017)
specifically built some true or false question which reflects riba, salam, murabahah, istishna’, ijarah, mudharabah, and
musyarakah. This study elaborate these references to develop the concept of Islamic financial literacy.

3. Research Methodology

The purpose of this study is to determine the dimensions of Islamic financial literacy, therefore this study applied a
quantitative approach using EFA (Hair, Black, Babin, & Anderson, 2010). EFA is the tools that enable to analyze high
interrelationships among the set of variables which known as factors or components or dimensions.

The primary data were collected from 472 individual investors of Sharia mutual funds. Islamic financial literacy was
measured by online instrument using five points of Likert’s scale that started from 1 (strongly disagree) until 5 (strongly
agree). The sample were obtained by applying convenience sampling technique.

The procedures in EFA is started by the test of adequacy of sample size. One measure of how well a variable is accounted
for in the retained factors is communality—the amount of a variable’s variance explained by its loadings on the factors (Hair
Jr., Black, Babin, & Anderson, 2019). Fabrigar and Wegener (2012) stated that if the communalities are below .40 and there
are few high loadings per factor, sample sizes of up to 400 are appropriate.

Refer to Hair Jr. et al. (2019), to assess the data sufficiency in factor analysis, this two criterion can be applied including: Kaiser
Meyer Olkin - Measure of Sampling Adequacy (KMO - MSA) and Bartlett's Test of Sphericity. The first criterion is KMO-
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MSA that should be between 0 to 1. If the KMO-MSA exceed than 0.5, it could be said that the data is suitable for factor
analysis. The second criterion is Bartlett's Test of Sphericity. The Bartlett's test of sphericity should be significant (p < 0.05),
therefore this could be concluded that the factor analysis is suitable. If the requirement of sample size has been fulfilled, the
next step is reduction of the large number of variables into the dimensions using the principal component analysis (PCA), as
one of the extraction methods. Some approaches can be used to determine the factor extraction, including the Eigenvalue,
cumulative percent of variance extracted, and scree plot test (Williams, Onsman, & Brown, 2010), This study used all of the
criterion for the procedure of factor extraction. Factor will be formed when the Eigenvalue is more than 1, while the cumulative
percent of variance results from the eigenvalue. If the eigenvalues are added, the result should be the total variance in the
correlation matrix. The percentage of explained variance of each component can be easily computed as the corresponding
eigenvalue divided by the total variance. Hinkin (1998) argues that 60 percent should be a minimum value of the percentage of
explained variance, but according to Hair Jr. et al. (2019), in the social sciences, where information is often less precise, it is not
uncommon to consider a solution that accounts for 60 percent of the total variance as satisfactory, and in some instances even
less. Another criterion in determining the factor extraction is rotation method. This study applies the varimax rotation to
represent the factor that uncorrelated. After the rotation step, the final procedure is give the label for the factor extracted by
referring to the theory or relevant research.

4. Results and Discussion

An EFA is the analysis which is used to extract the large number of variable into dimensions. Table 1 displays the values of anti
image correlation for each item that measures Islamic financial literacy.

Table 1
Anti Image Correlation
Items Anti Image Correlation Items Anti Image Correlation Items Anti Image Correlation
IFL 1 .800 IFL4 .650 IFL8 729
IFL2 .635 IFLS 7194 IFL9 .780
IFL3 .801 IFL7 739 IFL11 .720

Based on the anti image correlation, we know that all of the items were valid, since the value of anti image correlation exceeds
0.5. Therefore, the EFA analysis could be proceed into the next step. After the validity test, the next step in EFA is the test of
adequacy sample size based on KMO-MSA and Bartlett’s test of sphericity. As represented in Table 2, this study has the KMO-
MSA 0.749, while the Barlett’s test of sphericity is significant on 5 percent level of significant. Based on both criterion, it
means that this study has sufficient sample size to be analyized using EFA. Therefore, the step could be proceed further.

Table 2

KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 749

Bartlett's Test of Sphericity Approx. Chi-Square 760.481
df 36
Sig. .000

In this study, the factor extraction is conducted by applying PCA. The scree plot represented on Fig. 1 that represent the number
of factors which extracted based on Eigenvalue > 1. This figure is reinforced by the result of factor extraction based on
Eigenvalue that represent in Table 3. Based on Table 3, two factors have been extracted from this analysis. Each factor has the
Eigenvalue as follows: 2.947 for the first factor and 1.251 for the second factor.

Scree Plot

Eigenvalue
9

T T T T T T T T
1 2 3 4 H 6 7 8 H

Component Number

Fig. 1. Scree Plot
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Another criterion in factor extraction is total cumulative variance. According to Hair Jr. et al. (2019), it is enable to have the
total cumulative variance less than sixty percent for the construct in social science. The two factors retained represent 46.6
percent of the variance from the 9 indicators. After the rotation method using varimax, the two factors that have been extracted
will be labelled by referring to the previous research.

Table 3
The total cumulative variance
Initial Eigenvalues Extraction Sums of Squared Loadings

Component Total % of Variance Cumulative % Total % of Variance Cumulative %
1 2.947 32.740 32.740 2.947 32.740 32.740
2 1.251 13.899 46.639 1.251 13.899 46.639
3 989 10.992 57.631

4 942 10.468 68.099

5 708 7.861 75.960

6 .666 7.401 83.361

7 .580 6.444 89.805

8 .530 5.883 95.688

9 .388 4312 100.000

The rotation method using varimax is conducted to determine the loading factor for each item and to categorize the items which
build the factors. Hinkin (1998) stated that the loading factor should exceed than 0.4. The first component or factor consists of
five items namely: item numbers 7, 3, 9, 5, and 1. The second component or factor consists of four items, including item numbers
2,4, 8, 10. The details of loading factors for each item are represented in Table 4, while the details of items in each dimension
are displayed in Table 5.

Table 4
Rotated Component Matrix
Component

1 2
IFL7 749
IFL3 .690
IFL9 671
IFLS .606
IFL1 556
IFL2 685
IFL4 .619
IFL8 .594
IFL10 445 515

After the rotation method using varimax, the two factors that have been extracted will be labelled by referring to the previous
research. According to Hidajat and Hamdani (2017), Islamic financial literacy is measured as knowledge about Islamic finance
in making financial decisions, while Antara et al. (2016) developed the instrument of Islamic financial literacy which reflects
the Islamic finance principal and method.

Table 5
Labelling Dimension
No Name of Items Items Factor
dimension number loading
1 Subjective IFL7 In mudharaba contract, a capital owner will bear all loses personally (except if the loses 0.763
knowledge of are caused by negligence or moral hazard of his partner)
Sharia compliance IFL3 Profit taking in personal loan relationship activity is 7iba and it is 0.727
forbidden.
IFL9 In musyaraka contract, the capital given must be cash money, gold, silver, or the other 0.672
valuable goods with same value. If the capital given is the asset with the form of goods,
then it must be assessed as cash money and it must be approved by the partner.
IFL5 Gharar refers to uncertainty and deception and not allowable in Islamic finance. 0.598
IFL1 Islamic method of finance is interest-free. 0.553
2 Subjective IFL2 Riba (usury) is haram and it is forbidden. 0.699
knowledge of riba IFL4 Exchange process of similar goods with different dose or level is riba. 0.625
and profit-sharing. IFLS In mudharaba contract, if the business managed by mudharib gets profit, then the partner 0.544
and capital owner will share the profit based on proportion approved before.
IFL10 In musyaraka contract, the profit gained must be shared proportionally. 0.452

In this study, the Islamic financial literacy measures investor’s perception about their knowledge of Islamic concept. Hadar,
Sood, and Fox (2013) used the term of subjective knowledge to measure the consumers’ assessment of their knowledge.
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Therefore, the first factor is labelled as subjective knowledge of Sharia compliance. This factor presents the knowledge about
some guidance in conducting economic activity (muamalah) based on Islamic principles. This label is supported by Abdullah
and Razak (2015) who defines Islamic financial literacy as the ability to understand finance based on sharia compliance.

The second factor is labelled as the subjective knowledge of riba and profit-sharing. It measures people’s understanding of
concept of riba and profit-sharing. Refers to some previous researches, the items of Islamic financial literacy focused on the
interest-free system (Antara et al., 2016; Hidajat & Hamdani, 2017) known as riba, and profit-sharing in the economic activities
such as in musyaraka, mudharabah contracts (Hidajat & Hamdani, 2017). Based on the data analysis, the findings show that the
dimensions of Islamic financial literacy in this study are categorized in two factors, including subjective knowledge of Sharia
compliance and subjective knowledge of riba and profit-sharing concept.

5. Conclusion

This study has aimed to identify potential underliying dimensions of Islamic financial literacy. Based on factor analysis, two
factors of Islamic financial literacy have been extracted, and these factors were labelled as follows: Subjective knowledge of
Sharia compliance and knowledge of riba and profit-sharing concept. This study is limited in measuring Islamic financial
literacy based on the perception of investors of Sharia mutual funds. The measurement could be extended by elaborating
previous studies and applied in another sample.
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