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Abstract

The research was motivated by a phenomenon where many retirees in Indonesia could not enjoy a
prosperous retirement, and some even had to continue working to meet their living needs. Based on this
phenomenon, financial planning is very important for well-being in old age and needs to be done early when
someone is still in their productive period. However, the millennial generation, as the largest population of
productive age, does not yet have financial planning for retirement. In line with Indonesian society, which is
predominantly Muslim, the goal of finance is not only for peace in this world but also in the afterlife. For this
reason, the research aims to analyze the factors determining the millennial generation's Islamic retirement
financial planning. The research method used is SEM-PLS with the variables studied including financial
literacy, clarity of retirement goals, and financial attitudes as mediating variables. The research results show
that financial literacy and clarity of retirement goals directly influence financial attitudes, but do not
influence sharia retirement financial planning. Apart from that, financial attitudes also show that the results
do not affect sharia retirement financial planning. Financial attitudes do not mediate the influence of
financial literacy and clarity of retirement goals on Sharia retirement financial planning. The results of this
research can be used as consideration for the government and pension fund companies in determining
strategies and policies to improve the welfare of the Indonesian population.

Keywords: Sharia Retirement Financial Planning; Financial Literacy; Financial Attitude; Clarity Of
Retirement Goals

Introduction

The aging population is a phenomenon that most countries face, and it can have a significant impact on
their productivity and economic growth. This challenge is particularly relevant for Indonesia, as it has the
largest Muslim population in the world. According to the Central Statistics Agency (BPS), Indonesia's
population is projected to reach 275.773 million people by 2022. As per a report by The Royal Islamic
Strategic Studies Center (RISSC), 237.56 million people, which is 86% of the total population in Indonesia,
are Muslims (Rizaty, 2022).

Indonesia is a country with a large number of people in their productive working age. Many of these
individuals work in the formal sector. According to BPS (2022), the formal sector will continue to dominate
labor absorption in Jakarta in 2022. As a result, the number of pre-retirees in Indonesia is likely to increase in
the future.

Retirement is a crucial stage in a person's life and needs to be planned for carefully. Being mentally and
financially prepared for retirement is essential from an early age. Having a sound financial condition is a
significant factor in enjoying a comfortable and independent retirement. Upon entering retirement,
individuals may face challenges, particularly with regard to income, which will typically decrease compared
to their pre-retirement income. A survey conducted by Goldman Sachs Asset Management (GSAM) found
that more than half (51%) of retirees reported that their income after retirement was less than 50% of their
pre-retirement income (GSAM, 2022). Meanwhile, living expenses will continue to be a constant factor.

According to the Financial Services Authority (OJK), around 93% of formal workers in Indonesia have
no idea what their life will be like after retirement (Febrianto, 2021). This is particularly true for the
millennial generation, which constitutes the largest population of the productive age. According to Syarifudin
Yunus, Executive Director of the Financial Institutions Pension Fund Association (DPLK), 86% of the
millennial generation in Jabodetabek do not have a pension program (Yunus, 2020). This is because this
generation prefers to spend money on experiences rather than saving and investing. Deloitte's 2022 research
reveals that almost half of the world's millennials (47%) finance their living expenses from their salaries and
are concerned about covering their expenses. The same study also found that a quarter of millennials (31%)
worldwide are unsure whether they will be able to retire comfortably. The current generation mostly uses
their finances to meet their present needs and has not prepared for future needs (OJK, 2022).

As people approach retirement age, saving enough money to ensure a comfortable and financially secure
future becomes an increasingly challenging task. Unfortunately, many retirees find themselves unable to
achieve the necessary savings required for a comfortable retirement. According to data from OJK, seven out
of ten retirees in Indonesia are forced to continue working to meet their basic living needs (Febrianto, 2021).
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This is a clear indication of a mismatch between expectations and reality, as retirees should be able to enjoy a
comfortable and financially prosperous old age, not continue working to make ends meet.

In Islam, Muslims are encouraged to plan their lives economically and financially to achieve fallah, which
means success in this world and the afterlife. This means that a Muslim's financial goal is not only for peace
in this world but also in the afterlife. Indonesia, being a country with a Muslim majority, is encouraged to
carry out all activities, including future financial planning, based on Sharia principles. Sharia-compliant
financial planning for retirement is very important for Muslims. Through this planning, retirees can ensure
that their retirement income can meet their retirement goals and is free from usury.

Several research studies have identified certain factors that can influence retirement financial planning.
These studies have found that financial literacy and financial attitude factors play a significant role in
financial planning for retirement (Mustafa et al., 2023; Harahap et al., 2022; Kumakoma, 2023; Chen, 2023;
Rosli, 2022; Park & Martin, 2022; Chelliah et al., 2022). In addition to these factors, goal clarity is also an
important aspect of saving activities for retirement and has a positive effect on retirement planning for both
young and old workers (Zhu & Chou, 2018). Furthermore, research conducted from a sharia perspective has
also shown that clarity of goals has a positive impact on retirement planning (Syamlan & Easti, 2020).

Previous research has rarely discussed the financial planning of the millennial generation from a sharia
perspective. The author is interested in researching retirement financial planning for the millennial generation
in Indonesia based on a Sharia perspective. The research aims to analyze the relationship between financial
literacy, clarity of goals towards retirement financial planning based on a sharia perspective, and financial
attitudes as a mediating variable. The research results are hoped to provide contributions and input in
determining appropriate strategies and policies to ensure comfortable and prosperous retirement for workers
in Indonesia.

Literature Review
Financial Literacy

Financial literacy refers to an individual's knowledge and skills in understanding financial concepts,
instruments, tools, and institutions, that are necessary for managing finances and making informed financial
decisions (Safryani & Triwahyuningtyas, 2020). Financial literacy encompasses various aspects such as
maintaining financial records, planning for the future, choosing the right financial products and services,
staying updated on financial developments, and carrying out financial supervision, including managing debt
and savings (Margaretha & Sari, 2015). Several studies have shown that financial literacy has a significant
impact on retirement financial planning (Mustafa et.al, 2023; Chen, 2023).

Goal Clarity

Having goals is an essential aspect of achieving what one desires by enhancing functionality and laying
out future plans. It helps individuals to realize their future objectives and improve their quality of life.
According to research conducted by Stawski and colleagues, goal clarity is a crucial psychological
mechanism that motivates people to plan for their future (Syamlan & Easti, 2020).

Financial Attitude

Financial attitudes refer to the states of mind, opinions, and judgments that an individual holds about
finances. These attitudes are an integral part of an individual's mindset, which influences their financial
decision-making process (Pakow, 2013). Financial attitudes play a crucial role in determining an individual's
success or failure in the financial sector, as they are considered to be a psychological tendency that influences
one's evaluation of recommended financial management practices with some degree of approval or
disapproval. By understanding their financial attitudes, individuals can align their attitudes and behavior
accordingly, particularly in terms of financial management, budgeting, and decision-making (Yogasnumurti
et al., 2020).

Retirement financial planning based on a sharia perspective

Financial planning from a Sharia perspective is a crucial element of Islamic finance that adheres to Sharia
principles. It is legally enforced to comply with certain prohibitions, including riba, gharar, and maysir. In
addition to these restrictions, financial planning with this perspective should focus on implementing magasid
al-syariah, which aims to improve human welfare by protecting their faith (din), self (nafs), reason (‘aql),
their descendants (nasl), and their wealth (mal). It is essential to emphasize the prohibition of usury and
investments that do not comply with Sharia rules (Mahmud et al., 2019).

Research Hypothesis
The research is based on the following hypotheses:
Direct Effects
H1 : Financial literacy influences financial attitudes
H2 : Clarity of goals influences financial attitudes
H3 : Financial literacy influences Islamic retirement financial planning
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H4 : Clarity of goals influences sharia retirement financial planning
H5 : Financial attitudes influence Sharia financial planning

Indirect Effects

H6 : Financial literacy affects Sharia retirement financial planning which is mediated by the financial attitude
variable

H7: Clarity of goals influences sharia retirement financial planning which is mediated by the financial
attitude variable

Methods

The purpose of this research is to analyze the factors that influence retirement financial planning among
the millennial generation in Indonesia from a Sharia perspective. The study focuses on descriptive
quantitative research and the population consists of the millennial generation in Indonesia, born between
1981 and 2000. Purposive sampling was used to determine the sample size of 100 respondents between the
ages of 27 and 42, working in the formal sector, and domiciled in Indonesia. The Margin of Error (more)
formula was used since the population size was large and unknown. The research uses a quantitative analysis
approach, specifically Partial Least Square (PLS) with the smartPLS application. Financial attitude, financial
literacy, goal clarity, and Islamic retirement financial planning are treated as latent variables with their
respective indicators. PLS is a method used to implement Structural Equation Modeling (SEM)

Result and Discusssion
Measurement Model Analysis (Outer Model)

In the analysis of the outer model, a reliability test is conducted by examining the composite reliability
value of the indicator block that measures the latent variable. The composite reliability results will be
considered satisfactory if the value is greater than 0.7. According to the test results, the composite reliability
value for all latent variables in the study is greater than 0.7. The composite reliability values of the variables
clarity of goals, financial literacy, financial attitudes, and Islamic retirement financial planning are 0.940,
0.830, 0.791, and 0.845 respectively. This indicates that all latent variables in the estimated model meet the
composite reliability criteria. The lowest composite test result was 0.791 for the financial attitude variable. In
addition to the reliability test, a discriminant validity test is also conducted at this stage, which involves
examining the square root of the average variance extracted (AVE) value. Based on the test results, the AVE
values for the variables clarity of goals, financial literacy, financial attitudes, and Islamic retirement financial
planning are 0.840, 0.709, 0.662, and 0.580 respectively. This shows that the AVE value for all latent
variables in the research model is greater than 0.5. The lowest AVE value is 0.580 for the Sharia retirement
financial planning variable.

Structural Model Analysis (Inner Model)
Significance Test
Direct Effect

Direct effect analysis is useful for testing the hypothesis of the direct influence of a variable that
influences (exogenous) on the variable that is influenced (endogenous). The following are the results of
hypothesis testing categorized as a direct effect:

Table 1. Path Coefficient

T statistics P values
(JO/STDEV))
Goal Clarity -> Sharia Retirement Financial Planning 1.020 0.308
Goal Clarity -> Financial Attitude 2.056 0.040
Financial Literacy -> Sharia Retirement Financial Planning 0.407 0.684
Financial Literacy -> Financial Attitude 2.267 0.023
Financial Attitude -> Sharia Retirement Financial Planning 0.359 0.720

Source: (SmartPLS4, Data processed in 2023)

Based on the results of the statistical analysis, the following significant direct effects were found:

1. The influence of financial literacy on financial attitudes (Hypothesis 1/H1). Based on Table 1, there is a
direct and significant influence of financial literacy on financial attitudes. This is indicated by the P-
values of 0.023 < 0.05. The path coefficient value shows a positive relationship, so the influence of
financial literacy on financial attitudes is unidirectional.

2. The effect of goal clarity on financial attitudes (Hypothesis 2/H2). Based on Table 1, there is a direct and
significant influence of goal clarity on financial attitudes. This is indicated by the P-values of 0.040 <
0.05. The path coefficient value shows a positive relationship, so the effect of goal clarity on financial
attitudes is in the same direction.
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The influence of financial literacy on Islamic retirement financial planning (Hypothesis 3/H3). Based on
Table 1, there is no direct influence of financial literacy on Sharia retirement financial planning. This is
indicated by the P-values of 0.684 > 0.05.

The influence of clarity of goals on Islamic retirement financial planning (Hypothesis 4/H4). Based on
Table 1, there is no clear direct influence on Sharia retirement financial planning. This is indicated by the
P-values of 0.308 > 0.05.

Financial attitude variables towards Sharia retirement financial planning (Hypothesis 5/H5). Based on
Table 1, there is no direct influence of financial attitudes on Sharia retirement financial planning. This is
indicated by the P-values of 0.720 > 0.05.

Indirect Effect

Indirect influence analysis is useful for testing the hypothesis of the indirect influence of an influencing

variable (exogenous) on the influenced variable (endogenous) which is mediated by an intervening/mediation
variable. The following are the results of hypothesis testing categorized as indirect influence:

Table 2. Spesific Indirect Effect

T statistics (JO/STDEV|) P values

Financial Literacy -> Financial Attitude -> Sharia Retirement
Financial Planning

0.327 0.744

Goal Clarity -> Financial Attitude -> Sharia Retirement Financial
Planning

0.305 0.761

Source: (SmartPLS4, Data processed in 2023)

1.

2.

Based on the results of the statistical analysis, the following significant indirect effects were found:

The influence of financial literacy on Islamic retirement financial planning through financial attitudes as a
mediating variable (Hypothesis 6/H6). Based on Table 2, the p-value of the influence of financial literacy
on Sharia retirement financial planning through financial attitudes as a mediating variable is 0.744 > 0.05,
meaning there is no significant influence. Thus, the mediating variable, namely financial attitude, is
unable to mediate the influence of the financial literacy variable on sharia retirement financial planning.
The effect of clarity of goals on Islamic retirement financial planning through financial attitudes as a
mediating variable (Hypothesis 7/H7). Based on Table 2, the p-value of the influence of goal clarity on
Islamic retirement financial planning through financial attitude as a mediating variable is 0.761 > 0.05,
meaning there is no significant influence. Thus, the mediating variable, namely financial attitude, is
unable to mediate the influence of the clarity of goals variable on sharia retirement financial planning.

Figure 1 illustrates the research results based on the conducted tests:
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Figure 1. Test Result

Table 1 displays the test results that illustrate the impact of financial literacy and clarity of goals on

financial attitudes. The findings suggest that financial literacy and clarity of goals have a significant effect on
financial attitudes. Individuals with higher financial literacy tend to have better financial attitudes, indicating
that financial literacy plays a crucial role in shaping people's financial behavior. One way to improve
financial attitudes is by increasing financial knowledge through attending financial seminars and enhancing
awareness and skills. In addition to financial literacy, clarity of goals for retirement also contributes to
forming financial attitudes. People who have clear goals for their retirement tend to have a more focused
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attitude towards finances. Moreover, Table 1 shows the results of testing the direct impact of financial
literacy, clarity of goals, and financial attitudes on Sharia retirement financial planning. The findings indicate
that neither financial literacy nor clarity of goals nor financial attitudes have a direct impact on Sharia
retirement financial planning. Furthermore, Table 2 presents the results of testing the indirect influence of
financial literacy and clarity of goals on Sharia retirement financial planning. The findings suggest that
financial literacy and clarity of goals, mediated by financial attitudes, do not have any impact on Sharia
retirement financial planning.

Conclusion

After conducting tests and analyses, it has been concluded that financial literacy and clarity of goals have
a significant impact on an individual's financial attitude. This suggests that a person's understanding of
financial concepts, ability to manage finances, and clear retirement goals are crucial in shaping their financial
attitudes, particularly for the millennial generation. However, financial attitude, financial literacy, and clarity
of goals do not significantly influence Sharia retirement financial planning. The research also indicates that
financial attitudes cannot mediate the effect of financial literacy and clarity of goals on Sharia retirement
financial planning.
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