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ABSTRACT 

This research aims to present a model of the investment decision-making process. In the 
review of extensive literature, it has been identified that individual investors have been 
investigated from either behavioural finance or social psychological perspective but rarely 
from consumer behaviour perspective. To fill in the identified gaps, this research integrates 
behavioural finance, consumer behaviour and social psychological perspectives to provide 
a model to explain investors’ decision-making. This research also proposed the moderating 
effect of perceived risk on the relationship between behavioural finance factors, consumer 
behaviour factors, social psychological factors and investment intentions. This research is 
based on the theory of planned behaviour, social cognitive theory and prospect theory. The 
data was collected by using a survey questionnaire filled by employees who are working 
at different organisations in Pakistan. The collected data was analysed using SmartPLS. 
After the preliminary tests and assumptions testing, 548 observations were found to be 
useful. The measurement model assures the validity and reliability of the focal constructs. 
The hypothesis testing indicate that uncertainty avoidance, overconfidence, product 
knowledge, product involvement, perceived behavioural control and subjective norm 
appear to have significant, while risk avoidance has insignificant influence on investment 
intentions. Perceived risk only moderates the relationship between perceived behavioural 
control and investment intentions. It is recommended that the stock exchange commission 
may offer some risk-adjusted investment options for individual investors and provide them 
with awareness to increase their control over investment in the stock market. In addition, 
friends, family and important people around can be used as sources to promote stock 
investment and to increase the level of investment intentions. 
 

Keywords: behavioural finance, consumer behaviour, social psychology, individual 
investors, investment intentions 
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ABSTRAK 

Kajian ini bertujuan untuk menghasilkan sebuah model proses membuat keputusan 
pelaburan oleh pelabur. Melalui sorotan literatur yang menyeluruh, dikenalpasti bahawa 
kajian mengenai pelabur individu telah dilakukan dari perspektif tingkah laku kewangan 
atau psikologi sosial, tetapi jarang dari perspektif tingkah laku pengguna. Bagi mengisi 
jurang tersebut, penyelidikan ini menggabungkan tingkah laku kewangan, tingkah laku 
pengguna serta perspektif psikologi sosial untuk membina model bagi menjelaskan proses 
pembuatan keputusan oleh pelabur. Selain itu, kajian ini mencadangkan kesan 
penyederhanaan risiko yang dirasa terhadap hubungan di antara faktor tingkah laku 
kewangan, faktor tingkah laku pengguna, faktor psikologi sosial dan niat pelaburan. Kajian 
ini adalah berdasarkan teori tingkah laku yang dirancang, teori kognitif sosial dan teori 
prospek. Data kajian ini dikumpul menggunakan soal selidik tinjauan yang diisi oleh 
pekerja di dalam organisasi yang berbeza di Pakistan. Data yang dikumpulkan seterusnya 
dianalisis menggunakan SmartPLS. Selepas ujian awal dan ujian andaian, 548 pemerhatian 
telah didapati berguna. Model pengukuran memastikan kesahan dan kebolehpercayaan 
pembinaan konstruk fokal. Pengujian hipotesis telah menunjukkan bahawa penghindaran 
ketidakpastian, sifat terlalu yakin, pengetahuan mengenai produk, penglibatan terhadap 
produk, kawalan tingkah laku yang dirasa dan norma subjektif sebagai signifikan, 
sementara penghindaran risiko pula mempunyai pengaruh yang tidak penting terhadap niat 
pelaburan. Risiko yang dirasa menyederhanakan hubungan di antara kawalan tingkah laku 
yang dirasa dan niat pelaburan. Adalah disyorkan bahawa suruhanjaya bursa saham boleh 
menawarkan beberapa pilihan pelaburan yang telah disesuaikan dengan risiko kepada 
pelabur individu dan memberi mereka kesedaran untuk meningkatkan kawalan terhadap 
pelaburan pasaran saham. Di samping itu, rakan, keluarga dan orang yang penting di 
sekeliling mereka boleh digunakan sebagai sumber untuk mempromosikan pelaburan 
saham dan meningkatkan tahap niat pelaburan. 
 
 
Kata kunci: kewangan tingkah laku, tingkah laku pengguna, psikologi sosial, 
pelabur individu, niat pelaburan 
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CHAPTER 1 

INTRODUCTION 

 

1.1 Background and Introduction of the Study  

Globalisation and growth of economic markets signify that people are no longer 

constrained by national borders. This serves as opportunities for investors, especially 

in the field of financial security and instruments. Financial products include stocks, 

bonds, commodities, real estate and many different types of derivative instruments 

that vary according to their risks and their corresponding expected returns. Investors 

can choose investment opportunities from a large range of options that suit their 

preferences (Lim, 2013).  

 

The stock exchange of a country reflects the status of its economy. In addition, it 

indicates the future performance of an economy. There are ample evidences of the 

links between the activities of the stock exchange and that of the economy (Barro, 

1990; Fama, 1990; Fischer & Merton, 1984; Mullin & Wadhwani, 1989; Schwert, 

1990).  

 

Pakistan’s 186 million population is the largest among frontier markets, and the sixth 

largest globally, following China, India, the US, Indonesia and Brazil. A 9% weight 

in the MSCI Frontier Markets Index ranks Pakistan third by weight, following Kuwait 

and Nigeria, making it the largest oil-importing country among other countries in the 

stock index. The Pakistani Stock Exchange (PSX), formally known as the Karachi 

Stock Exchange (KSE), was inaugurated on January 11, 2016, after integration of the 

trading platforms of the three former stock exchanges. As of April 12, 2016, there are 

561 companies listed on the PSX, with a market capitalisation of PKR 6,992 billion 
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(USD 66.78 billion)1. Average daily turnover from the period January-April, 2016 at 

PSX was 162.84 million shares in the ready market and 30.14 million shares in the 

futures market. 

 

The KSE-100 index is the leading benchmark index at PSX, which is a market 

capitalisation weighted index of 100 stocks, consisting of top market capitalisation 

companies from each of the 32 sectors and is the most popular index tracking overall 

prices. The KSE-100 Index stood at 32811.89 points on December 31, 2015, which 

increased to 33729.62 points on April 20, 2016, depicting a growth of around 2.79 %.2 

 

Investors have developed an interest in the transactions of various products (mutual 

funds, real estate, bonds, gold, social lending, life settlement, etc.), making the 

products one of the investors’ favourite class of assets. This is particularly due to the 

many advantages that the class of assets has to offer in comparison to other classes of 

assets. The advantages include higher liquidity accompanied by increased flexibility 

and lower transaction costs. The number of investments, particularly in stock market 

securities, has continuously increased over the years (Dreman, Johnson, MacGregor, 

& Slovic, 2001). The increasing number signifies the growth of retail investors, many 

of whom are likely to be relatively naive stock market investors and who may lack the 

formal training and investment knowledge possessed by institutional investors (Lim, 

Soutar, & Lee, 2013). 

 

                                                 
1 http://www.psx.com.pk 
2 http://www.psx.com.pk 
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People make important decisions in their day-to-day life and one of the most important 

and perhaps most influential decisions pertaining to the individual's future prospects 

and prosperity, is an investment decision. More often than not, investors examine the 

risks, returns and the trade-off of any investment before investing. In the global 

financial sector, a wide range of investment avenues is available for the investors, 

namely, real estate, bond market, gold market, money market and stock market 

(Dayaratne & Wijethunga, 2015; Yasir, 2015). In addition to that, there are many other 

options available, such as equities or equity index, fixed-income instruments, foreign 

currencies, commodities, credit events and even other derivative securities (Chiu, 

2012). 

 

There are empirical evidences suggesting that sophisticated investors, who tend to be 

institutional investors, are more rational than individual investors (Grinblatt & 

Keloharju, 2001). Institutional investors possess the economies of scale when 

evaluating investment alternatives and are likely to have more knowledge and 

experience about the market than individual investors, simply because their portfolio 

values are larger (Black, 1992). Likewise, according to Aglietta et al. (2010), 

institutional investors are more reluctant to take risks, making them more risk-averse 

than individual investors. Their professional expertise on the size and the level of their 

fund’s liquidity, explains why institutional investors are more disinclined to take risks 

(Aglietta et al., 2010). 

 

Among the three types of investors-domestic individuals, foreign institutional 

investors and individual foreign investors - the number of domestic investors is the 

largest in the Pakistani stock market. As evident in Table 1.1, in the year 2015, the 
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number of domestic retail investors surpassed other types of investors, by as much as 

0.213 million in comparison to 833 domestic institutional investors, 1,886 foreign 

institutional investors and 500 individual foreign investors. 

 

Table 1.1 

Individual Investors’ Participation in the Stock Market 

Investors Number  

Domestic Retail Investors 212,966 

Domestic Institutional Investors 833 

Foreign Institutional Investors 1,886 

Foreign Individual Investors 500 

Total 216,215 

Source: (Karachi Stock Exchange, 2015) 

 

The number of retail investors in the stock market is significant in terms of their 

contribution to the PSX and serves as motivation to study individual investors.  

 

Considering that there are many aspects and stages involved in the process of decision-

making, it is therefore not a straightforward process. The investment decision is a 

complex purchase decision because of a wide variety of investment options that 

involve different risks, return profiles and complexity levels that need to be considered 

during the process (Kengatharan & Kengatharan, 2014). 

 

Decision-making in the financial industry occurs when individuals intend to take on a 

mortgage or even purchase insurance. Similarly, the process of applying for an 

educational loan and the long-term financial plan to cater to retirees involve significant 

financial decision-making. While there are many ways in which decision-making in 
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the financial industry can occur, Duclos, Wan, and Jiang (2013) argued that the 

consequences of a financial decision remain as one of the most crucial factors that can 

significantly affect an individual in so many ways. Such variation that provides 

significant choices of investment options facilitates the investment decisions of both 

institutional and individual investors, especially in the investments of financial 

products. According to Ali and Tariq (2013), behavioural and economic factors are 

the two major elements influencing investment decisions. 

 

The low percentage of investors in Pakistan is attributed to the weak link between the 

capital market and the real economy. A very small portion of public savings reaches 

the real economy through the capital market. There are only a few hundred listed 

companies and perhaps, a couple of hundred thousand of investors in such companies. 

The bulk of the market capitalisation of the capital market is represented by either 

state-owned enterprises or privatised companies. Market capitalisation as a percentage 

of GDP was only 24.6% in Pakistan in the year 2017 as compared to 243.0% in 

Singapore, 133.1% in Malaysia, 116.4% in Thailand, 88.0% in India and 71.2% in 

China.3 

 

Bashir and Nisar (2013) argued that the role of the stock market investment has 

remained very crucial in recent years. Most individuals invest for the purpose of saving 

their money for the future and for their retirement. Considering the fact that Pakistan 

is experiencing financial crises, the investment decisions are therefore of crucial 

importance for individuals. That is why understanding the various factors that 

determine individual investment decisions is essential. 

                                                 
3 https://www.ceicdata.com/en/countries  



6 
 

This study seeks to examine the factors affecting individuals’ intention to invest in 

stocks. Similar studies in the past have explicitly associated the decision to invest with 

the behaviour of an investor. Although it is apparent that the subject matter has been 

investigated in previous research studies, this subject has nonetheless received limited 

attention in Pakistan. There seems to be a dearth of research studies that have focused 

on the factors affecting the decision to invest in the Pakistani stock market. 

Acknowledging the scarcity of studies, the main objective of this study is to determine 

the factors that affect individuals’ intention to invest in the Pakistani stock market.  

 

1.2 Statement of the Problem 

The problem statement for this study is derived from five arguments, namely the 

irrational behaviour of investors during investment decision making, the behavioural 

finance perspective of investor decision making, the consumer behaviour perspective 

of investor decision making, and the need to link behavioural finance with consumer 

behaviour and social psychological perspective in understanding individual 

investment decision making, and the low participation of retail investors in Pakistan 

equity market. 

 

The Irrational Behavioural of Investors 

In conventional finance theory, investors are assumed to be rational wealth-

maximisers, following basic financial rules and making their investment decisions 

purely on the risk-return considerations. Finance theories explain that investors 

maximise the returns on investment at a specific risk level (Black & Scholes, 1973; 

Markowitz, 1952; Modigliani & Miller, 1958). Investors are assumed to invest in well-
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diversified portfolios and use these traditional finance theories to determine and design 

their investment portfolios by taking micro- and macroeconomic factors into account.  

 

Studies on decision-making nonetheless have challenged many economics and finance 

beliefs. Practically, the notion that investors are not rational and unbiased utility-

maximisers, has been added to the decision-making process (Huang, Zhang, Hui, & 

Wyer, 2014; Kahneman, 2003; Shefrin, 2002). In the same manner, anomalies such as 

irrational decision-making, loss aversion and increased use of contradictory 

assumptions in several classic models, have been added, which deal with the decision-

making under uncertainty (Benartzi & Thaler, 1995; Huberman, 2001; Yan & Duclos, 

2013). 

 

Researchers, such as De Bondt, Muradoglu, Shefrin, and Staikouras (2008), studied 

individuals’ behaviour from the perspective of behavioural finance. Studies which 

have investigated individuals’ behaviour from the perspective of behavioural finance 

have assessed the quality of the financial judgement and decisions made by investors. 

According to Ritter (2003), the field of behavioural finance that enhances 

understanding of the behaviour of individual investors provides a better understanding 

of individual characteristics and psychological processes, which subsequently shape 

an individual’s investment intentions and decisions.  

 

Dayaratne and Wijethunga (2015) then concluded that the validity of standard finance 

models is subject to serious criticism. This has led to the study of new approaches that 

seek to identify the determinants of stock purchase decisions. Finance moves towards 

the behavioural aspect of investment rather than fundamental approaches, the 
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transition thus uncovers several approaches to validate the behavioural finance 

philosophies in the finance world.  Recent evidences have revealed that irrational 

behaviour, which is guided by the psychology of investors, is one of the major 

contributory factors affecting investment decisions (Dayaratne & Wijethunga, 2015). 

Hence, there is a dire need for academic researchers to establish the relationship 

between an individual’s behavioural characteristics and investment decisions. 

 

In behavioural finance studies risk, uncertainty and overconfidence gain significant 

importance. Risk and uncertainty, both are treated as separate variables to explain the 

investment decisions of individual investors. According to Hofstede (2001), avoidance 

of uncertainties and risks occurs when people are not comfortable due to doubt, 

ambiguity and insecurity. While there are various ways in which uncertainties and 

risks can be avoided. However, people do not specifically avoid risks and uncertainties 

because they usually have a generalised attitude towards risks and uncertainties. 

Therefore, people who are prone to avoid uncertainties and risks are more inclined to 

look for ways to minimise risks and uncertainties (Lim, 2013). 

 

Risk is a crucial and important aspect in finance and investment theory (Lim, 2013). 

Instead of investigating how people are predisposed towards risks and uncertainties, 

the subject matter has been considered as one of the objective factors often associated 

with return on investment. As a set standard of behaviour which is also predominantly 

self-evident in nature, decision analysis is employed to facilitate decision-making 

under the influence of uncertainties and risks (Goodwin & Wright, 1991; Howard, 

1968; Raiffa, 1968; Raiffa & Schlaifer, 1961).  
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In past literature, Gambetti and Giusberti (2012) and Badshah, Hakam, Khan, and 

Saud (2014) found a significant influence of risk avoidance on investment intentions.  

While Amirhosseini and Okere (2012) studied the behaviour of investors in terms of 

uncertainty avoidance and found its significant impact on investment decisions. 

Moreover, Rekik and Boujelbene (2013) and Disatnik and Steinhart (2015) assessed 

overconfidence among investors in the stock market and reported a significant 

influence of overconfidence on investors’ decision-making. Even though the 

association between risks and behaviour has been comprehensively researched, 

Koleczko (2012), Lim et al. (2013) and Lim (2013) asserted that the association 

between risks and decision-making remains insignificant and needs further 

consideration. Likewise, Dai, Forsythe, and Kwon (2014) argued that increased risk 

decreases the value of purchase intention. These factors have been reported as 

potential factors that can shape the individual investor behaviour and provide 

explanations. Based on past literature, the current research used risk avoidance, 

uncertainty avoidance and overconfidence to explain individual investor decision 

making from the perspective of behavioural finance. 

 

Incorporating consumer behaviour in behavioural finance 

The literature on consumer behaviour has been developing since the 1900s and have 

been found significant in various purchase intention studies. Agarwal (2010) 

highlighted that it is necessary to study consumer financial behaviour from the 

perspective of consumer behaviour and behavioural finance to investigate investors’ 

decision-making. Today, there is an abundance of rich and in-depth information on 

consumer decision-making that can be applied in perspective of behavioural finance 

(Lim, 2013). Very few studies nonetheless have investigated investors’ decisions and 
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incorporate consumer behaviour constructs into behavioural finance (e.g., Laroche, 

Vinhal Nepomuceno, & Richard, 2010; Aspara & Tikkanen, 2011; Lim et al., 2013; 

Aspara, 2013). Considering the apparent evidence that investment decision-making is 

affected by an investor’s behaviour, Lim (2013) highlighted the need to investigate 

the association between investors’ behaviour and their financial decision-making from 

the consumer behaviour perspective. There is a growing concern that consumers are 

ill-prepared to make sound decisions in an increasingly complex financial 

environment (Agarwal, 2010).  

 

An individual’s behavioural level can be explained in both consumer behaviour and 

behavioural finance research. The purchase intention of consumers is affected by the 

knowledge that they possess about the product. In general, higher product knowledge 

leads to better memory, logic, recognition and analysis that, in turn, leads to better 

decision-making. Lin (2007) and Lim (2013) concluded that product knowledge is 

what influences consumers’ purchase intentions and decisions. For investors, those 

who are associated with high levels of importance to a certain product(s) possess a 

higher level of long-term involvement with that product (Mishra & Kumar, 2011). Lim 

(2013) supported the significant role of product involvement in determining the 

investors’ intention to invest in the stock market. 

 

Some studies on consumer behaviour have discovered that product knowledge and 

product involvement of individuals have received considerably lesser attention by 

finance researchers regardless of its growing importance in explaining investor 

decision making (Lim et al., 2013). The literature review provides evidence in support 

of the potential influence of product knowledge and product involvement on purchase 
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decision. The current research therefore incorporates these two factors in behavioural 

finance model to further explain the investors as a consumer.  

 

Social Psychological Perspective  

The Theory of Planned Behaviour (TPB)4 has been widely applied based on different 

approaches to predict behavioural intention. The TPB provides a very strong 

theoretical model to predict behavioural intentions. As mentioned above, application 

of social psychological factors to examine investors’ decisions is an emerging subject 

in the field of behavioural finance. However, considering that the evidence-based 

findings are very limited in this subject matter, this research attempts to bridge this 

gap by applying the TPB in the capital market context. The application of the TPB, in 

the context of stock investment, assumes that the general willingness and intention to 

invest in a stock drive the actual purchase of the stock. In order to explain the 

individual investment decision making, subjective norms and perceived behavioural 

control has been used from a social psychological perspective.  

 

Low participation of retail investors in Pakistan equity market 

In Pakistan, the culture of savings and investment was not promoted nationwide in the 

past. The saving rate for the year 2018 as a percentage of GDP in Pakistan was 

relatively low, i.e., 5.5%% as compared to 30.5% in India, 27.4% in Bangladesh and 

24.2% in Sri Lanka5. A vibrant and stable financial sector and capital market play a 

critical role in the economic growth of a country. This, however, is only possible in 

the wake of a wide range of savings and investment products being available to meet 

                                                 
4 Theory of Planned Behaviour states that attitude toward the behaviour, subjective norm and perception of behavioural control 
lead to the formation of a behavioural intention. As a general rule, the more favourable the attitude and subjective norm, and the 
greater the perceived control, the stronger should be the person’s intention to perform the behaviour in question. See Aizen (2010) 
“Behavioural interventions based on the theory of planned behaviour” for details. 
5 https://www.ceicdata.com/en/countries  
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the risk appetite of investors and the funding needs of borrowers. Unfortunately, this 

is not the case in Pakistan, where the banking and non-banking financial sectors have 

not performed up-to the mark on this account. Even the banking sector, despite having 

a dominant position, has not come up with major innovative products to adequately 

meet the requirements of both depositors and borrowers at the grass roots level. 

Investment in government bonds continues to dominate the overall balance sheet of 

the banking sector, while credit to the private sector is limited to well-established 

corporate houses, leaving a large segment of small and medium size enterprises 

(SMEs) starved of funding. The non-banking financial sector also presents a bleak 

picture, not only in terms of financial assets, but also with regards to participation and 

outreach to the general public. 

 

The figures for the non-banking financial market participants depict a tremendous 

need to increase awareness and outreach. The number of retail investors who trade 

shares for their personal account is 280,000 as per Central Depository Company 

Pakistan. This amount of investors is only a fraction of what it supposed to be, given 

that Pakistan has a population of 207 million. As compared to Pakistan, Bangladesh 

has 2.5 million investors, which is 10 times higher than people investing in PSX. As a 

percentage of the total population, only 0.14% of Pakistanis have any kind of 

investment in the capital markets, compared to 1.5% of Bangladeshis and 4.5% of 

Indians. This amount shows a low level of individual investors’ participation in the 

stock market. A vast majority of whom are based in the three large cities, while asset 

management companies and stockbrokers have limited presence in most cities. With 

over 60% of the population living in the rural and semi-urban areas, the capital market 
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has negligible outreach there and even in the urban centres, it is limited to the principal 

cities of Karachi, Lahore, and Islamabad. 

 

Despite being one of the best performing markets of the world for many years, the 

Pakistani capital market, as compared to other markets, has a very small investor base. 

The capital market will remain underdeveloped as long as the savings rate remains 

low. Also, the bulk of the savings is drawn away by the government and banks, the 

former carrying a “risk-free” status, while the latter is primarily used for payments, as 

depicted by the fact that total deposits over one year amounted to only 10.66 %6 of the 

total deposits with the banks, as of June 2015. Also, the debt market remains largely 

inactive and underdeveloped, unlike other jurisdictions, because of which risk-averse 

investors have stayed away from the capital market. 

 

Lack of knowledge and unpredictable market movements lower the intentions of 

individual investors to invest in the stock market (Khawar, 2015). In addition, Hunjra 

and Rehman (2016) highlighted that there is a lack of information provided to 

investors about the financial position of companies and that information is not 

publically available to all potential investors. Securities and Exchange Commission of 

Pakistan (SECP) should ensure that companies provide updated information on their 

financial positions and make this publically available and accessible to all investors 

(Alam, 2018). 

 

Among the reasons for low participation in stock market investment is the perception 

of stock market risk of individual investors. The risk (standard deviation) of Pakistani 

                                                 
6 State Bank of Pakistan 
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stock market is 25% which is much higher in the other stock markets of the region. 

Individual investors thus typically perceive the Pakistani stock market as being more 

risky for investment and shied away from it (Sadiq, 2015). Moreover, in Pakistani 

stock exchange, it has been noticed that investor tend to invest in those investment 

options where they perceive a low level of risk as compared to returns (Akbar, Salman, 

Mughal, Mehmood, & Makarevic, 2016). 

 

The areas of investment interests for the people of Pakistan include, but not limited to, 

real estate, gold, new ventures, time deposits for capital protection and foreign 

currency investment. Ali, Shafeeq, and Ali (2012) reported that the significantly low 

proportion of investment in the stock market is due to the lack of awareness, financial 

literacy and social interaction (Ali et al., 2012). In Pakistan, equity is not considered a 

lucrative investment. The risk in stock investment is perceived to be very high, thus 

leading to a higher probability of financial loss (Farrukh, 2010). This perhaps is one 

of the reasons why many investors in Pakistan are reluctant to develop their portfolios 

in stock investments. Yasir (2015) noted that investments in the sectors of real estate, 

bank deposit, foreign currency and gold are considered by investors in Pakistan to be 

the most lucrative and attractive, largely because these sectors are capital-protected 

and safe. 

 

In the context of the capital market, the low number of investors has an adverse impact 

on liquidity and market efficiency. The small number of active investors leads to 

problems such as low volume, difficulty in fund raising by companies seeking capital, 

inefficient price discovery and consequently impaired investor confidence. These facts 

and figures clearly suggest that dedicated efforts are required to achieve a vibrant non-
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banking financial market, in particular, the capital market (SECP, 2016). The factors 

influencing the investment intention of individual investors are therefore worthy of 

study. Many research studies pertaining to the characteristics of investors and 

investment behaviour have been conducted in developed countries in Europe and the 

West, whilst studies in the same area in a developing country, like Pakistan, are rather 

limited (Parkash, Awais, & Warraich, 2014). 

 

In literature, various factors have been identified that have a strong influence on 

investment intention. However, very few studies have combined behavioural finance 

consumer behaviour and social psychology constructs to propose a comprehensive 

model that can provide further explanation on decision making of individual investors. 

Based on this gap, this study  investigates the relationship between behavioural finance 

factors, such as risk avoidance, uncertainty avoidance, overconfidence; consumer 

behaviour factors, that include product knowledge and product involvement; social 

psychological factors, that include subject norm; and perceived behavioural control 

with investors’ stock market investment intention. The role of perceived risk has been 

identified as the missing link that can reshape the decision making of individual 

investors. The current study bridges the gap in previous literature by examining the 

moderating role of perceived risk on the relationship between risk avoidance, 

uncertainty avoidance, overconfidence, product knowledge, product involvement, 

perceived behavioural control, subjective norms and investment intentions. 
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1.3 Research Questions 

1. Do behavioural finance factors, such as risk avoidance, uncertainty 

avoidance and overconfidence have any impact on investment intentions 

of individual investors? 

2. Do consumer behaviour factors, such as product knowledge and product 

involvement have any impact on investment intentions of individual 

investors? 

3. Do subjective norms and perceived control behaviour have any impact on 

investment intentions of individual investors? 

4. Does perceived risk moderate the relationship between risk avoidance, 

uncertainty avoidance, overconfidence, product knowledge, product 

involvement, subjective norms, perceived behavioural control and 

investment intentions of individual investors 

 

1.4 Research Objectives 

1. To examine the impact of behavioural finance factors, such as risk 

avoidance, uncertainty avoidance and overconfidence on investment 

intentions of individual investors. 

2. To examine the impact of consumer behaviour factors, such as product 

knowledge and product involvement on investment intentions of 

individual investors. 

3. To examine the impact of subjective norms and perceived control 

behaviour on investment intentions of individual investors. 

4. To determine the moderating role of perceived risk on the relationship 

between risk avoidance, uncertainty avoidance, overconfidence, product 



17 
 

knowledge, product involvement, subjective norms, perceived 

behavioural control and investment intentions of individual investors 

 

1.5 Significance of the Study 

This study is conducted to enhance understanding of the factors that affect Pakistani 

individuals’ investment intentions in the stock market. Retail investment decisions can 

be regarded as consumer products which are similar to durable goods. The economic 

value of consumer products is generally measured by market prices. Investors then 

obtain the exclusive ownership rights of the investment product once it has been 

purchased. The inclusion of a set of consumer behaviour and social psychological 

constructs in the study of retail investors’ investment intentions in the stock market 

can have academic and managerial implications. 

 

By integrating important constructs from behavioural finance, consumer behaviour 

and social psychology into a new research context, this present study further enhances 

the understanding of financial investments from an academic point of view. This study 

avails a different area in which consumer behaviour researchers can apply their 

theories to complement existing and future research in the behavioural finance field. 

It is hoped that by identifying the consumer behaviour constructs which have a greater 

influence on people’s intentions to invest in the stock market, the understanding on 

this subject can be enhanced. Furthermore, the roles that risks and uncertainties play 

in affecting investors’ stock market investment intentions, are also clarified in order 

to present a clearer picture of this subject matter. With the TPB which was originally 

employed in the field of social psychology being employed in the theoretical 

framework of this study, this study expands the links between behavioural finance, 
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consumer behaviour and social psychological factors. Moreover, social cognitive 

theory has been also employed to support the current research framework.  

Furthermore, this study adds to the body of knowledge that relates to portfolio choice, 

household finance and stock market participation. 

 

An important managerial implication, as evident from this study, is improved 

understanding of the behaviour of Pakistani investors. As a result, personal financial 

stock market investment options can be developed, adjusted and promoted 

accordingly. The findings of this study also serve as a useful source to provide insights 

into how investment decision-making processes get influenced by various constructs, 

which can further improve the interactions between portfolio managers, stockbrokers 

and financial institutions and their clienteles. The results of this study can also be used 

as a guide for training providers to design investment training programmes. By 

developing suitable training programmes, investors who are equipped with essential 

knowledge can therefore perform successful investments. This is imperative 

considering that a large proportion of retail investors lack formal training and very few 

investors actually possess up-to-date information about potential investment 

alternatives. 

 

1.6 Scope of the Study 

This study aims to examine the relationship between behavioural finance factors (risk 

avoidance, uncertainty avoidance and overconfidence); consumer behaviour factors 

(product knowledge and product involvement); and social psychological factors 

(subject norm and perceived behavioural control) and investment intention of 

individual investors. Moreover, this study investigates the moderating effect of 
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perceived risk on the relationship between risk avoidance, uncertainty avoidance, 

overconfidence, product knowledge, product involvement, perceived behavioural 

control, subjective norms and investment intentions. This study only focuses on 

intentions of individual investors employed in public and private organisations in 

Pakistan. 

 

1.7 Operational Definitions 

This section provides operational definitions of the focal constructs (product 

knowledge, product involvement, risk avoidance, uncertainty avoidance, subjective 

norms, perceived behavioural control, perceived risk and investment intentions), 

according to the current research context. 

 

1.7.1 Risk Avoidance  

In the context of the current study, the definition of Weber and Bottom (1989) is 

followed, where risk avoidance refers to the investors’ tendency of not investing in 

investment options which seem to be risky. It refers to the attitude of individual 

investors towards risky investment options and avoiding the risks associated with an 

investment option that is more risky. 

 

1.7.2 Uncertainty Avoidance 

The definition of the Hofstede (2001) is followed for uncertainty avoidance in the 

current research context. Uncertainty avoidance is the extent to which individual 

investors feel threatened by some uncertain situation. The individual investors tend to 

invest in an option with definite returns to avoid uncertainties when investing in risky 

options.  
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1.7.3 Overconfidence 

In the current research, the definition of Odean (1998) is utilised to operationalise 

overconfidence among individual investors. Overconfidence is the ability of 

individual investors to consider their estimation as more superior to others. This ability 

makes them overconfident in their prediction and leads them to trade too frequently 

without considering the risks associated with their investment in the stock market.  

 

1.7.4 Product Knowledge 

The definition given by Brucks (1985) is used in the current research, where product 

knowledge is the ability of the individual investors to evaluate stock market products’ 

attributes, utility and applications based on their prior knowledge. This process helps 

in decision-making and choosing the right option based on individual investors’ 

evaluation. 

 

1.7.5 Product Involvement 

In the current research context, product involvement refers to the significance of 

investing in the stock market based on their needs, value and interest. This shows how 

significant and important the stock market investment is from individual investors’ 

point of view.  

 

1.7.6 Perceived Behavioural Control 

In this study, perceived behavioural control refers to the ability of investors to have 

control over investing in the stock market. Moreover, it shows their control over 

required resources that are necessary for stock investment.  
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1.7.7  Subjective Norms 

Subjective norms reflect the perception of a person as to whether or not other people 

who are important to him or her think that he or she should invest in the stock market. 

This construct is very helpful in forming the investment intentions of the individual 

investors to invest in the stock market by perceiving that their action will be endorsed 

by the people important to them. 

 

1.7.8 Perceived Risk 

In the context of the current research, perceived risk is the possibility that consumers 

perceive uncertain outcomes associated with investing in the stock market. This risk 

is associated with the individual investors’ own perception rather than based on facts 

and figures. In this situation, individual investors perceive that investing in the stock 

market will bring loss, trouble and negative consequences. 

 

1.7.9 Investment Intention 

Investment intention refers to the likelihood that the individual investor will invest in 

the stock market. It is the plan, likelihood and high probability based on individual 

investors’ views that they will invest in the stock market in the near future. 

 

1.8 Summary 

The first section of this chapter provides the background and introduction in order to 

highlight the importance of the topic and area of study. In the next section, the 

statement of the problem is presented which discusses the underlying issues and 

identifies the theoretical and practical gaps to justify the present study. Furthermore, 

research questions and research objectives are formulated based on the identified gaps 
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in the problem statement. The significance of the study is presented to realise the need 

and importance of this study for academia and industry. The focal variables of the 

current research are operationalized from individual investors’ perspective. The last 

section provides a summary of the whole chapter.  
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CHAPTER 2 

LITERATURE REVIEW 

 

2.1 Introduction 

This chapter reviews the relevant literature on investment intention of individual 

investors. It first discusses the relevant theories to support the current research’s 

framework. It also reviews the behavioural finance factors, consumer behaviour 

factors and social psychological factors that have been suggested as affecting 

investment decision-making. The behavioural finance factors (risk avoidance, 

uncertainty avoidance and overconfidence), consumer behaviour factors (product 

knowledge and product involvement) and social psychological factors (perceived 

behavioural control and subjective norms) are reviewed to assess their effect on 

investment intentions. The moderating effect of perceived risk is justified with the help 

of relevant literature. Finally, a summary is given. 

 

2.2 Investment Intentions 

Individuals, over a period of time, increase their income by investing in various 

financial products available in the financial market as a rational income generating 

source (Blanchett & Ratner, 2015). At the individual level, savings help smooth 

consumption and productive financial investments (Karlan, Ratan, & Zinman, 2014). 

Furthermore, Islam (2012) argued that individuals who are part-time investors always 

try to invest their extra income on the basis of their earned income. Kabra, Mishra, 

and Dash (2010) stated that not all investment always yields profits and not all 

investment leads to loss. The key to getting success is to invest the savings rationally. 

There are a variety of ways (e.g., applying for a mortgage, purchasing an insurance or 

even applying for educational loan) in which financial decision-making is involved. 
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Duclos et al. (2013) further argued that financial decisions are very crucial decisions, 

considering that the outcomes, be it positive or negative, can have an imperative and 

critical effect on the financial condition of the individual.  

 

Individuals use a portion of their money to maintain their livelihood and invest the 

remaining amount in investment options to guarantee their future survival. They 

coordinate economic costs by adopting different financial instruments for the purposes 

of capital gain, capital maintenance and perpetual income generation, among others. 

Many factors affect individual investors’ decision to invest their savings, including 

their psychological factors (İslamoğlu, Apan & Ayvalı, 2015). Individual investors, 

under the scope of behavioural finance, do not invest rationally due to their 

psychological and demographic characteristics (İslamoğlu et al., 2015). 

 

The decision-making process is very complex and the effectiveness of decision-

making depends on the emotional stability of the investor (Talha, Ali, & Waheed, 

2012). In complex and uncertain situations, the decision-making of investors is 

induced by their emotions and feelings. The theories of traditional finance normally 

explain two important assumptions related to the selection of various investment 

options by the investors.  First, the decision- making by investors depends on the basic 

financial rules that are based on the risk-return consideration and investment 

strategies; and second, the investors are rational in predicting future stock returns 

(Tavakoli, Habibi, & Halid, 2011). The true nature of investors’ decisions might not 

be the same and it depends on the personal attitude and investment characteristics. 
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Studies on behavioural finance have depicted that financial decision-making of 

investors depends on the external and internal behavioural factors (Shleifer, 2000; 

Shefrin, 2002; Tavakoli et al., 2011). The behaviour of investors involves complex 

financial procedures and it has remained the focus of current and past studies on the 

capital market (Iqbal, Hussain, Latif, & Aslam, 2013). Barnea and Rubin (2010) 

mentioned that the behaviour of investors has been studied from the perspective of 

institutional investors as well as individual investors (Shyu & Sun 2010); and also 

from the perspective of domestic investors and foreign investors (Choe, Kho, & Stulz, 

2005) in past studies. Across the financial market, investors do not act rationally; 

rather, their investment decisions are under the influence of other factors, such as 

social affiliation, heuristics, psychological biases and demographic factors 

(Chaudhary, 2013; Hirshleifer, 2015; Mouna & Anis, 2015).  

 

The main objective of the investors is either capital appreciation or current income or 

balance of capital appreciation (Sultana, 2010). The investment intention of the 

investors and the factors that affect their investment intention merits studying from 

different perspectives, i.e., consumer behaviour, behavioural finance and social 

psychological perspectives, to comprehend the investment intention model. The 

review of relevant studies has found that the past studies have paid limited attention 

to the investment intentions of individual investors from consumer behaviour, 

behavioural finance and social psychological perspectives. The current research fills 

the identified gap by investigating investment intention from consumer behaviour, 

behavioural finance and social psychological perspectives. The next section reviews 

the relevant theories to support the current research idea. 
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2.3 Theoretical Framework 

This section provides details on the underlying theories used to support the current 

research framework. The research uses the theory of planned behaviour, social 

cognitive theory and prospect theory to explain the model. 

 

2.3.1 Theory of Planned Behaviour 

The Theory of Planned Behaviour (TPB) is an extension of the Theory of Reasoned 

Action (TRA). In accordance with the assumptions proposed in the TRA, an 

individual’s intention to perform a behaviour determines the individual’s actual 

behaviour. In addition, the intention to perform a behaviour is influenced by many 

other factors, such as the individual’s belief and his or her intended behaviour towards 

the norms (Ajzen & Fishbein, 1980). The intention is the underlying cause that leads 

to an individual’s intention to perform a behaviour (Ajzen, 1991). This signifies a 

positive relationship between the intention and the actual behaviour. Hence, the more 

fervent the intention is towards a behaviour, the greater the possibility that the 

individual will perform the behaviour. 

 

An individual’s behaviour is found to be influenced by his or her intention to perform 

the behaviour. However, the TPB provides an extension to the earlier intention model 

based on the TRA. With reference to the TPB, it is proposed that an individual’s 

behaviour is determined not only by the intention to perform the behaviour but also 

by the individual’s ability and control to perform a particular behaviour. According to 

Ajzen, even with the presence of a positive attitude and positive influence, an 

individual would still not perform the behaviour if the individual does not have the 

ability to perform the behaviour. Perceived behavioural control is a function of the 
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perceived probability that certain control factors (belief strength) and the power of 

these factors to facilitate or hinder the performance of a certain behaviour exist (Aizen, 

2010). Perceived behavioural control appears as the most salient proxy of actual 

behaviour due to the non-availability of actual behaviour measurement (Fishbein & 

Ajzen, 2011). The predictability of the actual behaviour can be further strengthened if 

perceived behavioural control indicates a precise predictability of actual control. 

 

Perceived behavioural control is also one of the determinants that influences an 

individual’s intention to perform a behaviour. Furthermore, perceived behavioural 

control is reported to have not always been a reliable predictor of behaviour, 

considering that there are other factors that may restrain the individual from 

performing the behaviour (Armitage & Conner, 2001). There are several factors that 

influence an individual’s intention to perform a behaviour. For instance, an 

individual’s intention to perform a behaviour may most probably be affected by the 

individual’s attitude towards a behaviour. It may also be influenced by the perception 

of the individual’s social circle, such as family, towards performing a behaviour. 

Another factor affecting an individual’s intention to perform a behaviour is the 

individual’s ability to control and perform the behaviour. Nevertheless, it is important 

to note that the intention and the performing of a behaviour differ among individuals. 

 

The TPB has been earlier used by many researchers in various domains that include 

marketing, finance and investment. One of the earlier studies by East (1993) in finance 

that focuses on individual behaviour in investigating investment has been cited by 

many scholars. The study applies the TPB to test the antecedents of investment 

(Southey, 2011).  Moreover, Alleyne and Broome (2011) used the TPB to determine 
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the factors that affect investment decisions of potential individual investors. The 

results indicate that attitude, subjective norms and perceived behavioural control are 

significant determinants of intention to invest. In the context of a developing country, 

Gopi and Ramayah (2007) conducted research to identify the factors that affect 

intention to trade stocks online in Malaysia. The findings are supported by the TPB 

and confirm the positive influence of attitude, subjective norms and perceived 

behavioural control on intention to invest in stocks online (Gopi & Ramayah, 2007). 

The cited studies support the application of the TPB in the context of investment 

intention, similar to the context of the current research. 

 

The current study investigates the factors affecting investors’ intention to invest in the 

PSX. To achieve this, a formal conceptual framework is developed to identify the 

relationship between selected factors and investors’ intention to invest. In the context 

of this study, the TPB is the most appropriate theory to predict the intention of 

investors due to the presence of control that is best suited to predict intentions. The 

fact that investors’ intention to invest is affected by many different factors, employing 

the TPB thus offers researchers the flexibility to include other predictors that can better 

help to enhance the understanding and explain the variances in intentions (Ajzen, 

1991). 

 

In accordance with the TPB, it is evident that an individual’s behaviour is determined 

by two factors: the intention and perceived behavioural control. An individual’s 

intention to perform a behaviour is determined by the individual’s attitude, his or her 

subjective norms and the perceived ability to control his or her behaviour. According 

to Ajzen (1991) and O’Connor and Armitage (2003), behavioural intention is a useful 
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factor to measure actual behaviour. Considering that, studying actual behaviour of 

investors is limited due to the difficultly of gaining access to investors; therefore, their 

intention to invest is an adequate alternative measure of their actual behaviour. 

 

An individual’s attitude towards a behaviour enables researchers to better evaluate the 

individual’s behaviour, regardless of the outcomes (Ajzen, 1991). However, Ajzen 

(1991) argued that an individual’s intention to perform a behaviour positively 

correlates with the outcomes that an individual perceives. As such, an individual is 

most likely to perform a behaviour where a positive outcome is expected.  Similarly, 

an investor is more likely to invest if the perceived outcome is expected to be positive. 

In this study, risk avoidance, uncertainty avoidance, overconfidence, product 

knowledge, product involvement and perceived risk of investors, are the types of 

attitude towards investment intentions. Risk makes investors uncomfortable; as a 

result, investors tend to avoid risky investment options and invest in options with less 

risk.  

 

Douglas and Wildavsky (1982) and Johnson and Tversky (1983) mentioned that risk 

avoidance is a reliable determinant of an individual’s personality and decision-

making. This is because an individual’s tendency to avoid risk is often not situation-

specific; rather, it generalises an individual’s attitude and aptitude towards risk. In this 

regard, Lim (2013) suggested that individuals who tend to avoid risk always try to find 

a solution to avoid risk; this makes it more evident that individuals have different 

predispositions towards risk (Lim, 2013). 
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Generally, higher product knowledge leads to better memory, logic abilities, 

recognition and analysis. Consequently, consumers having a higher level of product 

knowledge are inclined to use their intrinsic cues for making a purchase decision 

instead of going for stereotypes. The product knowledge influences the purchase 

intentions and purchase decisions of the consumers (Lin, 2007; Lim, 2013). 

 

Product involvement is usually described as the enduring perception of the consumers 

of the importance of the product category on the basis of their needs, interest and 

values o (e.g., Wulf, Odekerken-Schröder & Iacobucci, 2001; Zaichkowsky, 1985). It 

can be argued that consumers with a higher level of product involvement may also 

willingly invest in stocks. 

 

Perceived risk is subjective expectation of the potential loss associated with a decision 

(Chaudhuri, 2002), for which probabilities can be attached to each outcome (Knight, 

1948). A higher level of perceived risk by the consumer about the quality of the 

product will lower the trust of the consumer and ultimately, the purchase intention 

(Mitchell, 1999). The impact of risk perception negatively affects the relationship 

between value and purchase intentions significantly.  

 

The prediction of behaviour is not the only ultimate goal of Fishbein and Ajzen’s 

study; it also seeks to understand human behaviour. Ajzen and Fishbein (1980) 

suggested that there will be a high correlation between behaviour and behavioural 

intention if the behavioural intention is studied in a chosen situation, where one should 

not only focus on the prediction of behavioural intention but the behaviour as well. 
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In this current study, the TPB is used to support the investigation of individual 

investors’ intention to invest in the stock market. The TPB has been widely used in 

consumer behaviour and behavioural finance research. To further explain the 

investment intention framework, the current research uses risk avoidance, uncertainty 

avoidance, product knowledge, product involvement, overconfidence and perceived 

risk as additional factors along with subjective norms and perceived behavioural 

control. The additional items explain the attitude towards investment intentions which 

are potential items for measuring individual intentions. The TPB is employed as the 

main theory to support the current research and the Social Cognitive Theory as a 

supporting theory. The Social Cognitive Theory is explained in detail in the next 

section. 

 

2.3.2 Social Cognitive Theory 

The social cognitive theory was postulated by Albert Bandura in year 1977. This 

theory supports the influence of response consequences, personal factors and social 

factors on behaviour of the individuals (Hagan, 2008). Hagan (2008) further explained 

that the social cognitive theory can be used to understand and predict individual 

intention and behaviour. The social cognitive theory is based on the assumptions that 

outcomes on certain action will or will not influence the likelihood that an individual 

will perform a certain behaviour. Individual behaviour is based on learning by 

observing others; this perspective increases the likelihood of performing a particular 

behaviour. An individual has the tendency to model a behaviour that is observed from 

others, especially people who are important to him or her (Bandura, 1994). 
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This theory explains the likelihood that an individual will perform a certain behaviour, 

for example, investment intention to invest in the stock market in the current study. 

This theory supports the views that the intention to invest in the stock market is 

affected by factors, such as behavioural finance factors (risk avoidance, uncertainty 

avoidance and overconfidence), consumer behaviour factors (product knowledge, 

product involvement) and social psychological factors (perceived behavioural control 

and subjective norms). These factors are helpful for predicting individual intention to 

invest in the stock market. 

 

The risk avoidance and uncertainty factors fall into the category of consequence of 

outcomes. When individual investors perceive the investment in the stock market is 

risky and the outcomes are uncertain, the investors will tend to find investment options 

that are less risky and with definite outcomes, as mentioned by Lim (2013). Moreover, 

the personal experience is reflected in the product knowledge of the investors and their 

involvement in the stock market, which are also helpful in determining their intention 

to invest in the stock market. The behaviour is associated with other people important 

for investors; if individual investors think investment in the stock market is 

recommended by others important to them, they will have more intention to invest in 

the stock market. In addition to that, having control over the activities or perceived 

behavioural control is significant for individuals and has an important psychological 

effect on their intentions to perform a behaviour (Hagan, 2008).  In line with this, 

perceived behavioural control is also significantly supported by the social cognitive 

theory. Based on the above discussion and mentioned facts, it can be argued that the 

current research framework is supported by the social cognitive theory. 
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2.3.3 Prospect Theory  

Behavioral finance does not assume that investors are fully rational but provide an 

alternative model of investor decision making based on positive philosophical 

perspective. In the current theoretical foundation for investors’ behavior the current 

research follows the prospect theory of Kahneman and Tversky (1979) derived from 

psychology. In this perspective, irrationality element in human decision making is a 

basic part of human nature (Alberti, 2013). This is substantiated with extensive 

experimental evidence from cognitive psychology on the systematic heuristics and 

biases that arise from people’s beliefs and preferences (Tversky & Kahneman, 1974, 

1981, 1986). By following this perspective, behavioral finance argued that share price 

anomalies are predictable partly because of human behavior error which sometimes 

leads the market to be inefficient (Ritter, 2003; Schneider & Lappen, 2000). 

 

Kahneman and Tversky (1979) introduced prospect theory as an alternative model to 

explain decision making under risk and uncertainty. This theory provides theoretical 

complementary to understand the other side of investment decision that is bounded 

rationality rather rationality. According to prospect theory, the choice value function 

has the following characteristics: (a) defined on deviation from the reference point, 

generally concave for gains and convex for losses, steeper for losses than for gains, 

and (b) having a non-linear transformation of the probability scale (Kahneman & 

Tversky, 1979; Tversky & Kahneman, 1986). Empirical validations of the 

applicability of this theory in relation to asset prices have had been conducted by many 

scholars (Barberis, 2013; Gazioglu & Cahskan, 2011; Hung & Wang, 2005; Kliger & 

Kudryavtsev, 2008). Moreover, this theory is used widely to support the decision 

making of investors under risk and uncertainty (Wakker, 2010; Martinez-Correa, 
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2012, Clark, Qiao & Wong, 2016, Tuyon & Ahmad, 2018) like in current research. 

Such behavior of investor is based on parameters of prospect theory has been 

characterized as irrational behavior. 

 

Shefrin and Statman (1993) explained behavioral finance concepts and argue that 

investors tend to get rich and avoid risk and uncertain situation. It was further 

mentioned that investors have different risk-return preferences for the same class of 

securities and they view the same portfolio differently. As each stimulus may be the 

input of the one’s decision-making process, it is important to examine the process 

itself. The growing body of behavioral finance literature has highlighted a limitation 

of standard finance, economic agents are not as rational as assumed, their behaviors 

often violate the expected utility framework, for example, people use mental 

accounting (Thaler, 1985); prior outcomes affect people’s subsequent risky choices 

(Thaler & Johnson, 1990), myopic loss aversion affect investment behaviors (Benartzi 

& Thaler, 1995), investor psychology causes under- and overreaction in security 

markets (Daniel, Hirshleifer & Subrahmanyam 1998). Since the rational approach 

does not seem to fully explain investors’ trading behavior, instead of focusing on 

rational process, this approach also addresses the importance of emotional process in 

human’s decision making. 

 

Tuyon and Ahmad 2018) argued that behavioral finance research has been progressing 

with the unification of modern finance with psychology, sociology and neuroscience 

theories that aim to better understand the investors’ behaviors and financial market 

functioning in reality. Collective empirical evidence from these interdisciplinary 
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research are testimonies that investors’ behaviors are shaped collectively by internal 

and external forces, namely, psychological and sociological factors 

 

This view of investor decision making supports that investors’ behavior is influenced 

by their behavioral, psychological and social psychological factors rather only risk and 

return aspects. This research under the light of prospect theory argued that risk 

avoidance and uncertainty avoidance, investors’ product knowledge, product 

involvement, subjective norms, perceived behavioral control and perceived risk are 

the potential factors that affect investment decisions. Under the influence of these 

factors, the investment decision making does not remain rational and investors seem 

to be irrational. In the current research, prospect theory serves abased to support that 

investors are not rational rather irrational.  

 

2.4 Behavioural Finance Perspective 

Behavioural finance was developed based on the work by researchers in behavioural 

economics and psychology during the 1960s and 1970s (Ricciardi, 2008). In the 

financial market, decision-making behaviour of individual investors has a positive 

influence on the stock market (De Bondt, 1998 as cited in Angelovska, 2015). In line 

with this, it is believed that there are different market conditions that can turn from 

being unfavourable to favourable based on the moods of investors. As a result of this, 

the psychology of investors is not only necessary, but is very important to understand 

the behaviour of the investors. As indicated by behavioural finance literature, the 

behaviour of investors is derived from the principles of psychological decision-making 

to describe why, which stock and when investors choose to sell or purchase stocks 

(Angelovska, 2015). During this period, behavioural finance researchers began to 
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incorporate aspects of psychology and behavioural economics that can explain 

investment decision-making.  

 

Behavioural finance refers to the study of market-based psychology that focuses more 

on why individuals sell or buy stocks and also why individuals do not sell or buy the 

stocks. Loewenstein (2000) described behavioural finance as the study to capture 

feelings and emotions at the time of decision-making. Such immediate emotion and 

more broadly, a wide range of visceral factors (Loewenstein, 1996) not only underpin 

daily functioning but also often drive behaviour in directions that are different from 

that dictated by a weighing of the long-term costs and benefits of disparate actions. In 

addition, Kimani (2011) explained that equity pricing engages the cost and weighing 

of long-term benefits therefore, it is no wonder that feelings and emotions of investors 

have an influence on the pricing of equities. Bayar (2011) explained that the finance 

sector is been influenced by behavioural finance in the efficient market frame because 

of the fact that utility maximisation cannot explain many factors. According to the 

behavioural finance literature, individuals do not invest rationally but their human 

instinct is dominant. Their decision is mostly based on their own cognitive shortcuts 

and is under the influence of different psychological factors (Sönmez, 2010). These 

cognitive and psychological factors form the financial decision-making. 

 

Statman (2014) explained the differences between behavioural and traditional finance 

to clear the subject matter. According to behavioural finance, individuals behave 

normally but the markets are inefficient; on the other hand, traditional finance assumes 

that individuals are rational and markets are efficient. Tufan and Sarıçiçek (2013) 

mentioned behavioural finance as an alternative to the rational decision-making 
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process, adopted irrationality or with a limited rationality approach to discuss the 

investment-related decisions. 

 

Kimani (2011) discussed the arguments of Shleifer (2000) that behavioural finance 

relates the usual assumptions of traditional finance by incorporating observable, 

systematic and very human departures from rationality into models of financial 

markets and behaviour. By the combination of both finance and psychology, 

researchers have described the specific characteristics of investor behaviour in the 

securities markets in a better way that appears as irrational. From this perspective, this 

particular study focuses on behavioural finance factors, such as risk avoidance, 

uncertainty avoidance, investor overconfidence and perceived risk to discuss the 

intentions of individual investors to invest in the stock market. A short description of 

the related variables in given below. 

 

The first proposed behavioural finance factor is uncertainty avoidance. It is widely 

believed that there is a high level of uncertainty associated with investment decisions 

(Arrow, 1998). Furthermore, Arrow (1998) argued that return on investment is 

determined by and subject to the volatility of financial markets. The investors are 

uncertain about the outcomes of the investment until they perform actual transaction 

or after selling the financial products. However, in order to facilitate decision-making, 

investors need to anticipate the most probable after-effects (Strassl, 1986). These 

uncertainties of investment in the stock market have a significant influence on the 

intentions of the individual investors; investors tend to avoid uncertainty, which in 

turn, reduces their intention to invest in the stock market. 
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Risk avoidance is defined as a tendency to be attracted to or repelled by alternatives 

that are perceived as risky (Weber & Bottom, 1989). Risk avoidance usually involves 

the avoidance of a particular threat, which can be attained by eliminating the source 

of risk or by avoiding alternatives that are risky (Lim, 2013). This construct also 

influences the decision-making of individual investors, as stock market investment is 

considered as a risky investment option. As a result, investors tend to avoid risk by not 

investing in the stock market. This risk avoidance attitude tends to reduce the 

investment intentions of individual investors.  

 

In addition, psychological researchers have reported overconfidence as one of the 

reasons that investors fail to get best outcomes for their investment. Overconfident 

investors often overestimate the reliability of information they possess (Ben-David, 

Graham & Harvey, 2007; De Bondt & Thaler, 1995; Glaser & Weber, 2007); tend to 

overestimate their capabilities (De Bondt & Thaler, 1995); and miscalculate the 

volatility of the financial market (Ben-David et al., 2007; Glaser & Weber, 2007). 

Investors’ failed decisions are a result of their being overconfident; it acts as a major 

reason that leads to poor outcomes and increased frequency of investment activities 

(Varian, 1989). 

 

Perceived risk refers to the possibility that consumers perceive unfavourable 

consequences when deciding to purchase products or services (Dowling & Staelin, 

1994). Perceived risk is an emerging topic in the literature of behavioural finance that 

relates to beginners and specialist investors. The literature on perceived risk in the 

social sciences has shown that an extensive number of emotional and cognitive 

components impact a person's perception of risk for non-financial choices. According 
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to Ricciardi (2008), the studies of behavioural finance have revealed that many 

affective and cognitive characteristics are applied in the process of making judgment 

of investors’ perceived risk in various types of investment instruments and financial 

services. Perceived risk negatively affects the intention of the individual investors to 

invest in the stock market. Based on the literature, the current research focuses only 

on risk avoidance, uncertainty avoidance, overconfidence and perceived risk that 

affect the individual investors’ intention to invest in the stock market. The following 

section discusses the behavioural finance factors in detail and elaborates on risk 

avoidance, uncertainty avoidance, overconfidence and perceived risk and their 

potential role in explaining the intention of individual investors to invest in the stock 

market. 

 
 

2.4.1 Risk Avoidance 

Weber and Bottom (1989) defined risk avoidance as a tendency to be attracted to or 

repelled by alternatives that are perceived as being risky. Hofstede (2001) suggested 

people who are more risk-averse are more inclined to feel threatened by risky and 

ambiguous situations. Howcroft, Hewer, and Hamilton (2003) said that investors who 

have high-risk perception and estimate financial loss as a result of their decisions, 

usually tend to develop strategies to reduce their risk (i.e., sourcing information) and 

making more risk-adjusted decisions. 

 

Hallahan, Faff and McKenzie (2004) argued that people assess their risk tolerance 

level and try to reduce their risk exposure, leading to some form of risk management, 

which can be defined as a set of actions taken to change the risk arising from an 

investment. Hallahan et al. (2004) further explained that diversification is a common 
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way through which investors minimise their non-systematic risks, although systematic 

or market risks cannot be diversified. 

 

Bolton, Cohen, and Bloom (2006) revealed that risk reduction focuses on avoiding 

risky products or services, rather than adopting products and services, that provide a 

way to mitigate the risk or decrease the likelihood of buying risky products. As for 

risk compensation, a risk reducing strategy reduces the cost of risk of a target 

behaviour and an individual trade-off their gains for safety by engaging in risk 

avoidance behaviour.  In line with Bolton et al. (2006), Mayfield, Perdue, and Wooten 

(2008) mentioned that the higher the level of risk avoidance, the lower the intention to 

invest. Risk avoidance has a significant impact on the investment intentions of 

investors. 

 

Alao and Adebawojo (2012) reported that investors who look for high capital outlay 

without bearing risks associated with higher returns, are risk-averse. On the other 

hand, risk seeking investors invest money with high risks for getting high returns 

because it is normally said in traditional finance literature that high risk always leads 

to high returns. Risk neutral investors do not regard the presence of any risk while 

making investment decisions and invest without considering the gains, whether or not 

it is high (Alao & Adebawojo, 2012). 

 

Damghani, Taghavifard, and Moghaddam (2009) discussed that risk is considered as 

the extent of the inability to completely control the outcomes of an investment. 

Managers always try their best to employ such strategies that can easily control risk 

or eliminate the risk. But in some cases, the elimination of one risk leads to an increase 
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in the second risk. Handling the risk and its assessment effectively depends on the 

decision-making process. The decision-making process helps the decision-makers to 

evaluate the alternatives before making decisions. These strategies to overcome risks 

associated with investments urge investors to minimise the risk element or avoid risk 

by choosing less risky investment options. 

 

Damghani et al. (2009) further clarified that decision-makers use subjective 

probability to predict the hypothetical conditions and calculate the outcomes based on 

their knowledge; in such cases, the decision-making with these probabilities of risk is 

known as decision-making under risk. Investors adopt the risk-averse behaviour when 

the value of the stock increases and they adopt risk seeking behaviour when the value 

of the stock goes down. Behaviourally, this type of difference in the perception of the 

risk helps the investors to sell the stock soon to earn the profits and to avoid any loss 

in the future. 

 

Knoll (2010) said that over the years, a wide range of research has emerged in the area 

of risk. The risk is also considered an important concept in the finance and economic 

literature. Investors need some indication as to whether or not the returns on an 

investment will meet their minimum requirements. For a given level of risk, investors 

are thought to seek to maximise their returns. The risk factor is important among the 

factors that shapes individual decisions, such as when making an investment choice. 

 

Bennet et al. (2011) argued that different variables have an impact on the attitude of 

retailer investors to invest in the stock market. To empirically investigate the 

phenomenon, they collected data from the retail investors in India using a 
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questionnaire and analysed the data through factor analysis and descriptive statistics. 

The results describe that investors’ risk tolerance has strongest influence on their 

attitude towards stock investment out of the 26 variables used in the analysis. 

Individuals perceive a high probability of loss during such situations, and therefore, 

they focus on the risk-avoidant decisions and adopt the interest bearing accounts rather 

than going for investment in the stocks. This indicates that risk avoidance urge 

investors to not invest in stock market. 

 

Keller and Siegrist (2006) examined the influence of financial risk attitude on 

individuals’ willingness to invest in the stock market. They found that individuals’ 

financial risk attitude has a positive influence on their acceptance of investment risk 

and on their willingness to invest in the stock market. According to Quintal, Lee, and 

Soutar (2010), individuals view risks as a form of perceived ambiguity which is 

associated with the possibility of potential loss. Risk, therefore, influences the 

behaviour of an individual and shapes his/her decision-making. For instance, when a 

purchase is perceived to have the possibility of leading to financial loss, the 

individual’s behaviour towards the purchase of that particular product would be 

affected. This negative perception then influences the individual’s behaviour towards 

that particular purchase and results in lower intention to purchase. 

 

Rizvi and Ali (2011) investigated Pakistani investors’ behaviour towards risk-taking. 

They discovered that Pakistani investors are more reluctant and unwilling to take risks. 

When faced with risks, Pakistani investors tend to take the easy way out by retracting 

their investments and avoid making any more investments. This consequently affects 

the stock market and further leads to more detrimental issues, such as economic 



43 
 

downturn.  King (2012) explained that individuals do not pay attention to the risks 

associated with small capital investment but experts describe that small capital 

investment yields more growth even though the probability of loss is equally possible. 

 

Enron (2010) explained that risk in the investment options may reduce the tendency 

to invest by individuals. Specifically, investors avoid risk while investing with low 

capital returns. Individuals view future situations as unpredictable and become afraid 

of not being able to withdraw their investment. Under such a risky situation, their 

tendency to invest might be reduced due to the impact of high risk for low capital gains 

and their attitude to avoid such risk. Lim (2013) documented that risk avoidance 

involves the avoidance of a particular threat, which can be achieved by eliminating the 

source of risk or by avoiding the alternatives which have exposure to that risk. As 

mentioned by Satti, Uddin, and Ali (2013), investment decisions are choices on future 

spending as well as purchasing of stock and funds, which include high risk.  

 

Lim (2013) examined the effect of risk attitude on people’s choice of investments. In 

the case of a generalised risk attitude, people might choose a riskier option over a less 

risky option because they have a positive attitude towards risk. On the other hand, in 

specific investment options which involve high risk, the individuals tend to avoid risky 

investment options. Based on the above discussion, it can be argued that risk avoidance 

has a significant impact on the investment intention of individual investors. The 

findings of previous studies on risk avoidance are summarised in Table 2.1. 
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2.4.2 Uncertainty Avoidance  

Hofstede (2001) defined uncertainty avoidance as the extent to which individuals feel 

threatened the unknown of an uncertain situation. “In cross-cultural psychology, 

uncertainty avoidance is a society’s tolerance for uncertainty and ambiguity. It reflects 

the extent to which members of a society attempt to cope with anxiety by minimizing 

uncertainty” (Hofstede, 2001). Hofstede (2001) further mentioned that uncertainty 

avoidance is not the same as risk avoidance. Uncertainty avoidance deals with 

individuals’ tendency to start feeling uncomfortable with uncertain outcomes and their 

tolerance capacity, whether high or low, depends on different cultures. On the other 

hand, risk avoidance is tendency of becoming uncomfortable with the situation and 

dealing with the current situation (Hofstede, 2001). 

 

Beckmann, Menkhoff and Suto (2008) explained uncertainty avoidance as the way 

society deals with uncertainty. This concept is more related to societies and their level 

of tolerance. Societies have different ways to measure how to overcome uncertainty. 

Hofstede suggested not to equate uncertainty avoidance with risk avoidance constructs 

as they are different. Risk avoidance focuses on a specific event based on probability 

and its outcomes, while uncertainty is a more diffused sentiment. 

  

Hofstede (2001) and Cho and Lee (2006) mentioned that the distinction between risk 

and uncertainty is important in investment decision-making, as risk and uncertainty 

are both likely to impact people’s decision to invest. The difference between risk and 

uncertainty has rarely been examined by researchers. Indeed, even when a distinction 

is made between the two constructs, many researchers have used the terms 
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interchangeably (Lim, 2013). Moreover, Hofstede (2001) elaborated that uncertainty 

has a significant impact on the investment decisions of individuals. 

 

Koleczko (2012) assumed that uncertainty can be useful for understanding the 

decision-making process under uncertainty, and such method is not considered as a 

human reaction to uncertainty. Risk can be measured and the consequences of it can 

be approximated by adopting the cognitive management styles for forecasting. The 

perception of risk is related to a specific event to be feared but uncertainty is when one 

is unable to foresee what will happen next.  

 

Amirhosseini and Okere (2012) documented that uncertainty avoidance has a 

significant impact on investment decisions. It has been also found that the first priority 

of investors is uncertainty avoidance in the stock market. Based on the above 

discussion on uncertainty avoidance, it can be ascertained that uncertainty avoidance 

has a significant influence on intention to invest in stocks. Table 2.1 presents the 

findings of previous studies on uncertainty avoidance. 

 

2.4.3 Overconfidence 

Overconfidence is the ability of individuals to overestimate their abilities and 

information they have to predict the future profits while ignoring the risks associated 

with investment (Odean, 1998). Investors tend to overestimate the probability of 

accuracy of their information, their successes and capabilities (De Bondt & Thaler, 

1995). According to the theoretical models developed by Odean (1998), overconfident 

investors will frequently engage in more costly trading than rational investors, and 

overestimate their expected profits. Odean (1998) argued that overconfident investors 
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believe that they have more information and trade more which results in low returns 

on their investment. Similarly, Yates, Lee and Bush (1997) stated that overconfidence 

could be bred by culture as stated by evidence which proves that Asians are more 

confident than Americans, and Asians tend to overestimate their abilities. This 

overestimation among individuals leads them to trade frequently without considering 

actual risks and returns; it is often only based on their own forecasting.  

 

Daniel, Hirshleifer, and Subrahmanyam (1998) documented that investors’ 

overconfidence has been analysed in terms of their under-reaction and overreaction to 

market situations. Graham (1999) explained that investors are prone to overreact to 

the news regarding the stock market because it has an influence on their decision-

making process. Gervais, Heaton, and Odean (2002) highlighted that overconfident 

investors trade too frequently in huge volumes which increases market volatility and 

decreases expected profits of investors. Dhar and Zhu (2006) said that due to the 

learning effect, psychological biases of investors decrease with trading experience as 

indicated by some empirical findings. 

 

Gopalakrishnan (2007) argued that overconfident investors not only make lower 

returns in the long-run, but also contribute to increases in prices due to frequent 

trading. It has been further explained that many investors assume that the same thing 

is applicable to stock markets since the past abilities set the path for further success 

when it comes to competition, and therefore, ignores the portion of “chance” which is 

actually a bigger portion in the stock markets but there is still a willingness to invest 

in a former loss-making business. This depicts the overconfidence of investors to 

invest without knowing the actual facts. 
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Shefrin (2007) mentioned that overconfidence results in overestimation, which may 

further lead to either favourable or unfavourable outcomes and can also lead to 

underestimating risks. Ben-David et al. (2007) and Glaser and Weber (2007) opined 

that overconfident investors usually overestimate the precision of the information they 

have and underestimate the volatility of the financial markets. Nofsinger (2011) stated 

that overconfidence usually happens when investors have been successful in their 

investments. 

 

Park, Konana, Gu, Kumar, and Raghunathan (2010) mentioned that reinforcement of 

prior beliefs by the investors is one of the key factors that makes investors 

overconfident. Their prior experience of capital gains leads them to overestimate their 

ability and trade excessively to perform better. This excessive trade often brings about 

poor performance of their investments. This could be the reason for ignoring the 

potential risks associated with the investment option and being overconfident in 

prediction abilities.  

 

Park et al. (2010) further elaborated that in evaluating the investment decisions of 

inexperienced investors, they are more likely to be overconfident. There is less need 

to seek to confirm evidence to support their prior beliefs as overconfident investors 

demonstrate higher self-esteem. Mueller and Brettel (2012) expressed that 

overconfidence may result in overestimation, which may further lead to either 

favourable or unfavourable outcomes or underestimation of risks. All these contribute 

to poor investment performance.  
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According to Rekik and Boujelbene (2013), Tunisian investors are not overconfident 

but they are under-confident. It was further mentioned that Tunisian investors are very 

sensitive to reactions or opinions of others and they are also under-confident and 

hesitant in decision-making. Sadiq, Khan, and Bajuri (2013) attempted to identify the 

key behavioural factors which influence investment decisions of individuals in 

Pakistan and found that overconfidence does not have a significant impact on 

investment decision-making. 

 

Kuo and Lin (2013) argued that excessive trading can be hazardous to the wealth of 

individuals, but only to the overconfident losers and not to the well informed or skilful 

winners. Cuong and Jian (2014) reported that individuals’ overconfidence about their 

abilities and precision of estimation directly affect investment, leading to more 

frequent stock investment. It can be asserted that when individuals are overconfident 

about their investing abilities, their investment intention will be directly influenced by 

their overconfidence. The findings of previous studies on overconfidence are 

summarised in Table 2.1. 
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Table 2.1 

Relationship between Risk Avoidance, Uncertainty Avoidance, Overconfidence and Investment Intentions 

No Author (s) Type of  
research and 

Method  

Variable used Sample Result 

1 Satti, Uddin 
and Ali (2013) 

Theoretical Investor knowledge, risk avoidance 
and investment decision 

-----
Pakistan 

The results of the study indicate that risk 
aversion has a significant positive effect 
on direct investments decision. 

2 Gambetti and 
Giusberti 
(2012) 

Empirical Anger, Anxiety, Personality traits, 
Investment decision-making, 
personal finance 

214 
individuals, 
Italy 

Risk-avoidance behaviour in the financial 
field reduces the possibility to gain 
knowledge and consequently contributes 
to the choice not to invest, causing a 
vicious circle. 

3 Bennet, 
Selvam, 
Indhumathi, 
Ramkumar 
and Karpagam 
(2011) 

Empirical Investments’ and dividend 
satisfaction, availability of corporate 
research, government policy towards 
business, rate of inflation, successful 
investors, get-rich-quick philosophy, 
price to earnings ratio, information 
available on the internet, perception 
of easy money among investors, 
strength of the Indian economy, 
access to information, access to tools 
and technology, low cost of 
executing a trade, performance of the 
Indian stock market, confidence level 

188 retail 
investors, 
India 

This study identified various factors that 
influence retail investors’ attitude towards 
investing in equity stock markets. The 
results showed that out of the total 26 
variables, it was found out that investors’ 
tolerance for risk had a very high influence 
on retail investors’ attitude towards 
investing in equity stocks 
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of institutional investors, greed 
among investors, strength of the 
financial sector, media focus on the 
stock market, online trading, cost 
cutting by companies, technological 
advancements at company level, 
investors’ tolerance for risk, mergers 
and acquisitions in the corporate 
sector, performance of internet 
stocks, political stability and 
investment intentions 

4 Dohmen, Falk, 
Huffman, 
Sunde, Schupp 
& Wagner 
(2011) 

Empirical Risk attitudes, risk aversion, 
financial investment, labour market 
behaviour and performance, and 
even health behaviour 

22,019 
individuals, 
Germany 

Individual risk tolerance is an established 
construct to explain decisions in various 
areas such as financial investment, labour 
market behaviour and performance, and 
even health behaviour. 

5 Henderson and 
Cool (2006) 

Empirical Risk avoidance, capacity expansion, 
experience, investment bandwagon 
behaviour 

1982-1995, 
Switzerland 

Risk avoidance suggesting a curvilinear 
relationship with investment behaviour 

6 Amirhosseini 
and Okere 
(2012) 

 

Empirical Power distance, individualism, 
masculinity, uncertainty avoidance 
investment decisions in the Tehran 
stock exchange 

156 
investors, 
Iran 

Uncertainty Avoidance also affects 
investment decisions. Our empirical 
analysis and results show that the priority 
of investors on the stock exchange is 
uncertainty avoidance. 
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7 Breuer, 
Riesener and 
Salzmann 
(2014) 

Empirical Individualism; risk aversion; risk 
taking, household finance 

449 
economics 
students, 
Germany 
and 
Singapore. 

The non-significant relationship between 
risk aversion and risky investment have 
been found. 

8 Keller and 
Siegrist (2006) 

Empirical Investment in stocks, Achievement, 
Budget. Negative ethical stance 
toward the stock market. Financial 
risk attitude 

1569 
investors, 
Switzerland 

The results showed that people’s financial 
risk attitude had a positive influence on 
their acceptance of investment risk and, 
thus, on their willingness to invest in 
stocks. 

9 Disatnik and 
Steinhart 
(2015). 

Empirical Risk avoidance, initial portion of 
bonds, information clarity and 
investment decisions 

242 
participants
, Israel 

Risk avoidances have significant impact 
on Investment Decisions 

10 Ton and Dao 
(2014) 

Empirical Overconfidence, optimism, herd 
behaviour, psychology of risk, 
pessimistic and investment decisions 

422 
investors 

Investor overconfidence has a negative 
impact on investment intentions. 

11 Cuong and 
Jian, 2014 

Empirical Attitude Toward the Behaviour, 
subjective norms, Perceived 
behavioural control, Overconfidence, 
Excessive Optimism, Herd 
behaviour, Psychology of Risk and 
Behavioural Intention (To decision-
making) 

472 
individual 
investors, 
Vietnam 

Investor overconfidence has a strong 
impact on the investment intention of 
individual investors. 
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12 Park, Konana, 
Gu, Kumar 
and 
Raghunathan 
(2010) 

Empirical Confirmation bias, stock message 
boards, overconfidence and 
investment decisions 

502 
investors, 
United 
States 

Investor overconfidence affects investors’ 
trading frequency and investment 
decisions 

13 Phuoc Luong 
and Thi Thu 
Ha (2011) 

Empirical Herding, Market Prospect, 
Overconfidence-gamble’s fallacy 
and Investment decisions of 
individual investors such as 

300 
individual 
Investors, 
Vietnam 

The result shows that the investor’s 
overconfidence as a behavioural factor 
affects investment decisions of individual 
investors. 

14 Rekik and 
Boujelbene, 
(2013) 

Empirical Overconfidence, herding attitude, 
representativeness, anchoring, loss 
aversion, mental accounting and 
investors decision-making processes 

3,470 
individual 
investors, 
Tunisia 

The overconfidence of investors does not 
impact on individual investor decision 
making. 

 Ok 



53 
 

2.5 Consumer Behaviour Perspective 

This perspective has been used by various research scholars who have incorporated 

consumer behaviour constructs in finance research. In the consumer behaviour 

perspective, the consumers tend to maximise their utility. Kusev, Purser, Heilman, 

Cooke, Van Schaik, Baranova and Ayton (2017) mentioned that rational decision 

makers must choose the alternatives that provide them with the highest utility 

irrespective of their decision making context. 

 

In the decision-making process, expected utility is produced for each alternative and 

individuals are supposed to choose the alternative with higher expected utility. This 

approach also may be used by individual investors when they are confronted with the 

decision to invest or not in a particular investment product. However, it has been 

observed that consumer does not use such rational decision-making models always but 

rely on their heuristic approaches that do not prove to be compensatory in all situations 

(Kurz-Milcke & Gigerenzer, 2007). Bond (1985) as cited in Akbar et al. (2016), also 

mentioned that individual sometimes chooses those alternatives among available that 

do not maximize their utility. The reason behind is the irrationality of the individuals, 

they are emotional creatures which limits their rationality. They rely on their own 

abilities and heuristics while making investment decisions that make them irrational. 

 

In the consumer behaviour field, various constructs seem to be predictors of the 

investment intentions of investors, but the current research chooses more specifics that 

can be related to investment product in the stock market. In this essence, two category 

specific ability constructs were found in consumer behaviour literature as the best fit 

with the current research context. These variables are product knowledge and product 
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involvement. These variables were chosen to assess their influence on investment 

intentions of retail investors to invest in the stock market. As the current study 

considered investors as a consumer as earlier suggested by Lim (2013), the research 

mainly focuses on purchase decision which is related to investment products. In this 

perspective, investors should be considered as consumers and those factors that affect 

purchasing intentions also affect investment intentions of investors. Based on this 

perspective, two category specific factors, i.e. product knowledge and product 

involvement of consumers are found to be more useful that can predict the investment 

intentions of individual investors.  

 

Engel, Blackwell, and Miniard (1995) defined knowledge as “information stored 

within memory”, while information search is the motivated activation of knowledge 

or the acquisition of information and such a search can be internal or external. They 

further explained that activation is based on the retrieval of knowledge from memory, 

while acquisition is based on collecting information from the marketplace.  

 

Product involvement is an important concept in marketing and retailing (Traylor & 

Joseph, 1984; Laurent & Kapferer, 1985; Zaichkowsky, 1986; Bei & Widdows, 1999) 

and is likely to influence investment decisions. Consumers’ product involvement, 

which is of most interest to the present study, has been found to influence decision-

making by previous research studies. 

 

Retail investors often refer to financial news and other information sources, such as 

analysts’ reports, as a basis for their assessment of the risks associated with the product 

they intend to invest in (Krishnan & Booker, 2002). Retail investors may lack 
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knowledge and expertise required to make sound decisions. They may attempt to 

overcome these limitations in knowledge and expertise by relying on the advice of 

financial consultants, as well as on their own past investment experience with specific 

products (Harrison, 2003). Lim et al. (2013) mentioned that product knowledge and 

product involvement have been extensively examined in the consumer behaviour 

literature and are important antecedents of retail investment decisions. 

 

Lim (2013) mentioned retail investment options can be classified as consumer 

products, similar to durable goods, as they have economic value that is measured by 

market prices and investors obtain exclusive ownership rights to the investment 

product once it is purchased. Therefore, retail investment decisions can be viewed as 

relatively complex consumer purchase decisions, in which the environment involves 

a relatively high degree of risk and uncertainty. However, this does not necessarily 

mean “rational” decision-making will be used, as consumers often employ heuristics 

to make such decisions. The following sections discuss the impact of product 

knowledge and product involvement on investment intentions of individual investors. 

 

2.5.1 Product Knowledge  

Brucks (1985) defined product knowledge as the ability of people to evaluate a 

product’s attributes, utility and applications based on their prior knowledge; it helps 

in decision-making processes. According to Larkin, McDermott, Simon, and Simon 

(1980), there is impact of product knowledge on consumer information processing. 

Also, a consumer always relies on the evaluation of the product knowledge when the 

consumer selects a product and the information search procedure, attitude and 

information search quantity would be affected by product knowledge.  
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Baker, Hunt, and Scribner (2002) and Laroche, Bergeron, and Goutaland (2003) 

discussed that consumer product knowledge had been recognised in consumer 

research as a characteristic that influences the decision-making process at all phases.  

There are differences in the level of perceptions of product attributes of consumers 

with many levels of product knowledge. Thorn and Rogerson (2002) viewed that the 

purchase intention can be influenced in multiple ways by the consumers’ product 

knowledge. However, consumers may not have the right knowledge or perceive this 

equivalence. 

 

According to Hauser and Lund (2003), learning about the quality of products and their 

features is easier for those consumers who have better knowledge. Zhu (2004) stated 

that the consumer’s purchase decision would determine the level of the consumer’s 

product knowledge and this indirectly affects the intention to purchase. Clark-Murphy, 

and Soutar (2004) argued that investors only value the stocks of those companies of 

which they have knowledge and personal experience; they pay more for the products 

of the same company. 

 

Lin and Chen (2006) documented that a significant role is played by product 

knowledge in consumer behaviour studies. The amount of knowledge that a consumer 

has during a purchasing process would affect consumer information search behaviour 

and decision-making processing. In addition, consumer’s knowledge about product 

influences the consumer’s purchase intention. 

 

Aspara and Tikkanen (2008); Statman, Fisher, and Anginer (2008) and Ang, Chua, 

and Jiang (2010) highlighted that scholars in economics, finance and behavioural 



57 
 

finance are concerned with the issue of how subjective perception of individuals about 

companies may influence their decision to invest in companies’ stocks. Aspara and 

Tikkanen (2011) documented that individuals’ subjective evaluation about the 

companies’ brand and decision to invest in stocks of those particular companies have 

gained the attention of researchers. 

 

There is more confidence in the ability to carry on the consumption behaviour if a 

person has strong subjective knowledge of the product. A person’s attitude towards an 

action irrevocably shows his/her confidence to perform the task. Talha et al. (2012) 

elaborated that product knowledge is assumed as an important aspect while examining 

consumer behaviour and related fields. The individual investor integrates important 

attributes, such as personal experience and knowledge about the financial products in 

the process of investment decision-making. 

 

Tyagi and Agarwal (2012) discussed that when consumers have high subjective 

product knowledge, it has a significant effect on behavioural intention. There is a more 

efficient performance in information search by consumers with high product 

knowledge as they determine quickly which alternatives are inferior, and they know 

which attributes are the most useful for discriminating between brands. Moreover, 

consumers with knowledge efficiently search more; this allows them to view a variety 

of brands at the formation stage of consideration and choose the closest to their criteria. 

Therefore, it is easier for them to make decisions on the purchase than lower product 

knowledge consumers. Tyagi and Agarwal (2012) also supported that the amount of 

experience or information about a product used or planning to purchase by a consumer 

also affects the consumer’s purchase intention. 
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Talha et al. (2012) investigated the influence of stock attributes on individual 

investors’ behaviour. Talha et al. (2012) bridged the literature gap by analysing the 

stock-related attributes that influence the investment behaviour of an individual 

investor. The literature survey has proven the strong influence of knowledge about a 

company on individual investors’ behaviour. Lim (2013) studied the effects a number 

of consumer behaviour constructs have on investors’ intentions to invest in the stock 

market and reported a significant influence of product knowledge on investment 

intentions of individual investors. Based on the above literature, it can be asserted that 

product knowledge has significant impact on investment intentions. The findings of 

previous studies on product knowledge are summarised in Table 2.2. 

 

2.5.2 Product Involvement  

Wulf et al. (2001) defined product involvement as continuing perceptions of the 

consumers about the significance of product category based on the needs, value and 

interest of the consumers. Chakravarti and Janiszewski (2003) viewed product 

involvement as a focal structure, vital for understanding decision-making behaviour 

of consumers. Moreover, Chung and Zhao (2003) discussed that consumers neither 

wish nor can exert a great deal of effort to process information in a low involvement 

situation. Their involvement plays an important role in forming intention to purchase 

the product. 

 

Shehryar and Hunt (2005) studied the consumers’ level of familiarity with the product 

and stated that the consumers’ level of familiarity is proportional to the degree to 

which consumers rely on procedural fairness. The result shows that consumers who 

are less familiar with a particular product are more likely to rely on procedural fairness 
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to form purchase intent. Michaelidou and Dibb (2006) argued that the word, 

‘involvement’ originated from the notion of “ego involvement” from social 

psychology and it refers to the association between an object and an individual. 

However, the importance, attachment, motivation or interest manifested towards an 

object are also considered as involvement.  According to Josiassen, Lukas, and 

Whitwell (2008), due to less information on how to evaluate the performance of a 

product, consumers with low knowledge rely more on the country of origin for product 

evaluation rather than its attributes.  

 

Aspara, Olkkonen, Tikkanen, Moisander, and Parvinen (2008) suggested that an 

individual’s “affinity” for a product category, implicating personal relevance and 

positive personal value, largely stems from the perception that the product category in 

question supports or represents such domains to which the individual attaches personal 

relevance and positive value. Product involvement appears as a significant 

determinant of the positive attitude of consumers towards the products. 

 

According to a survey carried out by Sultana and Pardhasaradhi (2012) on factors 

affecting Indian individual equity decision-making of investors and their behaviour, it 

has been identified that out of 40 attributes, 10 represented the common decision of 

investors. Therefore, information concerning company image or company’s natural or 

general information significantly influences investment decision. 

 

In the existing debate, product involvement has been recognised as a significant 

variable in consumer behaviour (Richins & Bloch, 1986). For any given product, 

individuals will exhibit varying degrees of product involvement. Prior research has 
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shown that the level of product involvement will significantly affect the purchase 

decision process (Laurent & Kapferer, 1985). Product involvement may arise from the 

individual’s perception that the product meets her/his values and goals. Thus, product 

involvement may affect the intensity with which a product is valued and the 

individual’s goals with respect to purchasing the product (Park & Keil, 2017). Lim 

(2013) supported the significant role of product involvement in determining the 

investors’ intention to invest in the stock market.  

 

In addition, previous literature has emphasised on the significance of product 

involvement for assessing the investment intentions of individual investors. The level 

of information required to make a decision depends on the nature of the investment 

decision which ranges from less involvement to higher levels of involvement (Tanner 

& Raymond, 2010). For investors, those who are associated with high levels of 

importance to a certain product(s) possess a higher level of long-term involvement 

with that product (Mishra &Kumar, 2011). 

 

Aspara (2013) examined how investors’ affective and subjective valuation of 

company’s brand and products influence their propensities to choose the investment 

target.  Aspara (2013) found that personal relevance represented by particular products 

of the company has a negative impact on the consideration that individual investors 

present to the substitutes of the investment targets while deciding to invest in the 

stocks of the company. Affective assessment of individuals for the organisation’s 

brand positively affects their expectations regarding financial returns of the 

organisation’s stock. Moreover, to some degree, in spite of what prior studies have 

suggested, an individual’s knowledge of a specific organisation's image as such, does 
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not diminish the thought they provide for optional investment targets, nor is it 

connected to conceit about the financial returns of that organisation's stock. In the 

previous literature, it has been discussed that product involvement has a significant 

impact on purchase decision-making. Previous studies have discussed that product 

involvement has a significant impact on investment intentions. The findings of 

previous studies on product involvement are summarised in Table 2.2. 
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Table 2.2 

Product Knowledge, Product Involvement and Investment Intentions 

No Author (s) Type of Research Variable used Sample Result 

1 
Talha, Ali and 
Waheed 
(2012) 

Theoretical 

Dividends and yields offered by a stock, 
management competency, growth 
perceptions of an industry, knowledge of a 
corporation's products, trends and volatility 
of stock prices and individual equity investor 
behaviour 

Literature 
Review based, 
Pakistan 

The literature survey proves the 
strong influence of knowledge 
about a company’s product on 
individual investor behaviour 
among other factors. 

2 
Lim, Soutar 
and Lee 
(2013) 

Empirical 

Product knowledge, Product involvement, 
Risk avoidance, Uncertainty avoidance, 
Perceived Risk, Perceived Uncertainty and 
Investment intentions 

250 
respondents, 
Singapore and 
Australia 

Product knowledge had the greatest 
impact on intentions. 

3 

Laroche, 
Vinhal 
Nepomuceno 
and Richard 
(2010) 

Empirical 

Physical intangibility, generality, Mental 
intangibility, evaluation difficulty, 
involvement, prior knowledge and perceived 
risk (Financial risk, time risk, performance 
risk, physiological risk and social risk) 

783 students, 
Canada  

It was found that higher 
involvement generates a stronger 
relationship between evaluation 
difficulty and perceived risk for the 
product category perspective and 
impact on investment decision-
making. 
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4 Lim (2013) Empirical 
Product knowledge, product involvement, 
self-efficacy, perceived risk, risk avoidance, 
perceived uncertainty avoidance and 
investment intentions 

522 investors, 
Australia and 
Singapore 

There are significant relationships 
between product involvement, 
product knowledge and individual 
investment intentions 
 
 

 Here”
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2.6 Social Psychological Perspective  

This section provides the social psychological perspective of individual investors. 

Cuong and Jian (2014) mentioned that the TPB is the most well-known theory among 

social psychology theories and widely used in predicting human behaviour. Ajzen 

(2005) elaborated that under the TPB, “people intend to perform a behaviour when 

they evaluate it positively, when they experience social pressure to perform it and 

when they believe that they have the means and opportunities to do so”.  This research 

takes into account this social psychological perspective of individual investors to 

assess the influence of perceived behavioural control and subjective norms. The 

following section elaborates on perceived behavioural control and subjective norms in 

detail. 

 

2.6.1 Perceived Behavioural Control  

Perceived behavioural control (PBC) in this study refers to the ability of individual 

investors to have control over investing in the stock market. Armitage and Conner 

(2001) described that in many studies, PBC has improved the forecasting of 

behavioural intentions of individuals. 

 

According to Ajzen (2002), where the individuals do not have control of resources in 

order to conduct the behaviour, the PBC construct is employed to overcome the 

limitations in the TRA model and it is contextually applicable. PBC influences in two 

ways as claimed by the TPB: the intention to perform behaviour could be affected by 

PBC; also, in a way dependent from the concerned intention, PBC could directly affect 

the behaviour. 
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These two controls influence the investors' process of decision-making and their 

intention to invest. The influences of control could be internal or external. The external 

control influences are financial resources and time while the internal control 

influences are individual knowledge, experience and skills (Ajzen, 2005). 

 

PBC refers to the level of perception of an individual towards the ability to perform a 

behaviour (Fishbein & Ajzen, 2011). The ability to perform and control a behaviour 

results from both personal and non-personal factors. An individual’s skill and ability 

to engage in a particular behaviour are also determined by the individual’s 

environments. However, the TPB argues that an individual’s positive attitude towards 

an intention does not necessarily ensure that the behaviour will be performed when 

the ability to perform the behaviour is non-existent. Sommer (2011) said that PBC is 

a significantly basic element of the TPB in explaining behaviour which has been 

claimed in multiple studies. 

 

Numerous studies on PBC from different perspectives have empirically endorsed that 

PBC has a positive influence on intention (Teo & Pok, 2003; Xiao & Wu, 2006; Fu, 

Farn, & Chao, 2006; Gopi & Ramayah, 2007; Blanchard et al., 2008; Cronan & Al-

Rafee, 2008; Ramayah, May, & Omar, 2008; Jimmieson, Peach, & White, 2008; 

Ramayah, Yusoff, Jamaludin, & Ibrahim, 2009; Van Dam, Van der Vorst, & Van der 

Heijden, 2009; Fang, Shao, & Lan, 2009; Gumussoy & Calisir, 2009; Lin, 2010), 

among others. 

 

PBC accounts for significant amounts of variance in intention and behaviour (Knabe, 

2012). Hamid (2014) stated that individuals’ judgements are usually reflected by PBC 
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in their ability to perform the particular behaviour. When a person considers 

performing a particular behaviour, PBC is the answer to the person’s question. 

Individuals with high PBC are expected to show high motivation for performance. 

 

Cuong and Jian (2014) found that there is a significant relationship between PBC and 

behavioural intention of individual investors. Thus, regarding the investment in stock, 

PBC should be positively related to willingness and intentions. In light of the above, 

it can be asserted that PBC is the ability of individuals to have control over performing 

a particular task which is the investment intention of investors to invest in the stock 

market in the current research. It can be understood that PBC acts as the strongest 

factor that determines the intention of individuals to perform a task.  Based on the 

above literature, it can be argued that PBC has a significant impact on investment 

intentions. The findings of previous studies on PBC are summarized in Table 2.3. 

 

2.6.2 Subjective Norms  

Subjective norms is one of the determinants that affects an individual’s intention to 

perform a behaviour. Individuals are affected by the subjective norms that are imposed 

upon them by their peers or groups in the social circle. The individuals then feel the 

need to comply with the subjective norms that are imposed by the social group. 

According to East (1993), an individual’s decision to invest is significantly influenced 

by the subjective norms of the individual’s social circle. Taylor and Todd (1995) 

argued that subjective norms can influence an individual significantly, especially in 

the initial stage due to limited experience of individuals. 
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Yu and Wu (2007) asserted that individual’s purchase behaviour can be most 

significantly influenced at the initial stage, considering that individuals are still 

developing their attitude toward the behaviour at that very stage. For a majority of 

Europeans (The Gallup Organisation, 2009), Germans (Wins & Zwergel, 2016) and 

wealthy private investors (Eurosif, 2012), investments that are sustainable are most 

crucial and they are influenced by the important members of the society. 

 

Sudarsono (2015) reported that many studies have applied the TPB in the context of 

finance and investment; however, these studies have focused mainly on people who 

are closely related to the behaviour of the investment itself. The study assessed the 

applicability of TPB in predicating individuals’ intention to invest. The study results 

reveal that subjective norms influences individuals’ intention to invest. Furthermore, 

Dayaratne and Wijethunga (2015) suggested that there is a significant impact of 

subjective norms on the behavioural intention to buy shares. Thus, there are some 

perceived public pressures to invest in sustainable investment, where subjective norms 

are supportive of the intention to invest in sustainable investment. The findings of 

previous studies on subjective norms are summarised in Table 2.3. 
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Table 2.3 

Perceived Behavioural Control, Subjective Norms and Investment Intentions 

No Author (s) Type of Research Variable used Sample Result 

1 

Alleyne and 
Broome 
(2011) 
 

Empirical  
Attitudes, subjective norms, 
perceived behavioural control, risk 
propensity and investment intention  

104, West 
Indies 

It was found that subjective norms, 
perceived behavioural control, and risk 
propensity were significant predictors of 
investment intentions. 

2 
Mahastanti 
and Hariady 
(2014) 

Empirical 
Attitudes, subjective norms, 
perceived behavioural control, risk 
preference, marital status, major 
and income 

50 

This result of the study indicated that the 
intention to buy financial products was 
influenced by perceived behavioural 
control, but it was not affected by 
subjective norms and attitudes. 

3 Ali, Zani and 
Kasim (2014) Theoretical 

Attitude, subjective norms, 
perceived behavioural control, 
intention 

Literature 
Review, 
Pakistan 

There are positive relationships between 
attitude, social influence and perceived 
behavioural control to the investors' 
intention to invest in Islamic unit trust 
funds 

4 Cuong and 
Jian (2014) 

Empirical  

Attitude toward the behaviour, 
subjective norms, perceived 
behavioural control, 
overconfidence, excessive 
optimism, herd behaviour, 
psychology of risk and behavioural 
intention (to decision-making) 

472 
individual 
investors, 
Vietnam 

The results showed that subjective norms 
and perceived behaviour control have 
significant impact on intentions 
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5 

Pascual-
Ezama, 
Scandroglio  
and Gil-
Gomez de 
Liaño (2014) 

Empirical 

Behaviour, intention, attitude 
subjective norms, control, attitude 
beliefs, norm beliefs and control 
beliefs 

127 
investors, 
Spain 

The results showed that subjective norms 
and perceived behavioral control impact 
significantly on investment intentions of 
real investors 

6 Sudarsono 
(2015) 

Empirical 
Attitudes towards investment, 
subjective norms, self-efficacy, 
intention to invest 

359 civil 
servants, 
Indonesia 

The study reported that subjective norms 
have a significant influence on intention to 
invest.  

7 
Dayaratne and  
Wijethunga  
(2015) 
 

 
Attitude, subjective norms, 
perceived control behaviour and 
behavioural intention in investing 

200  
individual  
investors, 
Sri Lanka 

It suggests  that there  is a significant 
impact  from subjective  norms on  the 
behavioural  intention to  buy shares. 
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2.7 Perceived Risk 

According to Dowling and Staelin (1994), perceived risk refers to the possibility that 

consumers perceive uncertainty or unfavourable consequences when deciding to 

purchase products or services. Most arguments on the definitions of risk in finance 

contain the concepts of unexpected results and uncertainty. According to Mitra, Reiss, 

and Capella (1999), financial risk refers to products that do not function normally, 

which leads to financial losses for consumers.  

 

Baker, Parasuraman, Grewal, and Voss (2002) mentioned that psychological risk 

refers to consumers’ perception that problematic products could possibly hurt them.  

Siau and Shen (2003) pointed out that consumers have many doubts when making 

purchases; these doubts reduce the behavioural intention to purchase that product. 

 

Aqueveque (2006) said that perceived risks developed by consumers through 

recognition of the purchase process negatively influence behavioural intention. 

González Mieres, María Díaz Martín and Trespalacios Gutiérrez (2006) associated 

perceived risk with performance, financial and social risks. Goyal (2008) mentioned 

that consumers’ perceived risks (like financial, physiological and social risks) during 

the purchase would influence their decisions to purchase. Furthermore, Goyal (2008) 

pointed out that consumers will reduce their purchase risks when they purchase 

sophisticated products with higher value and perceived risk. 

 

Quintal, Lee, and Soutar (2008) conducted a study on six countries and documented 

that perceived risk has a greater impact on attitude towards behaviour. Moreover, 

Farrukh (2010) argued that the major reason for the lower proportion of stockholding 
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is the perception of stocks as an extremely risky investment. The stock market of 

Pakistan is controlled by a few powerful brokers, while individual investors, especially 

small investors in such situations, consider themselves as lambs to be slaughtered. 

This leads individual investors of Pakistan to a risk-adverse behaviour and reduces 

their tendency to invest in the stock market.  

 

Ton and Dao (2014) elaborated that under uncertain market conditions, predicting and 

forecasting do not usually follow the rules of probability. Risk is a controversial 

concept in the finance sector. However, the risk is an unexpected result and connected 

to market volatility as believed by most of the researchers. It is suggested by traditional 

finance studies that each individual has a constant risk relating to quantitative 

measures of risk, such as beta, variance, standard deviation and risk theory; but 

subjective factors are taken into consideration by behavioural finance. As a result, the 

perceived risk acts as an important factor that determines the investment intention of 

the investors rather than only qualitative measures.  
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Table 2.4 

Relationship between Perceived Risk and Investment Intentions 

No Author (s) Type of  
Research and 

Method  

Variable Used Sample Result 

1 Liu (2010) Empirical Extrinsic cues, advertising content, 
financial risk, performance risk, 
perceived risk, country of origin, 
price perception, loyalty, willingness 
to pay more, switch and behavioural 
intentions 

480 

Taiwan 

 

Perceived risk reduces the relationship 
between extrinsic cues and behavioural 
intentions (i.e., loyalty, willingness to pay 
more) and increases the relationship 
between extrinsic cues and behavioural 
intention. 

2 Bailey and 
Kinerson 
(2005) 

Empirical Experienced regret, anticipated 
regret, and risk tolerance and 
individual investment decisions 

207 

Moscow 

 

There is a strong relationship between 
perceived risk (self-assessed) and 
investment behaviour. 

3 Chen and 
Chang (2012) 

Empirical Green perceived value, green 
perceived risk, green trust and green 
purchase intentions 

258 

Taiwan 

It had been argued that perceived risk is 
powerful in explaining consumer 
behaviour because consumers are often 
motivated to reduce risk than to maximise 
utility in their purchase processes. 

 



73 
 

Cuong and Jian (2014) revealed that perceived risk negatively affects individual 

investors’ attitude, which in turn, affects their behavioural intention. Thus, it is 

reasonable to anticipate that when investors perceive high levels of risk, their 

expectations and feelings are formed with less stability. This indicates that a high level 

of perceived risk may lead to unstable feelings among investors and lower their 

willingness to invest in the stock market. 

 

Gold, foreign currency, bank deposits and real estate investment appeal to Pakistani 

investors more than equity investments (Yasir, 2015). Pakistani investors are most 

likely to invest in assets than equities because the capital invested in these investments 

is protected and much safer. As such, Pakistani investors who demand greater capital 

protection are more of a risk-averse type of investors. They tend to invest in the safe 

investment options where perceived risk is less. High level of perceived risk associated 

with stock market investment restrains them from investing in the stock market. 

 

Yasir (2015) further mentioned that the Pakistani stock market is controlled by the few 

brokers who own the majority of the stock exchange. Secondly, the economic 

condition and political instability of Pakistan contributes to it. Thus, attitude towards 

risk by individual investors in Pakistan is very prevalent. Individuals have a high level 

of perceived risk that makes them conscious while investing in the risky investment 

options, such as stock investment. Based on the above cited literature, it can be argued 

that perceived risk is significant in forming intentions of individual investors to invest 

in the stock market. Table 2.4 presents a summary of findings from the previous 

studies on perceived risk. 
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2.8 Summary 

This chapter discusses the literature on the conceptual framework in efforts to assess 

the factors that influence the investment intentions of individual investors. In this 

regard, factors related to behavioural finance, such as risk avoidance, uncertainty 

avoidance and overconfidence and consumer behaviour factors, such as product 

knowledge, product involvement, PBC and subjective norms, have been found to 

significantly influence the investment intentions of individual investors. The literature 

also suggests the impact of perceived risk on investment intention. The TPB is used 

as a potential theoretical foundation to base the conceptual framework of the current 

study. The conceptual framework that is tested in this study is established in the next 

chapter.  
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CHAPTER 3 

DATA AND METHODOLOGY 

 

3.1 Introduction 

This chapter explains the research methodology, research design and methods used to 

accomplish research objectives as enclosed in Chapter One. Essentially, this chapter 

presents research philosophy, research design, theoretical framework and hypothesis 

development. Moreover, careful selection of measurements of variables, the data 

collection approach, population of interest and the obtained sample, have been 

elaborated. Furthermore, the data reliability test and techniques of data analysis with 

assumptions have been discussed in details. The last section summarised the whole 

chapter. 

 

3.2 Research Philosophy 

Research philosophy in social sciences suggests various assumptions of research 

approach standards and criteria to generate reliable and valid information about the 

social phenomena under investigation. Generally, social scientists assess the best 

approach that could generate reliable and valid information about the social 

phenomena under investigation. Burrell and Morgan (1979) have contended on three 

types of philosophical assumptions to explain social phenomena which are an 

ontology, epistemology and methodology.   

 

The underlying philosophy of this research is rooted in the positivist objectivist 

paradigm (Kerlinger, 1986). Therefore, all research process, procedures and activities 

were derived from this paradigm. In accordance with the objectivist paradigm and 

ontology view, the researcher considers reality as the actual and present phenomena, 
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waiting to be discovered (Smith, 1998). Then, through the objectivist viewpoint and 

epistemological assumptions, the researcher comprehends and interprets the particular 

phenomena through understanding and absorbing the theories of knowledge of the 

particular phenomena under study (Smith, 1998).  

 

Since objectivists profess knowledge is objective; thus they view phenomenon as 

standalone, factual and free from prejudices. Accordingly, the researcher studies the 

promptness of particular phenomena to assess whether the theoretical statement of a 

causal relationship can be accepted as true or not. Lastly, through objectivist’s view 

and methodological assumption, the researcher performs the quantitative method of 

inquiry to measure the relationship between variables based on regularities and pattern 

systematically and statistically such as research hypotheses, and identifies reliable and 

valid measures before data collection being implemented. The empirical evidence 

gathered is accepted as a general law to explain and predict the investigated 

phenomena (Alias, 2008). 

 

This research stood on the objectivist’s viewpoint where the knowledge already 

existed. Thus, this research sought to assess the behavioural intention of the individual 

from behavioural finance, consumer behaviour and social psychological perspective. 

In doing so, research hypotheses were developed for testing. Given the fact that this 

study focused on testing established theories, therefore the results could be used to 

compare whether there were similarities, differences, strengths and limitations as with 

the existing studies. The following section explains the research design employed in 

current research. 
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3.3 Research Design 

The selection of research design highly depends on the availability of existing 

constructs or variables. If the variables had been widely used in a variety of contexts, 

specifically in social sciences research, these would confirm the validity and reliability 

of measurements. The use of measures in previous research studies shows the 

reliability of the measures. Since there was no requirement for the development of new 

measures, qualitative or exploratory methods could not be justified. 

 

Weighing the line of reasoning, quantitative survey method is more appropriate 

method to be used in the current research. Through the outcomes of factor assessment, 

cross-sectional survey design was used, equated with the quantitative method. The 

main reason to choose the quantitative method with the cross-sectional correlational 

survey design was the required degree of generalisation of the result. 

 

In quantitative research, there is a rigorous analysis of data by sophisticated 

calculations and statistical processes (Zikmund, Babin, Carr & Griffin, 2010). 

Similarly, through quantitative research, the hypotheses can be proved or disproved 

by applying statistical methods. For the current study, the researcher finds the 

quantitative research design more appropriate. This approach would help the 

researcher to find out the relationships that exist among the variables as hypothesised 

in the current research.  

 

This study uses the quantitative design because of the following reasons: 1) allows the 

relationship to be determined between the variables using statistical methods. This 

corresponds with the objective of the present study, which is to examine the impact of 
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behavioural finance, consumer behaviour and social psychological factors on the 

investment intention of individual investors; 2) allows the analysis to be carried out 

on a large sample, which can be generalized to the whole population; and 3) allows 

use of standard and formal sets of questionnaires.  

 

Therefore, a cross-sectional correlational survey design is most appropriate for this 

research because the design facilitated the examination of stable, long-term states or 

conditions and allowed the researcher to make inferences from a sample to a 

population.  

 

3.4 Theoretical Framework and Hypothesis Development 

From the empirical objectives mentioned in Chapter One, the following hypotheses 

for the empirical investigation were formulated. Different hypotheses were formulated 

to test the relationship between independent variables, moderating and dependent 

variable. Based on previous research and theory as presented before, hypotheses of the 

research were presented for examining the relationship between risk avoidance, 

uncertainty avoidance, overconfidence, perceived risk, product knowledge, product 

involvement, perceived behavioural control, subjective norms and investment 

intentions. Then, the moderating effect of perceived risk on the relationship between 

risk avoidance, uncertainty avoidance, overconfidence, product knowledge, product 

involvement, subjective norms, perceived behavioural control and investment 

intention has been hypothesised. The literature review provides support for the 

presented hypothesised relationship. The detailed hypothesis and related literature 

have been given in the following section: 
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3.4.1 Risk Avoidance and Investment Intentions 

Consumers are known to identify products they consider to be ‘good’ or ‘bad’ in the 

development of their choice sets as a means to avoid selecting the incorrect choice and 

to reduce their risk (Lim, 2013). In the investment world, risk-avoidant reflects 

investors may seek "risk-free" investments, such as treasury bills, which are backed 

by the government. Risk avoidance usually involves the avoidance of a particular 

threat, which can be achieved by eliminating the source of risk or by avoiding 

alternatives that have exposure to that risk (Lim, 2013). 

 

Individuals might choose a riskier option over a less risky option because they have a 

positive attitude towards risk. It is widely believed that the higher the level of risk 

aversion will lower the investment intention of individual investors (Mayfield et al., 

2008). The individual tends to make a risk-avoidant decision while investing their 

savings; in fact, they opt for interest-bearing accounts and not for investment 

(Gambetti & Giusberti, 2012). Previous literature suggested that risk avoidance is 

directly related to the behavioural intentions of investors’ personal finance decisions. 

It is generally argued that a risk avoidance attitude of investor would also refrain 

him/her from risky behaviour (Franklin & Corter, 2010). Studies conducted to 

examine the impact of risk attitude suggested that in the case of risk option some might 

choose risky investment option over the less risky options as their attitude is positive 

towards risk as reported by Lim (2013). In the context of the current study, it is 

expected pre-dispositional risk avoidance would significantly influence investor’s 

perceptions of the risk of investing in the stock market. The greater a person’s risk 

avoidance attitude, the greater will be that person’s perception of the riskiness of 

investing in the stock market. This current study also expects that an individual 



80 
 

investors’ risk avoidance will have a significant impact on investment intention. Based 

on the above discussion, this study postulated that: 

 

H1: Risk avoidance will have a negative significant impact on the investment 

intention of individual investors. 

 

3.4.2 Uncertainty Avoidance and Investment Intentions 

Uncertainty avoidance considered as a tendency to be uncomfortable with uncertain 

outcomes and that such situations were tolerated to a greater or lesser extent in 

different cultures. This was clearly highlighted in Becker and Flanegin (2010), in 

which they examined students in the United States and Australia, finding that 

Australian students had greater uncertainty avoidance than American students, 

indicating that they were less capable of accepting change. Previous studies have 

examined the behaviours exhibited by the individual investor’s based on their level of 

uncertainty avoidance and the difference between high uncertainty avoidant people 

and low uncertainty avoidant people in financial decision making (Lim, 2013). 

 

Hofstede, Hofstede and Minkov (2010) presented uncertainty avoidance index, 

Pakistan score (70) which is high on uncertainty avoidance as compared to Chinese 

(40), India (40), Malaysia (36) and Singaporeans (8) score low on uncertainty 

avoidance. This central cultural difference has also been shown to affect individuals’ 

consumption patterns.  This may reflect the low investment intentions among Pakistani 

investors. 

 

In the light of available literature, arguably investment decisions can be viewed as 

relatively complex consumer purchase decisions, in which the environment includes a 
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relatively high degree uncertainty for individual investors (Lim et al., 2013). 

Moreover, it has been observed from the past studies that the first priority of stock 

investors’ is uncertainty avoidance. Therefore, these uncertainty avoidant people are 

more likely to search for solutions to reduce their uncertainty, which clearly 

highlighting the differences in people’s predispositions towards uncertainty. In the 

present study, uncertainty avoidance is likely to influence people’s perception of 

uncertainty in investing in the stock market. Uncertainty avoidance attitude expected 

to have a significant impact on investment intentions of individual investors. The 

following hypothesis have been formulated based on above discussion and literature: 

 

H2: Uncertainty avoidance attitude will have a significant negative impact on 

the investment intention of individual investors 

 

3.4.3 Overconfidence and Investment Intentions 

Overconfidence is a cognitive bias that manifests through excessively positive self-

perceptions. An individual can be overconfident with respect to his abilities, 

knowledge, and accuracy of predictions (Hayward, Shepherd & Griffin, 2006). 

Overconfident individuals hold unjustifiably high views of their personal beliefs and 

abilities (Grinblatt & Keloharju, 2009), which can lead to excessive positive 

expectations about their endeavours (Friedman, 2007).  

 

The literature suggested that overconfident investors overestimate the precision of the 

information or underestimate the volatility of random events in financial markets 

while making financial decisions (Franklin & Corter, 2010). Previous studies also 

argue that overconfidence showcases itself in an investor's illusion of over-the 

average-ability to choose the right stocks at the best times, and not only at a good time 
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(Moeini, 2012). There is also considerable literature available that theoretically argues 

people can be overconfident and their overconfidence can be seen in their investing 

behaviour. An overconfident investor overestimates his ability of precisions and tends 

to underestimate the publicly available real information. This ability directly impacts 

the investment decision related to investment in stocks (Adel & Mariem, 2013). Based 

on the literature, it is proposed that overconfidence about one’s ability directly affects 

investing, leading to more frequent trading. Therefore, based on previous literature 

and above discussion the following hypothesis have been formulated. 

 

H3: Overconfidence will have a significant positive impact on investment 

intention of individual investors. 

 

3.4.4 Product Knowledge and Investment Intentions 

A high level of knowledge indicates a well-developed knowledge structure, as well as 

an ability to comprehend and organise information easily. A different level of product 

knowledge would determine a consumer’s purchase decision and would indirectly 

affect his/her purchase intention (Lin & Chen, 2006). Consumers engage in pre-

purchase information seeking have identified a product need and are seeking 

information that will enable them to make better decisions and increase the probability 

of satisfaction with purchase outcome (Shaver, 2007).  

 

Knowledgeable people are likely to make better choices than less knowledgeable 

people (Blackwell, Miniard & Engel, 2006). Lin and Chen (2006), reports that 

consumer product knowledge has a significant positive influence on the consumer 

purchase decision. Furthermore, it influences the consumer purchasing intention (Lin 

& Chen, 2006). Product knowledge also plays an important role in consumer 
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behaviour because, at different levels of knowledge, consumers act differently (Shirin 

& Kambiz, 2011). 

 

The results of the previously conducted studies emphasised the importance of product 

knowledge in assessing the investment intentions.  In a study of Talha et al. (2012), it 

was proved that there is a strong positive influence of knowledge about investment 

products of a company on individual investors’ investment decisions. Lim et al. (2013) 

also found that there is a significant impact of product knowledge of the investment 

intentions of individual investors.  

 

Product knowledge equips investors to successfully manage their investments. This is 

due to their highly developed conceptual structures, they are able to comprehend 

product information and restrict processing to irrelevant and unimportant information 

(Mishra & Kumar, 2011). Product knowledge as an essential element that investors 

required or sourced before they made a decision to invest in stocks. Product knowledge 

will have the greatest impact on people’s investment intentions, and increase in such 

abilities will likely to increase the likelihood that people invest in the stock market 

(Lim et al., 2013). The above argument for the view that the higher product knowledge 

can impact individual investor to invest in a particular stock. It is expected that product 

knowledge would have a direct positive effect on investment intentions of individual 

investors to invest in the stock market. Based on the above arguments, the following 

hypothesis have been formulated: 

 

H4: Product knowledge will have a significant positive impact on investment 

intention of individual investors 
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3.4.5 Product Involvement and Investment Intentions 

As you have seen, many factors influence a consumer’s behaviour. Depending on a 

consumer’s experience and knowledge, some consumers may be able to make quick 

purchase decisions and other consumers may need to get information and be more 

involved in the decision process before making a purchase. The level of involvement 

reflects how personally important or interested you are in consuming a product and 

how much information you need to make a decision. The level of involvement in 

buying decisions may be considered a continuum from decisions that are fairly routine 

(consumers are not very involved) to decisions that require extensive thought and a 

high level of involvement (Tanner & Raymond, 2010). 

 

The results of the various studies emphasised the importance of product involvement 

on investment intentions of individual investors. Investors who attach high importance 

to the specific investment product(s) are likely to show a high level of enduring 

involvement with that investment product (Mishra & Kumar, 2011). 

 

Previous literature suggests that highly involved consumers search for more 

information before they buy and are more likely to process relevant product 

information, such as the attributes and benefits, in greater detail (Lim, 2013). 

Generally, consumers with high product involvement also have better knowledge of 

products and attributes than do less involved consumers; thus, they have greater ability 

to evaluate the quality and the price of these products which can lead to higher 

purchase decisions (Lim et al., 2013). This study proposed that high product 

involvement of individual investors will lead to higher investment intentions and low 

involvement will lead to less intention to invest in stocks. Therefore, this study expects 



85 
 

that product involvement will have a significant impact on the investment intentions 

of individual investors to invest in stocks. In the light of the previous literature and 

above arguments, this study postulates the following hypothesis. 

 

H5: Product involvement will have a significant positive impact on investment 

intention of individual investors 

 

3.4.6 Perceived Behavioural Control and Investment Intentions 

Individuals with high levels of Perceived Behavioural Control (PBC) should be more 

disposed to perform or not the behaviour. PBC is also held to influence the behaviour 

directly (Ajzen, 2006) and it has often been found to perform the behaviour (Armitage 

& Conner, 2001); particularly when the behaviour is not under volitional control and 

to the extent that it is an accurate reflection of actual behavioural control (Knabe, 

2012). 

 

Based on these notions Ajzen (1985) proposed an expanded form of the TRA, the 

TPB, which includes a measure of PBC having cumulative and independent 

contributions in the prediction of intentions above those of the traditional constructs 

of attitudes and subjective norms. The usefulness of PBC in the prediction of 

intentions is a function of the controllability of the behaviour (Kiriakidis, 2015). 

 

Yzer (2012) argued that when a person considers performing a particular behaviour, 

PBC is the answer of the person to the question. There is an expectation of being 

motivated to perform the behaviour from people with high PBC. Individual’s 

judgement is reflected by PBC about their ability to perform judgements and 

behaviour about independence over the decision to perform the behaviour. 
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Sommer (2011) mentioned that TPB contains two important elements (intention and 

perceived behavioural control) which directly influence the individual behaviour. 

These two elements of TPB could involve in the decision-making process of the 

individual investor and their intention to invest and investment behaviour. Indeed, 

PBC could improve explained variance of behaviours where the individual does not 

have full volitional control. Based on the previous studies, perceived behavioural been 

found as a significant factor that influence on intention (Sommer, 2011). TPB also 

claims that perceived behaviour control could influence behaviours in two ways; it 

could affect the intention to perform behaviour or PBC could directly affect the 

behaviour, in a way dependent from the concerned intention (Knabe, 2012). The 

current proposed that PBC will have a significant positive impact on the investment 

intentions of individual investors to invest in the stock market, it is also expected that 

individual with a higher level of PBC would be more likely to have investment 

intentions as compared to those with less PBC. Based on the above-mentioned 

discussion this study postulated the following hypothesis. 

 

H6: Perceived behavioural control will have a significant positive impact on 

investment intention of individual investors 

 

3.4.7 Subjective Norms and Investment Intentions 

Subjective norms are seen as a combination of perceived expectations from the 

relevant individuals or groups along with intentions to comply with these expectations. 

Knowing these beliefs can be as important as knowing the persons’ attitudes (Pohja, 

2009). Hong, Kubik and Stein (2004) expounded that a market seems more attractive 

to an investor when he sees his peers participating. However, the mixed conclusions 

regarding the predicting power of subjective norms on intention could still hint a 
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considerable link between them, which reflect the individuals believe other key people 

in their lives think about whether or not the individual should perform the behaviour 

(Knabe, 2012). It is rational to predict that if an individual investor perceives 

supporting subjective norms, they may have an intention of investing more than those 

who do not feel similar pressure (Grover & Vernekar, 2015). 

 

The results of the previous studies showed that there is a significant influence of 

subjective norms on behavioural intentions. In the case of investment decision-

making, two major influences are the influence of close friends or relatives and the 

influence of the advisors who recommend various policies to the decision-maker. The 

individual investor will most likely have the intention to perform a certain behaviour 

if a person who is important to him thinks that he should perform such behaviour (Phan 

& Zhou, 2014). On the other hand, it is believed that if others do not agree with 

performing the behaviour, chances are higher that the individuals will not have the 

intention (Grover & Vernekar, 2015). This indicates that even if an individual is not 

favouring a certain behaviour, the individual may still perform a specific behaviour 

under social pressure and influence. This current study proposed that subjective norms 

will significantly impact the intentions of the individual investor to invest in stock. 

Based on the previous literature and above discussion this current study formulates the 

following hypothesis. 

 

H7: Subjective norms will have a significant positive impact on investment 

intention of individual investors. 
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3.4.8 Perceived Risk and Investment Intentions 

Investment in the stocks is perceived as a risky investment option for investors in 

which they have high possibilities of losing their money (Farrukh, 2010). Consumers 

have many doubts in perceiving transactions, signalling an increase in perceived risks 

and a decline in behavioural intention. Consumers’ perceived risks (like financial, 

physiological, psychological, and social risks) during the purchase would influence 

their decisions to purchase (Su & Shen, 2003). Bailey and Kinerson (2005) discussed 

that there is a strong relationship between perceived risk (self-assessed) and 

investment behaviour. As a result, perceived risk is a critical factor influencing a 

consumer’s purchase decision (Yee & San, 2011; Chen & Chang, 2012). 

 

Researchers have examined perceived risk in many different contexts, including the 

evaluation of products and services and the adoption of new technologies and 

products. Research has found that risk perceptions associated with making a poor or 

an inappropriate decision which reduces the likelihood of a consumer to purchasing 

an alternative (Bhatnagar, Misra & Rao, 2000; Vijayasarathy & Jones 2000). 

Perceived risk is an important barrier for consumers who are considering whether to 

make a purchase. A consumer's perceived risk has been found to influence his or her 

decisions (Antony, Lin & Xu, 2006). It is common for a customer who is making a 

transaction to be reluctant to purchase because of the sense of risk (Kim, Ferrin & Rao, 

2008). 

 

Chen and Chang (2012) mentioned that perceived risk is powerful at explaining 

consumer behaviour because consumers are often motivated to reduce risk than to 

maximise utility in their purchase processes. In this research context, it is expected 
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that increasing high-risk perception undermines investment intentions, and in that 

case, chances are less for investors’ investment in the stock market. Based on the 

findings from previous literature this current study proposed that perceived risk will 

significantly moderate the relationship between behavioural finance factors (risk 

avoidance, uncertainty avoidance, overconfidence), consumer behaviour factors 

(product knowledge, product involvement), social psychological factors (perceived 

behavioural control, subjective norms) and the investment intention of individual 

investors. Based on the above discussion, the current study formulates the following 

hypothesis. 

 

H8: Perceived risk will have a significant moderating effect on the relationship 

between behavioural finance factors (risk avoidance, uncertainty avoidance, 

overconfidence), consumer behaviour factors (product knowledge, product 

involvement), social psychological perspectives (perceived behavioural 

control, subjective norms) and the investment intention of individual investors. 

 

In the current study, independent variables (risk avoidance, uncertainty avoidance, 

overconfidence, product knowledge, product involvement, perceived behavioural 

control, subjective norms) are proposed to have an influence on the dependent variable 

(investment intentions). Then the moderating effect of (perceived risk) on the 

relationship between independent variables (risk avoidance, uncertainty avoidance, 

overconfidence, product knowledge, product involvement, perceived behavioural 

control and subjective norms) and dependent variable (investment intention) also have 

been proposed and tested. The research framework of the current study is given in 

Figure 3.1. 
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3.5 Measurements of variables 

One of the most important processes of a research method is choosing the right 

measurements of variables. In this research, the ‘risk avoidance’, ‘uncertainty 

avoidance’, ‘overconfidence’, ‘product knowledge’, ‘product involvement’, 

‘perceived control behaviour’ and ‘subjective norms’ constitute the independent 

variables of the study, while the dependent variable is ‘investment intentions’. In 

addition, the moderating role of ‘perceived risk’ has been tested on the relationship 

between the independent variables and the dependent variable. A number of 

measurements were employed to measure these variables as shown in Table 3.1 and 

the following section addresses these measurements. 

 

Table 3.1 

Summary of measurement     

“Construct 
 

Items 

 

Scale 

 

Source 

 

Risk avoidance 7 Likert-type Scale 
Quintal, Lee and 
Soutar (2006), Lim 
(2013) 

Uncertainty 
Avoidance 5 Likert-type Scale Lim (2013) 

Overconfidence 7 Likert-type Scale 
Abdallah and Hilu (2015), Lin 
(2011); Alrabadi, AL-
Gharaibeh and Ziad (2011) 

Product 
Knowledge 7 Likert-type Scale Lim, Soutar and Lee (2013) 

Product 
Involvement 

11 Likert Scale Lim (2013) 

Perceived 
Behavioural 
Control 

5 Likert-type Scale 
Schmidt (2010), 
Liñán and Chen 
(2009). 

Subjective Norms 5 Likert-type Scale Schmidt (2010), Tai and Ku 
(2013). 
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Perceived Risk 8 Likert-type Scale Lim, (2013), Ali (2011) 

Investment 
Intentions 6 Likert-type Scale Allen, Gupta and Monnier, A. 

(2008), Lim (2013) 

“Ok” 

 

3.6 The Data Collection Approach 

Dilman (1978) argued that the effective administration of the survey significantly 

influences the level of satisfactory responses of the data generated. Therefore, this 

study employs the use of a self-administered questionnaire as the tool to collect data. 

The quantitative research approach is helpful in translating the information collected 

in survey questionnaire or measurement instruments into significant results that will 

be useful for the research development (Cooper & Schindler, 2006). Using a self-

administered approach, the questionnaire of this study consists of 64 questions (using 

5-points Likert scale) that are to be filled up by individual investor working in different 

organisations of Pakistan. 

 

3.7 Population of Interest and the Obtained Sample 

The population of interest is the employed people working in the public and private 

organizations in Pakistan and have the potential to invest in the stock market. 

Employees were selected in the present study as they provided a good contrast of a 

collectivist country and have the potential to invest in the stock market.  

 

Multistage sampling was used to guide the sampling technique towards simple random 

sampling.  In the first stage, the geographical areas were selected using a cluster 

sampling technique as the population of interest is big. Major cities of Pakistan, which 
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includes Lahore, Karachi, Sukkur, Multan and capital city Islamabad were selected at 

the first stage to form a cluster. Among the available sectors, the service sector 

organizations were selected. From the service sector organizations, the list of the 

public and private organization was obtained. Registrar offices and Human Resource 

Departments were contacted to get the list of the employees. From the list of 

employees, the participants were selected using simple random sampling. 

 

Bentler and Chou (1987) have provided a rule of thumb that suggests, under the normal 

distribution theory, the sample size should be five times the number of free parameters 

if reasonable parameter estimates are to be obtained. Tanaka (1987) also pointed out 

that more complicated models will require larger samples if stable estimates are to be 

obtained, although he suggested a sample size to parameter ratio of 4:1 should be able 

to provide stable estimates. As 64 parameters were to be estimated in the suggested 

model, a sample of about 256 would be suitable for the present study. 

 

In determining the sample size, the table for sample size suggested by Krejcie and 

Morgan (1970) suggested that a sample size of 384 investors could be sufficient for 

data collection as it fits the suggestion of Krejcie and Morgan (1970) for a population 

of 100,000 and above. Hair, Hult, Ringle and Sarstedt (2016) mentioned that with 

larger data sets (N = 250+), CB-SEM and PLS-SEM results are very similar when an 

appropriate number of indicator variables (4+) are used to measure each of the 

constructs (consistency at large). In case of current study there are 7 indicators and a 

sample size of 250+ is sufficient to generate good results. 
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3.8 Reliability Test 

It is impossible for social scientists to develop methods and measures that perfectly 

capture the processes they intended to study, which makes the presence of random 

error that is inevitable while doing research (Diamantopoulos et al., 2012; Bryman & 

Bell, 2015). However, random errors can be assessed and minimised by using different 

tactics suggested by scholars. A basic approach to dealing with random errors is to 

improve reliability. Moreover, reliability test aims to examine the consistency level of 

proposed measures. Similar results under consistent condition indicate a measure with 

high reliability. Vehkalahti, Puntanen and Tarkkonen (2006) defined reliability, as the 

ratio of the true variance of the total variance of the measurement which does not 

include the variance of the random measurement error. Secondly, both measurements 

vary from 0 to 1 and a value larger than 0.6 are considered as accepted reliability. The 

reason lies behind the similarity measurement level refers to the ratio of the true 

variable to the total variance of measurement (Byrne & Van De Vijver, 2010). The 

coefficient value of 0.6 or less generally indicates unsatisfactory internal consistency 

reliability (Malhotra, 2008). In the social sciences, acceptable reliability estimates 

range from .70 to .80 (Nunnally & Bernstein, 1994). 

 

Cronbach's alpha is the most popular method to test reliability compare to other 

methods, i.e. Composite reliability (CR) and Average variance extracted (AVE). The 

formulas of CR and Cronbach's alpha are as follows: 

 

Composite reliability (ρ) =   (∑ λ𝑖
𝑛
𝑖=1 )2

(∑ λ𝑖
𝑛
𝑖=1 )2+ (∑ δ𝑖

𝑛
𝑖=1 )
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Where the λ represents the loading of indicator variable of 𝑖 from a latent variable, 

ε represents error of variable i and is the flow index across all reflective measurement 

models. 

 

Cronbach's alpha: α = ( N

𝑁−1
 ) (1 −

∑   𝜎𝑖
2

𝑁

𝑖=1 

𝜎𝑡
2  ) 

N is the number of indicators assigned to the factor, 𝜎 is variance of indicator 𝑖. 

 

It appears that CR focuses on loading of indicator variable and error variable, while 

Cronbach’s alpha considers variance of the indicator. Cronbach’s alpha is individual 

item reliability, while composite reliability examines the construct or latent variable 

reliability. Cronbach's alpha is a traditional reliability measure under the assumption 

that all factor loadings are constrained to be equal, and all error variances are 

constrained to be equal. Raykov (1998) argues that Cronbach alpha may over or 

underestimate the reliability. This may become serious when the test is multi-

dimensional. Then CR is developed to deal with multi-dimensional data. 

 

AVE measures the amount of variance as a result of the construct in relation to the 

amount of variance due to measurement error. A construct has high validity if the value 

of AVE is greater than 0.5. If AVE less than 0.5 it means the variance of measurement 

error is greater than the variance of the construct, which indicates that the convergent 

validity of the construct is questionable (Byrne & van De Vijver, 2010). 

 



96 
 

3.9 Data Analysis 

The following section explains the data analysis procedures, software used and 

assumption tested.  

 

3.9.1 Techniques of Data Analysis  

This section explains the data analysis procedures employed to get results from the 

collected data. The first stage of the data analysis focused on the data screening and 

data preparation in order to identify the potential non-compliance respondents in the 

data set. The data screening and preparation also involve an assessment of missing 

data, outlier treatment and test of normality through the use of SPSS. 

 

Stage two of the analysis focused on the assessment of reliability, convergent validity 

and discriminant validity to eliminate casual relationships in the gathered dataset 

(Gefen & Straub, 2005). This was done through Structural Equation Modelling (SEM) 

analytical technique to obtain the reliability and validity of the data set as well as to 

identify the relationship between the factors for measuring investment intentions of 

individual investors. The SEM-PLS was used in this study due to its ability to address 

a confirmatory approach of a structural theory that generates observation on multiple 

variables (Byrne, 2016).  

 

In addition, studies have shown that there are two types of SEM named as the 

Covariance-Based SEM (CB-SEM) and Partial Least Square SEM (PLS-SEM). The 

CB-SEM is purposely for estimation of the parameters of the model order to reduce 

the variation between the sample covariance and those predicted by the theoretical 

model. However, CB-SEM cannot be used to reduce the effort to predict the existence 
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of the dependent variables through the maximization of the variance explained (R2) of 

the dependent variable (Barroso, Carrión, & Roldán, 2010). On the other hands, PLS-

SEM is capable of making use of both normal and non-normal dataset. 

 

Kashif, Zarkada and Ramayah (2018) mentioned that SmartPLS is a second-generation 

analysis software that can be used to test complex models with latent variable. In order 

to assess the measurement model the procedure suggested by Anderson and Gerbing 

(1988) was followed. In this two-step approach, the first step is adapted to test the 

measurement model and a second step for the structural model in order to test the 

hypothesis. 

 

In the measurement model, the CFA technique was used to assess the items of the 

constructs and the items with lower factor loadings were removed. The construct 

reliability and validity were assessed using the criterion suggested by Fornell and 

Larcker (1981), in which the construct validity is assumed when the value of the 

composite reliability is 0.70 or above. The constructs will be assumed to have 

acceptable construct validity when the value of Average Variance Extracted (AVE) is 

0.50 or above. In the current study, both reliability of construct validity and composite 

reliability were established, and all the constructs fulfilled the criterion given by 

Fornell and Larcker (1981). The structural model was run using PLS-SEM. 

 

In order to assess the measurement model, the literature suggests considering loading 

on three indicators, namely average variance extracted (AVE), composite reliability 

(CR) and convergent validity (CV). CV ensures whether the items of measurement 

represent the one and same underlying construct. As per criterion suggested by Chin, 
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Gopal, and Salisbury (1997) and Gholami, Sulaiman, Ramayah, and Molla (2013), the 

loadings of the indicators should be above 0.6. The value of AVE should be above 0.5 

and CR should be above 0.7. The fulfilment of these criteria assures the fitness of the 

measurement model. 

 

The goodness of fit criterions used in the current study are Standardized Root Mean 

Square Residual (SRMR) and Normed Fit Index (NFI) as used by Kashif, Zarkada and 

Ramayah (2018). The SRMR is an absolute measure of fit and defined as the 

standardised difference between the observed correlation and predicted correlation. A 

value of less than 0.08 is considered a good fit based on the threshold given by Hu and 

Bentler (1999). While NFI is an incremental measure of fit and a value greater than 

0.90 indicates a good fit (Bentler & Bonett, 1980). On the basis of the above 

arguments, this study uses PLS-SEM version 3.2.7 to analyse the collected data from 

the individual investors. The following assumptions were tested before data analysis 

performed. 

 

3.9.1.1 Normality Test  

The classical normal linear regression assumes that each disturbance (error term) has 

followed a normal distribution. The assumption formula can state that µi~N (0, σ2), 

which means 𝜇𝑖  (disturbances) is normally distributed with an average at 0 and 

constant variance σ2. If the disturbance is not normally distributed, the t-test and F-test 

are still valid asymptotic in large samples, but not in small samples. 
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3.9.1.2 Multicollinearity 

Regression analysis assumes that there is no multicollinearity among the independent 

variables. No collinearity means that any of the independent variables is not an exact 

linear combination of the remaining regressors in the model. 

 

3.10 Summary  

Research methodology is a backbone of a research. This chapter explains how this 

study was conducted and how the outcomes were analysed through specific 

methodology. The current research is based on the quantitative method with individual 

investors as the unit of analysis. In addition, there are 8 statistical hypotheses of this 

study, which were formulated based on research questions in chapter one. Moreover, 

this study carefully chose the measurements from previous literature for the successful 

and reliable results. The data collection employed a simple random sampling approach 

for getting information on employees from respective human resources departments 

and registrar departments (depending on type of organisation). After conducting 

validity and reliability test, data were analysed using PLS-SEM, which was employed 

to estimate the parameters and goodness of fit for the model.  
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CHAPTER 4 

DATA ANALYSIS AND RESULTS 

 

4.1 Introduction 

This chapter provides analysis of the collected data on investment intentions of the 

individual investors using SmartPLS 3.2.7. In the first step, preliminary data analysis 

was run to assess the suitability of the data for testing hypothesis. The identification 

and replacement of missing values, outlier assessment and removing, normality and 

multicollinearity tests were conducted to assure that the data fulfil the assumption of 

data analysis using SEM. The profile of the variables was assessed based on 

descriptive analyses (mean and standard deviation) of the variables under study. 

Guided by previous literature on SEM, the data analysis was carried in a two-step, in 

the first step, the reliability and validity of focal constructs were assessed. The 

reliability and validity were tested to ensure that the measurements used for focal 

constructs are either measuring the focal constructs correctly and establish sufficient 

reliability and validity to represent the constructs. In a second step structural model 

was estimated to test the proposed relationship to answer the research questions based 

on empirical and statistical evidence. The last section presents a summary of all 

procedures adopted in this chapter.    

 

4.2 Response Rate 

The responses on investment intentions of individual investors were collected using a 

questionnaire to gather responses from investors. In order to improve the response rate, 

900 questionnaires were distributed using the self-administered method and 650 

questionnaires were returned. In results of efforts 72% response rate was achieved, 

which is acceptable in social sciences. As per Sekaran and Bougie (2016), a response 
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rate of 35% is considered sufficient for surveys in the social sciences. In addition to 

that Baruch and Holtom (2008) also suggested that response rate of 35% is acceptable. 

Out of 650, 25 questionnaires were found unusable due to missing information. Only 

625 were found useful to be coded in a SPPS file for further processing. Summary of 

the response rate is given in Table 4.1.  

 

Table 4.1 

Response Rate of the Questionnaire 

Response  Frequency 

Distributed  900 

Returned 650 

Usable  625 

Excluded 25 

Not returned 250 

Response Rate 72.22% 

 

 

4.3 Preliminary Analysis 

Initial data screening is a key aspect in the multivariate data analysis, which ensures 

that data fulfil the assumption of multivariate data analysis and does not violate the 

assumptions (Hair et al. 1998). Preliminary data analysis helps to provide useful data 

and enhance understanding of the collected data and ensure the suitability for further 

analysis. As mentioned earlier, data from 625 respondents were coded into SPSS to 

generate data file that can be used to assess missing values, outliers, multicollinearity 

and normality of the collected data as suggested by Hair, Black, Babin, and Andreson 

(2010) and Tabachnick and Fidell (2007).  
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4.3.1 Missing Values Analysis 

The original SPSS dataset consisted of 35072 data points out of which, 111 were 

randomly missing, this accounts for 0.0316% of the missing data. Specifically,  

the number of missing values is 11 for uncertainty avoidance, 12 for risk avoidance 29 

for overconfidence, 14 for product involvement, 09 for product knowledge, 16 for 

perceived risk, 09 for perceived control, 05 for subjective norms and 6 for investment 

intention. 

 

Although for making a valid statistical inference, there is no agreement on the 

percentage of the missing value that is acceptable and appropriate. However, 

researchers agree that 5% or less missing rate is non-significant (Schafer, 1999; 

Tabanchnic & Fidell, 2007). Moreover, present study deployed median replacement 

for handling randomly missing values Table 4.2 provides a description of the missing 

values. 

 

Table 4.2 

Missing Values 

Latent Variables Number of Missing Values Percentage 

Uncertainty Avoidance  

Risk Avoidance  

11 

12 

0.00031 

0.00034 

Overconfidence  29 0.00083 

Product Knowledge  09 0.00026 

Product Involvement  14 0.00039 

Perceived Behavioural Control 09 0.00026 

Subjective Norms 05 0.00014 

Perceived Risk 16 0.00046 

Investment Intentions 06 0.00017 

 Total         111                    0.00316 
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4.3.2 Outliers Assessment 

According to Barnett and Lewis (1994), the outliers are “observations or subsets of 

observations which appear to be inconsistent with the remainder of the data” (p. 7). In 

a dataset where outliers exist, the results of the regression coefficient might be 

distorted and make the results unreliable (Verardi & Croux, 2008). The frequency 

distribution was also tabulated in SPSS, using minimum and maximum statistics, for 

all the latent variables in order to determine values that appear to be outside the value 

labels provided in SPSS in this study. Based on initial frequency analysis, none of the 

value was found outside the expected range. In the current study Mahalanobis distance 

(D2) was used as a tool to identify the multivariate outliers in the data set. Tabachnick 

and Fidell (2007) described Mahalanobis distance (D2) as “the distance of a case from 

the centroid of the remaining cases where the centroid is the point created at the 

intersection of the means of all the variables” (p. 74). On the basis of the analysis, 77 

observed variables were found in the present study, (p>0.001) was the recommended 

threshold of chi-square. 

 

The Mahalanobis values that were greater than this threshold were deleted from the 

dataset. Referring to this criterion, the cases were detected as outliers. As a result, 77 

cases were deleted from the dataset due to the fact that these outliers could affect the 

accuracy of the data analysis technique. Hence, after deleting these outliers, the final 

dataset in the present study was 548. These 548 responses have been retained to use 

for further analysis.  
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4.3.3 Data Normality Assessment 

The correlation and regression tests are performed when the data are distributed 

normally and a linear relationship exists amongst the variables (Hair et al., 2006). 

According to Coakes and Steed, (2001) the data is normal and considered as a good 

data when the data has normal bell shape distribution without any noticeable skewness 

in the distribution. Whereas, Norusis (1997) stated that the simple method of testing 

normality of a data is by looking at the histogram of the residual. Further, Norusis, 

(1985) explained regarding the identification of a normal distribution that it can be 

confirmed by focusing on the vertical lines of the histogram. However, due to the 

limitations which occur at the sampling stage, it is quite challenging to get a perfect 

normally distributed data. Additionally, Hair et al, (2006) stated that besides the use 

of histogram for observing the normality of data, normal probability plot can also be 

used. Finally, Skewness and Kurtosis are also used for testing the normality of the 

data. Chua (2006) explained that the data is normally distributed when the skewness 

and kurtosis value falls between -2 and +2. Further, Hair et al. (2010) stated that the 

skewness values falling outside the range of -1 to +1 indicate a substantially skewed 

distribution (Hair et al, 2010). 

 

It was assumed and stated in the past research that PLS-SEM provides accurate model 

estimations in situations where the data is extremely non-normal (Reinartz, Haenlein, 

& Henseler, 2009; Wetzels, Odekerken-Schroder, & Van Oppen, 2009). In addition to 

that, Hair, Sarstedt, Ringle, and Mena (2012) recommended researchers to perform 

normality tests on the data. The bootstrapped standard error estimation can be inflated 

due to the data that is highly skewed or kurtosis, as argued by Chernick (2008), which 

in turn has the ability to underestimate the values of regression coefficient in path 
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analysis (Dijkstra, 1983; Ringle, Sarstedt, & Straub, 2012). Therefore, drawing upon 

the suggestions of Tabachnick and Fidell (2007), the graphical method was employed 

in this study to check the normality of the collected data. 

 

Field (2009) has suggested that it is important to look at the shape of the distribution 

graphically rather than looking into the skewness and kurtosis statistics particularly 

where the sample is 200 or larger. The author further adds that the standard error is 

decreased in a large sample, which can inflate the calculated values of skewness and 

kurtosis. Hence, it justifies using plots for assessing normality as compared to other 

available methods. Following the recommendation made by Field (2009), a histogram 

and normal probability plot were examined for ensuring the non-violation of normality 

assumptions. The collected data for this study follows the normal pattern as all the bars 

on histogram were closed to the normal curve as given in Figure 4.1. Moreover, the 

values of skewness and kurtosis given in Table 4.3 also fall under the threshold. 

Therefore, the data of the present study does not violate the normality assumption. 

 

 

Figure 4.1 
Histogram and Normal Probability Plot 
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Table 4.3 

Skewness and Kurtosis 

Variable Mean Std. Deviation Skewness Kurtosis 

RA 3.7132 .73307 -.830 .782 

UA 3.7934 .68611 -1.176 2.252 

OC 3.5041 .66004 -.479 .751 

PK 2.9638 .83770 -.034 -.528 

PI 3.3264 .75838 -.535 .192 

PBC 3.2651 .79728 -.594 .041 

SN 3.2465 .76979 -.372 .105 

PR 3.1690 .82026 -.084 -.256 

II 3.1423 .88872 -.414 -.209 

RA= Risk Avoidance, UA= Uncertainty Avoidance, OC= Overconfidence, PK= Product Knowledge, 
PI= Product Involvement, PBC= Perceived Behavioural control, SN= Subjective Norms, PR= Perceived 
Risk, II= Investment Intentions 
 

 

4.3.4 Multicollinearity Analysis 

In order to get accurate estimated coefficients of the independent variables, the 

multicollinearity assumption should be tested before running multivariate data analysis 

techniques. Hair et al. (2010) describe multicollinearity as the degree of relationship 

between independent variables used in the proposed model. In case the correlation 

between independent variables is strong, this can be served as an indication for the 

existence of multicollinearity among the variables. The existence of strong correlation 

is a problem in multivariate analysis, which mislead the results and makes 

interpretation of results difficult. 
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Multicollinearity is the situation when there is a high correlation between exogenous 

latent constructs in the model. As mentioned by Hair, Black, Babin, Anderson and 

Tatham (2006), multicollinearity among the exogenous latent constructs may distort 

estimation of the multivariate model and statistical significance of variables. More 

specifically, multicollinearity issue exaggerates values of the standard error of 

coefficients which can turn a statistically significant coefficient into statically 

insignificant (Tabachnick & Fidell, 2007).  

 

If multicollinearity is present in the data set, the effect of a regressor variable on the 

variability of the response variable cannot be isolated from the effects of other 

explanatory variables.  It can be argued that assessment of multicollinearity is essential 

in determining the accurate effect of independents variable on the dependent variable 

(Chatterjee & Yilmaz, 1992). In past studies, various methods are used and suggested 

by the researcher that can detect issues of multicollinearity. In view of Chatterjee and 

Yilmaz (1992) and Peng and Lai (2012), to identify multicollinearity correlation 

among the latent constructs can be used. Moreover, Hair et al. (2010) pointed that 

correlation value greater than 0.90 among the exogenous latent constructs served as an 

indication of multicollinearity. Table 4.4 provides a correlation matrix of exogenous 

latent constructs and showed that no value of correlation among exogenous latent 

constructs is greater than 0.90, which shows that there is no issue of multicollinearity. 

 

Table 4.4 

Correlation Matrix of the Exogenous Latent Constructs 

 RA  UA   OC    PK    PI    PBC        SN       PR        II 

RA 1.000          

UA 0.431 1.000         
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OC 0.253 0.323 1.000        

PK 0.089 0.170 0.402 1.000       

PI 0.281 0.341 0.291 0.540 1.000      

PBC 0.197 0.231 0.360 0.584   0.659 1.000     

SN 0.233 0.219 0.391 0.478 0.515 0.665  1.000    

PR 0.067 0.082 0.078 -0.005 -0.076 0.002   -0.056  1.000   

II 0.198 0.133 0.344 0.491 0.547 0.569 0.552 -0.073 1.000  

RA= Risk Avoidance, UA= Uncertainty Avoidance, OC= Overconfidence, PK= Product Knowledge, 
PI= Product Involvement, PBC= Perceived Behavioural control, SN= Subjective Norms, PR= Perceived 
Risk, II= Investment Intentions 
 

In addition to correlation matrix information, the multicollinearity has been detected 

by variance inflated factor (VIF) by previous research studies such as (Kumar, 2015; 

Umrani, 2016; Wong, 2013). Hair, Ringle and Sarstedt (2011) provide a threshold of 

the acceptable values and declared that a value of VIF greater than 5 and tolerance less 

than 0.20 is an indication of multicollinearity. Table 4.5 presents tolerance and VIF 

values and showed that all values of tolerance and VIF for the current study constructs 

are under the cut-off given by Hair et al (2011). It can be inferred that there is no issue 

of multicollinearity among the variables of the current study. 

 

Table 4.5 

Tolerance and Variance Inflation Factors (VIF) 

Constructs Collinearity Statistics 

Tolerance VIF 

RA 0.766 1.306 

UA 0.725 1.379 

OC 0.719 1.389 

PK 0.563 1.776 
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PI 

PBC 

0.476 

0.393 

2.101 

2.544 

SN 

PR 

0.517 

0.977 

1.933 

1.024 

RA= Risk Avoidance, UA= Uncertainty Avoidance, OC= Overconfidence, PK= Product Knowledge, 
PI= Product Involvement, PBC= Perceived Behavioural control, SN= Subjective Norms, PR= Perceived 
Risk 
 
 
4.4 Descriptive Analysis  

In Table 4.5, descriptive analysis of the demographic profile of the respondents 

showed that among the respondents, 65% are male and 33% are female respondents. 

Among the respondents mostly (51.8%) are from the age group 25-35 years, 28.3% 

are less than 25 years old, 10% are 26-45 years old, 5.3% are in the group of 46-55 

years and 2.4% are56 years and above age group as indicated in Table 4.6. 

 

Table 4.6 

Demographic Profile of Respondents 

Demographic  Components Frequency Percent 

Gender 

Male 357 65.1 
Female 181 33.0 
Missing 10 1.8 
Total 548 100 

Age 

Less than 25 years 155 28.3 
25-35 years 284 51.8 
36-45 years 55 10.0 
46-55 years 29 5.3 
56 years or above 13 2.4 
Missing 12 2.2 
Total 548 100 

Income 

Below Rs. 25,000 117 21.4 
Rs. 25000- Rs. 50,000  174 31.5 
Rs. 51000- Rs. 75,000 117 21.4 
Rs. 76,000- Rs. 100,000 82 15.0 
Rs. 101,000 and Above 40 7.3 
Missing 18 3.3 
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Total 548 100 

Qualification 

Intermediate 19 3.5 
Graduate 182 33.2 
Postgraduate 260 47.4 
PhD 59 10.8 
Others 18 3.3 
Missing 10 1.8 
Total 548 100.0 

Marital Status 

Unmarried 326 59.5 
Married 199 36.3 
Divorced 10 1.8 
Widow 3 0.5 
Missing 10 1.8 
Total 548 100.0 

 

Demographic profile also revealed that the majority of the respondents (31.5%) have 

an average income Rs.25,000- Rs.50,000, 21.4% have incomes ranging from Rs. 

51,000- Rs. 75,000, 21.4% have an income of below Rs. 25,000, 15% have incomes 

ranging from Rs. 76,000- Rs. 100,000 and 7.3% have incomes of Rs. 101,000 and 

above.   In the education profile, most of the respondents (47.4) hold a postgraduate 

degree, 33.2% have graduated, 10.8% hold a PhD degree and 3.5% have an 

intermediate degree. In addition to that demographic profile shows that 59.5 were 

unmarried, 36.3% were married, 1.8% were divorced and 0.5% were widowed. The 

detail on the demographic profile of respondents is given in Table 4.7. 

 

The descriptive analysis of the constructs showed that the mean value of uncertainty 

avoidance is 3.7934 and standard deviation calculated is 0.6861. The mean value 

shows that the investors are uncertainty avoiders and they tend to avoid investment 

where they are uncertain about the outcomes of their investment. It can be inferred that 

Pakistani stock market investors are risk avoiders and they tried their best to avoid risk 

by not investing in the stock market. 
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Table 4.7 

Descriptive Statistics for Latent Variables 

Variable Mean Std. Deviation 

RA 3.7132 .73307 

UA 3.7934 .68611 

OC 3.5041 .66004 

PK 2.9638 .83770 

PI 3.3264 .75838 

PBC 3.2651 .79728 

SN 3.2465 .76979 

PR 3.1690 .82026 

II 3.1423 .88872 

RA= Risk Avoidance, UA= Uncertainty Avoidance, OC= Overconfidence, PK= Product Knowledge, 
PI= Product Involvement, PBC= Perceived Behavioural control, SN= Subjective Norms, PR= Perceived 
Risk, II= Investment Intentions 
 

Overconfidence with a mean (3.5041) and standard deviation (0.6600) depicts that 

investors are overconfident. The score suggested that the investor is overconfident on 

the ability to invest in the stock market. The responses fall between neutral and agree, 

but more inclined towards agreeing. 

 

The mean value of product involvement, which is 3.3264, and standard deviation 

0.7584 indicates that investors have an average level of involvement in stock 

investment. The mean value falls between neutral and agree, but more inclined towards 

the neutral. It can be inferred that on average the investors have a low level of 

involvement in stock investments. 
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Perceived behavioural control has a mean value of 3.2651 and standard deviation of 

0.7973 which shows that investors have a lower level of control to invest in stock 

markets. The value falls between neutral and agree, but more inclined towards neutral. 

This shows investors’ lower level of control to invest stock market. 

 

The mean value computed for perceived risk (3.1690) and standard deviation (0.8203) 

depicts that investors do not perceive stock investment as too risky. The mean value 

falls between neutral and agree, but more inclined towards neutral, which shows that 

perceived risk about stock market investment is normal among the investors.  

 

Risk avoidance has a mean value of 3.7132 with a standard deviation of 0.7331, which 

shows that investors are risk avoiders. The mean value falls between neutral and agree, 

but more inclined towards agreeing. It can be inferred that the investors are risk 

avoiders in Pakistan. They prefer to avoid risk alternative, among the risky investment 

avenues stock market investment is on top. 

 

Meanwhile, the mean value of subjective norms (3.2465) and standard deviation 

(0.7698) reflects that average level of the subjective norm is reported by the 

respondents. The mean value of subjective norms falls between neutral and agrees, but 

have more inclination towards neutral. This reflects that investors considered the 

suggestions of important people as a normal and their decisions do not base on 

suggestions of friends, family and important people around. 

 

Product knowledge has a mean value of 2.9638 which is the lowest among all variables 

with a standard deviation of 0.8377. The value indicates investors have low knowledge 



113 
 

of stock investment products. The mean value falls between disagree and neutral, but 

more inclined towards neutral. It can be asserted that the level of product knowledge 

among the investors is low.  

 

Investment Intention has a mean value of 3.1423 and a standard deviation of 0.8887, 

which indicates that investors have an average intention to invest in the stock market. 

The mean value is in between agreed and neutral, but more inclined towards neutral, 

which does not show a higher level of investment intentions among investors. 

 

4.5 Assessment of PLS-SEM Path Model 

The data on investment intentions in the current study was analysed and reported using 

a two-step approach as recommended by Henseler, Ringle and Sinkovics (2009). In 

assessing model fitness using fitness indices, Henseler and Sarstedt, (2013) and Hair 

et al., (2014) suggested that goodness of fit index (GoF) is not suitable to assess the 

validation of model because GoF is unable to separate valid and invalid models. Thus, 

the applicability of GoF index is not suitable for the current study. In order to assess 

the goodness of fit in the current study, Standardized Root Mean Square Residual 

(SRMR) and Normed Fit Index (NFI) were used as suggested by Kashif, Zarkada and 

Ramayah (2018). The SRMR is an absolute measure of fit and defined as the 

standardized difference between the observed correlation and predicted correlation. A 

value of less than 0.08 is considered a good fit based on the threshold given by Hu and 

Bentler (1999). The calculated SRMR value of current research is 0.06 which is under 

acceptable range and indicate that the model has a considerable good fit. While NFI 

analyses the discrepancy between the chi-squared value of the hypothesized model and 

the chi-squared value of the null model. NFI is an incremental measure of fit suggested 
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by Bentler and Bonett (1980) with values greater than 0.90 indicating a good fit. The 

results showed an NFI value above the threshold which suggests the model has 

achieved a good fit. Moreover, in SEM-PLS the Henseler et al. (2009) proposed a two-

step method to evaluate and report the generated results. In the first step, the 

measurement model was assessed while in the second step, a structural model was 

used to test the proposed hypotheses. The recommended steps are shown in Figure 4.2 

 

 

Figure 4.2 

PLS Path Modelling Assessment (Two-Step Process) 

Source: Adapted from Henseler et al. (2009) 
 

4.6 Assessment of Measurement Model 

In the assessment of the measurement model, the reliability and validity of 

measurement scales were assessed. Hair et al. (2014); Hair et al (2010) and Henseler 

et al. (2009) suggested that in the assessment of measurement model research need to 

determine the individual item reliability and determine internal consistency, content 

validity, convergent and discriminant validity. The current research followed the 

suggested procedure to assess the measurement model. The next section provides 

detailed measurement model assessment and interpretation. 
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4.6.1 Individual Item Reliability 

Individual item reliability can be assessed through the outer loadings of each 

measurement items of each construct (Duarte & Raposo, 2010; Hulland, 1999; Hair et 

al., 2014; Hair et al., 2012). Hair et al. (2014) a rule of thumb to retain the items of 

constructs if the outer loading ranges between 0.40-0.70. To assess the reliability of 

the individual items the current research retained based on the above threshold to 

maintain an acceptable level of reliability of the items. In the measurement model 

assessment, out of 64 items 16 were deleted (RA3, RA4, RA5, RA7, RA8, PI2, PI3, 

PI4, PI7, PR3, PR5, PR6, PR8, OC1, OC6, OC7) based on lower factor loadings. Total 

49 items were retained with acceptable factor loadings ranges from 0.606 to 0.887. 

The details on the factor loadings of retained items are given in Table 4.8. 

 

4.6.2 Internal Consistency Reliability 

The internal consistency of the items is the ability to measure the same concept it is 

supposed to measure (Bijttebier et al., 2000; Sun et al., 2007). In the research setting 

the most widely used estimator of internal consistency of a scale is Cronbach’s Alpha 

and composite reliability coefficient (e.g., Bacon, Sauer, & Young, 1995; McCrae, 

Kurtz, Yamagata, & Terracciano, 2011; Peterson & Kim, 2013). The present study 

measures internal constancy using composite reliability coefficient to assure that 

measurement scale hold sufficient internal consistency. There were two reasons for 

reporting the composite reliability coefficient over Cronbach’s alpha. The estimates of 

composite reliability are less biased than the Cronbach’s alpha. The Cronbach’s alpha 

assumes the contribution of all items of a construct equal towards constructs and 

provide collective score of whole scale. On the other hand, composite reliability 

coefficient accounts contribution of individual items based on their loadings on 
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respective construct (Barclay, Higgins, & Thompson, 1995; Götz, Liehr-Gobbers, & 

Krafft, 2010). 

 

The second reason was over or underestimate the scale reliability as compared to 

composite reliability coefficient. In the procedures of composite reliability 

calculations, the different factor loadings and intercepts, similar to Cronbach’s alpha, 

and a coefficient greater than 0.70 shows a satisfactory level of reliability while a value 

below 0.60 depicts lack of internal consistency and reliability. Bagozzi and Yi (1988) 

and Hair et al., (2011) furnished the rule of thumb for an acceptable range of composite 

reliability coefficient and interpretation as per calculated values. The baseline provided 

is the value of focal constructs should be 0.70 or above for establishing a satisfactory 

level of reliability and internal consistency.  

 

The composite reliability coefficients estimated for the latent constructs of the current 

study are presented in Table 4.8. The composite reliability for investment intentions 

(0.938), overconfidence (0.831), perceived behavioural control (0.888), product 

involvement (0.888), product knowledge (0.898), perceived risk (0.825), risk 

avoidance (0.769), subjective norms (0.868) and uncertainty avoidance (0.850). The 

composite reliability of the constructs of the current study ranged between 0.769 and 

0.938; this reflects an adequate level of internal consistency and reliability of measures 

used based on threshold given by Bagozzi and Yi (1988) and Hair et al. (2011).  

 

In Figure 4.3, the full measurement model is presented based on the output extracted 

from SEM-PLS. The individual item loadings of all retained constructs are given in 

details.  

 



117 
 

Table 4.8 

Loadings, Composite Reliability and Average Variance Extracted 

Latent Constructs and Items Loadings Average Variance 
Extracted (AVE) 

Composite 
Reliability 

Risk Avoidance 
RA1     0.762    
RA2     0.746  0.526   0.769 
RA6     0.665    
 
Uncertainty Avoidance 
UA4     0.797  
UA3     0.771    
UA5     0.776  0.534   0.850 
UA2     0.719  
UA1     0.581  
 
Overconfidence 
OC2     0.747       
OC3     0.747 
OC4     0.734  0.551   0.831  
OC5     0.741 
 
Product Knowledge 
PK3     0.814      
PK2     0.801      
PK7     0.779  0.560   0.898 
PK6     0.763      
PK4     0.756      
PK1     0.729      
PK5     0.572      
 
Product Involvement 
PI8     0.793       
PI10     0.790       
PI11     0.772       
PI6     0.754  0.534   0.888  
PI5     0.706       
PI9     0.672  
PI1     0.606 
 
Perceived Behavioural Control  
PBC3     0.789    
PBC5     0.783    
PBC4     0.779  0.569   0.888 
PBC6     0.760    
PBC2     0.730  
PBC1     0.676    
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Subjective Norms 
SN4     0.810   
SN2     0.781  0.569   0.868 
SN3     0.769   
SN1     0.724   
SN5     0.679 
 
Perceived Risk 
PR7     0.887     
PR4     0.668  0.546   0.825  
PR2     0.741     
PR1     0.613     
 
Investment Intentions 
II4     0.882       
II5     0.867       
II6     0.863  0.684   0.938  
II3     0.837      
II2     0.805       
II7     0.768       
II1     0.757      
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Figure 4.3 

Measurement Model 
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4.6.3 Convergent Validity 

The convergent validity is explained as the extent to which items truly represent the 

intended latent variable and correlate with other measures of the same latent variable 

(Hair et al., 2006). The Average Variance Extracted (AVE) was used to assess the 

convergent validity of each of the latent construct. This assessment of convergent 

validity with AVE is recommended by Fornell and Larcker, (1981). However, 

according to Chin (1998), the average variance extracted should be at least 0.50 or 

more to indicate the convergent validity of a particular construct. The AVE scores 

provided in Table 4.8 indicated that all the constructs of the present study have 

achieved the minimum of .50 AVE therefore, it is concluded that the study 

demonstrates adequate convergent validity (Chin, 1998). 

 

4.6.4 Discriminant Validity 

According to Duarte and Raposo (2010), discriminant validity is defined as the extent 

to which a specific latent construct is different from other latent constructs. Drawing 

upon the suggestion of Fornell and Larcker (1981) the present study assessed 

discriminant validity using AVE. In doing so, the correlations among latent constructs 

were compared with square roots of the average variance extracted (Fornell & Larcker, 

1981). In addition to this, the discriminant validity was also determined using criterion 

provided by Chin (1998). According to Chin, the indicator loadings are compared with 

other reflective indicators in the table of cross-loadings. First, the discriminant validity 

was assessed following Fornell and Larcker, (1981) criterion. As a rule of thumb, 

Fornell and Larcker suggested using AVE with 0.5 or higher value. For ascertaining 

discriminant validity, they have suggested that the square root of the AVE should be 

higher than the correlations among the latent variables.  
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Table 4.8 suggests that the AVE for all the latent constructs was above the minimum 

cut-off of 0.5. Table 4.9 indicates that the square root of the average variance extracted 

was higher than the correlations among the latent variables. The square root of the 

average variance extracted is indicated with bold text in the Table 4.9. Therefore, it 

could be concluded that all the measures used in the present study have adequate 

discriminant validity as per guidelines of Fornell and Larcker (1981). 

 

Table 4.9 

Latent Variable Correlations and Square Roots of Average Variance Extracted 

 RA  UA   OC    PK    PI    PBC        SN       PR        II 

RA 0.726          

UA 0.431 0.731         

OC 0.253 0.323 0.742        

PK 0.089 0.170 0.402 0.749       

PI 0.281 0.341 0.291 0.540 0.730      

PBC 0.197 0.231 0.360 0.584   0.659 0.754     

SN 0.233 0.219 0.391 0.478 0.515 0.665  0.754    

PR 0.067 0.082 0.078 -0.005 -0.076 0.002   -0.056 0.739   

II 0.198 0.133 0.344 0.491 0.547 0.569 0.552 -0.073 0.827  

RA= Risk Avoidance, UA= Uncertainty Avoidance, OC= Overconfidence, PK= Product Knowledge, 
PI= Product Involvement, PBC= Perceived Behavioural control, SN= Subjective Norms, PR= Perceived 
Risk, II= Investment Intentions 
 
 
 
Moreover, the recent method to assess discriminant validity is proposed by Henseler, 

Ringle and Sarstedt (2015) which serves as an alternative approach to confirm 

discriminant validity of the constructs. The method is based on multitrait-monotrait 

ratio of correlations. The current research also used the hetrotrait-monotrait ratio of 

correlations (HTMT). If the HTMT value is greater than HTMT0.85 value of 0.85 
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(Kline 2011), or HTMT0.90 value of 0.90 (Gold et al., 2001) then there is a problem of 

discriminant validity. As all the values passed the HTMT0.90 (Gold et al., 2001) and 

also the HTMT0.85 (Kline, 2011). The results of this approach show that the constructs 

under study hold an acceptable level of discriminant validity as depicted in Table 4.10. 

 
 
Table 4.10 

HTMT Ratio 

 II OC PC PI PK PR RA SN UA 

II           

OC 0.413          

PC 0.614 0.442         

PI 0.608 0.357 0.772        

PK 0.537 0.513 0.682 0.624       

PR 0.092 0.111 0.085 0.110 0.111      

RA 0.277 0.391 0.302 0.410 0.219 0.135     

SN 0.656 0.509 0.797 0.619 0.573 0.092 0.349    

UA 0.153 0.414 0.283 0.401 0.228 0.195 0.670 0.272   

 

In addition to that discriminant validity was also ascertained by comparing the 

indicator loadings with cross-loadings as per the recommendation of Chin (1998). 

According to Chin, for achieving sufficient discriminant validity, all the indicator 

loadings should be greater than the cross-loadings. Table 4.11 provides a comparison 

of indicator loadings with other reflective indicators. All the indicator loadings were 

found sufficiently higher than the cross-loadings thus suggesting the measures 

demonstrating adequate discriminant validity. 
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Table 4.11 

Cross Loadings 

 II OC PBC PI PK PR RA SN UA 

RA1 0.143 0.227 0.075 0.125 -0.043 0.089 0.762 0.189 0.269  

RA2 0.135 0.195 0.173 0.223 0.038 0.012 0.746 0.149 0.392  

RA6 0.151 0.131 0.179 0.260 0.189 0.042 0.665 0.167 0.280  

UA1 0.061 0.224 0.054 0.068 0.000 0.109 0.288 0.119 0.581  

UA2 0.105 0.237 0.205 0.240 0.159 0.070 0.329 0.165 0.719  

UA3 0.097 0.234 0.225 0.295 0.165 -0.038 0.317 0.162 0.771  

UA4 0.123 0.254 0.169 0.288 0.108 0.072 0.319 0.183 0.797  

UA5 0.084 0.238 0.153 0.300 0.160 0.112 0.333 0.161 0.766  

OC2 0.297 0.747 0.303 0.262 0.295 0.053 0.249 0.261 0.345  

OC3 0.218 0.747 0.239 0.193 0.262 0.089 0.176 0.279 0.199  

OC4 0.260 0.734 0.265 0.189 0.304 0.081 0.143 0.340 0.194  

OC5 0.234 0.741 0.252 0.207 0.329 0.009 0.171 0.285 0.196 

PK1 0.328 0.405 0.377 0.345 0.729 0.030 0.139 0.394 0.125  

PK2 0.363 0.346 0.448 0.387 0.801 -0.019 0.032 0.359 0.080  

PK3 0.378 0.314 0.528 0.423 0.814 -0.004 0.060 0.389 0.166  

PK4 0.381 0.313 0.398 0.321 0.756 0.031 0.043 0.408 0.073  

PK5 0.244 0.246 0.406 0.437 0.572 -0.025 0.165 0.266 0.316  

PK6 0.447 0.208 0.492 0.514 0.763 -0.020 0.042 0.351 0.150  

PK7 0.388 0.304 0.406 0.408 0.779 -0.021 0.037 0.329 0.054  

PI1 0.415 0.276 0.405 0.606 0.524 -0.045 0.214 0.370 0.217  

PI10 0.460 0.257 0.539 0.790 0.438 -0.063 0.202 0.436 0.279  

PI11 0.388 0.197 0.498 0.772 0.368 -0.057 0.309 0.368 0.355  

PI5 0.389 0.213 0.469 0.706 0.339 -0.042 0.173 0.363 0.193  

PI6 0.421 0.190 0.477 0.754 0.396 -0.077 0.173 0.357 0.215  

PI8 0.390 0.198 0.542 0.793 0.345 -0.036 0.202 0.410 0.235  

PI9 0.295 0.126 0.419 0.672 0.315 -0.071 0.154 0.303 0.247 

SN1 0.402 0.245 0.563 0.439 0.421 0.012 0.162 0.724 0.180  

SN2 0.451 0.359 0.444 0.253 0.264 -0.009 0.194 0.781 0.101  

SN3 0.427 0.253 0.582 0.508 0.441 -0.048 0.166 0.769 0.276  

SN4 0.472 0.288 0.537 0.379 0.365 -0.021 0.149 0.810 0.141  
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SN5 0.388 0.332 0.379 0.380 0.319 0.082 0.214 0.679 0.135  

PBC1 0.358 0.233 0.676 0.485 0.369 0.029 0.218 0.403 0.283  

PBC2 0.490 0.343 0.730 0.478 0.368 0.000 0.219 0.539 0.131  

PBC3 0.379 0.288 0.789 0.553 0.470 -0.049 0.151 0.551 0.190  

PBC4 0.373 0.166 0.779 0.518 0.490 -0.146 0.074 0.470 0.193  

PBC5 0.429 0.265 0.783 0.522 0.479 -0.065 0.189 0.505 0.179  

PBC6 0.439 0.306 0.762 0.435 0.471 -0.032 0.035 0.520 0.098  

PR1 -0.026 -0.005 0.047 0.071 0.060 0.613 0.071 0.048 0.185  

PR2 -0.031 0.043 -0.027 -0.016 -0.024 0.741 0.088 0.012 0.095  

PR4 -0.036 0.022 -0.078 -0.082 0.071 0.688 -0.031 0.021 -0.051  

PR7 -0.085 0.103 -0.063 -0.105 -0.048 0.887 0.068 -0.025 0.065  

II1 0.757 0.296 0.392 0.379 0.296 0.011 0.129 0.457 0.064  

II2 0.805 0.272 0.410 0.408 0.417 -0.027 0.125 0.454 0.023  

II3 0.837 0.241 0.487 0.517 0.405 -0.152 0.157 0.443 0.159  

II4 0.882 0.290 0.462 0.492 0.446 -0.107 0.226 0.494 0.154  

II5 0.867 0.322 0.448 0.410 0.401 -0.063 0.209 0.499 0.058  

II6 0.863 0.292 0.476 0.418 0.412 -0.029 0.143 0.486 0.105  

II7 0.768 0.281 0.512 0.528 0.449 -0.041 0.149 0.458 0.192   

RA= Risk Avoidance, UA= Uncertainty Avoidance, OC= Overconfidence, PK= Product Knowledge, 
PI= Product Involvement, SN= Subjective Norms, PBC= Perceived Behavioural control, PR= Perceived 
Risk, II= Investment Intentions 
 

4.7 Assessment of Significance of the Structural Model 

Measurement model assessment ensures that the data is suitable for further analysis. 

After satisfactory results of the measurement model, a structural model was assessed 

in order to test the proposed hypotheses. In testing the proposed model with SEM-

PLS, a standard bootstrapping procedure with 7000 bootstrap samples was run to 

determine the significance of the path coefficient using 548 cases. The structural model 

was run using guidelines provided by eminent scholars such as Hair et al. (2014); Hair 

et al. (2012); Henseler et al. (2009). Figure 4.4 presents the results of the direct 

relationship between independent variables and a dependent variable. The details of 
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results with a coefficient of determination, standard deviation, t-value and significance 

are given in Table 4.11. 
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Figure 4.4 

Structural Model 
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It was proposed that risk avoidance will have a negative significant impact on the 

investment intention of individual investors. The result shows that risk avoidance has 

a non-significant positive impact on investment intention of individual investors 

(β=0.052; t=1.262, p=0.207). 

 

On the other hand, the proposed hypothesis of the impact of uncertainty avoidance, 

overconfidence, product knowledge, product involvement, perceived behavioural 

control and subjective norms proved to be significant towards investment intentions of 

individual investors. Where uncertainty avoidance have negative (β = -0.129; t=2.967, 

p=0.003), while overconfidence (β=0.107; t= 2.446, p=0.014), product knowledge 

(β=0.135; t= 3.059, p=0.002), product involvement (β=0.261; t= 4.601, p=0.000), 

perceived behavioural control (β =0.098; t= 1.978, p= 0.049) and subjective norms (β 

=0.283; t= 5.762, p= 0.000) have significant positive impact on investment intentions 

of individual investors. The findings support all direct hypotheses (H2, H3, H4, H5, H6 

and H7), while do not provide support for hypothesis H1. 

 

Hypothesis 8 proposes perceived risk will have a significant moderating effect on the 

relationship between risk avoidance, uncertainty avoidance, overconfidence, product 

knowledge, product involvement, perceived behavioural control, subjective norms and 

investment intention of individual investors. The results do not provide support for the 

moderating effect of perceived risk between risk avoidance, uncertainty avoidance, 

overconfidence, product knowledge, product involvement, subjective norms and 

investment intention of individual investors. On the other hand, perceived risk found 

to have a moderating effect on the relationship between perceived behavioural control 

and investment intention of individual investors. This shows hypothesis 8a, 8b, 8c, 8d, 
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8e and 8g is not supported by the current data results while hypothesis 8f is supported 

by the data. The detail of data analysis results is as given in Table 4.11. 
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Table 4.12 

Structural Model Assessment  

Hypothesis Relationship Beta S.E T p Decision 

H1 Risk avoidance will have a negative significant impact on the investment 

intention of individual investors 

0.033 0.038 0.970 0.332 Not Supported 

H2 Uncertainty avoidance attitude will have a negative significant impact on the 

investment intention of individual investors. 

-0.095 0.041 2.597 0.010 Supported 

H3 Overconfidence will have a significant positive impact on the investment 

intention of individual investors. 

0.087 0.041 2.112 0.035 Supported 

H4 Product knowledge will have a significant positive impact on the investment 

intention of individual investors. 

0.134 0.042 3.407 0.001 Supported 

H5 Product involvement will have a significant positive impact on the 

investment intention of individual investors. 

0.229 0.050 4.696 0.000 Supported 

H7 Subjective norms will have a significant positive impact on the investment 

intention of individual investors. 

0.262 0.045 5.908 0.000 Supported 

H6 Perceived behavioural control will have a significant positive impact on the 

investment intention of individual investors. 

0.098 0.049 1.978 0.049 Supported 
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H8a Perceived risk will have a significant moderating effect on the relationship 

between risk avoidance and investment intention of individual investors. 

-0.010 0.065 0.793 0.428 Not Supported 

H8b Perceived risk will have a significant moderating effect on the relationship 

between uncertainty avoidance and investment intention of individual 

investors. 

-0.044 0.064 0.517 0.606 Not Supported 

H8c Perceived risk will have a significant moderating effect on the relationship 

between overconfidence and investment intention of individual investors. 

-0.022 0.083 1.448 0.148 Not Supported 

H8d Perceived risk will have a significant moderating effect on the relationship 

between product knowledge and investment intention of individual investors. 

0.018 0.086 0.700 0.484 Not Supported 

H8e Perceived risk will have a significant moderating effect on the relationship 

between product involvement and investment intention of individual 

investors. 

0.018 0.071 0.117 0.907 Not Supported 

H8f Perceived risk will have a significant moderating effect on the relationship 

between perceived behavioural control and investment intention of 

individual investors. 

0.115 0.076 1.931 0.054 Supported 

H8g Perceived risk will have a significant moderating effect on the relationship 

between subjective norms and investment intention of individual investors. 

-0.024 0.095 0.283 0.777 Not Supported  
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4.7.1 Assessment of Variance Explained in the Endogenous Latent Variable 

PLS-SEM structural model assessment recommends another important criterion, 

which is the R-Square (R2) value assessment. The R2 is also known as the coefficient 

of determination (Hair et al., 2012; Hair et al., 2011; Henseler et al., 2009). According 

to various scholars, the r squared value represents the proportion of variation in the 

dependent variable(s) that could be explained by one or more predictor variable (Hair 

et al., 2010; Elliott & Woodward, 2007; Hair et al., 2006). According to Hair et al., 

(2010) the acceptable level of R2 value is subject to the context where a particular 

research is conducted. However, according to Falk and Miller (1992), the R-square 

value of 0.10 is acceptable. 

 

Accordingly, Chin (1998) suggested that in PLS-SEM, the R2 value of 0.60 can be 

considered as substantial, 0.33 as moderate and 0.19 as weak. The R-squared value 

obtained for the present study is reported in Table 4.12. 

 

Table 4.13 

Variance Explained in the Endogenous Latent Variable 

Latent Variable Variance Explained (R2) 

Behavioural Intention 0.445 

 

Table 4.12 reported that the research model explained about 45% of the total variance 

in investment intention. This suggests that seven exogenous latent variables (risk 

avoidance, uncertainty avoidance, overconfidence, product knowledge, product 

involvement, perceived control, subjective norms and perceived risk collectively 

explained 45% of the variance in investment intention. Following Chin, (1998) it could 
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be concluded that the level of variance explained by the proposed model is moderate 

(although it is above then moderate level).  

 

4.7.2 Assessment of Effect Size (f2) 

According to Chin (1998), the relative effect of a specific exogenous latent variable 

on an endogenous latent variable(s) by means of changes in the R-squared values is 

called effect size. The effect size is calculated as the increase in R-squared value of 

the latent variable to which the path is connected; relative to the latent variable’s 

proportion of unexplained variance (Chin, 1998). The effect calculation is based on a 

formula provided hereunder (Cohen, 1988; Callaghan, Wilson, Ringle, & Henseler, 

2007; Selya, Rose, Dierker, Hedeker, & Mermelstein, 2012). 

 

According to Cohen (1988), the f2 values of 0.02, 0.15, and 0.35 can be described as 

weak, moderate and strong effects respectively. The effect sizes in the present study 

are calculated as per above formula and are provided in Table 4.13. 

  

Table 4.14 

Effect Sizes of the Latent Variables on Cohen’s (1988) Recommendation 

 F-Square (f2) Effect Size 

Investment Intentions   

Risk Avoidance 0.005 Small 

Uncertainty Avoidance 

Overconfidence 

0.015 

0.012 

Medium 

Small 

Product Knowledge 0.020 Small 

Product Involvement 0.058 Small 
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Subjective Norms 

Perceived Behavioural Control 

0.074 

0.006 

Small 

Small 

 

Table 4.11 indicated that the effect sizes for the risk avoidance, uncertainty avoidance, 

overconfidence, product knowledge, product involvement, subjective norms and 

perceived behavioural control were 0.005, 0.015, 0.020, 0.012, 0.058, 0.074 and 0.006 

respectively on investment intentions of individual investors. Drawing upon the 

guidelines by Cohen (1988) the effect sizes of these seven exogenous latent constructs 

on investment intentions of individual investors can be considered as small to medium. 

 

4.7.3 Assessment of Predictive Relevance 

Using blindfolding procedure, the present study employed Stone-Geisser test for the 

predictive relevance of the research model (Geisser, 1974; Stone, 1974). In the partial 

least squares structural equation modelling, the Stone-Geisser test of predictive 

relevance is normally applied as a supplementary assessment of goodness-of-fit 

(Duarte & Raposo, 2010). According to Sattler, Volckner, Riediger, and Ringle, 

(2010) “blindfolding procedure is only applied to endogenous latent variables that 

have a reflective measurement model operationalization” (p. 320). 

 

The reflective measurement model “specifies that a latent or unobservable concept 

causes variation in a set of observable indicators (McMillan & Conner, 2003, p. 1). As 

all the endogenous latent variables in this study are reflective, hence, a blindfolding 

procedure was applied specifically to the endogenous latent variables. Particularly, a 

cross-validated redundancy measure (Q2) was also applied for assessing the predictive 

relevance of the model as per the recommendations of (Hair et al., 2013; Ringle, 



134 
 

Sarstedt, & Straub, 2012b; Chin, 2010; Geisser, 1974). According to Hair et al., (2014) 

and Chin, (1998) the Q2 is a criterion to a measure how well a model predicts the data 

of omitted cases. Henseler et al., (2009) stated that in a research model where the Q2 

value(s) is found greater than zero, it is considered that the model has a predictive 

relevance. Table 4.14 provides the cross-validated redundancy Q2 test results. 

 

Table 4.15 

Construct Cross-Validated Redundancy 

Constructs  SSO      SSE  Q² (=1-SSE/SSO) 

II   3,836.000 2,743.165 0.285  

OC   2,192.000 2,192.000   

PC   3,288.000 3,288.000   

PI   3,836.000 3,836.000   

PK   3,836.000 3,836.000   

PR   2,740.000 2,740.000   

RA   1,644.000 1,644.000   

SN   2,740.000 2,740.000   

UA   2,740.000 2,740.000   

 

The cross-validated redundancy value (Q2) as suggested by (Chin, 1998; Henseler et 

al., 2009) is greater than zero; (refer Table 4.14). This suggests that the model has 

predictive relevance. Additionally, the present study also assessed the predictive 

relevance measure (Q2) for assessing the proposed model. Furthermore, using cross-

validated redundancy, interestingly, the Q2 value obtained for the investment intention 

model is (0.285) which is greater than zero; hence it confirms that the tested model 

and relationship also demonstrated predictive relevance. After the data analysis, and 



135 
 

providing evidence in support of the proposed hypothesis, model fitness, reliability, 

validity, model assessment and effect size of variables. Table 4.15 provides the 

summary of the hypothesis testing. 

 

Table 4.16 

Summary of Hypothesis Testing  

Hypothesis Relationship Decision 

H1 Risk avoidance will have a negative significant impact 

on the investment intention of individual investors 

Not 

Supported 

H2 Uncertainty avoidance attitude will have a negative 

significant impact on the investment intention of 

individual investors. 

Supported 

H3 Overconfidence will have a significant positive impact 

on the investment intention of individual investors. 

Supported 

H4 Product knowledge will have a significant positive 

impact on the investment intention of individual 

investors. 

Supported 

H5 Product involvement will have a significant positive 

impact on the investment intention of individual 

investors. 

Supported 

H6 Perceived behavioural control will have a significant 

positive impact on the investment intention of 

individual investors. 

Supported 

H7 Subjective norms will have a significant positive 

impact on the investment intention of individual 

investors. 

Supported 

H8 Perceived risk will have a significant moderating effect 

on the relationship between risk avoidance, uncertainty 

avoidance, overconfidence, product knowledge, 

Not 

Supported 
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product involvement, perceived behavioural control, 

subjective norms and investment intention of 

individual investors 

 

4.8 Summary 

The current chapter presents the results of the data analysis using SmartPLS. The data 

was collected from a sample of individual investors. The collected data was evaluated 

to assess the quality and suitability of the data to test the proposed hypotheses. The 

preliminary data analysis was conducted to ensure that the data is suitable for further 

analysis. Subsequent data was analysed using SmartPLS. 

 

The data was analysed using a two-step approach proposed by previous literature, in 

which the first step is to assess measurement model and the second step is a structural 

model. The results of the measurement model ensured that the measurement were 

reliable and establish sufficient level of discriminant and convergent validity. The 

structural model was run to test the proposed hypotheses which result in a significant 

impact of uncertainty avoidance, overconfidence, product knowledge, product 

involvement, perceived behavioural control and subjective norms on the investment 

intention of individual investors, while risk avoidance has an insignificant impact on 

investment intentions of individual investors. Furthermore, it is found that the 

perceived risk failed to moderate the relationship between risk avoidance, uncertainty 

avoidance, overconfidence, product knowledge, product involvement, subjective 

norms and investment intention of individual investors. It nonetheless moderates the 

relationship between perceived behavioural control and investment intention of 

individual investors. 

 



137 
 

In chapter 5, the findings of the study will be discussed in light of previous literature, 

theory and practical perspective. The practical implications, future research 

recommendation and conclusion will be discussed in detail. 
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CHAPTER 5 

DISCUSSION AND RECOMMENDATIONS 

 

5.0 Introduction 

This is the final chapter of the thesis. It starts by summarizing the key findings of the 

study, followed by discussions on the results of the study in the light of previous 

studies and theory. Several implications for policymakers are given based on the 

findings of the current study. The next section provides limitations and future 

recommendations to guide future researchers and policymakers. The last section 

presents a summary of the whole chapter.  

 

5.1 Summary of the Findings 

This study aims to empirically investigate factors that influence investment intentions 

of individual investors in general. It also examines the impact of risk avoidance, 

uncertainty avoidance, overconfidence, product knowledge, product involvement; 

subject norm and perceived behavioural control on investment intentions of individual 

investors to invest in the stock market. In addition, this study assesses moderating 

effect of perceived risk on the relationship between risk avoidance, uncertainty 

avoidance, overconfidence, product knowledge, product involvement; subject norm, 

perceived behavioural control and investment intentions of individual investors to 

invest in stock markets. 

 

The current research addresses the research questions using data from individual 

investors in Pakistan. This study draws a sample of 900 respondents and collects data 

using survey questionnaire. In response, 650 respondents fill the questionnaire with a 
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response rate of 72 percent. After preliminary data analysis, 548 responses were found 

to be useful for analysis. The data analysis uses SEM (Structural Equation Modelling) 

technique with the help of SmartPLS 3.2.7 which is a very useful and popular software 

for multivariate analysis.  

 

The results of the analysis provide an adequate level of reliability and validity of the 

measurements assessed using the measurement model. Moreover, the results of 

hypothesis testing using structural model show that uncertainty avoidance, 

overconfidence, product knowledge, product involvement; subject norm and 

perceived behavioural control  have significant impact on investment intentions of 

individual investors to invest in stock markets. While uncertainty avoidance does not 

impact investment intentions of individual investors to invest in the stock market. 

Moreover, perceived risk appears as an insignificant moderator on the relationship 

between risk avoidance uncertainty avoidance, overconfidence, product knowledge, 

product involvement; subject norm and investment intentions of individual investors 

to invest in the stock market. Whereas, perceived risk moderates the relationship 

between perceived behavioural control and investment intentions of individual 

investors to invest in the stock market. The next section provides a detailed discussion 

of each hypothesis. 

 

5.2 Discussion on Key Findings  

The following section provides discussions on the impact of risk avoidance, 

uncertainty avoidance, overconfidence, product knowledge, product involvement; 

subject norm, perceived behavioural control on investment intentions of individual 

investors to invest in the stock market. It also discusses the moderating impact of 
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perceived risk on the relationship between risk avoidance, uncertainty avoidance, 

overconfidence, product knowledge, product involvement; subject norm, perceived 

behavioural control and investment intentions of individual investors to invest in the 

stock market. 

 

In the descriptive analysis, it has been found that among the respondents, 65% were 

male and 33% were female. In addition, most of the respondents were from the age group 

25-35 years and have an average income Rs. 25000 – Rs. 50,000. While the majority 

of the respondents hold a postgraduate degree. The descriptive analysis of constructs 

showed that the investment intentions of the individuals in Pakistan are not at a high 

level and their level of involvement is also very low. Pakistani investors are found to 

be overconfident, but their level of product knowledge is very low. Regardless, the 

tendency for risk avoidance and uncertainty avoidance level are found to be high 

among these investors. Individual investors have low perceived behavioural control 

and their level of subjective norms is also very low on average. The following section 

discusses the findings in light of existing literature and theory.  

 

5.2.1 Impact of Risk Avoidance on Investment Intentions 

The result shows that risk avoidance does not influence individual investors to invest 

in the stock market. These results do not provide support to hypothesis 1. In the 

previous literature, the studies have reported risk avoidance as a significant factor that 

influences intentions whereas the current study contradicts with the majority of 

studies. Where Mayfield et al. (2008) mentioned that individuals might choose a 

riskier option over a less risky option if they have a positive attitude towards risk. It is 

widely believed that higher level of risk aversion will lower the investment intention. 
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Moreover, Lim (2013) suggested that in the case of risk in investment options, some 

might choose risky investment options over the less risky options as their attitude is 

positive towards risk as reported by Lim (2013). The findings are not supported by the 

TPB, where attitude significantly influences the intentions. In current research risk 

avoidance found to be insignificant in influencing investment intentions of 

individuals. 

 

In light of the situation in Pakistan, investors perceive a certain level of risk associated 

with the stock investment that seems unavoidable. All types of investments involve 

risk which can be a potential loss of principal amount invested in the stock market. In 

general, investors seem comfortable with a certain level of risk and fluctuation in the 

value of investments in the stock market. Stock prices fluctuate with steady upwards 

slope dramatically due to external factors which are out of control of individual 

investors, especially those factors that affect companies, particular industries and 

sector or could be a general market condition. The above discussion and literature 

clarify that risk avoidance does not impact on investment intentions of individual 

investors to invest in the stock market. 

 

5.2.2 Impact of uncertainty avoidance on investment intentions 

The result of path analysis shows that uncertainty avoidance significantly impacts the 

investment intention of individual investors to invest in the stock market. The current 

study result is in line with available literature on uncertainty avoidance. Uncertainty 

avoidance is the most significant factor that influences investment intentions of 

individual investors. The result is in line with Hofstede et al. (2010) Uncertainty 

Avoidance Index (UAI), where the score on UAI is 70 which is very high as compared 
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to other countries in the region. The results are also supported by the findings of Lim 

(2013) who found that risk avoidance significantly influences investment intentions 

of investors. Amirhosseini and Okere (2012) also reported in their study that 

uncertainty avoidance exerts a significant impact on investment decisions. Moreover, 

Harrison (2016) also mentioned that uncertainty avoidance has a significant 

relationship with investment intentions. The results are supported by the theory of 

planned behaviour, where uncertainty avoidance has significantly influenced the 

investment intentions of individual investors. The negative influence of uncertainty 

avoidance attitude will significantly reduce the intentions of individual investors. 

 

Investors tend to avoid situations loaded with uncertainty and, in the context of 

Pakistan, stock investment is very uncertain and unpredictable in terms of its 

outcomes. Moreover, the investors in Pakistan, due to uncertainty avoidance culture, 

are more cautious about their investment decisions and avoid investment in the stock 

market due to the uncertain situation. The above discussion and previous literature 

support that uncertainty avoidance significantly impacts on investment intentions of 

individual investors to invest in the stock market. 

 

5.2.3 Impact of Overconfidence on Investment Intentions 

The results further reveal that there is a significant impact of overconfidence on 

investment intentions of individual investors to invest in the stock market. In past 

literature, overconfidence remains as an important factor related to behavioural 

finance and decision making. Review of the literature suggests that overconfident 

investors tend to overestimate their ability to perform a certain task, such as investment 

in the stock market. Investors overestimate their information precision and 
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underestimate the risk associated with the investment avenue while making investment 

decisions (Franklin & Corter, 2010).  

 

It was explained by Moeini (2012) that overconfident investors remain in illusion to 

consider their investment abilities as above the average to select the right stock at the 

best time. Moreover, Adil and Mariem (2013) mentioned that overconfidence ability 

can be seen in investment behaviour. Overconfident investors overestimate their 

abilities to estimate the benefits associated with investment and often underestimate 

the publicly available information while making decisions. This ability has significant 

influence over their investment decisions to invest in stocks. Theory of planned 

behaviour provides support for the current findings. The overconfidence investor will 

invest more in the stock market based on his judgments. In light of the theory, the 

overconfidence attitude of individual investors will positively influence investment 

intentions and also increases the frequency of trading. Moreover, prospect theory also 

supports the findings where overconfident investors are irrational in their decision 

making towards investing in the stock market. 

 

The findings and discussion provide support that overconfidence of the investors 

serves as an important factor to measure the intentions to invest. This overconfidence 

urges the investors to invest more and perform transaction frequently. The finding 

suggests that SECP (Security and Exchange Commission of Pakistan) should help the 

investor to gain a proper set of abilities and precision that do not underestimate the 

market realities and keep the investors be realistic. The manoeuvre of overconfident 

ability with proper knowledge of risk and returns can improve the investment 

intentions among the individual investors to invest in the stock market. 
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5.2.4 Impact of Product Knowledge on Investment Intention 

The result of this study also shows that there is a significant impact of product 

knowledge on the investment intention of individual investors to invest in the stock 

market. In the past studies, there were ample evidences reflecting that product 

knowledge can improve the investment intention. For example, Lim (2013) and 

Harrison (2016) reported a significant relationship between product knowledge and 

investment intention. In the context of the current study, product knowledge enables 

investors to evaluate the available investment options and choose the option that can 

provide maximum. More knowledge leads to a higher probability that an investor will 

invest in the stock market. An individual with more product knowledge possesses 

more expertise in stock investment. Their expertise and abilities lead to higher 

investment intentions to invest in stocks. The finding suggests that product knowledge 

provides an understanding of stock market investment and prepare investors to invest 

wisely. Those individual investors have more knowledge possess, the more ability to 

invest and higher investment intentions. Theory of planned behaviour suggested that 

in the presence of a positive attitude the intentions will be high. The findings are in 

line with the theory of planned behaviour, where product knowledge positively and 

significantly influences the investment intentions of individual investors. 

 

This current study suggests that SECP should arrange seminars on stock market 

investment to provide more awareness among the individual on stock market 

investment. The higher the knowledge of the stock market will lead to a higher 

intention to invest in the stock market.  The past literature and current study results 

support that product knowledge significantly influences investment intention of 

individual investors to invest in the stock market. 
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5.2.5 Impact on Product Involvement on Investment Intentions 

This study also reveals that product involvement significantly influences investment 

intentions of individual investors to invest in the stock market. The results provide 

evidence for the argument that high level of involvement will lead to high intentions 

to invest.  The results are in line with previous research where Lim (2013) reported 

that consumers with high product involvement also have better knowledge of products 

and attributes than less involved consumers; thus, they have greater ability to evaluate 

the quality and the price of these products which can lead to higher purchase decisions. 

In addition, Laroche et al. (2010) found that higher involvement generates a strong 

relationship between investor and reduce the difficulties of evaluation and impact 

significantly on the investment decisions of investors. Investors who attach high 

importance to the specific investment product(s) are likely to show a high level of 

enduring involvement with that investment product (Huhmann & Bhattacharyya, 

2005; Mishra & Kumar, 2011). The findings are supported by the theory of planned 

behaviour where product involvement as attitude significantly influences the intention 

to invest. High involvement shows a positive attitude towards investing in the stock 

market. In the context of the current study, involvement can create a significantly high 

probability that urges investor to invest in the stock market. In the presence of the high 

involvement, there is a high probability that an investor will invest in the stock market.  

 

5.2.6 Impact of Perceived Behavioural Control on Investment Intentions 

The result shows that perceived behavioural control significantly influence investment 

intentions of individual investors to invest in the stock market.  
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The results are in line with previous research studies where Yzer (2012) mentioned 

that when an individual consider to have control over performing certain task, there is 

more probability that the person will perform that particular task which is investment 

in the current study. Thaler (1980) also demonstrated that if the investor perception of 

control is high, they tend to be more self-confident on their investment and they also 

invest bigger amounts of money. In another similar study, Ali, Zani and Kasim (2014) 

documented positive relationships between perceived behavioural control and 

investors' intention to invest in Islamic unit trust funds. Mahastanti and Hariady (2014) 

also indicate perceived behavioural control affect intention to purchase financial 

products.  

 

Moreover, Cuong and Jian (2014) reported that perceived behavioural control has a 

significant impact on intention to invest. Reviewed studies provide support for the 

significant impact of perceived behavioural control over investment intentions of 

individual investors to invest in the stock market. Based on the previous literature and 

above discussion, it can be inferred that perceived behavioural control is a significant 

factor that shape the investment intentions.  Theory of planned behaviour supports the 

findings of the current research. Those individuals having more control tend to have 

more intention to perform a particular task which in the current research refers to 

investment intention. Moreover, the findings are also in line with social cognitive 

theory which suggest that perceived behavioural control is significant for individuals 

and has an important psychological effect on their intentions to perform a behaviour. 

 

Those individual with high level of control over investment decisions have higher 

probability to invest in the stock market. This perceived behavioural shows the 
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command of investors over investment in the stock market. Thus, it can be argued that 

perceived behavioural control have significantly influenced the investment intentions 

of individual investors to invest in the stock market. 

 

5.2.7 Impact of Subjective Norms on Investment Intentions 

The results of the analysis reveal a significant influence of subjective norms on 

investment intentions of individual investors to invest in the stock market. In the 

literature, Shanmugham and Ramya (2012) reported that subjective norms are found 

to be related to intention towards trading, while Alleyne and Broome (2011) reported 

that subjective norm is a significant predictor of investment intentions. Phan and Zhou 

(2014) mentioned that that individual investor has more intentions to invest if a person 

who is important to him thinks that he should invest. Pascual-Ezama et al. (2014) 

assessed the investment intentions of real investors and they found that subjective 

norms impact significantly investor investment intentions. The findings are in line 

with the Theory of planned behaviour and social cognitive theory. These theories 

postulate that the recommendations from important individuals have significant 

influence on intention, where individuals form their intention based on 

recommendations of important people around them.  

 

As per Hofstede (2001), Pakistan is a collectivistic society. In the current study, the 

perception of the important people has a significant contribution to individual 

decision-making. If an individual perceives investment consideration of important 

people in a stock as an approval and appreciation, there are more chances that the 

individual will engage in the stock investments. Thus, current research findings and 
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relevant literature support that subjective norms significantly impact investment 

intentions of individual investors to invest in the stock market. 

 

5.3 Moderating Effect of Perceived Risk 

The current study assesses the moderating role of perceived risk on the relationship 

between risk avoidance, uncertainty avoidance, overconfidence, product knowledge, 

product involvement, perceived behavioural control, subjective norms and investment 

intentions of individual investors to invest in the stock market. The overall result of 

moderation analysis does not support the moderating role of perceived risk. 

Particularly, perceived risk fails to moderate the relationship between risk avoidance, 

uncertainty avoidance, overconfidence, product knowledge, product involvement, 

subjective norms and investment intentions of individual investors to invest in the 

stock market. The relationship between perceived behavioural control and investment 

intentions of individual investors to invest in the stock market is moderated by 

perceived risk. Perceived risk has been found to have a significant impact on 

investment intentions, but does not act as a significant moderator. The Lewis-Beck, 

Bryman and Liao (2003) defined moderator as a variable represents a process or a 

factor that alters the impact of an independent variable on a dependent variable.  

 

Ismail and Mokhtar (2016) reported that perceived risk does not moderate the 

relationship between attitude and actual purchase. Büttner and Göritz, (2008) also 

found perceived risk as a non-significant moderator on the relationship between 

trustworthiness and intention to buy. In a similar way, Campbell and Goodstein (2001) 

also reported insignificant moderating effect of perceived risk on the relationship 

between congruity and evaluations. 
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In the current study, the proposed factors are strong enough to directly impact 

investment intentions while perceived risk fails to exert any impact on the relationship 

between risk avoidance, uncertainty avoidance, overconfidence, product knowledge, 

product involvement and subjective norms and investment intentions. This shows that 

although perceived risk has been argued as a construct that can potentially moderate 

the said relationship, in this study it is found not to moderate the relationship. This 

indicates that risk avoidance, uncertainty avoidance, overconfidence, product 

knowledge, product involvement and subjective norms have a strong relationship with 

investment intentions to the extent that any intervention such as perceived risk may 

not be able to modify the established relationships. 

 

On the other hand, perceived risk is found to significantly moderate the relationship 

between perceived behavioural control and investment intentions of individual 

investors to invest in the stock market. While perceived behavioural control is the 

ability of investors to have control over their abilities (Bertaut, 1998), which is 

investment in the stock market in the current research, perceived risk is the uncertainty 

or unfavourable possible outcomes (Dowling & Staelin, 1994) when deciding to invest 

in the stock market. Theory of planned behaviour supports the notion that perceived 

risk an attitude that significantly influences the level of investment intention towards 

investing in the stock market. When investors perceived higher risks, it reduces their 

level of investment intention. 

 

In this way, if the investors perceive a high level of risk or uncertainty, it might give 

an indication of the risk associated with the investment in the stock market. Perceived 

risk reduces the level of control and intention to invest in the stock market. Perceived 
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risk has the ability to moderate the relationship between perceived risk and investment 

intention. 

 

5.4 Theoretical and practical implications of the Study 

Based on the results of the analysis, the current study presents theoretical and practical 

implications in the following section. 

 

5.4.1 Theoretical Implications 

The current study highlights the phenomenon of individual investors’ investment 

intention from the perspective of consumer behaviour, behavioural finance and social 

psychology. Lack of clarity and less explanation provided in the previous research 

studies on how an investor can be treated as a consumer and how consumer behaviour 

can be helpful in explaining investment intentions of individual investors urge current 

study to examine the influence of consumer behaviour, behavioural finance and 

psychological factors on investment intentions of individual investors. This research 

presents a framework based on previous research theories for understanding the 

impact of consumer behaviour, behavioural finance and social psychological factors 

to comprehend investment intentions of investors. This study expands the literature in 

the field of consumer behaviour, behavioural finance and social psychology by taking 

into account construct such as risk avoidance, uncertainty avoidance, overconfidence, 

product knowledge, product involvement, perceived behavioural control, subjective 

norms and perceived risk, respectively. 
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5.4.2 Practical Implications 

The findings of this study put forward several implications that are relevant for SECP, 

stockbrokers and individual investors. In the first implication, the findings suggest that 

the uncertainty avoidance nature of Pakistani investors play a significant role in 

forming the intention to invest in the stock market. 

 

In the investment decision making the knowledge and involvement of the investors 

act as important factors and these have been found as significant factors that impact 

on investment intentions of individual investors to invest in the stock market. In a 

place where the investors have more knowledge and involvement, there is a high 

probability of investment in the stock market. SECP and PSX should arrange seminars 

and awareness program in different cities where stock market investment still 

considered as an unknown phenomenon. 

 

In addition to that, there is need to adjust the risk avoidance and uncertainty avoidance 

behaviour of the investors. As uncertainty avoidance tendency exists among the 

investors, they tend to avoid stock market investments. In order to address this issue, 

SECP and PSX should identify specific individuals (personality types) and specific 

interventions (change and education programs) aimed at those considered “at risk” for 

not attending to their financial needs. These programs can adjust the uncertainty 

avoidance behaviour of the individual investors. It is also suggested SECP should 

introduce some products that are adjusted based on the investors’ perception of 

uncertainty avoidance. These products may help the investors to adjust their mind to 

deal with uncertainty and train them to face uncertainties involved in the stock market 

investment.  
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Moreover, findings indicate that some investors are overconfident in their abilities to 

invest in the stock market. This ability assists investors to have confidence in their 

investments and they perceive positive outcomes of their investments without 

considering the market risk and other factors that can change market situation. Their 

ability to obtain private information and relying more on private information as 

compared to publicly available information can lead to a wrong estimation of stock 

fluctuation. These wrong estimations might bring worsen outcome for them which can 

disturb their future investment. SECP and PSX should ensure that investors may use 

public information for their investment. The more reliable and transparent information 

provided to investors will build the trust of the investors and they will use the public 

information. The guidance provided by SECP and PSX to investors will also assist 

them to be rational rather than being sentimental during investment decisions.    

 

Moreover, social psychological factors such as subjective norms and perceived 

behavioural control are significant to form the investment intentions of individual 

investors to invest in the stock market. It has been suggested that friends, family and 

brokers should recommend the investors to invest in the stock market. The use of 

individuals who are important for investors can shape their decision more strongly 

than other sources. Recommendations from important individuals make it easy for 

individual investors to make investment decision in the stock market. Pakistan is a 

collective society, where consultations and recommendations from friends and family 

are used as primary supporting factors in making important decisions, which includes 

investment decisions in the stock market.  
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In addition to that, perceived behavioural control is a good sign for investors. The 

belief that they have control over their investment decision and they can invest in 

stocks. This ability encourages investment in the stock market. The more control a 

person has over his or her investment decisions, the higher the intentions to invest in 

the stock market. It is widely believed that if there is a high perceived behavioural 

control, investors tend to spend bigger amount in investment options. 

 

It has been further suggested that SECP and PSX may provide more knowledge and 

awareness to the individual about stock investment and the function of the stock 

market. There is a need for changing the concept of stock market investment as a 

riskier investment avenue. The individuals should be guided properly on investment 

function to understand the process and consider stock investments as other investment 

option where there is the possibility of potential gain or loss is involved. 

 

These results can be used by training schools that train the investors to invest in the 

stock market. The current research findings can provide a better understanding of 

individuals who enrolled in the financial investment training programs. These training 

schools can use this information to provide a customized training program for a 

specific group of individuals.  

 

Moreover, financial advisors can use these findings to devise technical advice to their 

clients. By having in-depth understating of the factor presented in the current study, 

financial advisors should be able to devise appropriate sales strategies by considering 

investors as consumers. This can enable stock advisors to cross-sell their products and 
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services to a diversified group of investors by customising as per needs, risk profile, 

investment objective and their level of understanding of investment options. 

 

From the investors’ point of view, they should be aware of the risk and uncertainty 

involved in the stock market investment. This understanding and involvement in stock 

market investment will provide the ability to choose the right product that fit their 

investment objectives and risk profile. Risk lovers can pick more risky options and 

risk avoiders can select the option that is most suitable and contain bearable risk and 

uncertainty. The fact that some investors are investing without the proper thought on 

the products’ risk, which may lead to overnight loss of wealth, emphasises the 

importance of knowledge and involvement in the products that are being considered 

for investment.   

 

5.5 Limitations and Future Research Recommendations 

The current research provides useful findings and significantly contribute in 

theoretical, practical and methodological aspects, but like other studies have some 

limitations that can be addressed by future researchers. Limitations are predominantly 

related to methodology and generalisability of the research findings. These limitations 

generally are the result of time and money related constraints which limits the scope 

of research and confine its boundaries. There are few limitations and future research 

directions that can serve as a guideline for the future researcher to extend the presented 

knowledge in the field of investors and investment intentions.  

 

The first limitation is the current research was conducted to examine the impact of 

consumer behaviour factors (product knowledge, product knowledge), behavioural 
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finance factors (risk avoidance, uncertainty avoidance and overconfidence) and social 

psychological factors (subjective norms and perceived behavioural control. The 

findings are only confined to these aspects.  

 

Further research studies may investigate other factors that can potentially influence 

the investment intentions of individual investors. An advanced model of investment 

intentions can reconfirm the insignificant factors such as risk avoidance by including 

more factors that can significantly influence on investment intentions of individual 

investors to invest in the stock market. 

 

Secondly, the current research model to measure the direct impact of risk avoidance, 

uncertainty avoidance, overconfidence, product knowledge, product involvement, 

perceived behavioural control and subjective norms on investment intentions of 

individual investors to invest in the stock market and use only perceived risk as 

moderating variable. 

 

Further studies can use other moderating variables that can potentially moderate or 

mediate the relationship between risk avoidance, uncertainty avoidance, 

overconfidence, products’ knowledge, product involvement, perceived behavioural 

control, subjective norms and investment intentions of individual investors to invest 

in the stock market. 

 

Thirdly, the cross-sectional design of this study comes with limitations pertaining to 

the nature of the data set. The respondents being surveyed in this study during a 

particular time frame which provides a snapshot of the condition and subsequently 
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may provide a different response under a different time frame. As such, the ability to 

conclude with absolute certainty is restrained to a certain extent due to non-availability 

of longitudinal research design. 

 

Future research studies can employ a longitudinal study to predict the intentions of the 

individual investors. The studies can incorporate some intervention to assess the effect 

of interventions such as financial literacy, involvement and training on investment 

option that can increase the understanding of the investors on investment and also can 

be helpful to shape their intentions to invest in the stock market.   

 

Fourthly, this study was conducted by taking data from individual investors of 

Pakistan, which is one of the developing countries. Precautions must be taken while 

generalising the results of the study and therefore the results may be generalised only 

to similar environments and a similar stage of development in any related context. 

This limits the generalisation of the findings to only similar study environments.  

 

The fourth recommendation is with respect to understanding the investment intentions 

across the culture. Future studies may collect data from more than one country to 

compare the cross culture setting and investment intentions of investors with different 

cultural backgrounds. 

 

The fifth limitation is regarding the variation explained by risk avoidance, uncertainty 

avoidance, overconfidence, product knowledge, product involvement, subjective 

norms and perceived behavioural control in investment intentions of individual 

investors to invest in the stock market is 45%. This much explanation provided by the 
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incorporated constructs is sufficient and acceptable, but remaining 55% of the 

explanation in investment intention remains unexplained.  

  

It is recommended that future research may include other consumer behaviour factors, 

behavioural factors, social psychological factors or others that can potentially increase 

the variation in investment intentions and strengthen the variance explained.  

 

Finally, investment intentions of individual investors have been discussed using a 

quantitative approach as an extension of prior available work. The qualitative study 

may not provide full understanding and support to the findings. Future research may 

employ a mixed method or triangulation to explore the unexplored part of investment 

intentions with the help of both qualitative and quantitative data. This mix 

methodology and triangulation may help to get more insights into investment 

intentions of individual investors.  

 

Moreover, future research may use the modified model to test on investment intentions 

of investors to invest in other invest option i.e. real estate, hedge funds, private equity 

or other lucrative and non-lucrative investment options. 

 

5.6 Conclusion 

Investment in the stock market is considered as a complex phenomenon that needs 

dedicated efforts by providing investors reliable and valid information and guide them 

to increase the chance of gain from stock market investments. SECP and PSX have to 

uplift the knowledge and involvement level of individual investors to provide them 

with a wider and clearer picture of stock market investment. 
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The stock market is widely accepted as the backbone of the economy of any country, 

the active investment in the stock market reflects the business activities in the real 

economy. As a stock market based on invested money of investors. The role of 

individual investors has a significant contribution to the development and growth of 

the stock market. The contribution from the investors have been found to significantly 

decrease and investment from new investors also decreases year by year. This study 

highlighted the issue and provide empirical evidence from consumer behaviour, 

behavioural finance and social psychological perspective. The factors such as 

uncertainty avoidance, overconfidence, product knowledge, product involvement, 

subjective norms and perceived behavioural control found to have a significant impact 

on investment intentions of individual investors to invest in the stock market. 

 

This study found that out of these variables subjective norms and product involvement 

appear as most strong factors that impact on investment intentions of individual 

investors. High level of product knowledge, product involvement, overconfidence, 

subjective norms and perceived behavioural control will also raise the level of 

investment intentions. On the other hand, the uncertainty avoidance, risk avoidance 

should be minimized to increase the investment intentions. 

 

This framework of investment intentions may contain few uncertain assumptions and 

statements that are not in line with previous research findings. Apart from this, the 

current study not only contributes theoretically, but offer practical implications for 

SECP, PSX, stockbrokers and individual investors. Furthermore, on the limitations of 

the current study, several future research directions were presented as a source to 

extend the current state of knowledge. In conclusion of this study, the current research 
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made a valuable contribution to the growing body of knowledge in the field investment 

and investment intentions in term of theoretical, practical and methodological 

knowledge. 
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APPENDICES 

APPENDIX A 

Cover letter 

 

Dear Respondent,  

I am a PhD scholar at University Utara Malaysia. I am conducting research on 

investment intentions of individual investors. I request you to participate in this study 

by answering the attached questionnaire that will hardly take your 10 minutes. 

The questionnaire is anonymous and your responses will be used for the academic 

research purpose only. If you have any questions or concerns about the questionnaire 

or about participating in this study, you may contact me at 

imranarshaduum@gmail.com. You can also request for key research findings 

through same email address. 

 

Thanks for your cooperation. 
 

 

Sincerely,  

 

Imran Arshad 
School of Economics, Finance and Banking 
Universiti Utara Malaysia, 
Sintok, 06010, Kedah Darul Aman, Malaysia  
Cell # 0060124812514 
imranarshaduum@gmail.com 
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Code 
Please encircle the number that indicates the extent 
to which you agree or disagree with the statement 

 St
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ly
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e 
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A
gr
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A
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RA1 I would rather be safe than sorry. 1 2 3 4 5 
RA2 I want to be sure before I make a choice. 1 2 3 4 5 
RA3 I avoid risky choices. 1 2 3 4 5 
RA4 I am careful about trying new things. 1 2 3 4 5 
RA5 I  would stick to the things that I know than trying new 

things. 1 2 3 4 5 

RA6 I don’t buy if I don’t know the risk of the purchase. 1 2 3 4 5 
RA7 I don’t choose risky alternatives. 1 2 3 4 5 
RA8 I only make a decision when I think I can predict the 

outcomes 1 2 3 4 5 

UA1 It is important to have things spelled out in detail, so I know 
what I am expected to do. 1 2 3 4 5 

UA2 It is important to follow set procedures closely. 1 2 3 4 5 
UA3 Rules and regulations are important because they tell me 

what is expected by me. 1 2 3 4 5 

UA4 Standardised procedures are helpful to me. 1 2 3 4 5 
UA5 Instructions are important to me. 1 2 3 4 5 
OC1 I am sure that I can make the correct investment decision 1 2 3 4 5 
OC2 I trust my ability to start and manage investments 1 2 3 4 5 
OC3 I feel that on average my investments will perform better 

than the stock market. 1 2 3 4 5 

OC4 I believe I can master the future trend for my investment. 1 2 3 4 5 
OC5 I expect my investments will perform better than the stock 

market. 1 2 3 4 5 

OC6 I feel more confident in my own investment opinions over 
opinions of financial analysts. 1 2 3 4 5 

OC7 I think my market predictions will be consistent with my 
perspectives 1 2 3 4 5 

PK1 I know a lot about investing in stocks. 1 2 3 4 5 
PK2 I know more about investing in stocks than most of other 

people. 1 2 3 4 5 

PK3 I am very well informed about investing in stocks. 1 2 3 4 5 
PK4 Compared with experts, I know a lot about investing in 

stocks. 1 2 3 4 5 

PK5 I search a lot of information when I am considering 
investing in stocks. 1 2 3 4 5 

PK6 I often invest in stocks. 1 2 3 4 5 
PK7 I have a lot of experience in investing in stocks. 1 2 3 4 5 
PI1 Making a decision to invest in stocks would be significant 

to me. 1 2 3 4 5 

PI2 Making a decision to invest in stocks does matter to me. 1 2 3 4 5 
PI3 Making a decision to invest in stocks would be important 

for me. 1 2 3 4 5 
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Code 
Please encircle the number that indicates the extent 
to which you agree or disagree with the statement 
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PI4 Making a decision to invest in stocks would be worthless 
to me. 1 2 3 4 5 

PI5 Making a decision to invest in stocks would mean a lot to 
me. 1 2 3 4 5 

PI6 Making a decision to invest in stocks would be essential for 
me. 1 2 3 4 5 

PI7 Making a decision to invest in stocks would be useless for 
me. 1 2 3 4 5 

PI8 Making a decision to invest in stocks would be a great 
concern to me. 1 2 3 4 5 

PI9 Making a decision to invest in stocks would be desirable 
for me. 1 2 3 4 5 

PI10 Making a decision to invest in stocks would be vital for me. 1 2 3 4 5 
PI11 Making a decision to invest in stocks would be interesting 

for me. 1 2 3 4 5 

PBC1 For me it’s possible to invest in the stocks. 1 2 3 4 5 
PBC2 I am capable of selecting stocks. 1 2 3 4 5 
PBC3 I understand and can easily follow the development of the 

stock market. 1 2 3 4 5 

PBC4 There is plenty of opportunities for me to invest in stocks. 1 2 3 4 5 
PBC5 I know the necessary details for stock investment. 1 2 3 4 5 
PBC6 I have control over investing in the stocks. 1 2 3 4 5 
SN1 Most people that are important to me, also invest in stocks 

themselves. 1 2 3 4 5 

SN2 Most people that are important to me regard stock 
investment as positive. 1 2 3 4 5 

SN3 Most people (whose opinion I highly respect) would 
approve and recommend me to invest in stocks. 1 2 3 4 5 

SN4 People who are important to me would think that I should 
invest in stocks. 1 2 3 4 5 

SN5 In my environment, people who invest in stocks have more 
prestige than those who do not. 1 2 3 4 5 

PR1 I think I could easily make mistakes if I invest in stocks. 1 2 3 4 5 
PR2 Investing in stocks could cause lots of trouble. 1 2 3 4 5 
PR3 Investing in stocks would be risky. 1 2 3 4 5 
PR4 Investing in stocks would be foolish. 1 2 3 4 5 
PR5 There is a high potential for loss if I invest in stocks. 1 2 3 4 5 
PR6 People investing in stocks could lose a great deal. 1 2 3 4 5 
PR7 I better invest my fund somewhere else other than stocks. 1 2 3 4 5 
PR8 I think, investing in stocks is highly risky. 1 2 3 4 5 
II1 I intend to invest in stocks in the upcoming months. 1 2 3 4 5 
II2 I plan to invest in stocks in the upcoming months. 1 2 3 4 5 
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Code Please encircle the number that indicates the extent 
to which you agree or disagree with the statement 
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II3 I want to invest in stocks in the upcoming months. 1 2 3 4 5 
II4 There is a high probability that I will invest in stocks in the 

upcoming months. 1 2 3 4 5 

II5 I am likely to invest in stocks in the upcoming months. 1 2 3 4 5 
II6 I would like to invest in stocks in the upcoming months. 1 2 3 4 5 
II7 I prefer to invest in stocks over the other investment 

options. 1 2 3 4 5 

 
 

Demographics of Respondents: 
 

Gender 

1. Male           2. Female 

Age Group 

1. Below 25 Years  2. 25-35 Years   3. 36-45 Years 

4. 46-55 Years   5. 56 Years and Above 

Marital Status 

1. Unmarried   2. Married   3. Divorced 

4. Widow 

Average Income (Per Month) 

1. Below Rs. 25,000   2. Rs. 25,000 – Rs. 50,000        

3. Rs. 51,000 – Rs. 75,000   4.  Rs. 76,000 – Rs. 100,000    

5. Rs. 101,000 and Above 

Academic Qualification  

1. Intermediate     2. Graduate    3. Post 

Graduate  

4. PhD    5. Others 

 

Please feel free to write additional comments on investment intentions to invest in 

stocks: ______________________________________________________________ 

____________________________________________________________________ 

 

**Thank you for your kind Cooperation** 
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