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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

1
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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. 1 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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. . . > o [¢B] — >
Please encircle the number that indicates theextent | 52| € | 8| g8 |59
Code | to which you agree or disagree with the statement § g § § S § S
sa|o|2|< BT
RAT1 |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
RAS5 |1 would stick to the things that I know than trying new 1 2 13| 4 5
things.
RA6 |Idon’t buy if I don’t know the risk of the purchase. 1 2 |3 |4 )
RA7 |Idon’t choose risky alternatives. 1 2 |3 4 5
RAS8 |I only make a decision when I think I can predict the 1 2 13| 4 5
outcomes
UAT1 |Itisimportant to have things spelled out in detail, so [ know 1 2 13| 4 5
what I am expected to do.
UA2 |It is important to follow set procedures closely. 1 2 |34 5
UA3 |Rules and regulations are important because they tell me 1 2 131 4 5
what is expected by me.
UA4 |Standardised procedures are helpful to me. 1 2 |3 4 5
UAS |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 1 2 131 4 5
than the stock market.
OC4 |Ibelieve 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 1 2 13| 4 5
market.
OC6 |I feel more confident in my own investment opinions over
.. . 1 2 | 3] 4 5
opinions of financial analysts.
OC7 |I think my market predictions will be consistent with my 1 > 13 4 5
perspectives
PK1 |Iknow a lot about investing in stocks. 1 2 |3 4 5
PK2 |I know more about investing in stocks than most of other 1 2 131 4 5
people.
PK3 |Iam very well informed about investing in stocks. 1 2 134 5
PK4 |Compared with experts, I know a lot about investing in 1 2 13| 4 5
stocks.
PKS5 |I search a lot of information when I am considering 1 2 13| 4 5
investing in stocks.
PK6 |1 often invest in stocks. 1 2 | 3] 4 5
PK7 |Ihave a lot of experience in investing in stocks. 1 2 134 5
PI1 |Making a decision to invest in stocks would be significant 1 2 13| 4 5
to me.
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 1 2 13| 4 5

for me.
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PI4 |Making a decision to invest in stocks would be worthless 1 R 5
to me.
PI5S |Making a decision to invest in stocks would mean a lot to 1 > 13l a 5
me.
PI6 |Making a decision to invest in stocks would be essential for 1 > 13| 4 5
me.
PI7 |Making a decision to invest in stocks would be useless for 1 > 13| 4 5
me.
PI8 |Making a decision to invest in stocks would be a great 1 R 5
concern to me.
PI9 |Making a decision to invest in stocks would be desirable 1 R 5
for me.
PI10 |Making a decision to invest in stocks would be vital forme.| 1 2 | 3] 4 5
PI11 |Making a decision to invest in stocks would be interesting 1 > 13l a 5
for me.
PBCI |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 |1 understand and can easily follow the development of the
1 2 | 3] 4 5
stock market.
PBC4 | There is plenty of opportunities for me to invest in stocks. 1 2 | 3] 4 5
PBCS5 | 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
1 2 | 3] 4 5
themselves.
SN2 Most people tha.t. are important to me regard stock 1 > 13| 4 5
Investment as positive.
SN3 |Most people (whose opinion I highly respect) would 1 > 13l a 5
approve and recommend me to invest in stocks.
SN4 | People who are important to me would think that I should 1 > 13l a 5
invest in stocks.
SN5 | In my environment, people who invest in stocks have more
! 1 2 | 3] 4 5
prestige than those who do not.
PR1 |Ithink I could easily make mistakes if I invest in stocks. 1 2 |31 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
PRS5 | There is a high potential for loss if I invest in stocks. 1 2 |31 4 5
PR6 | People investing in stocks could lose a great deal. 1 2 |31 4 5
PR7 |1 better invest my fund somewhere else other than stocks. 1 2 |3] 4 5
PR8 |1 think, investing in stocks is highly risky. 1 2 |31 4 5
111 I intend to invest in stocks in the upcoming months. 1 2 3] 4 5
112 I plan to invest in stocks in the upcoming months. 1 2 |3] 4 5
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113 I want to invest in stocks in the upcoming months. 1 2 |34 5
114 There is a high probability that I will invest in stocks in the 1 ) 3| 4 5
upcoming months.
115 I am likely to invest in stocks in the upcoming months. 2 | 3] 4 5
116 I would like to invest in stocks in the upcoming months. 1 2 |3 4 5
17 I prefer to invest in stocks over the other investment
: 1 2 | 3] 4 5
options.
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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