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Abstract
Investment decision making is a process that involves investor psychology. Many events in capital market are anomalies
that traditional finance cannot explain. Researchers in finance field then turn to non-economic aspects of investor
psychology which causes behavioral finance to emerge. In principle, behavioral finance is a study of three fields of
science, namely finance, psychology and sociology. This study aims to (1) test and explain the effect of fundamental
factors on investment decision; (2) test and explain the effect of demographic informations on personality; (3) test and
explain the effect of personality on investment decision; (4) test and explain the effect of demographic informations on
investment decision. Data collection was carried out using a questionnaire with a response rate of 72.4% (of the 500
questionnaires sent, 362 returned questionnaires that could be analyzed). Data analysis used Generalized Structured
Component Analysis (GeSCA). The results showed that (1) fundamental factors had a significant effect on investment
decision; (2) demographic informations had a significant effect on personality; (3) personality had a significant effect on
investment decision; (4) demographic informations had a significant effect on investment decision.
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INTRODUCTION1
Classical decision making theory assumes that
decision makers in evaluating several alternatives
always use rationality. The alternative choices
that will provide the greatest benefits will always
be chosen. Traditional finance theories assume
that humans rationally do not like risk, so
investors must get compensation if they will take
risks. Theories include Modern Portfolio Theory,
Efficient Market Hypothesis, and Capital Asset
Pricing Model (CAPM) are unable to provide an
explanation of a number of capital market
inconsistencies, such as the January Effect, Day of
the week effects, returns over trading and nontrading periods, Stock return volatility and the
internet phenomenon (including capital market
deadlock as a result of falling of internet-based
stocks in the late 1990s), capital market crash in
1929 and 1987 and the impact of the subprime
mortgage crisis in 2007-2008.
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Recognizing traditional finance's inability to
explain anomalies in money market and capital
market phenomena, financial researchers began
to link existing phenomena to aspects of
behavioral finance.
Behavioral Finance Theory is an application of
psychology in financial disciplines. Behavioral
Finance is an investment analysis conducted by
investors by taking into account the psychological
factors in making these decisions. Behavioral
finance theory aims to understand investors’
behavior in making decisions as a basis for acting
in capital market.
Behavioral Finance has began to develop
since the 1990s, but research and scientific work
have been carried out by experts since 1841. In
1841, MacKay wrote a chronology of panic that
occurred in the market as a reflection of the
psychological aspects of investors entitled
“Extraordinary Popular Delusions and the
Madness of Crowds”. It was followed by a study
entitled “The Crowd: A Study of the Popular
Mind” by Bon in 1895 who proposed an idea
about the role of "crowds" which could be
interpreted as investors in the market, and the
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behavior of groups who tried abilities in the field
of behavioral finance, social psychology,
sociology, and history. Then in 1912, Selden
applied behavioral finance in the context of
psychology in the post-capital market through a
publication entitled “Psychology of the Stock
Market”. The three books, according to, implicitly
and explicitly discussed the emotional and
psychological forces of investors and traders in
financial markets [1].
Behavioral finance as a study that studies
how psychological phenomena affect his
behavioral finance [2]. Behavioral finance
research is to explain financial market behavior
and investor decisions with a model that is not
entirely rational decision-making [3]. Behavioral
finance explains that individual social,
psychological and financial factors will be
considered simultaneously. explained that
behavioral finance is interdisciplinary from three
studies, namely psychology, sociology and
finance. Furthermore when discussing behavioral
finance, traditional finance is still the center of
the section by adding aspects of psychology and
sociology as integral catalysts in this field of study
[4].
According [4] this research wants to further
examine the behavioral finance of three sciences,
namely finance, sociology and psychology. In
traditional finance perspective, it will be studied
through fundamental factors; sociology will be
represented by demographic informations; and
psychology will be represented by personality.
According [4] to the opinion of who stated
that traditional finance is a core study of
behavioral finance and it has been stated that
from this point of view, fundamental factors will
be taken. Important factors in making investment
decision for investors need to pay attention to
fundamental factors. This opinion was stated in
Theory of Security Analysis [5]. Theory of Security
Analysis explains that in an investment decision,
an investor must really pay attention to
fundamental factors. Graham suggested that
fundamental factors become very important in
determining investment policies.
Study conducted [6] showed that the
fundamental factors in the form of information
about economic and market factors, industrial
factors and company factors have a significant
influence on investment decision. Fundamental
factor influence investor investment decision in
the United States and Thailand [7]. Fundamental
factors greatly influence investor decisions in
stock investing [3].
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Decision making is a process that occurs in
humans. Likewise with investors in investment
decision. Personality is a guide to what a person
should do [8]. A person's personality will shape
the behavior of each individual [9]. Personality
traits are associated with various investment
decision and outcomes [10]. Personality
influences decision investment [11] [12]. A
negative relationship between personality
(extraversion) and investment decision [10]..
Personality (extraversion and conscientiousness)
positively moderates the effect of acquisition
information and investment decision [12].
Meanwhile, openness personality negatively
moderates the relationship between acquisition
information and investment decision. Noting the
findings of the studies that have been mentioned
above, it is interesting to examine the effect of
personality on investment decision.
Investor demographic informations influence
investment decision making in the capital market
[3][13]. Demographics has a significant effect on
investment decision. The findings that
demographic informations that significantly
influence investment decision are gender, marital
status and occupation [14]. The dominant
demographic informations affecting investors in
decision making are income and education [13] .
But the findings of some researcher showed
different
results.
Investor
demographic
informations do not affect investment decision
making [15][16]. Noting the findings of these
research, it is interesting to examine the effect of
demographic informations on investment
decision. Paying attention to the description
above, it means that demographic informations
such as age, gender, marital status, education,
job and culture will also affect investment
decision.
Based on the description that has been
stated, the main problems of this research are
formulated as follows.
1. Do
fundamental
factors
affect
investment decision?
2. Do demographic informations affect
personality?
3. Does personality affect investment
decision?
4. Do demographic informations affect
investment decision?
The purpose of this study, to:
1. Test and explain the effect of
fundamental factors on investment
decision.
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2.

3.
4.

Test and explain the effect of
demographic
informations
on
personality.
Test and explain the effect of personality
on investment decision.
Test and explain the effect of
demographic informations on investment
decision.

MATERIAL AND METHOD
Types of research. In accordance with the
purpose of this research, namely to test and
analyze the effect of independent variables on
the dependent variables, the type of this
research is explanatory research. The purpose of
explanatory research is to explain the causal
relationship between the variables studied
through empirical hypothesis testing [17]. Causal
research besides questioning or explaining the
causal problem also shows the direction of the
relationship between the independent variables
and the dependent variables[18].
Research sites. The study was conducted on
investors in securities companies in Surabaya,
Malang and Jember Regencies in East Java
Province of Indonesia.
Analysis method. Data analysis method used
in this research was descriptive statistical analysis
and inferential statistical analysis. Descriptive
analysis was used to provide an empirical
description of respondents' answers presented in
the form of frequency distribution and measured
the average value. Inferential statistical analysis
used was Generalized Structured Component
Analysis (GeSCA).
Data Collection
Researchers sent 500 questionnaires and
returned and analyzed a total of 362 pieces of
questionnaire, so it can be said that the response
rate was 72.4%.
Data collection was carried out using a
research questionnaire. Data measurement used
a Likert scale with respondents' answers
classification of 1 for very disagree answers, 2 for
disagree answers, 3 for neutral or doubtful
answers, 4 for agree answers, and 5 for very
agree answers.
Respondents’ Gender. The results showed
that the majority of respondents were male
(70%) and the rest were female.
Respondents’ Age. The results showed that
the majority of respondents were 124 people
(34.25%) aged 35-44 years. Furthermore, as
many as 77 people (21.27%) aged 45 - 54 years,

followed by the age group of 25 - 34 years as
many as 76 people (20.99%). Respondents aged
more than 54 years were 54 people (14.92%) and
at least (31 people or 8.56%) aged 18-24 years.
Respondents’ Age. The results showed that
most respondents had jobs as entrepreneurs, as
many as 166 people (45.86%), followed by
respondents who had jobs as private employees,
as many as 117 people (32.32%). Furthermore, as
many as 76 people (20.99%) had other jobs
(housewives, retirees, and students), while the
respondents who had jobs as civil servants were
only 3 people (0.83%).
Respondents’ marital status. The results
showed that the marital status of the majority of
respondents (75%) were married and the rest
were unmarried/widowed.
Respondents’ investment duration. The
results showed that most respondents had an
investment period of more than 3 years, namely
as many as 73.20% (265 people). Respondents
who had an investment period of 1 to 3 years
were 54 people (14.92%). Respondents who had
an investment period of less than 1 year turned
out to have the least percentage, namely11.88%.
Respondents’ investment value. The results
showed that the majority of respondents (160
people or 44.20%) had an investment value
greater than Rp. 200 million. The number of
respondents who had an investment value of
more than Rp. 150 million to Rp. 200 million was
44 people or 12.15%. Respondents who had an
investment value of more than Rp. 100 million to
Rp. 150 million were as many as 37 people or
10.22%. Respondents who had an investment
value of between Rp. 50 million to Rp. 100
million were as many as 49 people or 13.54%.
Respondents who had an investment value of
less than Rp. 50 million were as many as 72
people.
Respondents’ investment location. The
results showed that the majority of respondents
(152 or 42%) had investment locations in
Surabaya City. Respondents who had investment
locations in Malang City were 118 people
(32.6%), while Jember Regency was 92 people
(25.4%).
RESULT AND DISCUSSION
Descriptive analysis Descriptive statistical
processing in this research was research
instrument descriptive statistics (variables). In
the process of calculating the descriptive
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statistics of research instruments, the average for
each variable was obtained as follows:
Table 1. Average of Respondents' Answers on Each
Variable

Variables

Mean

Fundamental Factors
Demographic
informations
Personality
Investment Decision

3.714
3.694

Standard
Deviation
1.173
1.174

3.658
3.733

1.175
1.175

Sources: GSCA results, 2018

Based on table 1 above, it is known that
respondents had an average answer to agree on
each of the variables studied. Paying attention to
the respondents' average answers shows that
they tend to agree to the statements in the
research questionnaire.
Inferential Statistical Analysis. Measurement
Model Suitability Evaluation. Next, the analysis
was carried out by evaluating the suitability of
the measurement model. The results of the
analysis showed that the indicators of X1
(fundamental
factors),
X2
(demographic
informations), Y1 (personality), and Y2

(investment decision) were indicators that
influenced the latent variables, which can be
shown in Table 2, as follows:
Table 2. Measurement of Validity and Reliability

Indicators

AVE

Fundamental Factors
Demographic
informations

0.505
0.607

Composite
reliability
0.807
0.864

Personality
Investment Decision

0.577
0.595

0.908
0.829

Sources: GSCA results, 2018

Based on table 2 above, the AVE value
obtained in each latent variable was greater than
0.5 and the composite reliability value was above
0.7. So it can be concluded that the indicators
used in this research were valid and reliable in
measuring the latent variables.
Path Coefficients
The analysis continued with the evaluation of
the structural model. Based on the results of the
calculation, the results found in table 3 are as
follows.

Table 3 Parameter Estimates for Structural Models

Variable Correlation
Demographic
informations
Fundamental
Factors
Demographic
informations
Personality

Personality
Investment
Decision
Investment
Decision
Investment
Decision

Estimation

Std Error

Critical Ratio

Test Results

0.548

0.063

8.688*

Significant

0.444

0.104

4.257*

Significant

0.342

0.065

5.245*

Significant

0.622

0.061

10.262*

Significant

* Significant at level .05

Based on table 3 above, it can be seen that all
latent variable relationships had a significant
effect. It was indicated by the value of the critical
ratio in each variable relationship that was more
than 1.96. Based on table 3, two structural
models can be formed from the parameter
estimation results in the structural model, as
follows:
1.

Structural models with endogenous
variable of personality can be seen in
the equation:

Personality = 0.548 of demographic informations
Path coefficient value of relationship of
demographic informations to personality was
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0.548 with a critical value of 8.688 * (CR> 1.96)
which stated that significant demographic
informations had a positive effect of 0.548 on
personality.
2.

Structural models with endogenous
variable of investment decision can be
seen in the equation below:

Investment decision = 0.444 of fundamental
factors + 0.622 of personality + 0.342 of
demographic informations
The path coefficient value of relationship of
fundamental factor to investment decision was
0.444 with a critical value of 4.257 (CR> 1.96)
which stated that fundamental factors had a
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significant positive effect of 0.444 on investment
decision. Path coefficient value of relationship of
personality to investment decision was 0.622
with a critical value of 10.262 (CR> 1.96) which
stated that personality had a significant positive
effect of 0.622 on investment decision. The path
coefficient value of relationship of demographic
informations to investment decision was 0.342

with a critical value of 5.245 (CR> 1.96) which
stated that demographic informations had a
significant positive effect of 0.342 on investment
decision.
Overall structural models that were formed
from investment decision can be explained by
Figure 1 below.

Investment
Decision

0.622 (10.262*)

0.444 (4.257*)
0.342 (5.245*)
Fundamental
Factors

Personality

Demographic
Infromations

0.548 (8.688*)

Figure 1. Results of Investment Decision Structural Model Research
Testing of the Measurement of Fit Model
The next step was to test the fit model of the
model that has been formed. Based on the R
software output, a summary evaluation of the fit
model test in table 4 can be made, as follows:
Table 4. Summary of FIT Model Test Evaluations

FIT Model Test

Value

FIT

0.3239

AFIT

0.3168

GFI

0.9972

SRMR

0.1111

Sources: GSCA results, 2018

1.

2.

Based on Table 4, it can be seen that the FIT
value was 0.3239 which indicated that the
research model could explain 32.39% of
variation in data. In other words, the
variables
of
fundamental
factors,
personality and demographic informations
affect investment decision by 32.39% at
95% confidence level and the remaining
67.61% can be explained by other variables
outside the model.
GFI value was known to be 0.9972 or it can
be said that this research model was very
good or very precise in measuring
investment decision on research samples.

3.

It was known that the SRMR value was
0.111, this stated that the measurement
model was not fit (poor fit) in the
population. This may be because the value
of GFI was very precise in measuring
investment decision on research samples,
so that the model was said to not be
suitable in the population (general).
4. The NPAR value or number of free the
estimated parameters in the table above
showed how many free parameters used in
the calculation, namely 110 parameters.
Discussion
The results showed that fundamental factors
had an effect on investment decision. The results
of this research showed that fundamental factors
greatly influence investor decision in stock
investing [3][6][7]. These results also supported
statement [14] on the conclusion of their
research which stated that whenever an investor
makes an investment decision, firstly, they must
evaluate all information related to the company's
fundamentals and consult with investment
experts and do not involve emotions.
Fundamental analysis is the key instrument used
by the stock investors in the developed markets.
Buffet employed primarily fundamental analysis,
which includes assessing such ratios as ROE,
debt/equity, stability of profit margins, valuation
[19].
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The results of this research were also in
accordance with Analysis Securities theory which
explains that in investment decision, an investor
must really pay attention to fundamental factors.
Graham suggested that fundamental factors
become very important in determining
investment policies. The results of this research
also supported the opinion [20] which explained
that Graham's theory is still feasible to be used in
analyzing stocks. So the results of this research
proved that the analysis securities theory is still
relevant to be applied by investors in making
trade decisions in securities markets.
The results of this research also found that
demographic informations affected personality.
The results also supported the concept [9] which
stated that personality is a result of the
interaction between heredity factors and
environment factors. In other words, personality
as a result of a combination of hereditary factors
and environmental factors consists of
demographic informations (cultural, social and
situation factors).
This finding showed that empirically
personality is a determinant of investment
decision. The direction of personality’s influence
on decision is positive, meaning that the stronger
the personality, the stronger the investment
decision. The results of this research do not
support the findings who found a negative
relationship between personality (extraversion)
and investment decision [10]. The results of this
research supported the findings who found that
personality traits are closely related to
investment decision [21]. Personality traits affect
investment decision [22]. Investment decision
are based on the personality and indications of
both (investment decision with personality)
having a relationship [23].
The results of this research also supported
the framing effect theory. The framing effect
phenomenon through prospect theory stated
that the framing adopted by investors can
influence the decisions taken [24]. Investors
process the information received into a decision
based on the framing adopted. The framing
effect can occur due to information selection
processes that only pay attention to certain parts
[25]. The framing effect in manipulating the
tendency of decision making risk [26].
The results of this research also showed that
empirically demographic informations affect
investment decision. The direction of influence of
demographic informations on decision is positive,
meaning the stronger the demographic
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informations, the investment decision will be
stronger. The results of this research supported
the findings investor demographic informations
affect investment decision in the capital
market[3][13][22].
The results of this research also supported
the theory of bounded rationality which explains
that in making decisions, human rationality is
limited by information resources formed from
human demographic conditions. The limitations
of human rationality in obtaining and processing
information make people make decisions
according to the information that they have.
Demographic informations such as religion,
culture and education as well as social values
that become human background in thinking will
greatly influence the decisions taken [27]. The
results of this research also supported studied
further bounded rationality and concluded that
human rational is limited because it is limited by
the belief, faith and choices that humans have
[28].
CONCLUSION
The conclusions that can be taken from this
research are:
1) Demographic informations (gender, age,
marital status, last education level,
investment experience) have an effect on
personality (big five factors) of investors. The
meaning of this finding shows that empirically
demographic informations are determining
factors of personality. The structural model
for endogenous variable of personality is
Personality = 0.548 of demographic
informations.
2) Fundamental factors (economic and market
factors, industry factors and company
factors), demographic informations and
personality have an effect on investment
decision. This finding shows that empirically
fundamental
factors,
demographic
informations,
and
personality
are
determinants of investment decision.
Structural model for investment decision,
namely endogenous variable of investment
decision = 0.444 of fundamental factors +
0.622 of personality + 0.342 of demographic
informations.
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