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Abstract

This study investigates the impact of behavioral finance on investment decisions, focusing on
how psychological factors, such as cognitive biases and emotions, influence individual equity
investors in Ethiopia. It addresses a gap in the literature by exploring these biases within the
context of an emerging market. A survey of 384 respondents was conducted using a
structured questionnaire with 25 items across five categories: self-image/company-image
alignment, accounting information, neutral information, advocate recommendations, and
personal financial needs. Additionally, five items measured the dependent variable of
individual equity investment decisions. Analysis using SPSS version 26 revealed that
accounting information and self-image/company-image alignment had the most significant
influence on investment decisions, while neutral information had the least impact. The key
factors influencing investment choices included the company’s industry status, dividends,
financial statement conditions, share marketability, past performance, and ethical standing.
These results show that Ethiopian investors prioritize financial performance indicators,
market liquidity, and corporate ethics in their investment decisions. Classical wealth-
maximization criteria, such as profitability and return on investment, were also significant,
reflecting the behavior of experienced investors. Conversely, factors like expected losses in
international markets, the unattractiveness of non-share investments, and recommendations
from interested parties had minimal influence. Interestingly, despite the cultural importance
of religion and family in Ethiopia, company religious affiliation and the opinions of family
and friends had only a moderate impact on investment decisions. These findings suggest that
while personal affiliations play a minor role, financial performance, ethics, and expert advice
are the dominant drivers of investment behavior. The moderate influence of identity-related
factors such as ethnicity, religion, and politics indicates a shift away from these

considerations in contemporary investment behavior.

Keywords: Behavioral Finance, Investment Decision, Individual Investor, Investor Behavior.
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CHAPTER ONE

INTRODUCTION
1.1 Background of the Study

Behavioural finance is a relatively new field that merges psychology and economics to study
how human behaviour impacts financial decision-making. Unlike traditional finance, which
assumes investors always make rational choices with complete information, behavioural
finance acknowledges that emotions, cognitive biases, and social influences often lead
investors to deviate from rational behaviour. This approach challenges the conventional view
by highlighting the role of psychological factors in market dynamics (Raphael, 2023;
Almansour et al., 2023).

In investment theory, traditional finance posits that investors are rational and make decisions
aimed at maximizing profit based on complete information, as reflected in the efficient
market hypothesis which suggests share prices always reflect all available information. In
contrast, behavioural finance challenges this view by emphasizing that investors often make
irrational decisions influenced by psychological factors. This approach highlights how
investor behaviour can be influenced by biases and emotions, leading to deviations from
rational decision-making (Fama, 1970; Semenov, 2009; Kumar & Goyal, 2015; Suresh,
2021).

Grounded in psychology, behavioural finance explores how emotions and cognitive errors
affect individual investors' decisions. It recognizes the significant role that individual
investors play in equity markets and asserts that the structure of information and
characteristics of market participants influence investment behaviour and market outcomes.
This field examines how psychological principles shape investor decisions, including why
people buy or sell shares, and highlights how such behaviours contribute to market anomalies
(Shafi, 2014; Al-Tamimi, 2006). By applying psychological principles to finance,
behavioural finance examines how individual cognitive biases and judgment errors impact
investment decisions. It investigates how these biases affect trading, market prices, and the
role of arbitrage between rational and irrational investors. Additionally, it explores how firms

might exploit market inefficiencies and encourage inaccurate valuations (Hirshleifer, 2015).
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Behavioural finance explores systematic deviations from rationality that can lead to
suboptimal investment choices and impact financial outcomes (Madaan & Singh, 2019;
Kumar et al.,, 2023). By emphasizing how psychological variables influence financial
behavior, it casts doubt on the conventional wisdom that rational decisions are made (Shiller,
2003). Cognitive psychologists have identified various behavioural biases in investment
behaviour, including heuristics, simple decision rules, and the disposition effect, where
investors tend to avoid realizing losses while seeking to lock in gains (Ritter, 2003).

Systematic and predictable mistakes in judgment and decision-making that come from human
psychology rather than logical analysis are known as behavioral biases. These biases induce
investors to make predictable errors in how they process information and make decisions,
which can result in less-than-ideal investment choices and have an impact on financial results
(Wang, 2023; Rahul, 2024). Understanding these biases helps in recognizing how individuals

may choose financial products that do not align with their needs or offer the best value.

According to Vipond (2024), a cognitive bias is a flaw in reasoning that occurs when a
person's decision-making process is influenced by personal beliefs, leading to errors in
judgment. Investors often exhibit behavioural biases due to limited technical knowledge and
overconfidence in their decision-making abilities. Biases such as herd mentality, heuristics,
cognitive illusions, and the framing effect can distort rational decision-making. Individual
investors, constrained by limited knowledge, high costs, and time constraints, frequently rely
on simple heuristics or rules of thumb to make investment decisions (Lo, 2005; Suresh,
2021).

Research highlights several behavioural biases influencing individual investment decisions.
Overconfidence involves excessive self-belief in one's judgments and decisions, affecting
financial choices like market entry and debt levels (Hayward & Hambrick, 1997; Cain et al.,
2015). Herding behaviour occurs when investors follow others without sufficient information,
impacting their investment choices (Ngoc, 2014; Kumar & Goyal, 2016). Anchoring bias
involves reliance on initial information, which can lead to irrational decisions based on
arbitrary reference points (Williamson, 2024). Loss aversion refers to the greater
psychological impact of losses compared to gains, leading to riskier behaviour to avoid losses
and risk aversion when seeking gains (Kumar & Babu, 2018). Availability bias distorts
people's perceptions of dangers and probability by making them rely on information that is

easily accessible or recent (Williamson, 2024).
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A study conducted in Nepal by Adhikari (2020) found that accounting information is the
most important factor affecting individual investors' choices to make equity investments,
followed by self-image/company-image, advocate recommendations, neutral information, and
personal financial needs. In this research, these factors will be examined to assess their
relevance and impact on individual investment decisions in Ethiopia. Specifically, the study
will analyse how each factor influences investment choices within the Ethiopian context,
considering any unique cultural or social conditions that may affect their significance.

Even though behavioral finance has been studied extensively in a variety of settings, little is
known about how investors behave in developing nations like Ethiopia. Existing research
predominantly focuses on developed markets or countries with well-established financial
systems, leaving a significant void regarding how behavioural biases influence investment
decisions in the Ethiopian context. While studies such as Adhikari (2020) have explored
factors affecting investment decisions in Nepal, similar comprehensive analyses are lacking
for Ethiopia. Studying investor behavior in Ethiopia is crucial for understanding the unique
cultural and economic factors that influence financial decisions in emerging markets. This
research can inform policymakers and financial institutions, enhancing market efficiency and
investor education. Additionally, it helps to foster a more robust investment environment,

attracting both domestic and foreign investments.

To fill this void, the current study aims to investigate and analyze investor behavior with a
particular focus on the Ethiopian context, identifying key behavioral elements that influence
individual investment decision-making. Additionally, it will explore the impact of these
factors across different demographics, providing insights tailored to the local market and
offering actionable recommendations for investors, businesses, and policymakers. To achieve
this goal, a comprehensive survey instrument was administered. The analysis relied on data
collected from Ethiopia, providing unigue insights into the investment habits of individuals in

this region, drawing from perspectives in economics, finance, and psychology.

1.2 Statement of the Problem

The classic paradigm of financial theory assumes that investors make rational decisions.
Given this assumption, investors should base their financial decisions upon knowledge,
expectations, and experience in the capital markets (Cohen & Kudryavtsev, 2012). Investors

do not always make logical choices, according to recent studies on the behavior of individual

3|Page



investors. Rather, a number of factors affects their equity market investment decisions
(Chandra & Kumar, 2012). Although traditional investing theories are predicated on the idea
that investors always behave in a way that maximizes their return, Chaudhary (2013) further

contended that several research demonstrate that investors are not always so logical.

The rule of thumb is frequently taken into account by the investor than lengthy and arduous
mental calculations, which might result in less-than-ideal decisions and cause market friction.
However, investors are not always logical and lack the capacity to think through every
scenario in order to make wise investment choices (Hirshleifer & Teoh, 2003; Suresh, 2021).

For a long time, investors’ complete shrewdness was the main hypothesis of most academic
study in finance. In fact, it was primarily hypothesized that stock prices are determined by the
anticipations and reactions of rational investors. Rationality here refers to the exhaustive and
objective treatment of available as well as potential information (von Neumann &
Morgenstern, 1944; Chandra & Kumar, 2012). Due to its ease and accomplishment in
explaining stock price movements, the investor rationality hypothesis was widely reinforced
by finance academics. However, recent trends have weakened this support, leading to new
research by psychologists who introduced the concept of human irrationality (von Neumann
& Morgenstern, 1944; Chandra & Kumar, 2012).

In the current changing economic environment, investing in a range of enterprises has
become more difficult as people spend large sums of money even when there is little chance
that the business will make a profit. Based on their research, behavioral economists argue that
people do not make logical decisions to profit from returns and that markets are inefficient,
especially in the short term. Humans are prone to a variety of behavioral irregularities that
impede the principles of wealth maximization and result in irrational behavior (Chaudhary,
2013).

Bagade (2019) argues that obtaining the knowhow of behavioural finance will benefit the
individual investors in their future investments. In long run, pointing out these issues will
help in preparing more effective investment plans while investing in equities. According to
Parkash and Parkash (2024), behavioural tendencies have an undesirable impact on decision-
making, resulting in irrational behaviour, incorrect judgments, and misinterpretation of
observations among investors. Addressing these anomalies is vital for strengthening decision

processes outcomes and diminishing market incongruities.
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Although many studies have explored the factors influencing individual investors' behavior in
developed economies, there is a scarcity of empirical research in underdeveloped countries
(Adhikari, 2020). The goal of this work is to close this gap.

Adding to the domain of behavioural science, the primary aim of the study is to investigate
the impact of various behavioural and psychological factors on the financial decision-making
of individual equity investors in Ethiopia. By understanding behavioral biases, the study can
help improve financial literacy and investor behavior, which is essential for developing a
more efficient and robust financial market in Ethiopia.

By addressing the research questions outlined below, the study seeks to provide insights into

the behavioral biases of individual equity investors in Ethiopia.

Question 1: Does the alignment between self-image and company-image influence the
behavior of Ethiopian equity investors? If yes, how significant is this impact on their

behavior?

Question 2: Do aspects related to accounting information influence the behavior of Ethiopian

equity investors? If yes, how significant is the impact of each aspect on their behavior?

Question 3: Do elements related to neutral information influence the behavior of Ethiopian

equity investors? If yes, what is the strength of each element’s impact on their behavior?

Question 4: Do aspects related to advocate recommendations influence the behavior of
Ethiopian equity investors? If yes, what is the strength of each aspect's impact on their

behavior?

Question 5: Do elements related to personal financial needs influence the behavior of
Ethiopian equity investors? If yes, what is the strength of each element's impact on their

behavior?
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1.3 Objectives of the Study

1.3.1 General Objective of the Study

The overarching goal of this study is to determine whether and to what extent behavioural
biases impact individual investors' investment strategies or decisions in the Ethiopian equity
market. Also, which specific variables have the most influence?

1.3.2 Specific Objectives of the Study

- To examine whether the alignment between self-image and company-image affects
the behavior of Ethiopian investors.

- To examine whether accounting information influences the behavior of Ethiopian

investors.

- To examine whether neutral information affects the behavior of Ethiopian investors.

- To examine whether advocate recommendations affect the behavior of Ethiopian

investors.

- To examine whether personal financial needs influence the behavior of Ethiopian

investors.

1.4 Significance of the Study

Currently, there is limited research on the behavioral factors influencing individual
investment decisions in Ethiopia. This study aims to fill this gap by surveying different
groups based on age, literacy levels, marital status, education, and gender. The goal is to
provide empirical insights into how these diverse factors shape investment choices. By
identifying behavioral biases through this survey, the research will help investors recognize
and avoid common mistakes, leading to more rational investment decisions and offering a

foundation for future studies in this field.
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For businesses, the study will pinpoint key aspects of investor behaviour, guiding the
adjustment of future policies and strategies. Policymakers will benefit by understanding
influential factors that could shape necessary legislation and procedures to meet investors'
needs and enhance market efficiency. The study's focus on individual retail investors is
crucial, as they represent a significant portion of market participants and their behaviour has

substantial implications for financial markets.

1.5 Scope of the Study

The study was confined to determining the driving behavioral biases that influenced
Ethiopian share investors to enter a particular market. These behavioral biases may have
affected individuals in all aspects of their lives, but the study focused solely on their impact
on individual investors’ investment decisions. While there are several investment areas, the

study concentrated exclusively on share investment.

The study was geographically bounded to Ethiopia, allowing for a focused exploration of the
unique socio-economic and cultural dynamics that shaped investor behavior in this emerging
market. This paper employed a quantitative approach to investigate the impact of numerous
behavioral aspects on decision-making by individual equity investors in Ethiopia. The
research utilized survey methods to collect primary data from individual equity investors in

the country.
1.6 Limitations of the Study

Numerous studies have demonstrated that an individual's risk-taking ability, geographic
location, social and psychological characteristics, and demographics all influence their choice
of investments (Birhanie, 2015). For the sake of this study, it is way beyond the researcher's
resources and purview to consider each of these factors. The behavioral characteristics were

the sole focus of this investigation.

Almansour et al. (2023) emphasized that their study, conducted within the specific social
setting of Saudi Arabia, might not be easily applicable to other social settings. This principle
also applies to the current study, which is conducted within the cultural context of Ethiopia. It
is also important to note that while investors have various investment choices available to
them, the findings of this study are limited to individual investor behaviours towards share

investments.
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People’s behaviour is contextual (Cook, 2015). As a result, the study's conclusions cannot be
extrapolated to other aspects of their lives. Another limitation is that investors have their own
set of investing techniques that they may prefer not to share with anyone else, so obtaining

appropriate information might be a problem (Bagade, 2019).

1.7 Organization of the Study

This paper was prepared in five sections. The first part provided the research background,
outlining the focus of the study, the motivation behind conducting the research, and the

research questions it aimed to answer.

The second part reviewed related articles, beginning with the definitions of equity markets
and behavioral finance, and further elaborating on their theoretical foundations, evolutions,
and other relevant aspects. It then reviewed research conducted in Ethiopia and other parts of
the world in the field of behavioral finance.

In the Research Methodology chapter, the chosen methodology was thoroughly explored,
including the study design, philosophy, and strategy, along with a complete description of the
procedures for primary data collection. Additionally, the data analysis techniques used to

answer the research questions and the ethical considerations were outlined.

The fourth chapter presented the results of the data collected through the primary data
collection method. The findings from the survey questionnaire were discussed in this section.
The discussion chapter evaluated the work done during the research process and offered an

interpretation of the results to answer the questions and objectives of the study.

Finally, the fifth section dealt with the conclusion, which was linked to the research
objectives and research questions. This was preceded by recommendations and possible

future implications.
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CHAPTER TWO

LITERATURES REVIEW

2.1 Theoretical Review
2.1.1 Behavioural Finance

One of the main pillars of investment decision-making has historically been the efficient
market hypothesis (EMH) idea. According to EMH, an investor's knowledge and
information-processing skills cannot provide anomalous returns above usual market returns.
It makes the sane assumption that investors shortlist and choose the best investment
possibilities using a variety of models. EMH, however, was unable to explain market
irregularities, which contributed to other financial crises. Opponents of the Efficient Market
Hypothesis (EMH) argue that, in contrast to EMH assertions, investors do not always act
rationally. According to these critics, a variety of behavioral anomalies examined in
behavioral finance can account for irrational behaviour (Shefrin and Statman, 2011; Pompian,
2012; Barberis, 2017; Alnajjar, 2013; Ross et al., 2016; Din et al., 2021).

The significance of comprehending human behavior in financial results is emphasized by
Thaler (1999), who defines behavioral finance as the study of how human psychology
influences financial decisions and markets. Sewell (2007) and Sharna & Sarma (2022) both
reference Hirschey & Nofsinger (2008) as saying that behavioral finance studies how
emotions and cognitive errors affect financial decision-making. Finding out how they affect

both individual investors and the market at large is its aim.

It is the study of the effect of psychology on the conduct of investors or financial experts, and
its subsequent impacts on the markets. It highlights that investors are not continuously
rational, are subject to bounds in self-control, and are impacted by their own prejudices
(Vipond, 2024). Hayes (2023) notes that behavioural finance explores how psychological
factors can impact market outcomes. Ghuman (2024) stated that the field of behaviour
science explores psychological biases which shape investment decisions, and often lead to

outcomes that diverge from rational expectations.

Understanding how human emotions, cognitive biases, and decision-making processes
influence financial markets and investment choices is the goal of this quickly developing

discipline that straddles the divide between psychology and economics. Behavioral finance
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recognizes the influence of psychological elements on financial behavior, in contrast to
classical finance, which presumes rational decision-making based only on accessible facts
(Chaubey & Raj, 2024).

Behavioural Finance investigates how investors' decision-making processes are influenced by
cognitive errors, mental mistakes, and emotions, and their corresponding impact on share
markets (Samal & Mohapatra, 2021). The field explores psychological and sociological
issues that affect decision-making among individuals, groups, and organizations. It aims to
shed light on investors' thought processes, particularly the emotional processes at play and
the degree to which they affect choices (Ricciardi & Simon, 2000).

2.1.2 Evolution of behavioural finance

For the majority of the past century, psychologists have focused their attention on the study
of the cognitive processes that underlie human decision-making, and they continue to do so
today. These cognitive mechanisms have also begun to garner some interest within the
foresight field. Systematic mistakes or departures from norms or rationality in perception,
memory, cognition, and judgment are referred to as cognitive biases in general (Haselton,
Nettle, & Andrews, 2005; Schirrmeister et al., 2020).

The concept of behavioural finance traces its origins back to 1912 with George Seldon's
publication, "Psychology of the Stock Market." However, it gained substantial momentum in
1979 when Daniel Kahneman and Amos Tversky posited that investors often base decisions
on subjective reference points rather than objectively choosing the optimal option. Their
ground-breaking work highlighted the role of cognitive biases in decision-making, laying a
foundation for behavioural finance to integrate psychological insights into financial theory
(Veni & Kandregula, 2020).

Richard Thaler further advanced the field in 1980 by introducing "mental accounting,” which
suggests that individuals mentally segregate financial decisions into separate accounts to
evaluate their consequences independently. This concept revolutionized understanding of
how psychological factors influence economic behaviour. Thaler proposed that people assign
different mental values to money based on its origin or intended use, influencing spending
and saving decisions accordingly. This insight into mental compartments has become integral

to studying irrational financial behaviour and decision-making biases (Dadashi et al., 2023).
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The evolution of academic finance has shifted significantly from the era when the efficient
market theory was widely accepted as incontrovertible. Behavioural finance, which integrates
broader social sciences such as psychology and sociology, has emerged as a pivotal research
framework. This field starkly contrasts with the efficient markets theory, challenging the
assumptions of rationality and perfect information in financial decision-making (Shiller,
2003).

Over the last few decades, academic discourse has shifted towards a more interdisciplinary
approach, integrating insights from psychology and sociology into financial studies. This
broader perspective has challenged conventional wisdom and contributed to a richer
understanding of market dynamics. Behavioural finance now stands as a vital research
paradigm, offering critical insights into the irrational yet systematic patterns of investor
behaviour (De Bondt et al., 2008).

The field continues to expand with studies exploring various aspects of behavioural biases,
decision-making processes, and their implications for market efficiency. Recent research has
focused on applying behavioural insights to practical financial contexts, including asset
pricing anomalies and investor sentiment. These efforts underscore the on-going relevance

and growth of behavioural finance as a dynamic area of inquiry ((Nanayakkara et al., 2019).

The evolution of behavioural finance reflects a shift towards integrating psychological and
sociological perspectives into financial theory. This interdisciplinary approach has enriched
our understanding of market behaviour, highlighting the complex interplay between cognitive
biases, emotions, and economic decision-making processes. As behavioural finance continues
to evolve, it promises to provide valuable insights into how human psychology shapes
financial markets and investment outcomes in increasingly nuanced ways. This concept
became integral to understanding how psychological factors influence economic behaviour
(Sattar et al., 2020).

2.1.3 Key Concepts in Behavioural Finance

Prospect Theory

The foundation of behavioral finance is prospect theory, which was created by Daniel
Kahneman and Amos Tversky. It suggests that rather than final asset levels, people assess

financial results by comparing gains and losses to a reference point (Williamson, 2024).

Framing and valuation are the two phases of decision-making identified by prospect theory.
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The decision-maker constructs a representation of pertinent activities and results during the
framing step. They evaluate the worth of each option at the appraisal step and make their
decision accordingly. Although a formal theory of framing does not exist, important insights

into the representation of acts and results have been obtained (Tversky & Kahneman, 1992).

A psychological theory called prospect theory explains how people make choices that involve
risk and uncertainty. It implies that judgments are made in light of alleged benefits or
drawbacks. Most people would rather maintain their current level of wealth than take the
chance of increasing it when presented with equal odds. Individuals frequently choose to
avoid possible losses than taking a chance on a similar benefit. When deciding between
investing possibilities, investors frequently show signs of risk aversion. For example, even
though they have less opportunity for profit, they could favor assets with guaranteed returns
or less volatility. This is consistent with Prospect Theory's focus on pursuing certainty and
preventing losses (Spendelow & Schmidt, 2024).

Mental Accounting

Thaler (2015) introduced the concept of mental accounting, which suggests that investors
classify their investments into different portfolios based on mental categories. They then set
distinct goals for each portfolio, aiming to maximize returns while minimizing risk. This can
lead to the selection of emotionally appealing but less profitable portfolios (Zahera & Bansal,
2018).

"The set of mental processes used by people to shape, assess, and stay informed of financial
activities™ is what is known as mental accounting. It demonstrates how customers frequently
and in a range of situations employ complex brain processes. To keep their spending under
control, for example, they classify their expenses and make budgets (Thaler, 1999; Skwara,
2023). According to the Mental Accounting Theory, individuals and organizations use not
only monetary resources but also cognitive and emotional resources while making financial
decisions (Dahlberg et al., 2015; Henderson & Peterson, 1992; Allahham & Ahmad, 2024).

Hahnel et al., (2020) discuss mental accounting as the practice where individuals create
mental budgets to organize resource usage and link particular acts of consumption with
corresponding payments. Study of the relationship between consumer behavior and choosing

between available investment alternatives demonstrates that these mechanisms can exert a
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substantial impact on decisions and behaviors, often diverging from normative economic

principles.
Heuristics

Heuristics are general guidelines that can help with decision-making by directing decision-
makers' attention to particular aspects of the data (Hodgkinson et al., 2023). The Greek verb
heurisko, which means to discover or find out, is where this name comes from. According to
Pinheiro and McNeill (2014) and Hjeij & Vilks (2023), heuristics are thus etymologically
related to the discipline of discovery, the branch of knowledge based on investigative
procedures, and are naturally associated with trial techniques, such as what-if scenarios and

simple trial and error.

Heuristics refer to mental shortcuts or simplified rules that allow individuals to navigate their
environment efficiently. However, these shortcuts can sometimes result in the formation of
highly subjective perceptions of reality (Zimmer & Fahrenberg, 2014; Schirrmeister et al.,
2020). Research in cognitive psychology suggests that people often rely on heuristics, or
mental shortcuts, to make judgments. While these methods may not always be logically
sound, they can lead to cognitive biases—systematic errors that deviate from rational
standards (Martin & Valifia, 2023). Heuristics aid in streamlining decision-making,
conserving mental energy, and yielding satisfactory outcomes, even if they are not always

precise (Simon, 1991; Schirrmeister et al., 2020).
Bounded Rationality

The theory of bounded rationality holds that people can only make the best judgments when
they have a restricted amount of time, information, and cognitive resources. Because of this,
humans frequently use mental shortcuts or heuristics to make difficult decision-making
processes simpler (Williamson, 2024). Fundamentally, bounded rationality asserts that social
groups and individuals are limited by organizational and cognitive constraints even when

they make every attempt to apply cost-benefit, rational solutions (Figueira & Martill, 2020).

Irrationality is not the same as bounded rationality. Here, a clear differentiation needs to be
made. The idea of constrained rationality makes no attempt to explain why persons with
mental illnesses behave abnormally or why they believe in lucky numbers. One could refer to
such situations as illogical. But just because a behavior doesn't follow the rules of complete

rationality doesn't mean it's illogical (Selten, 1999). Emotions, trade-offs, routines,
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relationships, cognitive constraints, and decision-making processes are all taken into account
by bounded rationality, which emphasizes how these aspects deviate from the ideal of
rational cost-benefit analysis (Jones, 2003; Figueira & Martill, 2020).

According to Jones (1999), bounded rationality asserts that although decision makers are
goal-oriented and adaptive, they occasionally fail to make crucial choices due to the human
mental and emotional architecture. Examples of constrained rationality in the decision-
making processes of Mexican and Canadian entrepreneurs were found in a study conducted
by Burgos et al. in 2020. Despite having a solid business background, these entrepreneurs
frequently relied on "gut feeling™ when faced with time restrictions, incomplete information,
or a lack of past experience.

Herding Behaviour

Herding behavior refers to the inclination of investors or traders to mimic the actions of
others instead of making decisions based on their own analysis and information. Essentially,
investors often buy or sell assets simply because others are doing so, rather than relying on
fundamental analysis or market research (Tamplin, 2023). In the current context, herding is
prevalent in many financial markets, where investors, lacking relevant information about the
risks and rewards of a venture, base their investment decisions on the actions and intentions
of others (Yafouz & Yet, 2023).

Herding behavior is a notable phenomenon that significantly affects the market, causing asset
prices to become inefficient and increasing volatility during times of market stress. In the
context of finance, herding refers to the tendency of investors to make trading decisions
regarding individual assets (or a portfolio) based on the actions of others in the market. A
study reveals that herding behaviour is less common over shorter time intervals but becomes
increasingly prevalent over longer periods. Investors' trading decisions closely mimic the
actions of other traders over time. Moreover, this behaviour intensifies significantly over

extended time intervals, especially in a declining market (Choi et al., 2021).

(Compen et al., 2022) contend that while traditional economics posits that individuals make
decisions independently, behavioral economists have demonstrated that humans often exhibit
herding behavior, wherein they follow the crowd in decision-making. Their research reveals

that herding occurs when individuals are aware that at least 50% of others have made a
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specific decision. Moreover, individuals are susceptible to being influenced by incorrect

information from their peers.

2.1.4 Cognitive Biases in Financial Decision-Making
Overconfidence

Zahera & Bansal (2018) conducted a study that highlighted various cognitive biases in
investment decision-making, with overconfidence being one of the key biases.
Overconfidence occurs when individuals overestimate their abilities, believing they are more
capable than they truly are (Trivers, 1991; Chen et al., 2007). Investors who attribute their
past successes to their own skill and blame failures on external factors, such as bad luck, are
particularly susceptible to overconfidence. This bias leads investors to believe they can
consistently achieve high returns, often prompting them to engage in excessive trading while
underestimating the risks involved in active equity investing (Kyle & Wang, 1997; Odean,
1998; Chen et al., 2007). Overconfident investors also tend to have an overly optimistic
perception of risk, which may drive them to adopt a risk-seeking approach when making

investment choices (Parveen et al., 2020; Almansour et al., 2023).

Anchoring

Anchoring bias is the tendency for individuals to heavily rely on the first piece of information
they receive (the anchor) when making decisions or judgments, even if the anchor is
irrelevant or arbitrary. Once the anchor is set, it becomes a mental reference point that shapes
future evaluations or assessments. This effect can be strong, causing people to make biased
decisions that align with the initial anchor, even when other information contradicts it.
Anchoring bias can influence decisions across various areas, including financial decision-
making (Wang, 2023).

Disposition Effect

The disposition effect describes investors' predisposition or propensity to hang onto
companies that have lost value and sell winning equities as soon as stock prices rise. Retail
investors hold losing equities for a long time while quickly selling or quitting winning stocks.
Disposition for various asset classes may result from investors holding onto failing
investments for an extended period of time and selling winning stock too soon (Singh 2016;
Taffler et al. 2017; Shefrin and Statman (1985); Abideen et al., 2023).
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Representativeness Bias

Another mental shortcut is representativeness bias. Stereotypes are used excessively (Shefrin,
2005; Chen et al., 2007). The representativeness bias affects investment decision-making in a
number of ways. Investors may mistakenly believe that a company's positive attributes—such
as its high projected growth, competent management, and high-quality products—make it a
smart investment. As demonstrated by (Lakonishok, Shleifer, & Vishny, 1994; Chen et al.,
2007), these "glamour” businesses are frequently bad investments, hence this stereotype
would cause a cognitive error. Additionally, investors can believe that recent returns are
indicative of future returns (DeBondt, 1993; Chen et al., 2007).

Hindsight Bias

According to Fischhoff & Beyth (1975), hindsight bias arises when an investor thinks that an
occurrence may be reasonably foreseen to occur. However, this perception might be risky
because it can lead to illogical judgments because the investor may create a cause-and-effect

relationship between the two events even though there isn't any (Zahera & Bansal, 2018).

Hindsight bias is the tendency to view known information as obvious, making the past appear
more predictable than it actually was. For example, a police investigator may struggle to set
aside prior knowledge when gathering a suspect’s perspective on a crime. Similarly, an
instructor may find it difficult to disregard their own knowledge when trying to understand
the source of students' difficulties (Dror, Morgan, Rando, & Nakhaeizadeh, 2017; Louie,
Rajan, & Sibley, 2007; Ackerman et al., 2020).

Availability Bias

Availability bias is the term used to explain how a person's perception of an event's
possibility or frequency is influenced by its (none) availability in their consciousness. "The
ease of recall (or imagination) of instances of specified event" is how we characterize
availability bias. A bias arises when elements like the concreteness, drama, familiarity,
recency, relevance, similarity, or vividness of examples have an impact on retrieval,
distorting availability-based estimations (Dube-Rioux and Russo 1988; Godefroid et al.,
2024). The phenomenon known as the availability bias occurs when people overestimate the
representativeness of examples that are easily remembered (Tversky and Kahneman 1973;
Godefroid et al., 2024).
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Other cognitive biases identified by research that can impact an individual's investment
decisions include Confirmation Bias, Conservatism Bias, Recency Bias, Self-Serving Bias,
Endowment Effect, Regret Aversion, and Gambler's Fallacy (Williamson, 2024).

2.1.5 Behavioural Finance V Traditional Finance

Since the 1970s, there has been a shift in finance from traditional models based on fully
rational investors and efficient markets to a behavioral approach, which recognizes that
investors are boundedly rational. In this new perspective, decisions are influenced by
emotions, cognitive and behavioral biases, and social factors, with investors relying on

heuristics for decision-making (Subramaniam & Velnampy, 2017).

The Arbitrage Theories of Miller and Modigliani, the Portfolio Theory of Markowitz, the
Capital Asset Pricing Model (CAPM) by Sharpe, Lintner, and Black, and the Option-Pricing
Theory by Black, Scholes, and Merton are examples of traditional finance theories that were
based on the premise that investors are logical and emotionless. Traditional finance also
relied heavily on the Efficient Market Hypothesis (EMH), which maintained that logical
investors seek to maximize returns for a specific degree of risk (Statman, 1999; Subramaniam
& Velnampy, 2017).

Behavioral finance scholars have criticized traditional finance for failing to account for real-
life complexities. Olsen (1998) argued that traditional finance is incomplete due to its neglect
of behavioral factors. Research by Kahneman and Tversky (1979), Shefrin and Statman
(1994), Shiller (1995), and Shleifer (2000) challenged the assumption that decision-makers
are rational and utility-maximizing. Kahneman and Tversky (1974) emphasized that human
behavior is often influenced by heuristics, and these biases lead to deviations from rational
decision-making (Kahneman & Tversky, 1979; Machina, 1982). Factors such as information,
risk tolerance, emotions, and personal qualities further distort behavior, making it less aligned
with rational models (Bodie, Kane & Marcus, 2008; Subramaniam & Velnampy, 2017; Sattar
et al., 2020).

Jensen & Meckling (1994), as cited in Barberis & Thaler (2002), argued that the 'Rational
Man' concept central to traditional finance is unrealistic. Thaler (2015) highlighted that
cognitive biases significantly influence decision-making, leading to irrational behavior and
suboptimal choices. These findings challenge the traditional assumption of rationality, with

significant implications for financial decision-making (Barberis & Thaler, 2002).
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While traditional finance models assume rational behavior, behavioral finance emerged to
address their limitations, proposing that certain financial phenomena are better explained by
models where agents are not fully rational (Barberis & Thaler, 2002).

2.1.6 Overview of Equity Market

An equity market is where shares of companies are issued and traded, facilitated either
through exchanges or over-the-counter markets. It is a crucial component of a market
economy, providing companies with capital to expand their operations and offering investors
ownership stakes in companies, potentially leading to gains based on future performance.
Equity markets serve as pivotal venues where stocks are exchanged between issuers and

buyers in a market economy (Chen, 2020).

When they buy stock in a corporation, equity investors hope that the shares will increase in
value through capital gains and/or capital dividends. If the value of an equity investment
increases, the investor will get the difference in money if they sell their shares or if the
company's assets are liquidated and all of its debts are paid off. By providing diversification,

stocks can improve the asset allocation of a portfolio (BlackRock, 2024).

In Ethiopia, businesses funded through collective equity contributions from a vast number of
individual investors, particularly banks and insurance companies have demonstrated
significant positive economic impacts. These collective investments play crucial roles in
various key areas of the economy, benefiting not only the businesses themselves but also
individual investors and the broader community. The 2024 financial stability report of the
National Bank of Ethiopia highlights that private banks constitute 52.2% of the total banking
industry assets, 54.8% of loans and bonds, 53% of total deposits, and 72.8% of total capital.
These achievements underscore the critical role of the equity market in enabling such
significant outcomes (NBE, 2024).

2.1.7 The Importance of Studying Individual Investor Behaviour in Equity Market

In recent decades, financial market investing has grown in popularity among both
institutional and individual investors. Information and communications are now accessible
anywhere in the world in a matter of seconds. Investment choices undoubtedly depend on the
item and its future financial situation, but market participants frequently influence short-term
price adjustments that aren't always rational; occasionally, they are motivated by emotion or

immediately "received news" (Bikas et al., 2013).
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A more thorough investigation of the psychological elements that influence a person's
conduct provides insightful information about economic decisions (Durand et al., 2008;
Breuer et al., 2011). The field of behavioral finance has made great strides in recent years,
providing evidence that investors' financial decisions are greatly influenced by behavioral
factors both internal and external (Shefrin, 1999; Adhikari, 2020).

Investors must be aware of typical biases because they might cause errors due to innate
propensities to oversimplify, rely on snap decisions, or exaggerate confidence. Investors can
lower risk and improve long-term results by recognizing these biases and making better
decisions (Magellan, 2025). According to research, cognitive talents have a big influence on
how well investments go. Barber & Odean (2011) and Korniotis & Kumar (in press)
discovered that whereas less intelligent investors frequently underperform and choose bad
stocks, more intelligent investors typically outperform, generating returns comparable to

benchmarks and making wise investment decisions.

Understanding individual investor behaviour helps identify patterns and trends in the equity
market. By analysing their buying and selling patterns, researchers can gain insights into
market sentiment and predict future price movements. By incorporating such insights into
their decision-making process, portfolio managers can potentially enhance returns while
managing risks more effectively. Portfolio managers can benefit from understanding investor
behaviour by designing investment strategies that consider market sentiment and sentiment-

driven price movements (Baker & Wurgler, 2006).

Furthermore, Research has shown that individual investor behaviour plays a vital role in
equity market fluctuations. These investors tend to exhibit certain biases, such as
overconfidence or herding behaviour, which can lead to irrational decision-making. For
instance, during periods of market euphoria, individuals may be more likely to engage in
speculative trading, driving up share prices beyond their intrinsic value (Barber & Odean,
2007).

Moreover, recognizing individual investor behaviour allows financial advisors to tailor
investment strategies according to their clients' risk tolerance and preferences. By considering
behavioural biases such as loss aversion or anchoring effects, advisors can help investors
make more rational decisions aligned with their long-term goals (Kahneman & Tversky,
1979; Ziano et al., 2021).
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Namazi & Salehi (2010) analysed how investor sentiment positively affects the likelihood of
market crises occurring within a one-year timeframe. They found that the influence of
investor sentiment on equity markets is stronger in countries culturally inclined towards herd
behaviour and overreaction, as well as in countries with less efficient regulatory institutions.
Upadhyaya (2019) asserts that a deeper comprehension of investor sentiment can aid in

mitigating such occurrences.
2.2 Empirical Review

2.2.1 Behavioural Patterns of Ethiopian Investors

National culture has emerged as a significant determinant in economic studies (Guiso et al.,
2006). According to Hofstede (1983), as cited by Breuer et al. (2011), national culture is
defined as the 'collective programming of the mind," implying that it consists of specific
values influencing attitudes and behavior. Recent research acknowledges culture's pivotal
role in economic decision-making, where financial investors are influenced not only by
individual considerations but also by social interactions, potentially altering their decisions
(Lobdo & Maio, 2019). Birhanie (2015) provides empirical evidence supporting the theory
that social and cultural factors influence the investment preferences of individual investors in

Ethiopia, drawing on primary and secondary data analysis.

Peer influence in investment decisions can be understood through two main channels: social
learning and social utility. Social learning suggests that when peers purchase an asset,
individuals may infer that the asset is of higher quality, leading them to consider similar
investments. On the other hand, social utility posits that an individual's satisfaction or utility
from owning an asset may increase if others in their peer group also own it. These dynamics
not only shape individual investment choices but also contribute to broader financial market
behaviours and potential instability (Bursztyn et al., 2014). In collectivistic cultures, investors
give less importance to their private information and rely more on others’ opinions (Chui et
al., 2010; Lobdo & Maio, 2019). In Ethiopia, a country with a high-context (collectivist)
culture (Yeshanew et al., 2023), Birhanie (2015) similarly observed that 46% of individual
investors were highly influenced by peer pressure from their colleagues when deciding to

invest in shares of Ethiopian companies.
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Investors' personal attitudes regarding risk have a substantial impact on the level of risk they
are willing to accept (Adhikari, 2020). Residents in developing countries, particularly those
from lower socioeconomic backgrounds, are often perceived as highly risk-averse (Haushofer
et al., 2014; Vieider et al., 2018). Yirdaw et al. (2021) similarly identified risk aversion as a
pivotal factor influencing investment decisions in Ethiopia, which aligns with broader
findings on risk attitudes among diverse populations. This has severe repercussions for the
country, as Chronopoulos et al. (2011) approve that risk aversion drops the likelihood of

investment.

Financial literacy is widely acknowledged as pivotal in shaping investment decisions across
history. Research indicates that individuals with low financial literacy often exhibit market
aversion, incur high interest and debt fees, and resort to costly borrowing practices (Lusardi
and Tufano, 2009; Van Rooij et al., 2011; Lusardi and Scheresberg, 2013; Becchetti et al.,
2013; Lusardi and Tufano, 2015; Ahmed et al., 2021). Specifically, Endris (2024)
underscores the prevalence of poor financial literacy levels in Ethiopia, highlighting the

potential for suboptimal investment outcomes due to inadequate financial knowledge.

The most significant factors influencing individual investment decisions include opinions
from family members (Adhikari, 2020). In many economic contexts, families act as decision-
making units, shaping individuals' beliefs, attitudes towards money, management styles, and
behaviors (Kim et al., 2017; Flores & Montano, 2023). According to Zewude (2019),
Ethiopian investors often rely on advice from family, close relatives, and friends when
making investment decisions. Leidy (2023) acknowledges that seeking financial advice from
friends and family has benefits, such as receiving advice from trusted sources and potentially
avoiding conflicts of interest. However, there is a risk of financial loss, as the advice may be

limited by the advisor's own experiences and those of their immediate circle.

The reliability, transparency, and consistency of financial reporting processes are crucial for
enabling informed investment decisions. Published audited financial statements that
accurately reflect financial performance, rather than presenting an overly optimistic or
fraudulent portrayal, are valuable to market participants, including investors (Rezaee, 2005).
However, a study conducted in Ethiopia by Zewude (2019) revealed contrasting insights,
with 37% of respondents indicating that their decisions to purchase bank shares were not

based on sufficient information.
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Shafir, Diamond, and Tversky (1997), as cited in Ziano et al. (2021), described money
illusion as people's tendency to think of money without adequately accounting for inflation,
that is, in nominal terms rather than in real terms. Research conducted by Lemu (2020)
confirms the existence of this phenomenon in Ethiopia, as 40% of individuals lack
understanding of the concept of money illusion despite their income's purchasing power
being affected by prevailing inflation.

2.2.2 Behavioural Patterns of African Investors

A study by Mlambo & Biekpe (2006) found that cultural beliefs and attitudes towards money
affect investment choices in South Africa. For instance, some cultural groups prioritize

saving for immediate needs rather than long-term investments.

A study carried out in Nigeria looked into the share market profits of the nation as well as the
behavioral tendencies of investors. The study came to the conclusion that understanding
behavioral biases in the Nigerian stock market was an essential first step in making sure that
investment decisions were appropriately controlled after finding strong evidence that
behavioral biases existed. Once more, behavioral biases may need to be taken into account
when building a portfolio in order to mitigate any detrimental consequences on the stock
market and individual investors (Alalade, Okonkwo, and Folarin, 2014; Ogunlusi &
Obademi, 2019).

Following an investigation of the cognitive biases that Moroccan individual investors are
susceptible to, Bourezk et al. (2020) draw four key conclusions. First, investors are
overconfident in their assessments and rely on heuristics when making investing decisions.
Second, herding behavior has a big impact on their investment behavior. Lastly, when they
are making investing selections, they consider losses more than gains because they are

extremely risk and loss averse.

According to a Kenyan study by Njeru & Matanda (2023), overconfidence significantly and
negatively affects decision-making. Overconfidence is directly linked to overestimation,
which can result in an inaccurate outcome estimate and ultimately lead to a poor decision.
When forecasting an outcome based on the information at hand, investors should be

emotionless, sober, and logical.
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A study conducted in Egypt discovered proof that herding behavior existed. The concept of
herding, also referred to as herd behavior in the social sciences of economics and finance, is
defined by many scholars as the process by which economic agents imitate one another's
actions and/or base their choices on those of others (Sadewo and Cahyaningdyah, 2021;
Metawa et al., 2024). According to a different study by Magui et al. (2023), Egyptian

individual investors' investment decisions are influenced by market mood.

According to Bourezk et al. (2020), Zaiane and Abouab (2010) used a questionnaire given to
individual investors on the Tunis Stock Exchange to investigate the bias of overconfidence.
They discovered that because Tunisian investors believe in their instincts, think of themselves

as fortunate, and trade stocks aggressively, they are prone to overconfidence.

A research study conducted in Ghana examined the impact of four behavioral biases
(overconfidence, regret, belief, and the “snakebite™ effect) on investment decision-making.
The findings of the research indicated that these biases have a significant, positive, and
consistent relationship with investment decisions. The results support the prospect theory and
suggest that behavioral biases play a crucial role in influencing investment decisions,
particularly within a developing country context (Nkukpornu et al., 2020). Bonna & Amoah
(2020) indicated a significant reliance on intuition and the influence of others in the
investment decisions of Ghanaians. The survey results and analysis provide ample evidence
that Ghanaian investors rely on friends, family members, and other trusted individuals to

make such decisions.

Social factors, including social interaction, family participation, and investment preference
influenced individual investors’ participation in Tanzania (Mwakabumbe, 2023). A study
made in Cameroon by (Nkem et al. 2017) found that investors with higher risk tolerance tend
to invest more in equities compared to those with lower risk tolerance. This suggests that

individuals who are more willing to take risks are more likely to invest in stocks.
2.2.3 Behavioural Patterns of Developed Countries Investors

Belhoula & Naoui (2011) examined the Dow Jones stock market and found that herding
behavior and feedback trading are key factors influencing short-term price trends, often
causing price fluctuations that deviate from fundamental values, which can destabilize the
market. Their study highlighted the significant relationship between herding and positive

feedback trading, showing their similar evolution over time. Similarly, De Bondt et al. (1985)
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explored the concept of behavioral finance, posing the question, “Does the stock market
overreact?” Their research provided evidence supporting the idea that cognitive biases, such
as investors overreacting to a series of negative news, can lead to predictable mispricing of
stocks on the New York Stock Exchange (Al-Tamimi, 2006).

A study by Braggion et al. (2021) in Germany found that individual investors are suffering
from money illusions. Empirical results from research by (Economou et al. 2018) document
the existence of herding towards the ‘fear’ indicator rather than the market return in the USA,
UK, and Germany. These results also indicate the existence of cross-market herding in the
US, UK, and German markets. The study also documents that herding estimations can also be
affected by other markets’ investors’ sentiment, displaying more pronounced relationships

between the two European markets.

Al-Tamimi (2006) investigated the factors influencing the UAE investor behaviour where it
was found that Six factors were the most influencing factors; expected corporate earnings, get
rich quick, stock marketability, past performance of the company's share, government
holdings, the creation of the organized financial market (i.e. Dubai Financial Market& Abu
Dhabi Securities Markets). Five factors were found the least influencing factors which are
expected losses in other local investments minimizing risk, expected losses in international
financial markets, family member opinions and gut feeling on the economy. The most
influencing group was by order of importance accounting information, self-image/company-
image coincidence, neutral information, advocate recommendation, and personal financial
needs. Two factors had unexpectedly least influence on the behaviour of the UAE investor

behaviour, namely the religious reasons and the factor of family member opinions.

Investor behavior in various markets was examined by Merikas et al. (2011) and Kim and
Nofsinger (2003, as quoted in Chandra & Kumar, 2012). Merikas et al. discovered that
market trends and a variety of other economic considerations influenced the stock choices
made by Greek investors on the Athens Stock Exchange. In a similar vein, Kim and
Nofsinger noted that Japanese investors frequently made bad choices, especially in bull
markets, and bought riskier, high book-to-market stocks. Poor performance resulted from
their propensity to hold high-risk stocks in dropping markets and value stocks in rising ones.
Both studies demonstrate how individual characteristics and market circumstances influence

investment behavior.
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A Singaporean study by Seetharaman et al. (2017) found that portfolio selection is influenced
by investment goals and asset familiarity, with the latter creating a bias and false confidence
in guaranteed returns, discouraging diversification. Similarly, a survey by Abul (2019) at the
Kuwait Stock Exchange revealed that psychological factors like herd behavior, optimism,
pessimism, and risk influence investment decisions. However, the study did not find
significant evidence linking overconfidence to the investment choices of individual Kuwaiti
investors. Both studies highlight how psychological factors can shape investor behavior and

decision-making.

With an emphasis on the Brazilian and Romanian markets, Oprean & Tanasescu (2014)
investigated the effects of behavioral finance on developing capital markets. Their results
imply that trading activity is influenced by irrational investor behavior. Pessimistic investors
have the most influence on trading volume in Romania since they are highly risk averse and
react badly to losses or crises, no matter how big. On the other hand, market activity is driven
by optimistic investors in Brazil who anticipate short-term opportunities and increase trading
volume in response to profits. The Brazilian stock market's trading volume has significantly

increased as a result of their overreaction.
2.3 Conceptual Framework of the Study

The expected relationship between the variables is illustrated via a conceptual framework. It
lays out how the pertinent goals of the research process are connected to produce logical

conclusions (Swaen, 2024).

A conceptual framework lays out the criteria for defining a research question and identifying
pertinent, significant responses to it. It links the theories, presumptions, convictions, and
ideas that underlie your study and displays them in a narrative, graphical, or pictorial style
(Sachdeva, 2023). The link between the variables under investigation is shown in the figure
below, which was taken from Adhikari (2020).
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Independent Variables (IV) Dependent variable (DV

Self-Image/Company-
Image Coincidence

Accounting
Information

Neutral Individual Equity
Investment
Decision

Information

Advocate
Recommendations

Personal Financial
Needs

Figure 2.1. Individual Equity Investor Decision Making Model
(Source: Adhikari, 2020)

2.4 Research Hypothesis

Agegn (2021) found that investors often exhibit irrational behaviour, with their investment
decisions significantly influenced by a range of psychological and cognitive biases.
Kahneman and Tversky's (1974) seminal work introduced the concept of heuristics and
biases, illustrating how investors rely on mental shortcuts that can lead to systematic errors.
For instance, their research identified biases like overconfidence, where investors tend to
overrate their knowledge and forecasting skills, and loss aversion, where the pain of losses is

stronger than the pleasure of equivalent gains.

Agegn (2021) built on these foundational concepts by exploring how modern investment
behaviours continue to be swayed by similar biases in contemporary financial environments.
Agegn’'s research identified additional biases that are prevalent in today's market, such as herd
behavior, where investors mimic the actions of others rather than making independent
decisions, and framing effects, where the way information is presented influences decision-

making.

Together, these studies underscore that investor decisions are not always based on rational
analysis or objective data. Instead, they are often shaped by various biases and heuristics that
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lead to irrational investment behaviour. This understanding helps to explain why market
anomalies and deviations from rational models occur, offering insights into improving

investment strategies and mitigating the impact of these biases.

Hypothesis 1: Self-image/company image coincidence has a positive effect on individual

investment decision behavior.

Hypothesis 2: Accounting information has a positive effect on individual investment

decision behavior.

Hypothesis 3: Neutral information has a positive effect on individual investment decision
behavior.

Hypothesis 4: Advocate recommendation have a positive effect on individual investment
decision behavior.

Hypothesis 5: Personal financial needs have a positive effect on individual investment

decision behavior.
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CHAPTER THREE

METHODOLOGY

The process that researchers must follow in order to carry out their research is known as
research methodology. It also demonstrates how the final research result will be obtained in
accordance with fulfilling the study's goal (Sileyew, 2020).

3.1 Research Design

The main steps in the research process, such as the data collection and analysis techniques
that link the empirical data to the original research questions and ultimately lead to a
conclusion, are outlined in the study design (Hartley, 2004; Ferede, 2019). Two approaches—
qualitative and quantitative—have received increased attention in the field of research
technique, particularly in the social science sector (Mehrad & Zangeneh, 2019).

Quantitative research is concerned with the analysis of numerical data and statistical
methods, whereas qualitative research focuses on the interpretation of words and meanings
(Streefkerk, 2023). This study utilized a descriptive survey research design to present
findings based on descriptive statistical tools. A quantitative research approach was employed
to address the study's objectives. Primary data were collected through a structured
questionnaire to examine the relationship between the independent variables (self-
image/company image coincidence, accounting information, neutral information, advocate
recommendation, and personal financial needs) and the dependent variable (individual equity

investment decision).

3.2 Study Area

With a population of 127 million, Ethiopia is the second most populous country in Africa
after Nigeria and the twelfth most populous country globally. Ethiopia is an East African
nation. With around 70% of the population under 30, the nation has a youthful demographic
profile. Furthermore, with a remarkable growth rate of 7.2% in FY2022/23, Ethiopia's
economy has become one of the fastest-growing in the area (World Bank, 2024). According
to World Bank data, the country’s GDP is $163.7 billion, with a GDP per capita of $1,272.

Despite the challenges, Ethiopia’s economic growth remains robust, with foreign direct

28| Page



investment (FDI) net inflows representing 2% of GDP in 2023. This growth reflects
Ethiopia’'s dynamic development trajectory and its increasing role in the African economy,

driven by both domestic and foreign investments.

The Ethiopian stock market has its origins during the imperial era. In 1956, Ethiopian
Abattoirs became the first company to offer shares for public subscription, marking a key
moment in the nation's financial history. However, the Derg regime, with its policies of
nationalization and centralized control, created significant barriers to the growth of the equity
market. Following the EPRDF's rise to power in 1991, share companies began to raise capital
through Initial Public Offerings (IPOs) (ECM, 2024).

3.3 Target Population

Generally speaking, a research population is a large collection of individuals or objects that
serve as the main focus of a scientific study. The target population is the entire group of
individuals or objects to which researchers intend to apply their results. The theoretical
population, also known as the target population, usually has a wide range of characteristics
(Hassan, 2014). In this case, individual investors who currently own share in Ethiopian-
registered companies make up the study's target audience. There are 413,309 shareholders
nationwide, as a report by the Ethiopian Capital Market Authority (ECMA, 2024).

3.4 Sampling Technique and Sampling Size

3.4.1 Sampling Technique

The process of picking a sample from a specific population is known as sampling technique.
Simple random sampling, convenient sampling, systematic sampling, cluster sampling,
purposeful sampling, quota sampling, and stratified sampling are all examples of sampling

procedures (Hassan, 2014).

When the population is difficult to access or hidden, probability sampling may not be
effective. In such cases, non-probability sampling becomes a more viable option.
Specifically, researchers often opt for convenience sampling due to its practical advantages.
Convenience sampling involves gathering data from a population that is easily accessible to
the researcher. Because it relies on readily available samples, this method can be applied to a
wide range of research contexts (Rahi, 2017; Berndt, 2020; Golzar et al., 2022).
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Given that the target population for this study was difficult to access, convenience sampling
was employed. Golzar et al. (2022) highlight that while convenience sampling can introduce
biases, these can be mitigated by carefully evaluating and controlling the sample’s
representativeness, including its diversity. Researchers must actively minimize biases in
participant selection and enhance the overall validity of the study by thoroughly assessing
and managing how well the sample represents the broader population. lliyasu and Etikan
(2021) emphasize that quota sampling is particularly valuable when the goal is to ensure that
key characteristics of the population are proportionally represented by sampling specific

subgroups in predefined amounts.

To enhance the representativeness of the sample and address the limitations of convenience
sampling, the study first applied quota sampling using income level and marital status as
quota controls. These two key variables were chosen because income significantly affects
investment decisions (Arianti, 2018), and marital status also plays a role, as a study by Rana
(2017) reveals that whether a person is married, single, widowed, or divorced, their marital
status has a considerable effect on their financial planning. Specifically, the study ensured
that at least 40% of the respondents were single or married. Furthermore, regarding income
levels, the sample ensured that at least 40% of respondents were from each income category:
those earning below $50,000 and those earning above $50,000. Afterward, the 384

respondents were approached through convenience sampling.
3.4.2 Sample Size

A sample refers to a subset of individuals selected from a larger population for a study, with
the aim of drawing conclusions about the whole population. As long as the sample accurately

represents the population, the findings can be generalized to it (Kothari, 2004; Loru, 2020).

The formula for the sample was done setting a confidence level of 95% and a Confidence

Interval of 5%.

Table 3.1. Sample Size Determination
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The sample size is calculated using Qualtrics

Sample size calculator

Confidence Level:

Population Size:

413309

Margin of Error:

Ideal Sample Size:

384

Figure 3.1. Sample Size Calculation
(Source: Qualtrics https://www.qualtrics.com/blog/calculating-sample-size/)

3.5 Data Type and Data Source

Primary data were utilized for this study to provide a robust foundation for analysis and
insights.

3.5.1 Primary Data

Primary data refers to information collected directly by the researcher from sources such as
individuals, focus groups, or respondent panels, specifically for the purposes of the study.

These data are gathered firsthand on the variables of interest (Sekaran, 2003; Loru, 2020).

The primary data for this study was obtained from individual equity investors through a
structured questionnaire survey. A total of 384 completed questionnaires were collected via

Google Forms, providing a comprehensive dataset for analysis.

3.6 Data Collection Techniques

Data collection refers to activities aimed at obtaining information from various sources for
evaluation, answering research questions, and identifying trends. It can be categorized into
two main methods: qualitative and quantitative. Qualitative data is gathered through
techniques such as open-ended interviews, observations, and focus groups, with a focus on
understanding individuals' experiences, opinions, and perspectives in depth. On the other
hand, quantitative data is collected through methods like surveys with closed-ended
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questions, experiments, and measurements, enabling statistical analysis to identify patterns
and trends (Staff, 2024). This study applied closed-ended Questionnaire.

3.6.1 Questionnaire

This paper developed a modified questionnaire, building upon the works of Al-Tamimi
(2006) and Adhikari (2020), to investigate the behavior of Ethiopian equity investors. The
study introduced a novel factor—foreign ownership—and enhanced the existing questions on
religious affiliation by incorporating two additional identity-driven factors: ethnic and
political affiliation. These factors had not been considered in the aforementioned studies,

providing a broader understanding of the influences on Ethiopian investors' behavior.

The first factor identified as significant in light of two recent notable developments in
Ethiopia's business environment. Firstly, Ethiopia’s Council of Ministers has ratified a
banking liberalization policy and strategy, which has sparked interest among foreign banks to
consider investing in the country (Endale, 2022). Secondly, the New Ethiopian Directive has
allowed foreign investors to participate in previously restricted sectors of wholesale and retail

trade, opening up new opportunities for international investment (Capital Newspaper, 2024).

This study incorporates both ethnic and political affiliations as additional factors alongside
religious identity to better understand investment decisions. The ethnic factor is particularly
relevant in the Ethiopian context, as highlighted by Zewude (2019), who found that ethnicity
significantly influences customers' investment choices in specific financial services. Political
affiliation is also critical, as political networks can provide firms with advantageous rights,
such as import licenses, government contracts, state aid for struggling companies, and
regulatory protection. This makes the political factor an essential consideration in individual
investment decisions, as it can shape access to resources and opportunities (Kroszner &
Stratmann, 1998; Mobarak & Purbasari, 2006; Goldman et al., 2013; Ganguly et al., 2023).

However, two inquiries were left out: "The establishment of structured financial markets (like
the Dubai Financial Market and Abu Dhabi Securities Markets)" and "Changes or
fluctuations in the stock index." Due of the Ethiopian Securities Exchange's recent launch (as
of January 2025), it is not feasible to include inquiries about it at this time, which is why it
was left out (ESX, 2025).
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The questionnaire was structured into five key categories: self-image/company-image
alignment, accounting information, neutral information, advocate recommendations, and
personal financial needs. This framework allowed for the identification of the most
significant category and item. In total, the questionnaire consisted of 25 items, with five items
dedicated to each of the five categories, as well as an additional five items focused on the
dependent variable—individual equity investment decisions.

To boost the validity and reliability of the instrument and increase the number of anchors,
Alwin and Krosnick (1991), as cited by Chyung et al. (2017), suggested that fully labeled
seven-point scales are more reliable. Accordingly, respondents were asked to indicate their
degree of agreement or disagreement with each of the items on a seven-point Likert scale.

3.7 Measurement of VVariables

The independent variables in this study are Self-image/Company-image coincidence,
Accounting information, Neutral information, Advocate recommendations, and Personal
financial needs. The dependent variable is individual’s investment decision-making process.
Each of these variables will be measured using a 7-point Likert scale, ranging from 1
(Strongly Disagree) to 7 (Strongly Agree). Participants will rate various statements related to
each variable. This scale is well-suited for capturing the degree of agreement or disagreement
with each statement and assessing the influence of the independent variables on the

investment decision-making process.

3.8 Validity and Reliability of the Study

3.8.1 Validity

Validity refers to the degree to which research data and the methods used to obtain it are
accurate, honest, and aligned with the research objectives (Denscombe, 2003; Loru, 2020).
To gather relevant information, careful planning is essential to ensure it directly relates to the
research goals and is obtained from the most appropriate individuals. Achieving complete
and accurate data necessitates well-designed data collection tools and effective survey

administration procedures (Loru, 2020).

To ensure the validity of the items used, most of the measurement items were taken from
previous empirical studies that had been validated (Al-Tamimi, 2006; Adhikari, 2020). In this

regard, the researcher submitted the questionnaire to professional experts and university
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lecturers for evaluation. Despite some modifications, the study heavily relied on items that
had been tested in prior studies; hence, content and face validity were assessed. The content
validity of the survey instrument, i.e., the questionnaire, was verified through discussions
with five experts—three academicians and two industry professionals—as suggested by
Devellis (1991) and Chandra & Kumar (2011).

3.8.2 Reliability

High quality tests are important to evaluate the reliability of data supplied in an examination
or a research study. The reliability of the measures will be assessed with the use of
Cronbach’s alpha. Cronbach’s alpha is a commonly employed index of test reliability. It

provides a measure of the internal consistency of a test or scale (Tavakol & Dennick, 2011).

Cronbach’s a, introduced within the framework of classical test theory, is used to assess the
quality of a measurement. It serves as an indicator of internal consistency, one of the four
primary methods for estimating reliability (the others being parallel-test, test-retest, and split-
half methods). The concept of consistency stems from the idea that items measuring the same
construct should elicit similar responses. Therefore, Cronbach’s a quantifies the degree of
consistency in responses to the items of a measurement scale. Its value ranges from 0 to 1,
with a value of 1 signifying perfect consistency (Schweizer, 2011). A reliability estimate of
0.7 or higher is generally deemed indicative of good reliability, while estimates between 0.6
and 0.7 may be acceptable, provided that other indicators of the model’s construct validity are

satisfactory (Hair Jr et al., 2014).

In Al-Tamimi's study (2006), the overall Cronbach’s alpha for the five categories was 0.824.
The individual Cronbach’s alpha values for each category—self-image/company-image
coincidence, accounting information, neutral information, advocate recommendation, and
personal financial needs—were 0.778, 0.790, 0.651, 0.610, and 0.640, respectively. Similarly,
Adhikari's (2020) study produced strong results, with an overall Cronbach’s alpha of 0.750
for the five groups. The Cronbach’s alpha values for the individual groups—self-
image/company-image coincidence, accounting information, neutral information, advocate
advice, and personal financial needs—were 0.626, 0.889, 0.615, 0.680, and 0.760,

respectively.
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Table 3.2. Cronbach’s Alpha Result Summary

0.778

0.790 0.889
0.651 0.615
0.610 0.680
0.640 0.760
0.824 0.750

(Source: Al-Tamimi, 2006) & Adhikari, 2020)
3.9 Data Analysis

Data screening, measurement model validation, and structural model analysis were the three
stages of the data analysis process (Hair Jr et al., 2016; Estifo et al., 2019). Before turning the
raw data into a body of information appropriate for making decisions and testing hypotheses,
the procedure included organizing, classifying, tabulating, and verifying the data as well as
assessing its validity and reliability using Cronbach's Alpha (Burns et al., 2014; Estifo et al.,
2019).

In this study, the data gathered from participants were analyzed using both descriptive and
inferential statistics with SPSS version 26 (Statistical Package for Social Sciences).
Descriptive statistics, including frequency distribution, percentages, means, and standard
deviations, were computed, while inferential statistics, such as correlation and multiple
regression analyses, were employed to meet the research objectives. After collecting data
from primary sources, the researcher organized and scaled the responses from the
questionnaires, categorizing the data according to respondents' general views and specific
perspectives on the research variables: the dependent variable (individual equity investor
behavior) and the independent variables (self-image/company-image coincidence, accounting

information, neutral information, and advocate recommendations).
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3.9.1 Regression Model

The associations between the predictor variables (self-image/company image coincidence,
accounting information, neutral information, advocacy suggestions, and personal financial
needs) and the outcome variable (individual investment decision behavior) were ascertained
in this study using multiple regression analysis. The hypothesis was tested by examining how
these predictor variables collectively influence the behavior of individual equity investors,
while controlling for the effects of other variables.

3.9.2 Regression Function

In this study, the relationships between various predictor variables and individual equity
investor behavior were examined using multiple regression analysis. Specifically, the
predictors included self-image/company image coincidence, accounting information, neutral
information, advocacy suggestions, and personal financial needs, with individual investment
decision behavior serving as the outcome variable. The general form of the regression

equation is expressed as:

Y=o+ 0X1+ f2Xo+ B3X3 + BaXa+ F5X5 + €

Where:
Y = Individual investment decision behavior (dependent variables to be predicted)

o= The intercept (the value of Y when all predictors are zero)
B = Coefficient of the factors

X1, X2, X3, X4, Xs —Factors which affect the individual equity investment decision

(independent variables)

X1= Self-image/company image coincidence
Xo= Accounting information

Xs= Neutral information

X4= Advocate recomendation

Xs= Personal financial needs

€i= error factor
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3.10 Ethical Considerations

The protection of human subjects through the application of ethical principles is essential in
any research. In this study, informed consent was obtained by ensuring that participation was
voluntary, subjects fully understood the purpose of their involvement, and those consenting
were competent to do so (Arifin, 2018). The researcher prioritized confidentiality by
safeguarding the respondents' privacy and using their responses solely for academic purposes.
Respondents were not required to provide personal information, and all data were kept
securely under the researcher’s control. Furthermore, proper credit was given to all prior

research referenced in the study.
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CHAPTER FOUR

DATA PRESENTATION, ANALYSIS AND INTERPRETATION

4.1 Questionnaire Response Rate

The study successfully achieved its target sample size of 384 respondents, with the intended
quota controls fully met. The distribution of marital status within the sample aligns with the
required quota, with 54.1% of respondents being single or divorced, and 45.8% married.
Furthermore, the income level quotas were also fulfilled, with 43% of respondents earning
above $50,000 and 57% earning below this threshold. These results demonstrate that the
sample accurately represents the key subgroups of the target population, ensuring that the
findings reflect the distribution of both marital status and income categories.

4.2 Demographic Characteristics of the Respondents

The data provides a comprehensive overview of the sample population, revealing key
demographic and socio-economic characteristics. A higher proportion of males (57.8%) are
represented compared to females (42.2%). In terms of age, the largest group falls within the
40-49 years range (34.9%), followed by those aged 30-39 years (30.2%), while the smallest
group is individuals aged 50 years and above (12%). Regarding marital status, a significant
majority are single (53.1%), with married individuals making up 45.8% and a small portion
being divorced (1%). Educationally, most participants hold graduate degrees (77.9%),
followed by those with a diploma or bachelor’s degree (20.1%), while only a few have
primary or secondary education (2.1%). When it comes to monthly income, the highest
number of people earn between 20,000 and 50,000 (29.9%), followed by those earning below
20,000 (27.1%). Fewer individuals earn between 50,001 and 100,000 (25%) or above
100,000 (18%).

38| Page



Table 4.1. Demographic Profile of Respondents

I am an Ethiopian citizen and a shareholder 384 100
in a registered Ethiopian company (Yes)

Male 222 57.8
Female 162 42.2
18-29 years 88 22.9
30-39 years 116 30.2
40-49 years 134 34.9
50 years and above 46 12.0
Single 204 53.1
Married 176 45.8
Divorced 4 1.0
Primary or Secondary 8 2.1
Diploma or Bachelor's Degree 77 20.1
Graduate degree (Masters or PhD) 299 77.9
Other (please specify) 0 0.0
Below 20,000 104 27.1
20,000 - 50,000 115 29.9
50,001 - 100,000 96 25.0
Above 100,000 69 18.0

Source: Own survey, 2025

4.3 Measurement Model

Cronbach’s alpha (1951) is a measure of internal consistency reliability, assessing how well
items on a scale or test work together to measure the same construct. The value ranges from 0
to 1, with higher values indicating stronger reliability. Generally, alpha values are interpreted
as follows: > .9 (Excellent), > .8 (Good), > .7 (Acceptable), > .6 (Questionable), > .5 (Poor),
and < .5 (Unacceptable). Higher values indicate better consistency and reliability in the
scale’s measurement (Howard, 2021). The result obtained from SPSS rage between .707-

.924for each independent and dependent variable.
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Table 4.2. The Cronbach's Alpha Test Result from SPSS

o1

0.924

0.768
0.873
0.707
0.751
0.719

WD D D D D

4.4 Descriptive Analysis of Individual Equity Investment Decision using different Factors

This section presents a detailed analysis of the data collected for the study. It is divided into
five key sections, each corresponding to a specific construct. To better understand the factors
influencing invividuals equity investment decisions, participants were asked to rate their level
of agreement with various statements using a seven-point Likert scale. Additionally, a series
of questions were included to gauge the importance of each factor in shaping their investment
decisions.

4.4.1 Self-image/company-image coincidence Factor

The Self-image/Company-image coincidence factor reflects how closely an investor’s
personal image aligns with the image of the company they invest in. In the context of the
Ethiopian equity market, this dimension focuses on the perception and reputation of
companies, as it plays a significant role in shaping individual investor behavior. Investors are
more likely to be influenced by companies whose values and public image resonate with their

own self-concept and beliefs.

Table 4.3. Descriptive Statistics for Self-lmage/Company-Image Coincidence Factor

‘Company's status inits industry 384 646 0.896
‘Reputation of a company's shareholders 384 5.82 1.088
‘Company'sethics . 384 594 1.355
Foreign ownership of acompany 384 521 0.907

Source: Survey result, 2025
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The results from Table 4.3 reveal that Ethiopian equity investors place significant importance
on certain behavioral factors when making investment decisions. The most influential factor
is the company's status in its industry, with a high mean of 6.46, indicating that investors
prioritize companies with a strong position in their sector. This is followed by the ethical
standards of a company (mean = 5.94) and the reputation of its shareholders (mean = 5.82),
both of which play a moderate role in influencing investment choices. While these factors are
important, there is more variability in how individual investors perceive them, as reflected by
their higher standard deviations. Religious, ethnic, or political affiliations also hold moderate
importance (mean = 5.27), suggesting that some investors may consider these aspects, though
they are not as dominant in the decision-making process.

On the other hand, the foreign ownership of a company has the least impact on Ethiopian
equity investors, with a mean of 5.21. This suggests that while foreign ownership is a factor
in investment decisions, it does not hold as much weight compared to other factors like
industry status or company ethics. The relatively low standard deviation for foreign
ownership (0.907) indicates that most investors have a similar view on this factor. Overall,
the findings suggest that Ethiopian equity investors are more concerned with a company’s
industry standing and ethical conduct than with factors such as foreign ownership or political

affiliation, although these factors still play a role in shaping their investment preferences.

Ethnic and religious factors appear to have unexpectedly little influence on Ethiopian investor
behavior, a finding that contrasts with the study by Zewude (2019), which identified ethnicity
as a significant factor in investment decisions. This shift suggests that over time, factors like
ethnic affiliation may be losing relevance as investors increasingly prioritize considerations
such as financial performance, innovation, or reputation. In a country where 63.4% of the
population is Christian and 34.1% is Muslim (Crummey et al., 2025), religion surprisingly
plays a moderate role in investment choices. This aligns with the findings of Al-Tamimi
(2006) in the UAE, where only 23% of respondents regarded religion as the most important

factor in their investment decisions.

4.4.2 Accounting information Factor

The Accounting Information Factor refers to the financial data and reports provided by
companies, which are essential for guiding individual investors’ decisions. Key elements of
this factor include financial statements such as balance sheets and income statements, as well

as additional information like dividend payments and Marketability. Investors rely on
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accurate and transparent accounting information to assess the financial health and

performance of companies, ultimately influencing their investment choices.

Table 4.4. Descriptive Statistics for Accounting Information Factor

384 537 1.176
384  6.07 1.051
384  6.08 0.899
384  6.02 1.207
384  6.05 1.103

Source: Survey result, 2025

The results from Table 4.4 highlight the key financial and informational factors influencing
Ethiopian equity investors' decisions. Dividends paid by a company (mean = 6.08) stands out
as the most important factor for investors, emphasizing the significance of consistent returns
for decision-making. Following closely are the condition of a company’s financial statements
(mean = 6.07) and the marketability of a company's shares (mean = 6.05), which suggests
that Ethiopian investors place strong importance on a company’s financial health and its
liquidity in the market. The relatively low standard deviations for these factors (ranging from
0.899 to 1.051) indicate a strong consensus among investors on the importance of these

variables.

Additionally, the past performance of a company's shares (mean = 6.02) also plays a
significant role, reflecting that investors often look at historical performance to predict future
trends. Insider information (mean = 5.37), while still important, has the lowest mean score,
suggesting that it is a somewhat less decisive factor in comparison to financial stability,
dividends, and marketability. The higher standard deviation for insider information (1.176)
shows more variability in how investors perceive its importance. Overall, Ethiopian equity
investors prioritize a company’s profitability, financial condition, and share liquidity, with
past performance and insider information playing secondary roles in their investment

decisions.

A study made in Greece by Merikas et al., (2011) on experienced investors also found this
factor category displaying the highest significance. They analysed that experienced investors
rely and emphasize rational decision making criteria, assigning a high value to this particular
set of variables. Although the emergence of accounting information as a primary factor for
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Ethiopian investors when considering investments is a positive development, it requires due
diligence. Olubusola et al. (2024) reveal that the strategic manipulation of financial
statements to portray a more favourable image of a company's financial performance, with
the intent to deceive investors and stakeholders, has been a recurring ethical challenge. The
study made in Greece also found that the majority of factors considered significant fit the
conventional definition of wealth maximization, including projected company profits and the

state of financial accounts. This study is no exception.

Other factor that significantly affected Ethiopian investors' behavior include share
marketability. This is consistent with a study conducted in the UAE (Al-Tamimi, 2006),
which found it ranked 3rd. This finding could influence policies that companies need to adopt
in order to increase their stock marketability. Companies should frequently review the
relationship between the price and demand for their stocks. If the stock price is too high, it
may make it difficult to sell. One policy that companies can adopt to enhance marketability is
a stock split. Investopedia defines a stock split as a process in which a company divides its
stock into multiple shares, effectively lowering the price of each share without changing the
company’s market value. This can increase liquidity (the ability to trade the stock easily) and
trading volume. One practical example of how stock splits can impact investor sentiment is
when Nvidia announced a 10-for-1 stock split in 2024, with its share price at $949.50. After
the split, the price per share was reduced to $94.95, making the stock cheaper and more
affordable to a broader range of investors, particularly retail investors who might be deterred
by high share prices. Stock splits like this can significantly affect market perceptions. By
making shares more accessible, companies often spark increased enthusiasm among

investors, who may anticipate positive outcomes in the future (Osman, 2024).

Insider information (mean = 5.37, SD = 1.176) appears to have a significant influence on
investors, which raises concerns. This is troubling, as it suggests that certain investors may be
swayed by non-public, confidential information. It is important to emphasize that the use of
insider information is illegal and constitutes fraud. Such information should never be
regarded as a legitimate factor when making investment decisions. We should also note that
the relatively high standard deviation (1.176) indicates considerable variation in how
investors are influenced by insider information. This variability suggests that different

investors may interpret and act on such information in diverse ways.
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Insider trading—the buying or selling of a company's securities based on material, nonpublic
information—carries severe penalties, including fines, imprisonment, and other legal
consequences. This unethical practice undermines market fairness, erodes investor
confidence, and distorts the efficient allocation of resources by granting individuals with
privileged information unfair advantages (Ita, 2024). The Rulebook of the Ethiopian
Securities Exchange, 2024 explicitly states: "No Trading Member shall participate in any
insider dealing in relation to any securities traded on The Exchange or knowingly assist any

Trading Member or any other person to participate in such insider dealing."

Overall, the data indicates that investors prioritize tangible financial indicators such as

dividends, marketability, and past performance when making decisions.

4.4.3 Neutral information Factor

The Neutral Information Factor refers to external sources of information that influence
investors' decisions, but are not directly related to the companies themselves. This includes
government official statements, positive public word-of-mouth, and information from the
internet and media. These sources provide valuable context and insights that help investors
form opinions and perceptions about the market and investment opportunities.

Table 4.5. Descriptive Statistics for Neutral Information Factor

384  5.09 1.829

384 471 1.519
384  4.86 1.303
384 541 1.533
384 457 1.442

Source: Survey result, 2025

The data in the table reveal several external and informational factors that influence
Ethiopian equity investors' decisions. Among these factors, statements from government
officials about a company (mean = 5.41) are considered the most significant in this category,
though overall, they are regarded as moderately important by investors when making
investment choices. This is followed by high levels of government ownership in a company
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(mean = 5.09), suggesting that while government involvement is a factor, it is considered less
significant than government statements. The standard deviation for both these variables
(1.829 for government ownership and 1.533 for government statements) indicates a relatively
high level of variability in investor opinions, suggesting differing views on the importance of

government connections in investment decisions.

On the other hand, factors like information about a company obtained from the internet
(mean = 4.71), positive coverage of a company in the press (mean = 4.86), and positive
public word of mouth about a company (mean = 4.57) are all viewed as less significant by
Ethiopian equity investors. The means for these factors are lower, with positive public word
of mouth being the least influential, and the standard deviations (ranging from 1.303 to

1.519) suggest some variability in how investors perceive these sources of information.

The moderate impact of statements from government officials is alarming, as ignoring these
statements could lead investors to miss crucial information that may significantly affect their
investment decisions. Such statements from regulatory bodies, like the Central Bank,
Revenue Authority, and investigative agencies, often provide key insights into policy shifts,
economic outlooks, sectoral developments, and legal or enforcement actions that could
influence market conditions or the prospects of certain companies. However, caution is
needed, as government officials can sometimes be misleading, either intentionally or

unintentionally, which could steer investors toward poor or risky investments.

The low influence of positive public word of mouth, Internet information, and positive press
coverage suggests that investors are not easily swayed by unscrupulous media campaigns.
Recent high-profile cases, such as the arrest of a company's executives for fraudulent
marketing practices that misled shareholders into believing they were purchasing homes
rather than shares (Fortune, 2024), highlight the risks of misinformation. However, the results

of this study indicate that such practices may have less impact on investors in the future.

Overall, the data suggest that neutral sources of information, such as statements from
government officials, do have some influence on investor behavior. However, these factors

are secondary to more concrete financial and company-specific information.
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4.4.4 Advocate recommendations Factor

The Advocate Recommendations Factor refers to the influence of advice and
recommendations from trusted individuals or groups. This includes guidance from financial
advisors, as well as input from family, friends, and co-workers. Investors often rely on these
personal recommendations to inform their investment decisions, as they value the

perspectives of those they trust and consider their advice to be reliable and relevant.

Table 4.6. Descriptive Statistics for Advocate Recommendations Factor

384 4.12 1.481

384 5.22 1.170
384 4.79 1.268
384 4.87 1.194
384 4.38 1.181

Source: Survey result, 2025

Table 4.6 results suggest that various types of recommendations have a moderate influence
on Ethiopian equity investors, with some being more influential than others.
Recommendations from a financial advisor are the most influential in this category, with a
mean score of 5.22, indicating a relatively stronger impact on investors' decisions.
Recommendations from family (mean of 4.87) and friends or co-workers (mean of 4.79) also
have a moderate influence, showing that social and personal networks play an important role
in shaping investment behavior. Suggestions from majority shareholders, with a mean of
4.38, appear to have the least impact, indicating that this source is less influential. This may
reflect a sense of detachment, as investors might view majority shareholders as having
interests that are more aligned with their own financial goals rather than with the broader
investment community. This suggests that majority shareholders need to provide more than
just rhetoric; they must offer solid, evidence-based insights to gain the trust and attention of

investors, ensuring their recommendations are seen as credible and valuable.

On the other hand, broker recommendations, with an average rating of 4.12, have the lowest
influence, suggesting that investors may not place as much trust in these sources compared to
financial advisors or close personal connections. This could reflect a perception of brokers as
more transactional and less personal in their advice. While research (Di Maggio et al., 2019)
shows that relationships between brokers and investors play a role in information diffusion
within the share market, the relatively low influence of broker recommendations points to a
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potential gap in investor awareness. This lack of trust or attention could lead to missed
opportunities for valuable insights, ultimately resulting in suboptimal decision-making and

exposure to unforeseen risks.

Overall, the mean scores reflect that while these recommendation sources have a moderate to
low effect on investment decisions, there is variability in their influence. The standard
deviations show that the level of agreement among respondents varies moderately, with
recommendations from financial advisors having the least variation in influence. The result
suggests that while these factors do have some effect on investment behavior, they do not
dominate decision-making. Investors seem to rely on a mix of personal, social, and

professional advice, but none of the sources stand out as overwhelmingly influential.

Overall, the data suggests that individuals are most likely to be influenced by expert
recommendations, followed by advice from family and friends, while broker
recommendations have a lesser impact on their equity investment decisions.

4.45 Personal financial needs Factor

The Personal Financial Needs Factor encompasses the individual investor's specific financial
goals and circumstances that influence their investment decisions. This includes the need for
diversification, the level of risk the investor is willing to take, the relative unattractiveness of
alternative investments compared to shares, and the ease with which borrowed funds can be
obtained. These factors help investors determine how equity investments align with their

overall financial objectives and risk tolerance.

Table 4.7. Descriptive Statistics for Personal Financial Needs Factor

384  3.99 1.567

384 515 1.129
384 520 1.413
384 490 1.361
384  3.77 1.507

Source: Survey result, 2025

Table 4.7 reveals that the ease of obtaining borrowed funds (mean of 5.20) and the need for

diversification (mean of 5.15) emerge as the most influential factors of this cathegory,
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suggesting that investors place significant importance on the ability to leverage borrowed
funds and spread their investment risk. The desire to minimize risk (mean of 4.90) also plays
a moderate role, as investors seek to protect their capital while making investment decisions.
These factors suggest that Ethiopian investors are focused on managing risk and increasing
their potential returns by utilizing borrowed capital and diversifying their portfolios.

In contrast, factors related to local and international market conditions show a relatively
lower influence on investor behavior. The expected losses in other local investments (mean of
3.99) and expected losses in international financial markets (mean of 3.77) have the lowest
means, indicating that these concerns are not as significant for Ethiopian investors. The low
mean of expected losses in international financial markets, in particular, suggests a lack of
exposure to global markets and implies that Ethiopian investors may not consider
international market fluctuations when making investment decisions. The higher standard
deviations for these factors (1.567 and 1.507) reflect considerable variability in responses,
indicating some differing opinions, but overall, these factors have a moderate or low impact
on investment decisions. Therefore, while risk management and access to funds are crucial,
global market exposure and losses in other local investments seem to have a more moderate

or minimal influence on Ethiopian investors.

4.5 Correlation and regression alalysis

4.5.1 Correlation

The correlation coefficient is a statistical measure that quantifies the strength and direction of
a linear relationship between two variables, with values ranging from -1 to 1. A coefficient of
-1 indicates a perfect negative correlation, where one variable increases as the other
decreases, while a coefficient of 1 represents a perfect positive correlation, with both
variables moving in the same direction. A value of 0 implies no linear relationship between
the variables. The most commonly used correlation measure, known as the Pearson
correlation coefficient, assesses the strength and direction of this linear relationship
(Fernando, 2024; Kenton, 2024).

Pearson’s correlation coefficient is a statistical measure that evaluates both the strength and
direction of the relationship between two continuous variables. It is considered the most

effective method for assessing associations due to its reliance on covariance, as it reveals not
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only the magnitude of the correlation but also its direction. The degree of correlation can be
categorized into different ranges: a value near +1 indicates a perfect correlation, where an
increase (or decrease) in one variable corresponds directly to an increase (or decrease) in the
other. Values between +0.50 and £1 suggest a strong correlation, while values between +£0.30
and £0.49 indicate a moderate correlation. A weak correlation is suggested by values below
+0.29, and a value of zero implies no relationship at all (Statistics Solutions, 2025).

In this study, Pearson’s correlation coefficient is used to find out the relationship between
behavioural factors and individual equity investment decision. Table 4.8 exhibits the result of

the correlation analysis.

Table 4.8. Pearson Correlations Matrix

Pearson Correlation 1 .790" .382" 222" 535" 760"
Sig. (2-tailed) 000 .000  .000  .000 000
N 384 384 384 384 384 384
Pearson Correlation .790™ 1 4247 2457 6527 .821™
Sig. (2-tailed) .000 000  .000  .000 000
N 384 384 384 384 384 384
Pearson Correlation 3827 .424™ 1 5027 423" 579"
Sig. (2-tailed) 000  .000 000 .000 000
N 384 384 384 384 384 384
Pearson Correlation 2227 2457 502" 1 .3357 453"
Sig. (2-tailed) 000  .000  .000 000 000
N 384 384 384 384 384 384
Pearson Correlation 5357 6527 4237 3357 1 T4T
Sig. (2-tailed) 000  .000 .000  .000 .000
N 384 384 384 384 384 384
Pearson Correlation 7607 8217 579 453" 7477 1
Sig. (2-tailed) 000 .000 .000 .000  .000

N 384 384 384 384 384 384

Source: Survey result, 2025

The Pearson correlation analysis reveals significant relationships between the independent
variables (SICIC, Al, NI, AR, PFN) and the dependent variable (IEID). The strongest
predictor of IEID is Al (r = 0.821), showing a very strong positive correlation. This indicates
that as Al increases, IEID tends to increase as well, suggesting that Al is the most influential
independent variable in predicting IEID. SICIC follows closely behind as the second most
important predictor (r = 0.760), with a similarly strong positive correlation to IEID. This
relationship suggests that SICIC also plays a crucial role in determining IEID, although its
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influence is slightly weaker than Al. PFN (r = 0.747) also shows a strong positive correlation
with IEID, indicating that changes in PFN are closely associated with changes in IEID. In
contrast, NI (r = 0.579) and AR (r = 0.453) exhibit moderate positive correlations with IEID,
implying that while they do contribute to the prediction of IEID, their effect is less significant
than Al, SICIC, and PFN. All correlations are statistically significant (p < 0.01), confirming
that the observed relationships are not due to chance. Given the results, Al, SICIC, and PFN

are the primary predictors of IEID, while NI and AR are secondary predictors.

4.5.2 Testing Assumptions of Multiple Linear Regression

Linear regression relies on several key assumptions to produce reliable results. First, it
assumes a linear relationship between the independent and dependent variables, which can be
tested through scatter plots. It’s also important to check for outliers, as linear regression is
sensitive to their influence. Second, linear regression requires the variables to be multivariate
normal, which can be assessed using histograms, Q-Q plots, or goodness-of-fit tests such as
the Kolmogorov-Smirnov test. Lastly, the model assumes minimal or no multicollinearity
among the independent variables, meaning that the predictors should not be highly correlated
with one another. If multicollinearity is present, it can distort the model's results, making
interpretation difficult (Statistics Solutions, 2024).
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4.5.2.1 Test of Linearity

MNormal P-P Plot of Standardized Residual

Expected Cum Prob

0.0 T T T
0.0 0.2 0.4 0.6 0.8 1.0

Observed Cum Prob
Figure 4.1. Normal P-P Plot, Test of Linearity
Source: Survey result, 2025
The linearity assumption in multiple regression was assessed using scatter plots, and it was
found that there is a linear relationship between the independent and dependent variables.
Based on this linearity assessment, the residuals appear to be distributed around a mean of

zero, indicating no notable departure from the assumption of linearity.
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4.5.2.2 Test of Normality
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Figure 4.2. Histogram, Test of Normality
Source: Survey result, 2025

The distribution of scores on the dependent variable is expected to follow a normal
distribution, characterized by a symmetrical, bell-shaped curve. In such a distribution, the
majority of the scores are concentrated around the mean, with fewer scores occurring as they
move toward the extremes. Based on the histogram visualized for this research, the data
appears to be normally distributed, supporting the assumption that the distribution of scores

aligns with this expected pattern.
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4.5.2.3 Multicollinearity Test

A number of fundamental presumptions underpin multiple linear regression analysis in order
to guarantee the accuracy and dependability of its findings. The lack of multicollinearity, or
strong correlation between the independent variables, is one of the most crucial presumptions
(Statistics Solutions, 2025). A high degree of correlation between two or more independent
variables in the model is known as multicollinearity, and it can skew how the connection
between the predictors and the dependent variable is interpreted. It can be challenging to
precisely evaluate the individual contributions of each predictor to the model when

multicollinearity is present since it can produce skewed or misleading findings (Hayes, 2024).

Table 4.9. Multicollinearity Test Statistics

Tolerance VIF

S 2.681
.298 3.358
.639 1.565
127 1.376
.534 1.873

Source: Survey result, 2025

Generally, a VIF above 4 or tolerance below 0.25 indicates that multicollinearity might exist,
and further investigation is required. When VIF is higher than 10 or tolerance is lower than
0.1, there is significant multicollinearity that needs to be corrected (Team, 2024). In this
study, the VIF values did not exceed 4, and the Tolerance values remained above 0.25,

suggesting that multicollinearity is not a concern, and the assumption is not violated.

4.5.3 Multiple Regression Analysis

A statistical method known as multiple linear regression makes use of two or more
independent variables in order to forecast the result of a dependent variable. By using this
method, analysts can ascertain the model's variance as well as the proportional contributions
of each independent variable to the overall variance (Taylor, 2024). In this study, the
researcher aims to determine the extent to which individual equity investment decisions
depend on the independent variables: self-image/company-image coincidence, accounting

information, neutral information, advocate recommendations, and personal financial needs.
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To achieve this, the researcher employed multiple regression analysis models, as shown in
the table below."

Table 4.10. Multiple Regression Analysis of the Model Summary

- 912a 831 .829 37876

a. Predictors: (Constant), self-image/company-image coincidence, accounting
information, neutral information, advocate recommendations, and personal financial
needs

b. Dependent Variable: Individual equity investment decision (IEID)

Source: Survey result, 2025

This regression model is highly effective at predicting IEID, with a strong correlation
between the independent variables and the dependent variable (R = 0.912). The model
explains 83.1% of the variance in IEID (R Square = 0.831), which is quite impressive. After
adjusting for the number of predictors, the model still explains about 82.9% of the variance
(Adjusted R Square = 0.829), showing that the independent variables are meaningful
contributors to the model. The relatively low standard error (0.37876) indicates that the
model provides fairly accurate predictions of IEID, with only a small average deviation from
actual values. This regression model fits the data very well and provides reliable predictions
for IEID based on the independent variables used.

Table 4.11. ANOVA

_ Regression 267.401 5 53.48 372.783 .000°
_ Residual 54.229 378 0.143
_ Total 321.63 383

a. Dependent Variable: Individual Equity Investment Decision
b. Predictors: (Constant), Self-Image/Company-Image Coincidence, Accounting
Information, Neutral Information, Advocate Recommendations, And Personal
Financial Needs.
Source: Survey result, 2025

The ANOVA table shows that the regression model is highly statistically significant. The F-
statistic of 372.783 and the p-value of 0.000 indicate that the model explains a substantial
amount of the variance in the dependent variable (IEID). Specifically, the Regression Sum of
Squares (267.401) shows that a large proportion of the variation in IEID is explained by the
independent variables, while the Residual Sum of Squares (54.229) indicates that a smaller
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portion remains unexplained. The mean square values for both the regression and residual
components indicate that the model has a good fit, and the low residual error suggests
accurate predictions. Overall, the results of the ANOVA suggest that the regression model is
a good fit and provides reliable predictions of IEID, with the independent variables making a
significant contribution to explaining the variance in the dependent variable.

Table 4.12. Coefficients for Behavioral Factors On Individual Equity Investment

Decision

B Std. Beta Tolerance

Error
. (Constant) -538 .160 - .001
3.357
. sicic 293 .040 253 7.323 .000 373 2681
A 351 .040 341 8.806 .000 298  3.358
NI 129 .023 146 5.542 .000 639 1565
AR 150 .025 147 5919 .000 727 1.376
' PFN 265 .028 279 9.638 .000 534  1.873

Dependent Variable: IEID
Source: Survey result, 2025
The regression function for service quality dimensions and customer satisfaction can be

derived from the above table as follows:

Y =a+blX1+b2X2+b3X3+h4X4 +b5X5+e
Y=-0.538 + 0.293 (SICIC) + 0.351 (Al) +0.129 (NI) + 0.150 (AR) +0.265 (PFN).

Where: Y is Individual equity investment decision and X1, X2, X3, X4 and X5 are self-

image/company-image coincidence, accounting information, neutral information, advocate

recommendations, and personal financial needs.
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4.6 Test of the hypotheses

The following theories were investigated in order to address the researcher's hypothesis and,
in turn, the study's goal.

Hypothesis 0: There is no significant relationship between self-image/company image,
accounting information, neutral information, advocate recommendations, personal financial

needs, and individual equity investment decisions.

Hypothesis 1: Self-image/company image coincidence has a positive effect on individual

investment decision behaviour.

The analysis of the regression model supports Hypothesis 1, as the variable representing self-
image/company image coincidence (SICIC) has a positive and significant impact on
individual investment decision behavior. The unstandardized coefficient for SICIC is 0.293,
and the standardized coefficient (Beta) is 0.253, indicating a positive relationship.
Additionally, the p-value is 0.000, which is well below the 0.05 threshold, suggesting that
this relationship is statistically significant. The t-statistic of 7.323 further supports the
significance of this variable. Therefore, Hypothesis 1 is accepted, indicating that self-image

and company image coincidence positively influence investment decisions.

Hypothesis 2: Accounting information has a positive effect on individual investment

decision behavior.

Hypothesis 2 is also supported by the regression results, as accounting information (Al)
shows a significant positive effect on individual investment decision behavior. The
unstandardized coefficient for Al is 0.351, and the standardized Beta coefficient is 0.341,
demonstrating a positive relationship between accounting information and investment
decisions. The p-value of 0.000 indicates that this effect is statistically significant.
Furthermore, the t-statistic of 8.806 confirms the strength of the relationship. Given these
results, we accept Hypothesis 2, which suggests that accounting information plays a crucial

role in shaping investment decisions.
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Hypothesis 3: Neutral information has a positive effect on individual investment decision
behavior.

The results for Hypothesis 3 indicate a positive and statistically significant effect of neutral
information (NI) on individual investment decision behavior. The unstandardized coefficient
for NI is 0.129, with a standardized Beta of 0.146. The p-value of 0.000 confirms that this
relationship is significant, and the t-statistic of 5.542 further supports the conclusion that
neutral information has a meaningful influence on investment decisions. Therefore,
Hypothesis 3 is accepted, affirming that neutral information positively affects investment
behavior.

Hypothesis 4: Advocate recommendations have a positive effect on individual investment

decision behavior.

Hypothesis 4 is supported by the regression analysis, which shows that advocate
recommendations (AR) have a positive and significant effect on individual investment
decision behavior. The unstandardized coefficient for AR is 0.150, with a standardized Beta
of 0.147. The p-value of 0.000 indicates statistical significance, and the t-statistic of 5.919
confirms the strength of this positive relationship. As the results clearly show a significant
positive impact, we accept Hypothesis 4, indicating that advocate recommendations influence

investment decision behavior.

Hypothesis 5: Personal financial needs have a positive effect on individual investment

decision behavior.

The regression results provide strong evidence for Hypothesis 5, as personal financial needs
(PFN) have a significant positive effect on individual investment decision behavior. The
unstandardized coefficient for PFN is 0.265, with a standardized Beta of 0.279, reflecting a
positive relationship. The p-value of 0.000 confirms that this effect is statistically significant,
and the t-statistic of 9.638 indicates the robustness of the relationship. Thus, Hypothesis 5 is
accepted, suggesting that personal financial needs significantly influence investment

decisions.
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CHAPTER FIVE

SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATION
5.1 Summary of the Findings

The study highlights the key factors influencing Ethiopian equity investors' decision-making,
revealing both behavioral and financial drivers that shape their investment preferences.

Behavioral Factors: Ethiopian investors place considerable importance on a company's
industry status, with a mean score of 6.46, indicating that a company’s position within its
sector is the most influential factor in their investment decisions. Ethical standards and the
reputation of shareholders follow closely, with means of 5.94 and 5.82, respectively.
Religious, ethnic, and political affiliations also play a moderate role, particularly religion,
which is somewhat surprisingly deemed less significant despite Ethiopia's religious
composition (63.4% Christian and 34.1% Muslim). In contrast, the influence of foreign
ownership is relatively low (mean = 5.21), suggesting that Ethiopian investors are more
concerned with a company's local standing and ethical behavior than with its foreign

ownership status.

Financial and Informational Factors: Investors in Ethiopia prioritize financial indicators, with
dividends (mean = 6.08), the financial condition of companies (mean = 6.07), and share
marketability (mean = 6.05) ranking highest. The low standard deviations for these factors
indicate a strong consensus among investors, highlighting the importance of stable returns,
company health, and liquidity. Past performance (mean = 6.02) also plays a significant role,
while insider information (mean = 5.37) is regarded as less decisive but still noteworthy.
However, the relatively high standard deviation for insider information suggests varied views
among investors, raising concerns about the potential influence of non-public data, which is

illegal and unethical.
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External and Informational Factors: The study shows that statements from government
officials (mean = 5.41) have moderate significance, reflecting the influence of government
communications on investment decisions. Government ownership in companies (mean =
5.09) holds some weight but is considered less significant. However, factors such as
information from the press, internet, or public word of mouth (means between 4.57 and 4.86)
have a relatively low impact, suggesting that Ethiopian investors are cautious about media-
driven investment narratives and are more focused on verified financial and company-

specific data.

Recommendation Sources: The findings indicate that financial advisors are the most
influential source of recommendations, with a mean score of 5.22. Family and friends also
play a role, with means of 4.87 and 4.79, respectively. However, majority shareholder
recommendations (mean = 4.38) and broker recommendations (mean = 4.12) have less
influence, with the latter reflecting a general lack of trust in the more transactional advice
brokers provide. This indicates a preference for more personalized and expert-driven

guidance.

Risk Management and Borrowing: The ability to obtain borrowed funds (mean = 5.20) and
the need for portfolio diversification (mean = 5.15) emerge as critical factors for Ethiopian
investors, pointing to a focus on maximizing returns while managing risk. However, concerns
about expected losses in both local (mean = 3.99) and international markets (mean = 3.77) are
less influential, suggesting that Ethiopian investors are less concerned with global market
conditions and external losses when making investment decisions. The high standard
deviations for these global concerns show considerable variability in investor perspectives

but overall, they have minimal impact on investment decisions.

Overall, Ethiopian equity investors place the highest importance on tangible financial factors
such as dividends, financial health, and marketability. Behavioral considerations, while
relevant, are secondary to financial performance, with ethical standards and industry
reputation standing out. The study further emphasizes that while government statements and
personal recommendations do influence decision-making, investors remain primarily focused
on core financial metrics and risk management strategies. Furthermore, the relatively low
influence of global market conditions suggests that Ethiopian investors remain more focused

on local financial dynamics, with limited concern for international economic fluctuations.
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5.2 Conclusion

The findings reveal that accounting information emerges as the most significant factor for
Ethiopia individual equity investors indicationg rational decision-making criteria in
investment decisions. the result is consistent with a study made in Greece on experienced
shareholders by (Merikas et al., 2011). However, this reliance calls for heightened vigilance
against the potential manipulation of financial statements, as noted by Olubusola et al.
(2024).

The marketability of a company's shares ranked high among the factors influencing Ethiopian
equity investors' decisions. This finding aligns with a study conducted in the UAE, where
marketability ranked third as a decisive factor. The UAE study also emphasized the
relationship between stock price and demand, suggesting that excessively high stock prices
could hinder marketability by making shares more difficult to sell (Al-Tamimi, 2006).
Similarly, in Ethiopia, the quoted share prices are often higher than the income capacity of

most citizens, further impacting marketability (Aksion.com, 2024).

The findings of this study align with prior research conducted in Greece by Merikas et al.
(2011), emphasizing that traditional wealth maximization criteria remain pivotal in
investment decision-making. In the Ethiopian context, past performance of a company's
shares, dividends paid by a company, expected corporate earnings, and the condition of a
company's financial statements ranked among the top factors influencing shareholders'
decisions. This consistency highlights the universal importance of fundamental financial
indicators across different markets while also underlining the relevance of contextual factors

in shaping investor priorities.

Ethnic, political, and religious affiliations have emerged as moderately influential factors in
investment decisions. This marks a notable shift from Zewude's (2019) findings, which
identified ethnicity as a significant determinant in customers' choice to invest in shares of
specific financial services. The change highlights a transition toward more pragmatic,
performance-driven investment considerations, reflecting a maturing investor mindset that
values financial metrics and innovation over traditional or subjective criteria. However, the
relatively low impact of government official statements may leave investors vulnerable to

unforeseen risks, highlighting the need for greater awareness of regulatory developments.
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The perceived significance of insider knowledge is one alarming finding. It is important to
stress that insider trading is fraud and should never be regarded as a valid investment
component, even when this illustrates its impact on some investors. "No Trading Member
shall participate in any insider dealing in relation to any securities traded on The Exchange or
knowingly assist any Trading Member or any other person to participate in such insider
dealing," the Ethiopian Securities Exchange's 2024 Rulebook makes clear.

The results of this study also reveal that factors such as positive public word-of-mouth,
information about a company obtained from the internet, and positive coverage of a company
in the press rank relatively low in importance for investors. This suggests that investors are
less susceptible to the influence of media campaigns or misleading narratives, and instead
rely more on fundamental financial indicators and objective analyses to guide their

investment decisions.

5.3 Recommendations

Ethiopian investors' primary reliance on accounting information as a key criterion for
investment decisions reflects a rational approach and aligns with the practices of experienced
investors globally. However, this reliance necessitates caution, as the potential manipulation
of financial statements can mislead even the most discerning investors. To address this,
regulatory authorities and companies should ensure the accuracy and transparency of
financial reporting through stringent auditing standards, enhanced corporate governance, and
robust oversight mechanisms. Additionally, educating investors to critically analyse financial

data can help mitigate the risks of relying on manipulated information.

The role of share marketability highlights the need for corporate strategies that enhance stock
liquidity and accessibility. In a country where the per capita income is low, at $1,272 (World
Bank, 2025), it is difficult to engage in equity investment if stock prices are high. Policies
like stock splits have been shown to improve market perceptions, attract retail investors, and
boost trading activity, as evidenced by Nvidia's 2024 stock split (Osman, 2024). Companies
in Ethiopia can leverage such practices to strengthen their appeal and competitiveness in the

equity market.

Similar to experienced investors in Greece (Merikas et al., 2011), Ethiopian equity investors

are primarily driven by classical wealth maximization criteria when making investment
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decisions. However, the growing importance of ethics in investing cannot be ignored.
Camilleri (2021) observed that the rise of responsible investing has brought more scrutiny to
businesses' environmental, social, and governance (ESG) behaviors, with socially responsible
investors increasingly analyzing non-financial performance. Consistent with this global trend,
this study found that Ethiopian equity investors also consider a company's ethical practices.
Individual investors in Ethiopia should continue to consider incorporating ethical and ESG
factors more into their decision-making processes to align with global investment trends and

support long-term sustainable growth.

The refusal of Ethiopian investors to be overly influenced by ethnic, religious, or political
affiliations sends a powerful message to companies that rely on ethnic branding or align
themselves with religious and political bases, urging them to reconsider their strategies.
Companies should shift their focus toward inclusivity and neutrality, emphasizing shared
values that resonate with diverse audiences. Investing in quality, innovation, and ethical
practices can help build trust and appeal to a broader market, ensuring long-term success.
However, Ethiopian investors' disregard for government officials’ statements may cause them
to overlook crucial rules and guidelines. It is essential for investors to distinguish between
political discourse and government regulations, as the latter has a direct impact on business
operations and compliance. Staying informed about regulatory updates ensures that

businesses operate within the legal framework and avoid unnecessary risks or penalties.

Investors must be educated on the ethical, legal, and financial risks associated with relying on
insider information. Companies, regulatory bodies, and financial institutions should
collaborate to provide targeted awareness campaigns, workshops, and training programs that
emphasize the consequences of insider trading, including fines, imprisonment, and
reputational damage. These initiatives should also highlight how insider trading undermines
market integrity, erodes investor confidence, and distorts fair competition. Promoting a
culture of ethical decision-making and compliance will strengthen market transparency and

contribute to a more robust and equitable financial system.

Low ranking of word-of-mouth, online info, and media coverage in investor decisions
underscores the importance of credible, verifiable information. Companies should prioritize
building trust through transparency and ethical practices, rather than relying on media
campaigns or public relations strategies. Strengthening corporate governance and providing

accurate disclosures will foster investor confidence and reduce the impact of misinformation.
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5.4 Implications for Future Research
The findings and limitations of this research point to opportunities for future studies.

This study focused exclusively on active Ethiopian equity investors, excluding citizens who
are currently not engaged in share investments. Future research could benefit from including
non-investors to explore the factors that influence their decisions to begin equity investment.
Understanding these determinants will be valuable as they may enter the market in the future,
potentially broadening the investor base and altering market dynamics.

The study also highlighted a gap in the use of critical information sources, such as
government official statements and broker recommendations, among active investors. Further
qualitative research, including in-depth interviews or focus group discussions, could provide
a more nuanced understanding of why these sources are overlooked. This could help
policymakers and brokers tailor their communication strategies to enhance their credibility
and impact.

The establishment of the Ethiopian Securities Exchange is likely to play a transformative role
in fostering trust and influencing investment decisions. However, as this development
coincided with the conclusion of the current study, its effects could not be examined. Future
research should investigate how the establishment of the exchange impacts investor
confidence and decision-making processes. Findings from the UAE study by Al-Tamimi
(2006), which ranked the creation of organized financial markets as a significant factor
influencing investment decisions, highlight the potential relevance of this factor in Ethiopia.
Comparative studies between Ethiopia and other emerging markets with recently established
financial exchanges could provide valuable insights into the broader implications of

organized financial markets on equity investment behavior.

Accounting information has been found to significantly influence investor behavior.
However, since the participants in this study are at least diploma holders, it would be
valuable to gather responses from individuals with lower educational levels to assess the
extent to which they rely on such information. A further study incorporating illiterate

individuals could offer a more comprehensive understanding of this issue.

By addressing these areas, future research can contribute to a more comprehensive
understanding of the factors shaping equity investment decisions in Ethiopia, particularly as

the equity market continues to evolve.

63| Page



64|Page



REFERENCES

Abideen, Z. U., Ahmed, Z., Qiu, H., & Zhao, Y. (2023). Do Behavioral Biases Affect
Investors’ Investment Decision Making? Evidence from the Pakistani Equity Market.
Risks, 11(6), 109. https://doi.org/10.3390/risks11060109

Abul, S. J. (2019). Factors influencing Individual Investor Behaviour: Evidence from the
Kuwait Stock Exchange. Asian Social Science, 15(3), 27.
https://doi.org/10.5539/ass.v15n3p27

Ackerman, R., Bernstein, D. M., & Kumar, R. (2020). Metacognitive hindsight bias. Memory
& Cognition, 48(5), 731-744. https://doi.org/10.3758/s13421-020-01012-w

Adhikari, P. L. (2020). Factors influencing investment decisions of individual investors at
Nepal stock exchange. Management Dynamics, 23(1), 183-198.
https://doi.org/10.3126/md.v23i1.35578

Agegn, A. (2021). Behavioral factors influencing individual investment decision in amhara
region of ethiopia. Retrieved April 25, 2024, from
https://www.abacademies.org/articles/-1528-2635-25-5-378.pdf

Ahmed, Z., Noreen, U., Ramakrishnan, S. A., & Abdullah, D. F. B. (2021). What explains the
investment decision-making behaviour The role of financial literacy and financial risk
tolerance. Afro-Asian Journal of Finance and Accounting, 11(1), 1.
https://doi.org/10.1504/aajfa.2021.111814

Aksion.com. (2024). Aksion News. Retrieved January 18, 2025, from https://aksion.et/

Allahham, M., & Ahmad, A. Y. B. (2024). Al-induced anxiety in the assessment of factors
influencing the adoption of mobile payment services in supply chain firms: A mental
accounting perspective. International Journal of Data and Network Science, 8(1),
505-514. https://doi.org/10.5267/j.ijdns.2023.9.006

Almansour, B. Y., Elkrghli, S., & Almansour, A. Y. (2023). Behavioral finance factors and
investment decisions: A mediating role of risk perception. Cogent Economics &
Finance, 11(2). https://doi.org/10.1080/23322039.2023.2239032

Al-Tamimi, H. a. H. (2006). Factors influencing individual investor behavior: an empirical
study of the UAE financial markets. Retrieved April 25, 2024, from
https://www.researchgate.net/publication/257936341

Arifin, S. R. M. (2018). Ethical considerations in qualitative study. International journal of
care scholars, 1(2), 30-33.

A|Page


https://doi.org/10.3390/risks11060109
https://doi.org/10.5539/ass.v15n3p27
https://doi.org/10.3758/s13421-020-01012-w
https://doi.org/10.3126/md.v23i1.35578
https://www.abacademies.org/articles/-1528-2635-25-5-378.pdf
https://doi.org/10.1504/aajfa.2021.111814
https://aksion.et/
https://doi.org/10.5267/j.ijdns.2023.9.006
https://doi.org/10.1080/23322039.2023.2239032
https://www.researchgate.net/publication/257936341

Arianti, B. F. (2018). THE INFLUENCE OF FINANCIAL LITERACY, FINANCIAL
BEHAVIOR AND INCOME ON INVESTMENT DECISION. EAJ (Economics and
Accounting Journal), 1(1), 1-10. https://doi.org/10.32493/eaj.v1il1.y2018.p1-10

Arun Kumar, A., & Babu, M. (2018). EFFECT OF LOSS AVERSION BIAS ON
INVESTMENT DECISION: A STUDY. JETIR.
https://www.researchgate.net/publication/335491187

Baker, M., & Wurgler, J. (2006). Investor sentiment and the cross-section of stock returns.
The journal of Finance, 61(4), 1645-1680.

Bagade, R. M. (2019). Behavioral finance biases and their impact on investment strategies
and decisions of individual investors in India.
https://esource.dbs.ie/handle/10788/3958

Barber, B. M., & Odean, T. (2007). All That Glitters: The Effect of Attention and News on
the Buying Behavior of Individual and Institutional Investors. Review of Financial
Studies, 21(2), 785-818. https://doi.org/10.1093/rfs/hhm079

Barber, B. M., & Odean, T. (2011). The Behavior of Individual Investors. SSRN Electronic
Journal. https://doi.org/10.2139/ssrn.1872211

Barberis, N., & Thaler, R. H. (2002). A Survey of Behavioral Finance. SSRN Electronic
Journal. https://doi.org/10.2139/ssrn.327880

Belhoula, M., & Naoui, K. (2011). Herding and Positive Feedback Trading in American
Stock Market: A Two Co-directional Behavior of Investors. International Journal of
Business and Management, 6(9). https://doi.org/10.5539/ijom.v6n9p244

Bikas, E., Jurevi¢iene, D., Dubinskas, P., & Novickyté, L. (2013). Behavioural Finance: The
Emergence and Development Trends. Procedia: Social & Behavioral Sciences, 82,
870-876. https://doi.org/10.1016/j.sbspro.2013.06.363

Birhanie, N. (2015). Assessment of Individual Investors’ Preference to Invest on the Shares
of Ethiopian Insurance Share Companies; After IPO.
https://etd.aau.edu.et/items/f6fch2d9-aea7-48e7-b0c8-3e646cc23a23

BlackRock. (2024). What are equity investments? | BlackRock. BlackRock. Retrieved June
26, 2024, from https://www.blackrock.com/us/individual/education/equities

Bonna, A., & Amoah, R. a. M. (2020). Influence of Culture on Investment Decisions: A
Cross-Sectional Study of Ghanaian Population. Journal of Economics and Behavioral
Studies, 11(6(J)), 38-51. https://doi.org/10.22610/jebs.v11i6(j).2955

B|Page


https://doi.org/10.32493/eaj.v1i1.y2018.p1-10
https://www.researchgate.net/publication/335491187
https://esource.dbs.ie/handle/10788/3958
https://doi.org/10.1093/rfs/hhm079
https://doi.org/10.2139/ssrn.1872211
https://doi.org/10.2139/ssrn.327880
https://doi.org/10.5539/ijbm.v6n9p244
https://doi.org/10.1016/j.sbspro.2013.06.363
https://etd.aau.edu.et/items/f6fcb2d9-aea7-48e7-b0c8-3e646cc23a23
https://www.blackrock.com/us/individual/education/equities
https://doi.org/10.22610/jebs.v11i6(j).2955

Bourezk, H., Acha, N., & Barka, H. (2020, March 5). Factors Influencing Moroccan
Individual Investor Behavior: Survey Evidence. www.ijbtsr.org.
https://doi.org/10.5281/zen0do.3697708

Braggion, F., Von Meyerinck, F., & Schaub, N. (2021). Inflation and Investors’ Behavior:
Evidence from the German Hyperinflation. SSRN Electronic Journal.
https://doi.org/10.2139/ssrn.3802488

Breuer, W., Riesener, M., & Salzmann, A. J. (2011). Risk Aversion vs. Individualism: What
Drives Risk Taking in Household Finance? SSRN Electronic Journal.
https://doi.org/10.2139/ssrn.1956777

Burgos, J. a. M., Kittler, M., & Walsh, M. (2020). Bounded rationality, capital budgeting
decisions and small business. Qualitative Research in Accounting & Management,
17(2), 293-318. https://doi.org/10.1108/qram-01-2019-0020

Bursztyn, L., Ederer, F., Ferman, B., & Yuchtman, N. (2014). Understanding Mechanisms
Underlying Peer Effects: Evidence From a Field Experiment on Financial Decisions.
Econometrica, 82(4), 1273-1301. https://doi.org/10.3982/ecta11991

Cain, D. M., Moore, D. A., & Haran, U. (2015). Making sense of overconfidence in market
entry. Strategic Management Journal, 36(1), 1-18.

Camilleri, M. A. (2021). The market for socially responsible investing: A review of the
developments. Social Responsibility Journal, 17(3), 412-428.

Capital Newspaper. (2024). New Ethiopian Directive Opens Doors for Foreign Investors:
Impact on Local Companies and Consumers. Retrieved May 17, 2024, from
https://www.capitalethiopia.com/2024/04/30/new-ethiopian-directive-opens-doors-
for-foreign-investors-impact-on-local-companies-and-consumers/

Chandra, A., & Kumar, R. (2012). Factors Influencing Indian Individual Investor Behaviour:
Survey Evidence. SSRN Electronic Journal. https://doi.org/10.2139/ssrn.2029642

Chaubey, D., & Raj, S. M. A. (2024). A Study on Behavioural Finance. 7(05), 10191-10201.
https://doi.org/10.15680/ijmrset.2024.0705099

Chaudhary, A. K. (2013). IMPACT OF BEHAVIORAL FINANCE IN INVESTMENT
DECISIONS AND STRATEGIES - A FRESH APPROACH. International Journal of
Management Research and Business Strategy.
http://www.ijmrbs.com/ijmrbsadmin/upload/IIMRBS_515da57b9bc40.pdf

Chen, G. M., Kim, K. A., Nofsinger, J. R., & Rui, O. M. (2007). Trading Performance,
Disposition Effect, Overconfidence, Representativeness Bias, and Experience of

ClPage


https://doi.org/10.5281/zenodo.3697708
https://doi.org/10.2139/ssrn.3802488
https://doi.org/10.2139/ssrn.1956777
https://doi.org/10.3982/ecta11991
https://www.capitalethiopia.com/2024/04/30/new-ethiopian-directive-opens-doors-for-foreign-investors-impact-on-local-companies-and-consumers/
https://www.capitalethiopia.com/2024/04/30/new-ethiopian-directive-opens-doors-for-foreign-investors-impact-on-local-companies-and-consumers/
https://doi.org/10.2139/ssrn.2029642
https://doi.org/10.15680/ijmrset.2024.0705099
http://www.ijmrbs.com/ijmrbsadmin/upload/IJMRBS_515da57b9bc40.pdf

Emerging Market Investors. SSRN Electronic Journal.
https://doi.org/10.2139/ssrn.957504

Chen, J. (2020). Equity Market: What It Is, How It Works, Types, and Examples.
Investopedia. Retrieved June 26, 2024, from
https://www.investopedia.com/terms/e/equitymarket.asp

Choi, K. H., Kang, S. H., & Yoon, S. M. (2021). Herding behaviour in Korea’s
cryptocurrency market. Applied Economics, 54(24), 2795-2809.
https://doi.org/10.1080/00036846.2021.1998335

Chronopoulos, M., De Reyck, B., & Siddiqui, A. (2011). Optimal investment under
operational flexibility, risk aversion, and uncertainty. European Journal of Operational
Research, 213(1), 221-237. https://doi.org/10.1016/j.ejor.2011.03.007

Cohen, G., & Kudryavtsev, A. (2012). Investor Rationality and Financial Decisions. Journal
of Behavioral Finance, 13(1), 11-16. https://doi.org/10.1080/15427560.2012.653020

Compen, B., Pitthan, F., Schelfhout, W., & De Witte, K. (2022). How to elicit and cease
herding behaviour? On the effectiveness of a warning message as a debiasing decision
support system. Decision Support Systems, 152, 113652.
https://doi.org/10.1016/j.dss.2021.113652

Cook, E. P. (2015). Behavior Is Contextual. Understanding People in Context, 37-66.
https://doi.org/10.1002/9781119222743.ch3

Crummey, D. E., Mehretu, A., & Marcus, H. G. (2025, January 16). Ethiopia | People, flag,
Religion, Language, capital, Map, Population, war, & Facts. Encyclopedia Britannica.
Retrieved January 16, 2025, from
https://www.britannica.com/place/Ethiopia/Religion

Dadashi, M., Pakmaram, A., Rezaei, N., & Abdi, R. (2023). Providing a behavioral model of
mental accounting decision-making based on psychological components through data
theory and meta-composition. International Journal of Nonlinear Analysis and
Applications (IJNAA). https://doi.org/10.22075/1JINAA.2022.26189.3258

De Bondt, W., Muradoglu, G., Shefrin, H., & Staikouras, S. K. (2008). Behavioral Finance:
Quo Vadis? Journal of Applied Finance, 18(2), 7.
http://cassknowledge.co.uk/sites/default/files/article-
attachments/364~~gulnurmuradoglu_behavioural_finance.pdf

Di Maggio, M., Franzoni, F., Kermani, A., & Sommavilla, C. (2019). The relevance of broker
networks for information diffusion in the stock market. Journal of Financial
Economics, 134(2), 419-446. https://doi.org/10.1016/j.jfineco.2019.04.002

D|Page


https://doi.org/10.2139/ssrn.957504
https://www.investopedia.com/terms/e/equitymarket.asp
https://doi.org/10.1080/00036846.2021.1998335
https://doi.org/10.1016/j.ejor.2011.03.007
https://doi.org/10.1080/15427560.2012.653020
https://doi.org/10.1016/j.dss.2021.113652
https://doi.org/10.1002/9781119222743.ch3
https://www.britannica.com/place/Ethiopia/Religion
https://doi.org/10.22075/IJNAA.2022.26189.3258
http://cassknowledge.co.uk/sites/default/files/article-attachments/364~~gulnurmuradoglu_behavioural_finance.pdf
http://cassknowledge.co.uk/sites/default/files/article-attachments/364~~gulnurmuradoglu_behavioural_finance.pdf
https://doi.org/10.1016/j.jfineco.2019.04.002

Din, S. M. U., Mehmood, S. K., Shahzad, A., Ahmad, I., Davidyants, A., & Abu-Rumman,
A. (2021). The Impact of Behavioral Biases on Herding Behavior of Investors in
Islamic Financial Products. Frontiers in Psychology, 11.
https://doi.org/10.3389/fpsyq.2020.600570

Endale, A. (2022). A Peck at Foreign Banks’ Appetite in Ethiopia. The Reporter Ethiopia.
Retrieved April 25, 2024, from
https://www.thereporterethiopia.com/28121/#google_vignette

Endris, H. (2024). Effects of Financial Literacy on Saving Behaviour of Small Scale
Enterprises in Dessie,Ethiopia. A, 1.

Estifo, Z. G., Fan, L., & Faraz, N. A. (2019). Effect of employee oriented human resource
management practices on counterproductive work behaviors. International Journal of

Innovation and Economic Development, 5(1), 23-41.

ESX. (2025). Retrieved January 17, 2025, from https://esxethiopia.com/

ESX. (2024). Rulebook of the Ethiopian Securities Exchange, 2024.
https://esxethiopia.com/static/images/rule/file-2024-04-05T07-39-22.112Z-
317031898ESXRulebookDraftApril52024.pdf

Ferede, M. M. (2019). Multi-stakeholder collaboration for sustainable tourism development:
An investigation of stakeholder collaboration and perception of sustainable tourism in
Ethiopia.

Fernando, J. (2024). The correlation Coefficient: what it is and what it tells investors.
Investopedia. Retrieved January 5, 2025, from
https://www.investopedia.com/terms/c/correlationcoefficient.asp

Field, A. P. (2014). Discovering statistics using IBM SPSS statistics. And sex and drugs and
Rock’n’Roll. Pflege, 27(6), 430. https://doi.org/10.1024/1012-5302/a000397

Figueira, F., & Martill, B. (2020). Bounded rationality and the Brexit negotiations: why
Britain failed to understand the EU. Journal of European Public Policy, 28(12), 1871
1889. https://doi.org/10.1080/13501763.2020.1810103

Fischhoff, B., & Beyth, R. (1975). | knew it would happen: Remembered probabilities of
once—future things. Organizational Behavior and Human Performance, 13(1), 1-16.

Flores, N., & Montaro, E. (2023). Factors of Investment Decision Practices among Certified
Public Accountants in Davao del Norte. Zenodo (CERN European Organization for
Nuclear Research). https://doi.org/10.5281/zenodo.7669889

E|Page


https://doi.org/10.3389/fpsyg.2020.600570
https://www.thereporterethiopia.com/28121/#google_vignette
https://esxethiopia.com/
https://esxethiopia.com/static/images/rule/file-2024-04-05T07-39-22.112Z-317031898ESXRulebookDraftApril52024.pdf
https://esxethiopia.com/static/images/rule/file-2024-04-05T07-39-22.112Z-317031898ESXRulebookDraftApril52024.pdf
https://www.investopedia.com/terms/c/correlationcoefficient.asp
https://doi.org/10.1080/13501763.2020.1810103
https://doi.org/10.5281/zenodo.7669889

Fortune. (2024). Purpose Black’s High-Rise ambitions hit hard ground following executives’
arrests. Retrieved January 18, 2025, from https://addisfortune.news/purpose-blacks-
high-rise-ambitions-hit-hard-ground-following-executives-arrests/

Ganguly, K., Mishra, A. K., & Parikh, B. (2023). Do Political connections influence
investment decisions? Evidence from India. Finance Research Letters, 52, 103385.
https://doi.org/10.1016/j.fr].2022.103385

Ghuman, P. (2024, January 19). How Psychological Biases Can Impact Investment
Decisions. Forbes. https://www.forbes.com/sites/princeghuman/2024/01/18/how-
psychological-biases-can-impact-investment-decisions/

Godefroid, M. E., Borghoff, V., Plattfaut, R., & Niehaves, B. (2024). Teleworking
antecedents: an exploration into availability bias as an impediment. Information
Systems and e-Business Management. https://doi.org/10.1007/s10257-023-00652-0

Golzar, J., Noor, S., Tajik, O., & Herat University. (2022). Convenience Sampling:
Definition, Benefits, and Drawbacks. In International Journal of Education &
Language Studies (Vol. 1, Issue 2, pp. 72-74).
https://www.ijels.net/article_162981 06fc448b8914d42316b8d44829¢88188.pdf

Guiso, L., Sapienza, P., & Zingales, L. (2006). Does Culture Affect Economic Outcomes?
SSRN Electronic Journal. https://doi.org/10.2139/ssrn.876601

Hahnel, U. J. J., Chatelain, G., Conte, B., Piana, V., & Brosch, T. (2020). Mental accounting
mechanisms in energy decision-making and behaviour. Nature Energy, 5(12), 952—
958. https://doi.org/10.1038/s41560-020-00704-6

Hair Jr, J. F., Sarstedt, M., Hopkins, L., & Kuppelwieser, V. G. (2014). Partial least squares
structural equation modeling (PLS-SEM): An emerging tool in business research.
European business review, 26(2), 106-121.

Hassan, M. A. (2014, May 26). Research Population. louniversity.
https://www.academia.edu/5563491/Research_Population

Hayes, A. (2023). Behavioral Finance: Biases, Emotions and Financial Behavior.
Investopedia. Retrieved June 20, 2024, from
https://www.investopedia.com/terms/b/behavioralfinance.asp

Hayes, A. (2024). Multicollinearity: Meaning, examples, and FAQs. Investopedia. Retrieved
January 5, 2025, from https://www.investopedia.com/terms/m/multicollinearity.asp

Hirshleifer, D. (2015). Behavioral Finance. Annual Review of Financial Economics, 7(1),
133-159. https://doi.org/10.1146/annurev-financial-092214-043752

F|Page


https://addisfortune.news/purpose-blacks-high-rise-ambitions-hit-hard-ground-following-executives-arrests/
https://addisfortune.news/purpose-blacks-high-rise-ambitions-hit-hard-ground-following-executives-arrests/
https://doi.org/10.1016/j.frl.2022.103385
https://www.forbes.com/sites/princeghuman/2024/01/18/how-psychological-biases-can-impact-investment-decisions/
https://www.forbes.com/sites/princeghuman/2024/01/18/how-psychological-biases-can-impact-investment-decisions/
https://doi.org/10.1007/s10257-023-00652-0
https://www.ijels.net/article_162981_06fc448b8914d42316b8d44829c88188.pdf
https://doi.org/10.1038/s41560-020-00704-6
https://www.academia.edu/5563491/Research_Population
https://www.investopedia.com/terms/b/behavioralfinance.asp
https://www.investopedia.com/terms/m/multicollinearity.asp
https://doi.org/10.1146/annurev-financial-092214-043752

Hjeij, M., & Vilks, A. (2023). A brief history of heuristics: how did research on heuristics
evolve? Humanities & Social Sciences Communications, 10(1).
https://doi.org/10.1057/s41599-023-01542-7

Hodgkinson, G. P., Burkhard, B., Foss, N. J., Grichnik, D., Sarala, R. M., Tang, Y., & Van
Essen, M. (2023). The Heuristics and Biases of Top Managers: Past, Present, and
Future. Journal of Management Studies, 60(5), 1033-1063.
https://doi.org/10.1111/joms.12937

Howard, M. (2021). Introduction to Cronbach’s Alpha. Retrieved January 7, 2025, from
https://mattchoward.com/introduction-to-cronbachs-alpha/

lliyasu, R., & Etikan, I. (2021). Comparison of quota sampling and stratified random
sampling. Biometrics & Biostatistics International Journal, 10(1), 24-27.
https://doi.org/10.15406/bbij.2021.10.00326

Ita, D. (2024). What is insider trading and when is it legal? Investopedia. Retrieved January
18, 2025, from https://www.investopedia.com/terms/i/insidertrading.asp

Jaiswal, B., & Kamil, N. (2012). Gender, behavioral finance and the investment decision.
Business Review, 7(2), 8-22.

Jones, B. D. (1999). BOUNDED RATIONALITY. Annual Review of Political Science, 2(1),
297-321. https://doi.org/10.1146/annurev.polisci.2.1.297

Kenton, W. (2024). What is the Pearson Coefficient? Definition, benefits, and history.
Investopedia. Retrieved January 5, 2025, from
https://www.investopedia.com/terms/p/pearsoncoefficient.asp

Kothari, C. R. (2004). Research Methodology: Methods and Techniques. New Age
International (P) Ltd., Publishers, ISBN (13): 978-81-224-2488-1.

Kumar, P., Islam, M. A, Pillai, R., & Sharif, T. (2023). Analysing the behavioural,
psychological, and demographic determinants of financial decision making of
household investors. Heliyon, 9(2), e13085.
https://doi.org/10.1016/j.heliyon.2023.e13085

Kumar, S. and Goyal, N. (2016), "Evidence on rationality and behavioural biases in
investment decision making", Qualitative Research in Financial Markets, Vol. 8 No.
4, pp. 270-287. https://doi.org/10.1108/QRFM-05-2016-0016

Leidy, L. (2023). Is Getting Money Advice from Friends and Family a Good Idea? Retrieved
June 28, 2024, from https://finance.yahoo.com/news/getting-money-advice-friends-
family-110015703.html

G|Page


https://doi.org/10.1057/s41599-023-01542-z
https://doi.org/10.1111/joms.12937
https://doi.org/10.15406/bbij.2021.10.00326
https://www.investopedia.com/terms/i/insidertrading.asp
https://doi.org/10.1146/annurev.polisci.2.1.297
https://www.investopedia.com/terms/p/pearsoncoefficient.asp
https://doi.org/10.1016/j.heliyon.2023.e13085
https://www.emerald.com/insight/search?q=Satish%20Kumar
https://www.emerald.com/insight/search?q=Nisha%20Goyal
https://www.emerald.com/insight/publication/issn/1755-4179
https://doi.org/10.1108/QRFM-05-2016-0016
https://finance.yahoo.com/news/getting-money-advice-friends-family-110015703.html
https://finance.yahoo.com/news/getting-money-advice-friends-family-110015703.html

Lemu, M. K. (2020). Financial Capability in Ethiopia: A Case Study of Addis Ababa City.
Business and Economic Research, 10(3), 245.
https://doi.org/10.5296/ber.v10i3.17508

Lobao, J., & Maio, J. (2019). Herding around the World: Do Cultural Differences Influence
Investors’ Behavior? Portuguese Journal of Finance, Management and Accounting.
https://core.ac.uk/download/pdf/195329662.pdf

Loru, R. (2020, March 19). CHAPTER THREE RESEARCH METHODOLOGY 3.0.
Introduction. ResearchGate. https://www.researchgate.net/publication/340022840

Machina, M. J. (1982). A stronger characterization of declining risk aversion. Econometrica:
Journal of the Econometric Society, 1069-1079.

Madaan, G., & Singh, S. (2019). An Analysis of Behavioral Biases in Investment Decision-
Making. International Journal of Financial Research, 10(4), 55.
https://doi.org/10.5430/ijfr.v10n4p55

Magellan Financial Group. (2025). Decoding cognitive biases: What every investor needs to
be aware of. Magellan Financial Group.
https://www.magellangroup.com.au/insights/decoding-cognitive-biases-what-every-
investor-needs-to-be-aware-of/

Magui, A., Elsiefy, E., & Bahaa, M. (2023). The Impact of Technical Analysis on Investors’
Financial Decisions in an Emerging Market: Evidence from the Egyptian Stock
Market. American Journal of Industrial and Business Management, 13(10), 1123—
1151. https://doi.org/10.4236/ajibm.2023.1310063

Manandhar, R. B. (2022). The impact of advocate recommendations and firm image on
investment decision in Nepalese stock market.

Martin, M., & Valifia, M. D. (2023). Heuristics, Biases and the Psychology of Reasoning:
State of the Art. Psychology, 14(02), 264-294.
https://doi.org/10.4236/psych.2023.142016

Mehrad, A., & Zangeneh, M. H. T. (2019). Comparison between qualitative and quantitative
research approaches: Social sciences. International Journal for Research in
Educational Studies, Iran, 5(7), 1-7. Retrieved April 25, 2024, from
https://d1wqtxtsixzle7.cloudfront.net/61373947/33

Merikas, A. A., Merikas, A. G., Vozikis, G. S., & Prasad, D. (2011). Economic Factors and
Individual Investor Behavior: The Case of the Greek Stock Exchange. Journal of
Applied Business Research (JABR), 20(4). https://doi.org/10.19030/jabr.v20i4.2227

H|Page


https://doi.org/10.5296/ber.v10i3.17508
https://core.ac.uk/download/pdf/195329662.pdf
https://www.researchgate.net/publication/340022840
https://doi.org/10.5430/ijfr.v10n4p55
https://www.magellangroup.com.au/insights/decoding-cognitive-biases-what-every-investor-needs-to-be-aware-of/
https://www.magellangroup.com.au/insights/decoding-cognitive-biases-what-every-investor-needs-to-be-aware-of/
https://doi.org/10.4236/ajibm.2023.1310063
https://doi.org/10.4236/psych.2023.142016
https://d1wqtxts1xzle7.cloudfront.net/61373947/33
https://doi.org/10.19030/jabr.v20i4.2227

Metawa, N., Metawa, S., Metawea, M., & El-Gayar, A. (2024). Asymmetry risk and herding
behavior: a quantile regression study of the Egyptian mutual funds. The Journal of
Risk Finance, 25(2), 366—-381. https://doi.org/10.1108/jrf-10-2023-0252

Mlambo, C., & Biekpe, N. (2006). Seasonal effects: Evidence from emerging African stock
markets. South African Journal of Business Management, 37(3), 41-52.
https://doi.org/10.4102/sajbm.v37i3.606

Mwakabumbe, C. A. (2023). Determinants of stock market participation among individual
investors in Tanzania. http://repository.mocu.ac.tz/handle/123456789/845

Namazi, M., & Salehi, M. (2010). The role of inflation in financial repression: evidence of
Iran. World Applied Sciences Journal, 11(6), 653-661.

Nanayakkara, N. S., Nimal, P. D., & Weerakoon, Y. K. (2019). Behavioural Asset Pricing: A
Review. International Journal of Economics and Financial Issues, 2019, 9(4), 101-
108. https://doi.org/10.32479/ijef.8190

National Bank of Ethiopia. (2024). Financial Stability Report. In National Bank of Ethiopia.
https://nbe.gov.et/wp-content/uploads/2024/11/Financial-Stability-
Report_NOV2024.pdf

Njeru, D. K., & Matanda, J. W. (2023). Behavioral factors and investment decisions among
retail investors in real estate in Nairobi City County: Kenya. International Academic
Journal of Economics and Finance, 3 (9), 121, 153, 2.

NKkukpornu, E., Gyimah, P., & Sakyiwaa, L. (2020). Behavioural Finance and Investment
Decisions: Does Behavioral Bias Matter? International Business Research, 13(11), 65.
https://doi.org/10.5539/ibr.v13n11p65

Ogunlusi, O. E., & Obademi, O. (2019). The Impact of Behavioural Finance on Investment
Decision-making: A Study of Selected Investment Banks in Nigeria. Global Business
Review, 22(6), 1345-1361. https://doi.org/10.1177/0972150919851388

Olsen, R. A. (1998). Behavioral finance and its implications for stock-price volatility.
Financial analyst’s journal, 54(2), 10-18.

Oprean, C., & Tanasescu, C. (2014). Effects of Behavioural Finance on Emerging Capital
Markets. Procedia Economics and Finance, 15, 1710-1716.
https://doi.org/10.1016/s2212-5671(14)00645-5

Olubusola, O., Daraojimba, O. H., Ajayi-Nifise, A. O., Falaiye, T., & Mhlongo, N. Z. (2024).
Ethical challenges in accounting: A review of case studies from the USA and Africa.
Finance & Accounting Research Journal, 6(2), 146-158.

I|Page


https://doi.org/10.1108/jrf-10-2023-0252
https://doi.org/10.4102/sajbm.v37i3.606
http://repository.mocu.ac.tz/handle/123456789/845
https://doi.org/10.32479/ijef.8190
https://doi.org/10.5539/ibr.v13n11p65
https://doi.org/10.1177/0972150919851388
https://doi.org/10.1016/s2212-5671(14)00645-5

Osman, J. (2024, May 22). Nvidia stock is splitting 10-for-1: What it means and how to
profit. Forbes. Retrieved January 17, 2025, from
https://www.forbes.com/sites/jimosman/2024/05/22/nvidia-are-splitting-10-for-1-
heres-what-it-means-and-how-to-profit/

Pandey, D. L., Risal, N., & Chauhan, S. (2020). The psychology of investors in Nepalese
stock market and investment decisions. Wutan Huatan Jisuan Jishu, 16(10), 726-755.

Parkash, P., & Parkash, R. (2024). Impact of Behavioural Biasness on Investment Decision
Making Process. International Journal for Multidisciplinary Research, 6(1).
https://doi.org/10.36948/ijfmr.2024.v06i01.13680

Patil, S., & Bagodi, V. (2021). “A study of factors affecting investment decisions in India:
The KANO way.” Asia Pacific Management Review, 26(4), 197-214.
https://doi.org/10.1016/j.apmrv.2021.02.004

Rahul, K. (2024). Behavioral biases. What is it, examples, types, how to avoid? Wall Street
Mojo. Retrieved January 17, 2025, from https://www.wallstreetmojo.com/behavioral-

biases/

Raphael, A. M. (2023). Behavioural Finance as an Emerging Trend in Shaping Financial
Decision-Making. Retrieved April 26, 2024, from
https://www.jetir.org/papers/JETIR2307484.pdf

Rana, S. (2017). Marital Status and Investment Preferences. Online International
Interdisciplinary Research Journal, {Bi-Monthly}, ISSN 2249-9598, 91-98.

Rezaee, Z. (2005). Causes, consequences, and deterence of financial statement fraud. Critical
perspectives on Accounting, 16(3), 277-298.

Ricciardi, V., & Simon, H. K. (2000). What is Behavioral Finance? Business, Education &
Technology Journal, 2(2), 1-9.

Ritter, J. R. (2003). Behavioral finance. Pacific-Basin Finance Journal, 11(4), 429-437.
https://doi.org/10.1016/s0927-538x(03)00048-9

Sachdeva, N. (2023). Designing Evidence-Informed Microlearning for Graduate-Level
Online Courses (Doctoral dissertation, University of Toronto (Canada)).

Samal, A., & Mohapatra, A. K. D. (2021). A STUDY ON BEHAVIORAL FINANCE AND
BEHAVIORAL BIASES: A LITERATURE REVIEW. ResearchGate. Retrieved
April 26, 2024, from https://www.researchgate.net/publication/358638564

J|Page


https://doi.org/10.36948/ijfmr.2024.v06i01.13680
https://doi.org/10.1016/j.apmrv.2021.02.004
https://www.wallstreetmojo.com/behavioral-biases/
https://www.wallstreetmojo.com/behavioral-biases/
https://www.jetir.org/papers/JETIR2307484.pdf
https://doi.org/10.1016/s0927-538x(03)00048-9
https://www.researchgate.net/publication/358638564

Sattar, M. A., Toseef, M., & Sattar, M. F. (2020). Behavioral Finance Biases in Investment
Decision Making. International Journal of Accounting, Finance and Risk
Management, 5(2), 69. https://doi.org/10.11648/j.ijafrm.20200502.11

Schirrmeister, E., Gohring, A., & Warnke, P. (2020). Psychological biases and heuristics in
the context of foresight and scenario processes. Futures & Foresight Science, 2(2).
https://doi.org/10.1002/ffo2.31

Schweizer, K. (2011). On the Changing Role of Cronbach’s a in the Evaluation of the
Quality of a Measure. European Journal of Psychological Assessment, 27(3), 143—
144. https://doi.org/10.1027/1015-5759/a000069

Seetharaman, A., Niranjan, ., Patwa, N., & Kejriwal, A. (2017). A Study of the Factors
Affecting the Choice of Investment Portfolio by Individual Investors in Singapore.
Accounting and Finance Research, 6(3), 153. https://doi.org/10.5430/afr.v6n3p153

Selten, R. (1999). What is Bounded Rationality? Paper prepared for the Dahlem Conference
1999. Social Science Research Network.
https://papers.ssrn.com/sol3/papers.cfm?abstract id=182776

Shafi, M. (2014). Determinants Influencing Individual Investor Behavior in Stock Market : A
Cross Country Research Survey. Nigerian Chapter of Arabian Journal of Business and
Management Review, 2(1), 60—71. https://doi.org/10.12816/0003720

Sharma, D. J., & Sarma, D. N. N. (2022). Behavioural Finance —A study on its Bases and
Paradigms. International Journal of Scientific Research and Management, 10(03),
3157-3170. https://doi.org/10.18535/ijsrm/v10i3.em3

Shiller, R. J. (2003). From Efficient Markets Theory to Behavioral Finance. Journal of
Economic Perspectives, 17(1), 83-104. https://doi.org/10.1257/089533003321164967

Skwara, F. (2023). Effects of mental accounting on purchase decision processes: A
systematic review and research agenda. Journal of Consumer Behaviour, 22(5), 1265-
1281. https://doi.org/10.1002/cb.2193

Shleifer, A. (2000). Inefficient markets: An introduction to behavioural finance. Oup Oxford.

Sileyew, K. (2020). Research Design and Methodology. Cyberspace.
https://doi.org/10.5772/intechopen.85731

Spendelow, R., & Schmidt, J. (2024). Prospect Theory. Corporate Finance Institute.
Retrieved June 25, 2024, from https://corporatefinanceinstitute.com/resources/career-
map/sell-side/capital-markets/prospect-theory/

K|Page


https://doi.org/10.11648/j.ijafrm.20200502.11
https://doi.org/10.1002/ffo2.31
https://doi.org/10.1027/1015-5759/a000069
https://doi.org/10.5430/afr.v6n3p153
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=182776
https://doi.org/10.12816/0003720
https://doi.org/10.18535/ijsrm/v10i3.em3
https://doi.org/10.1257/089533003321164967
https://doi.org/10.1002/cb.2193
https://doi.org/10.5772/intechopen.85731
https://corporatefinanceinstitute.com/resources/career-map/sell-side/capital-markets/prospect-theory/
https://corporatefinanceinstitute.com/resources/career-map/sell-side/capital-markets/prospect-theory/

Staff, C. (2024). What are common data collection methods? Coursera. Retrieved May 21,
2024, from https://www.coursera.org/articles/data-collection-methods

Statistics Solutions. (2025). Understanding Pearson’s Correlation Coefficient: A Guide to
Statistical Association. Retrieved January 5, 2025, from
https://www.statisticssolutions.com/free-resources/directory-of-statistical-
analyses/pearsons-correlation-coefficient/

Statistics Solutions. (2024). Understanding the assumptions of linear regression analysis.
Retrieved December 24, 2024, from https://www.statisticssolutions.com/free-
resources/directory-of-statistical-analyses/assumptions-of-linear-regression/

Streefkerk, R. (2023, June 22). Qualitative vs. Quantitative Research | Differences, Examples
& Methods. Scribbr. https://www.scribbr.com/methodology/qualitative-quantitative-
research/

Subedi, D. P., & Bhandari, D. R. (2024). Impact of psychological factors on investment
decisions in Nepalese share market: A mediating role of financial literacy. Investment
Management and Financial Innovations, 21(3), 317-329.
https://doi.org/10.21511/imfi.21(3).2024.26

Subramaniam, V. A., & Velnampy, T. (2017). RATIONALITY: A CENTRAL POINT
BETWEEN TRADITIONAL FINANCE AND BEHAVIOURAL FINANCE. Zenodo
(CERN European Organization for Nuclear Research).
https://doi.org/10.5281/zenodo.821706

Suresh G. (2021). Impact of Financial Literacy and Behavioural Biases on Investment
Decision-making. FI1B Business Review, 13(1), 72-86.
https://doi.org/10.1177/23197145211035481

Swaen, B. (2024, March 18). What Is a Conceptual Framework? | Tips & Examples. Scribbr.
https://www.scribbr.com/methodology/conceptual-framework/

Tamplin, T. (2023, July 4). Herding Behavior | Definition, Causes, and Strategies to Mitigate.
Finance Strategists. https://www.financestrategists.com/wealth-
management/investment-management/herding-behavior/

Tavakol, M., & Dennick, R. (2011). Making sense of Cronbach’s alpha. International Journal
of Medical Education, 2, 53-55. https://doi.org/10.5116/ijme.4dfb.8dfd

Taylor, S. (2024, July 10). Multiple Linear regression. Corporate Finance Institute. Retrieved
February 5, 2025, from https://corporatefinanceinstitute.com/resources/data-
science/multiple-linear-regression/

L|Page


https://www.statisticssolutions.com/free-resources/directory-of-statistical-analyses/pearsons-correlation-coefficient/
https://www.statisticssolutions.com/free-resources/directory-of-statistical-analyses/pearsons-correlation-coefficient/
https://www.scribbr.com/methodology/qualitative-quantitative-research/
https://www.scribbr.com/methodology/qualitative-quantitative-research/
https://doi.org/10.21511/imfi.21(3).2024.26
https://doi.org/10.5281/zenodo.821706
https://doi.org/10.1177/23197145211035481
https://www.scribbr.com/methodology/conceptual-framework/
https://www.financestrategists.com/wealth-management/investment-management/herding-behavior/
https://www.financestrategists.com/wealth-management/investment-management/herding-behavior/
https://doi.org/10.5116/ijme.4dfb.8dfd
https://corporatefinanceinstitute.com/resources/data-science/multiple-linear-regression/
https://corporatefinanceinstitute.com/resources/data-science/multiple-linear-regression/

Team, C. (2024). Variance Inflation Factor (VIF). Corporate Finance Institute. Retrieved
January 5, 2025, from https://corporatefinanceinstitute.com/resources/data-
science/variance-inflation-factor-vif/

Thaler, R. H. (1999). Mental accounting matters. Journal of Behavioral Decision Making,
12(3), 183-206. http://dx.doi.org/10.1002/(sici)1099-0771(199909)12:3<183::aid-
bdm318>3.0.co;2-f

Thaler, R. H. (2015). Misbehaving: the making of behavioral economics. Choice Reviews
Online, 53(01), 53-0352. https://doi.org/10.5860/choice.192072

Tversky, A., & Kahneman, D. (1974). Judgment under Uncertainty: Heuristics and Biases.
Science, 185(4157), 1124-1131. https://doi.org/10.1126/science.185.4157.1124

Tversky, A., & Kahneman, D. (1992). Advances in prospect theory: Cumulative
representation of uncertainty. Journal of Risk and uncertainty, 5, 297-323.

Upadhyaya, S. (2019). The Impact of Individual Behaviour of Investor on Stock Market of
Nepal. https://elibrary.tucl.edu.np/handle/123456789/8853

Veni, P., & Kandregula, R. (2020). Evolution of Behavioural Finance. International Journal
of Scientific Development and Research. Retrieved June 20, 2024, from
https://www.ijsdr.org/papers/IJSDR2003039.pdf

Vieider, F. M., Beyene, A., Bluffstone, R., Dissanayake, S., Gebreegziabher, Z., Martinsson,
P., & Mekonnen, A. (2018). Measuring Risk Preferences in Rural Ethiopia. Economic
Development and Cultural Change/Economic Development and Cultural Change
(University of Chicago. Online), 66(3), 417-446. https://doi.org/10.1086/696106

Vipond, T. (2024). Cognitive bias. Corporate Finance Institute. Retrieved January 17, 2025,
from https://corporatefinanceinstitute.com/resources/career-map/sell-side/capital-
markets/list-top-10-types-cognitive-bias/

Wang, B. (2023). The Impact of Anchoring Bias on Financial Decision-Making: Exploring
Cognitive Biases in Decision-Making Processes. Studies in Psychological Science,
1(2), 41-50. https://doi.org/10.56397/sps.2023.09.04

Williamson, M. (2024). Behavioral Finance | Meaning, Key Concepts, Applications, Limits.
Finance Strategists. Retrieved June 20, 2024, from
https://www.financestrategists.com/financial-advisor/behavioral-finance/

World Bank Ethiopia Overview. (2024)._ World Bank. Retrieved January 20, 2025, from
https://www.worldbank.org/en/country/ethiopia/overview

M|Page


https://corporatefinanceinstitute.com/resources/data-science/variance-inflation-factor-vif/
https://corporatefinanceinstitute.com/resources/data-science/variance-inflation-factor-vif/
http://dx.doi.org/10.1002/(sici)1099-0771(199909)12:3%3c183::aid-bdm318%3e3.0.co;2-f
http://dx.doi.org/10.1002/(sici)1099-0771(199909)12:3%3c183::aid-bdm318%3e3.0.co;2-f
https://doi.org/10.5860/choice.192072
https://elibrary.tucl.edu.np/handle/123456789/8853
https://www.ijsdr.org/papers/IJSDR2003039.pdf
https://doi.org/10.1086/696106
https://corporatefinanceinstitute.com/resources/career-map/sell-side/capital-markets/list-top-10-types-cognitive-bias/
https://corporatefinanceinstitute.com/resources/career-map/sell-side/capital-markets/list-top-10-types-cognitive-bias/
https://doi.org/10.56397/sps.2023.09.04
https://www.financestrategists.com/financial-advisor/behavioral-finance/

World Bank. (2025). World Bank Open Data. Retrieved January 18, 2025, from
https://data.worldbank.org/country/ethiopia

Yafouz, M., & Yet, C. E. (2023). Herding Behaviour in Investors: A Study of Tadawul
Financial Market. International Journal of Professional Business Review, 8(9),
e03695. https://doi.org/10.26668/businessreview/2023.v8i9.3695

Yeshanew, Y. T., Xu, T., & Yuan, W. (2023). Perceptions on Their Own Social Participation:
A Qualitative Exploration of Ethiopian Secondary Students with Visual Impairments.
Healthcare, 11(4), 605. https://doi.org/10.3390/healthcare11040605

Yirdaw, T., Abate, Y. A., Saxena, N., & Saxena, S. (2021). Determinants of private
investment decision in Debre Tabor Town, Ethiopia. Effulgence-A Management
Journal, 19(1), 27. https://doi.org/10.33601/effulgence.rdias/v19/i1/2021/27-37

Zahera, S. A., & Bansal, R. (2018). Do investors exhibit behavioral biases in investment
decision making? A systematic review. Qualitative Research in Financial Markets,
10(2), 210-251. https://doi.org/10.1108/qrfm-04-2017-0028

Zewude, B. (2019). The Influence of Ethnicity on Customers’ Choice of Banks: The Case of
Selected Banks in Shashemene Town, Oromia, Ethiopia. Zewude | Journal of
Marketing and Consumer Research.
https://www.iiste.org/Journals/index.php/JMCR/article/view/49564

Zewude, B. (2019). The Role of Social Networks in Economic Decision Making Processes:
The Case of Customers in Selected Banks of Shashemene Town, Oromia, Ethiopia.
Journal of Culture, Society and Development. https://doi.org/10.7176/jcsd/52-02

Ziano, I, Li, J., Tsun, S. M., Lei, H. C., Kamath, A. A., Cheng, B. L., & Feldman, G. (2021).
Revisiting “money illusion”: Replication and extension of Shafir, Diamond, and
Tversky (1997). Journal of Economic Psychology, 83, 102349.
https://doi.org/10.1016/j.joep.2020.10234

N|Page


https://data.worldbank.org/country/ethiopia
https://doi.org/10.26668/businessreview/2023.v8i9.3695
https://doi.org/10.3390/healthcare11040605
https://doi.org/10.33601/effulgence.rdias/v19/i1/2021/27-37
https://doi.org/10.1108/qrfm-04-2017-0028
https://www.iiste.org/Journals/index.php/JMCR/article/view/49564
https://doi.org/10.7176/jcsd/52-02

Appendix |
Addis Ababa University
College of Business and Economics

Department of Management

Questionnaire to be filled by individual equity investors
Dear Respondent,

The purpose of this questionnaire is to collect primary data for my study titled "Factors
Influencing Individual Investor Behaviour: An Empirical Study of the Ethiopian Equity
Market" for the partial fulfilment of the Master of Science in International Business at Addis
Ababa University. Your participation and honest responses are highly valued, and all
information provided will be treated confidentially. Thank you in advance for your
cooperation.

Note: Providing your name is optional

Part I. Personal information

Eligibility | am an Ethiopian citizen and a

shareholder in a registered Ethiopian

company
Gender Male

Female
Age 18-29 years

30-39 years

40-49 years

50 years and above
Marital status Single

Married

Divorced
Educational Primary or Secondary
Qualification Diploma or Bachelor's Degree

Graduate degree (Masters or PhD)

Other (please specify)

Monthly Income Below 20,000
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20,000 - 50,000
50,000 - 100,000
Above 100,000

Part I1: This section examines whether the factors listed below influence your investment
decisions in shares

1 7

Self—lmage/Company-Image Coincidence Strongly Somewhat Somewnhat Strongly
Disagree  Disagree = Disagree = Neutral Agree Agree  Agree

Does the religious, ethnic, or political,

affiliation of a company make you more
or < | likely to invest in its shares?

Does a company's status in its industry
sicic- | make you more likely to invest in its
& shares?
siCic- | Does the reputation of a company's
Q3 .

shareholders make you more likely to

invest in its shares?

g'f'c' Does the perception of a company having
good ethics make you more likely to
invest in its shares?

z'sc'c' Does foreign ownership of a company
make you more likely to invest in its
shares?

Strongly Somewhat Somewhat Strongly

11 Accounting Information Disagree  Disagree | Disagree | Neutral Agree  Agree  Agree

Al-Q1

Does insider information make you more
likely to invest in its shares?

Al-Q2

Does the condition of a company's
financial statements make you more likely
to invest in its shares?

Al-Q3

Does the amount of dividends paid by a
company make you more likely to invest
in its shares?

Al-Q4

Does the past performance of a company's
shares make you more likely to invest in
them?

Al-Q5

Does the marketability of a company's
shares make you more likely to invest in
them?
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1 2 3 | 4 | s 6 7

) Strongly Somewhat Somewhat Strongly
Neutral Information Disagree = Disagree = Disagree = Neutral Agree Agree  Agree

Does a high level of government
ownership in a company make you more
ni-o1 | likely to invest in its shares?

Does information about a company
obtained from the internet make you more
ni-g2 | likely to invest in its shares?

Does positive coverage of a company in
the press make you more likely to invest
in its shares?

Do statements from government officials
about a company make you more likely to
nioa | INvest in its shares?

Does positive public word of mouth about
a company make you more likely to
invest in its shares?

NI-Q3

NI-Q5

1 2 3 | 4 5 6 7
Strongly Somewhat Somewhat Strongly

Advocate Recommendation Disagree Disagree | Disagree | Neutral Agree Agree  Agree
Does a broker's recommendation make
you more likely to invest in a company's
ar-01 | Shares?

Does a recommendation from a financial
advisor or analyst make you more likely
ar-02 | 10 invest in a company's shares?

Do recommendations from friends or co-
workers make you more likely to invest in
Ar-03 | & company's shares?

Do recommendations from family make
you more likely to invest in a company's
ar-o4 | Shares?

Does a recommendation from a majority
shareholder make you more likely to
Ar-05 | INvest in a company's shares?

. . Strongly Somewhat Somewhat Strongly
Personal Financial Needs Disagree  Disagree  Disagree Agree Agree

Do expected losses in other local
investments make you more likely to

or | invest in a company's shares?

Do your needs for diversification make
you more likely to invest in a company's

o2 | shares?

Does the ease of obtaining borrowed
funds make you more likely to invest in a

os | company's shares?

Neutral

Agree
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Does your desire to minimize risk make
you more likely to invest in a company's

os | shares?

Do expected losses in international
financial markets make you more likely to

o5 | invest in a company's shares?

Part I11: Level of Influence on Individual Equity Investment Decision

Direction: The following statements describe factors that influence your equity investment
decisions. Please respond by selecting the number that best reflects your perception.
Individual Equity Investment 1

Decision Foolish
Making equity investments in
companies that align with one's self-
image and personal values is?

IEID-Q1

Making equity investments based on
the financial information and

performance details of a company is?
IEID-Q2

1 2 3 4 ‘ 5 6 7
Harmful ‘ Beneficial

Making equity investments based on

neutral sources of information is?
IEID-Q3

Making equity investments based on
recommendations is?

IEID-Q4

IR S 7

Appropriate

Making equity investments based on
personal financial needs is?

IEID-Q5

Adopted from Al-Tamimi (2006) and Adhikari (2020)
Thank you for your time and valuable input. Your responses are greatly appreciated!
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Ambharic Version Questionnaire
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Appendix 11

SPSS OUTPUT

Demographic Profile of Respondents

I am an Ethiopian citizen and a
shareholder in a registered
Ethiopian company (Yes)
Male

Female

18-29 years

30-39 years

40-49 years

50 years and above

Single

Married

Divorced

Primary or Secondary
Diploma or Bachelor's Degree
Graduate degree (Masters or PhD)
Other (please specify)

Below 20,000

20,000 - 50,000

50,001 - 100,000

Above 100,000

The Cronbach’s Alpha Test Result from SPSS
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384

222
162

88
116
134

46
204
176

7
299

104
115
96
69

0.924

0.768
0.873
0.707
0.751
0.719

100

57.8
42.2
22.9
30.2
34.9
12.0
53.1
45.8

1.0

2.1
20.1
77.9

0.0
27.1
29.9
25.0
18.0



Descriptive Statistics for Self-lmage/Company-Image Coincidence Factor

384 5.27 1.193

384 6.46 0.896
384 5.82 1.088
384 5.94 1.355
384 5.21 0.907

Descriptive Statistics for Accounting Information Factor

1.176
1.051
0.899
1.207
1.103

Descriptive Statistics for Neutral Information Factor

1.829

1.519

1.303
1.533

384 : 1.442

Descriptive Statistics for Advocate Recommendations Factor

384

384 5.22 1.170
384 4.79 1.268
384 4.87 1.194
384 4.38 1.181

X
o
Q
oa
®



Descriptive Statistics for Personal Financial Needs Factor

1.567
1.129
1.413
1.361
Pearson Correlations Matrix
Pearson Correlation 535" 760"
Sig. (2-tailed) 000  .000 000 000
N 384 384 384 384 384 384
Pearson Correlation .790™ 1 424 2457 6527 821"
Sig. (2-tailed) .000 000  .000  .000 000
N 384 384 384 384 384 384
Pearson Correlation 3827 424 1 502" 423" 579"
Sig. (2-tailed) 000  .000 000  .000 000
N 384 384 384 384 384 384
Pearson Correlation 2227 2457 502" 1 .33" 453"
Sig. (2-tailed) 000  .000  .000 .000 000
N 384 384 384 384 384 384
Pearson Correlation 535" 6527 423" 3357 1 T47
Sig. (2-tailed) 000  .000  .000  .000 000
N 384 384 384 384 384 384
Pearson Correlation 7607 8217 579" 453" 7477 1
Sig. (2-tailed) 000 .000  .000  .000  .000
N 384 384 384 384 384 384
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Normal P-P Plot, Test of Linearity

Expected Cum Prob

Mormal P-P Plot of Standardized Residual

0.0 T T T
0.0 0.2 0.4 0.6 0.5 1.0

Observed Cum Prob

Histogram, Test of Normality
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Multicollinearity Test Statistics

Tolerance VIF
373 2.681
.298 3.358
.639 1.565
A27 1.376
534 1.873

Multiple Regression Analysis of the Model Summary

912a .831 .829 37876

ANOVA

1 Regression 267.401 5 53.48  372.783 .000°

Residual 54.229 378 0.143

S Tow 32163 383

Coefficients for Behavioral Factors On Individual Equity Investment Decision

Beta Tolerance

B : : : : 373 2.681
A 351 .040 341 8.806 .000 298  3.358
NI 129 023 146 5542 .000 639 1.565
AR 150 .025 147 5919 .000 727 1376
. PFN 265 .028 279 9.638 .000 534  1.873
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