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ABSTRACT

This purpose of this research examines the influence of personality traits on individual stock
investment decision-making and tests the mediating role of financial self-efficacy between the
investors' traits and their stock investment decision-making in Sri Lanka. A questionnaire-

based survey was conducted to collect the data from 460 registered individual investors at
Colombo Stock Exchange (CSE). The regression analysis was adopted to examine the impact
of personality traits on stock investment decision-making. Moreover, mediating analysis was

done using sobel test. The results revealed that extraverted individual investors prefer stock
investment. In contrast, the individual who possesses sympathy toward others, helpfulness,

and personal warmth tend to follow others' advice, and those agreeable investors negatively
impact stock investment decisions at CSE. Further, the case of financial self-efficacy fully
mediates the relationship of extra version, conscientiousness, neuroticism, and openness to

experience with stock investment decision making and partially mediates the relationship of
agreeableness and stock investment decision making. The study has insights to investors,

stockbrokers, and regulators as the crucial factors to recognize individual investors' traits and
financial self-efficacy differences in making a sound investment decision.

Keywords: Big five personality traits, Colombo stock exchange, financial self-efficacy,
individual investors, investment decision making.

1. Background of the study De Bond oand Tholer’s alternative

behavioral explonation in 1985.
The stock market plays o crucial role in

the growth of any economy. However, the
stock morket movement ond volatility offect be explaned by behavioral finance n the

the economic heolth of o country. The extant literature. For example, Kohneman
efficient market hypothesis 1s chollenged oand Tversky (1979):; Barber and Odeon

from the Iiteroture on long-term stock (1999); Barberis ond Thaler (2003);

moarket omomalies. Initiolly, 1mvestor’s Durend, Newby and Songhoni, (2008).
overreactions (cnomalies) are explouned by Rzeszutek, Czerwonka, ond Szyszko

With this sense, these onomalies may
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(2015) suggest cognitive ond emotional
biases as essential foctors that moy influence
mdividual’s overreaction ond underreoction
to stock morket information. Recent studies
by Mishra, Lalumiere ond Willioms (2010)
ond Yong, Hsu, ond Tu (2012) provide
empirical evidence supporting this
prediction m the context of developed
countries. However, empirical mvestigation
on the effect of individual behaviors on stock
moarket onomalies 1s primorily limited in the
context of emerging ond frontier markets. In
this study, the authors fill the literature gop by
exomining the effect of the big five
personolity trouts on stock investment
decisions m the Sr1 Lonkon morket. Also,
exploring the medioting role of finoncial self-
efficacy on the estimoted relotionship
between personality trouts ond investment
decision moking.

Further, traditional theories 1n finonce
have been based on o transporent lens of risk
ond return, ossuming that investors ore
rotionol ond moke rational decisions (Fomao,
1970; Lintner, 1965; Sharpe, 1964). Later,
behavioral finonce theory debates that
humon noture con bound or limit rotionolity
during 1nvestment decisions (Borber &
Odean, 1999). Accordingly, in reol life,
mvestors behave 1rrationolly due to their
cognitive ond emotional bioses. Hence,
behavioral ond cognitive foctors ore of
significont concern 1n their stock mvestment
decision-moking (Borber & Odeon, 2000;
Boarberis & Thaler, 2003; Kohnemon &
Tversky, 1979). In oaddition, reseorchers
found that distinctive charocteristics shared
by people with different personolities do
affect the susceptibility to these behavioral
biases (Durondet et ol., 2008; Rzeszutek et
al., 2015). In such a way, prospect theory
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(Kohnemon & Tverskey, 1979) also
explaned thot 1nvestors' psychological
factors are the reason for the deviation of
actuol decision-moking from rotionolity.
Thus, investors often tend to moke mistokes
thot would lead to inefficient investment
decisions. Mony such studies evidenced
that 1rrotionol decision moking guided by
psychological ond cognitive bioses (Costa,
Carvolho & Moreira, 2019).

Thus, personality con be regoarded os o
critical driver of humon behavior (Hemstrom,
2003). In uncertoun circumstances,
personality trouts ore found to guide
individuals' decision-moking behavior
(Bock & Seoker, 2004). Crysel, Crosier,
ond Webster defined personolity as “the
way on individuol nterocts, reocts ond
behaves with others ond 1s often exhibited
through meosuroble trouts” (os cited n
Sadiq & Khon, 2019, p.2). Accordingly,
Mc Croe ond Costa's (1987) big five
personality model 1s well accepted 1n the
previous studies ond considered 1 this
study. As for os the developing countries
perspective, adearth of studies exists based
on behavioral finonce.

In the view of the Sr1 Lankon stock
morket 1s mounly unique os 1t 1s identified os
having o unique setting with low
copitalization and high varionce 1n
performonce levels (Peter & Senorotne,
2013). It 1s olso stressed that the omount of
studies thot have focused on the investor
behavior in frontier markets like Sr1 Lonka
1s found to be significontly less (Sewwondi,
2016). Becouse socio, cultural, and
mstitutional foctors seem to influence the
formation of mdividual risk preferences
towards finoncial mvestments (Ferreira,
2018), 1t 1s necessary to study the Sri
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Lonkon context separate from other
empirical studies. Therefore, the research
gop exomines the influence of personality
trarts on 1ndividual stock 1nvestment
deciston-moking ond tests the mediating role
of finoncial self-efficacy between these
constructs 1n the Sr1 Lonkon setting.
Consequently, this study seems to be timely
ond pertinent to the frontier morket like Sr1
Lonkon stock morket. The morket hos
continued to expose greoter volatility on
trode volume ond morket copitolization,
bosed on the market fundomentols (Duruthu,
2011). Investors at CSE have much fouth n
their forecosts, leading to bias mn their actions
(Pathirawasom & Idirisinghe, 2011).
Therefore, 1t 1s noteworthy to study the
personality trouts of investors m the Sri
Lonkon morket. Empirical findings of this
study supported personality trouts such os
extraversion ond ogreeobleness nfluence
mvestment decisions. Further, the significont
full mediating relotionship 1s brought by
finoncial self-efficocy between personality
trarts (extraversion, neuroticism,
consciousness, ond openness to experience)
ond 1mvestment decision moking, while
portiolly medioted between ogreeableness
ond investment decision moking.

The rest of the paper contouns os
follows: section 2 discusses the existing
literature on personality trouts, stock
mvestment decision moking, ond finoncial
self-efficacy, while section 3 explans the
dota. ond methodology employed in the
current study. Section 4 provides a
comprehensive onalysis of data ond
discussion, whereos section 5 offers the
conclusion of the study, ond finally, section 6
concludes the implicotion, limitotion, ond
direction for further mnvestigation.
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2. Literaturereview
2.1 Rationaldecision making

The basic assumption behind
traditional finonce 1s thot people always
moke rotional 1nvestment decisions.
However, this does not hoppen 1n reol-life
proctices (Kohnemon & Tversky, 1979). In
proctice, irrationol behavior would endorse
by the foct that stock morket onomaolies are
still not onswered. In 1980s onwords, 1t 18
referred to as behavioral finonce.
Behavioral finance studies the
psychological aspect of financial decision-
moking ond explons the 1rrationality of
mvestors 1n investment decision-moking.

Consequently, Kohneman oand
Tversky (1979) put forward the prospect
theory ond exploan how the mvestors moke
decistons bosed on the probabilistic
olternatives 1nvolving risk when the
probable outcome of investment decision 1s
known. Then, De Bondt and Thaler (1985)
assert that investors behave rrationolly n
the finoncial market, resulted towards sub
optimal decision. Further, Nour ond Antony
(2015) mterpret behavioral finonce os not a
replacement to traditional finonce theories
but understond the 1rrational 1nvestor
behavior ond reasons for sudden rise ond
foll 1n the morket. Over the time, 1n the
literature, scholars have spoken two
decision models: rotionol ond bounded
rotionality models. The bounded rationality
model refers to the foct thot humon
cognitive abilities ore unbounded;
generally, stock morket representotives ore
olso not 1rrational; they ore bounded
rational due to incomplete information and
humon beliefs. Irrationol behavior would
result in asuboptimal decision.
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2.2 Personality traits and investment
decision making

Most of the prior studies have
explored thot personal troats ond emotions ore
essentiol foctors fluencing vestment
decision-maoking (Yong et al., 2012). Investor
personality hos o considerable role ond effect
on his/her psychology which may influence
on decisions. The five-foctor theory on
personality 1s considered a prototype for the
new generotion of personality theories
(McCrae & Costa, 1987). It offers «
comprehensive yet monogeoble guide to
personality trouts. The Five-Factor Model
(FFM) 1s the most opplied empirical model in
personality psychology in the post (Rizvi &
Fotimo, 2015). Supporting this, Touni, Fong,
ond Igbal (2017) cloumed thot trading
decisions 1nclude investor personality 1n
moking finoncial choices. FFM 1s deemed to
be capturing major dimensions of personality
common to most personality scoles. The foct
that FFM occounts for the vorionce common
to scoles derived from widely different
theoretical perspectives 1s the most striking
evidence of 1ts comprehensiveness. FFM
describes personolity n five dimensions
extroversion, neuroticism, ogreeableness,
consciousness, ond openness to Experience
(Weller, J. &Thulin, E., 2012).

An extraverted individual would
possess pleasont, Assertiveness, energetic,
excitement seeking, positive emotions, worm
ond ore not restricted by rationality. They ore
optimistic ond moke positive decisions.
These charocteristics would lead to o loss
the finoncial moarket due to the
overestimation of forword-looking (Sadi,
Asl, Rostomi, Gholipour, & Gholipour,
2011). The moun chorocteristics of neurotic
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individuals 1nclude 1mpulsiveness,
depression, onxiety, ond onger. They are
self-centered ond ore on the lookout for
superior goals (Sadi et ol., 2011). Investors
with this personality tend to be nervous,
onxious ond emotionolly unstoble, ond
scared to moke o decision (Jomshidinavid,
Chovoshoni, & Amuiri, 2012). Individuals
who are low ogreeoble generolly tend to
follow peer recommendations 1n
mvestment decision-moking, resulting in
herding effects (Jomshidinovid et ol.,
2012). A conscientious person would be
depicting charocteristics of competence,
orgonizotion, ochievement striving, self-
discipline, ond deliberation (John &
Srivostava, 1999).

Individuals possessing o high
openness to experience are odjustoble ond
succumb to novel 1deos ond unique volues.
They tend to toke o high risk (Mayfield,
Perdue,& Wooton, ,2008). Among the
trouts, prior studies mounly explouned thot
extraversion ond openness to experience
positively affect moking risky investment
decisions os controsting to neuroticism,
agreeableness, ond consciousness
(Mayfield et al., 2008; McCrae & Costa,
1997). Therefore, the following hypotheses
are formulated based on the theoretical ond
empirical literature to test each personality
troat's impoct on stock investment decision-
moking.

H1,; There 1s o significontly positive

ossociation between extraversion ond
mvestment decision moking.

H1,: There 1s o significontly positive
association between neuroticism ond stock
mvestment decision moking.
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H1.;: There 1s a significontly negotive
associotion between ogreeobleness ond
mvestment decision moking.

H1,: There 1s a significontly positive
association between consciousness ond
mvestment decision moking.

H1.: There 1s o significontly positive

association between openness to experience
ond mvestment decision moking.

2.3 The mediating role of financial self-
efficacy between personality traits
andinvestment decision making

There 1s a r1sing concern omong behaviorol
finonce researchers' in grinding the effect of
self-efficacy beliefs 1in individuols' decision-
moking behavior in vorious contexts (Chen et
al., 1998; Zhoo et al., 2005; Hepler & Feltz,
2012b). Accordingly, Finoncial Self Efficacy
was found to be one mojor foctor affecting
finoncial behavior and has been 1dentified os
amuch more consistent predictor of behavior
ond behavioral chonge (Bonduraet al., 1986;
Zhoo et ol., 2005; Mindro. & Moya, 2017). In
the study of Husnaun et ol. (2019), finoncial
self-efficacy confirmed mediating impoct on
the relationship between neuroticism ond
conscientiousness ond mvestment decisions.
Hence, 1t wos reveoled that highly
conscientious individuols ore self-confident
m their onalytical skills ond possess o high
level of finoncial self-efficacy since they are
meticulous ond thoughtful i their approach.
Due to their high self-efficocy levels, they
delay short-term grotifications ond tend to
mvest 1n long-term finonciol nstruments.
Neurotics were risk-averse becouse they ore
threatened by environmental clues,
specificolly when 1t comes to stock market
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mvestments. They are very pessimistic ond
have o low level of financial self-efficacy
Durond et al., (2008). Individuols who
possess low finoncial self-efficocy may
result m sofer long-term 1nvestments,
which may olso bring higher returns. Based
on the empiricol discussion, hypotheses are
fromed os follows.

H2: Fmoncial self-efficocy significontly
mediates the relationship between extro
version ond mvestment decision moking.

H2,: Fmanciol self-efficocy significontly
mediates the relationship between
neuroticism ond 1nvestment decision
moking.

H2_: Fmonciol self-efficocy significontly
mediates the relotionship between
ogreeobleness ond 1nvestment decision
moking.

H2d: Finoncial self-efficocy significontly
mediates the relationship between
consciousness ond 1nvestment decision
moking.

H2,: Finoncial self-efficocy significontly
mediates the relationship between
openness to experience ond Investment
decision moking.

Bosed on the objective of the current study,
the following conceptual model 1s dertved
using the theoreticol ond empirical pieces
of evidence compiled i the literoture
review by 1llustrating the impoct of trouts of
personality on stock investment decision
moking where this relationship 1s medioted
by finoncial self-efficacy.
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Figure 1: Conceptual framework

Fmoncial Self

efficocy
(Mediotor)
H20-H2e
Personality Trouts
Investment
Ext (Iv) > Decision
° Xtraversion Hlo-H1
* Neuroticism, e moking
e Agreeobleness (DV)

* Conscientiousness
e Openness to
experience

3. Research design and methodology
3.1 Data and sample

A self-administered questionnoure 1s
being used for gathering the primory doto for
research. For this purpose, a survey hos been
conducted via online to the registered
mdividual mvestors at CSE. Out of this
population, 550 questionnoires are
distributed rondomly from May to July 2019
through stock brokering componies os online
survey web links. Only 476 questionnoures
ore recerved, ond o total of 460 valid
questionnaares ore considered for omolysis
ofter removing the ncomplete questionnaures.

3.2 Measures

A self-administered questionnoire 1s
being used, which comprises 53 questions
following the five pomt Likert scale to
meosure the three constructs 1dentified in the
conceptual framework.

Mediating vorioble

Section A comprises a set of five questions
used 1n ossessing the finoncial self-efficacy
of mvestors (mediating vorioble) as adopted
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from Montford ond Goldsmith (2016) ond
the finoncial self-efficocy scole developed
by Lown (2011). FSE 1s the beliefs about
their capobilities to produce designoted
levels of performonce that exercise
mfluence over events thot offect their lives
It contauns of five questions ronging from 1
to 5 os “Strongly Disagree,” “Disogree,”
“Netther Agree nor Disogree,” “Agree,”
ond “Strongly Agree”. A high score
specifies o tendency of high finoncial self-
efficacy ond vice versa.

Dependent varioble

Section B comprises of o set of
questions (6 questions) for assessing the
dependent variable, which 1s stock
mvestment decision moking by investors
with considering the risk, return, ond social
benefit considered by investors in their
stock 1nvestment decision moking
(Moyfield et al.,2008; Posework & Riley,
2010).

Independent voriobles

The dimensions of personality con be
identified os the big five personality troits
explaned by John ond Srivostova (1999).
Section C comprises 42 questions for
ossessing that big five personality dimension
nomely, extroaversion, neuroticism,
ogreeableness, conscientiousness ond open
to experience. Questions are adopted from
the big five personality model hove been
subject to cross validotion across cultures
ond situotions (Rizvi & Fotima, 2015).
Which are the Independent voriobles 1n this
study where eight questions are used to test
extraversion charocteristics such os
socioble, energetic and excitement seeking
etc... for example: I see myself as someone
who is talkative.
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A person who 1s high in Agreeableness
would reflect choracteristics of Trust,
stroaghtforwordness ond modesty. Eight
questions ore adopted for agreeobleness. For
example: [ see myself as someone who is
generally trusting

Conscientious individuals are efficient,
orgonized ond self discipline. This
dimension 1s captured through nine questions
like I see myself as someone who tends to be
lazy (negative question).

A neurotic mndividual would possess
charocteristics of onxiety, hostility ond
depression etc. covers 1n eight questions for
neuroticism. For exoample: [ see myself as
someone who worries a lot.

Individuol possess the choracter of
opennness to experience normolly hove
1deas, wide interest over the things ond
unconventional. Nine questions for openness
to experience are used. For example: / see
myself as someone who is curious about
many different things.
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Finally, 1n section D, the demogrophic
information of the respondents was
recorded.

3.3 Respondents profile

The respondents' demographic
ottributes display 1 toble 1. The result
shows thot mole respondents occounted for
318 (neoarly 69%) of the respondents,
whereos 142 (nearly 31%) were female.
The results show that 171 (37%) of the
respondents were between the oges of 18
ond 30 years old, 124 (27%) were 31 years
ond below 40, 106 (23%) were between 41
ond 50 years old, 59 (13%) were 1n the
ronge of 51 - 60 years, ond none of them
were above 60 yeors. Among the
respondents, 242 (52.6%) were unmorried,
ond 203 (44.1 %) were married, ond 15 (3.3
%) of the respondents are 1n the category of
divorced/separated. When considering
education qualifications, 50 respondents
(10.9%) have Advonced Level (A/L) as
their highest educotional qualificotion, ond
128 Toble 1: Respondent Profile.

Category Percent Volid %
Gender
Mole 318 69.1
Femole 142 30.9
Age
18-30 171 37.2
31-40 124 27
41 -50 106 23
51-60 59 12.8
Moritol status
Unmarried 242 52.6
Maoarried 203 44.1
Divorced / Separated 15 33
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Educational qualificotion

Advonced Level (A/L) 50
Undergraduote 128
Bachelor 179
Moster 103

Experience 1n the Stock morket

Less thon 3 Yeors 164
3-5 Years 158
6-8 Yeors 94
9-11 Years 22
Above 11 Years 22
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10.9
27.8
38.9

35.7
343
20.4
4.8
4.8

(27.8%) were undergraduotes. 179 (38.9%)
were having o Bochelor’s degree, ond 103
(22.4%) were quolified with o Moster's
Degree. None of the respondents were
quolified with o Ph.D. or under Ordmory
Level (O/L). Stock market experience of the
mdividual investors shows that the mojority
1s with on experience of 5 or less number of
years where 164 (35.7%) of them hod ony
experience of fewer than 3 yeors 1n the stock
market, ond 158 (34.3%) were with 3-5 yeors
of'experience. 94 respondents (20.4%) had 6-
8 years of experience while 22 (4.8%) were
with 9 -11 years of experience, where just 22
respondents (4.8%) were having the longest
tenure of more thon 11 years in the stock
morket.

3.4 Validity and Reliability

The n1tial questionnoure wos formulated
ond wos directed to two senior academics of
the university ond one industry expert to
confirm the content validity. The Kaser-
Meyer - Olkin (KMO) ond Bortlett's test of
sphericity measure of sompling adequocy
were used to ossess the questionnoure's
suttobility. The results reveol that each
construct exceeded the acceptoble level (0.5)
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on the Kaiser-Meyer-Olkin (KMO) test of
sompling adequocy, ond Bortlett's test of
sphericity 1s significant(p<.001),
mdicating foctorobility of the correlation
matrix. The results revealed that
KMO=0.963 ond Bortlet's test 1s significont
(p<.001), mdicating the suitability of
conducting exploratory foctor onolysis
(Kauser, 1974). Fiolly, the totol vorionce
explaned (TVE) of each varioble should
satisfy oo minimum of the acceptoble level
of 50 percent (Kothar1, 2004). The results
reveoled that TVE exceeds the acceptable
level of (50%). Reliability of each vorioble
shows that cronboch's alpha of above 0.7
proves o satisfoctory level of reliobility
(Nunnolly, 1978) (refer to Appendix 2). The
good mternal consistency of reliobility of
each variable of the study 1s achieved.

3.5 Correlation Analysis

Correlotion onalysis would cum to test
the relotionship between the big five
personolity trouts (ogreeobleness, extra
version, consciousness, neuroticism, ond
openness to experience) ond 1nvestment
decision-moking of individual investors ot
CSE. By observing the motrix below 1n
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toble 2, oll correlation values are less thon 0.8
ond con be inferred that there 1s no problem of
multicollineority with the doto. Further
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Vorionce mflotion foctor (VIF) values
prove the non-existence of mult:
collmiearity (to refer Appendix 5 ).

Table 2: Correlation motrix between personality troats ond mvestment decision moking

IDM AGR EXT CON NEU OPEN FSE
IDM 1

AGR -0.395 1

EXT 0.397 -0.776 1

CON 0.148 -0.171 0.205 1

NEU -0.28 0.492 -0.54 -0.149 1

OPEN 0.163 -0.389 0.334 0.07 -0.168 1
FSE 0.426 -0.791 0.843 0.238 -0.649 0.349

3.6 Multiple Regression analysis

A Multiple Ordiory Least Squores Regression Model would be utilized for achieving the
objective. The regression model used could be indicated os below.

Equation 1

IDM,; =o + B,EXT, + B,AGR,, + B;CON, + B,NEU,, + B;OPEN 4 +¢,

Where, oo = Constont, IDM = Investment
Decision Moking (Dependent Vorioble),
EXT= Extraversion (Independent Vorioble
1), AGR= Agreeableness (Independent
Voariable 2), CON= Consciousness
(Independent Variable 3), NEU=
Neuroticism (Independent Varioble 4),
OPEN=Openness (Independent Vorioble 5),
1=1th case 1n the n sample of observations, 1=
error term

Diognostic tests of Heteroscedasticity,
Autocorrelation, Multicollinearity ond
normolity ore conducted to volidate the
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robustness of the results (refer Appendix 3,
4,5 ond 6).

4. Results

In order to test the primory objective of
whether there 1s an impoct of the each of the
big five trouts on 1vestment decision
moking, o multiple ordinory leost squores
regression model was used. The
explonatory power of the model 1s 18.4% os
mdicated by R squored stotistic. The F
statistic of the model 1s significont ot 95%
level of confidence meoming thot the model
fit1s achieved for the purpose of analysis. In
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this study, the DW statistic 1s 2.3 mdicating
thot there 1s no severe outocorrelation 1ssue
with the doto. Further, the vorionce inflotion

International Journal of Accounting & Business Finance
Vol.7.No.1 June 2021

motrix (VIF) volues ore less thon 10
indicating that there 1s no 1ssue of
multicollinerity with the dato.

Table 3: Impact of personality trouts on mmvestment decision moking by using multiple

regression model

Voriobles Unstondordized Coefficients
SE
(Constont) 3.086%** 0.512
Extraversion (EXT) (0.]188%%* 0.070
Agreeableness (AGR) -0.200%%* 0.069
Consciousness (CON) 0076 0.051
Neuroticism (NEU) -0.084 0.064
%);Erlf)ss to Experience 0.007 0.062
R2 of 18.4%, F-stotistics 20.514***  Durbon Wotson 2.342
% Significont of 1% level; ** significont o 5% level, * significont at 10% level
Note. Gender ond oge voriables are controlled in the study

According to the obove toble 3, among the
personality trouts, extraversion hos a positive
significont (B = .188, p<.05) mmpoact on
mvestment decision moking. This finding
mdicates thot more extraverted ndividuol
mvestors hove o high-risk propensity to
achieve higher returns ot CSE, which 1s
similar to Oehler et al. (2017). Negatively
ogreeable investors’ further evidence ot CSE
connot rely on the finonciol onalyst's
judgment ond tend to toke higher risk.
Agreeableness 1s bringing m the highest
mmpoct on the independent vorioble, ond
negotively significontly (B = -0.200, p<.05),
while mfluences on mvestment decision-
moking. On the other hond, consciousness
ond openness to experience have impacted
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mvestment decision moking positively, ond
neuroticism hos fluenced mvestment
decision moking negotively. However,
none of those factors (consciousness,
neuroticism ond openness to experience)
have 1mpacted significantly ot the
mdividual level.

According to the obove results, the
achievement of the study's primary
objective ond reloted hypotheses con be
summorised os follows.
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Hypothesis p-value Decision

Hypothesis 1a: There 1s
a significontly positive
association between
Extraversion oand
investment decision
moking.

0.007  Accepted

Hypothesis 1b: There 1s
o significontly negative
association between
agreeableness and
investment decision

moking. 0.004

Accepted

Hypothesis 1c: There 1s

a significontly positive

association between

Consciousness ond

mvestment decision Not
moking. 0.138  Accepted

Hypothesis 1d: There 1s
o significontly positive
association between
neuroticism ond 1nvest Not

mentdecisionmoking.  0.187  Accepted

Hypothesis 1e: There 1s

a significontly positive

association between

Openness to Experience

ond mmvestment decision Not
moking. 0.904  Accepted

4.1 The mediation role of financial
self-efficacy

In testing the mediotion role of
finoncial self-efficacy (FSE) 1n the
relationship between personality troats
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and 1nvestment decision-moking,
Boaron ond Kenny Approach (1986) hos
been used. Accordingly, three step
procedure wos odopted. Step one 1s to
mediator wos regressed on independent
varioble, second 1s to dependent
varioble was regressed to imndependent
vorioble ond lostly, dependent variable
wos regressed to both independent
varioble ond mediotor. At this stoge,
mdependent varioble 1s controlled to
test for full mediation. Further, sobel
test (1982) 1s employed 1 testing the
significance of the indirect path by
using the Sobel z-test shown 1n equotion
2. It tests whether the difference
between the totol effect ond the effect
without mediator 1s statistically
significont. The stondord test of sobel 1s
recognized 1n the literoture to scrutinize
the significance of mediation (os cited
by Veena Probhu, Charlotte Sutton &
Williom Souser, 2008).

Equation 2
b Xa

Sobeltest =

Jb? X SeZ+a* X Se;

Where, a = Unstondordized regression
coefficient for the relationship between
Independent vorioble ond Medioting
vorioble,b = Unstondardized regression
coefficient for the relationship between
Mediating vorioble ond Dependent
varioble, Sea= Stondord Error of o, Seb
= Stoandord Error of b
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Toble 4: Mediating role of finoncial self-efficocy 1n the relotionship between

extraversion ond investment decision moking.

0w o
Extraversion on mvestment decision moking 0.393***| 0.042
Extraversion on finencial self-efficocy 0.828***[ 0.025
Financial self-efficocy on mvestment decision moking | (.429%**| (.042
Extraversion ond finoncial self-efficacy on mvestment decision moking
Extraversion 0.129 0.078 9.241%*
Fmoncial self-efficocy 0.378***| 0.070
% Significont of 1% level; ** significont ot 5% level, * significont at 10% level
Accept 1f p<0.05 and 1f 1.96 <Sobel Test Statistic< -1.96

In testing the mediation role of finoncial
self-efficacy 1n the relationship between
personality troits oand 1nvestment
decision moking, three simple regression
models ond their p values are highly
significont. Above toble 4 shows thot
after regressing both extroversion ond
finoncial self-efficocy on 1nvestment
decision moking, only finonciol self-
efficacy 1s significont of 1% level.
Therefore, 1t con be concluded that FSE
has o full mediation effect between
extraversion ond 1nvestment decision
moking. Further, the Sobel test provides
evidence for significont complete
mediation by finoncial self-efficacy. The
obove result supports the alternative
hypothesis H2a.
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Neuroticism

As shown m Toble 5, the regression
coefficient 1s significont for finonciol
self-efficacy, contributing to
mvestment decision moking when
neuroticism wos controlled. This trout
agoun shows thot financial self-efficacy
completely mediates the relotionship
between neuroticism ond 1nvestment
decision moking. The Sobel test
discovered the significont evidence of
complete mediation by finoncial self-
efficocy. The obove result supports the
alternative hypothesis H2b.
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Table 5: Mediating role of finoncial self-efficocy 1 the relationship between
neuroticism ond mvestment decision moking

B SE Sobel test
(z value)
Neuroticism on mvestment decision moking -0.349%%% | -().349%***
Neuroticism on finoncial self-efficacy -0.807***[ -0.807**1
Financiol self-efficacy on mvestment decision moking | (.429%*% | (.429%%*3%
Neuroticism ond finoncial self-efficocy on investment decision moking
Neuroticism -0.060 10.070 -8.920%*
Fmoncial self-efficacy 0.426***| 0.056
**% Significomt of 1% level; ** significomt ot 5% level, * significont at 10% level
Accept 1f p<0.05 ond 1f 1.96 <Sobel Test Statistic< -1.96

Agreeableness

Table 6: Mediating role of financial self-efficacy mn the relationship between ogreeobleness

ond mvestment decision moking

B SE Sobel test
(z volue)
Agreeobleness on imvestment decision moking -0.392%**| 0.042
Agreeobleness on finoncial self-efficacy -0.781**4 0.028
Finoncioal self-efficacy on mvestment decision moking | (0 429%*% (.042
Agreeableness ond financial self-efficacy on mvestment decision moking
Agreeobleness -0.153**1 0.068 -9.590**
Fmoncial self-efficocy 0.306***| 0.066
**% Significomt of 1% level; ** significomt ot 5% level, * significont at 10% level
Accept 1f p<0.05 ond 1f 1.96 <Sobel Test Statistic< -1.96

According to Toble 6, the regression
coefficient 1s significont for finonciol
self-efficocy; subsequently, ogreeobleness
ond finonciol self-efficocy regressed on
mvestment decision moking. However,
the significance of oagreeobleness
decreased from -0.392 to -0.153 1n
absolute values. This decreased
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coefficient volue 1ndicated that
financial self-efficacy partially
mediotes the relationship between
agreeobleness ond investment decision
moking. The significont Z value of the
Sobel test proves the portiol mediotion
by finoncial self-efficocy. The above
result supports the alternative
hypothesis H2c.
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Toble 7: Mediating role of finoncial self-efficacy in the relationship between
consciousness ond mmvestment decision moking

B SE Sobel test
(z value)

Consciousness on investment decision moking 0.174%%% | 0.054
Consciousness on finonciol self-efficacy 0.277**%*%| 0.053

Finonciol self-efficacy on mvestment decision moking | 0.429%**| (.042
Consciousness ond finoncial self-efficocy on investment decision moking
Consciousness 0.058 0.039 3.07%*
Financiol self-efficocy 0.417***| 0.044

**% Significomt of 1% level; ** significomt ot 5% level, * significont at 10% level
Accept 1f p<0.05 ond 1f 1.96 <Sobel Test Statistic< -1.96

Toble 7 shows an insignificant coefficient for
consciousness, while finoncial self-efficocy
1s significont when both these variobles were
regressed with ivestment decision moking.
This finding reveals the full mediation effect
of finoncial self-efficacy m the relationship
between consciousness ond 1nvestment
decision moking. Sobel test significont volue
olso witnessed the full mediation effect by
finonciol self-efficacy. The above result
supports the alternative hypothesis H2d.

Openness to experience
As presented m Toble 8, 1n the case of both
variobles regressed, openness to experience
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on 1nvestment decision moking 1s
msignificont. Nevertheless, the finonciol
self-efficacy (FSE) on 1investment
decision- moking 1s significont. So, this
result 1s also oscertouned the complete
mediation by finoncial self-efficocy. The
Sobel test z value establishes the significont
mediation relationship brought by finonciol
self-efficacy between openness to
experience ond 1nvestment decision
moking. The obove result supports the
alternative hypothesis H2d.
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Toble 8: Medioating role of finonciol self-efficacy 1n the relationship between
conscilousness ond mvestment decision moking

B SE Sobel test
(z value)
Consciousness on investment decision moking 0.218*** | 0.062
Consciousness on finoncial self-efficacy 0.465%*%*| 0.058
Finoncioal self-efficacy on mvestment decision moking | 0.429***|  (.042

Consciousness ond finoncial self-efficocy on investment decision moking

Consciousness

0.021 0.060 6.306%*

Financiol self-efficocy

0.423%**| 0.045

**% Significomt of 1% level; ** significomt ot 5% level, * significont at 10% level
Accept 1f p<0.05 ond 1f 1.96 <Sobel Test Statistic< -1.96

As the Sobel test statistic exceeds the critical
value proves o significont medioting role of
financial self-efficacy between each
personality troat ond investment decision-
moking. This study, therefore, provides
evidence of the mediating role of finoncial
self-efficacy 1n the relotionship between
personality troats ond 1nvestment decision
moking.

4.2 Discussion

This study pioneers the mvestigotion
of personality trouts 1n investment decision-
moking. Notobly, individual 1nvestor
personolity 1s meosured by the big five
personality model. Investors’ choices ond
preferences are essentially affected by their
personality characteristics (Durond et al.,
2008). The current study improves
behavioral finonce literature 1 o waoy.
Primorily, five personality trouts (such os
extroversion, neuroticism, oagreeableness,
consciousness ond, openness to experience)
were empirically tested on 1nvestment
decision moking.  Findings supported, os
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expected, extraversion ond ogreeobleness
mmpoact the decision moking of CSE‘s
mvestors. However, previous literature
discussed those personality trouts of
neuroticism, consciousness, ond openness
to experience influence individuals’
mvestment decision moking (Mayfield et
al., 2008). The results of this study
idicoted that there 1s no such relationship
empirically exist in Sr1 Lomkon setting.

In oddition, potentiol mediating role of
finoncial self-efficocy was empiricolly
studied. Self-efficocy 1s also a personolity
construct resulting from cognitive
psychology explaning the 1ndividual’s
confidence to achieve successful behavior
by mobilizing cognitive resources ond
motivation (Bondura, 1977). Financial self-
efficocy fully mediated the relationship
between extraversion, neuroticism,
consciousness, ond openness to experience
with mvestment decision moking ond
portiolly medioted the relationship between
ogreeobleness ond 1nvestment decision
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moking ot CSE. Till today, there ore tiny
shreds of evidence on this ospect in the
developing countries, ond further reseorch
needs to get a better understonding of this
evidence.

5. Conclusion

This study 1s the first kind of study to
examine the impoct of personality trouts on
mvestment decision moking ond the role of
finoncial self-efficocy of different individual
mvestors 1 Sr1 Lonko. Big five personality
troats are investigated by collecting the data
from 460 individual investors trading ot CSE.
Overall, results revealed thot extraversion
ond ogreeobleness have o significant
mfluence on 1vestors' sock 1nvestment
decisions ot CSE omong the trouts of
personality. Additionally, the results also
conclude thot ogreeobleness 1s the most
mfluentiol foctor n mdividual 1nvestors'
imvestment decision-making. These
outcomes proposed that individuols who are
socioble, active, ond enthusiastic ore willing
n stock mmvestment. Notobly, finoncial self-
efficocy also confirmed that 1t hos a
significant medioting role on the relationship
between personality trouts such os extro
version, ogreeableness, consciousness,
neuroticism, openness to experience, ond
stock investment decision moking. However,
only the ogreeableness has the paortial
mediation role, and oll other selected trouts of
mdrvidual’s investors are fully mediated by
finonciol self-efficacy on stock investment
decision moking n the context of Sr1 Lonko.
6.Implication, limitation, and

suggestion for further study

This study contributed to the behaviorol
finonce literature, poarticulorly personality
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trouts ond finoncial self-efficocy influence,
by empiricolly validating the relotionship
m the context of emerging markets ond
necessory 1mplications to 1ndividuol
mvestors in Sr1 Lonko. Further, the findings
of this study benefit finoncial advisors,
stockbrokers, investors, reseorchers, ond
regulators to be awore of the importance of
personality troats ond finoncial self-efficocy
1 moking a stock investment decision. The
current study could appeal to the
government of Sr1 Lonka to consider the
factors of mdividual trouts ond finonciol
self-efficacy to develop the copitol morket.
Thus, the results would help to design the
mvestors' trouning progroms oppropriotely.

Apart from these mmplications, the
study hos specific limitations.  The
responses are from the Sr1 Lonkon investors
ond generalizations to other countries
carefully. Further, the respondent may bios
m their response which may leod to
moccurate results. Therefore, results ore
dependent on respondents' honesty. This
study 1s limited to personality trouts. Further
study could focus on other foctors such as
fomily background, finoncial conditions,
ond individual life experiences that could
significantly 1nfluence 1nvestment
decisions.

Finally, in St1 Lonko, very few studies
have been done on this areo, and this study
widens the knowledge for Sr1 Lonkon
academicions ond reseorch scholors for
further investigation.
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Appendices
Appendix 1: Total variance explained
Foctor TVE Cronbach’s

Vorioble Items Loadings %) Sig dlpha
Investment Decision Moking IDM 1 0.854 0.925 88.792 0.000 0.974
(IDM) IDM 2 0.84

IDM 3 0.903

IDM 4 0.915

IDM 5 0.889

IDM 6 0.927
Agreeableness (AGR) AGR 1 0.898

AGR 2 0.905 0.966 90.887 0.000 0.985

AGR 3 0.91

AGR 4 0.915

AGR 5 0.891

AGR 6 0.906

AGR 7 0.927

AGR 8 0.918

EXT1 0.887 0.96  88.887 0.000 0.982
Extraversion (EXT) EXT 2 0.9

EXT 3 0.892

EXT 4 0.902

EXT 5 0.892

EXT 6 0.874

EXT7 0.869

EXT 8 0.895
Consclousness (CON) CON 1 0.95 0.931 80974 0.000 0.938

CON 2 0.915

CON 3 0.831

CON 4 0.915

CON 5 0.894

CON 6 0.89

CON 7 0.907

CON 8 0.914

CON 9 0.927
Neuroticism (NEU) NEU1 0805 0951 75147 0.000 09

NEU 2 0.826

NEU 3 0.878

NEU 4 0.896

NEU 5 0.701

NEU 6 0.787
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NEU 7 0.832
NEU 8 0.885
Openness to Experience OPEN1  0.867
(OPEN) OPEN2 0.717
OPEN3  0.784
OPEN4  0.779
OPENS5  0.923 0.928 80.834 0.000 0.903
OPEN 6  0.856
OPEN7  0.878
OPEN 8  0.851
OPEN9  0.901
Financial Self Efficocy FSE 1 0.869
(FSE) FSE 2 0.915
FSE 3 0.898
FSE 4 0.895
FSE 5 0.869 0.923 88.916 0.000 0.969
Appendix 2: Reliability
Vorioble No. of Items Cronbach's Alpha
Investment Decision Moking (IDM) 6 0.974
Agreeableness (AGR) 8 0.985
Extraversion (EXT) 8 0.982
Consciousness (CON) 9 0.938
Neuroticism (NEU) 8 0.900
Openness to Experience (OPEN) 9 0.903
Fmoncial Self Efficacy (FSE) 5 0.969
Appendix 3: Test of Heteroscedasticity
Figure 1: Scatter Plot Seatterplot
Dependent Variable: IDM
_ \%o o .
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Appendix 4: Test of Autocorrelation

Model Durbin-wotson
1 2.342

Appendix 5: Test of Muliticolliniarity

Model Toleronce Toleronce
Extraversion (EXT) 0.360 0.360
Agreeobleness (AGR) 0.371 0.371
Consciousness (CON) 0.956 0.956
Neuroticism (NEU) 0.692 0.692
Openness to Experience (OPEN) 0.845 0.845

Appendix 6: Test of normality

50
Series: ERROR
o Sample 1460
40 | = Observations 460
— N Mean 1.052048
30 | Median 1.008942
_ - Maximum 1.578852
— ] Minimum 0.096823
20 | ] Std. Dev. 0.283516
Skewness 0.057623
Kurtosis 2.659822
. Jarque-Bera 2.472547
Probability 0.290465
D "_“ ’_‘I I I | I |
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