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ABSTRACT 

 

The study aim at determination of factors influencing individual investors ‘decision in 

trading of shares the case of Dar es Salaam stock exchange. The descriptive research 

design was used to conduct this research in which data collection phases using 

observation and questionnaires was applied using 15 respondents who were samples 

selected from DSE. 

The findings revealed that investment decision tools affect the investors’ decision 

making. Also, the result from the finding showed that, the investors’ decision making 

in the Dar es Salaam stock exchange is affected by the neutral information and 

accounting information. Other factors such that stock price changes, firm image, past 

trend of shares or stock performance and advocate recommendation also affect the 

investors’ decision making of trading. 

 

The result indicate that there is a need for individual investors to learn more on other 

investment decision tools and investment valuation method to improve their mental 

technical prowess, The individual investors must ensure they incorporate all 

information necessary for decision making before making an investment decision due 

to the fact that the information in the market stays neutral hence by using other 

investment strategy there will be a chance to benefit from the neutral information in 

the market. Information should be independently verified before reliance on it and 

sometimes one needs to step away from what the crowd is doing in order to make 

better decision and judgment. Lastly, there is a need for individual investors to 

rigorously analyse past events, price changes and firm image as these were seeming to 

be the factors influencing investors’ decision. 
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CHAPTER ONE 

INTRODUCTION, OBJECTIVES AND PROBLEM DEFINITION 

1.1 Introduction 

This study assessed the factors that influencing individual investors’ decision in 

trading of shares at Dar es Salaam Stock Exchange. It intends to investigate on the 

behavioural theories of finance which mostly postulates on investors’ use of their 

psychological knowledge in making investment decisions. This chapter covers 

introduction, background to the problem and statement of the problem. It also presents 

research objectives and research questions, significance and the scope of the study. 

1.2 Background to the Study 

Studies on the behaviour of individual investors first appeared in the 1970s whereby 

various factors have been revealed as influencing investors’ decisions in trading of 

shares in the stock markets. The study of Kimeu, Anyango and Rotich (2016) argued 

that investment decisions is influenced by either the traditional finance or behavioural 

theories of finance. The traditional finance school of thought focuses on the intrinsic 

value of the investments. Under this theory the investors’ behaviour in making trading 

decision depends upon determination of intrinsic value of their investments. The uses 

of traditional factor by investor in influencing their behaviour in trading of shares 

requires the use of valuation techniques and formulae while on the other side the 

behavioural finance suggests that investors should use their psychological knowledge 

in making investment decisions. Therefore, it is further argued that various rules of 

thumb are to be applied in such investment decision making process. Process of 

decision making is a cognitive that results in selection of one course of action out of 

several alternatives. Research in behavioural finance is relatively new. Within 

behavioural finance it is assumed that information structure and the characteristics of 

market participants systematically influence individuals’ investment decisions as well 

as market outcomes. According to behavioural finance, investor market behaviour 

derives from psychological principles of decision making, to explain why people buy 

or sell the stocks. Behavioural finance focuses upon how investors interpret and act on 
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information to make investment decisions. In addition, the behavioural finance places 

an emphasis upon investor behaviour leading to various market anomalies. 

 

The focus of this study was on individual investors’ behaviour in decision of buying 

and selling of share at Dar es Salaam Stock Exchange. The behavioural finance 

theories was used as basis of our study toward determining these factors. Behavioural 

finance is the study of the influence of psychology on the decision making in finance 

related issues. The proponent of the behavioural finance ideology state that investors’ 

buying and selling decisions are characterized by various personal factors including 

emotional factors such as endowment, loss eversion, regret eversion and mental 

accounting, herding behaviour and other cognitive factors. Jagullice (2013) defines 

behavioural finance as behavioural economics, and further describes it as the 

phenomena where psychology and economics are combined in explaining the 

irrational decision making processes of economic agents. Psychology explores various 

facets of human behaviour and explain how human behaviour deviates from traditional 

economic assumptions about human behaviour.  

 

Lease, Lewellen and Schlarbaum (1974) determined demographic characteristics, 

investment strategy patterns, information sources, asset holdings, market attitudes and 

perceptions of the individual investor as among of the early known factors which 

influenced investors’ individual behaviour in making ultimate decision of trading their 

shares in stock markets. 

Researches in behavioural finance are now dominating in global finance market. 

Within behavioural finance it is assumed that information structure and the 

characteristics of market participants systematically influence individuals’ investment 

decisions as well as market outcomes. According to behavioural finance, investor 

market behaviour derives from psychological principles of decision making, to explain 

why people buy or sell the shares in stock market. Behavioural finance focuses upon 

how investors interpret and act on information to make investment decisions. In 

addition, the behavioural finance places an emphasis upon investor behaviour leading 

to various market anomalies in determining the influencing factors. 
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Individual investors differ from institutional investors in terms of their investment 

profile, investment horizon and the amount of money expended on an investment 

venture. This study is aimed to focus on individual investors and not institutional 

investors. An individual investor is one person acting on his own accord as a private 

entity; while institutional investor are mostly companies. It may include entities such 

as hedge funds, insurance companies, pension funds, commercial banks and mutual 

funds. Institutional investors have an edge over the private individuals because their 

investment are managed by professional and they have a large capital base and access 

to a wide array of securities to invest in. Hence this demonstrate different types of 

investors in the DSE who differ in their investment characteristics such as risk, 

liquidity and security requirement.  

Behavioural field of finance views investors in stock markets as irrational economic 

agent whose decisions are influenced by sentiment, emotions, fantasies, mood and 

feelings. Jordan and Miller (2016), puts forward the argument that investors have an 

emotional and personal relationship with their assets. This explains why some 

investors hold onto shares even when their prices and associated return are falling. 

Stock exchange market is the standardized and organized financial capital market 

which is very crucial in competitive world where by individuals, big companies, 

business firms, business corporations and governments participate by either investing 

their funds or raising funds by using this formal system and standardized capital 

market. According to Singh (1997), stock exchange markets are basically playing a 

big role to accelerate economic growth and financial sector development by 

motivating, promoting, attracting domestic savings and increasing quality and quantity 

of investment.  

In effort of Tanzania government’s Policy to transform it economy from public 

government dominant economy to private sector driven economy, it establishes Dar es 

Salaam Stock Exchange Market (DSE). DSE is the major bourse in Tanzania with a 

market capitalization of 19.6 billion and it offers the forum for trading and listing of 

numerous securities including shares (DSE Website, 2018). The two main products at 

the DSE are equities (shares) and bonds. DSE was established by the capital market 
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and security authority under Capital Market and Securities (CMS) Act of 1994. The 

DSE was incorporated in September 1996 as a company limited by guarantee without 

a share capital under the companies’ ordinance (Cap 212) (DSE, 2008a). The Capital 

Markets and Securities Authority (CMSA) is a government agency established to 

promote and regulate securities business in Tanzania. It was established under Capital 

Markets and Securities Act, 1994. The legal framework for the regulation of the 

securities industry is the Capital Markets and securities Act, 1994 (Act No: 5 of 1994 

as amended by Act No. 4 of 1997).  

The stock exchange is a secondary capital market where large and small investors can 

buy and sell securities (shares and bonds etc.). It is an organized market where buyers 

and sellers of securities meet as they are represented by dealers/brokers and acquire or 

dispose securities (DSE 2007; Norman, 2006). The stock exchange business has kept 

growing since its establishment in 1996 when first firm Tanzania Oxygen Limited 

(TOL) listed shares with the DSE. As of June 2018, 28 companies listed their shares 

with DSE which allow investors from different groups to invest by buying and selling 

shares. However, over a decade, DSE has been receiving a growing attention and 

investment opportunity from various potential investors to invest in Tanzania but still 

there are challenges which hinder sustainability of growth and development of the 

market in DSE (Senbet and Otchere, 2008). The factors which seem to affect 

individual investors behaviour may be among of other many factors which affect the 

sustainable growth of capital markets as well as stock exchange markets in Africa. The 

factors affecting individual investor behaviour lead to fluctuation and unpredictable 

changes in the trading volume in capital market. These factors have a direct impact to 

investors in making their decision for buying and selling of stocks. The below 

illustration under table 1.1 are data which show the fluctuation of trading volume of 

Dar es Salaam Stock Exchange for the duration of four years in each month of trading. 

The fluctuation was due to reaction of investors in the market which shows how 

investors were making their decision of buying and selling of the stocks. 
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Table 1. 1: DSE buying/selling volume for four years (In millions TShs) 

Periods  2015 2016 2017 2018 

January 1,078.52 52.99 1,880.71 2,283.81 

February 127.15 291.55 8.78 118.57 

March 164.77 677.58 35.47 6,634.09 

April 181.45 593.56 2,511.59 207.05 

May  963.31 5,076.25 24.65 612.76 

June 373.00 4,781.34 35.40 59.95 

July 94.66 116.57 42.18 94.19 

August 1,220.55 220.63 149.70 429.33 

September 2,107.69 1,214.38 18.47 135.70 

October 13,010.06 29.82 227.005 4,645.05 

November 43.26 62.32 815.46 2,085.60 

December 65.65 6,914.35 342.19 5.28 

Source: Research own composition, 2020 

 Therefore, generally, fluctuations in buying and selling volume indicates somehow 

the influencing factors towards investors’ behaviour of the DSE investors, which needs 

to be investigated. The factors which make the investors to behave in different ways 

toward the market are necessary to be well known and this was the motivation behind 

the current study to be carried using DSE as case study. According to Levine (1997), 

the past two decades, stock exchange market liquidity has been a catalyst for long run 

growth in developing countries. He further argued that without a liquid stock market, 

many profitable long-term investments would not be undertaken because savers would 

be reluctant to tie up their investments for long periods of time. In contrast, a liquid 
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equity market allows savers to sell their shares easily, thereby permitting firms to raise 

equity capital on favourable terms. Hence the stock market as the main trading market 

should be well understood in terms of their participants and other features in order to 

meet the expectation of the market participants. Previous studies have examined 

motivation of individual investors’ behaviour from different economic perspective, 

many equity investors do not have appropriate knowledge of the basic concepts of 

factors required to make decisions of investment. So there exists a need to make 

research on these factors that can influence the investment decisions (Lusardi and 

Mitchell, 2006). 

1.3 Statement of the Problem 

It is universally accepted that no modern economy can flourish without the backing of 

an efficiency financial market because its role to the economy is like what oil is doing 

to a motor engine (DSE, 2017). The economic development of our country is directly 

influenced by well-functioning of its capital market. Its contribution towards the 

national growth is high and inseparable one. Since the incorporated of the Dar es 

Salaam stock exchange in the mid 1990’s, the government of Tanzania has been put 

forward strategies and initiatives to promote its performance. Despite of all the 

developments, several studies have revealed that the performance of Dar es Salaam 

stock exchange still is not promising (Shivji, 2010). Among all other factors which 

have been raised, individual investors’ behaviour towards decision making on buying 

and selling is important one however is not well addressed (Mtani, 2012).  

Substantial amount of attention has been given by researchers to the behaviour and 

portfolio performance of institutional investors in the past decades whereas less 

attention has been given to the individual investor behaviour (Baker and Haslem, 1974; 

Prowse, 1990; Nagy and Obenberger, 1994; Venter, 2006). Individual investors 

participate in the stock market by purchasing and selling different stocks and it is very 

important to identify various economic and behavioural motivations that affect their 

purchasing and selling decisions. The development of stock exchange market is well 

depending much on number of participants in the market   which determines the trading 

volume of the market. 
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To assessing the factors which affect individual investors’ behaviour, several measures 

are used.  The market measure of DSE is based on three main categories which are 

traditional, institutional and asset pricing (DSE, 2016). The traditional measure is 

concerned with basic measures which include trading value, trading volume and turn 

over ration. The buying and selling decision of investors in DSE market is currently 

becoming very uncertain. This made a researcher to come up with a question on what 

are the factors affecting individual investors’ behaviour on buying and selling of shares 

under DSE. 

Although there is similar study such as Masele (2013), Sigala (2010) on DSE market 

they have not yet answered as to what factors affecting individual investors’ behaviour. 

Thus it is important to identify the factors which have the greatest influence on the 

individual stock investor. This study is an attempt to give insight into the behaviour of 

individual investors i.e. which factors influence them to purchase stocks. 

1.4 Research Objective 

The general objective of the study was to determine the factors that influence 

individual investors’ decision making in trading of shares at the DSE. 

1.4.1 Specific Research Objectives 

The study specifically focused on the following objectives: 

a) To examine the influence of investment decision tools in investors’ decision 

making on trading of shares. 

b) To assess the influence of market information in investors’ decision making on 

trading of shares.  

c) To identify the behavioural factors which influence an individual investors’ 

decision making on trading of shares. 
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1.5 Research Question 

The specific questions relevant for the study were as follows: 

a) Do investment decision tools influence individual investors on trading of shares? 

b) Does market information affect individual investors’ decision on trading of shares? 

c) What are the behavioural factors that affect investors’ decision on trading of shares? 

   

1.6 Scope of the Study 

The study on the factors influencing individual investors’ behaviour was conducted 

using a cross-sectional research design in which the study focused only on one case in 

details. In that regard, the study concentrated on case only which is Dar es Salaam 

stock exchange and this was the researcher’s main source of data. Therefore (being 

cross-sectional research design), observation and findings to be obtained from analysis 

of data relate only to DSE. 

 

1.7 Significance of the Study 

The study generated knowledge on the existing body of literature in the area of 

investments in DSE. It is being also expected that once the study is accomplished the 

researcher believes that it would be of much value to different stakeholders as follows: 

a) This study has significance for the individual investors, financial advisors, 

companies listed in DSE and Government. For the investors, the factors that 

influence their behaviour on decision making are crucial as this influences their 

financial plans of future. For companies, identification of the most influencing 

factors that influence the behaviour of their investor, this will affect their future 

strategies and plans. For financial advisors, identification of these factors will help 

them to suggest investments that best fits them. And finally for the government, 

identification of the most influencing factors will help it to modify required 

legislation and other procedures that are needed for satisfying the desires of 

investors and also giving more support to the market efficiency. 

b) For research the study findings are going to add knowledge to the existing body. 

c) For researcher –the study is prerequisite as part of successful completion of Master 

of Science in Accounting and Finance. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.1 Introduction 

The determinants of factors influencing individual investor’s behaviour have been 

widely studied theoretically and empirically. This chapter is about concepts, empirical 

and theories from other researchers and authors on the determinants of factors 

influencing individual investors’ behaviour. It defines the important concepts and 

terms related to the research topic. It is an organized collection of references, or 

citations. It helps the researcher to develop a good understanding, insight and right 

trends regarding similar subject.  

 

2.2 Definitions of terms 

2.2.1 Behavioural finance 

Behavioural finance focuses on how investors translate and act on information to take 

investment decisions. It also examines the investor behaviour which leads to various 

market abnormalities. It is a rapidly growing field which focuses on the effect of 

psychology on the behaviour of financial practitioners (Merikas, Andreas, George and 

Prasad, 2004; Al-Tamimi, 2006). 

 

2.2.2 Financial Market 

These are defined as a collection of market that deal with financial assets, including 

those which pay off in short term usually less than one year (money market) and whose 

life is of a long –term (known as capital market) (DSE 2008.) 

 

2.2.3 Financial Literacy 

Refers to the set of skills and knowledge that allows an individual to make informed 

and effective decisions through their understanding of finances. 
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2.2.4 Capital Market 

These are facilities and mechanism through which funds move from idle holders to 

productive users. Capital market have two inter- dependent segment primary and 

secondary market (DSE 2008). A capital market is a market which is made up of 

markets and institutions, which facilitate the issuance and secondary trading of long –

term financial instrument (Onyiuke, 2010). 

2.2.5 Stock Exchange Market   

According to Nyong (1997) Stock Exchange Market is a complex institution imbued 

with inherent mechanism though which long term funds of the major sectors of the 

economy comprising households, firms and government are mobilized, harnessed and 

made available to various sectors of the economy. A stock exchange market is an 

organized secondary market since a stock exchange is really strictly a market for 

existing rather than new securities (Okofar, 1983). 

Norman (2006) defined stock exchange as a secondary capital market where large and 

small investors can buy and sell securities (share, bond). It is an organized market 

where buyers and sellers of securities meet as they are represented by dealers/brokers 

and acquire or dispose securities. According to Benchivenga (2007), a Stock Exchange 

is a market which securities are traded by members of the exchange who may act as 

both agent (brokers) and as principal (dealers). 

2.2.6 Role of Stock Exchange Market 

The stock market is in the focus of the economist and policy makers because of the 

perceived benefit it provides for the economy. According to Obadon (1995), the stock 

market provides the fulcrum for capital market activities and it is often cited as a 

barometer of business direction: An active stock market may be relied upon to measure 

changes in general economic activities using the stock market index. 

Stock Exchange Market provide a market for listed securities: That means, it enables 

those wishing to join or leave the listed companies to do so and those wishing to leave 

to do so as well (DSE, 2010). 
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Stock exchange facilities price discovery. The price mechanism ensures that buyers 

and sellers can do so at a price determined by demand and supply forces (DSE and 

CMSA 2010). Stock exchange my also affect the economic activities through the 

creation of liquidity. Liquid equity market makes available saving for profitable 

investment that requires long-term commitment of capital. As asserted by Bencivenga, 

Smith and Starr (1996), without liquid capital market there would be no industrial 

revolution. 

According to DSE and CMSA (2010), the stock exchange market facilitates 

privatization and wider ownership of resources. The DSE has facilitated and continued 

to facilitate the privatization of some parastatal organization which were under the 

control of the government whose share have been sold by the government through 

DSE. 

Closely related to liquidity is the function of risk diversification: stock market can 

affect economic growth when they are internationally integrated. This enables greater 

economic risk sharing. Because high return project also tends to be comparatively 

risky. Stock market that facilitates risk diversification encourages a shift to higher 

return project (Obsetfeld, 1994). The resultant effect is a boost in the economy leading 

to growth the shifting of society: saving to higher return investments. 

According to persuade (1990) the stock market provide additional channel to 

encouraging and mobilizing domestic saving for productive investment and on 

alternative to bench deposit real estates investment and financing of consumption 

loan.Stock exchange market improve the gearing of domestic corporate sector by 

facilitating equity financing and this help to reduce corporate dependence on 

borrowing thus making the financial system more strong. 

Furthermore, Stock Exchange Market facilitate this disclosure requirement put in place 

by the DSE require listed companies to promptly disclose all price sensitive 

information so that investors may make informed decision. This is achieved at two 

investors accept higher prices for shares and lower interest rates for bond, when the 

companies selling these securities are well known and have met stringent as opposed 
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to lesser known enterprises where the investors are faced with a greater amount of 

uncertainty and as a result they demand lower prices for shares or higher yield as a 

compensation for this increased risk (DSE 2008). 

2.3 Theoretical Literature Review 

Recent studies suggest different theoretical review that can help to identify what 

factors influence to individual investors’ decision in trading of shares. This section 

discusses these theories, then, we highlight the findings of the previous empirical 

studies. 

2.3.1 Efficient Market Hypothesis  

Efficient Market Hypothesis (EMH) explains that stock market prices reflect all 

publicly available information so that it is impossible to systematically attain abnormal 

returns using such information (Winsen, 1976). Winsen (1976) studied whether the 

flow of information was associated with the investor behaviour or not. The findings 

supported the argument that investors in some firms misunderstand and/or misuse 

certain publicly available data items which results in their behaviour not being an 

adequate function of the flow of information coming in the stock market. 

 

The research conducted on Karachi stock exchange investors to get the factors 

influencing the investor’s behaviour decision making. The stock purchase decision is 

based upon the wealth maximization. Investors take family and friends 

recommendations as well as use accounting information but most of the investor’s 

decision is based upon their own will and are not influenced by any one. Individual 

investor lacks skills due to which the decision making of investors suffers 

(Iqbal&Usmani, 2011). 

The study investigates investor psychology and different aspects of behaviour in 

decision making. The basic purpose of this study is to find the impact behavioural 

aspects and the relationship between investors‟ behaviour and risk. He found out that 

investors are not always rational unlike the theories of standard finance. They are 

subject to several cognitive and emotional errors; they are suffering from several biases 
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while taking the investment decision. Due to different investors‟ biases their 

perception change about risk taking. Results show that investors who are actually risk 

averse in their characteristics show the risk seeking behaviour by holding the losing 

investments (Chandra, 2008). 

Tavakoli, (2011) in his study, inspected the different factors influencing the individual 

behaviour of the investors. He analyzed the 13 factors to determine whether the 

investors consider these factors and their decisions are influenced by these factors. He 

found that some of these factors are more influencing including financial statement, 

consulting with anybody, second hand information resources, financial ratios, 

reputation of the firm, profitability variable. Most important sub variable of 

profitability is the dividend. 

Baker and Haslem (1974) found that investors were of two distinct types, one who 

seek dividends and the others who seek capital appreciation. Investors who gave 

importance to dividends were older, females, and risk averse and did not seek a large 

increase in the value of their stock. While the second type concerned with capital 

appreciation were willing to sacrifice current dividends for future price appreciation. 

Hoffmann, Eije and Jager (2006) researched in Netherlands using theories of needs 

and conformity behaviour on investors. The results indicated that besides satisfying 

the financial needs investors also strive to satisfy socially oriented needs. Hoffmann, 

et al. (2006) also found that individual investors give importance to financial gains but 

they also give importance to social interaction with other investors, and therefore enjoy 

investing as a free-time activity. Thus, this study followed an “extended” utility 

approach along with supporting behavioural finance, which states that investing offers 

both utilitarian and expressive benefits. Therefore, investors display a palette of 

different needs besides the financial aspects of investing (Fisher and Statman, 1997; 

Statman, 1999; Statman, 2002; Statman, 2004). 

Chandra, (2008) attempted to explore the impact of behavioural factors and investors’ 

psychology on their investment decision making and to examine the relationship 

between investors attitude towards risk and behavioural decision making process. 
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Author used literature survey to study the behavioural decision making and investors’ 

psychology. In this descriptive study author used secondary data related to 

investments, finance and economics. The results show that unlike the classical finance 

theory, individual investors often do not make rational decisions. Further results reveal 

that the investor decision making influenced by behavioural factors such as greed and 

fear, cognitive dissonance, heuristics, mental accounting and anchoring. 

2.3.1.1 Accounting Information 

The conventional finance theories put emphasis on theories such as Modern Portfolio 

Theory as well as Efficient Market Hypothesis. The advancement of these theories in 

the form of behavioural finance focuses on the cognitive and emotional factors that 

affect the individual investors’ behaviour. This study used overconfidence, cognitive 

dissonance, regret theory and prospect theory. The influence of these factors was 

checked on the investors of Kenya (Nairobi Stock Exchange). Investors show rational 

as well as irrational behaviour due to different emotional and cognitive factors (Aduda 

& Onwonga, 2012). 

The research on the factors influencing the mutual fund investment indicates different 

factors affect the mutual fund investor’s behaviour towards their investment. Factors 

like past performance, facility of withdrawal of funds and the reputation of the 

company have significant influence on investor’s decisions. These investors are also 

victim of different behavioural biases leading the investors towards bad decisions 

(Hayat, Awan&Arshad 2012). 

In this study researcher investigated the investors‟ perception of earning quality, 

auditor independence and the usefulness of audited financial information. He defined 

the earning quality as the extent to which actual and reported earning differ. He 

analyzed that earning quality and auditor independence have declined over time. He 

also considers whether the perception of earning quality has decreased due to more or 

less reliance on the audited financial statement and its usage while making a decision. 

He found that perceived earning quality declined with the passage of time as the 

perceived independence of auditor and the reliability of the financial information has 
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decreased. In addition, low perception of earning quality is related with greater reliance 

on financial statement has increased for decision making (Hodge 2003). 

Al-Tamimi (2006) researched factors which influence the UAE investor behaviour on 

the Dubai Financial Market and Abu Dhabi Securities Market. The most influencing 

factors were past performance of the firm’s stock, expected corporate earnings, 

government holdings, stock marketability, get rich quick, and the creation of financial 

markets. The least influencing factor were expected losses in international financial 

markets, expected losses in other local investments, family member opinions, 

minimizing risk, and gut feeling on the economy. Factor analysis made 5 factors: 

neutral information, accounting information, advocate recommendation, self-

image/firm-image coincidence, and personal financial needs. 

2.3.1.2 Neutral Information  

The study analyzed the effect of investor feeling on decision making process. This 

study investigates the effect of variations in feelings of investors‟ decision making 

process. He analyzed the investor feelings in two areas. First area deals with the mood 

misattribution. This analyzed the effect of environmental factor such as weather, social 

factors on equity pricing. People in good mood take the more positive decision due to 

the good weather conditions. The second area deals with the impact of stocks image 

on investor decision making. Image of stock provoke the emotions in investors to some 

extent derivative of the investment behaviour. Study concludes that the investor 

sometime invest in a company on the basis of whether he likes or dislikes a company 

(Lucey, 2005). 

The research investigated factors impact on the investor behaviour. These factors 

include capital structure, political and media coverage, luck and financial education 

and trend analyses in the Nepalese capital market. Findings of the study shows that 

majority of the investors are youngsters and they take decision considering the media 

coverage and friends’ recommendations as good source of information. Dividend, 

earning, equity contribution and government control are considered the most important 
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factors while taking the decision. Investors when bears the loss blame to the market 

and when earns profit take whole credit to their own abilities (Kadariya, 2012). 

Merikas, Andreas, George and Prasad (2004) studied the factors that appear to exercise 

the greatest influence on the individual stock investor in the Greek stock exchange. 

The most important variables were related to classic wealth maximization criteria. 

Environmental criteria like “coverage in the press”, “statements from politicians and 

government officials” and “political party affiliation” were totally unimportant to most 

stock investors and they are self-reliant ignoring inputs of family members, politicians, 

and coworkers when purchasing stocks. Five factors were identified as Accounting 

Information, Personal Financial Needs, Subjective/Personal, Advocate 

Recommendation, and Neutral Information. 

2.3.1.3 Asymmetric Information 

Mahmood (2011) in the research examine the role of various socioeconomic and 

demographic factors affecting the investment decision of investors. An investment 

model was developed that described the impact of past investment experiences of 

investors, variation in regulatory policies, asymmetric information, their marital status, 

gender, and reinvestment intentions of investors. They suggested that risk perception 

performs the key role in the investment decision process and that the variation in the 

government policies can impact the risk perception of an investor. 

The traditional finance theory says that the investors behave rationally, however the 

modern finance theory disproved the same as the individual investors are irrational 

when they make investment decisions. The contradicting of the theoretical ideas makes 

the researcher to further investigate on the factors influencing individual investor 

behaviour 

2.3.1.4 Measures of Stock Exchange Market 

The indicators or index of stock exchange market development can be categorized 

using three main characteristics, namely as traditional, institutional and asset pricing 

(Dermirguc–kunt, and Levine, 1996). Traditional characteristics are concerned with 

basic growth measures of stock market. These measures include number of listed 
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companies, market capitalization, liquidity (Trading value, trading volume, Turnover 

ratio and total value traded ratio) and new issues. These institutional characteristics 

measures are the regulatory and legal roles that may influence the functioning of the 

market, information disclosure and transparency requirements as well as market 

barriers and trading cost. Market Capitalization is a commonly index used as a measure 

of stock market size is the market capitalization. Market capitalization equal to the 

total value of all shares which are listed on the stock exchange market. It is a product 

of current quoted price of the share and the number of share, which are outstanding on 

the stock market. The market capitalization of the entire equity market is thus obtained 

by summing up the market capitalization of all quoted companies. 

Hence, market capitalization always increases or decrease with movement in the price 

of the market company’s equity. To determine, the extent to which a stock market is 

large in an economy of a country the market capitalization is usually compared with 

the GDP. 

Liquidity index is an index, which is used in the stock exchange market: it refers to the 

ability of investors to buy and sell securities easily? It is an indicator which is so vital, 

for stock market development, since it signifies how the market helped in improving 

capital allocation and hence enable long –term economic growth. Three main indices 

of liquidity, which are often used are: - Trading value or value of transaction, Trading 

volume or volume of transaction and Turnover ratio.  

Trading value refers to the amount of all the deals, which have been transacted in the 

stock exchange, in a given period. The value of transaction on each trading day is 

obtained by multiplying the number of shares bond/stock that is transacted among 

shareholders by prevailing market price of such securities. A fast increase in volume 

of transactions of the share in the stock exchange is an indicator that there is interest 

in the security or market. Persistent rise in price and volume of transaction can lead to 

crash of the market. 
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2.3.4 Classical Finance Theory on Behavioural Finance 

Behavioural finance attempts to explain human behaviours in markets, importing 

theories of human behaviour from the social sciences (Shiller, 1998). Psychologists 

and economists have researched this field since the early 1970s (Thaler, 1994). The 

pioneering work is found as early as the 1950s, for example, Allais (1953) and Ellsberg 

(1961). Behavioural economists study how people behave, learn and make economic 

decisions in reality, and what happens when we relax the assumption that everyone is 

rational all of the time (Thaler, 1994). Thaler (1994) coined the term ‘quasi-rational’ 

for “less than fully rational”, while Simon (1957) called it “bounded rationality”.  

Behavioural finance emphasizes that rationality cannot be assumed as something that 

people should feature, whereas the term ‘irrationality’ in conventional economics 

means something that would and should be eliminated in a competitive market. 

Researchers have uncovered a surprisingly large amount of evidence that contradicts 

this view. Dozens of examples of irrational behaviour and repeated errors in judgment 

have been documented (Allais, 1953; Ellsberg, 1961; Tversky and Kahneman, 1974; 

Kahneman and Tversky, 1979; Thaler, 1994; Statman, 1995, 1999; Evans, 2006). 

Bernstein (1996) states that the evidence reveals repeated patterns of irrationality, 

inconsistency, and incompetence in the ways people arrive at decisions and choices 

when faced with uncertainty. Against this background, behavioural finance has evoked 

much interest in relation to investment decision-making.  

2.3.5 Behavioural theories on influencing of investors’ decision making  

Behavioural finance theories are based on cognitive psychology, which suggests that 

human decision processes are subject to several cognitive illusions. These cognitive 

illusions can be grouped into two classifications: illusions due to heuristic decision 

processes and illusions caused by the adoption of mental frames, which are 

conveniently grouped in the prospect theory. These two categories form the basis of 

the behavioural theories discussed here. Heuristics are rules of thumb, which people 

use to make decisions in complex, uncertain environments.  
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Heuristic Theory; Kahneman and Tversky (1974, 1979) defines heuristics as the 

simple rules of thumb that people use to make decisions, especially in the complex and 

uncertainty environments characterised by inadequate requisite information. These 

heuristics are critical where time constraints exit.  The appropriateness of this theory 

to the study is in understanding heuristic driven biases such as anchoring, 

overconfidence and availability bias that influence the decisions of individual 

investors at the DSE. Subash (2012) states that despite the success of these rules in 

some circumstance, they often introduce systematic bias to the whole investment 

process.  

Such rules of thumbs represent strategies for decision making in a variety of 

circumstances, by reducing complex situations to judgmental tasks. They are 

developed from a series of trials and error situations, till they are refined to simple 

rules that can be applied to a variety of decision making environments. Everyday 

people are bombarded with loads and loads of news, which they need to analyse and 

process in order to determine their impact. As these happens numerous times in a week 

or a day, people tend to form a general pattern of how things work under given 

circumstances. This pattern will thus be applied every time the one is faced with the 

same situation, hence leading to the development of these rules.  

Decision-making is not strictly rational where all relevant information is collected and 

objectively evaluated; rather the decision-maker takes mental shortcuts (Kahneman 

and Tversky, 1979). There may be good practical reasons for adopting a heuristic 

decision process, particularly when time is limited. However, heuristic decision 

processes may result in poorer decisions. Typical examples of illusions resulting from 

the use of heuristics include: Representativeness, Gambler’s fallacy, Anchoring, 

Overconfidence and Availability bias. Prospect theory provides a framework that 

explains how behavioural aspects influence risk tolerance in investment decisions. 

Value is assigned to gains and losses rather than to the final net assets, while 

probabilities are replaced by decision weights (Plous, 1993). Kahneman and Tversky 

(1979) criticized Expected Utility Theory (EUT) as being a descriptive model of 

decision-making under risk, which is unable to explain why people are often 
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simultaneously attracted to both insurance and gambling. They found that people under 

weigh outcomes that are probable in comparison with those that are certain. They also 

found that people respond differently to equivalent situations depending on whether 

they are presented in the context of losses or gains.  

Subash (2012) defines overconfidence as the unjustified faith in one’s own cognitive 

abilities, predictive abilities and judgement and reasoning prowess. He further says 

that people think they are smarter and more knowledgeable than they actually are. 

Additionally, people are generally poor at estimating probabilities, and the events or 

occurrences that people are certain about are often less than 100% assured of 

happening. In short, people view of themselves is far lower than actual abilities. 

Overconfidence results in people underestimating underlying risks, overestimating 

their knowledge and exaggerating their ability to control extraneous events. Barber 

and Odean (2001) found out that the most active traders often made lower returns on 

their investments as compared to the reserved counterparts. Barber and Odean (2001) 

surveyed a sample of male and female investors, and concluded that men are generally 

more confident as compared to women, and they often end up making lower returns 

by 2.5% as compared to women. 

Investors overestimate the probability of success in investment decisions because they 

perceive themselves as experts. Athur (2014) states that overconfidence is shown in 

the failure to diversify ones’ portfolio, as an investor is too comfortable with what is 

familiar to them. 

Representativeness involves the determination of conditional probabilities, where one 

sets the degree of resemblance or similarity between a sample and a population or a 

model and an outcome. This bias sets in when one is gauging the probability that an 

object X belongs to class Y. Further, representativeness refers to the tendency of 

investors to make decisions based on past experiences (Subash, 2012). 

Subash (2012) further attributes the long-term underperformance of most IPO’s to the 

short-sightedness of most investors. Such investors translate good companies to good 

and quality stocks, hence making losses ultimately. Anchoring leads to people putting 
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too much weight on recent experiences and the assumption that the current prices are 

the correct prices. Therefore, current performance is representative of future 

performance. 

This refers to the mental conflict that an individual goes through when presented with 

situations that seem to challenge their beliefs or assumptions. After making a decision, 

an individual is likely to be faced with conflict that is more pronounced for the negative 

consequences of the decision as compared to the positive outcomes. Additionally, 

investors experience selective perception, where all contrary information is ignored. 

Prior commitments are also likely to be reinforced in order to rationalize past 

experiences, despite these being sub optimal. 

When new information conflict existing beliefs and understanding, mental discomfit 

results. As such, investors would hold on to losing stock so that they don’t experience 

the mental pain associated with admitting that they may have in fact made a wrong 

decision at the beginning. These phenomena also make investors vulnerable to 

information sources that affirm their current beliefs, values and ideologies, despite 

their sub-optimality. 

Prospect theory describes several states of mind that can be expected to influence an 

individual’s decision-making processes. The key concepts include, regret, loss 

aversion and mental accounting. Regret refers to people’s emotional reaction on 

making a mistake (Plous, 1993). Investors consistently engage in behaviour that they 

regret later (Evans, 2002). They avoid selling shares that have decreased in value, and 

readily sell shares that have increased in value (Shiller, 1998; Lebaron, 1999). Loss 

aversion recognises that the mental penalty associated with a loss is greater than the 

mental reward from a similar size gain (Shiller, 2000). Loss aversion may encourage 

investor-herding behaviour, for example, to invest in respected companies, as these 

carry implicit insurance against regret (Koening, 1999). Mental accounting is the 

propensity for individuals to organise their world into separate mental accounts. 

Investors tend to treat each element of their investment portfolio separately, which can 

lead to inefficiency, and inconsistency in making investment decisions (Shiller, 2000). 
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Rockenbach (2004) found that investors do not seem to make the connection between 

different investment possibilities, as is essential for arbitrage free pricing. 

 

Regret Aversion Theory this refers to the emotional reaction of people after making 

a mistake in decisions. Feelings of regret abound after making poor decisions, 

especially when the alternative choices would have led to better outcomes. Regret 

aversion exists because people hate to admit their mistakes. As such investors may 

avoid making decisions because they might turn out to be sub-optimal. When faced 

with the decision to sell a stock, an investor will be emotionally glued to the price at 

which they purchased the stock, and may end up holding on to it in order to avoid the 

regret of having made a wrong investment decision. This regret is also felt when one 

had desired to buy a stock, but eventually pulled out, and now the stock has risen in 

value. In order to avoid this regret, some investors have been known to resolve to noise 

trading, where they buy or sell what and when everyone else is buying or selling.  

2.3.6 Portfolio Theory 

Harry Markowitz is the father of portfolio theory, and he states that variance is a 

reliable measure of the level of risk engrained in portfolio investment. He further states 

that knowing the relationship between risk and return is not enough, and that an 

investor should go further and diversify his portfolio effectively. He mirrors this to the 

risk one is exposed to when he puts all his eggs in one basket. 

He further posits that investors are risk averse, and will choose the option that offers 

the lower risk when faced with a portfolio of assets that earn him the same return. If 

the returns for two assets move in different directions, then it is possible to construct a 

well- diversified portfolio that will earn maximum returns at the level of accepted risk. 

Modern portfolio theory sees Markowitz’s approach as being too narrow in scope, and 

recommend that a more scientific approach be adopted to yield maximum returns. 

Asset allocation decisions and security selection are these two critical steps that one 

needs to engage in, after understanding their risk-return profile. 
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2.3.7 Theory of Herding 

Herd instincts refers to the natural desire of people to be part of a group, hence herd 

together. It is the tendency of people to mimic the group behavior when individually a 

different course of action would have been taken. In situations of uncertainty, this 

behavior is magnified because people want to feel as part of a group rather than 

independent analysts, hence introducing bias in decision making. As a result, small 

information can cause a significant change in people’s behavior, and not necessarily 

in the right direction. 

The implication of this theory is that investors’ decisions will be influenced by what 

everyone else is doing in the market and not by objective factors. People experience 

psychological pressure towards group action because of peer pressure. The main 

reason why herding exist is because people are concerned about how other people will 

view their investment decisions. Additionally, people think that there is no way a large 

group could be wrong, hence trying to benefit from what the group knows. 

Athur (2014) theorizes that the life of investment decision makers has become more 

complex as a result of the large mass of information available in the market, and the 

breathtakingly high speed at which this information spreads in the market. 

Additionally, one investor’s behavior will most definitely affect the decisions of other 

investors. He further states that even though operating in a vacuum in discouraged, 

investors should employ more professional judgment and skepticism when evaluating 

the mass action of other investors in the market. 

2.4 Empirical Literature Review  

Recent studies have focused more attention on factors that affecting individual 

investors’ behaviours. Given the importance of investors’ behaviour on decision 

making to buy or to sell their shares many literatures have devoted a lot of energy to 

understanding its main influencing factors. Other literatures haves discussed the same 

topic in different capacities with inclusion of various factors which are predicted by 

the researcher to be ones which affect individual investors’ behaviour.  
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Kadiyala and Rau (2004) investigated investor reaction influenced by corporate event 

announcements. They concluded that investors appear to under react to prior 

information as well as to information conveyed by the event, leading to the different 

patterns: return continuations and return reveals, both documented in long-horizon 

return. They found no support for the overreaction hypothesis. 

Merikas et.al. (2003) adopted a modified questionnaire to analyze factors influencing 

Greek investor behaviour on the Athens Stock Exchange. The results indicate that 

individuals’ base their stock purchase decisions on economic criteria combined with 

diverse other variables. They do not rely on a single integrated approach, but rather on 

many categories of factors. The results also revealed that there is a certain degree of 

correlation between the factors that behavioural finance theory and previous empirical 

evidence identify as the influencing factors for the average equity investor, and the 

individual behaviour of active investors in the Athens Stock Exchange (ASE) 

influencing by the overall trends prevailing at the time of the survey in the ASE. 

Malmendier and Shanthikumar (2003) tried to answer the question: Are small investor 

naïve? They found that large investors generate abnormal volumes of buyer-initiated 

trades after a positive recommendation only if the analyst is unaffiliated. Small traders 

exert abnormal buy pressure after all positive recommendations, including those of 

affiliated analysts. 

Hodge (2003) analyzed investors’ perceptions of earnings quality, auditor 

independence, and the usefulness of audited financial information. He concluded that 

lower perceptions of earnings quality are associated with greater reliance on a firm’s 

audited financial statements and fundamental analysis of those statements when 

making investment decisions. 

Krishnan and Booker (2002) analyzed the factors influencing the decisions of investor 

who use analysts’ recommendations to arrive at a short-term decision to hold or to sell 

a stock. The results indicate that a strong form of the analyst summary 

recommendation report, i.e., one with additional information supporting the analysts’ 
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position further, reduces the disposition error for gains and also reduces the disposition 

error for losses. 

Nagy and Obenberger (1994) examined factors influencing investor behaviour. They 

developed a questionnaire includes (34) questions. Their findings suggested that 

classical wealth – maximization criteria are important to investors, even though 

investors employ diverse criteria when choosing stocks. Contemporary concerns such 

as local or international operations, environmental track record and the firm’s ethical 

posture appear to be given only cursory consideration. The recommendations of 

brokerage house, individual stock brokers, family members and co-workers go largely 

unheeded. Many individual investors discount the benefits of valuation models when 

evaluating stocks. 

Iqbal and Usmani (2009) investigated the factors influencing individual investor 

decisions of buying securities at the Karachi Stock Exchange. The study revealed that 

recommendations from friends and co-workers are largely ignored, while 

recommendations from the brokers are heeded. Most investors are also self-confident 

and make decisions without influence from anyone. They evaluate current economic 

factors such as inflation and GDP, and rarely use valuation models. 

Barber and Odean (2005) studied the effect of new information and attention on 

individual and institutional buying behaviors. The study results revealed that 

individual investors pay undue attention to stocks that are mentioned in the news, stock 

with one day returns that are extreme and stock with abnormal high trading volumes. 

The decision to buy is based on how much attention a stock is receiving, while less 

effort is exerted when selling stocks, because individual investors offload small 

portions of their investments. Additionally, the duo state that investors limit their scope 

of searching for stocks to invest in, to stocks that have been receiving attention lately.  

Jagongo and Mutswenje (2014) identified expected earnings, past stock performance, 

state of the economy, expected dividends, the status of the company in the industry 

and strength of the income and balance sheet statements. Individual risk profiles, 

existence of an organized securities exchange market, noise in the market, financial 



 

26 
 

stability and expected returns were also identified as key considerations in making 

investment decisions. 

Yanga (2010) undertook a study to determine whether the level of financial leverage 

affect the decision to invest and how much to invest in the NSE listed companies. 

Linear regression was used to conduct the study. The results of the study were that a 

weak relationship existed between the level of leverage and the amount of money 

invested. The implication is that the level of leverage has no effect on the investment 

decision. 

Asingwa (2013) studied the effect of corporate taxes on investment decision of NSE 

listed companies. Descriptive research, ANOVA t-test and regression analysis were 

applied towards achieving this objective. The study concluded that all the corporate 

tax variables affect the dependent variable, investment decisions. The effect of interest 

tax shield, corporate tax and after tax cash flow are however dependent on the type of 

investment, as some are tax exempt while interest on others are tax deductible. 

Raastus (2012) adopted descriptive research to survey 11 unit trust managers in order 

to establish the effect that behavioral factors have on investment decision making by 

this group of investors. Semi structured questionnaires were handed to them and 

descriptive statics, correlation analysis and SPSS used to analyze the data collected. 

The results were that unit trust manager’s decisions are influenced by past performance 

of the stocks and overconfidence. Herding behavior was also proven to be uncommon 

in the decision making process. 

Kadariya (2015) studied the factors affecting investor decision making in the Nepal 

Capital Market. Structured questionnaires were used to obtain information on the 

demographic characteristics and the factors analyzed before making investment 

decisions. The study focused on 185 stock investors and the results were analyzed 

using factor analysis and correlation models. The following factors were deciphered 

to affect investment decisions; average pricing method, capital structure, media 

coverage, political factors, level of financial literacy and the trend in stock prices. The 
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majority of the investors were also found to be young people who are mostly self- 

employed and are financially literate. 

Wendo (2015) studied the factors that influence the participation of individual 

investors in the NSE, and used 105 Nairobi County advocates as her research subjects. 

Descriptive research design was used to collect primary data from the respondents 

using structured questionnaires. Collected data was analyzed using excel and SPSS. 

ANOVA was also used to test if significant differences existed in the means of the 

advocates that were interviewed. The study found out that most investors are risk 

averse and prefer to invest in real estate rather than the stock market. 

The group also lacked financial literacy skills to make sound investment decisions on 

the securities exchange market. The factors that were found to influence decision 

making among this group of investors included popular market opinion, referrals from 

friends, family and colleagues and recent trends and announcements of profitability 

and returns. 

Aduda, Oduor and Onwonga (2017) undertook a study to determine the financial 

performance and behaviour of individual investors when trading in the NSE listed 

shares. Questionnaire survey and secondary data retrieved from CMA and NSE were 

used in this study. Some investors were found to be irrational in decision making, and 

they often made losses in their investment as a result of herding and irrationality. A 

majority of the investors who responded were male, signifying men’s confidence in 

their ability to outperform the market. A majority of the investors were Bachelor’s 

degree holders hence sufficiently educated to make investment decisions. Other factors 

that were found to determine investment behavior included improved stock exchange, 

influence from friends, family and colleagues, inflation, management stability, number 

of available shares, stock capitalization level and family and religious background. 
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Safi (2014) studied the factors that influence the behavior of individual investors 

across Arabian countries. He found that self-image, accounting information, advocate 

recommendation, personal financial needs, psychological factors, lifestyle, irrational 

thinking, ownership structure, bonus payment, dividends, past company performance 

and expected corporate earnings influences individual investors’ behavior. 

Mweu and Omwenga (2010) studied the factors influencing individual investment 

decisions at the NSE, a case study of Blair Investment Bank Limited. He found out 

that information published in financial statements have a positive impact on individual 

decisions. Net worth of a company and valuation of shares also proved to be attractive 

to would be investors. Market information and knowledge of financial management 

also played a key role in determining the decisions made by investors. 

2.5 Research Gap  

By considering the above researches we can conclude that behavioural finance does 

not claim that all the investors will suffer from the same illusion simultaneously. The 

susceptibility of an investor to a particular illusion is likely to be a function of several 

variables. For example, there is suggestive evidence that the experience of the investor 

has an explanatory role in his regard with less experienced investors being prone to 

extrapolation (representativeness) while more experienced investors commit gambler 

fallacy. Similarly, behavioural factors play a vital role in the decision making process 

of the investors. Hence the investors have to take necessary steps to minimize or avoid 

illusions for influencing in their decision making process. But most of studies does not 

concentrate or address the significant factors affecting individual investors’ behaviour 

in DSE. Under this study the observed gap is expected to be filled by investigating the 

on the subject matter above with regard to DSE. 
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CHAPTER THREE 

CONCEPTUAL FRAMEWORK 

3.1 Introduction 

The iconceptual iframework iprovides ia isynthesis iof ithe iliterature iin iorder ito iexplain ithe 

istudy iphenomenon. iUnder ithis ichapter idifferent ivariables iwhich irelating ito ibehaviour  

ifinance ifactors iaffecting ibuying iand iselling iof ishares iare idefined. iAlso ithe irelationship  

ibetween ithese ivariables iwere iexplained iin iorder ito ihave ihypothetical iview. iIn ithis 

istudy, ithe ideterminant  ibehavioural ifactors iaffecting iindividual iinvestor’s ibehaviour  

iinclude imarket iinformation, iexpected icorporate iearnings, ifirm iimage, iadvocate 

irecommendation, imental iaccounting, iand iloss ieversion. I 

3.2 Conceptual Framework and Hypothesis development  

This iconceptual iframework igives ithe iapproach ithat iwas itaken iin iconducting ithe 

iresearch, igiven ithe itheoretical iand iempirical ireview. iWhen ithe ipurpose iand iframework 

iare ialigned, iother iaspects iof iempirical iresearch isuch ias imethodological ichoices iand 

istatistical itechniques ibecome isimpler ito iidentify.  i 

In irelation ito ithis istudy, ithere iwere itwo imain ivariables inamely iindependent  ivariables 

iand idependent  ivariable. iIndependent  ivariables iwere ithe ifactors ithat iinfluence 

iindividual iinvestors’ ibehaviour iwhile idependent  ivariables iwere iinvestor’ idecision. i 

iFigure i2.1 ibelow ishows ithe iConceptual iframework ifor ithe ifactors iaffecting iindividual 

iinvestors’ ibehaviour iin iTanzania. 
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Figure i3. i1: iConceptual iframework 
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3.3 Definition of variables  

3.3.1 Expected corporate earning 

Individual iinvestors iview ichoices iby ievaluating ithe ipotential igain ior ilosses ifrom ithem,  

iin irelation ito iparticular iinvestment  iportfolio imostly ithe ipurchases iprice iof ithe 

iinvestment  ior ithe irelated ihistory iand iexpectations iof ithe idecision imaker. i  

This isituation iposit ithat  iindividual iinvestors iare imore istressed iabout ilosses ias icompared 

ito iless iof ihappiness iderive ifrom igain iof ian iequal iamount. i 

3.3.2 Loss eversion 

Loss aversion recognises that the mental penalty associated with a loss is greater than 

the mental reward from a similar size gain (Shiller, 2000). Loss aversion may 

encourage investor-herding behaviour, for example, to invest in respected companies, 

as these carry implicit insurance against regret (Koening, 1999). Lehenkari and 

Perttunen (2004) found that both positive and negative historical returns significantly 

reinforce the negative association between the selling propensity of investors and 

capital losses, suggesting that investors are risk averse. Odean (1998b) argues that loss 

aversion may be a common feature of investor behaviour, but it generally produces 

bad decision-making and directly affects investor wealth. 

 

3.3.3 Mental Accounting  

This is the propensity for individuals to organise their world into separate mental 

accounts. Investors tend to treat each element of their investment portfolio separately, 

which can lead to inefficiency, and inconsistency in making investment decisions 

(Shiller, 2000). Rockenbach (2004) found that investors do not seem to make the 

connection between different investment possibilities, as is essential for arbitrage free 

pricing. 

3.3.4 iRegret 

This refers to people’s emotional reaction on making a mistake (Plous, 1993). 

Investors consistently engage in behaviour that they regret later (Evans, 2002). They 

avoid selling shares that have decreased in value, and readily sell shares that have 
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increased in value (Shiller, 1998; Lebaron, 1999). Fogel and Berry (2006) found that 

investors reported regrets about holding a losing stock too long than about selling a 

winning stock too soon. Statman (1999) argued that people tend to feel sorrow and 

grief after having made an error in judgment. Investors deciding whether to sell a 

security are typically emotionally affected by whether the security was bought for 

more or less than the current price. 

3.3.5 iInformation iin ithe imarket 

Information ihas ithe ihighest  iimpact ion iinvestment  idecision-making. iIndividual 

iinvestors itend ito ireact ion ithe inew iinformation iin ithe imarket iwhich imay ihave ia ifuture 

iimpact iin ireturn ifrom iinvestments. 

3.3.6 iAdvocate irecommendation 

Under ithis iarea i i ivarious iindividual iinvestors iare imake itheir idecision ibased ion iseveral 

iadvocate irecommendations. iThese iinclude ibroker irecommendation, iFamily imember  

iopinions, iOpinions iof ithe ifirm’s imajority istockholders, iFriend ior icoworker 

irecommendations. iThis iis ilisted iamong ithe ivariables iwhich iis ia ibehavioural ifactors ithat 

iaffect iindividual iinvestors’ ibehaviour iin ibuying iand iselling iof ishare. i 

3.3.7 iFirm iimage 

Under ifirm iimage ithere iare ivarious ibehavioural ifactors iwhich iseem ito iaffect iindividual 

iinvestors’ ibehaviours. iThese ifactors iare isuch ias ireligious ireasons, ifeelings ifor ia ifirm’s 

iproducts iand iservices, ireputation iof ithe ifirm’s ishareholders, iFirm istatus iin iindustry,  

iperceived iethics iof ifirm, igut ifeeling ion ithe ieconomy, ireputation iof ithe ifirm. 
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CHAPTER FOUR 

RESEARCH METHODOLOGY 

4.1 Introduction 

In this section, the researcher depicts the research methodology which used during the 

study in the collection of data, presentation of data, analysis and interpretations. The 

structure of this chapter is sub-sectioned into different parts. The section starts with 

presenting the description of the study area, followed by research design. The next in 

the section is study population, followed by sampling procedures and sample size. The 

sixth section and seventh sections discuss the data collection methods and reliability 

and validity of the measurements. The last in the section in the chapter discusses the 

data processing and analysis. 

4.2 Research Design 

Kothari (2004) defines research design as the configuration of conditions for collecting 

and analysing data in a way that seeks to combine relevance of a research purpose to 

the economy in the procedure. Further, he says that this is the conceptual structure or 

the blueprint for the collecting, measuring and analysing relevant data for the study. 

Descriptive research design was used to provide insight on the research problem by 

describing the factors that influence to investment decisions. Kothari (2004) states that 

descriptive research is concerned with making certain predictions and narrating facts 

and characteristics regarding individual, group or situation, and that most of the social 

research comes under this category. To this end, I undertook to describe these factors, 

and to establish whether these have an effect on investment decisions. This design was 

adopted because it allowed for the collection of a large volume of data, reduced 

ambiguity during the study and is a quick and practical method to answering the 

research question. 

4.3 Study Area 

A case study was used in this examination. The case of conducting this study was at 

DSE where a sample of DSE investors were reached through questionnaires to 

compare the empirical results to what is documented in literature. 
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4.4 Study population 

Sounders (2007) states a population as a complete set of cases or group members. The 

population for this study was made up of number of customers (investors) in the Dar 

es Salaam Stock Exchange. In addition, key informants such as finance officers from 

DSE formed an integral part of the study population. The population was selected due 

to its characteristics of being among the DSE participants who would provide relevant 

information regarding the subject matter. 

4.5 Units of Analysis  

The unit of analysis is a crucial organization that is being analyzed in the research 

design. The unit of analysis for this study was individual investors from DSE market. 

The study focused on the factors that influencing individual investor’s behaviour. 

4.6 Data Collection Strategy  

This is a process used by researcher in collection of data from various sources 

according to the prescription of the research plan. The   Method which was used in 

collection of data is questionnaire. 

The researcher used closed and open-ended questionnaires as the method of gathering 

information from respondents through self-administered questions. The questionnaire 

was used to collect primary data by request respondents to answer the written question. 

The structured questionnaire was administered to the selected respondents. Structured 

questionnaire is that questionnaire which poses definite, concrete and preordained 

questions; that is, they are prepared in advance (Rwegoshora, 2006).  

4.6.1 Source of data 

There are mainly two sources of data namely, primary source and secondary source. 

For this study the researcher used both primary and secondary data. 
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4.6.1.1 Primary data 

Primary sources normally help on getting the first hand information using 

questionnaire or interview approach. Primary data refer to information obtained 

firsthand by the researcher on the variables of interest for the specific purpose of the 

study (Sekaran, 2003). The study used this source of data in order to get relevant, 

original and reliable first-hand information about the problem under the study where 

by 15 respondents were used. 

4.6.1.2 Secondary data  

Secondary source is the one which data can be obtained through various literatures 

such as books, reports, manuals or published materials. Secondary data are the ones 

which have already been collected by someone else and which have been passed 

statistical processes. They may either be published data or unpublished data (Kothari 

2004). The researcher under this study used monthly DSE report and related published 

journals as one of source of data in the absence of, or to supplement primary data to 

check for the market trend and trading volume for different investors over various 

period of time. 

4.7 Sampling procedures and sample size 

This paragraph describes in which ways different target population were approached 

and exemplified the sampling method and sample size. 

4.7.1 Sample size 

Kothari (2004) described samples as total number of items or units used to represent 

characteristics of the whole population. The targeted population of individual investors 

under DSE market were used in the selection of samples. The study used the sample 

size of 15 respondents from the group of individual investors from DSE. This study 

considers that size of sample as appropriate. The effect of size represents the strength 

of the relationship among variables in the population.  
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Table 4. 1: Investors at the DSE 

 

 

S/No 

 

  Category 

 

Sample size 

 

    Method  employed 

 
1. 

 
Individual investors 
under DSE 

 
15 

 
 Purposive sampling 

  Total 15  

 

Source: Researcher’s own compilation (2020) 

4.7.2 Sampling Techniques 

Sampling procedures in this study involved purposive and simple random sampling 

techniques in selecting in study area and respondents respectively. Purposive 

procedure is a method whereby sample elements judged to be typical representative 

are chosen from the population (Kothari, 2004). The chance that a particular case will 

be selected for the sample will depend on the subjective judgment of the researcher. 

Purposive sampling was used to staff members at DSE. These respondents were 

purposively chosen because they are considered to possess vital information useful for 

the study by virtue of their positions. Simple random sampling as defines by Adam 

and Kamuzora, (2008) refer to probability sampling whereby all members in the 

population have equal chance of being selected to form a sample. Simple random 

sampling technique was used to select study respondents (investors).  

4.8 Reliability and Validity of the Measurements 

Validity refers to the quality that a procedure or an instrument used in the research is 

accurate, true, meaningful and right (David, 2002). A measurement is valid when it 

measures what is supposed be measure. Validity and reliability of the collected data 

was checked in order that the findings depict the reality and the desired outcome 

(Saunders et al, 2007). The combination of these methods enables any research to be 

meticulous, broad and precise. During the study, the researcher made reasonable 

efforts to ensure validity by ensuring that data to be collected in a valid way, reliable 

and accurate. For instance, Pretest as an opportunity to identify questionnaire items 

that tend to be misunderstood by the participants or do not obtain the needed 

information was conducted through review by administrative staff and other people 
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having capacity and idea of formulating questionnaires. 

4.9 Data Analysis Strategy 

Data which collected from the sources, were checked, classified, and edited, for 

accuracy and completeness before analysis. Both qualitative and quantitative data was 

generated in this study using closed and open-ended questionnaires.  In this research, 

the study answer from questionnaire were analyzed, simplified, and pruned to obtain 

the right results. The data collected through questionnaire were analyzed using 

descriptive statistics such as frequencies, percentages, tabular forms and lastly 

executive description in order to summarize and organize data in meaningful way. 

Finally, the study compared analysis obtained with the theory available to draw a 

conclusion. 
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CHAPTER FIVE 

DATA ANALYSIS AND DISCUSSION OF FINDINGS 

5.1 Introduction 

After collection of data, data must be processed, analyzed, interpreted and discussed 

in order to present the study findings. This chapter presents the research findings with 

the intention of covering the factors that influencing individual investors’ behaviours 

in trading decision of shares at Dar es Salaam Stock Exchange. The study has been 

carried out by finding information from different people using four means of fact 

finding namely questionnaire, observation, interview and documentation. Based on the 

statement of the problem, three questions were drawn and these are: - 

a) Do investment decision tools influence individual investors in trading of 

shares? 

b) Does market information affect individual investors’ decision in trading of 

shares? 

c) What are the behavioural factors that affect investors’ decision on buying and 

selling of shares?   

Answers to these questions provide the means of achieving the study objective.  

5.2 Characteristics of Respondents 

The background and characteristics of respondents were anaylsed in term of their age, 

sex, Educational level and their level of experiences. A total of 15 investors selected 

from the listed companies in DSE. 15 respondents were individual investors of the 

different companies under DSE.  

5.2.1 Age Profile of Respondents 

The study provides descriptions of age of respondents. As indicated in the table 5.1 

below that age group of less than 40 years old of respondents were 4 equals to 26.7%, 

53.3% of respondents were between the ages of 40 years to 60 years while the 

remaining 20% were above the age of 60 years. 
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Table 5. 1: Age Profile of Respondents 

Age in years Distribution of Respondents 

  Frequency Percentage 

20-40 4 26.7  

40-60 8 53.3 

Above 60 3 20 

Total 15 100.0 

Source: Research Findings, 2020 

From Table 5.1 the findings of the study show that majority of age of respondents were 

between 40 and 60 that was 8 respondents equal to 75%. 

5.2.2 Gender of Respondents 

Gender is an important demographic variable in this study because it enables the 

researcher to find out whether the perception of respondents towards the study is 

influenced by their gender. 

 

Table 5. 2:  Age Profile of Respondents 

 

 

 

Characteristics               Frequency Percent 

 Female 4 26.7 

Male 11 73.3 

Total 15 100 

Source: Study Findings, 2020 

 

The findings from Figure 5.2 show that 73.3% of respondents were males and 26.7% 

of respondents were females. These findings indicated that, there was more male 

respondents than females. However, the study suggests that there was gender inclusive 

as we see participation of both males and females. For listed companies, many fund 

managers comprised of males than females and listed companies under DSE were the 

only unit for data collection, hence large number of respondents were male. 
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5.2.3 Education Level of Respondents 

The study established education level of respondents in order to find whether their 

perception differs due to their education level. The educational level is the most 

important characteristics that might affect the individual’s attitudes and the way of 

looking and understanding any particular social or economic phenomena. 

 

Table 5. 3:  Education Level of Respondents 

Education level 

Characteristics Frequency Percentage 

College certificate and Diploma 0 0 

University-Degree/ Advance Diploma 2 13.3 

Master’s Degree and above 13 86.7 

Total 15 100.0 

Source: Study Findings, 2020 

 

From the table 5.3 it shows that about 100 percent of the respondents were graduates 

in the level of bachelor’s degrees and master’s degrees. This implies that, all 

respondents had a wide knowledge and skills which enabled to provide a constructive 

input to this study at DSE. 

5.2.4 Years of experience in the DSE market 

The number of years of respondents in the DSE market was an important factor to be 

considered in this study because it enables the study to find out whether the findings 

were influenced by the level of experience. The study analysed the number of years of 

respondents’ experience and the feedback was documented as shown in the table 4.3 

below. 
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Table 5. 4: Number of years of experience in the DSE 

 Characteristics Frequency Percent 

 Less than 3 Years 1 6.7 

3-5 years 4 26.7 

5-10 years 8 53.3 

More than 10 years 2 13.3 

Total 15 100 

Source: Study Findings, 2020 

 

The finding from table 5.4 shows that 8 respondents had experience of 5-10 years 

followed by respondents who had a DSE experience of 5-10 years as indicated on the 

table 4.5 above. That is equal to 66.6 % of all respondents, hence the trend assures that 

most of the respondents had enough experience with DSE to provide reliable 

information regarding factors affecting individual investors’ behaviour which can add 

value to this study.  

5.3 Responses from questionnaires 

The description in the table 5.5 below indicates that 100% of all distributed 

questionnaires were returned by respondents to the study. According to Mugenda and 

Mugenda (1999), a response rate of 50% is adequate for analysis and reporting, a 

response rate of 60% is good while a response rate of 70% and above is excellent. This 

response rate was therefore good, sufficient and representative.  
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Table 5. 5: General responses from questionnaire 

Respondents No of questionnaires Percentage 

Questionnaires returned 15 100 

Questionnaires not returned 0 0 

Total  15 100 

Source:  Research: 2020 

5.3.1 Validity and Reliability test 

Validity is concerned with the accuracy of our measurement in the context of sample 

representativeness. It is related to the ability to create questions that reflect the issues 

being researched. The content validity of the survey instrument (i.e. the questionnaire) 

is verified by discussions with one expert from DSE market since the study was subject 

to all usual limitations associated with survey research such that the perception of the 

respondents. 

5.4 Interpretation of findings 

5.4.1 Influence of investment decision tools to investors’ decision making for 

buying and selling of shares. 

This study anaylsed the use of investment decision tools in investors’ decision making 

on buying and selling of shares in order to determine if it is one of the factors that 

affects investors’ behaviour. The investment decision tools for investors’ decision 

making provides a useful basis to think and analyse financial, technical and accounting 

reports which are significant for decision making. The investment decision tool 

identifies financial statements, financial ratios, forecasting, investment analysis and 

management accounting as the principal tools in financial model and technical analysis 

to be observed before entering into decision making. They also show the projection of 

growth of value of shares of the company. 
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Table 5. 6: Investment decision tools 

Questions Response Frequency Percent 

Whether the decision on buying and 

selling of shares is affected by 

financial model. 

Disagree 2 13.3 

Agree 13 86.7 

Whether the decision on buying and 

selling of shares is affected by 

technical analysis. 

Disagree 1 6.7 

Agree 14 93.3 

Source: Study Findings 2020 

From the above table 5.7 therefore, the study examined whether the financial model 

and technical analysis are tools which affect individual investors’ behaviour in making 

a buying and selling decision. The result showed that 13 equal to 86.7% agreed that 

financial model tool and 93.3% agreed on technical analysis as major investment 

decision tools which affect investors’ decision in buying and selling of shares. 

Financial models and technical analysis were also widely used. 

Investment decision tools cover various aspects including financial statements, 

financial rations, forecasting, investment analysis and management accounting. From 

the finding of the study it revealed that the investments behaviour is attributable by the 

factor of investment decision tools. The tools provide the general view of the particular 

company in regards to its financial position, cash flow and operating results. The tools 

show how these financial statement can provide the investors with a crucial 

information before investment decision to take place. Financial ratios provide more in-

depth analysis of the company’s status which give complimentary sources to develop 

indicators that can provide insights into the strengths and weakness of the company. 

The investment tools also provide the forecasting of the company’s wealth in terms of 

its share value. The information gives a crucial indicator to investors which affects 

their behaviour in making decision of buying and selling of shares. The majority of 

respondents agreed that these tools which are used in investments analysis have been 

affecting their behaviour towards buying and selling of shares.  



 

44 
 

5.4.2 Market Information influence to investors’ decision on buying and selling 

of shares 

The study attempted to assess on the impact of information in the Dar es Salaam stock 

exchange market in affecting individual investors’ behaviour in trading of shares. 

Investors tend to discount the information that seems complex to incorporate into their 

decision-making process, and adopts only those easily available and adjustable. They 

don’t practice information mapping whereby information is classified according to the 

sources and their reliability, and then being considered for decision-making on top-

down basis. The theory relates to market information suggests that investors are not 

required to be rational; it says that individual investors will act randomly, but as a 

whole, the market is always "right. Under this section the information was grouped 

into neutral information and accounting information as the basic forms which can be 

assessed in their influence to affect individual investors’ behaviour. The findings are 

presented as followed; 

 

a) Neutral information.  

Neutral information occurs when the investors in the market are not sure of the future 

benefits to be obtained in the value of shares due to current neutral information in the 

market. However, the theories relate to market information argue that the investors 

might use specific appropriate strategies to benefit from neutral information. Hence 

the study wanted to discover if the factors related to neutral information have an impact 

to investors’ decision in buying and selling of shares. 

 

Table 5. 7: Neutral information 

Questions Response Frequency Percent 

Does the factors related to neutral information 

have an effect on the decision making behaviour 

of individual investors on DSE. 

Disagree 2 13.3 

Agree 13 86.7 

Source: Research Findings 2020 
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From the above table 5.8 it shows that majority of respondents equal to 86.7% agreed 

that the neutral information has an impact on the investment decision making 

behaviour of investors under DSE. The factors related to neutral information include, 

government holdings, information obtained from the internet, coverage in press, 

statements from government official, current economic indicator and fluctuation/ 

developments in the stock index.  

 

The neutral information in the stock market describes the situation where by the 

investors are neither sure of the increase nor decrease in the value of share in the near 

future. The option investors tend to benefit with neutral information through 

appropriate strategies. The result from the finding showed that, the investors’ decision 

making in the Dar es Salaam stock exchange is affected by the neutral information in 

the market. This implies that investors use the various strategies in making investment 

(buying or selling) decision using the neutral information. 

 

b) Accounting information.  

In the efficient market theory, the accounting information is included as part of the 

factors which influencing investors’ decision making in buying and selling of shares. 

The study wanted to examine if the factors that are related to accounting information 

affect the individual investors’ behaviour.  

 

Table 5. 9: Accounting information  

Questions Response Frequency Percent 

Whether factors related to accounting 

information have an influence on the decision 

making of individual investors on DSE. 

 

Disagree 2 13.3 

Agree 13 86.7 

Source: Research Findings 2020 
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From the above table 5.9 the respondents were asked whether accounting information 

has an influence on the decision making behaviour of individual investors in DSE. The 

finding revealed that 13 respondents equal to 86.7% agreed that accounting 

information has an impact to individual investors’ behaviour decision making in 

trading of shares. This means that the accounting information can influence investors 

to buy or sell their equity stock in the market.  

 

The fund managers normally use accounting information in making investment 

decision. The finding revealed that, majority of respondents (fund managers) agreed 

that their decision in buying and selling of shares is affected by the accounting 

information of the particular investment portfolio. The accounting information which 

influence individual investors’ decision comprise information such that stock 

marketability, expected corporate earnings, condition of the financial statements of the 

company. It further includes other information such as dividend paid, expected 

dividend and past performance of the firm’s stock. The finding from the table implies 

that the investors’ decision is affected by accounting information in which the fund 

managers are willing to either buy or sell their share after investment analysis.  

5.4.3 Behavioural factors influence investors’ decision on buying and selling of 

shares. 

Table 5. 10: Behavioural factors influence investors’ decision on buying and 

selling of shares. 

 
Characteristics 

Very high 
impact 

High 
impact 

Moderate 
Impact 

Little 
Impact 

No 
impact 

Self-image/Firm image 4 5 3 4 1 

 Advocate recommendation 3 5 4  3 

 Past trend of shares  2 7 4 2  

Price changes 6 8   1 

Source: Research Findings 2020 
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From Figure 5.10 we find out that, major factor that influence individual investors’ 

behaviour in trading of shares was price changes for stocks. The response indicates 

that 93.3% agreed that the price changes have the highest impact on investors’ decision 

making behaviour.  

In examining other factors, it was revealed that, past trend of shares which accounted 

for over 90% of respondents indicated that has a little to very high impact on the 

investment behaviours of individual investors. Another factor affecting individual 

investors’ behaviour included self-image/firm image which accounted for 80% from 

the moderate impact to very high impact of individual investors’ behaviour. 

Another factor was advocate recommendation. The finding revealed that 80% of 

respondent agreed that advocate recommendation impacted the individual investors’ 

decision making behaviour from moderate impact to very high impact. 73.3% of the 

finding revealed that the loss eversion impacted the individual investors’ behaviour 

trading of shares.  

Price changes for stock: More generally, stock price change leading to either an over- 

or under reaction to the price change were found to have the highest impact on investor 

decision-making behaviour. The recent price movements of firms’ stock, expected 

stock market performance and gut feeling on economy are the factors associated with 

the price changes. This is commonly used by most of the individual investors in 

judging and making their ultimate decision of trading of their shares. In simple terms, 

volatility in the price changes of the stock led to over or under reaction of individual 

investors’ in their trading decision. Financial markets can be affected by investors’ 

behaviours in the way of behavioural finance. If the perspectives of behavioural 

finance are correct, it is believed that the investors may have over- or under-reaction 

to price changes. Investors prefer buying to selling stocks that experience higher price 

changes during the past period of time. Change in stock price in this context can be 

considered as an attention-grabbing occurrence in the market by investors’ decision 

making behaviour. 
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Firm Image: The firm image is also considered as one of the factors that affecting 

individual investors behaviour. The firm image includes several factors such that 

religions reasons, feeling for firms’ products and services, reputation of the firms’ 

shareholders, firm status in the industry, perceived ethics of the firm and the reputation 

of the firm. All these factors were considered as affecting factors which influence 

individual investors’ behaviour in trading of shares.  

Past trend of shares: The results revealed that, past trend of shares is one of the factor 

that affecting individual investors’ behaviour in trading decision. In practice, past trend 

of shares or stock performance includes past performance of investors stock portfolio, 

past performance of stock, gut feeling on economy. The investors often react positive 

or negative base on the past trend of shares.  

Advocate recommendation: The study also aimed to assess whether the advocate 

recommendation affects individual investors’ behaviour. It was revealed that from the 

finding, the advocate recommendation has an impact on investment decision making 

behaviour. Most advocate recommendations include broker recommendation, Family 

member opinions and opinions of the firm’s majority stockholders. The behaviour of 

decision making for investors is influenced by advocate recommendation.  

5.5 Discussion of findings 

This part entails the discussions relating to finding analysis on the factors influencing 

individual investors’ decision in trading of shares at DSE. The study focused on the 

impact of market information to investors’ decision making of buying and selling of 

shares. It also aimed to assess the impact of investment decision tools in decision 

making of investors and the behavioural factors that influencing the investors’ decision 

making of buying and selling of shares.   

Waweru (2008) suggested that, investment decision tools comprise financial model, 

technical analysis, fundamental analysis, client demand and subjective methods. Using 

these tools can influence the investors’ decision making on whether to buy or sell 

particular shares of the company. Therefore, the study intended to examine the impact 
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of investment decision tools including financial model and technical analysis in 

affecting investors’ decision making.  

The analysis of the finding indicated that investment decision tools affect the investors’ 

decision making. Investment decision tools cover various aspects including financial 

statements, financial ratios, forecasting, investment analysis and management 

accounting. From the finding of the study it revealed that the investors’ decision 

making is attributable by the factor of investment decision tools. The tools provide the 

general view of the particular company in regards to its financial position, cash flow 

and operating results. The tools show how these financial statement can provide the 

investors with a crucial information before investment decision to take place. Financial 

ratios provide more in-depth analysis of the company’s status which give 

complimentary sources to develop indicators that can provide insights into the 

strengths and weakness of the company. The investment tools also provide the 

forecasting of the company’s wealth in terms of its share value. The information gives 

crucial indicators to investors which affects their behaviour in making decision of 

buying and selling of shares. The majority of respondents agreed that these tools which 

are used in investments analysis have been affecting their behaviour towards buying 

and selling of shares. The investment companies have to hire and train their fund 

managers and other team member on the use of the investment decision tool in order 

to arrive at a profitable decision. The investment decision tools include more that 

financial model and technical analysis. All other tools are to be considered and well 

calculated during decision making process. The finding of this part is consistent with 

Malaysian findings (Lai et al., 2001) which survey on the impact of investment 

decision tools in investors’ decision.  

The neutral information in the stock market describes the situation where by the 

investors are neither sure of the increase nor decrease in the value of share in the near 

future. The stock exchange investors tend to benefit with neutral information through 

appropriate strategies. The study finding showed that, the investors’ decision making 

in the Dar es Salaam stock exchange is affected by the neutral information in the 

market. Neutral information being one of the factors under market information that 
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influence individual investors’’ behaviour implies that investors use the specific 

strategies under technical analysis of market information in making investment 

(buying or selling) decision using the neutral information.  However, the neutral 

information seems not to benefit other equity investors in the stock market due to lack 

of appropriate knowledge and experience. The finding of this study is consistent with 

DeBondt and Thaler (1985) and Lai et al. (2001) who concluded that under-reacting 

and over-reaction to market information may result in different trading strategies by 

investors and hence influence their investment decision-making behaviour. Krauss and 

Stoll (1972) corroborated these findings with regard to the behaviour of institutional 

investors who act upon the neutral information in the market. 

 

From the analysis of the finding it was revealed that the majority of the respondents 

who were fund managers of the companies under DSE agreed on the accounting 

information as an attributable factor toward the investment decision in buying and 

selling of shares. The decision in buying and selling of shares is affected by the 

accounting information of the particular investment portfolio. The accounting 

information which influence individual investors’ decision comprise information such 

that stock marketability, expected corporate earnings, condition of the financial 

statements of the company. It further includes other information such as dividend paid, 

expected dividend and past performance of the firm’s stock. The finding from the table 

implies that the investors’ decision is affected by accounting information in which the 

fund managers are willing to either buy or sell their share after investment analysis 

which base on the accounting information. The investment companies must ensure the 

finance team has enough capacity for them to have appropriate analysis to assist in 

decision making. The research findings further confirmed the findings of Banerjee 

(1992), Bikhchandani (1992) and Shiller and Pound (1989), which suggested that 

institutional investors could interpret other institutional investors’ trades as conveying 

information to the market, which leads to parallel trading, and subsequently, impacting 

on the investment decision-making behaviour of these investors. 

 



 

51 
 

The finding of the study also revealed price change was one of the behavioural factors 

which affects investors’ decision in buying and selling of shares. Generally, the stock 

price changes leading to either an over- or under reaction to the price change have the 

highest impact on investor decision-making behaviour. The stock price changes are 

attributable by other factors such that price movements of firms’ stock, expected stock 

market performance and gut feeling. The stock price changes are used by most of the 

individual investors in judging and making their ultimate decision of buying and 

selling of their shares. In simple terms, volatility in the price of the stock leads to over 

or under reaction of individual investors’ in their trading decision. Financial markets 

can be affected by investors’ behaviours in the way of behavioural finance. If the 

perspectives of behavioural finance are correct, it is believed that the investors may 

have over- or under-reaction to price changes. Investors prefer buying to selling stocks 

that experience higher price changes during the past period of time. Change in stock 

price in this context can be considered as an attention-grabbing occurrence in the 

market by investors’ decision making behaviour. Therefore, majority of the 

respondents agreed that the price changes of share in the market tend to affect their 

decision making. This implies that the investors in DSE has to be active in ensure 

already information regarding to changes of price are available to them on time to 

ensure making of appropriate decision. Since the price changes on shares affect 

investors their ultimate decision. The finding of the study is consistent with Waweru et al. 

(2008) which indicated that price change of stocks has impact on their investment 

behaviour at some level. Also, Odean (1999) states that investors prefer buying to 

selling stocks that experience higher price changes during the past two years. Change 

in stock price in this context can be considered as an attention-grabbing occurrence in 

the market by investors in reaching to their ultimate decision. Additionally, Caparrelli 

et al. (2004) the related finding proposed that investors are impacted by herding effect 

and tend to move in the same flow with the others when price 

changes happen. Besides, investors may revise incorrectly estimates of stock returns 

to deal with the price changes so that this affects their investment decision-making 

(Waweru et al., 2008). 
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The study also examined if the firm image attributes the investors’ decision making. 

Based on the majority of the respondents it was revealed that, the firm image was one 

of the factors that affecting individual investors’ decision making in trading of shares. 

The firm image includes several factors such that religions reasons, feeling for firms’ 

products and services, reputation of the firm’s shareholders, firm status in the industry, 

perceived ethics of the firm and the reputation of the firm. All these factors were 

considered as affecting factors which influence individual investors’ behaviour in 

trading of shares. The finding of the study is consistent with Safi (2014) which 

discovered that self/firm image was one of the factors that influence the behaviour of 

individual investors across Arabian countries.  

Furthermore, the results revealed that, past trend of shares is one of the factor that 

affecting individual investors’ decision making in trading of shares. In practice, past 

trend of shares or stock performance includes past performance of investors stock 

portfolio, past performance of stock, gut feeling on economy. The investors often react 

positive or negative base on the past trend of shares.  

The study also aimed to assess whether the advocate recommendation affects 

individual investors’ behaviour. It was revealed that from the finding, the advocate 

recommendation has an impact on investment decision making behaviour. Most 

advocate recommendations include broker recommendation, Family member opinions 

and opinions of the firm’s majority stockholders. The behaviour of decision making 

for investors is influenced by advocate recommendation.  
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CHAPTER SIX 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

6.1 Introduction 

This chapter presents the summary of the study; it shows the conclusion drawn from 

the study findings and provides the recommendations. I also show the areas of 

suggested future researches.  

6.2 Summary 

The study examined the factors influencing individual investors’ decision in trading of 

shares at DSE market with the objective of examining impact of market information 

to investors’ decision making of buying and selling of shares. It also aimed to assess 

the impact of investment decision tools in decision making of investors and the 

behavioural factors that influencing the investors’ decision making of buying and 

selling of shares.   

The background of the study was critically articulated through first chapter such that, 

behaviour of individual investors first appeared in the 1970s whereby various factors 

have been revealed as influencing factors to investors’ decisions in buying and selling 

of shares is stock markets. The most recently studies of Kimeu, Anyango and Rotich 

(2016) argued that investors’ behaviour in investment decisions is influenced by either 

the traditional finance school of thought or behavioural theories of finance. Researches 

in behavioural finance are now dominating in global finance market. Within 

behavioural finance it is assumed that information structure and the characteristics of 

market participants systematically influence individuals’ investment decisions as well 

as market outcomes. According to behavioural finance, investor market behaviour 

derives from psychological principles of decision making, to explain why people buy 

or sell the shares in stock market. Behavioural finance focuses upon how investors 

interpret and act on information to make investment decisions. In addition, the 

behavioural finance places an emphasis upon investor behaviour leading to various 

market anomalies in determining the influencing factors. 
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However, the study argued that, buying and selling decision of investors in DSE 

market is currently becoming very uncertain.  This made a researcher to come up with 

a question on what are the factors affecting individual investors’ decision in trading of 

shares under DSE. 

The study came up with three research questions such that, do investment decision 

tools influence individual investors on decision for trading of shares? Does market 

information affect individual investors’ decision in trading of shares? And what are 

the impact of behavioural factors in influence investors’ decision on buying and selling 

of shares?   

All of the above questions came in the connection with the specific research objectives 

which included to examine the impact of investment decision tools to investors’ 

decision making for buying and selling of shares, to identify the impact of market 

information in investors’ decision making of buying and selling of shares and to 

examine effect of behavioural factors to individual investors’ decision making in 

trading decision. 

The study also gave an insight on the literature review part in which theoretical and 

empirical review took place. Under this section the study portrayed different views of 

other study as well as the conceptual definitions and different theories as relating to 

investors’ behaviour. Part of these theoretical literature review included the review 

from Efficient Market Hypothesis (EMH) that explains on the market prices which 

reflect all publicly available information so that it is impossible to systematically attain 

abnormal returns using such information. The study examined on whether the flow of 

information was associated with the investor behaviour or not.  

The empirical review part in this study, explained different findings as the concept of 

investors’ decision is concerned.  Part of the empirical review perused the study of 

Kadiyala and Rau (2004) investigated investor reaction influenced by corporate event 

announcements. They concluded that investors appear to under react to prior 

information as well as to information conveyed by the event, leading to the different 

patterns: return continuations and return reveals, both documented in long-horizon 
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return. They found no support for the overreaction hypothesis. Nagy and Obenberger 

(1994) examined factors influencing investor behaviour. They developed a 

questionnaire includes (34) questions. Their findings suggested that classical wealth – 

maximization criteria are important to investors, even though investors employ diverse 

criteria when choosing stocks. Contemporary concerns such as local or international 

operations, environmental track record and the firm’s ethical posture appear to be 

given only cursory consideration. The recommendations of brokerage house, 

individual stock brokers, family members and co-workers go largely unheeded. Many 

individual investors discount the benefits of valuation models when evaluating stocks. 

 

The study used a sample size of 15 respondents that approximates to more than 50% 

of the targeted group. Two sampling techniques were used in this study, which is 

purposive and simple random sampling procedures. For this study, the study used both 

primary and secondary data. The study employed a variety of methods for data 

collection purpose to facilitate the cross-checking of the accuracy of information to be 

collected from the field. These methods included a questionnaire, documentary review 

and observations. Both qualitative and quantitative data were generated in this study. 

After the collection of data, the analysis and interpretation of data took place in order 

to present the study findings as per each objective. 

The analysis indicated that investment decision tools affect the investors’ decision 

making. Investment decision tools cover various aspects including financial 

statements, financial ratios, forecasting, investment analysis and management 

accounting. From the finding of the study it revealed that the investors’ decision 

making is attributable by the factor of investment decision tools. The tools provide the 

general view of the particular company in regards to its financial position, cash flow 

and operating results. The tools show how these financial statements can provide the 

investors with a crucial information before investment decision to take place. Financial 

ratios provide more in-depth analysis of the company’s status which give 

complimentary sources to develop indicators that can provide insights into the 

strengths and weakness of the company. The investment tools also provide the 

forecasting of the company’s wealth in terms of its share value. The information gives 
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crucial indicators to investors which affects their behaviour in making decision of 

buying and selling of shares. The majority of respondents agreed that these tools which 

are used in investments analysis have been affecting their behaviour towards buying 

and selling of shares. This is consistent with Malaysian findings (Lai et al., 2001). 

Also the result from the finding showed that, the investors’ decision making in the Dar 

es Salaam stock exchange is affected by the neutral information in the market. This 

implies that investors use the various strategies in making investment (buying or 

selling) decision using the neutral information. The analysis from the finding also 

showed that the fund managers normally use accounting information in making 

investment decision. The finding revealed that, majority of respondents (fund 

managers) agreed that their decision in buying and selling of shares is affected by the 

accounting information of the particular investment portfolio. The accounting 

information which influence individual investors’ decision comprise information such 

that stock marketability, expected corporate earnings, condition of the financial 

statements of the company. It further includes other information such as dividend paid, 

expected dividend and past performance of the firm’s stock. The finding from the table 

implies that the investors’ decision is affected by accounting information in which the 

fund managers are willing to either buy or sell their share after investment analysis.  

 

More generally, stock price change leading to either an over- or under reaction to the 

price change were found to have the highest impact on investor decision-making 

behaviour. The recent price movements of firms’ stock, expected stock market 

performance and gut feeling on economy are the factors associated with the price 

changes. This is commonly used by most of the individual investors in judging and 

making their ultimate decision of buying and selling of their shares. Therefore, the 

price changes for stock was one of the behavioural factors which affect the individual 

investors’ behaviour in making decision of trading of shares. The firm image is also 

considered as one of the factors that affecting individual investors’ decision making in 

trading of shares. The firm image includes several factors such that religions reasons, 

feeling for firms’ products and services, reputation of the firms’ shareholders, firm 

status in the industry, perceived ethics of the firm and the reputation of the firm. The 
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finding also revealed that price changes also affect the investors’ decision making 

process. The results revealed that, past trend of shares is one of the factor that affecting 

individual investors’ decision making in trading of shares. In practice, past trend of 

shares or stock performance includes past performance of investors stock portfolio, 

past performance of stock, gut feeling on economy. The investors often react positive 

or negative base on the past trend of shares. The study also aimed to assess whether 

the advocate recommendation affects individual investors’ behaviour. It was revealed 

that from the finding, the advocate recommendation has an impact on investment 

decision making behaviour. Most advocate recommendations include broker 

recommendation, Family member opinions and opinions of the firm’s majority 

stockholders. The behaviour of decision making for investors is influenced by 

advocate recommendation.  

6.3 Conclusion 

The findings of this research provided a substantial evidence to conclude that in 

general the individual investors’ decision making of trading of shares is affected by 

number of reasons. Focusing on the main objectives of the study and the findings 

obtained through various examinations administered by a study, a successful, effective 

and efficient investment decision making should always consider market information 

of the stock exchange, investment decision tool and behavioural factors. The finance 

department must comprise the right people and members and these are the one with 

sufficient knowledge over capital market matters and general financial knowledge. 

Such department should be working independently. All these will easily improve the 

decision making procedures to investors in buying and selling of shares.  

6.4 Policy Implication and Recommendations 

The following are proposed recommendations based on the observed and analyzed 

findings from the study. DSE should share information on listed companies, in order 

to positively influence individual investors’ decisions. The reliable information to be 

obtained will assist in making more informed decisions.  
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Investment decision tools have been determined to influence individual investors’ 

decision. Therein are two dimension which include financial model and technical 

analysis. There is therefore a need for fund managers to learn more on other investment 

decision tools and investment valuation method to improve their mental technical 

prowess.  

The study has also revealed on the influence of market information in the investors’ 

decision making in buying and selling of shares. The neutral information and 

accounting information were the dimension under market information. The individual 

investors must ensure they incorporate all information necessary for decision making 

before making an investment decision due to the fact that the information in the market 

stays neutral hence by using other investment strategy there will be a chance to benefit 

from the neutral information in the market. Information should be independently 

verified before reliance on it and sometimes one needs to step away from what the 

crowd is doing in order to make better decision and judgment. 

 

The study also revealed various behavioural factors that affecting investors’ decision. 

The behavioural factor was exhibited in forms of self-image advocate 

recommendation, past trend of shares and price changes of stock. There is a need for 

individual investors to rigorously analyse past events, price changes and firm image as 

these were seeming to be the factors influencing investors’ decision.  

6.5 Limitation and Recommendation for Further Research 

This study examined the factors affecting individual investors’ decision in trading of 

shares at DSE. Further research need to be conducted to examine the casual effects of 

both factors in behaviour and traditional finance on individual investment decision.  

The scope of this study was limited was limited to the collection of primary data, there 

is a need to use secondary data to undertake the same study in order to discover 

differences and similarities in the finding. Secondary data is easily available, less time 

will be spent in investigating behavioural factors and traditional finance factors that 

influence to investment decision making. Secondary data provides a wider database of 

data for analysis to the extent that cannot be achieved when using primary data.  



 

59 
 

The study reached 15 respondents who are investors from DSE market. Future research 

can attempt to reach more respondents in order to better reflect the true dynamics of 

investors’ decision at the DSE.  

In additional, other analytical models other than regression analysis can be employed 

to study the relationship between individual investment decisions and behavioural 

finance factors.  
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