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ABSTRACT

Investment decision is an activity carried out by the investor for investing their fund. For this reason, investors
must consider many factors. Investor consider accounting information in investment decision. However, investor
psychology, which is reflected by a personal signal, is more dominant in investment decision. Psychological
factors will make investors hesitate in making investment decisions, because investors consider personal
psychology compared to information from the public. This psychological phenomenon will result in the stock
price may not reflecting its fair value. West Sumatra has 8 Investment Galleries, the largest number of which are
located in Padang City which has 6 Investment Galleries. In the Investment Gallery, most investors are students.
Students take irrational actions in making investment decisions. Student decisions are not always in accordance
with financial theory, students have psychological factors (risk perception and risk propensity) in investment
decisions making. So that the objects in this study are students. The purpose of this study was to examine and
analyze: 1) the effect of risk perceptions on investment decisions; 2) the effect of risk propensity on investment
decisions. This research is causative research. It seeks to explain the effect of risk perception (Xi), Problem and
risk propensity (X2) as an independent variable on investment decisions (Y) as the dependent variable. The
method used in data collection is using primary data. Data collection are using a questionnaire. The population in
this study were all beginner investors in West Sumatra. The sample criteria in this study are as follows: (1) the
age of the respondent is at least 18 years old (2) all respondents have been or have become stock investors in
West Sumatra. Determination of the number of samples in this study using the Slovin formula. The result
showed that risk propensity had positive correlation to investment decisions, supporting previous studies on this
two variables relationship.
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1. INTRODUCTION process, investors commonly consider accounting
information. However, investors' psychological
factors, for example personal signals, are more
dominant. [1] Psychological factors will make
investors hesitate in taking investment decisions,
because investors consider personal psychology
compared to information from the public. This
psychological phenomenon will result in the stock
price is not reflecting its fair value.

In the era of globalization, the capital market is
seen as an effective means in encourage economic
growth and national development. Currently,
capital market has become an attractive investment
destination for both domestic and foreign investors.
If the interest of the investor in the capital market is
higher, buying and selling activities in the capital
market will be higher, which gives an indication
that the business activities of many different The number of investors in West Sumatra at of
companies are going well. the end of November 2020 was 23,087 SID, up
5,586 SID compared to the end of 2019. This
number represents the highest increase in the
number of investors from year to year. Based on
data from PT Kustodian Sentra Efek Indonesia

The investment decisions making is an activity
carried out by investors in investing, so investors
must consider many factors. In decisions making
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(KSEI), total equity transactions during November
2020 were 264,035 transactions with a transaction
value of IDR 1.2 T (IDR 1,234,547,831,550). The
development of the number of investors that is
calculated based on the number of SIDs is not only
nationally, but also based on the regional level.

The increasing number of individual investors
cannot be separated from the existence of the
Indonesia  Stock  Exchange (BEI), which
collaborates with universities to establish BEI
investment gallery, as the manager of securities
trading in Indonesia, continues to carry out
innovations to increase investment in the capital
market, one of which activity named “Let's Save
Stocks”. This program is an effort to invite the
public, especially students, as beginner investors to
invest in the capital market.

West Sumatra has 8 Investment Galleries, the
largest number of which are in Padang City which
has 6 Investment Galleries. Most of the investors in
the Investment Galleries are students. Students
often take irrational actions in investment decisions
making. Student decisions are not always in
accordance with financial theory, students have an
attitude of risk perception and risk propensity in
making investment decisions. So that the objects in
this study are students.

In order to get a decent life, one way a person
can do is by investing. Choosing the right
investment will give high returns to investors.
Investors will consider certain expected returns
with certain risks. Which investment is chosen and
which investment has a greater risk (risk averter) or
ignores risk (risk indifference). Within a person
there is a conflict between the will and desire
obtained by rationality in the long run and
emotional factors in the short term. Investors will
exercise self-control and will implement it to make
decisions that generate profits in the long term.
Investors will consider decisions taken in
exploration (Nofsinger, [2] where someone who
engages in social interactions will learn more about
investing from someone who does not often have
social interactions. Perceptions will increase when
the trend level decreases, so that it will affect the
behavior of investment decisions [10].

Research on investor psychology factors in
investment decisions making in the capital market
has been widely carried out, but it has resulted in
various conclusions, such as research conducted by
Rosyidah [3] which found that risk perception does
not affect investment decision  making.
Furthermore, based on research by Nyoman et al.,
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[4] found risk perceptions has a positive effect on
investment interest in the capital market.
Furthermore, based on research by Lestari & Saw,
[5] found there is no effect of risk to investment
decision making. The diverse results of research on
the behavior of investors and especially the
research in West Sumatra is still rare, especially for
beginner investors, the authors are interested to
conduct a research entitled "Investment Decisions:
The Effect of Risk Perceptions and Risk Propensity
for Beginner Investors in West Sumatra”

2. LITERATURE REVIEW

Investment at present can be defined as an
activity to place a certain number of funds or assets
for a certain period with the aim to earn income or
an increasing in investment value. Investors make
an investment basically to get profit in the future

[6].

One of the important factors in the financial
function is investment decisions, that investment
decisions determine the company value. In
investment decision theory it is very important,
because all activities in the financial sector always
end in investment decisions. In this theory,
individuals are assumed to be decision makers who
behave rationally.

According to Law no. 25 of 2007 the meaning
of investor is an individual or business entity which
do investment, it can be in the form of domestic
investment and foreign investment. Based on the
nature, investors are divided into three categories,
namely: Investors who like risk (risk seekers),
Investors who are neutral to risk (risk neutrality),
Investors who do not like risk (risk averter)

Financial theory can be defined as the
application of psychology in the financial
behavioral discipline. It is study how humans
actually behave in a financial decision. Then
according to Ritter [7] financial behavior is
behavior based on psychology that will affect the
decision process which consists of two parts,
namely cognitive (the way humans think) and limit
to arbitrage (utilizing inefficient markets).

Behavioral finance is a financial analysis that
uses psychology and science with an approach that
explains investors making investments with
finances that are influenced by psychological
factors. This theory intends to understand the
behavior of investors in making investment
decisions and acting in the capital market which
will affect market performance. Sengupta, Prosad,
& Kapoor [8] stated that behavioral finance is as
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the branch of social psychology that explain the
humanity side in decision making. According to
Alguraan, Algisie, & Shofa [9], behavioral finance
seeks to discover how emotions and investor
psychological influences investment decisions. In
general, investors make common mistakes in their
financial decisions because of their emotions.
Alquran et al. [9] on his research states about the
attitudes or behavior of the investors that can
influence decisions investment is divided into four
parts, namely over confidence, risk perception, loss
averse, and herding.

Risk perception is certainly different for each
investor. Risk perception is a subjective assessment
of an investor who depends on each other's
psychology individual. The role of risk perception
in investor behavior is considered very important,
especially in urgent and uncertain circumstances
[3]. Based on research of Baghani & Sedaghat [10];
Kharta & Kumar [11] show that risk perception has
an influence significant impact on investment
decision making. However, the Qur'an et al. [9];
Rosyidah & Lestari [3] in his research found a
results that there is no effect of risk perception on
investment decision. The measurement of risk
perception carried out using indicators from Ullah
[12], that if investor being careful of sudden stock
changes, worrying about investing in stocks with
negative performance, being afraid to invest in
stocks with definite profits, and afraid to invest in
stocks with positive performance.

Risk propensity is a person's appraisal of a risky
situation. The appraisal depends on the
psychological condition and characteristics of the
person Rosyidah & Lestari [2]. Then according to
Wulandari & Iramani [13] risk perception is the
point of view of investor of a risky situation which
will be obtained when making an investment
decision.

The theoretical prospect was first stated by
Kahneman & Tversky [14]. This theory is a theory
that discusses the return of decisions made by
humans whose results are uncertain in a situation.
In theory prospect asserts that individuals do not
always act according to financial theory under risk
and certainty, but rather individuals add erratic
psychological and behavioral factors to rational
choices.

In the capital market there is a diversity of
investors in it. The existence of this diversity causes
differences in the level of confidence (confidence)
and expectations (expectations) on the risk and
return of investment activities. This diversity has
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resulted in transactions. For that reason, it is
important to understand behavioral finance.

Financial behavior is a model that point out
some implications from the psychological factors
which affect investors. In the investment decision
making process, many financial theories assume
investors will always behave rationally. The theory
assume that investors are going to analyze and
receive all information in rationally. But in reality,
investors often do irrational behavior, so that this
condition deviates from the rationally assumption
and will be biased. Financial behavior aims to look
at the emotional characteristics of investors. It is
explained subjective factors and irrational
anomalies in the capital market.

Rosyidah [2] found risk perceptions have no
any effect to investment decision making.
Furthermore, Nyoman [3] state that risk perceptions
influence positively to the investment interest in
capital market. While Lestari & Saw [4] found that
risk perceptions have no effect to the investment
decision making.

Based on the research of Dheeraj et al [15], it
was found that there was a significant influence
between risk propensity on investment decisions.
Furthermore, based on research [16] it is known
that the type of work and income make a difference
in terms of an investor's risk propensity in making
investment decisions. Furthermore, based on the
research of Pradikasari & Isbanah [17] it was found
that risk propensity has no significant influence to
investment decisions.

Research Hypothesis

Hi There is a significant positive relationship
between risk perception and investment decision.

H, There is a significant positive relationship
between risk propensity and investment decision.

3. METHOD

This research is a quantitative research. The
method of the research is the causal (cause-effect)
which aims to determine the causal relationship of a
problem. After the type of research was identified,
the next step is to determine the definition of the
variable concept used in the research.

This research tries to find the causal relationship
of risk perception (X1) and risk propensity (X2) to
investment decisions.
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All beginner investors in West Sumatra are the
population in this study. The sampling technique in
this research was purposive sampling. The criteria
of the sample in this study are as follows: (1) the
age of the respondent is at least 18 years old (2) all
respondents have or have been stock investors in
West Sumatra, totaling 30 new investors in West
Sumatra. The number of samples in this study was
determined based on the Slovin formula. In this
study, the object of research is a beginner investor
in West Sumatra in 2021.

The data used in this study is the primary data.
The data is obtained directly by the researcher on
the respondent by answering research questions that
can be done through a survey by a questionnaire.

3.1 Research Model

Risk Perception (X1)

\Hl
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3 Risk The tendency of | 1. Taking
Propensity | investors in Decision
facing a risk. S
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money
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\
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Risk Propensity (X;) | —"]

3.2 Operational Definition of Research
Variables

No Variabel Oparational Indicators
Definitions

1 Investment | The decision of | 1. Return

Decisions | beginner 2. Risk

investors to | 3. Relation
invest in the between
capital or stock return
market by and risk
allocating funds
into investment
forms that will
get benefits in
the future
(Strisno, 2012).

2 Risk The investor | 1. Investor

Perceptions | subjective judge gain

ment about the benefit
characteristics 2. Investor
and severity of gﬁﬁt
acapital market benefit

3.3. Data analysis technique

After the questionnaire is distributed to the
respondent. Then the data began to be processed by
tabulating and then processed using the SPSS
program. First step to analyse the data the validity
test, reliability test, and classical assumption test
are conducted. After that multiple linear regression
analysis are done.

4. RESULTS
4.1 Validity test

“Validity means the extent to which the
accuracy of a measuring instrument in carrying out
its measuring function..." (18). This means that
there is a match between the measuring instrument
and the measurement function and the target.
According to Grondlund in Wahyuni et. al (19)
“...validity leads to the right interpretation of the
results, the use of an evaluation procedure in
accordance with the objectives of the measurement.
Validity is a condition when an evaluation
instrument can measure what should be measured
precisely."”

According to Ghozali (20), the validity test is
used to measure the validity of the questioners, to
test whether the research questioners is valid or
not.Sutawidjaya et.al (21) stated that an instrument
is valid if its significance alpha (level of error)
below 0.05. Based on the validity test and the
result of the test, it can be interpreted that all
questions are valid with total significance below
0.05.

4.2 Reliability test

Reliability concerns the accuracy of the
measurement results. A measurement instruments
have high reliability or can be trusted if the
measuring instrument is steady. That is, the
measuring instrument is stable, can be reliable and
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predictable. The measuring instrument is said to be
steady if the measuring instrument is in repeated
measurements at the same object produces the same
size. (22). Nunally (1994) in (23) stated a construct
or variable is said to be reliable if it gives a
Cronbach Alpha value > 0.7. The following table is
the reliability test results of variables in this study.

4.3 Reliability Statistics

Cronbach's Alpha
.766 16

N of Items

4.4 Normality test

Normality test aims to test whether both the
model of variable regression and independent
variable is normally distribution or not. The method
to test the normality of the data is by using the P-P
Plot Normal Graph. It can be done by looking at the
distribution of the data. If on the graph, the data
distribution follows a straight-line pattern, then the
data is normal. If the normality test table using
Kolmogorov Smirnov sig value > 0.05, then the
data is normally distributed.

Based on the normal p-p plot graph, the data
spread in a straight line or normal. Thus, the data is
normally distributed and the regression model has
met the assumption of normality

Normal Q-Q Plot of Y

Expected Normal

Observed Value

45 Correlation Coefficient Test and
Coefficient of Determination

The multiple linear correlation coefficient is an
index number that used to measure the close
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relationship between two variables. While the
coefficient of determination has a function to
explain the extent to which the ability of the
independent variable (risk perception and risk
propensity) to dependent variable (investment
decisions).

Based on the analysis results using computer
assistance program IBM SPSS Statistics 21 shows
that the coefficient of determination towards Y (R?)
is 0.419. This shows that the risk propensity and
risk perceptions variable have a contribution and
effect on Investment Decisions in percentage of
41.19%. About 58.1% Y variable determined by
other variables not examined by researcher

F test

The significance test aims to determine the
significance of the variable Risk Propensity and
Risk  Perceptions to Investment Decisions.
Hypothesis which tested which are Risk Propensity
and Risk Perceptions have an effect on Investment
Decisions. The significance test used the F test. The
results show the F test obtained 9,743. When
compared to 3.35 at the 5% significance level, it is
greater than (9.471 > 3.11) or p (0.00 < 0.05) so
that Risk Propensity and Risk Perceptions together
have a significant influence on investment
decisions.

T test

The significance test aims to determine the
significance of the variable Risk propensity and risk
perceptions to investment decisions. From the T
test, the t value of the variable X, (Risk Propensity)
is greater than the t table (2.0480) so that it can be
said that the Risk Propensity effect the dependent
variable while the variable X; (Risk Perception) has
no effect on the dependent variable. Then the
variable significance was found that the X, variable
had a significance value below 0.005.

4.6 Multiple Linear Regression Test

Multiple regression model is applied to examine
the effect of the independent variables namely risk
propensity to investment decisions. The meaning of
the numbers in the T test result table equation
above is:

The constant value (a) is 0.711, meaning that if
risk perceptions and risk propensity are considered
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constant, the respondent's investment decision is
worth 0.711. This positive value means that there
are stock investors who continue to invest in the
stock market in Indonesia.

The regression coefficient of the risk propensity
variable is 0.400, which means that each increase in
risk propensity of 1 will increase the investment
decision in stock by 0.400

5. DISCUSSIONS

The results of hypothesis testing indicate that
the risk propensity variable affects investment
decisions. This result is consistent with the
behavioral finance theory and previous research
conducted by Ton and Dao (24). Ton and Dao (24)
stated that psychological factors naturally exist in
every human being and influence every decision,
including investment decisions. Meanwhile, risk
perception has no effect on investment decision
making. The results of this study have different
result with Nurul Badriyah (25), regarding the
influence of individual characteristics, attitudes and
perceptions on investor behavior. Even perception
is the dominant variable. A person tends to define a
risky situation when he experiences a loss as a
result of a bad decision, especially if the loss has an
impact on his financial situation. Cho and Lee (26)
state that risk perception is a person's assessment of
a risky situation, where its dependent on
psychological characteristics and circumstances of
the investor. The degree of uncertainty will be
evaluated and assessed differently by different
decision makers. In this study, the assessment of
novice investors on risk perceptions is still high.
Respondents tend to be afraid and need a lot of
consideration in making investment decisions.

6. CONCLUSION

This study aims to see how far the influence of
risk perception and risk propensity on investment
decisions of beginners in the capital market. Based
on the results of research findings and hypothesis
testing that have been proposed, it can be concluded
that risk propensity have a positive effect on
investment decisions. Meanwhile, the perception of
risk has no effect on investment decisions. In
addition to psychological factors, beginner
investors need many other considerations in making
investment decisions.
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