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Abstract. This study aims to determine the effect of availability bias and herd-

ing on investment decision-making with the moderating role of locus of control. 

Data was collected by distributing questionnaires to individual investors on the 

Jakarta Indonesia Stock Exchange (IDX), with a sample of 281 people. This 

study uses the Structural Equation Modeling (SEM)-LISREL 8.8 approach. 

This study finds that availability bias and herding significantly affect invest-

ment decision-making. Locus of control plays a moderating role between avail-

ability and herding bias in investment decision-making. This research helps in-

dividual investors understand the existence of rational or irrational behavior, 

analyze all the information available in the market, and always verify the data 

received so that investors have the knowledge and can act rationally before 

making investment decisions. 

Meanwhile, policymakers can conduct investment training and awareness pro-

grams, conduct research for individual investors more intensively, and develop 

information networks to facilitate investors' information needs. The limitation 

of this study is that it only investigates individual investors. For further re-

search, institutional investors could be tested to explore the behavior of institu-

tional investors moderated by locus of control. 
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1 Introduction  

Investment strategies can increase investors' profits and trigger investors to invest in 

profitable securities. Rational investors can take advantage of investment opportuni-

ties in profitable securities not recognized by irrational investors [27]. Investor expe-

rience, friendship/work environment, family background, income, and others can 

influence a person to make investment decisions [7]. 

Information that comes to the market changes stock prices significantly due to the 

demand and supply of securities in the market [14]. Investors make decisions based 

on available information, which creates an availability bias. The sources of infor-

mation available are social media, the actions of friends, and the influence of interac-

tions. This makes irrational investment decision-making because investors react 

quickly to information and observe the behavior of others [6]. 
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A common mistake occurs when investors tend to follow the decisions most 

investors take. Investors tend to care more about what other people think of their 

investment decisions. As a result of herding behavior, investors lose their 

individuality in decision-making [9]. Herding refers to an individual's tendency to 

imitate judgments (rational and irrational) made by others. Thus, investors herding 

behavior will lead to bubbles forming in the financial market [8]. 

Investors who perceive the desired outcome to be determined by external forces 

such as chance, luck, fate, and the power of others are known as external locus of 

control. In contrast, investors who believe that the desired investment returns come 

from their efforts, skills, and characteristics are known as internal locus of control. 

The locus of control encourages everyone to make rational investment decisions so 

that financial behavior can be controlled [15]. 

Most studies in developed countries have linked behavioral finance biases and 

investment decisions. Several empirical studies have been conducted in developing 

countries, such as research by [6] and [18]. Investors' differing financial behavior can 

cause issues, such as whether availability bias and herding behavior, which we 

frequently meet, can influence investors' investment decisions. 

 The locus of control is a key moderator in this study that has never been 

evaluated in the decision-making of individual investors. To avoid illogical decisions 

that can harm investors, additional moderators must be introduced. The purpose of 

this study is to determine whether the role of locus of control can mitigate the 

relationship between availability bias, herding behavior, and investment decisions. 

Because there are cultural variations between Indonesian and Western cultures, 

empirical research on these behavioral biases is required to eliminate irrational 

decision-making by individual investors. 

2 Literature Review  

2.1 Investment Decision Making  

The classic investment method advises investors to invest in instruments with a high 

likelihood of return. However, investors need to know how risk will be quantified. 

[10] research, dubbed "portfolio selection," paved the way for developing a new 

theory in this subject. 

Traditional literature assumes that investors' investment decisions are made based 

on rational expectations to renew their beliefs after the arrival of new information and 

maximize the expected return for a certain level of risk [11]. [10], argues that risk 

cannot be reduced simply by increasing the number of financial instruments but can 

be significantly reduced by an inverse correlation between investment instruments 

and diversifying the investment instruments available in an investor's portfolio. 

Decision-making includes processes and steps to analyze various investment 

options to obtain future benefits from resources and funds where investor decisions 

are strongly influenced by behavioral factors [2]. Investors who invest their money 

tend to aim to achieve a significant rate of return by minimizing the risk as much as 

possible [17]. As a result, most investors make decisions irrationally rather than 

rationally [18].  

Investor behavior generally deviates from rational or logical decisions and is 

influenced by behavioral biases due to a lack of ability to process information. 
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Behavioral bias is caused by the use of some mental shortcuts by investors, referred to 

as heuristics (rules of thumb) or beliefs, judgments, and preferences. Psychological 

factors include cognitive or heuristic information processing shortcuts, memory 

errors, emotional and motivational influences, and social influences such as 

community culture [17]. 

2.2 Availability Bias and Investment Decision Making 

The first authors to study the factors included in heuristics were Tversky and 

Kahneman [25]. One of the factors he introduced is availability bias, which is a 

decision maker's preference for information or events that are easy to remember or 

assess the probability of an event occurring. Investors make decisions based on 

information that is readily available in the market. This is called availability bias. 

Most investors invest in well-known stocks because the information is readily 

available, which is against financial principles such as diversification, causing 

availability bias [4]. Sources of information available include social media, friends' 

actions, observing others' behavior, and the influence of interactions that make 

investors irrational in making investment decisions because they react quickly to 

information [8]. 

 Research by [18] revealed that investors prefer to buy stocks that provide more 

readily available information than perform a complete analysis of all available and 

relevant information. Investors also rely on information from friends and family 

without doing any verification. Investors prefer to buy local stocks on local exchanges 

where investors are more familiar or information about them can be easily obtained. 

As a result of this heuristic effect, investors mistakenly believe that a good company's 

stock will lead to higher returns.  

 Research by [24] explains that investors need to allocate adequate time and effort 

to seeking and gathering the information needed to make investment decisions. 

Instead, they rely on readily available information. Their primary source of 

information is their friends and relatives, and they choose a known investment (local 

stock). Based on the results of the research above, the following hypotheses can be 

proposed: 

H1: There is an effect of availability bias on investment decision-making. 

2.3 Herding and Investment Decision Making 

Herding's behavior, initially identified by [23], is the behavior of a person who 

follows the decisions of other groups of people due to emotional impulses and decides 

independently based on his personal information. Herding behavior mimics the 

actions of large groups because people are easy to get along with and generally seek 

acceptance from the group rather than being a standout person. Investors who think 

that large groups cannot misbehave with the herd with the illusion that the herd may 

know something they do not know [5]. Traders' emotions are also determined by 

social influences, particularly herding in financial markets, which often has a strong 

influence in situations where prospects for financial assets are uncertain and complex 

to predict [3]. According to [16], interacting with each other is important in stock and 

investment markets because it allows stockbrokers to communicate with other 
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stockbrokers and their clients. Retail investors also seek and share information about 

investments with family members, friends, and neighbors. 

 The research found by [19] explains that herding is one of the most influential 

factors in investor decision-making and suggests that investors use group investment 

patterns. The effect of herding behavior among investors is seen when, before buying 

shares, investors need a consultation with other parties such as family, friends, or 

colleagues, and also follow several stock communities to make investment decisions 

so that the decisions of other investors also impact investment decisions for buying 

and selling certain shares and stock volumes. Herding behavior is also proven by 

research from [12], which is caused by a need for more information for individual 

investors about market conditions. When the market is bullish, investors fear making 

investment decisions, so they follow the crowd as a shield against losing unexpected 

returns. Based on the results of the research above, the following hypotheses can be 

proposed: 

H2: There is an effect of herding behavior on investment decision-making. 

2.4 Locus of Control 

The locus of control theory was introduced by [20], explaining individual perceptions 

of how much control a person exerts over life events. People who believe they control 

their lives have an internal locus of control. Investors with high internal locus of 

control are less likely to have emotional problems. Meanwhile, people with an 

external locus of control believe that other people, fate, or luck control the rewards 

they receive. They believe that they are powerless concerning outside forces [22]. 

 In their study, [26] revealed that in stock trading, investors prefer to invest in local 

companies familiar with investors whose information is easy to obtain. The research 

successfully revealed by [21] explained that the availability of information from stock 

equity portfolios as a proportion of total financial wealth made investors see the 

impact of the locus of control as positively related to investment decisions in risky 

assets. Investors believe in their skills and abilities to make careful investment plans 

and ensure their investments are successful. They can influence and control the results 

obtained, so they prefer to make investment decisions based on the availability of 

information. Based on the results of the discussion above, the following hypotheses 

can be proposed: 

H3: Locus of control moderates the relationship between availability bias and 

investment decision-making. 

 The research by [28] proves that herding behavior exists in the Chinese securities 

market. Other people and external reinforcements will easily influence investors with 

herding behavior and rely too much on public opinion rather than their information 

when making investment decisions. Investor decision-making influenced by friends 

and colleagues also proves herding behavior, as the research reveals [1]. This is 

possible because investors with a low locus of control will depend on others and feel 

powerless to make investment decisions. Investors generally trust friends, relatives, 

and colleagues when making decisions and are also influenced by recommendations 

given by popular analysts. This explains that the market price reflects the collective 

valuation of investors, and as a result, the actual value of the market may need to be 

corrected. Thus, high herding behavior can strengthen the tendency of investors with 

a low locus of control to make investment decisions. Based on the discussion above, 

the following hypotheses can be proposed: 
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H4: Locus of control moderates the relationship between herding behavior and 

investment decision-making. 

 

 

Fig. 1. Conceptual framework. 

3 Research Methods 

Data was collected by distributing questionnaires among investors in Jakarta so that a 

sample of 281 respondents was obtained according to the SEM-LISREL model. The 

data collection technique in this study was convenience sampling. The sample criteria 

were retail investors who traded on the Indonesia Stock Exchange and had more than 

one year of investment experience. The measurement of the variables in this study 

uses a six-point Likert Scale where 1 represents "Strongly Disagree," and six repre-

sents "Strongly Agree." This study uses four variables: availability bias, herding, 

locus of control, and decision-making. Availability bias consists of five items refer-

ring to [18]; [24]. [19] describe herding as consisting of five items. The locus of con-

trol consists of six items, referring to  [18] and [21]. Decision-making consists of five 

items, referring to [15]. 

3.1 Validity and Reliability Measurement Testing  

Testing the validity of all measurement indicators of the measured variables revealed 

that they were all valid (capable of measuring the desired) because the standardized 

loading factor of all indicators was more significant than 0.5 or 0.70. Reliability 

testing was carried out using AVE (Average Variance Extracted), which resulted in a 

value above 0.5 and CR (Construct Reliability) above 0.7 for each variable so that it 

was proven that all measurement indicators were reliable (consistent). The results of 

validity and reliability testing using CFA (Confirmatory Factor Analysis) are shown 

in Table 1. 

Table 1. Results of testing the validity and reliability of research variables. 

Item 

Estimasi 

Loading 

Factor 

AVE CR 

Availability 0.67 0.91 

AB1  Buy stocks when the stock market index 

goes up. 

0.90  

AB2 Sell shares when the stock market index 

goes down. 

0.84 
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AB3 Information is readily available. 0.80 

AB4 Invest in local stocks. 0.77 

AB5 Buy shares on IDX 0.76 

Herding 0.55 0.86 

HE1 Follow other investors' decisions 

regarding trading volume 

0.76  

HE2 Follow other investors' decisions to buy 

and sell shares. 

0.74 

HE3 React quickly to other investors' decisions 

or follow theirs. 

0.75 

HE4 It depends on other people's decisions 

regarding the type of stock. 

0.74 

HE5 Buy shares and consult with others 

(family, friends, or colleagues). 

0.72 

Locus of Control 0.56 0.88 

LC1 Careful investment 0.80  

LC2 A successful investment plan 0.80 

LC3 Success through hard work 0.77 

LC4 Investment returns depend on ability. 0.80 

LC5 Inheriting money makes people rich. 0.59 

LC6 Rich because investing in stocks has 

nothing to do with luck. 

0.71 

Investment Decision Making 0.61 0.89 

DM1 Expected return on stock investment 0.85  

DM2 The rate of return is equal to or higher 

than the market average rate of return. 

0.78 

DM3 Investment decisions (including selling, 

buying, holding, selecting shares, and 

deciding share volume) 

0.84 

DM4 Only buy shares if stock market 

conditions are clear. 

0.72 

DM5 Invest money in stocks. 0.71 

4 Results and Discussion 

4.1 Characteristics of Respondents 

From a total of 381 respondents, the results of the respondent profile are as follows: 

the number of male respondents is 56.6%, while female respondents are 43.4%. 

Respondents with S1 education were 39.1%, those with S2 were 35.6%, and others 

were 25.3%. Job positions as non-managerial employees are 49.5% (mainly investing 

in stocks), managers are 31.7%, and the rest are supervisors, directors, and others. 

4.2 Hypotheses Testing Result and Discussion 

A more detailed description of hypothesis testing can be summarized in Table 2 

below: 

Table 2. Hypothesis testing results. 

Hypothesis Path Estimate t-value Finding 

H1 Availability Bias  →  Decision 

Making 

-0.20 -4.94 Significant 
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H2 Herding behavior → Decision 

Making 

0.64 13.52 Significant 

H3 Availability Bias → Decision-Making 

in the Locus of Control Moderation 

0.08 4.82 Significant 

H4 Herding Behavior → Decision-

Making in the Locus of Control 

Moderation 

0.08 2.16 Significant 

 

The effect of availability bias on investment decision-making is negative and 

significant, as indicated by the estimated coefficient value of -0.20 with a t-value of -

4.94 (t-value > 1.96). This means the higher the availability bias, the lower the 

investment decision-making. Investors on the IDX who are affected by the 

availability bias are generally more likely to choose investments in Indonesian 

companies traded on the IDX because they rely heavily on readily available 

information, and their primary sources of information are their friends, relatives, 

consultants, or seniors, which can result in investors making the wrong decision. The 

decision is due to not actively verifying the information obtained, so it would be 

caused by returns that are not in line with expectations and returns that are lower than 

the market average. The results of this study support the research of [18] and [24]. 

 The effect of herding behavior on investment decision-making is positive and 

significant, as indicated by the estimated coefficient value of 0.64 with a t-value of 

13.52 (t-value > 1.96). It means the higher the herding behavior, the higher the 

investment decision-making. Herding behavior on the IDX can also be seen in 

investors who often follow market trends or require consultation with other parties 

such as securities analysts, friends, or colleagues who have a good track record in 

stock trading. Investors are also included in stock groups on social media, which often 

provide recommendations regarding the types of stocks that are in an uptrend in the 

volume of shares bought and sold. When information enters the stock exchange, 

investors quickly react to changes in other investors' decisions. Investors expect an 

adequate return on investment or at least the same as the market through this herding 

behavior. The results of this study support research by [19] and [12]. 

 The effect of availability bias on investment decision-making moderated by locus 

of control is positive and significant, as indicated by the estimated coefficient value of 

0.08 with a t-value of 4.82 (t-value > 1.96). It means that the higher the locus of 

control, the stronger the influence of availability bias on investment decision-making. 

Investors who are dominated by investors who have non-managerial employment 

positions, which is 49.5% of all respondents, believe that they can control their 

investment returns by preferring to trade on the Indonesian stock exchange and 

investing their money in shares of Indonesian companies that have been registered. 

Due to the availability of easily obtainable information such as on social media, 

websites, and mass media (newspapers, stock news channels on television or radio), 

thus influencing investment decisions to obtain high returns (profits) and according to 

investors' expectations, by research conducted by [26] and [21]. 

 The effect of herding behavior on investment decision-making moderated by locus 

of control is positive and significant, as indicated by the estimated coefficient value of 

0.08 with a t-value of 2.16 (t-value > 1.96). It means that the higher the locus of 

control, the stronger the influence of herding behavior on investment decision-

making. Investors generally plan their investments carefully and work hard to find 

and exchange market information about the investments they are interested in. On the 
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other hand, there is investor herding behavior on the IDX, which is shown in the 

contact or mutual communication between investors through social media or brokers 

with their clients. The disadvantage of herding behavior is that it causes investors to 

depend too much on public opinion rather than their information when making 

investment decisions, which leads to incorrect and irrational conclusions. Investors in 

IDX, although their education level is dominated by bachelor's degrees, do not 

discourage herding behavior in trading or investing in stocks. In an uncertain 

environment, investors are tempted to follow the decisions of others. Even though 

investing carefully is difficult, it strengthens investors' herding behavior in several 

ways, such as consulting with other parties such as family, friends, or colleagues; 

following several stock communities to make investment decisions; and determining 

the type of stock, share volume, and decisions to buy and sell certain shares. Herding 

behavior in the stock market is a short-term event caused by fast and dynamic 

investor behavior. Therefore, investors believe they can control the desired return. 

This was based on research conducted by [28]. 

5 Conclusion 

The results of this study indicate that the direct relationship between availability bias 

and herding behavior has a significant effect on investment decision-making. This 

study also shows that the availability bias and herding variables are proven to be 

moderated by the locus of control in investment decision-making. An interesting find-

ing in this study is that investments made carefully by IDX investors further strength-

en herding behavior. The most common thing investors do is to follow several stock 

communities to determine the type of stock share volume and follow other investors' 

decisions in trading investment decisions. Certain stocks are bought, which causes 

investors to believe they can control the expected return. This could be due to IDX 

investors' strong culture of social interaction.  

 The managerial implication of this research is to help individual investors better 

understand the existence of rational or irrational investor behavior in consideration of 

all available market information. Investors should have neutral emotions before 

making investment decisions to avoid losing the money invested by making their 

analysis and research not based on rumors or suggestions from other investors. 

Meanwhile, policymakers can carry out more intensive investment training and 

awareness programs for individual investors to foster a research culture and must 

develop information networks to facilitate investors' information needs. The limitation 

of this research is that it only investigates individual investors. For further research, 

institutional investors can be tested to explore the behavioral factors of institutional 

investors moderated by locus of control. 
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