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ABSTRACT	
 
 
 

Impact of Overconfidence, Loss Aversion, and Social Media on Investment Decision-
Making in the Stock Market: The Mediating Role of  Financial Risk 

 
 
 

By 
 

Karmel Novita Senjaya 
Dr. Ir. Yosman Bustaman M.Buss 

 
 

SWISS GERMAN UNIVERSITY 
 
 

 
This study investigates the impact of Overconfidence, Loss Aversion, and Social Media 

on Investment Decision-Making among Indonesian individual investors, with financial 

risk perception serving as a mediating variable. While prior research has typically 

explored these psychological biases and external influences in isolation, this study 

integrates them to analyze their combined effect on investor behavior. The research 

employs a quantitative correlational design using survey data from 325 individual 

investors actively participating in the stock market and engaging with Social Media 

platforms such as Instagram, Telegram, and Zoom. Findings from structural equation 

modeling reveal that Overconfidence and Social Media significantly influence 

Investment Decisions, both directly and indirectly through financial risk perception. 

Loss Aversion, however, shows a weaker direct impact but a notable indirect influence 

via risk perception. Additionally, herding behavior, driven by Social Media, was found 

to amplify market sentiment and risk misperception. The study contributes to 

behavioral finance literature by emphasizing the interaction between psychological 

biases and digital influence in shaping modern investment behavior. It also offers 

practical implications for investor education and policy interventions, highlighting the 
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need to enhance financial literacy and develop strategies to mitigate the adverse effects 

of behavioral and social biases in Investment Decision-Making. 

 

Keywords: Overconfidence, Loss Aversion, Social Media impact, herding behavior, 

risk perceptions, Investment Decision Making. 



Impact of Overconfidence, Loss Aversion,  
and Social Media on Investment Decision-Making  
in the Stock Market: The Mediating Role of  Financial Risk   Page 5 of 103 
 
 

 Karmel Novita Senjaya 
 

 

 

 

 

 

 

© Copyright 2025 
by Karmel Novita Senjaya 

All rights reserved 
 



Impact of Overconfidence, Loss Aversion,  
and Social Media on Investment Decision-Making  
in the Stock Market: The Mediating Role of  Financial Risk   Page 6 of 103 
 
 

 Karmel Novita Senjaya 
 

 

 

DEDICATION	
 

I dedicate this work for the individual investors  

I dedicated this work for the better knowledge  

I dedicated this work for future researchers 

 

 



Impact of Overconfidence, Loss Aversion,  
and Social Media on Investment Decision-Making  
in the Stock Market: The Mediating Role of  Financial Risk   Page 7 of 103 
 
 

 Karmel Novita Senjaya 
 

 

 

ACKNOWLEDGEMENTS	
 

First, I could not have completed this study without God's help. I am thankful for the 

strength, ambition, and willingness to try that I had during the research process. 

I would also like to express my gratitude to my parents and family, who have always 

supported me in writing my thesis. I would also like to thank my boyfriend, who is 

working on his thesis as well. We should support each other and manage it well. I would 

also like to thank my friends for their support through the ups and downs and for sharing 

information about the thesis. Thanks to everyone who answered my questionnaire; 

every piece of data is important for this research. 

I am most appreciative of my thesis advisors, Dr. Ir. Yosman Bustaman, M. Buss, for 

guiding me throughout the thesis process, providing easy access to relevant literature, 

and setting me on the right path. I am also grateful for our many discussions. 



Impact of Overconfidence, Loss Aversion,  
and Social Media on Investment Decision-Making  
in the Stock Market: The Mediating Role of  Financial Risk   Page 8 of 103 
 
 

 Karmel Novita Senjaya 
 

 

 

TABLE OF CONTENTS 

Page 

ABSTRACT ................................................................................................................... 3 
DEDICATION ............................................................................................................... 6 
ACKNOWLEDGEMENTS ........................................................................................... 7 
LIST OF FIGURES ..................................................................................................... 11 
LIST OF TABLES ....................................................................................................... 12 
CHAPTER 1 – INTRODUCTION .............................................................................. 13 
1.1 Background of the Study .................................................................................... 13 
1.2 Problem Statement .............................................................................................. 18 
1.3 Research Objectives ........................................................................................... 19 
1.4 Research Questions ............................................................................................ 21 
1.5 Significant of the Study ...................................................................................... 22 
1.6 Scope and Limitation .......................................................................................... 23 
1.7 Relationship Between Variables ............................................................................ 24 
1.7.1 The Relationship Between Overconfidence and Investment Decision-Making . 24 
1.7.2. The Relationship Between Loss Aversion and Investment Decision-Making .. 24 
1.7.3. The Relationship Between Social Media Influence and Investment Decision-
Making ......................................................................................................................... 24 
1.7.4 The Relationship Between Overconfidence and Financial Risk ......................... 25 
1.7.5 The Relationship Between Loss Aversion and Financial Risk ........................... 25 
1.7.6. The Relationship Between Social Media Influence and Financial Risk ............ 25 
1.7.7. The Relationship Between Overconfidence and Investment Decision-Making 
Mediated by Financial Risk ......................................................................................... 25 
1.7.8 The Relationship Between Loss Aversion and Investment Decision-Making 
Mediated by Financial Risk ......................................................................................... 26 
1.7.9. The Relationship Between Social Media Influence and Investment Decision-
Making Mediated by Financial Risk ............................................................................ 26 
CHAPTER 2 - LITERATURE REVIEW .................................................................... 27 
2.1 Theoretical Framework .......................................................................................... 27 



Impact of Overconfidence, Loss Aversion,  
and Social Media on Investment Decision-Making  
in the Stock Market: The Mediating Role of  Financial Risk   Page 9 of 103 
 
 

 Karmel Novita Senjaya 
 

2.1.1 Behavioral Finance Theory ................................................................................. 27 
2.1.2 Prospect Theory: ................................................................................................. 28 
2.1.3 Modern Portfolio Theory: ................................................................................... 29 
2.1.4 Theory of Planned Behavior (TPB): ................................................................... 30 
2.1.5 Social Influence Theory (SIT): ........................................................................... 31 
2.2 State of the Art ....................................................................................................... 32 
2.3 Behavioral Biases in Investment Decision - Making ............................................. 34 
2.4 Review of Previous Studies ................................................................................... 35 
2.5 Gaps in the Literature ............................................................................................. 37 
2.6 Research Model/Framework .................................................................................. 40 
2.6 Hypotheses Development ...................................................................................... 41 
CHAPTER 3 – RESEARCH METHODS ................................................................... 43 
3.1 Research Design ..................................................................................................... 43 
3.2 Population and Sample .......................................................................................... 44 
3.2.1 Target Population ................................................................................................ 44 
3.2.2 Sampling Procedures .......................................................................................... 45 
3.2.3 Sample size ......................................................................................................... 46 
3.2.3 Sampling Methods .............................................................................................. 47 
3.3 Data Sources and Collection Methods ................................................................... 47 
3.3.1 Type of Data ....................................................................................................... 47 
3.3.2 Data Collection Methods .................................................................................... 48 
3.3.3 Questionnaire Development ................................................................................ 48 
3.3.4 Orientation Indicators ......................................................................................... 50 
3.4 Data Analysis Techniques ...................................................................................... 51 
3.4.1 Pre-Test Sample .................................................................................................. 51 
3.8.1.1. Pre-Test Sample .............................................................................................. 51 
3.8.1.2. Validity Test .................................................................................................... 52 
3.8.1.3. Reliability Test ................................................................................................ 52 
3.4.2 Software Tools .................................................................................................... 53 
CHAPTER 4 – RESULT AND DISCUSSION ........................................................... 55 
4.1 Sample and Procedures .......................................................................................... 55 
4.2 Demographics of Survey Respondents .................................................................. 55 
4.3 Data Analysis ......................................................................................................... 61 
4.3.1. Normality Test ................................................................................................... 61 



Impact of Overconfidence, Loss Aversion,  
and Social Media on Investment Decision-Making  
in the Stock Market: The Mediating Role of  Financial Risk   Page 10 of 103 
 
 

 Karmel Novita Senjaya 
 

4.3.2 Cronbach’s Alpha and Composite Reliability .................................................... 64 
4.3.3 Outer Loading ..................................................................................................... 65 
4.3.4 Average variance extracted (AVE) ..................................................................... 68 
4.3.5 Collinearity Statistics (VIF) ................................................................................ 68 
4.3.6 Coefficient of Determination (R²) ....................................................................... 70 
4.3.7 Effect Size (F²) .................................................................................................... 71 
4.4 Path coefficients dan Hypothesis ........................................................................... 72 
4.5 Mediation Test ....................................................................................................... 76 
4.6 Moderating Test ..................................................................................................... 78 
4.7 Discussion .............................................................................................................. 78 
CHAPTER 5 – CONCLUSION ................................................................................... 84 
5.1 Conclusion ............................................................................................................. 84 
5.2 Implications ............................................................................................................ 85 
5.3 Limitations and Recommendations ........................................................................ 85 
5.3.1 Limitations This study is subject to several limitations: ..................................... 85 
5.3.2 Recommendations for Future Research and Practice ......................................... 85 
GLOSSARY ................................................................................................................ 86 
APPENDIX .................................................................................................................. 88 

 



Impact of Overconfidence, Loss Aversion,  
and Social Media on Investment Decision-Making  
in the Stock Market: The Mediating Role of  Financial Risk   Page 11 of 103 
 
 

 Karmel Novita Senjaya 
 

 

 

LIST	OF	FIGURES	
Figures Page 

Figure 1. 1Reference from We Are Social: “Meta’s Ad Audience” ............................ 14 

Figure 1. 2Reference from We Are Social: “Most Used Social Media Platforms” ..... 14 

 

Figure 2. 1 Research Model ......................................................................................... 41 

Figure 2. 2 Relation of Each Variables ........................................................................ 42 

 

Figure 4. 1 Demographic Results ................................................................................. 60 

Figure 4. 2 Normality Test ........................................................................................... 64 

Figure 4. 3  Graphical Output ...................................................................................... 67 

 

 



Impact of Overconfidence, Loss Aversion,  
and Social Media on Investment Decision-Making  
in the Stock Market: The Mediating Role of  Financial Risk   Page 12 of 103 
 
 

 Karmel Novita Senjaya 
 

 

 

LIST	OF	TABLES	
Table Page 

Table 3.1 Screening Questions (Author, 2025) ........................................................... 88 

Table 3.2 Respondent’s Profile (Author, 2025) ........................................................... 90 

Table 3.3 7-Likert Scale Indicators (Fonseca et al., 2016) .......................................... 49 

Table 3.4 Overconfidence Indicators ........................................................................... 92 

Table 3.5 Loss Aversion Indicators ............................................................................. 93 

Table 3.6 Risk Perceptions Indicators ......................................................................... 94 

Table 3.7 Social Media Influence Indicators ............................................................... 94 

Table 3.8 Herding Behaviour Indicators ...................................................................... 96 

Table 3.9 Investment Decision Indicators ................................................................... 96 

Table 4. 1Demographic Summarize ............................................................................ 57 

Table 4. 2 Normality Test ............................................................................................ 61 

Table 4. 3 Cronbach’s Alpha and Composite Reliability ............................................ 65 

Table 4. 4 Outer Loading ............................................................................................. 66 

Table 4. 5 Average Variance Extracted (AVE) ........................................................... 68 

Table 4. 6 Collinearity Statistics (VIF) ........................................................................ 69 

Table 4. 7 Coefficient of Determination (R²) ............................................................... 70 

Table 4. 8 Effect Size (F²) ............................................................................................ 71 

Table 4. 9 Path coefficients dan Hypothesis ................................................................ 73 

Table 4. 10 Hypothesis Result ..................................................................................... 75 

Table 4. 11 Indirect Effect and Direct Effect Result .................................................... 77 

Table 4. 12 Moderating Effect Result .......................................................................... 78 

  

 


