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ABSTRACT 

Investment decisions have great importance in different sectors of various countries and these 

decisions are the basis on which the outcomes of the investments are based. However, there 

might be certain factors that might lead to the incorrect long term and short term investment 

decisions. In this regard, the current study has been conducted with the core motive to explore 

the impact casted by the environment and potential factors i.e. salience and overconfidence on 

the long term investment decisions for accommodation business along with the moderation of 

a variable i.e. financial literacy. To fulfill this objective, the researcher has collected data from 

the investors of accommodation businesses in Thailand. The collected data has been subjected 

to different statistical techniques and tools for analysis purpose and the results have been 

obtained. The results obtained by the analysis of the collected data indicate that salience and 

overconfidence have significant impact on the long term investment decision. In addition, the 

moderating role of financial literacy has also been found as significant in the study. The results 

suggest that the investors of the accommodation business must consider the aspects of salience 

and overconfidence before taking any long term investment decision to avoid failure of the 

investment decision.      

Keywords: Salience, Overconfidence, Long Term Investment Decisions, Accommodation 

Business, Financial Literacy 

_________________________________________________________________ 

1 Introduction 

Investment decisions are made by the representatives or top management of a firm or an 

organization as discussed in the conventional theories regarding finance. But actually these 

decisions are more than that and they also involve the positive or negative attitude of the 

management of a company (De Vries, Erasmus, & Gerber, 2017). The traditional finance 

theories have been criticized in many ways. In this regard, Yalcin, Tatoglu, and Zaim (2016) 

has criticized the two main assumptions of these theories. The first assumption in this regard is 

that the behavior shown by humans is completely rational while making investment decisions 

as per utility theory. In the same way, the other assumption that has been criticized is that the 

financial markets are also rational as they show correct prices. According to the international 

capital pricing model which had its foundations in traditional portfolio theory suggested that 

the investments must be made in those assets that possess high risk adjusted returns (Lintner, 

1975; Sharpe, 1964). But the investors do not invest in this way and act rationally ignoring all 

the benefits associated with diversification (Ahearne, Griever, & Warnock, 2004; Chan, 

Covrig, & Ng, 2005). This might be due to various reasons such as salience bias or familiarity 
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effect. These aspects have been studied by various researchers in the past (Barber & Odean, 

2001; Barberis & Xiong, 2009; Choi, Laibson, Madrian, & Metrick, 2004; Lee, Liu, Roll, & 

Subrahmanyam, 2004; Thaler & Sunstein, 2009 Baranova, & Bogatyreva, 2019). Salience 

effect is an important cognitive heuristic effect among all the heuristics as it has been 

considered to have a stronger effect on the decision making. In addition, its importance is based 

on the fact that the investment decision makers face this issue more as compared to others 

(Hirshleifer, 2001; Yalcin et al., 2016). Another factor that might impact the decision making 

process of investment is over confidence in context of the investment returns. Moreover, the 

financial literacy might also play role in the precision of the financial or investment decision 

making process. 

Figure 1: Public Sector Net Investment (economicshelp) 

 

Investment decisions are the most important decisions for the investors of different 

organizations and companies but these decisions might be made wrongly due to several reasons 

such as salience and overconfidence. In addition, if the financial knowledge or information 

regarding the markets might also impact the decision making positively or negatively. In the 

past, studies have shown the impact of different factors on the investment decision making but 

there are no studies that have taken the environmental and potential factors i.e. salience and 

overconfidence into consideration. In addition, this study has not been conducted in context of 

the accommodation business in the less visited areas of Samut Songkhram and Phatthalung 

Province. This study has thus been conducted to fulfill these gaps and has the following 

objectives; 

 To analyze the impact of the environment factor i.e. salience on the long term 

investment decision for accommodation business 

 To analyze the impact of the potential factor i.e. overconfidence  on the long term 

investment decision for accommodation business  

  To determine the moderating role of financial literacy in the relationship between 

salience and long term investment decision  

20 22
26

29

45
48

38

25

5

23

0

10

20

30

40

50

60

B
ill

io
n

 E
u

ro
s 

In
ve

st
m

e
n

t

Years

https://hamdardfoundation.org/hamdard%20islamicus/


Hamdard Islamicus, Vol. 43 No. S.2 (2020), 329-343  

https://hamdardfoundation.org/hamdard Islamicus/    

331 

ISSN :0250-7196 

 To determine the moderating role of financial literacy in the relationship between 

overconfidence and long term investment decision 

This study will be very much beneficial for the investors that have to make certain investment 

decisions frequently to consider the salience and overconfidence aspects while making 

decisions and also to enhance their literacy regarding finance.  

Table 1: Public Sector Net Investment (% of GDP) (economicshelp) 

Years Public Sector Net Investment (% of GDP) 

2008-09 3.2% 

2009-10 3.5% 

2010-11 2.5% 

2011-12 2% 

2012-13 1.5% 

2013-14 1.4% 

 

2 Literature Review 

2.1 Impact of Salience on Long Term Investment Decisions 

In the past studies, salience heuristics have been studied regarding the investment decision 

making by different researchers. According to Shiloh, Salton, and Sharabi (2002), heuristics 

means the rapid or prompt automatic systems which can be used to make the calculations 

simple (Tversky & Kahneman, 1974). In the same way, these heuristics are also taken as the 

rule of thumb which also leads towards the better decision making process (Aronson, 1999; 

Mishra, 2014). However, it has been found out that the use of these heuristics might not be well 

received in some cases and lead towards the pathetic mistakes during decision making process. 

As far as salience is concerned, it is also called as familiarity bias (Huberman, 2001).  There 

are different other aspects such as familiarity, availability, home bias etc. that can be used in 

place of salience bias and all of them come under the umbrella of salience. The basic idea 

behind this bias in relation with the investment decision making is that the investors tend to 

invest in the stocks that are familiar to them because they think that investing in the unknown 

stocks might be riskier as compared to the familiar stocks (Merton, 1987).(Razzaq, Maqbool, 

& Hameed, 2019) In the same way, another study suggested that the investors will tend to go 

into the situation where they will feel that they know the outcomes and will avoid those 

investments in which the outcomes are unknown and the investors feel unacquainted (Heath & 

Tversky, 1991). It was also indicated that the investors might let go the benefits of 

diversification and will invest in those companies or projects with which they are already 

familiar. But in this condition, the benefits of diversification act as the opportunity cost. Fox 

and Tversky (1995) found out that when there are two choices in front of an investor and both 

of them are riskier, then the investor will choose that one which will be familiar or salient. This 

happen mostly when the investors have to make really fast decisions. The process of choosing 

https://hamdardfoundation.org/hamdard%20islamicus/


Hamdard Islamicus, Vol. 43 No. S.2 (2020), 329-343  

https://hamdardfoundation.org/hamdard Islamicus/    

332 

ISSN :0250-7196 

the best option is very tiresome and takes more time therefore the investors go for the familiar 

choice to avoid the pressure of decision making (Yalcin et al., 2016). The salience bias of the 

investors increase the confidence and optimism of the investors as they think that they have 

made the right decision by selecting the familiar choice (Barber, Odean, & Zheng, 2005). A 

Swiss study suggested that the respondents tend to cho0se those products that are easier to 

understand and this behavior is also because of the salience bias (Wang, Keller, & Siegrist, 

2011). Thus based on this decision, the following hypothesis can be generated; 

H 1: Salience has significant impact on long term investment decisions                

2.2 Impact of Overconfidence on Long Term Investment Decisions 

The impact of overconfidence on the investment decision making has been considered in the 

past similar studies. According to De Bondt and Thaler (1985), the most important behavioral 

factor that is required in order to understand the trading puzzle is overconfidence. 

Overconfidence has been found to have an important factor that leads towards the high trading 

levels. Overconfident investors are found to have made better investment decisions and and 

trade more as compared to the rational decision makers (Odean, 1998). In other words, it can 

be stated that if the investment decisions are made overconfidently, it will result in more trade 

and less expected utility. A relevant theory was presented regarding overconfidence of 

investors which showed that the self attribution bias due to investment outcomes is the reason 

behind the overconfidence in investors (Daniel, Hirshleifer, & Subrahmanyam, 1998). This 

theory showed that the investors react more towards the private information as compared to the 

public information. Another study took this aspect to the genders and indicated that men trade 

more excessively than women because men tend to be more overconfident. This result was 

obtained by the analysis of the data collected from more than 35, 000 households for seven 

years and the results suggested that the level of trade by men is 455 higher as compared to 

women (Gervais & Odean, 2001). A model was developed according to which when an investor 

starts trading, he or she is not overconfident but it increases over time and after the trading is 

over the level of overconfidence falls ultimately. It was also shown by the model that the 

investors with less experience will have more overconfidence as compared to those having 

more experience (Montier & Strategy, 2002). Thus, it can be concluded from the discussion 

that overconfidence might impact the investment decision making and thus it can be 

hypothesized that; 

H 2: Overconfidence has significant impact on long term investment decisions                       

2.3 Moderating Role of Financial Literacy 

Financial literacy is the education or basic understanding about the basics of finance and 

money, regarding its management and earning process. In addition, the principles of investment 

are also included in the financial literacy (Giesler & Veresiu, 2014). Financial literacy is 

different on the basis of gender, work experience, education, occupation etc. In other words, it 

has been found out that males have higher level of financial literacy as compared to females. 

In the same way, the people with more work experience have more financial literacy as 

compared to the people having less work experience and same goes for rank, occupation, 
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education etc. (Chen & Volpe, 1998). Studies have suggested that financial literacy has 

significant and positive impact on the investment decision making. It can be elaborated in such 

a way that the people with high financial literacy have more knowledge about different 

techniques and tools used for making investment decisions. They might use finance related 

publications that contain financial information about different projects but the people with less 

financial literacy depend upon the advice of other people. The investors with less financial 

literacy might get victim of salience and overconfidence and thus they might make wrong 

investment decisions (Al‐Tamimi, 2009). Thus it can be stated that financial literacy might 

have the moderating impact on the relationship between salience and overconfidence; and 

investment decisions. Thus it can be hypothesized that; 

H 3(a): Financial literacy has significant moderating impact on the relationship between 

salience and long term investment decisions 

H 3(b): Financial literacy has significant moderating impact on the relationship between 

overconfidence and long term investment decisions      

2.4  Theoretical Framework          

 

 

 

 

 

 

 

 

 

 

3 Methodology 

This section includes the details about the data collection process and sampling of the 

population. Besides, the measurement items regarding the variables of the study taken from the 

past studies have also been discussed in this section.    

3.1 Data 

The purpose of the current study was to explore the impact casted by the environment and 

potential factors i.e. salience and overconfidence on the long term investment decisions for 

accommodation business along with the moderation of a variable i.e. financial literacy. In 

context of this objective, the researcher has considered the investors of accommodation 

business as the population of the study and the sample has been selected from the population 

through purposive sampling technique so that the right information from the right people can 
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be obtained that is useful for the study. In this regard, 400 questionnaires were obtained from 

the respondents from which only 375 were selected as reliable for analysis purpose. The 

questionnaire was designed carefully to collect all the relative information and all the ethical 

aspects were also considered in regard of questionnaire administration.     

3.2 Measures 

In this regard, salience has five items for measurement and the sample item among them is “A 

company’s stock which is often in the media with favorable news coverage should be preferred 

when investing” (Yalcin et al., 2016). Similarly, overconfidence has five six for measurement 

purposes and the sample item of this construct is “How much control do you believe you have 

in picking investments that will outperform the market”. The items for these constructs have 

been developed by a researcher in the past study (Pompian, 2008). The long term investment 

decision has three measurement items, developed by a study in the past (Mayfield, Perdue, & 

Wooten, 2008). A sample item is “I intend to manage my portfolio for maximum gross return 

rather than tax and cost efficiency”. In the last, the moderator, financial literacy is measured by 

using five items. These items have been taken from the inspiration of a past research (Van 

Rooij, Lusardi, & Alessie, 2011). A sample item is “Suppose you had Rs.100 in a savings 

account and the interest rate was 2% per year. After 5 years, how much do you think you would 

have in the account if you left the money to grow?” It must be noted that these items have been 

measured on the basis of five point Likert scales that ranges from 1 to 5, where 1 means to 

strongly disagree and 5 means to strongly agree.  

3.3 Data Analysis  

The collected data has been analyzed by using statistical analysis software i.e. SPSS and 

AMOS, by the researcher. Various tests such as confirmatory factor analysis, structural 

equation modeling etc. have been applied for analysis purpose.   

4 Results and Analysis  

4.1 Demographics 

The demographics of gender suggest that there were 55.5% males and 44.5% females included 

in the total respondents i.e. 375. In the same way, the demographics of age indicate that 39.5% 

(maximum) respondents had the age of 25 to 35 years while 4% (minimum) respondents had 

the age more than 45 years. As far as experience is concerned, most of the respondents i.e. 

almost 77% were having a good experience i.e. 2 to 8 years in investment decisions.    

4.2 Descriptive Statistics 

The descriptive statistics of the variables of the study presented in table 1 indicate it clearly 

that the range of minimum to maximum values is 1 to 5 which is the range of the Five point 

Likert scale used by the researcher. Moreover, the data values are skewed in such a way that 

normal distribution is evident.  
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Table 2: Descriptive Statistics 

 

N Minimum Maximum Mean Std. Deviation Skewness 

Statistic Statistic Statistic Statistic Statistic Statistic Std. Error 

Salience 375 1.00 5.00 3.2938 1.02450 -.238 .126 

OverConf 375 1.00 5.00 3.4126 1.01132 -.402 .126 

FinanLit 375 1.00 5.28 3.4799 1.10224 -.561 .126 

LTInvestD 375 1.00 5.00 3.5911 1.11800 -.583 .126 

Valid N (listwise) 375       

 

4.3 KMO and Bartlett's Test 

The KMO and Bartlett’s tests are used to estimate the adequacy of the collected data regarding 

the indicators associated with the variables. The results of KMO and Bartlett’s test indicate that 

the collected data is sufficient for the study and is valid to be used.  

Table 3: KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .937 

Bartlett's Test of Sphericity Approx. Chi-Square 6469.485 

df 171 

Sig. .000 

4.4 Rotated Component Matrix 

The results of rotated component matrix have been presented in the table 3, according to which 

the factor loading values of all the indicators of different variables of the study are greater than 

0.7. Therefore, it can be suggested that the no cross loading is present and all the indicators 

contribute in the estimation of the variable.  

Table 4: Rotated Component Matrixa 

 

Component 

1 2 3 4 

SA1  .813   

SA2  .869   

SA3  .827   

SA4  .811   

SA5  .811   

OC1 .848    
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OC2 .776    

OC3 .753    

OC4 .835    

OC5 .822    

OC6 .856    

FL1    .853 

FL2    .853 

FL3    .843 

ID1   .762  

ID2   .813  

ID3   .857  

ID4   .845  

ID5   .830  

 

4.5 Convergent and Discriminant Validity 

The validity of constructs can be identified by using the convergent and discriminant validity 

in the study. The results associated with these validities have been shown in table 4 which 

suggests that the constructs of the study are valid to be used for analysis (Al-Nsour, 2020; Al 

Zoubi & Al Khamaiseh, 2019; Alamirew & Leykun, 2020; Alghizzawi & Masruki, 2019; 

Amadasun, 2020; Amin, Chen, & Huang, 2018; Anwana, Udo, & Affia, 2019; Asim & Kumar, 

2018; Asokan, 2020; Hameed, Basheer, Iqbal, Anwar, & Ahmad, 2018; Ul-Hameed, 

Mohammad, & Shahar, 2018). 

Table 5: Convergent and Discriminant Validity  

 CR AVE MSV MaxR(H) FL SA OC ID 

FL 0.925 0.804 0.321 0.929 0.897       

SA 0.933 0.735 0.320 0.965 0.531 0.857     

OC 0.947 0.749 0.321 0.980 0.567 0.566 0.866   

ID 0.928 0.719 0.311 0.984 0.502 0.487 0.558 0.848 

 

4.6 Confirmatory Factor Analysis  

The confirmatory factor analysis results have been reported in table 5. The observed values 

along with the threshold values for different indicators of CFA have been shown. As all 

observed values are within the threshold range thus it can be stated that the model is fit for the 

study. 
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Table 6: Model Fit Indices  

CFA Indicators CMIN/DF GFI IFI CFI RMSEA 

Threshold Value ≤ 3 ≥ 0.80 ≥ 0.90 ≥ 0.90 ≤ 0.08 

Observed Value  1.945 0.927 0.979 0.979 0.050 

 

Figure 2: CFA 

 
4.7 Structural Equation Modeling 

As per the results of SEM, reported in table 6, it is evident that both salience and overconfidence 

have significant imapct on the long term investment decision. In other words, the long term 

investment decisions can be improved by 24% and 40.1% respectively by reducing the impacts 

of salience and overconfidence by one percent. In the similar fashion, the moderating role of 

financial literacy has also been found as significant in both cases i.e. salience and 

overconfidence.  

Table 7: Structural Equation Modeling 

   Estimate S.E. C.R. P 

LTInvestD <--- Salience .240 .056 4.667 *** 

LTInvestD <--- OverConf .401 .057 7.815 *** 

   Estimate S.E. C.R. P 

ZLTInvestD <--- SAxFL_Int1 .264 .046 5.549 *** 
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ZLTInvestD <--- ocxFL_Int2 .147 .042 3.100 .002 

 

Figure 3: SEM 
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5 Discussion and Conclusion 

5.1 Discussion 

This study was designed in such a way that the impact casted by salience and overconfidence 

on the long term investment decisions can be explored along with the moderating role of 

financial literacy. In this regard, different hypotheses were drawn based on the review of the 

literature. These hypotheses have been tested and verified by the collection of appropriate data 

and the application of different statistical analysis techniques and tools. The first hypothesis 

suggested that salience has significant impact on long term investment decision. This 

hypothesis has been accepted as per the results. Those investment decisions are better that are 

free from salience bias. This result is presented by another past study (Majoch, Hoepner, & 

Hebb, 2017). The second hypothesis was that overconfidence has significant impact on the 

long term investment decision and this hypothesis has also been accepted in the study. 

Overconfidence might lead towards wrong investment decisions especially in long term. This 

result is also in accordance with the past literature (Betzer, van den Bongard, Theissen, & 

Volkmann, 2019). Moreover, the next hypotheses were regarding the significant moderating 

role of financial literacy and these hypotheses have also been accepted in the study. The basic 

education and information about finance might result in better investment decisions. These 

results are also consistent with the similar past studies (Garang, 2016).   

5.2 Conclusion 

The results obtained by the analysis of the collected data indicate that salience and 

overconfidence have significant impact on the long term investment decision. In addition, the 
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moderating role of financial literacy has also been found as significant in the study. The results 

obtained from the analysis suggest that the investors of the accommodation business must 

consider the aspects of salience and overconfidence before taking any long term investment 

decision as the decision taken under salience bias and over confidence might lead to failure of 

the investment. The investors must also acquire financial literacy to have the basic knowledge 

about the basic aspects regarding finance that will be very helpful in taking the right investment 

decisions.  

5.3 Implications and Limitations  

The current study has the theoretical implication that the researchers and authors will find the 

study useful in context of the factors impacting investment decisions. They can use the material 

of the study for further research or as literature. In addition, the practical implications are for 

the accommodation business investors who can get assistance in considering the aspects of 

salience and overconfidence before taking any long term investment decision as the decision 

taken under salience bias and over confidence might lead to failure of the investment. The 

investors must also acquire financial literacy to have the basic knowledge about the basic 

aspects regarding finance that will be very helpful in taking the right investment decisions. 

The researchers might also consider the sector other than accommodation business in which 

the investment decisions have great importance. In addition, the sample size must be increased 

and the sampling technique must be improved.  
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