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whereas external LOC is associated with a more passive
investment approach. These findings highlight the
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under the CC-BY-SA license and provide implications for financial policy and education. By
understanding how LOC impacts investment behavior, financial
@:‘-@‘@2- advisors and policymakers can develop targeted strategies to
enhance financial literacy, resilience, and overall economic well-

being.

INTRODUCTION

The influence of locus of control (LOC) on investment decisions in the economic landscape
is crucial for understanding individual financial behavior and outcomes. LOC, a concept
introduced by Rotter (1966), relates to individuals' beliefs about the extent to which they can
control events that affect their lives. This psychological construct has significant implications for
economic decision-making, shaping how individuals perceive and manage financial risk (Rotter,
1966).

Recent literature underscores the relevance of LOC across various domains, particularly in
finance, where LOC plays a critical role in determining investment strategies and risk-taking
behavior (Furnham, 1986; Lachance et al., 2003; Perry & Morris, 2005; Boone et al., 2011).
Individuals characterized by internal LOC tend to attribute outcomes to their own actions and
decisions, exhibiting proactive financial behavior and effective risk management strategies
(Furnham, 1986). Conversely, those with external LOC often attribute outcomes to external
factors such as luck or fate, potentially leading to more passive or reactive financial approaches
(Lachance et al., 2003).

This study builds on this foundation using a mixed-methods approach designed to
comprehensively explore how LOC orientation influences investment decisions in diverse
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demographic and cultural contexts. By integrating quantitative surveys and qualitative
interviews, this research aims to uncover the various mechanisms through which LOC shapes
financial decision-making processes (Tang et al., 2018; Weber et al., 2002; Gibson et al., 2010).

The quantitative analysis will examine the correlation between LOC orientation and
specific investment behaviors, providing empirical evidence on the impact of internal versus
external LOC on financial decision-making outcomes. Concurrently, qualitative insights will delve
into the underlying motivations, control perceptions, and risk management strategies employed
by individuals with different LOC orientations.

Through a deeper understanding of these psychological dynamics, this research aims to
contribute valuable insights to both psychological theory and economic practice. By elucidating
the intricate relationship between LOC and investment behavior, policymakers and financial
advisors can develop more tailored strategies to enhance financial literacy, resilience, and overall
economic well-being.

Furthermore, by integrating insights from psychological theories of motivation and
decision-making into economic analysis, this study aims to provide a holistic understanding of
how individual psychological traits influence economic outcomes. Such an approach not only
enriches academic discourse but also offers practical implications for improving financial
education programs and policy interventions aimed at fostering sound financial decision-making
practices.

LITERATURE REVIEW

Locus of control (LOC) refers to individuals' beliefs about their ability to control events that
affect their lives (Rotter, 1966). This construct has been extensively studied across various
disciplines, including psychology and economics, highlighting its relevance in understanding
decision-making processes.

Research consistently shows that individuals with internal LOC tend to attribute outcomes
to their own actions and decisions, exhibiting proactive financial behavior and effective risk
management strategies (Furnham, 1986). These individuals are more likely to engage in
informed investment decision-making, actively manage their portfolios, and demonstrate higher
levels of financial literacy (Lachance et al., 2003; Perry & Morris, 2005). In contrast, individuals
with external LOC attribute outcomes to external factors such as luck or fate, which may lead to
more passive financial behavior and lower levels of engagement in financial planning (Furnham,
1986).

In the domain of investment decision-making, LOC influences risk perception and
tolerance levels. Studies indicate that individuals with internal LOC perceive risk more accurately
and are more willing to take calculated risks aligned with their financial goals (Tang et al., 2018).
The risk-taking propensity among internal LOC individuals is often associated with better long-
term financial outcomes and portfolio performance (Weber et al., 2002).

Moreover, the influence of LOC extends beyond individual behavior to broader economic
implications. Understanding how LOC orientation shapes investment decisions can inform policy
interventions aimed at enhancing financial literacy and resilience. By tailoring financial education
programs to accommodate different LOC orientations, policymakers can improve individuals'
ability to make sound financial decisions and navigate economic uncertainties effectively.

The influence of locus of control (LOC) on investment decisions extends to various
dimensions of financial behavior beyond risk perception and tolerance. Research indicates that
individuals' LOC orientation also impacts their saving behavior and financial planning strategies.
For instance, individuals with internal LOC are more likely to engage in proactive financial
planning, including setting long-term financial goals and adhering to disciplined saving practices
(Judge & Bono, 2001). Their belief in personal agency fosters a proactive approach to financial
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decision-making, contributing to greater financial stability and preparedness for future
uncertainties (Judge & Bono, 2001).

Furthermore, the role of LOC in shaping investor behavior extends beyond individual
preferences to influence broader economic trends and market dynamics. Research has shown
that the aggregate level of internal LOC within a population can impact overall economic
resilience and responsiveness to financial crises (Zohar & Marshall, 2000). Understanding these
macroeconomic implications underscores the importance of incorporating psychological insights
into economic policy frameworks to foster a more resilient and inclusive financial system (Zohar
& Marshall, 2000).management and stakeholders that occur in a stock market (Wolks, 2001)

METHODS

This study employs a mixed-methods approach to explore the relationship between locus
of control (LOC) and investment decisions. The mixed-methods approach integrates quantitative
surveys and qualitative interviews to provide a comprehensive understanding of the
phenomenon under investigation (Creswell & Plano Clark, 2011).

Participants in this study are selected from diverse demographic and cultural backgrounds
to reflect a wide range of financial perceptions and behaviors. The sample includes active
investors of various ages and educational backgrounds, chosen based on inclusion criteria
relevant to the research objectives.

The quantitative survey is conducted using a structured questionnaire designed to
measure participants' LOC orientation and financial behavior. The questionnaire includes
validated scales for LOC (Rotter, 1966) as well as questions related to investment decisions, risk
management strategies, and demographic profiles.

Qualitative interviews are conducted to delve into the underlying motivations, control
perceptions, and risk management strategies behind individuals' financial decisions. Semi-
structured interviews are conducted with a selected subset of participants to gain deeper,
contextual insights into their experiences in managing investments and risks.

Quantitative data analysis involves using statistical techniques to examine the correlation
between LOC variables and investment behavior variables. Regression analysis and other
statistical tests are used to identify significant relationships between LOC orientation (internal vs.
external) and investment strategies.

Findings from the quantitative survey and qualitative interviews are integrated to provide a
comprehensive understanding of the psychological mechanisms behind financial decision-
making influenced by LOC. The mixed-methods approach allows researchers to combine
empirical evidence with contextual insights, enriching the interpretation and generalization of
the findings.

The study is conducted with adherence to ethical research principles, including informed
consent, participant confidentiality, and voluntary participation. Participants are provided with
clear explanations of the study's objectives and procedures, as well as their rights to withdraw at
any time.

RESULTS

Quantitative Findings

The quantitative analysis reveals significant relationships between locus of control (LOC)
and investment behavior. Participants with internal LOC demonstrate proactive financial
behavior, characterized by more informed investment decision-making and effective risk
management strategies (p < 0.05). Conversely, individuals with external LOC are more inclined to
adopt a passive investment approach and exhibit lower risk tolerance (p < 0.05).
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Tabel 1 Quantitative Results Summary

. Internal LOC External LOC
VEELE t-value p-value

((EELERD)) (W EETERT))

Proactive Financial Behavior 4.23+0.61 3.01+£0.72 5.23 <0.01
Risk Management Strategies 4.15+0.58 3.11+£0.68 4.98 <0.01
Investment Decision-Making 4.37 £0.57 3.08 £0.64 6.12 <0.01

Regression analysis further indicates that internal LOC significantly predicts active
participation in the capital market and the use of diverse investment instruments (B = 0.32, p <
0.01). Additionally, internal LOC is associated with higher levels of risk-taking as identified by
participants (3 = 0.28, p < 0.01).

Quantitative Findings

Qualitative interviews provide additional insights into the psychological mechanisms
behind the relationship between LOC and financial behavior. Participants with internal LOC often
emphasize a strong sense of control over their financial outcomes. They attribute investment
success to their own decisions, showing a higher readiness to take measured risks in their
investments.

Table 2 Themes From Qualitative Interviews
Internal LOC External LOC

. High sense of personal I
Perception of Control & P Attribution to external factors
control
Risk Management Proactive, calculated risks Conservative, risk-averse
Investment Strategy Diverse, informed decisions Passive, minimal engagement

Participants with external LOC tend to blame external factors such as luck or market
conditions for poor investment outcomes. They are more likely to adopt a conservative approach
to investing and show higher levels of uncertainty regarding their financial decision-making.

Integration of Quantitative and Qualitative Findings

The integration of quantitative and qualitative findings illustrates the complexity of the
relationship between LOC and investment behavior. While quantitative analysis provides
empirical evidence of general patterns in this relationship, qualitative interviews offer the
necessary context to understand the underlying psychological nuances of individual behavior.
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These findings support the hypothesis that internal LOC facilitates more proactive financial
decision-making and effective risk management strategies, whereas external LOC tends to be
associated with more passive approaches and a lack of control over personal financial outcomes.

Table 3 Integrated Findings

Quantitative Findings Qualitative Insights

High sense of personal
control and proactive
strategies

Significant positive correlation

Proactive Financial Behavior with internal LOC

Higher risk-taking propensity | Calculated risks taken by

Risk Management in internal LOC individuals with internal LOC

Informed and diverse
investment choices among
internal LOC individuals

Internal LOC predicts active

Investment Decision-Making e
market participation

DISCUSSION

Implications Of Locus Of Control On Investment Decisions

The findings of this study provide deep insights into how locus of control (LOC) influences
investment decisions and financial behavior. Quantitative analysis shows that individuals with
internal LOC tend to exhibit more proactive financial behavior, taking more measured risks and
being more actively involved in portfolio management. These findings are consistent with
previous research indicating that internal LOC is associated with more informed decision-making
and responsibility for personal financial outcomes (Furnham, 1986; Lachance et al., 2003).

Conversely, individuals with external LOC tend to exhibit more passive financial behavior,
possibly because they attribute their financial outcomes to external factors perceived as beyond
personal control. This illustrates that perceptions of personal control can significantly shape
financial decision-making processes and outcomes, aligning with earlier studies on LOC and
economic behavior (Rotter, 1966; Perry & Morris, 2005).

Practical Applications For Financial Education And Advising

Understanding the influence of LOC on investment decisions can inform the design of
targeted financial education programs. Programs that enhance individuals' sense of control over
their financial outcomes may encourage more proactive and informed investment strategies,
thus enhancing financial literacy and stability (Tang et al., 2018).

Additionally, financial advisors can leverage insights into clients' LOC orientations to
provide personalized advice and support. Understanding a client's LOC can help advisors tailor
their communication strategies and risk management recommendations, fostering better
financial decision-making and client satisfaction.

Policy Implications

On a policy level, the study's findings suggest that enhancing individuals' sense of control
over their financial outcomes could lead to more resilient and responsive economic behavior.
Policymakers could incorporate LOC-related insights into broader financial literacy initiatives,
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aiming to cultivate a population that is more proactive, informed, and engaged in their financial
well-being.

Limitations And Future Research

Despite the valuable insights gained, this study has several limitations. The sample may
not be fully representative of the broader population, limiting the generalizability of the findings.
Future research should aim to include more diverse and representative samples, exploring how
LOC interacts with other psychological and demographic variables to influence financial
behavior.

Additionally, the cross-sectional design of this study limits the ability to establish causality
between LOC and investment decisions. Longitudinal studies could provide more definitive
insights into how LOC orientations influence financial behavior over time, offering a deeper
understanding of the dynamic interplay between psychological traits and economic outcomes.

CONCLUSION

This study provides valuable insights into the relationship between locus of control (LOC)
and investment decisions in the economic landscape. By employing a mixed-methods approach,
we were able to uncover the nuanced ways in which individuals' perceptions of control influence
their financial behaviors. The quantitative findings indicate that individuals with an internal LOC
are more likely to engage in proactive financial decision-making, adopt effective risk
management strategies, and actively participate in the capital market. Conversely, those with an
external LOC tend to exhibit passive investment behavior and lower risk tolerance.

The qualitative insights complement these findings, revealing the psychological
mechanisms underlying these behaviors. Individuals with an internal LOC perceive a higher
degree of personal control over their financial outcomes, which drives them to take calculated
risks and make informed investment decisions. In contrast, those with an external LOC attribute
their financial successes or failures to external factors, leading to a more conservative approach
to investing.

These findings have significant implications for both theory and practice. They contribute
to the understanding of how psychological traits like LOC influence economic behavior, offering
a holistic perspective that integrates psychological and economic analysis. For practitioners, such
as financial advisors and policymakers, these insights can inform the development of targeted
strategies to enhance financial literacy, resilience, and overall economic well-being.

SUGGESTION

To enhance financial education programs, it is essential to design curricula that boost
individuals' internal locus of control (LOC), thereby encouraging more proactive and informed
investment strategies. Financial advisors should consider clients' LOC orientations to provide
personalized advice and tailored risk management strategies, fostering better financial decision-
making.

Policymakers should integrate LOC-related insights into financial literacy initiatives to
promote resilient and proactive economic behavior across the population. Future research
should aim to include diverse and representative samples to enhance the generalizability of
findings and establish causality between LOC orientations and investment behaviors.
Additionally, incorporating psychological assessments into financial planning can align strategies
with individuals' LOC orientations, ultimately improving overall financial well-being.
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