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Abstract 

This study examined the moderating effect of risk tolerance on the relationship between loss 

aversion and investment decisions among retail investors in the South West Nigerian stock market. 

A cross-sectional survey design was employed, using questionnaire items adapted from past 

studies. A sample of 538 investors was analyzed using Partial Least Squares Structural Equation 

Modeling (PLS-SEM) via Smart PLS 4.0. The results reveal that both loss aversion and risk 

tolerance significantly influence investment decisions, with risk tolerance moderating the 

relationship between loss aversion and investment decision. Based on these findings, the study 

concludes that investors’ decision-making is influenced by psychological factors, particularly risk 

tolerance and loss aversion. It is recommended that the Nigerian Stock Exchange (NSE), 

investment advisors, and capital market authorities organize investor education programs, 

including workshops and awareness campaigns, to address behavioral biases and improve 

investment decision-making. 

Keywords: Loss Aversion, Risk Tolerance, Investment Decision. 

 

Introduction  

The capital market serves as a gauge for assessing the economic state of developed and 

developing nations. Policymakers place significant importance on a nation's stock market condition 

because its performance can either promote or hinder economic progress (Nwakoby, et al, 2021).  The 

market’s activity reflects the economic state of a country, as the economy and stock market 

performance are positively correlated (Ghalandari & Ghahremanpour, 2013).  
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The Nigerian Stock Market only reached an all-time high performance of N13.5 trillion in 

March 2008, but since then, the fortunes of Nigerian investors in the stock market have been steadily 

declining and equity culture in Nigeria has been noticed to be weak (Ogbebor, et al 2020). Nigerian 

Stock Exchange reports about investors in Nigerian stock market may be seen as an indicator that 

investors are not encouraged by their investment performance in the market.  It has been noted that 

investors in Nigerian stock market recorded great losses  between 2008 and 2021 and this  poor 

investment performance has left them frustrated (Ekechukwu, 2022). Retail investors in Nigeria have 

become indifferent and have lost trust in the stock market. Since the burst of the market bubble in 

2007-2008, they have chosen to step back from active participation (Alade et al., 2020; Ekechukwu 

et al., 2024). There have been decreasing involvements of individual investors in the Nigerian stock 

market. Over a span of sixteen (16) years, there was a 10.94% decrease in domestic transactions, 

falling from ₦3.556 trillion in 2007 to ₦3.167 trillion in 2023 (Nigeria Exchange Group, 2023).  In 

February 2023, investors on the Nigerian Exchange Limited (NGX) stock market witnessed a loss of 

₦162 billion as the market capitalization decreased from ₦30.401 trillion to ₦30.239 trillion. 

Similarly, in September 2023, investors experienced a decline in the value of their investments by 

₦91 billion. At the beginning of September 2023, the All-Share Index (ASI) and equities market 

capitalization were at 66,548.99 points and ₦36.422 trillion respectively, but they dropped to 

66,382.14 points and ₦36.331 trillion respectively (NGX, 2023).  

Some scholars in the field of behavioural finance such as Shahid, et al (2018); Keswani, et al 

(2019); Bokhari, et al  (2023) have opined that behavioural factors are likely reasons for investment 

decision that results to individual investor losses in stock market.  Obayagboyna and  Omoregbe 

(2023 )  argue that most of investors in the Nigerian stock market do not always follow the current 

trend of the market. This implies that the poor individual  investment decision in stock market could 

be as a result of behavioral factors (Hamidon & Kehelwalatenna, 2020;  Kumar & Nayak, 2019; Zain-

ul-Abdin, 2017). According Nalurita, et al (2020) loss aversion has significant effect on investment 

decision while Ardini, Fatchan and Si (2023) found that loss aversion has no significant effect on 

investment decision. In light of the established inconsistences in the findings of previous studies on 

the relationship between loss aversion and investment decision, there is a need to investigate the 

inconsistencies taking into consideration a variable that is likely to change the direction of the effect 

of these behavioural factors on investment decisions.  

Studies have shown that there is a  relationship between risk and the possible outcome of 

investment decision (Baruah & Parikh, 2019; Kanagasabai & Aggarwal, 2020; Masriani et al., 2021; 

Nyaboke Onsomu et al., 2017; Yulianis & Sulistyowati, 2021).  According to Tamara, Aianto, 

Marzuki & Zulhamdani  (2022),  investment decisions are influenced by  herding factor, risk tolerance. 
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The research conducted by Worzie (2020) showed that performance and decisions related to 

investment decisions are linked with the level of risk on an investment. According to Zain, Qureshi, 

Iqbal and Sultana (2022),  the risk propensity  of  investors has significant  and direct effect on the 

investment performance.  Tariqul and  Khan  (2022) observed that risk-tolerant investors continue to 

invest to earn a higher expected return even though they experienced losses in their previous 

transaction in the stock market. Given these insights, risk tolerance can functions as a moderating 

variable by influencing the extent to which loss aversion affects investment decisions. While loss-

averse investors may be hesitant to engage in high-risk investments due to fear of losses, those with 

higher risk tolerance may be less affected by loss aversion, leading to a more rational investment 

decision-making process.  

Previous studies on the relationship between loss aversion and investment decisions in the 

stock market have often overlooked the moderating role of risk tolerance. While extensive research 

examines loss aversion and investment decisions, few studies explore how risk tolerance moderates 

this relationship, especially in emerging markets. By analyzing whether risk tolerance moderate the 

effect of loss aversion on investment decisions, this study seeks to clarify mixed findings and provide 

insights into Nigerian investors’ behavior.  

Investment decision 

Investment decision making refers to the thought process of selecting a choice from the 

available financial investment options (Wanyoike, 2016).  Investment decision-making is a critical 

process that determines how investors allocate their financial resources among various assets to 

maximize returns while managing risks. Traditional finance theories assume that investors make 

rational choices based on risk-return trade-offs. However, emerging research in behavioral finance 

(Kahneman & Tversky, 1979) suggests that psychological biases, including loss aversion, 

significantly influence investment behavior. Investors made decision with various objectives in minds 

and such objectives include: safety of principal amount, earning good returns, and high liquidity.  An 

investment decision is a cognitive process undertaken by humans, wherein they select a course of 

action from a range of choices available within the financial market.  Investment decisions encompass 

the choices made by investors regarding the type of investments they pursue and the allocation of 

their funds into potentially profitable investment avenues (Halim & Pamungkas, 2023). Investment 

in stock is one of the riskiest decisions in the global financial markets (Omokehinde & Olurin, 2020).  

Investment decision is very crucial and requires hard earned resources (Nwakoby et al., 2021). When 

making investing decisions, investors will constantly deal with a variety of risks and uncertain 

conditions. Investors’ decision about their investment can be classified into three vis a vis decision to 

buy, decision to sell and decision to hold stocks (Hamidon & Kehelwalatenna, 2020).   
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Loss Aversion  

Loss aversion, according to Pompeian (2006), is the propensity to choose avoiding losses over 

achieving comparable gains. Loss aversion is a fundamental concept in behavioral finance, first 

introduced by Kahneman and Tversky (1979) under Prospect Theory. It suggests that individuals 

experience the psychological effect of losses more intensely than equivalent gains. In financial 

decision-making, this bias leads to irrational investment behaviors, such as avoiding risks even when 

potential returns are favorable or holding onto losing investments for too long. Investors who 

experience loss aversion are more focused on preventing losses than generating profits. A person is 

more likely to develop loss aversion the more losses they experience. According to research on loss 

aversion, investors feel the pain of losing twice as strongly as they do the joy of winning.  Humans 

naturally want to prevent loss, and this can be quite important when choosing an investment strategy. 

However, this prejudice may result in unreasonable behavior. This will have an impact on the decision 

to invest since investors hold investments to prevent losses when they should exit the market (Jan et 

al., 2021). 

Risk tolerance 

Risk tolerance essentially represents how wiling an individual is to accept the possibility of 

not achieving certain less crucial objectives in exchange for the potential of not attaining more 

significant ones. Risk tolerance is a fundamental concept in investment decision-making that reflects 

an individual's willingness and ability to endure financial risk in pursuit of potential returns. In other 

words, it reflects a person's readiness to embrace added risk that could diminish their future wealth, 

which, in turn, might affect their ability to finance essential upcoming financial obligations. It refers 

to the extent to which someone can endure assuming financial risk (Davies & Brooks, 2013). Risk 

tolerance refers to an investor's ability and readiness to endure market fluctuations and potential losses 

while seeking profits. This is influenced by various factors, including an individual's financial goals, 

investment timeframe, experience, and psychological characteristics.  Every investor has a unique 

amount of tolerance (Sorongan, 2022).  

Loss aversion and investment decision 

 Kumar and Babu (2018) examined the influence of loss aversion on investment decision in 

India. Primary data were collected from a sample of sample of 150 investors with the aid of 

questionnaire. The data were analysis with the aid of SPSS software. The findings of the study showed 

that loss aversion has significant positive effect on investment decision. Current study will examine 

the moderating role of risk tolerance on the relationship between loss aversion and investment 

decision using larger sample size.  Khan (2017) examined the impact of loss aversion and availability 

bias on investment decision in Pakistan. Data were collected through the use of questionnaire from a 
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sample of 207 investors randomly selected. The data were analysed using simple regression and 

correlation techniques.  The finding of the study showed that loss aversion has positive significant 

effect on investment decision.  

Kumari and  Arora (2015) conducted a study on the relationship between risk taking ability, 

investment decision and demographic variables in India.  The study examined how demographic 

variables (age and gender) affect the risk-taking ability of investors in their financial decisions 

through psychological factors such as loss aversion and regret. A total of 450 investors of two age 

groups (25-40 years) and (41-55 years) from northern part of India were examine for the study. The 

finding of the study showed that psychological biases (regret and loss aversion) mediate the effect of 

demographic factors (age and gender).  The findings further showed that loss aversion and regret play 

a moderating role in the between the demographic factors (age and gender) and   risk-taking ability 

of the investors.   

Gupta and  Shrivastava (2022) carried a study on the relationship between herding, loss 

aversion and fear of missing out (FOMO) in Indian stock market. The study used a questionnaire 

survey to gather information from 323 retail stock market investors in India. The data were analyzed 

using factor analysis and partial least square structural equation modeling. The findings showed that 

loss aversion, herd behavior, and FOMO have significant impact on the investing choices made by 

retail investors. Current study examined the moderating role of risk tolerance in the relationship 

between loss aversion and investment decision. 

Risk tolerance and Investment decision 

Kanagasabai and Aggarwal (2020) examined the mediating role of risk tolerance in the 

relationship between financial literacy and investment in India. Primary data was collected through a 

standardized questionnaire administered to 203 individual investors in Chennai, India. The findings 

reveal a substantial positive correlation between financial literacy and investment performance, with 

the level of risk tolerance playing a partial mediating role in this connection. Current study examined 

the moderating role of risk tolerance in the relationship between behavioural factors and investment 

decision. Nguyen et al., (2016) examined the influence of risk tolerance with a focus on the key 

expected risk tolerance determinants: client overconfidence bias, trust in the financial advice service, 

and relationship length with the service. Results revealed a positive relationship between client risk 

tolerance and investment decision-making. Similar finding was reported in the study by Septi et al. 

(2019) who examined the effect of risk perception, risk tolerance, overconfidence, and loss aversion 

on investment decision. Primary data was collected from 400 investors through questionnaire through 

the survey method in Surabaya and Jombang, East Java. The analysis technique employed in this 

study was PLS-SEM, which stands for Partial Least Squares-Structural Equation Model. The results 
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showed that risk tolerance and overconfidence have a significant and positive effect on investment 

decision making.  

Sivasankaran and Selvakrishnan (2023) studied how spouses and family members, along with 

financial advisors, impact the risk tolerance and investment decision of women employed in the IT 

industry in Chennai city. The study gathered primary data using a structured questionnaire 

administered to 604 women. 442 individuals were deemed appropriate for the study and subsequently 

analyzed using SPSS.  The findings indicated that financial advisors play a crucial role in ensuring 

reliable and secure investments, particularly concerning risk tolerance and investment choices among 

women. The study is limited to women investors who worked in information technology sector, hence 

the study cannot be generalized to all category of investors. 

Ferli, Ambarwati & Mutiaraet (2022) examined how financial literacy, investment experience, 

and risk tolerance impact the investment decisions of students who are part of the Investment Gallery 

in Jakarta Selatan.  Primary data were collected through the use of structure questionnaire A total of 

101 samples were included in the study. The findings indicate that risk tolerance has significant effect 

on investment decisions. The study is only limited to students who are investors hence the study 

cannot be generalized to all categories of investors. Current study also examined the moderating role 

of risk tolerance in the relationship between over confidence and investment decision. 

Ravikumar et al. (2024)  examined the factors that influence investors' risk tolerance and how 

these attitudes influence their decisions in the stock market. The finding of the study showed that risk 

tolerance has significant effect on investment decision. The study used small sample size. The 

convenience sampling may introduce bias into the sample, as it may not represent the entire 

population accurately. Praba (2016) examined investors' risk tolerance and assess how socio-

demographic factors, including age, gender, marital status, family type, life cycle stage, and income, 

influence their risk profile. The research employed a multi-stage random sampling technique, 

selecting 405 samples for the study. The research findings revealed that a mere 15% of investors 

exhibited a high level of risk tolerance, while 31% fell into the above-average risk category. In 

contrast, the majority of retail investors, comprising 45% of the total, were classified as having an 

average level of risk tolerance. The research indicates that age does not have a notable correlation 

with the risk profile of retail investors. However, there is a significant relationship between gender 

and the risk tolerance profile of these investors. The analysis further demonstrates that out of the six 

socio-demographic factors studied, including age, gender, and income, only age, gender, and income 

show a significant association with the financial risk tolerance of individual investors. 
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Theoretical framework 

Prospect Theory  

Kahneman and Tversky first put forth the Prospect theory in 1979, and Daniel Kahneman later 

won the Economics Nobel Prize for it. Tversky and Kahneman's development of the prospect theory 

illustrated how people respond to risk and uncertainty. The theory explains why people seem to 

behave inconsistently when estimating risk when presented with ambiguity (Subash 2012). People 

place a lot more weight on outcomes that are perceived as more certain than those that are merely 

possible, which is known as the "certainty effect" (Kahneman & Tversky, 1979).  

This theory posits that individuals exhibit a pronounced inclination to take risks in pursuit of 

gains. Conversely, when facing potential losses, their willingness to engage in risk-taking diminishes. 

Thus, the theory sheds light on the diverse behaviors of individuals across various situations, with 

uncertainty being a notable circumstance. The theory is a prime example of a behavioral economic 

theory, according to Thaler (2000), because it combines a number of significant psychological aspects 

with the theoretical foundations of finance. The idea explains how individuals frame and assess a 

choice in the face of uncertainty. By maintaining a reference point, the investors initially interpret 

their decisions in terms of prospective gains and losses. 

Prospect Theory, developed by Kahneman and Tversky (1979), provides a behavioral 

framework for understanding how investors make decisions under uncertainty. The theory posits that 

individuals evaluate potential losses and gains relative to a reference point rather than considering 

absolute outcomes. A key principle of Prospect Theory is loss aversion, which suggests that investors 

tend to experience the pain of losses more intensely than the pleasure of equivalent gains. This 

psychological bias often leads to suboptimal investment decisions, as individuals may avoid risks that 

could yield long-term benefits due to the fear of immediate losses (Barberis, 2013; Waweru et al., 

2008). 

In the context of investment decision-making, Prospect Theory explains why some investors 

exhibit conservative behavior, even in situations where taking on moderate risk could result in higher 

returns. Empirical studies (e.g., Tversky & Kahneman, 1992; Thaler, 2015) have demonstrated that 

loss-averse investors may hesitate to invest in volatile markets, preferring safer but lower-yielding 

investments 

Methodology 

Cross-sectional research design was used for this study. The study population comprised all 

retail investors in Southwest Nigeria. The investors are dispersed throughout Nigeria and are 

innumerable (infinite). Because it is unknown how many individual investors there are in Nigeria, the 

study's population is assumed to be limitless. The study population for this research consists of all 
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investors in South West Nigeria. Currently, there are about three million investors in the Nigerian 

capital market (Chiemeka, 2019). To measure the study's variables, scales were adapted. This research 

modified seven items from to gauge loss aversion. Li, Chai, Nordstrom, and  Tangpong, (2021), Five 

items were used to measure risk tolerance, which were adapted from Grable and Joo (2004) and four 

items were adapted from (Natasya et al., 2022) to measure investment decision. The study employed 

partial least square structural equation modelling through SMartPls 4.0.  

The study provided participants with google link for their responses. The researcher only 

provided a timeline of December 2023 to March 2024 within which investors were to fill and submit 

the survey. This timeline is sufficient to generate sufficient responses to be employed in the analysis. 

The sample size is computed using sample size determination formula by Cochran (1977) where the 

population is greater than 50,000 and is given as follows: 

 

 

 

 

Where: n is the sample size, 

Z= Confidence level at 1.96 for 95% confidence level 

P = Percentage of population picking a choice, expressed as decimal (0.5 used for sample size needed) 

C = the error limit (0.05 on the basis of 95% confidence level) 

Therefore,  n =  
1.962 ×(0.5)×(1−0.5)

0.052  = 384 

 

Based on the calculation, the sample size of 384 investors was obtained for this study. 

However, due to the constant nature of low response rate in survey studies, it is quite important for 

any researcher to take all necessary measures to mitigate non-response rate as much as possible, in 

order to deal with the possibility of non-response error that often render research invalid (Groves, 

2006). Thus, in order to reduce the non-response rate, the present study adhered to the Salkind’s view 

( 1997) for adjusting sample size, which is commonly used in survey research (Bartlett, Kotrlik & 

Higgins 2001). This view suggested that a sample size could be increased by 40 percent to 50 percent 

in order to cover off the possibility of lost questionnaire and uncooperative subjects. Hence, in the 

present study the number of sample size was increased by 40 percent. A total number of 538 copies 

(140% of 384) of the questionnaire were distributed. 

 After the expiration of the time, 420 responses were recorded resulting in 118 shortages. It 

was also discovered that three of those responses were invalid as they were submitted without filling. 

n =  
𝑍2 ×(𝑝)×(1−𝑝)

𝐶2  
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The study coded the returned questionnaires into SPSS using abbreviation of the construct and 

subjected the data to preliminary analysis, for which missing values, outliers and normality test were 

assessed. Three 3 missing values were discovered and replaced using serial mean, no case of outlier 

and the normality bench mark was met. Afterwards, the study proceeds to major analysis using partial 

least square structural equation modelling version  

Participants in the study were given a Google link to submit their answers. The investors were 

given a timeframe of December 2023 to March 2024 by the researcher to complete and submit the 

survey. This amount of time will produce enough responses to be used in the study. Following the 

time limit, 420 answers were noted, leading to 118 shortfalls. Additionally, it was found that three of 

those responses were incomplete when they were submitted. After employing the construct 

abbreviation to code the returned surveys into SPSS, the study conducted a preliminary analysis of 

the data to evaluate missing values, outliers, and the normalcy test. Three 4 missing values were 

discovered and replaced using serial mean, no case of outlier and the normality bench mark was met. 

Afterwards, the study proceeds to major analysis using partial least square structural equation 

modeling version  

Results and Discussion 

Measurement model 

The study assessed the loading, validity and reliabilities of all the constructs of the study. The 

average variance extracted (AVE) was used to measure the convergent validity of the constructs of 

the study, whereas Fornel Lacker criterion, HTMT and cross-loadings were employed for 

discriminant validity. To determine the internal consistency reliability and validity of all the 

constructs of this study and composite reliability (CR) was used. 

 

Figure 1: Measurement model 
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Table 1 showed the construct reliability and validity. All items measuring the various 

construct of the study loaded above 0.5 which is the minimum loading recommended by Hair, Black, 

Babin,  Anderson and Tatham (2013).  

Table 1: Loadings, construct reliability and convergent validity 
 

Construct Item Loadings CR AVE 

Investment decision ID1 0.849 0.876 0.702 
 

ID2 0.904 
  

  ID4 0.755     

Loss aversion LA1 0.660 0.927 0.649 

 LA2 0.821   

 LA3 0.765   

 LA4 0.788   

 LA5 0.952   

 LA6 0.887   

  LA7 0.732     

Risk tolerance RT1 0.556 0.856 0.549 

 RT2 0.632   

 RT3 0.864   

 RT4 0.748   

  RT5 0.854     

Note: CR=Composite reliability, AVE=Average variance extracted 

 

From the table 1, All the constructs in the study met the composite reliability benchmark of .7 and 

average variance extracted of 0.5. Item ID3 of investment decision was lost for loading below 0.5. 

Also, for discriminant validity the study utilized the Fornell and larker criterion which states that the 

square root of AVE must be greater than the correlation with other variable in the study. This is as 

presented in table 2 below 

 

Table 2: Discriminant Validity 
 

 

Construct ID RT LA 

ID 0.838    
RT 0.755 0.741  

LA 0.593 0.318 0.806 

Source: Author’s computation 2025 



Effect of finaLoss aversion, risk tolerance and investment decision in Nigerian stock market: a study of … 

FULafia International Journal of Business and Allied Studies Vol. 3, Iss. 1, 2025 177 

The square roots of AVE are presented in bolded font on the diagonal and it can be observed 

that the values are greater than the correlations among the constructs, thus this criterion is satisfied. 

Structural model (Inner model) 

The structural model or inner model is the second part of the PLS-SEM. Hair et’ al. (2013) 

identified four key criteria for assessing the structural model in PLSSEM. These include assessments 

of significance of the path coefficients, coefficient of determination (R²), the effect size (f²), and lastly 

(4) predictive relevance (Q²). However, to ascertain the moderating effect risk tolerance on the 

relationship between loss aversion and investment decision, it is important to carry out a 

bootstrapping analysis.  Bootstrapping was done by using 5000 subsamples using 420 cases. Figure 

4.1 presented the structural model of the direct effects. 

 

Figure 2: Structural model     

 

Assessment of Path coefficient and structural model 

On this section, the study tested for all the three hypotheses and table 3 presented the results of the 

structural model with the beta value of the relationships, t-statistic and p-value. 

Table 3: Path coefficients  
    

Hyp Relationship Beta Std Error T-value p-value Decision 

H1 LA->ID -0.451 0.047 9.562 0.000 Rejected 

H2 RT->ID 0.609 0.045 13.558 0.008 Rejected 

H3 RTxLA->ID 0.180 0.077 2.335 0.020 Rejected 

R square      0.733 

       

Source: Author’s computation 2025   
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Three hypotheses were formulated for testing, they were tested using the path coefficients 

from the structural model. From Table 3, it can be seen that loss aversion has a positive and significant 

effect on investment decision (β = -0.451, t-value = 9.562, p-value = 0.000). With this result, the first 

hypothesis (H1), loss aversion does not significantly affect investment decision is rejected. Similarly, 

risk tolerance has significant effect on investment decision (β = 0.609, t-value = 13.558, P-value = 

0.008), the study rejected the second hypothesis. Finally, it was discovered that risk tolerance 

significantly moderates the relationship between loss aversion and investment decision (β = 0.180, t-

value = 2.335, p-value = 0.020). Consequently, the study reject the third hypothesis of the study. 

The R square stood at 0.733 which implies that 73.3% variation in the dependent variable is 

explained by loss aversion, risk tolerance and the interaction of LA and RT. The remaining 26.7% is 

explained by variables not captured in this model 

Effect size and Predictive relevance 

The effect size of the model is presented in the table 4. The study assessed the effect size of 

the exogenous variables (loss aversion and risk tolerance) on endogenous variable (investment 

decision) using the F2. Cohen (1988) recommended that f2 values of 0.02, 0.15, and 0.35, to represents 

small, medium, and large effects respectively. 

 

Table 4: Effect size (f2)  

Construct F square Effect size 

LA 0.605 Large   

RT 0.862 Large 

LA x RT 

Q2 

0.089 

0.234 

Small 

   

Source: Author’s computation 2025 

From table 4, loss aversion and risk tolerance had large effect on investment decision. The 

study also utilized Q2 to assess the predictive relevance of the exogenous variables on the endogenous 

variable. Q2 shows how well the data collected empirically can be reconstructed with the help of 

model and the PLS parameters. From Table 4.4, it is seen that the Q2 values of investment decision is 

0.234. This value is greater than 0. This also means that all the exogenous variables have 23.4 

relevance in predicting investment decision. 
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Discussion of findings 

 The findings from this study is consistent with Armansyah (2021), who noted that in some 

high-growth markets, the focus on avoiding losses may lead to disproportionately conservative 

investment behavior, resulting in negative effects on decision-making and financial outcomes. 

The study contradicts  the findings of Kumar and Babu (2018),  Khan (2017), Kumari and  

Arora (2015), Gupta and  Shrivastava (2022), Saputra, Natassia and Utami  (2020). The study 

contradicts  the findings of Armansyah (2021). One plausible explanation for the negatively 

significant impact of loss aversion in South West Nigeria lies in the contextual factors of the region’s 

economy and stock market. Although the region has shown growth potential, the persistence of 

macroeconomic instability and uncertainty may heighten investors’ sensitivity to potential losses. 

This heightened fear of losing may outweigh optimism for potential gains, reinforcing conservative 

investment behaviors. 

Risk tolerance was discovered to have significant positive effect on investment decision. The 

results of this study are in accordance with the research conducted by Adielyani and Mawardi (2020), 

Jain and Kesari (2020) and Aini and Lutfi (2019) and Praba (2016), the study contradicts the finding 

of (Kusumaningrum et al., 2019) who employed mostly students as respondents to their survey and 

this may be the reason for such contradiction. Prospect Theory as developed by Daniel Kahneman 

and Amos Tversky explains how people make decisions involving risk and uncertainty, emphasizing 

that people value gains and losses differently. Investors with higher risk tolerance might construct 

more diversified portfolios that include higher-risk assets, potentially leading to higher returns. 

 Drawing from the results of the PLS-SEM analysis, the negative impact of loss aversion on 

investment decisions is significantly moderated by risk tolerance. Specifically, investors with higher 

risk tolerance are less influenced by loss aversion and tend to make more rational investment 

decisions. This suggests that risk tolerance acts as a psychological buffer against the fear of losses, 

enabling better decision-making. The findings underscore the critical role of individual risk tolerance 

in investment decision-making, as it serves as a psychological buffer against the fear of losses.  

Conclusion and Recommendations 

The purpose of this study was to examine the moderating effect of risk tolerance on the 

relationships between loss aversion and investment decision. Based on the findings, which indicate 

that loss aversion negatively impacts investment decisions, while risk tolerance positively influences 

investment decision, and significantly moderates the relationship between loss aversion and 

investment decisions, it is recommended that financial advisors and policymakers in Southwest 

Nigeria design strategies to mitigate the adverse effects of loss aversion while fostering greater risk 

tolerance among retail investors. Given that investors with higher risk tolerance are less deterred by 
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loss aversion, targeted financial literacy programs should be implemented to help investors manage 

their fear of losses and make more rational investment decision. Additionally, advisory services 

should be tailored to assess individual risk tolerance levels, ensuring that investors make decisions 

aligned with their financial goals rather than being driven by emotional biases.  
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