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Abstract 
This study focused on investigating the effect of share price change on investment decision in Rwanda Stock 
Exchange. An evaluation was needed to find out whether the share price change is effective and whether it has 
really an impact on investment decision in RSE. The main aim of this study was to analyse the effect of share price 
change on investment decision in Rwanda Stock Exchange. Relevant methods (descriptive statistics, correlation, 
and regression analyses) were used to gather necessary data from various sources, either primary or secondary 
sources from a sample size of 394 respondents selected according to the formula of Morgan. This sample was 
chosen because it was easier to manage, and it was enough to generate findings as well as to generalize the findings 
to a bigger population. An explanatory descriptive design was used, data were collected by face-to-face 
questionnaire, and then the collected data were analysed and interpreted through SPSS (Statistical Package for the 
Social Sciences).The aim of this research was to see whether share price change has a greater influence on 
investment decision in the Rwanda Stock Exchange. Based on the results of empirical analysis about the cause-
effect between the share price change and investment decision, the findings revealed that there was evidence that 
the chosen determinants that are: company news, demand and supply forces, innovation, inflation, and firm`s 
financial performance, have significant effect on share price and consequently affect investment decision. Thus, 
the study concluded by showing to what extent the share price change is affecting the investment decision in 
Rwanda Stock Exchange. 
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INTRODUCTION 
Companies seek to be listed on the Stock Exchange when they need to raise money. New companies may be 
looking for start-up capital, while older companies may be seeking additional funds for expansion. Moreover, well 
established firms may want to let their owners sell out their stake, or part of it, to other investors. Buying shares 
therefore means that the investor has taken a stake in the company. The company share gives the buyer a stake in 
the company and the entitlement to be paid a proportion of its profits (dividend). The value of shares in the 
company therefore outperforms all other forms of investment over a reasonable period of time (White, 2007). 

The nature of stock prices causes price fluctuations which have direct and indirect implications on investment 
decisions. Price changes can be caused by factors such as interest rates, foreign exchange rates; equity turnover, 
investor mood, capital structure and corporate announcements (Gatua, 2013). They are also attributed to the 
historical data based on events (Jagongo 2013).  

Factors affecting investment decisions in stock exchanges have been subject to extensive studies. While some 
scholars (Ariful et al., 2015; Khan et al., 2015; Khaneman and Tverbsky, 1986; Malkiel, 2003) explain investment 
decisions by considering economic aspects, others (Awais et al., 2016; Hoang and Nguyen, 2014; Larrick and 
Bores, 1995; Talal et al., 2016; Yates, 1990) have carried out analyses considering sociodemographic or 
psychological factors in line with the behavioural finance theory. 

However, the novelty of our study is that it considers that investment decisions are a result not only of 
economic factors, but also psychological, social, and demographic ones. The first category of academic studies 
analyses investment decisions and maintains that investors are rational and utility maximizing. They hold stocks 
because they are willing to hedge against the inflationary erosion of purchasing power, and more importantly, 
because they expect long-term substantial capital growth and dividend yields. In this regard investments in the 
capital market can be undertaken by an investor for three basic objectives: wealth maximization; maintaining 
liquidity; and risk minimization. This implies that a rational investor is influenced by these objectives when making 
investment decisions (Reilly and Brown, 2011; Teweles and Bradley, 1998). 

The second category of scholars argues that investment decisions are subject to irrational behaviour. They 
contend that although much of economic and financial theory is based on the notion that individuals act rationally 
and consider all available information in the decision-making process, there is a surprisingly large amount of 
evidence which shows that this is not the case in many instances. Their findings reveal that there are biases in 
decision-making. These biases have implications on whether to invest in stock market related products, the extent 
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of such investments and the nature of the investments. The biases could cause investors to take poor decisions or 
financial advisers to give poor advice (Bernstein, 1998; Elvin, 2004; Redhead, 2008). 

However, Branston and Greenwood (2013) concluded that in general, when other determinants of investment 
are controlled, share prices tend to have a positive effect on investment. Therefore, share price change influences 
Investment decisions because they are a function of macroeconomic announcements, price-related evaluation, and 
the choice of investment strategy and behavioral patterns of the investors (Phau and Poon, 2000). 

In the views of Lease et al., (1974) and Lewellen et al. (1977) individuals are “investors” rather than “traders” 
who are long-term minded and give little interest to short-term yields, and whose main source of information is 
through fundamental or technical analysis. Antonides and Van Der Sar, (1990) reveal that the perceived risk of an 
investment is lower if an asset has recently increased in value. In the United Kingdom, for instance, share prices 
are underpinned by dividends (White, 2007). 

Besides, Hodge (2000), Doritrius (2007); Naggy and Obenberger (1994), add that investors do not decide to 
buy shares based on the risk of price fluctuation. Francis and Soffer (1997) [15] Krishnan and Booker (2002), 
echoes in and reveal that the investment decisions are affected mostly by the personal financial needs and analyst 
recommendations, with other factors occupying a miniature role. Therefore, a decrease in share prices will not lead 
to an immediate drop in investment because the funds are already committed.  

Fischer and Merton (1984) in their studies on the financial variables concluded that the share market was a 
prominent cause of investment. Mullins and Wadhwani (1989) conducted a study and revealed that in the United 
States and in the United Kingdom, stock markets have a much greater influence on the investment process. Morck 
et al. (1990) concluded that share prices add little explanatory power to the investment equation once other 
influences are considered. 

Buigut, et al, (2013) revealed that debt, equity, and gearing ratio were significant determinants of share prices. 
Fischer and Merton (1984) and Doan et al. (1983) found a causal relationship between share returns and investment 
decision, even when other traditional explanatory variables are added to the investment equation. From there it 
can be observed that investment decision is not only based on share prices but based on different variables. 
Kadiyala and Rau (2004) investigated investor reaction to corporate event announcements.  

They concluded that investors appear to under-react to prior information as well as to information conveyed 
by the event, leading to different patterns. Baker and Haslem, (1973) argue that investors are primarily concerned 
with expectations about the future, considering earnings projection and historical data to be of high interest to 
investors. On the other hand, research by Lee and Tweedie, (1975, 1976, and 1977) reveal that the public faces 
problems in understanding financial reporting in the corporate sector. Blume and Friend, (1978) provided evidence 
from their study that both price and earnings volatility are the primary measures of risk employed by individuals. 
Although, extensive studies have been carried out on effect of share price change on investment decision, their 
findings are not conclusive because they lack, a comprehensive methodology and in-depth analysis. It is this reason 
that the researcher interested to comprehensively investigate how investors react to share price change by 
allocating their investment. 

 
METHODOLOGY 
An explanatory descriptive design was used in this study. The data were collected using questionnaire to 
interviewer 394 respondents. Questionnaires were filled in alongside the interview by the researcher. Data were 
analyzed by using of statistical package for social sciences, version 20.0, and other statistical methods (descriptive 
statistics, correlation, and regression analyses) and considered p-value 0.5 as the level of significance at 95% 
confidence interval (95% CI). 
 
DISCUSSION 
Perception of respondents on company news, demand and supply forces, innovation, inflation, and financial 
performance. 
The determinants of share price change are but not limited to Company news, Demand and supply forces, 
Innovation, Inflation, and financial services. The research gave the respondents various statements regarding share 
price change and investment decision on Rwanda Stock exchange. 
Table 1. The determinants of share price change. (n=394)  
S/N Response Number of respondents Percentage 
1 Company news 117 29,70 % 
2 Demand and supply forces 109 27.77 % 
3 Innovation 62 15.74 % 
4 Inflation 56 14.21 % 
5 Financial performance 50 12.69% 
 Total 394 100 % 

The analysis of the above table revealed that among the determinants of share price change, the most affecting 
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are company news and demand and supply forces, and therefore are the ones that are affecting the investment 
decision. 
Table 2: Respondents’ responses on effect of companies’ news on investment decision in Rwanda Stock. 
(n=394) 
The respondents were asked to indicate to what extent they agreed or disagreed with each of the following 
statements. Mean (Weighted average) and standard deviation were used to analyze the data. 

Effect of companies’ news on investment decision in Rwanda Stock Mean SD Interpretation 
There is no significant effect between company news and investment decision 
in Rwanda Stock exchange 

1.4 0.43 Disagree 

There is no significant effect between supply and demand and investment 
decision in Rwanda Stock Exchange 

1.7 0.42 Disagree 

There is no significant effect between innovation and investment decision in 
Rwanda Stock Exchange 

1.06 0.41 Disagree 

There is no significant effect between inflation and investment decision in 
Rwanda Stock Exchange 

1.09 0.46 Disagree 

There is no significant effect between financial performance of the firms and 
investment decision in Rwanda Stock Exchange 

1.02 0.43 Disagree 

Note: [1-1.8] = Very low mean; [1.9-2.6] = Low mean; [3.5-4.2] = High mean; [ 4.3-5 and above] = Ver high 
mean. 

From the above table, it was also noted that all the respondents disagreed with all the statements regarding 
that there is no significant effect between company news, supply and demand, innovation, inflation, and financial 
performance with investment decision in Rwanda Stock Exchange. review from this table then shows the 
disagreement level of respondents. 
Table 3: Correlation Matrix showing the relationship between share price change and Investment decision 
in Rwanda Stock Exchange 

 Share price change Investment decision 
Share price change Pearson Correlation  

Sig. (2-tailed)  
N 

    1  
 
394 
 

.997**  

.000  
394 

Investment decision Pearson Correlation  
Sig. (2-tailed)  
N  

.997**  

.000  
394 

    1 
394 

Correlation is significant at the 0.01 level (2-tailed) 
Pearson correlation coefficient, (r=0.997) shown that there was a very high significant relationship (sig=0.000) 
between share price change and investment decision. This was an indication that if share price policies are 
maintained or improved, investment decision would be enhanced. This relationship indicated that a directional 
change in the independent variable (share price change) leads to the same directional change in the dependent 
variable (investment decision). 

 
CONCLUSION 
This study investigated the effect of share price change on investment decision in Rwanda Stock Exchange. The 
motivation for the study was rooted in the observed insignificant investment in shares in RSE in recent years as 
well as the need to understand the behavior of investors in Rwanda Capital Market and the factors that influence 
them to invest in shares. With the hope that this will provide insights into how to develop more effective marketing 
programmes for shares sales in Rwanda and elsewhere. 

The results shown that the top five factors that have influenced the investment decisions of the respondents 
in order of ranking are companies’ news, demand and supply forces, innovation, inflation, and financial 
performance of firms. The regression analysis used in this research, shown a significant relationship between share 
price indicators and investment decision in RSE.  

The result from the study, shown the major problems that are challenging the investments but most one that 
investors are facing is the level of decreasing of share prices on all stock listed companies in Rwanda, however 
others are: lack of public awareness in investing in shares and lack of proper share market operational framework 
by the Capital Market Authority. 

The research concluded that there is a positive relationship between share price change and investment 
decision in Rwanda Stock Exchange. Therefore, this generally means that without share price change, the 
investment decision on the Rwanda Stock Exchange might be very critical. 
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