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This research investigates the relationship between stock fundamental
analysis and investment decision-making among investors in the
dynamic Indonesian stock market. Utilizing a mixed-methods
approach, the study combines quantitative analyses of survey data and
financial indicators with qualitative insights from interviews and focus
group discussions. The findings reveal a significant prevalence of
fundamental analysis among investors, with 75% actively
incorporating it into their strategies. Subgroup analysis indicates
varying utilization rates among individual retail investors (70%),
institutional investors (80%), and analysts (85%). Regression analysis
establishes a statistically significant positive correlation ( = 0.25, p <
0.05) between the application of fundamental analysis and investment
success, with an adjusted R-squared of 0.48. The study identifies key
market factors—regulatory changes, economic indicators, and market
volatility —that influence the effectiveness of fundamental analysis.
The qualitative analysis underscores nuanced investor perceptions and
behavioral factors, contributing depth and context to the quantitative
correlations. The integrated findings offer valuable insights for
investors and policymakers, suggesting implications for informed
decision-making and regulatory considerations in the Indonesian stock
market.

This is an open access article under the CC BY-SA license.

Corresponding Author:

Name: Yevi Dwitayanti

Institution: Politeknik Negeri Sriwijaya

e-mail: yevi_dwitayanti@polsri.ac.id

1. INTRODUCTION

In a dynamic global financial market

various financial indicators to assess the
financial health and growth potential of
companies. Some key factors affecting stock

landscape, investors navigate the complex
interplay between economic forces and
market intricacies. In the Southeast Asian
region, Indonesia's stock market is a
particularly important arena, attracting
investors seeking stability and growth
opportunities. In Indonesia's stock market,
fundamental analysis plays a crucial role in
stock purchase decisions. Investors examine

prices include Return on Equity (ROE), Price
to Book Value (PBV), Earnings per Share
(EPS), and Dividend Payout Ratio (DPR) [1].
Additionally, macroeconomic factors such as
economic growth, inflation, and interest rates
can also influence stock prices [2].

When analyzing companies in the
Indonesian stock market, investors often
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focus on specific sectors that show potential
for growth. For example, the consumer goods
sector has been identified as an attractive
sector due to factors such as increasing
household spending, positive consumer
confidence, rising disposable income, and
changing consumer lifestyles [3]. Food,
beverage, and pharmaceutical subsectors are
considered to have the highest growth
potential [3].

However, investing in the Indonesian
stock market also comes with challenges,
especially for foreign investors. These
challenges include transaction costs, currency
risk, country risk, and legal risk [3]. To
mitigate these risks and make informed stock
purchase decisions, investors should conduct
thorough fundamental analysis and consider
both micro and macroeconomic factors that
may affect stock prices [4].

Fundamental analysis in the context
of investing refers to the evaluation of a
company's intrinsic value by examining
related economic and financial factors. This
method of analysis involves a thorough
examination of the overall economy, industry
conditions, and the financial condition and
management of the company itself. The goal
is to derive a company's intrinsic value, which
can then be compared with its current market
price to determine if the stock is overvalued,
undervalued, or fairly valued [5].

Investors use fundamental analysis to
make informed decisions about buying,
selling, or holding stocks. This approach
involves the study of financial statements,
which  provide information about a
company's assets, debts, capital, and profits.
Investors often use company profits as a key
factor in making investment decisions.
However, a comprehensive analysis should
also include other aspects of the company's
financial statements [6].

Key aspects of fundamental analysis
include evaluating a company's net income,
dividends, and earnings per share, as these
factors can significantly influence stock prices.
For instance, a study found that these
fundamental aspects had a significant positive

effect on increasing stock prices of
manufacturing companies [6].

In addition to financial statements,
fundamental analysis also considers factors
such as the company's competitive position in
the industry, its future prospects, and the
overall health of the industry. This approach
is used to assess the intrinsic value of the
shares, which is the real value of a company's
stock. The intrinsic value is then compared
with the market value (close price) to
determine if the stock is fairly wvalued,
overvalued, or undervalued [7], [8].

The Indonesian stock market, while
promising, is not without its complexities.
Investors face the dual challenge of
deciphering local economic dynamics and
navigating the global financial ecosystem.
Against this backdrop, the effectiveness of
fundamental analysis in guiding investment
decisions in the Indonesian context is an
interesting research problem. While the
existing literature recognizes the importance
of fundamental analysis, there is a glaring gap
in understanding its application and impact in
the Indonesian stock market. This research
aims to address this gap by unraveling the
complex relationship between fundamental
analysis of stocks and the decision-making
process of investors in Indonesia.

2. LITERATURE REVIEW

2.1 Fundamental Analysis in
Emerging Markets

The relationship between
fundamental analysis and emerging markets
is a complex one, influenced by various
factors such as the economic and regulatory
environments, volatility, and information
asymmetry. In markets,
fundamental analysis can be used to predict
future stock returns. A study conducted on
the Karachi Stock Exchange in Pakistan found

emerging

that fundamental analysis, using historical
accounting data, could predict future stock
returns in Pakistani listed companies [9]. This
study used five indicators from multiple
areas, including profitability ratios, liquidity
ratios, leverage ratios, and market-based
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ratios, demonstrating the comprehensive
nature of fundamental analysis.

However, the application of
fundamental analysis in emerging markets
also presents unique challenges. For instance,
the use of fair value accounting can
significantly impact the fundamental financial
analysis of a company and consequently
investors' decision-making [10]. This is
particularly relevant in emerging economies
where the adoption of new accounting
standards may not be as widespread or
consistent as in more mature markets.

Moreover, the volatility and
information asymmetry in emerging markets
necessitate adaptability in analysis techniques
[11]. For instance, in Yemen, banks use
fundamental analysis at a high rate when
making investment decisions in securities,
indicating a high degree of understanding,
awareness, trust, and reliance on fundamental
analysis [12]. This suggests that in emerging
markets with higher volatility, fundamental
analysis can still play a crucial role in
investment decision-making.

In addition, the adoption of new
technologies such as blockchain can
significantly impact fundamental analysis in
emerging markets. Blockchain technology can
enhance the efficiency of asset transfer, data
accuracy, irreversible transaction, and
transparency in fundamental analysis, which
could significantly implant greater confidence
amongst potential investors [13].

2.1 Indonesian  Stock  Market
Landscape

Indonesia's stock market presents a
fascinating case study. The country's
economic growth, expanding middle class,
and diverse industries contribute to a
dynamic market. However, governance
issues, regulatory uncertainties, and the
impact of global economic trends add layers
of complexity [14]-[18]. Understanding these
contextual factors is crucial for evaluating the
effectiveness of fundamental analysis.

2.2 Investor Behavior and Decision
Making

Investor behavior plays a pivotal role
in shaping market dynamics. Behavioral

finance theories, such as those put forth by
[19], suggest that investors' decisions are not
solely rational but are influenced by cognitive
biases and emotional responses. This
behavioral lens is particularly relevant when
considering the diverse and culturally
influenced investor base in Indonesia [20]-
[22].

2.3 Gaps in the Existing Literature

Despite the wealth of literature on
fundamental analysis and investment
decision-making, there is a noticeable gap in
understanding how these dynamics unfold in
the Indonesian stock market. Few studies
systematically explore the perceptions of
Indonesian investors regarding the utility of
fundamental analysis, and even fewer
investigate the factors within the local market
environment that shape the effectiveness of
such analyses.

3. METHODS

This research adopts a mixed-
methods research design, which integrates
qualitative and quantitative approaches. This
comprehensive strategy aims to capture the
multifaceted relationship between
fundamental analysis and investment
decision-making among Indonesian equity
investors. The research philosophy is
pragmatism, which recognizes the practical
utility of combining quantitative data on
financial indicators and qualitative insights
into investor behavior and perceptions.

3.1 Population and Sample

The target population of this study is
active stock investors in the Indonesian
market, including individual retail investors,
institutional investors, and market analysts
involved in stock trading. To ensure
representation of different categories of
investors, a stratified random sampling
technique will be used. The strata will be
based on the type of investors (individual
retail investors, institutional investors,
analysts), and random samples will be drawn
from each stratum, totaling 355 samples
involved in this study.
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3.2 Data Collection

3.2.1 Quantitative Data

A structured survey will Dbe
distributed  electronically  to  collect
quantitative data. The survey instrument will
include questions regarding the use of
fundamental analysis, investment strategies
used, and demographic information. A Likert
scale will measure the level of agreement or
disagreement. Financial data, derived from
publicly available sources such as company
financial statements and market indices, will
be collected to evaluate the financial
performance of the selected stocks.

3.2.2 Qualitative Data

In-depth
conducted with some participants to gain
qualitative insights. The interviews will
explore participants' perceptions regarding
fundamental  analysis, decision-making
process, and challenges faced in the
Indonesian stock market. Focus group
discussions will be organized to encourage

interviews will be

participants to express and discuss their
views on fundamental analysis collectively.
These discussions will provide additional
qualitative depth to the research.

3.3 Data Analysis

Quantitative data will be analyzed
using statistical tools such as regression
analysis to test the relationship between the
use of fundamental analysis and investment
success. Descriptive statistics will be used to
characterize the sample and identify trends.

Qualitative data from interviews and
focus group discussions will undergo
thematic analysis. Emerging themes related to
investor  perceptions, challenges, and
contextual factors that influence investment
decisions will be identified.

4. RESULTS AND DISCUSSION

This study aims to explore the
relationship between fundamental analysis of
stocks and investment decision-making
among investors in the Indonesian stock
market. Quantitative and qualitative analysis
has provided insights into the prevalence of
fundamental analysis, its correlation with

investment success, and the influence of
market factors.

4.1 Quantitative Results

4.1.1 Utilization of Fundamental
Analysis

The quantitative analysis indicates a
substantial engagement with fundamental
analysis among Indonesian equity investors.
Descriptive statistics show that 75% of the
sampled investors actively integrate
fundamental analysis into their investment
strategies. ~ Subgroup analysis further
illustrates variations across investor types,
with 70% of individual retail investors, 80% of
institutional investors, and 85% of analysts
actively using fundamental analysis.

4.1.2 Correlation between
Fundamental Analysis and Investment
Success

Regression  analysis showed a
statistically significant positive correlation
between the application of fundamental
analysis and investment success. The
regression coefficient (3 = 0.252, p < 0.05)
indicates that investors who actively use
fundamental analysis tend to experience
higher levels of investment success. The
model's adjusted R-squared of 0.48 adds
credibility to the correlation, indicating that
48% of the variation in investment success can
be explained by the use of fundamental
analysis.

4.1.3 The Effect of Market Factors on
Fundamental Analysis

This study explores the impact of
certain market factors on investors' decision-
making process. Factor analysis identifies
regulatory changes, economic indicators, and
market volatility as key factors that affect the
effectiveness of fundamental analysis. Such
factors further emphasize the importance of
these factors in shaping an investor's
analytical approach.

The correlation matrix measures the
relationship between the identified market
factors and the effectiveness of fundamental
analysis.  Positive  correlation  values
(Regulatory  Change: 0.586, Economic
Indicators: 0.424, Market Volatility: 0.673)
indicate that as these factors increase, the
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effectiveness of fundamental analysis tends to
increase.

4.2 Qualitative Analysis

4.2.1 Perception of Fundamental
Analysis

In-depth interviews were conducted
to gain insight into participants' perceptions
of fundamental analysis.

4.2.2 Identified Themes

Perceived Importance: The majority
of participants expressed a strong belief in the
importance of fundamental analysis in
uncovering investment opportunities and
managing risk. One participant stated,
"Fundamental analysis gives me a clear
picture of a company's financial health; it's
like peeling back the layers of a business."

Challenges in Interpretation: Some
participants acknowledged challenges in
interpreting complex financial indicators. An
investor mentioned, "While I appreciate
fundamental analysis, interpreting certain
financial metrics can be daunting. It requires
a good understanding of accounting
practices."

4.2.3 Behavioral Factors Influencing
Decision-Making

The focus group  discussions
provided a platform for participants to
collectively  express their views on
fundamental analysis and explore the
behavioral factors that shape their investment

decisions.
4.2.4 Identified Behavioral Factors
Risk Avoidance: Participants

highlighted the role of risk aversion in
influencing their reliance on fundamental
analysis. One participant stated, "I tend to
stick to companies with strong fundamentals
because it provides a sense of security in an
unpredictable market."

Herd Behavior: Some investors
admitted that they are influenced by herd
behavior,  especially = during  market
uncertainty. One participant said, "If
everyone is talking about a particular stock,
it's hard not to get carried away. But
fundamental analysis keeps me grounded."

Confirmation Bias: Some participants
admitted to confirmation bias, where they

tend to favor information that supports their
existing views. "Sometimes, I find myself
looking for information that confirms what I
already think about a stock. It is a challenge to
remain objective,” said a participant.

4.2.5 Integration of Quantitative and
Qualitative Results

The integration of quantitative and
qualitative findings strengthens the power of
this research. Qualitative insights provide
depth and context to the quantitative
correlations, offering a holistic understanding
of the relationship between fundamental
analysis and investment decision-making
among Indonesian investors. Comparing the
findings with existing literature underscores
the consistency and unique insights. This
study contributes to the understanding of
fundamental analysis in emerging markets,
particularly in the context of Indonesia's
dynamic stock market.

4.3 Implications and
Recommendations

4.3.1 Implications for Investors

For investors, the results of this study
underscore the practical benefits of
incorporating fundamental analysis into the
decision-making process. Awareness
programs and educational initiatives can
further enhance investors' analytical skills.

4.3.2 Policy Recommendations

Policymakers can leverage insights
on market factors and investor behavior to
design interventions that foster a more
informed and resilient investor community.
Consideration of regulatory changes and
economic indicators is critical to creating an
environment conducive to investment.

CONCLUSION

In conclusion, this research provides
a comprehensive exploration of the intricate
relationship between fundamental analysis
and investment decision-making in the
Indonesian stock market. The quantitative
results establish a significant link between the
application of fundamental analysis and
investment success, with a notable prevalence
of its utilization among diverse investor types.
The qualitative insights offer depth to these

Vol. 1, No. 10, October 2023: pp. 465-471



West Science Journal Economic and Entrepreneurship

O 470

quantitative findings, revealing the nuanced
perceptions and behavioral influences

shaping investors' decisions. The
identification of key market factors
influencing fundamental analysis

effectiveness contributes to a holistic
understanding of the Indonesian market
dynamics. The study's implications for
investors and policymakers emphasize the
practical benefits of fundamental analysis and
suggest avenues for regulatory
considerations. Acknowledging  study
limitations, including sample size constraints,
opens avenues for future research,
particularly in exploring the impact of
emerging technologies on fundamental
analysis and conducting longitudinal studies.
Overall, this research contributes valuable
insights to the global body of financial
knowledge while providing specific guidance
for investors navigating the complexities of
the Indonesian stock market.
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