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Preface

Behavioural finance has emerged as a new concept in the research arena
in recent times. Within this framework, many countries in the world
take effective steps to develop the capital market to achieve good eco-
nomic growth. Under this concept, it is presumed that information
structure and characteristics of capital market participants (individual/
retail investors) systematically influence their own decisions as well as
the market outcomes. The information content of the market and the
changes of economic climate of a country systematically influence indi-
viduals’ investment decisions as well as market outcomes. The output of
a research work depends on various important factors such as choice of
countries, variable selection, the time period studied, methodology used,
etc. It is difficult to generalise the results because each market is unique
in terms of its own rules, regulations and type of investors. Moreover,
the results of those researches relating to the developed countries are
debatable in the context of an emerging economy like India due to dif-
ferences in socioeconomic conditions and prevailing regulatory environ-
ment of the country and many other things. This type of studies is on a
sensitive area from the perspective of both the individual investor and
also from the brokerage firms. They may not give the vital information
for the lack of trust and familiarity with the researcher. There may have
a scope to doubt the quality of the responses from the side of the
respondents as responses depend upon their level of conceptualisation.
There is a scope of collecting response from more diversified and more
number of respondents. Always there is a scope to use more variables
and better methodology to ensure the robustness of the result. In the
previous studies mentioned above, sometimes the sample size is not
enough to represent the entire stock market of the country. The con-
tradictory findings and gaps of the research works are the motivation
for conducting this study on the effect of demographic factors, aware-
ness and perceived risk attitude on investment behaviour in stock mar-
ket in the context of individual investors of stock market. The findings
of this study provide a comprehensive understanding of the relation-
ship between demographic factors, awareness and perceived risk atti-
tude of the individual investors of stock market with their investment
behaviour in stock market. At the same time, a better understanding
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of behavioural processes and outcomes is important for financial plan-
ners because an understanding of how investors generally respond to
market movements would help investment advisors to recommend
appropriate asset allocation strategies for their clients. For companies,
identifying the most influencing factors on their investors’ behaviour
would affect their future policies and strategies and it would also affect
their future financial plans. For government, identifying the most influ-
encing factors on investors’ behaviour would affect the required legisla-
tions and the additional procedures needed in order to satisfy investors’
desires. The book is a good reference of stock-investment behaviour for
the investors to consider and analyse necessary information regarding
stock market before making suitable decisions of investment. The
research provides a good understanding to the brokers and sub-brokers
about the effect of different components of demographic factors, aware-
ness and perceived risk attitude on different components of investment
behaviour of the individual investors and it will help them to give more
reliable consultant information to their clients. In developed countries,
behavioural finance is applied widely in comparison to less develop or
developing countries to explore the behaviours that impact the invest-
ment decisions. This study is also done with hope to confirm the suit-
ability of using behavioural finance in developed, developing and under
developed countries and in all types of stock markets. Thus, such a
study is worth doing to provide a good chance to understand more
about the individual investor behaviour in stock market as well as the
theories of behavioural finance. The book can help to guide portfolio
allocation decisions, both by helping us to understand the kinds of
errors that investors tend to make in managing their portfolios, and
also by allowing us to understand better how to locate profit opportu-
nities for investment management. Moreover, understanding the psy-
chological foundation of human behaviour in financial markets
facilitates the formulation of financial policy.
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Chapter 1

Introduction

1.1. Background of the Study

Investment is the deployment of funds on assets with the aim of earning
income or capital appreciation. It has two attributes, namely, time and
risk. Present consumption is sacrificed by the investor to get a return in
the future. The sacrifice that has to be borne is certain, but the return in
the future may be uncertain. This attribute of investment indicates the
risk factor. The risk is undertaken with a view to reap some return from
the investment. For a lay person, investment means some monetary
commitment. A person’s commitment to buy a flat or a house for per-
sonal use may be an investment from his/her point of view. This cannot
be considered as an actual investment as it involves sacrifice but does
not yield any financial return.

To the economist, investment is the net addition made to the nation’s
capital stock that consists of goods and services used in the production
process. A net addition to the capital stock means an increase in the build-
ings, equipments or inventories. These capital stocks are used to produce
other goods and services. Financial investment is the allocation of money
to assets that are expected to yield some gain over a period of time. It is
an exchange of financial claims such as shares and debentures for money.
They are expected to yield returns and experience capital growth over the
years. The financial and economic meanings of investment are interrelated
because the savings of the individual flow into the capital market as finan-
cial investment, to be used in economic investment. Even though they are
related to each other, only financial investment made on securities is of
interest to us.

Investors are the backbone of the capital market. An economy
needs an increasing amount of savings to flow into the corporate enter-
prises. The level of equity market participation of the retail investors
has been rising over the past few years. Investment is the flow of capi-
tal which is used for productive purposes. There is a great emphasis on
investment for being the primary instrument of economic growth and
development for a country. There are a large number of investment
instruments available today. Some of them are marketable and liquid
while others are non-marketable and illiquid. There are instruments



2 Investment Behaviour

which are highly risky while others are almost risk free. The investors
choose avenues, depending upon their specific need, risk appetite and
returns expected. Investment avenues can broadly be categorised into
two spheres, namely, economic investment and financial investment.
Purchasing a physical asset such as a building or equipment is an eco-
nomic investment. Such investments contribute to the net additions to
the capital stock of a society. Financial investments, on the other hand,
refer to investment in financial instruments such as shares, debentures,
insurance policies and mutual fund units. Financial investments help in
creating the capital stock of the country. In the long term, investment
is important for improving productivity and increasing the competi-
tiveness of an economy. Without investment, an economy could enjoy
high levels of consumption, but this creates an unbalanced economy.
The countries having more commitments to investment are more pro-
gressive. As investments have a ‘multiplier’ effect, they generate income
and employment and create demand and consumption.

1.1.1. Behavioural Finance

Behavioural finance has emerged as a new concept in the research
arena in recent times. Within this framework, many countries of the
world take effective steps to develop the capital market to achieve
good economic growth. Under this concept, it is presumed that infor-
mation structure and characteristics of capital market participants
(individual/retail investors) systematically influence their own decisions
as well as the market outcomes. For example, in country like India,
the information content of the market and the change of economic cli-
mate have systematic effect on individuals’ investment decisions and
also on outcomes of the market. Initially, the behavioural finance was
not widely accepted (Kim & Nofsinger, 2008), and DeBondt and
Thaler’s study was no exception as it was doubted and faced a lot of
arguments (DeBondt & Thaler, 1995). Barberis and Thaler (2003) are
considered among the famous writers for providing an excellent study
about various types of behavioural biases that affect decision-making
as well as financial markets. Behavioural finance papers are mainly
based on the data of stocks that do not match well with the theories
of market efficiency and asset pricing model. They are criticized as
being late-comers and unconvincing to a sceptical readership. This
limitation is eliminated by using individual brokerage data. In many
studies, it has been shown that individual investors are affected by
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different behavioural biases (Kim & Nofsinger, 2008). These beha-
vioural biases have been tested by many researchers, one of them
being Hirshleifer (2001), who provides empirical evidence regarding
asset pricing. Nonetheless, only a few experiments have been per-
formed to test behavioural finance theories, although the environment
can be easily controlled by well-designed experiments (Kim &
Nofsinger, 2008). However, an investor’s investment decision to invest
in a market, say the stock market, tends to rely highly on his/her
behaviour derived from psychological principles of decision-making as
only such principles can explain why people buy or sell a particular
stock. Therefore, financial planners, companies, government and so on
need a better understanding of the behavioural processes and
outcomes. Such an understanding of how investors generally respond
to market movements will help in devising appropriate asset allocation
strategies, future financial plans, required legislations and macroeco-
nomic policy, respectively. Hence, the book focuses on the effect of
demographic factors and awareness and perceived risk attitude on
investment behaviour in the stock market, and the study is related to
the context of individual investors in the stock market.

1.1.2. Investment Behaviour

Investing in various types of assets is an increasingly popular activity
that attracts people from all walks of life irrespective of their occupa-
tion, economic status, education or family background. When a per-
son has more money than he requires for current consumption, he
would be coined as a potential investor. The investor who has extra
cash could invest it in securities or in any other assets such as gold or
real state or could simply deposit it in his bank account. The companies
that have extra income may like to invest their surplus in extending
the existing firm or commencing a new venture. All of these activities
in a broader sense mean investment. The investment behaviour of
individual investors is somewhat different from that of institutional
investors. Individuals tend to invest relatively more in non-tradable
assets such as real estate, hedge funds or structured products. The
term ‘institutional investor’ is generally used to describe an organisa-
tion that invests on behalf of others, such as a mutual fund, pension
fund or charitable organisation.
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1.2. The Research Problem

In conventional financial theory, investors are assumed to be rational
wealth maximisers, who follow basic financial rules and base their invest-
ment strategies purely on the risk-return consideration as the factors
expected to influence investment behaviour. Traditional economic theory
assumes that people are rational agents who make decisions objectively
to take advantage of the opportunities available to them. Investors think
of themselves as rational and logical. But at the time of investment, their
emotional inclinations, ingrained thought patterns, psychological biases
and other factors may affect their investment behaviour. This study
seeks to enquire into the effect of demographic factors, awareness and
perceived risk attitude on investment behaviour in the stock market and
is related to the context of individual investors in the stock market.

1.3. Objectives of the Study

Given the foregoing background, the principal objective of the present
study is to enquire into the effect of demographic factors, awareness
and perceived risk attitude of individual investors on their investment
behaviour in the stock market. The principal objective can be split into
the following specific objectives:

e to enquire the impact of demographic factors on investment behav-
1our in the stock market;

e to examine how awareness affects investment behaviour in the stock
market; and

e to explore the effect of perceived risk attitude on investment behav-
iour in the stock market.

1.4. Hypotheses of the Study

The principal objective of the present study is to enquire into the effect
of demographic factors, awareness and perceived risk attitude of indi-
vidual investors on their investment behaviour in the stock market. For
this purpose, demographic factors, awareness and perceived risk atti-
tude of individual investors have been used as independent variables
whereas their investment behaviour in the stock market has been con-
sidered as dependent variable.
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Hypothesis 1.

H),. There is no impact of demographic factors on the investment
behaviour in the stock market.
H,;. H,is not true.

Hypothesis II.

H,. Awareness does not affect investment behaviour in the stock
market.
H;. Hyis not true.

Hypothesis III.

H,. There is no effect of perceived risk attitude on investment
behaviour in the stock market.
H,;. Hyis not true.

1.5. Scope of the Study

Research in behavioural finance has important applications. A better
understanding of behavioural processes and outcomes is important for
financial planners because an understanding of how investors generally
respond to market movements should help investment advisors to rec-
ommend appropriate asset allocation strategies for their clients. For
companies, identifying the factors most influential on their investors’
behaviour would affect future policies and strategies, and it would also
affect their future financial plans. For governments, identifying the
most influential factors on investors’ behaviour would affect the
required legislations and the additional procedures needed to protect
the investors’ interests. The research is a good reference of stock invest-
ment behaviour for the investors to consider and analyse necessary
information regarding stock market before making suitable decisions of
investment. The research provides consultancy organisations such as
securities brokers and sub-brokers with a good understanding of the
effect of different components of demographic factors, awareness and
perceived risk attitude on investment behaviour of the individual inves-
tors, and it will help them in giving more reliable information to their
clients. In developed countries, behavioural finance is applied widely in
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comparison to less developed or developing countries to explore the
behaviours that impact investment decisions. This study also hopes to
confirm the suitability of using behavioural finance in developed, devel-
oping and underdeveloped countries as well as in all types of stock mar-
kets. Thus, such a study enables a good chance to understand more
about the individual investor behaviour in the stock market as well as
the theories of behavioural finance. The research can help to guide port-
folio allocation decisions, both by helping us to understand the kinds of
errors that investors tend to make in managing their portfolios, and
also by allowing us to understand better how to locate profit opportu-
nities for investment management. Moreover, understanding the psy-
chological foundation of human behaviour in financial markets
facilitates the formulation of macroeconomic policy.

1.6. Qutline of the Study

The book consists of six chapters, and each of the chapters contains sev-
eral sections and subsections. Chapter 1 contains an introduction, which
gives the background of the research topics, provides a very brief intro-
duction to the research elements and focuses on the necessity of this
research work followed by the objectives of the study. This chapter also
states the necessary hypotheses that will be tested to obtain answers to
the research questions. The final section of the chapter is the scope of
the study.

Chapter 2 describes the different variables that we have used in the
research work, and the entire study is based on these variables: some
independent variables and one dependent variable. The study enquires
the effect of the independent variables on the dependent variable.

Chapter 3 is a review of the related empirical and theoretical litera-
ture. This chapter highlights the earlier research works in this area
nationally and internationally. Thus, this chapter lays down the theoret-
ical foundation of our empirical investigation and carves out the area of
research within the existing literature. Through this review of literature,
the research gap is identified.

Chapter 4 outlines a detailed exposition of the research design that
covers the selection and description of variables used in the study, the
study period, the data sources and so on. Apart from these, it also pro-
vides an overview of the research methodology employed in the study,
that is, the statistical and econometric tools and techniques used in the
study, and also a scheme of investigation.
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Chapter 5 provides the analysis and reports the empirical findings of
the investigation. The final section of the chapter interprets the key
results.

Finally, Chapter 6 summarises and concludes the study and also pro-
vides an outline of the significant contribution of the research work,
recommendations for policy implications and suggestions for further
studies.

A bibliography, subject index and author index are provided at the
end of the study.
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