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Abstract

The basic purpose our research paper is to exaimndifferent patterns of behaviors shown by inmestbout
their investment decisions when the investment dppdy possesses high risk. Some of the charatiesiof
the investors explored in our research paper thataffect their investment decisions and their agkrse and
risk seeking behavior depends on that given factdish are Age, Cultural differences, Gender, Maritatus,
Employment status, Level of education and Home oship. After conducting the interviews from 20 ist@rs
having different characteristics discussed abovecoveclude our result that these factors can grexdtéct the
investment decisions of the investors when theyhavnvest in highly risky investment opportunity.
Keywords: Risk averse, Risk seeking, financial planners,fpliot management

1. Introduction

Financial planner’s basic goal is to assess therelated to the particular investment. Risk assess process is
not fully considered by the practitioners and acaideresearchers in investment decisions. Impactisi
tolerance of the investors and their particulariohoof suitable portfolio on their investment démis is
elaborated in this paper. Some of the very imporactors like investor’'s education, age and geradertake
into consideration about their investment decisiaking.

We explored the fact that male investors are nikedyito take risks about their investment decisioid making
their portfolios which can earn them higher retuasscompared to female investors. There is a $ignif
impact of age, gender, education of the investartheir risk tolerance behavior explored in thevjyes studies
conducted in Irish adult’s investors.

Decision making of the investors about the paréicihvestment may be affected by their risk aversio risk
taking behavior as well as their risk tolerance dwédr. Risk aversion behavior of the investors dhibeir
investment decision can also be affected by thaualldifferences of the investors explored in oesearch.
Risk aversion behavior of the investors can bectdfi by the different culture differences of thedstors
proved by the German socio-economic panel (GSOEBYme researches prove that as compared to other
religions or nationalities atheists and Protestamtsstors are less risk averse investors. Wetwilto find out
the relationship between risk tolerance behaviothef investors and entrepreneurship process inptier.
Entrepreneurs are considered to be the individwals are mostly exhibiting the risk seeking behawdbout
their investment but perform worst.

In order to assess risk tolerance behavior foritliestors a development process of designing feliadml is
conducted with the help of previous studies in ffa@per. The investors with high level of risk talece behavior
are giving much importance to the portfolio managetrprocess showed by the some research paperalsing
square analysis. In order to assess the levesktalerance behavior of the investors some rekgaapers using
the methodology of testing the risk tolerance l®/uke of psychometric questionnaires.
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The particular questionnaires are designed to dpvéie insights about the risk tolerance behaviothe
investors and their performance related to thatgirestionnaire results revealed that individusdssabjected to
poor performance because of the less investmenwlkdge and lack of individual decision making kill
Investment decision making process and savingsides are highly dependent upon the level of md&rance
and preference behavior of the investors.

Education level, gender and income level are thetrimportant factors that can determine the investisk
preference and tolerance behavior about the phtidovestment explored after the interview conddcfrom
the 20 randomly selected individuals having différeharacteristics.

2. Literature Review

The term risk can be defined as the uncertaintyatie events. As we are concerned about the riskaging
in our investment which can be defined as probgtalbout our investment that we may earn less hottarn
than our expectations. There are two types of Hetmshown by all the investors: risk aversion &sll seeking
behavior. Risk aversion behavior can be definethasnvestors who are willing to take risk in thieivestments
in search of higher returns as they are investmgmall-cap stocks and International stocks. Risékimg
behavior can be defined as the investor’'s behadkiitrare not willing to take any risks and feelséartable in
low but consistent returns.

Some of the variables that can influence the imr&stiecisions about risk aversion or risk seeliagaviors are
age, gender, cognitive ability and financial knodge. As Prabhakaran & Karthika (n.d.) explored thairder
to understand investor’s different investment béavfirst you have to identify some important fastthat can
affect investor’s decision making process aboutphsicular investment opportunity. It can be iefeze from
above mentioned statement that it is very importarfirst determine the variables that influence thfferent
investment behaviors of the investors to evaltizdé how they can develop their portfolio of inwvaent either
they are showing risk aversion or risk seeking liia.

The term portfolio can be defined as the groupihgome particular but different stocks or othegfinial assets
having the objective of attaining maximum returmsl aninimize the risk concerned with the investment.
Prabhakaran & Karthika (n.d.) revealed that theegss of maintaining the collection of investmerpanpunities
in suitable way for the investors is known as midf management process. Investors expecting marimu
return from their investment by minimizing the risklated to their investment while investing infeiiént
securities. The primary focus of the Portfolio ngement process is to minimize the risk related he t
investment.

To analyze the investor's preference towards rigk have to examine the emerging concept of behdviora
finance. Behavioral Finance focuses on the psydicdb behaviors and personal different attitudesarals the
investment risk preference and tolerance. The tReisk tolerance can be defined as the degree tohwduic
investor can face the risk in their particular istveent. The investors having the greater risk &wlee are
showing the behavior of risk seeking and the inwsshaving less degree of risk tolerance are shpttia risk
aversion behavior.

According to Prabhakaran & Karthika (n.d.) the leginvestor willingness to take risk for increagitheir
return is known as risk tolerance behavior of theestor. There is a general statement about tkerriBnance
that higher the risk higher the return, so the stees that are having the behavior of risk seekiage the higher
returns by taking the risk in investing in the &®d¢hat are low performing stocks. The conceptgartfolio
management have the greater importance as youdshotiput all your investment in the one stock thed risk
of losing your investment.

The type of investors that are risk seekers cagai@ entrepreneurs and having the greater riskawin the
worst returns from their investments. Cultural eifnces have also affects the investment decisidns
individuals having the different cultures. The ist@s from Asian countries tend to show the riskraion
behavior and investors from European countries tersthow the risk seeking behavior.

According to Larkin (n.d.) an individual who acce@ greater degree of financial risk does so wigoal of
generating higher returns in the future and thusiawlating a greater amount of wealth overtime.

It can be inference from the above given staterttattthe investors who are willing to take risk ahdir risk
tolerance degree is high are taking higher retassvell as this risk taking behavior is also cdnttés to the
wealth maximization of the investors over time.

Some of the other factors that influence the rid&rance and preference of the investors emerged different
researches are as follows.

Age

Gender

Education level

Employment Status

Marital Status

VVVYVVYV
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» Home Ownership
» Cultural Differences
Moreschi (2005) revealed that the gender and foedatation are most important factors for the itassabout
their investment behavior.
Moreschi (2005) explored that gender, age, incadacation and marital status are some of the fathat are
evolved in previous researches can affect the tovgsisk tolerance behavior about the decisioningagrocess
of the investors for investing in particular setyri
Investors who are risk averse are using the parstfohnagement tool to minimize their risk assodatéth their
investment. In portfolio they are selected soménhiigk stocks and some low risk stocks having thesistent
returns to overcome their lose if happened fromidgd risk stocks.
There are certain investors financial advisor iitlials who help the investors to make portfolioisiens and
help the investors to decide in which stock they ailling to invest after analyzing their risk redd behavior
either they are risk seeking investors or the pnepts of risk aversion. Investors financial ad\ésare also look
at the some of the characteristics described e#oligive them an advice like age gender and ethretlevel.
Goals, risk tolerance, time horizon and financiabgity are the most important factors for the estment
management decision making model and taking inotwsicleration by the managers when developing daitab
investment plans. (Grable & Lytton, 1998).
In above given statement investment managers tkaihaolving in the decision making process thawimch
stock they should invest their money dependentoomescertain inputs like goals of the investor «itthey are
concerned with the short-term return by investimdpigh profile consistent performing stock or takimsk and
go for the wealth maximizing decisions by investinghe risky stocks.
Another input discussed is time horizon means itoresare either want to invest for shorter periddiroe or
longer period of time to get maximum return. Finahstability of the investor also contributes fretinvestment
decisions of the investors, investors that arenfiiel stable are tends to invest in the risky asaat investors
that are not financial stable are tends to investgs risky assets or showing the behavior ofaigksion. Lastly
level of risk tolerance that an investor possessies affects the investor decision about the paeic
investment.
The degree to which an investor accepts the unogrtabout the outcome of the particular investmand
willingness of taking risk is expressed as rislketahce. (Hadrovic, 2012).
2.1 Problem Statement
» There are different attitudes possesses by thestorsehaving the different demographic characfesist
which are quite difficult to separate from eacheotfor Financial advisors of investment to properly
guide their investors client that want to made f&céve portfolio.
> There is a measurement problem associated wittiskéolerance of the investors.
> Investors showing different behaviors about riskaads the investment and portfolio decisions which
are difficult to analyze for effective investmemaikions.

3. Variable Identification
3.1 Independent Variable

> Risk Preference

» Tolerance
3.2 Moderate Variable
Age
Gender
Education level
Employment Status
Marital Status
Home Ownership
Cultural Differences
3.3 Dependent Variable

> Investment Decision

YVVVVVVYY

4. Methodology

In this paper researchers used the methodologyosfrg at the previous literature about the riséf@rence and
risk tolerance levels of individuals and group mféstors and try to analyze the different factbeg influence
the risk taking behavior of the investors. We atemducted interviews from the investors about thisik
tolerance level and their risk perception.

4.1 Sample

We have selected the sample of 20 investors hadiifierent age group, culture, marital status, erypient,
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education level and gender to which we have doteiiews to find out their particular behaviors abthe risk
taking and risk aversion process.

5. Hypothesis

Following hypothesis are devised to check our meteaim and basic objective of analyzing the inegst
different behaviors towards risk. Followings aregh hypotheses.

H: There is a relationship between age of invesaadslevel of their risk tolerance and perception.

H? There is no any relationship between age of itoresand level of their risk tolerance and peraepti

Ha: There is a relationship between Gender and &dumal level and level of their risk tolerance and
perception.

Ha® There is no any relationship between Gender atut&ional level and level of their risk toleraramed
perception.

Hb: There is a relationship between Employment Muaftial Status and level of their risk tolerancedan
perception.

Hb® There is no any relationship between Employment ldlartial Status and level of their risk tolerarsrel
perception.

Hc: There is a relationship between Cultural défezes and level of their risk tolerance and perocept

Hc? There is no any relationship between Culturdiedénces and level of their risk tolerance and ggtion.

Hd: There is a relationship between Home ownerahiblevel of their risk tolerance and perception.

Hd* There is no any relationship between Home owrgrsihd level of their risk tolerance and perception

By using the above mentioned methodology reseascimgrto accept or reject the hypothesis to drasulte
from the research.

6. Findings and Discussions

By conducting the interviews from different investohaving different age group, culture, maritaltista
employment, education level and gender to analysie tisk tolerance and preference about theirstment we
explore some of the factors like age, gender, foreaaication, culture, marital status, home owngrsind
employment status that affect the decision of tivestors about their investment.

While conducting our interviews we explored follogifactors that can affect the investors risk tgkand their
preference towards any investment.

Marital status of the individuals also affects theestor risk taking behavior towards particulareéstment. The
investors who are not married are tends to show rible seeking behavior because they have no any
responsibility of others to support that is whyttege very much comfortable in taking risk. Moras005)
revealed that in support of our result financialiadrs tend to believe that marital status affeists tolerance.
The young investors are tends to take risk as coedpi® aged or old investors because they are etie@nd
innovators tends to show the entrepreneur behdwidaking maximum risk and hence gain higher refusn
their investment.

Another factor that can affect the investor's bebmwabout the risk taking or risk seeking behavi®rthe
employment status. The investors who are employesbine job are more tends to take risk becausehivey
the income to support their investment, but if akk about the unemployed investors they are nat tbkake
risk as they have no such income to support the&stment.

According to Larkin (n.d.) Employment status is @eo factor that may have an effect on the findngsk
tolerance of an individual. A common assumption Mdwe that those who are working in a job would énav
higher risk tolerance than the unemployed sincg #ne likely to have a higher disposable income suth can
afford to take on more risks than the unemployed wiay be quite restricted in some of the finanggMs they
wish to engage in.

The level of education that an investor possessatso the one of the factor that is relevant eoribk aversion
or risk taking behavior. The researches showsttietnvestors who are higher education level and te take
risks and their risk tolerance degree is quite laigltompared to the investors having the low lefreducation.
Moreschi (2005) revealed that most of the studisisthe relationship between risk tolerance anchéievels
of education is positive. An individual investomcassess the risk and return associated with ithestment in
a proper way if they have more level of formal eation.

The process of home ownership also has some ddffbets on investor decision about their investm@éiie
investors who have their home ownership are tendshbw the risk aversion behavior as compared ¢o th
investors who do not have home ownership.

Investment decisions of any investors can be aftetty the risk preference and risk tolerances ¢hat an
investor possesses.

Weber (2013) revealed that previous studies hawady partly revealed the role of nationality, éthy, and
religion on risk preferences. The author exploifet the black community present in the US econoraeyless
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risk tolerant as white community. So there is apant of different ethnicity groups on the invessodecision
making process.
After above given discussion we accept the follgpliypotheses H, Ha, Hb, Hc and Hd.

7. Conclusion

Researchers conducted this research to find oudlifferent behaviors shown by the investors abbetrisky
investment and analyzing their level of risk prefere and tolerance about the risky investment appioy.

Researchers tried to explore different specificrabiristics of the investors that can greatly ictptheir
investment decisions. The investors having differage groups, gender, culture, educational levedigeto
exhibit different behaviors like risk averse anskrseeking behavior about their investment and tleeel of
risk tolerance and preference highly dependent hmse factors. Investors having different maritaltus,
Employment status and Home Ownership also affett thvestment decisions.

Researchers conduct interviews from different itmesshaving different characteristics to analyzzithpact of
these factors on the investment decisions of thesiors. Investors having the age group of 20 tar25more
risk taker and hence can become an entrepreneurtakieorisks and get higher returns. The investansny

higher level of formal education are tends to dedid a better and calculated way about their imaest
decisions when investing in highly risky opportyniffter doing the survey researchers concludetittteamale
investors are tends to exhibit more risk seekingglimr as compared to female investors that igeason why
male persons are more successful entrepreneurfahzales. Marital and Employment status have alfectEd
the investment decisions of the investors. Reseascilso conducted previous literature survey ati@mittopic
to present their results in evidence of our redesesults.

References

Grable, J . E. , & Lytton, R . H. (1998) . Inves®isk Tolerance: Testing The Efficacy Of Demograghis
Differentiating And Classifying Factors: Financ@bunseling and Planning, 9(1), 61-74. p.61.

Hadrovic, M . , & Ergun, U. (n.d.) . Risk Tolerancand Investment Preferences in Bosnia and
Herzegovina.p.223.

Larkin, C . , Lucey, B . R ., & Mulholland, M . (gh) . Risk Tolerance and Demographic Charactessti
Preliminary Irish Evidence. P.1, 2.

Moreschi, R . W. (2005) .An Analysis Of The Abilityf Individuals To Predict Their Own Risk Tolerance
Journal of Business & Economics Research, 3(2)48%.40 , 44.

Prabhakaran, K . ,& Karthika, P. (n.d.). A STUDY ORISK PERCEPTION AND PORTFOLIO
MANAGEMENT OF EQUITY INVESTORS IN COIMBATORE CITY1-13. p.1, 2, 2.

Weber, C . S. (2013). Cultural Differences in Riskerance. P.5.

106



The I1ISTE is a pioneer in the Open-Access hosting service and academic event
management. The aim of the firm is Accelerating Global Knowledge Sharing.

More information about the firm can be found on the homepage:
http://www.iiste.org

CALL FOR JOURNAL PAPERS

There are more than 30 peer-reviewed academic journals hosted under the hosting
platform.

Prospective authors of journals can find the submission instruction on the
following page: http://www.iiste.org/journals/ All the journals articles are available
online to the readers all over the world without financial, legal, or technical barriers
other than those inseparable from gaining access to the internet itself. Paper version
of the journals is also available upon request of readers and authors.

MORE RESOURCES

Book publication information: http://www.iiste.org/book/

IISTE Knowledge Sharing Partners

EBSCO, Index Copernicus, Ulrich's Periodicals Directory, JournalTOCS, PKP Open
Archives Harvester, Bielefeld Academic Search Engine, Elektronische
Zeitschriftenbibliothek EZB, Open J-Gate, OCLC WorldCat, Universe Digtial
Library , NewJour, Google Scholar

e INDEX ({@‘ COPERNICUS

ros I NTERNATIONAL
INFORMATION SERVICES

@ vimsice soumaocs @

£z 8 Elektronische
@O0@ Zeitschriftenbibliothek

open

-

|

o » (..L()R( H()\\\L\I\H{SII\
— UniverseDigitalLibrary —



http://www.iiste.org/
http://www.iiste.org/journals/
http://www.iiste.org/book/

