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Abstract:

Risk is not just about numbers; but rather about understanding the human psyche in the
face of uncertainty. In the realm of financial markets, unraveling the mysteries of financial
risk tolerance unveils the intricate dance between rational analysis and the emotional
decision-making of investors. In the quest to diagnose this, four major objectives were
signified: (i) To understand the concept of ‘Financial Risk Tolerance’ and its relevance in
making Investment Decisions among retail equity investors in Kerala,; (ii) To examine the
factors influencing the Financial Risk Tolerance and Investment Decisions of retail equity
investors in Kerala, (iii) To evaluate the influence of factors contributing towards Financial
Risk Tolerance and Investment Decisions of retail equity investors in Kerala, (iv) To analyse
the influence of Financial Risk Tolerance towards Investment Decisions of retail equity
investors in Kerala. This doctoral thesis investigates the relationship between financial risk
tolerance and investment decisions among retail equity investors in Kerala, India. As one
of the nation's most progressive states, Kerala has been at the forefront of bringing about
significant changes to the socioeconomic makeup of the populace. The growing popularity
of retail equity investment in the nation makes it worthwhile to look at how Kerala State's
vibrant and enterprising citizens are positioning themselves in terms of risk appetite and
equity market investment. A sequence of 7 chapters in the thesis has been aligned based on
the Revised Bloom’s Taxonomy. The Attractive feature of this study is its Descriptive and
Analytical Research Design and the sampling procedure adopted. Exhaustive literature
reviews from the SCOPUS Database, hailing from the Behavioural Finance lens, from 1992
up to 2023 have been recorded; and the variables were selected for the study using a
Systematic Literature Review involving the PRISMA Methodology, Bibliometric Analysis,
and the TCCM Analysis. The Conceptual model was prepared based on the existing
Theories, Experiments, Paradoxes, and Models of various experts underlying this study. The
peculiarity of the study involves the approach toward evaluating risk from psychological,
biological, and contextual perspectives of risk. The study period spans from 2019 to 2023,
and data collection occurs both during and after the pandemic. After calculating the
minimum number of respondents (384.6) using Fisher's Formula, 450 respondents in total
were taken into consideration for the study, selected from all fourteen districts of Kerala,
using a blend of Purposive and Snowball sampling adopted. The pilot study involved 50
respondents across Kerala for reliability testing and validating the questionnaire. The Data
have been collected from a mailed questionnaire as the primary source of data and; also,
through secondary sources of data like reference books, journals, articles, PhD theses,
newspapers, NSE BSE websites, etc. The questionnaire for the final data collection was
scaled up after content validation with input from statisticians, psychologists, stock brokers,
and professors with expertise in behavioural finance, commerce, and management. Data



extraction was done using SPSS version 26, MS Excel, and econometrics in preparation for
additional statistical analysis. To further test the study's hypotheses, regression analysis,
one-way ANOVA, and the independent samples t-test were employed. The study also
highlights the importance of investing decisions, emphasizing that each investor should
work to improve their level of financial risk tolerance, risk attitude, and risk perception, as
well as to be wary of biased associates. Additionally, the researcher proposed that retail
investors can make prudent investments by becoming well-versed in businesses and
programs at the grassroots level, beginning with households and educational institutions
and working their way up to companies, industries, and financial institutions. To help
decision-makers, investors, and academics alike create a more knowledgeable and resilient
investment climate in Kerala, this study acts as a link between scholarly inquiry and
practical application. Comprehending the correlation between investment decisions and
financial risk tolerance is crucial in the complex realm of finance, particularly for retail
equities investors in Kerala. Individual investors' choices affect not just their financial
futures but also the regional and national economy more widely. These ramifications go
well beyond the confines of individual portfolios. Individuals' welfare and financial security
are crucial at the social level. Further navigating the policy environment is necessary to
protect investors' interests, and regulatory organizations and policymakers are key players
in this regard. Governments in Kerala may ensure that financial products are appropriate
for the risk profiles of their constituents by using study findings to create rules that shield
them from investments that carry an excessive amount of risk. Finally delving into the
managerial sphere, where financial institutions and advisors are tasked with translating
research insights into practical strategies for the benefit of their clients. Given regional
variations in comfort levels and demography, the researcher's tested and proposed model
can be used in other states or across other geographic borders. By incorporating
neuroscientific ideas into this research, we may get a deeper understanding of decision-
making in the context of financial risk and shed light on the brain mechanisms that influence
investor behaviour. Financial professionals ought to include behavioural finance concepts
in their advising services, given the substantial influence that behavioural biases have on
investing decisions. This can enable investors to recognize and counteract cognitive biases
that could cause them to make less-than-ideal choices. Given the increasing impact of
financial technology, it is essential to examine how the adoption of new tools and platforms
influences risk tolerance and investment decisions in Kerala. This research can provide
valuable insights for the creation of technological solutions that are investor-friendly. To
conclude, we are reminded that every portfolio tells a tale of risk that is either accepted or
avoided via our investigation of financial risk tolerance and investment choices. The ability
to accept uncertainty and turn obstacles into opportunities for financial progress is what
defines risk tolerance, not a fear of failing. It is the guiding principle that helps investors
make wise decisions in the mist of volatile markets as they pursue wealth creation.
Comprehending these stories not only enhances our understanding of market dynamics but
also enables investors to negotiate the choppy waters of uncertainty more confidently and
resiliently.

Keywords: Financial Risk Tolerance, Investment Decisions, Retail Equity Investors, Kerala,
Risk Appetite, Risk Attitude, Risk Perception, PRISMA Methodology, TCCM Analysis,
Behavioural Finance, and Resilience.
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CHAPTER 1
INTRODUCTION

Statement of the Research Problem

pe




The Chapter begins by outlining its expected outcomes that would suffice for the
readers, scholars, academicians, or financial experts; based on Revised Bloom’s
Taxonomy of Six Thinking Levels; from the title “A Taxonomy for Teaching,

Learning, and Assessment”, (Bloom, 2001) shown in Figure 1.1 as below:

Figure 1.1

Shows the Chapter Outcomes inclined to the Revised Bloom’s Taxonomy

— Frame the questions to align with the research objectives and provide a clear
focus for the investigation.
Assess the structure of the thesis, indicating the main chapters and their

respective content.

Highlight the gap or knowledge deficit that the study aims to address regarding
the relationship between financial risk tolerance and investment decisions of
retail equity investors in both, India, and the state of Kerala.

>

Analyse
lllustrate the subsequent chapters, indicating how each chapter contributes to
|:> the overall research objectives.
Provide an overview of the significance of retail equity investors in India and their
increasing participation in equity markets.
‘:> Discuss the importance of understanding the factors that influence investment
Understand decisions and the role of financial risk tolerance in investor behaviour.

Discuss any limitations or constraints that may affect the study's findings, such as
sample size, data availability, or generalizability of results.

Clearly define the scope of the study, such as the target population of retail
equity investors in India and the Kerala state; and the time frame considered for

- the study.

Source: Created by Author for the study purpose

By addressing these outcomes, the introduction chapter establishes the context,
purpose, and significance of the study, setting the stage for the subsequent chapters

that delve into the research methodology, data analysis, and findings.



Chapter 1

1.1 BACKGROUND OF THE STUDY

The adage "Investing is simple, but not easy" was made famous by Warren Buffet.
This powerful statement perfectly captures the challenges that investors and financial
professionals face when trying to identify and put into practice viable investment
strategies (Jacobsen et al., 2014). These challenges typically take on preferences that
relate to how investors perceive risk and, as a result, act towards risk. The problem
with ignoring risk tolerance is that perceptions influence behaviour. According to
conventional finance theory, investors must choose investments that would maximise
their return on investment (Baghani & Sedaghat, 2014; Chaudhary, 2013). Regardless
of their degree of education and depth of financial and investing expertise, investors
tend to act irrationally when faced with uncertainty and the fear of potential loss, as
per the studies pertained to Mutswenje (2014). The desire and capacity to accept risks
varies among investors as a result of the impact of monetary decisions and daily
changes on investing activities (Gilliam et al., 2010). Investing decisions are
frequently influenced more by the investors' perceived risk than by the real risk
involved (Davey, 2012). It is crucial to comprehend the actions linked to hazards as a

result.

When discussing finances, "Financial Risk Tolerance" relates to how comfortable one
1s with the possibility of incurring losses on their investments. It is up to the individual
and may differ widely. It is possible that some individual investors from Kerala are
ready to take on more risk in exchange for possibly larger profits. Some show limited
tolerance for risk and would rather invest in ventures that are less likely to go down
in value. Equity Investors in Kerala's retail markets may be willing to take financial
risks depending on their income and general financial circumstances. Investors who
have more disposable money and financial security may be more willing to take up
greater risks. Low-income investors or those with other financial restrictions may
wish to invest with less uncertainty. The amount of risk tolerance and investment
choices made by retail investors in Kerala might be affected by their level of investing
knowledge and expertise. Knowledgeable investors may be more comfortable with

taking moderate risks in the stock market. On the other hand, investors with less
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expertise may choose to play it safe or consult a specialist. The risk tolerance of retail
stock investors is heavily influenced by their investment objectives and time horizon.
It is possible that investors who are saving for things like retirement or children’s
education etc. have a greater risk tolerance since they have more time to ride out
market fluctuations. Lower-risk investments may be preferable for short-term
investors or those with more limited financial ambitions. Retail stock investors' risk
aversion and investing choices may be strongly impacted by market and economic
circumstances. There may be a shift towards safer assets and a reduction in risk
aversion among investors during times of market volatility and economic uncertainty.
Conversely, when markets are bullish, investors may be more eager to take chances.
The risk tolerance and investment choices in Kerala may also be affected by the
regulatory framework and investor protection measures in the state. If they have faith
in the regulatory structure and investor protections, investors may be more willing to
take up risks and invest in shares. These considerations are relevant not only to Kerala
but to retail equities investors elsewhere. Investors should analyse their risk tolerance,
think about their financial objectives, and get expert guidance if they need it before

making any investment choices.
1.2 GEOMETRY OF RISK AND INVESTMENT DECISIONS

Risk is a common term, and as such, it is easy to overlook the fact that it combines
two ideas that are inherently at odds with one another: the logical understanding of
the chance that an event will occur and the emotional representation which we have
of that event. Every investor has to balance what they know, what they think they
know, what they hope for, and what makes them happy. ‘Risk-taking’ has been the
subject of extensive study in the domains of behavioural finance, financial
psychology, and behavioural accounting (Ricciardi, 2004), as well as the decision
sciences and the business world (Ricciardi 2008a, 2008b, 2010). The literature
demonstrates that scholars interested in risk from diverse fields have varying

perspectives on how to define, explain, and evaluate risk.

A risk management paradigm known as the "Geometry of Risk" was created by

financial theorist Peter L. Bernstein. It highlights how crucial it is to comprehend how

Financial Risk Tolerance and Investment Decisions of Retail Equity Investors in Kerala
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risk and return interact when making investing decisions. However, when it comes to
investment decisions of retail equity investors in Kerala or any other region, several
factors can come into play; which may include their risk appetite, market knowledge,

market sentiments, sectoral preferences, and investors’ behaviour.

e Retail equities investors in Kerala may have different levels of risk appetite
depending on their personal preferences and financial objectives. While some
investors may favour a more cautious strategy, others may have a larger risk

appetite and be more inclined towards aggressive investing techniques.

e To make wise investment choices, Kerala's retail equity investors must have a
solid grasp of the stock market and the range of available investment possibilities.
Factors like financial literacy, information availability, and involvement in

investor education programmes can all have an impact on this knowledge.

e Based on local industries and regional dynamics, retail equity investors hailing
from Kerala may show specific sectoral preferences. For instance, they could
exhibit greater interest in industries that are important to the area, such as

information technology, agriculture, or tourism.

e Investment decisions can be influenced by current economic conditions and
market sentiment. The propensity of retail stock investors to take risks and make
appropriate investment decisions may be influenced by positive or negative

moods.

e Decisions about investments can also be influenced by the behaviour of retail
equities investors, including their emotional biases, thought processes, and herd
mentality. To eliminate possible biases and make informed investing decisions, it

1s essential to understand investor behaviour.

Traditional finance (Ricciardi, 2008a) is the well-known and accepted way of looking
at risk in the academic world of finance. The basis of this method is an assessment of
risk at the broad level that includes all players in financial markets. The standard view

of risk in finance is based on classical decision-making (also called the normative
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model) and the assumption of reason, which says that a person should choose the best
option to maximise their predicted benefit. One of the main ideas behind this model
is that people are risk-averse and choose the best option over an investment with the
same predicted value. Risk in conventional finance is mostly conceptualised via
modern portfolio theory (MPT). The capital asset pricing model (CAPM) is a
technique for valuing a hazardous asset within a portfolio, and the Modern Portfolio
Theory (MPT) argues that rational investors use diversity to optimise their portfolios.
That risk and return are positively correlated is central to the Modern Portfolio
Theory. The correlation between stock price fluctuations and market-wide volatility
is quantified using the Capital Asset Pricing Model (CAPM). The model computes
the required rate of return on a stock by combining the beta of that stock with the
typical investor's risk aversion. The greater the beta, the more the predicted return on
the stock is susceptible to changes in the returns on the entire market. Of all, the
Modern portfolio theory (MPT) is the most dominant risk theory in classical finance.
The capital asset pricing model (CAPM) is a tool used by the Modern Portfolio Theory
(MPT) to assign a value to a risky asset within a diversified investment portfolio. The
positive correlation between risk and return is central to the Modern Portfolio Theory.
The CAPM evaluates how closely stock price fluctuations mirror market-wide swings.
To determine how much of a return an individual investor needs on a stock, the model
considers both the investor's risk tolerance and the stock's beta. An increase in a
stock's beta indicates that its expected return will fluctuate more in tandem with shifts
in the market. The risk tolerance of investors, or their comfort level with taking on
risk, is another crucial factor in MPT. There is a strong correlation between an
individual's risk tolerance and their asset allocation choice within a diversified

investment portfolio, as every study suggests.
1.3 SCANNING ‘RISK’ THROUGH THE BEHAVIOURAL FINANCE LENS

A famous article by an Investment Strategist, Joachim Klement set forth a few
challenges that have been presented to financial advisors or clients; especially by the
traditional risk-tolerance questionnaires. He demonstrated the extreme unreliability of

the present common method of risk profiling using questionnaires, which often
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accounts for less than 15% of the diversity in hazardous assets amongst investors.
According to Klement, the questionnaires' design, which focuses on socioeconomic
characteristics and fictitious situations to elicit the investor's behaviour, is mostly to
blame for these shortcomings. Alternatively, research risk profiling has demonstrated
that a number of additional indicators can offer more precise and trustworthy insight
into the risk profiles of investors; which mainly include: (1) The investor's financial
experiences over the course of his or her life (including the return and market volatility
of the most recent period), (2) The investor's prior financial choices, (3) The influence
of family, friends, and advisors, and (4) the emotional makeup of retail equities
investors. No longer is understanding how investors make investment decisions a
"nice-to-have" ability. Financial advisors must be able to identify irrational behaviour
in this new era of turbulent markets in order to properly diagnose and counsel their
customers. However, some less skilled and numerically focused counsellors
needlessly struggle to comprehend the behaviour of their clients. It is the adviser's
responsibility to evaluate client behaviour and make appropriate modifications in
addition to the customer's responsibility to assess risk tolerance. Instead of theorising
about investor behaviour, behavioural finance seeks to understand and explain real
investor behaviour. It contrasts from conventional finance, which is predicated on
expectations of how markets and investors would act. Understanding how individuals
and groups of people make decisions is the goal of behavioural finance. It may be
feasible to alter or adapt to these behaviours to better economic results by
understanding how investors and markets act. In other words, how investors feel and
think when making investing decisions influences how they act. Even knowledgeable
investors occasionally break from logic and reason because of some of these
behaviours, which are unintentionally affected by personal beliefs and prior
experiences. When attempting to assess a person's risk tolerance, these effects, which
may be categorised and recognised as behavioural biases, can have an impact on how
risk is perceived and processed. This overview is crucial since comprehending each
prejudice and how to deal with it practically depends on how it is described. There
has been a lot written on the conflict between being able to take risks and being willing

to do so. Generally, Risk capacity is the ability to take risk, while risk appetite is the
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willingness to accept risk. We must better define risk capacity and appetite in terms
of known and unknown dangers in the behavioural setting. The rationale behind this
is that clients are more likely to accept the outcomes when they can at least gauge the
risks they are incurring (i.e., known risks). Behavioural issues frequently start when
people's perceived risks involve consequences that are outside of what they expect or
can properly grasp (i.e., unknown hazards). The level of risk one is ready to incur in
search of a return is referred to as risk appetite. It can be represented subjectively or
quantitatively, depending on the investors' expected return. Investors with a high
tolerance for risk concentrate on the possibilities for gains and are prepared to put up
with a larger likelihood or severity of the loss. Those who have limited tolerance for
risk, on the other hand, are concerned with stability and capital protection. Risk
tolerance may be defined as the capability to accept losses without jeopardising one's
financial objectives. Each person has a different amount of risk appetite and risk
tolerance. Investors shouldn't define their risk appetite without taking their risk
tolerance into account, although occasionally they do. Risk capacity is ultimately
determined by how much actual risk a person can tolerate. On the one hand, an
investor can have a high tolerance for risk but not the capacity to deal with the possible
volatility or effect of risk. On the other side, the investor may choose to adopt a
reduced risk appetite while having a high-risk capacity given his desire to reduce risk.
When dangers are measurable and understandable—known risks—advisers may
manage these difficulties with their clients much simpler. Unknown risk, on the other
hand, is a dimension of risk that is harder to quantify and is frequently linked to
irrational investment behaviour. Unknown risk can lead investors to act irrationally
when a decision is made about how much risk to take (risk appetite) or how much loss
can be sustained without compromising financial goals (risk capacity). To fully
understand their risk tolerance, investors must consider their expected response to a
known risk, especially an unknown risk. These ideas are all combined to create an

equation for risk tolerance (as shown in Figure 1.2).
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Figure 1.2

Shows the Model stating the Formula for Financial Risk Tolerance

/

Potentials for
Behavioural Issues in
Investment Process

Known Risks

Risk Appetite

Unknown Risks

+ — [ | Risk Tolerance
Known Risks
Risk Capacity
Unknown Risks
__________.-/

Source: Modified by the Author from the earliest works of Pompian (2016) in Risk Profiling through
Behavioural Lens

1.4 THE EQUITY CULT AND THE INVESTORS’ STAKE

Even though independent India has only existed for 75 years, the foundation of our
equities markets can be traced to the second half of the 19th century, when a group of
stockbrokers began dealing securities under a banyan tree. The Indian equities
journey has been fascinating to follow, going from its modest beginnings of trading
under a tree to being the fifth largest market capitalization in the world. 150 years
have been a rollercoaster of ups and downs. Even though a lot has changed over the
years, Indian stocks continue to rise, making Indian investors richer with each passing
decade. Retail equities investors have become more active in India in recent years.
This tendency has been influenced by elements including increased financial
knowledge, simpler access to market data and trading platforms, and the possibility
of greater rewards. Like in other countries, retail investors frequently purchase shares
of stock to increase their wealth and pursue financial objectives. It is difficult to offer
exact statistics on the stakes of retail stock investors in Kerala without thorough and

current information. However, it is plausible to believe that Kerala's retail equity
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investors, like those in other Indian states, contribute to the market's total participation
and trading volume. Several variables, including investor demographics, local market
mood, and regional economic situations, might have an impact on the amount of
involvement. The average Indian citizen is driving a paradigm change in the nation's
economy, as retail equity investors seize control of the stock markets and create wealth
for themselves and the country. An 'India Investment Flywheel' has begun to whirl,
and this is in its early stages. The dream of the ‘Aatmanirbhar Bharat’ (Self-Reliant
India Campaigning), championed by our esteemed Honourable Prime Minister, Mr.
Narendra Modi; may finally come true. The Indian stock market continues to show
strength. So far this year, the Nifty50 has gained 7.5%. And individual investors have
been crucial, along with domestic institutions. An exciting stock market investment is
essential for a developing country like India. The equities market has seen a
significant rise in participation from regular investors, although the average investor
size remains rather low. The expansion of businesses benefits from the equity market
since it facilitates the transfer of personal savings to the commercial sector. Investors
are the backbone of the capital market. Most people invest to provide for their future
needs and to protect themselves from the debilitating effects of inflation. Internet use,
technological advancements, and changing consumer preferences, emerging start-ups
have all contributed to a rise in investors’ interest in the stock market. Most Indian
Equity Market investors put their money into equities based on their own opinions
and judgements. According to the NSE, in June 2022, retail ownership in Indian firms
hit a nearly 15-year high. Despite the recent rate rise, individual investors continue to
account for around 9% of the Nifty 50 and Nifty 500 Indexes combined. In addition,
capital invested in equity could manufacture things, increase GDP (Gross Domestic
Product), and provide new employment opportunities. Because of this, a benchmark
index's (like Nifty's) growth trajectory usually coincides with that of the country's
economy. But sometimes, these same investors tend to go wrong in their decisions
due to their conscious or unconscious biases or mental shortcuts they apply.
Nowadays, Young workers and college students are now considering "starting early"
in their investment careers. Access to high-quality financial information is now

dispelling hurdles and anxieties associated with stock market participation. India is
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already regarded as the centre of financial innovation on the planet. India's GDP is
expected to increase at a 6.8% annual rate (more than twice as fast as the US and
China combined); perhaps this is why the IMF (International Monetary Fund) has
dubbed India a "bright spot." Aadhar, eKYC, eSign, UPI, Digilocker, and online PAN
verification are just a few of the forward-thinking projects that have created the
'financial superhighway' and laid the foundation for the development of the fintech
ecosystem. These platforms are becoming into global playbooks for other nations. To
protect the investors and lower their amount of risk, our regulator SEBI (Securities
and Exchange Board of India) is setting the standard. T+1 settlement, Demat accounts
for all brokers, restrictions on margin lending, stringent security measures for
customer transaction data, etc. are all India-born innovations that set the standard for

the rest of the world.
1.5 FIGHT OR FLIGHT RESPONSES AND INVESTORS’ HABIT LOOP

The phrase, Fight or Flight Response was invented for the first time by Walter
Bradford Canon in his book, “Bodily Changes in Pain, hunger, Fear and Rage” in
1915. When faced with a perceived threat or risk in the investment market, investors
may experience a similar physiological response as the fight-or-flight response. This
can lead to impulsive or instinctual investment decisions driven by fear or panic. For
example, during a stock market crash or a significant decline in the value of
investments, investors may experience a heightened sense of fear and anxiety. This
triggers the fight-or-flight response, which can result in the impulsive selling of
investments (flight) to avoid further losses. This behaviour becomes part of the
investors' habit loop, where the cue (market decline), routine (selling investments),
and reward (relief from anxiety) reinforce the behaviour. Sometimes, they may
become more aggressive and take on higher risks to counteract losses or confront
market challenges. This fight response can also become part of the habit loop, where
the cue (perceived opportunity or challenge), routine (taking on higher risks), and
reward (potential for higher returns) reinforce the behaviour. Sidhavelayudham
(2023) in his famous article in Financial Express quotes that especially for retail

investment, or non-professional individual investors, which rocketed high in 2020 and
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2021, the financial markets have had a wild ride in 2023. In June 2022, retail
ownership in Indian firms reached a nearly 15-year high, according to statistics from
the NSE (National Stock Exchange). Post-rate rise, retail shareholding in both the
Nifty 50 and Nifty 500 Index is still holding steady at 9.7%. the reasons behind such

a paradigm shift include:

e Retail investors, also known as "the Aam Aadmi" (common people), are gaining
control of the equity markets and creating wealth for both themselves and the

nation.

e The government and regulators have also provided a few stimulus checks, and
trading platforms that allow individual investors to execute quick trades have

given Indians access to previously unavailable disposable income.

e The confidence is brought on by investors latching onto the recent stream of
corporate profits that are mainly underperforming NSE's worst concerns and the
slowing of inflation that is stopping the Reserve Bank of India from stepping up

its stimulus programme.

Retail investors may find it challenging to trade in the F&O market and turn a profit
because of recent events like the STT (Securities Transaction Tax) rise and the
absence of the 'do not exercise' option from the upcoming series. On the plus side, the
planned hike in STT will help the government's income in part and serve as a warning
to retail traders to square off their positions in a timely manner before expiration to
avoid incurring additional costs. To forecast the correct investment prospects, one
only needs to pay close attention to changes in the patterns of various sectors,
consumer desires, and developing technology. But it's still not rocket science. In
addition to being essential for a well-performing portfolio, updating and altering
investment behaviour in accordance with trends also generates exceptional returns.
Similarly, Ravinder Sonavane (2023) analysed in his article featured in Money
Control that, despite anticipations of a recovery in trade following the budget and
volatility in shares of banks and Adani Group companies, cash volumes in local

equities markets remained unchanged in February. From February 1% to 24" 2023;
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the average daily trading volume in the cash segment of the National Stock Exchange
of India and the BSE climbed by 3.97 percent to Rs 54,114.69 crore from Rs 52,0474
crore, the lowest level in six months, for a total rise of Rs 54,114.69 crore. Compared
to January, the average daily trading volume in the futures and options (F&O) market
increased to a record-breaking Rs 204 lakh crore. Budget announcements and rising
volatility in the shares of Adani Group companies and banking equities drove a spike
in trading volumes at the beginning of February. Investors' worries about the
likelihood of a spillover effect from the Adani Group's problems, which damaged both
Adani Group shares and bank equities, were blamed for the turbulence. The total BSE
and NSE turnover, at Rs 9 lakh crore, was less than the budget for the previous year
when it was presented in the Indian Parliament on February 1%, 2023. Even though
more volatility often results in higher trading volumes, there has not been a noticeable
uptick in trade during the rest of February; which has been clearly depicted in Figure
1.3 (a report by Bloomberg, 2023):

Figure 1.3

Shows the Indian Equity Market slowing down post Budget Speech

INDIAN EQUITY MARKETS STRUGGLE
TO ATTRACT RETAIL INVESTORS
AMID VOLATILITY AFTER BUDGET
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1.6 THE VANISHING EQUITY TRIBE

According to recent study results published by the 5Paisa study Team on December
10th, 2022, the number of Demat accounts has topped 100 million for the first time as
of August 31st. These accounts were opened with Central Depository Services Ltd.
(CDSL) for around 71% of them, and National Securities Depository Limited (NSDL)
for the remaining ones. Between December 2019 and August 2022, an astounding
61.1 million new Demat accounts were established. Thus, there have been more demat
account openings in the past 32 months than there were in the preceding 20 years.
There has been a sharp increase in the number of persons opening Demat accounts
since the year 2020 began. Various reasons were accounted for such a situation; which
included the expansion of bargain brokerage businesses, Online availability for
creating Demat accounts, the Low-interest rate environment following COVID, and
the desire to increase one's income beyond that of savings deposits. In March 2020,
during the pandemic, the stock market fell. Following this, it recovered pace, which
led to an increase in new entries into the market. Around 3.5 million additional new
demat accounts have been established by October 2021; as against 39.4 million Demat
accounts worldwide as of December 2019. It is important to note that since the mid-
1990s when Demat accounts initially gained popularity, this number of Demat
accounts has been established and is still operational. As per the study, it was found
that one investor could open several Demat accounts with various brokerage houses.
These 100 million accounts were therefore not unique. Estimates from the industry
stated that 60 million Indians, or 4.3% of the population, have established more than
100 million Demat accounts. According to the most recent financial stability report
from the RBI (Reserve Bank of India), which was issued at the end of June 2023,
almost 13 million individual investors traded in May. There were less than 30 million
active Demat accounts with holdings worth more than Rs. 10,000. There were 92.1
million Demat accounts worldwide at that time. There could be a chance that not much
has altered. 90% of the population in India earn less than Rs. 3 lakhs annually, with
only 10% of the population earning more than Rs. 25000 a month. Here, it is important

to keep in mind that most people lack the resources to participate in the markets.
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Finally, the expert team concluded that the 100 million counts of Demat accounts

alone would be insufficient to alter the entire market environment.
1.7 DECISION PARALYSIS AND INVESTORS’ CHOICE PARADOX

When people have too many alternatives to choose from, they may experience
decision paralysis, also known as choice overload. When there are many companies,
sectors, or investing methods available, it may be difficult for individual equity
investors to make a choice. Investors may feel paralysed by the sheer number of
options, which prevents them from acting swiftly and confidently. Fear of making the
incorrect option, searching for the "perfect" investment, a lack of self-confidence, and
an abundance of available knowledge are all contributors to indecision. Investors who
feel paralysed by indecision may end up passing up lucrative investing possibilities or
neglecting to take crucial steps. Hence, it can be summarised as a situation in which
an individual or a group of retail equity investors are unable to decide or act due to

overthinking or excessive analysis.

Because of the sheer volume of data at their fingertips, retail equities investors may
experience "analysis paralysis," or the inability to go on with an investment choice.
Retail equity investors may experience analytical paralysis for a variety of reasons. In
the age of the internet and readily available real-time financial data, ordinary investors
are faced with information overload. The sheer volume of information may make it
difficult to make a choice. Fear and greed, two strong emotions, may distort investors'
judgment, therefore it is important to keep them in check. Fear of making a bad choice
or losing out on prospective benefits might make retail investors reluctant to act.
Moreover, due to a lack of self-assurance, retail investors may depend too much on
the opinions of others when making investing decisions. Overthinking and second-
guessing are possible results of being so reliant on others. Many individual investors
just do not have the luxury of spending hours poring through market data. They may
get paralysed by information overload and are unable to make decisions. Some
potential investors may be perfectionists who wait for the ideal investment
opportunity before putting their money down. This kind of thinking might prevent

you from acting quickly and could cost you some chances. Retail investors are often
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susceptible to several cognitive biases, including confirmation bias (the tendency to
place greater weight on information that supports already-held opinions) and loss
aversion (the tendency to react more strongly to negative than positive outcomes).
These biases may lead to indecision and paralysis by analysis. Henceforth, through
this study in the Kerala state context; various measures could be suggested by ways
of financial counselling to overcome such paralytic situations. Investors must learn to
define their investing goals and understand the degrees of risk tolerance. Knowing
one’s objectives helps one to ignore unnecessary information and concentrate on what
counts. Secondly, they must create an Investment Strategy by planning their
investments to meet their objectives. This method would help investors avoid
emotional conflicts and bridge the gaps in investment decision-making. Next, staying
informed is crucial, but must be limited to some information intake. Organising
investment research and analysis, scheduling information gathering, and investment
choices could minimise overburden. Beginning with little investments or a virtual
portfolio may boost confidence and lessen the fear of blunders. In case of any trouble
making judgments, they must visit a financial counsellor or any professionally
experienced investors which would indeed assist them to overcome analytical

paralysis with new perspectives.
1.8 THE NEW NORMAL PUZZLES AND THE INVESTORS’ PLAY

There is a strong correlation between an investor's risk appetite and their readiness to
deal with "black swan" situations. Those with a low-risk tolerance may choose to look
for assets that provide lower returns but are less likely to see significant swings in
value. By diversifying their holdings, purchasing more secure assets, and using other
risk management techniques, they may reduce their vulnerability to black swan
occurrences and become more conservative investors. However, an investor who is
more prepared to incur risks in the hopes of greater rewards is said to have a higher
risk tolerance. These traders are more used to the ups and downs of the market and
may be prepared to take a loss during black swan occurrences. They may use riskier
investment tactics, such as putting money into fast-growing companies, venture

capital, or developing markets. There is no universally applicable strategy since
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people have different levels of comfort with risk. While some investors may have a
more moderate risk tolerance and aim for a happy medium between risk and profit,
others may have a much higher or lower tolerance for risk due to personal factors. All
investors, regardless of their comfort level with risk, should think about how black
swan occurrences could affect their holdings. Diversification, appropriate asset
allocation, and risk management methods may help lessen the blow of these infrequent
and hard-to-forecast occurrences. Better results may be achieved during and after
black swan occurrences if investors have a long-term investing view and refrain from
making hasty decisions in response to short-term market fluctuations. Initially, the
COVID-19 Outbreak came out to be a “black swan event”, further posing different
risks to investors in society and the economy at large. Meanwhile, after the discovery
of new COVID vaccines contributed by various mushrooming Pharmaceutical and
healthcare industries; then this “black swan” event was found being transformed into
“grey swans” and finally, into “white swan” events. The "New Normal" refers to a
concept that emerged after significant disruptions or changes in the economy or
society, resulting in a new set of circumstances that become the norm. The COVID-
19 pandemic, for example, has led to the emergence of a new normal in various
aspects of life, including the economy and financial markets. In the context of the
stock market, the new normal can refer to shifts in investor behaviour, market
dynamics, and investment strategies that have become more prominent following the
pandemic. Here are a few key puzzles and considerations for investors in the equity
stock market within this new normal. Due to the fast changes in the economic
environment, volatility and uncertainty in the stock market have become the new
normal. Investors should be wary of short-term changes and ready for more extreme
market swings. Taking precautions and looking forward might be of paramount
importance. As a result of the epidemic, digital change in many sectors moved at a
breakneck pace. Companies that have successfully adapted to the Internet age and
established strong online business strategies should be given serious consideration by
investors. E-commerce, telecommunications, healthcare, and cyber security are just a
few examples of rapidly expanding industries. Finding businesses that are set up to

thrive in the digital economy may be a lucrative venture for investors. Environmental,
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Social, and Governance (ESG) concerns are becoming more important. Sustainable
practices, social responsibility, and strong corporate governance are all qualities that
investors increasingly demand from the organisations they back. An investor's
strategy may include allocating some of their capital to ESG-focused funds or to firms
that operate in accordance with ESG standards. The significance of the healthcare and
biotechnology industries was underscored by the epidemic. Companies working on
vaccines, telemedicine, medical technology, and medicines might be good
investments. In the new normal, these industries are expected to maintain their rates
of development and innovation. The importance of market resilience has been
highlighted by the emergence of the new normal. Strong balance sheets, consistent
cash flow, and flexibility are all qualities investors should look for in a company. To
build a portfolio that can survive economic shocks, it is crucial to evaluate a
company's financial health and resilience. The stock market has always been volatile,
and now with the new normal comes even more uncertainty. To make educated
investment choices that are in line with their risk tolerance and investment goals,
investors should undertake extensive research, diversify their portfolios, and, if
required, engage with financial consultants. Figure 1.4 shown below very much
depicts the equity investors’ decision-making style based on emotional beliefs since
the beginning of the Corona outbreak till date. As the figure clearly mentions, during
the first phase of COVID-19 start; the market was expecting a positive change as usual
and was driven by investors’ sense of over-optimism and excitement, which further
led to many overreactions in the market demonising the parity of risk-return
expectations. Further, the investors refused to invest temporarily considering with a
positive mindset that the market would not remain the same and there would be
gradually greater opportunities to invest in new stocks. Though many were nervous
initially, later the market was alarmed to sell the initial stocks with a sense of despair
to some extent. In fact, this position was sensed by experts and financial advisors as
the best time to invest showing better signs of recovery. Towards the end of the
Corona period, every retail equity investor prepared their mindset to be more
financially resilient and conduct investment activities with higher mindfulness. This

approach indeed made many more successful than earlier and their losses were

Financial Risk Tolerance and Investment Decisions of Retail Equity Investors in Kerala



Chapter 1

replenished by smaller gains in the new-normal period. There are three types of swans
highlighted here, namely, black swans, grey swans, and white swans. The theory
popularised by Dr. Taleb was used to discuss the context during the COVID-19
period. Though initially, the virus proved to be a surprising nightmare in the stock
market, and later, many investors realised that such a situation was an eye-opener to
emerging sectors including Information Technology, Health and Pharmaceutical
industries, Fast Moving Consumer Goods (FMCG) sectors, e-learning platforms and
so on. The major contribution by many Pharma companies in the discovery of
vaccines has elevated India to great heights opening a better investment arena
globally. Moreover, the period post-COVID is considered a “white swan”; situations
slightly improved during the virus outbreak with positive signs of recovery and easy
predictions in the market representing the “gray swans” event; though at first the virus

emerged as a “black swan” event.

Figure 1.4

Shows the Cycle of Emotions and Degrees of Risk in the New Normalcy
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1.9 NEED AND SIGNIFICANCE OF THE STUDY

This study holds several implications for academia, policymakers, and retail equity
investors. By exploring the relationship between financial risk tolerance and
investment decisions, the study can enhance our understanding of investor behaviour
in the Indian context. The findings can provide valuable insights into the factors that
influence risk tolerance, thus helping investors make informed decisions aligned with
their risk preferences. Additionally, the study's recommendations can contribute to the
development of investor education programs and policies aimed at promoting better
financial outcomes for retail equity investors. Matching investing strategies with
degrees of risk tolerance, helps investors make better-educated selections. This self-
awareness can help increase the success of the portfolio and the pleasure of the
investors. It aids in identifying investors who could be inclined to take excessive risks
or those who might be unduly cautious; this is seen to be more important in balancing
risk and reward, ensuring that investors are sufficiently safeguarded from potential
losses while simultaneously maximising potential gains. It helps identify if risk-averse
investors tend to diversify their portfolios across several asset classes and industries
whereas risk-tolerant investors are more inclined to concentrate their assets in a small
number of high-risk stocks. The study's conclusions can support efforts to educate
investors and offer advice to retail equity stock investors. Investors can make well-
informed choices that are in line with their risk tolerance and long-term financial
objectives. Findings from the study may be used by financial institutions to create
investment products that are tailored to the risk appetites and investing preferences of
retail stock investors. Market participants, such as fund managers and analysts, will
gain more insights into investor behaviour. This understanding can influence
investment strategies, market sentiment, and pricing patterns; ultimately contributing
to the overall efficiency and stability of the equity market. The Indian financial market
is heavily influenced by retail stock investors, who are becoming more and more
prevalent. This increased interest can be linked to developments in Internet trading
platforms, higher financial awareness, and easier access to information. Both
individual investors and policymakers must comprehend the elements that affect

investment choices and risk tolerance among retail stock investors. An important
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factor in determining investing decisions is financial risk tolerance, or the capacity
and desire to tolerate financial risks in search of prospective rewards. It indicates a
person's psychological and behavioural propensity for taking risks and has a big
influence on how investments are made, how to allocate a portfolio, and how well off
they are financially. To create effective investment strategies and help individuals
connect their investment choices with their risk preferences, it is crucial to assess risk

tolerance.
1.10 STATEMENT OF THE RESEARCH PROBLEM

The precise problem or knowledge gap that a research study seeks to fill is referred to
as the research problem. It is the main issue or query that the researcher wants to
explore and comprehend via their study. It provides the framework for the whole
investigation and directs the development of the overall research design, including the

objectives and questions for the study.

* The study seeks to explore the dynamics between financial risk tolerance and
investment decisions specifically within the context of retail equity investors in
the region of Kerala. Additionally, it implies an interest in identifying potential

influencing factors that might play a role in shaping this relationship.

* Situations of Overconfidence, regret, attention deficits, and trend-chasing lead

to suboptimal decisions and eat away the returns.

» Studies on the “Frame Dependence” and “Snake-bite Effect” — missing factors,

but a leading opportunity to explore at the global level.

* Sensation Seeking and Locus of Control substitutes the personality traits
influencing Financial Risk Tolerance and Investment Decisions. Limited studies

are found in these areas at the global level.

* Studies incorporating Emotional Competence, Financial Risk Tolerance, and
Investment Decisions of Retail Equity investors are limited in the Indian scenario

and Kerala context.
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» Different investors still are in their comfort zones hesitating to move out to take
enough risks either experiencing the symptoms of Fear of Missing Out (FOMO),

Choice Overload, or improper Habit Loops.
1.11 RESEARCH OBJECTIVES OF THE STUDY

The objectives for the study were framed based on a set of research questions

interrogated from previous studies and research gaps identified:
* What does ‘Financial Risk Tolerance’ mean; from an equity investment context?

*  What factors influence Financial Risk Tolerance and Investment Decisions among

Retail Equity Investors in Kerala?

* Are the factors influencing both Financial Risk Tolerance and Investment

Decisions of the retail equity investors one and the same or related?

» Is Financial Risk Tolerance important to be discussed in the Equity Investment

scenario among retail equity investors in Kerala?

* Does Financial Risk Tolerance Significantly Influence Investment Decisions

among retail equity investors?

The abovementioned questions helped the researcher to trace out the general and

specific objectives of the study; which are given below:

1. To understand the concept of ‘Financial Risk Tolerance’ and its relevance in

making Investment Decisions among retail equity investors in Kerala.

2. To examine the factors influencing the Financial Risk Tolerance and Investment

Decisions of retail equity investors in Kerala.

3. To evaluate the influence of factors contributing towards Financial Risk Tolerance

and Investment Decisions of retail equity investors in Kerala.

4. To analyse the influence of Financial Risk Tolerance towards Investment

Decisions of retail equity investors in Kerala.

Financial Risk Tolerance and Investment Decisions of Retail Equity Investors in Kerala
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1.12 RESEARCH HYPOTHESES OF THE STUDY

Hj: There is no significant difference among the Demographic variables, Financial

Risk Tolerance, and Investment Decisions of retail equity investors.

HI1.1: The age of the retail equity investors is not significantly different from their

Financial Risk tolerance and Investment Decisions.

H1.2: The gender of the retail equity investors is not significantly different from their

Financial Risk tolerance and Investment Decisions.

H1.3: The marital status of the retail equity investors is not significantly different from

their Financial Risk tolerance and Investment Decisions.

H1.4: The educational Qualification of the retail equity investors is not significantly

different from their Financial Risk tolerance and Investment Decisions.

H1.5: Occupation of the retail equity investors is not significantly different from their

Financial Risk tolerance and Investment Decisions.

H1.6: The annual income of the retail equity is not significantly different from their

Financial Risk tolerance and Investment Decisions.

H;: Retail Equity Investors’ Investment Experience in the Equity Market is not
significantly different from their Financial Risk Tolerance and Investment

Decisions.

H3: The number of companies in which investments are made; has no significant

difference with their Financial Risk Tolerance and Investment Decisions.

Hy: There is no significant difference in the retail equity investors’ preference
towards Investment frequencies in the equity market with their Financial Risk

Tolerance and Investment Decisions.

Hs: Factors like Sensation Seeking, Emotional Competence, Locus of Control,

Overconfidence Bias, Snake-Bite Effect Bias, Frame-Dependence Bias, Risk
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Attitude, and Risk Perception) have no significant influence on the Financial Risk

Tolerance of retail equity investors.

Hg: Factors like Sensation Seeking, Emotional Competence, Locus of Control,
Overconfidence Bias, Snake-Bite Effect Bias, Frame-Dependence Bias, Risk
Attitude, and Risk Perception) have no significant influence on the Investment

Decisions of retail equity investors.

H;. Financial Risk Tolerance of retail equity investors does not significantly

contribute towards their Investment Decisions.
1.13 SCOPE OF THE STUDY

The bounds and restrictions that the study will operate inside are referred to as its
scope. The study's scope helps to concentrate research efforts and guarantees that the
goals and research questions may be successfully addressed while working within

realistic limits. It encompasses various dimensions which include:

1.13.1 Geographical Scope: The study covers all fourteen districts in Kerala; namely
the northern Kerala districts (Kasaragod, Kannur, Wayanad and Kozhikode); the
Central Kerala districts (Malappuram, Palakkad, Thrissur, and Ernakulam); and the
Southern Kerala districts (Idukki, Kottayam, Alappuzha, Pathanamthitta, Kollam and

Thiruvananthapuram). (As showcased in Figure 1.5 below).

Financial Risk Tolerance and Investment Decisions of Retail Equity Investors in Kerala
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Figure 1.5
Shows the Geographical Coverage of the Study conducted for Research

Kasaragod

Kannur

Wayanad
Kozhikode

Malappuram

Palakkad
Thrissur

Ernakulam

Idukki
Kottayam
Alappuzha

Pathanamthitta

Kollam
Thiruvananthapuram

Source: Created by the Author for the study purpose

1.13.2 Time Scope: The research focuses on a specific time frame from 2019 to 2023

(four years) including data collection, analysis, and reporting of the thesis.

1.13.3 Population Scope: The retail equity investors’ population is unknown and
hence, the standard Fisher’s formula was used to determine the sample size. As per
calculation, the result was 384.16; which was considered as the minimum number of
respondents for the study. Further, the sample size was accelerated to 485 respondents
using the Purposive and Snowball Sampling methods; which were further reduced to

450 investors ideally for the study; only after data cleaning.

1.13.4 Variable Scope: Both the dependent and independent variables were used for
the study as shown in Table 1.1:
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Table 1.1

Shows the list of Dependent and Independent Variables used for the Study

Variables
To diagnose-
Dependent Independent
1 Significant relationship between  a) Financial Demographic
Demographic Variables, Risk Variables (Age,
Financial Risk Tolerance, and Tolerance of  Gender, Marital
Investment Decisions of respondents”  status, Educational
respondents” b) Investment qualification,
Decisions of  Occupation and
respondents” Annual Inco*me of
respondents
2 Asignificant difference in a) Financial Investment
Investment Experience, number Risk Experience, number
of companies invested, and Tolerance of  of companies
preference towards investment respondents”  invested, and
frequencies with Financial Risk b) Investment preference towards
Tolerance, and Investment Decisions of  Investment
Decisions of respondents” respondents” frequencies
3 Asignificant influence of factors  a) Financial Sensation seeking,
(Sensation seeking, Emotional Risk Emotional
competence, Locus of Control, Tolerance of  competence, Locus of
Overconfidence bias, Snake-bite respondents”  Control,
effect bias, Frame-dependence b) Investment Overconfidence bias,
bias, Risk attitude, and Risk Decisions of  Snake-bite effect bias,
perception) on Financial Risk respondents” Frame-dependence
Tolerance, and Investment bias, Risk attitude,
Decisions of respondents” and Risk perception
4  Asignificant influence of Investment Financial Risk
Financial Risk Tolerance on Decisions of Tolerance of
Investment Decisions of respondents” respondents”
respondents”
Note:

* Respondents refer to the Retail equity investors from Kerala used for the study.
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1.14 OPERATIONAL DEFINITIONS OF TERMS

Operational definitions provide clear and measurable definitions for the concepts or
variables used in a study. Various definitions outlining the research variables in the

study include:

1.14.1 FINANCIAL RISK TOLERANCE: It refers to the willingness and ability of
an individual to take on financial risks in their investment decisions. It can be
operationalized as a self-reported scale or questionnaire measuring an individual's

comfort level with various levels of financial risk.

1.14.2 INVESTMENT DECISIONS: The choices made by individuals regarding the
allocation of their financial resources into different investment options. It can be
operationalized as a measure of the frequency, magnitude, and types of investment
decisions made by individuals, such as stock purchases, portfolio diversification, or

asset allocation.

1.14.3 RETAIL EQUITY INVESTORS: The Securities and Exchange Board of
India (SEBI) classifies individuals who make investments in the equity stock market
of up to Rs. 2 lakhs as retail equity investors. These investors are often modestly
wealthy, self-employed people who lack the support of major businesses. They are
amateur investors who frequently make smaller investments than bigger institutional

investors.

1.14.4 SENSATION SEEKING: The tendency of individuals to seek varied, novel,
and stimulating experiences. It can be operationalized using validated scales, such as
the Sensation Seeking Scale (SSS), to measure an individual's propensity for

sensation-seeking behaviour.

1.14.5 EMOTIONAL COMPETENCE: The ability of individuals to recognize,
understand, and manage their own emotions and those of others. It can be
operationalized using validated scales, such as the Emotional Competence Inventory
(ECI), to measure an individual's emotional awareness, regulation, and social

competence.
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1.14.6 LOCUS OF CONTROL: It refers to the extent to which individuals believe
they have control over the outcomes of their investment decisions. It can be
operationalized using a standardized questionnaire, such as Rotter's Locus of Control
Scale, which measures an individual's belief in internal (personal control) versus

external (external factors or luck) locus of control.

1.14.7 OVERCONFIDENCE BIAS: It refers to the tendency of individuals to
overestimate their abilities, knowledge, or the accuracy of their predictions. It can be
operationalized through self-assessment scales or tasks that measure individuals'

confidence levels and compare them with their actual performance or outcomes.

1.14.8 SNAKE-BITE EFFECT BIAS: The bias in which individuals become overly
cautious or risk-averse after experiencing a negative outcome or loss. It can be
operationalized through experimental tasks or scenarios where individuals are
exposed to negative outcomes and their subsequent risk-taking behaviour is observed

and measured.

1.14.9 FRAME DEPENDENCE BIAS: The bias that individuals exhibit when
making decisions based on how information is framed or presented. It can be
operationalized through experimental tasks or scenarios where individuals are
presented with different frames of information and their subsequent decision-making

is observed and analysed.

1.14.10 RISK ATTITUDE: The individual's general propensity to take risks across
different domains, including financial decision-making. It can be operationalized
using scales or questionnaires that assess an individual's overall risk preferences and

tendencies.

1.14.11 RISK PERCEPTION: The subjective evaluation of the likelihood and
consequences of potential risks. It can be operationalized using scales or scenarios
that measure individuals' perceptions of risk, such as the perceived riskiness of
different investment options or their assessments of the probability and impact of

potential losses.
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1.15 CHAPTER SCHEME OF THESIS

This chapter scheme provides a comprehensive structure for your study, addressing
the key components needed for a well-rounded thesis on the financial risk tolerance
and investment decisions of retail equity investors in Kerala. Here is the suggested

chapter scheme for the chosen topic:
CHAPTER 1: INTRODUCTION

This chapter sets the context for the entire research; introducing the research problem,
stating the research questions with objectives, and providing a rationale for the entire
study. It previews the structure of the entire thesis. It includes the background of the
study, the need and significance of the study, statement of the research problem,
research objectives, research hypotheses, scope of the study, limitations of the study

and followed by Operational definitions.
CHAPTER 2: REVIEW OF LITERATURE

This chapter deals with summarising key research works of experts in “Financial Risk
Tolerance and Investment Decisions of Retail Equity Investors”, identifying the gaps
or controversies in the literature and, also justifying the need for the current study. It
includes the PRISMA Framework, Bibliometric analysis, and the TCCM Analysis for
the finally filtered literature work which were used to identify the research gaps and

coin out the variables to be used for the study.

CHAPTER 3: THEORETICAL FRAMEWORK AND CONCEPTUAL
MODEL

This chapter synchronises the classical and modern theories, models, paradoxes, and
experiments that were found fit in explaining the variables used in developing the

conceptual model for the study.
CHAPTER 4: RESEARCH DESIGN AND METHODOLOGY

This portion describes the research methodology adopted in the entire study; which

mainly includes different sources of data collection, research instruments used,
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different components of the questionnaire, description of variables used for the study,
sampling design, testing assumptions, and research tools and software packages used

for data analysis.
CHAPTER 5: DATA ANALYSIS AND INTERPRETATION

This chapter presents the collected data; describing the data analysis methods
employed for the study. It provides the results for the analysis undertaken; followed
by discussions quoting similar citations from referred works and, interpreting the
findings in the context of research questions. It also enumerates the hypotheses tested

at listed levels ensuring its utility for further findings.
CHAPTER 6: FINDINGS AND CONCLUSIONS

This portion of the chapter illustrates the major findings from the study based on

descriptive and inferential statistics; paving ways to draw conclusions for the study.

CHAPTER 7: RECOMMENDATIONS AND DIRECTIONS FOR FUTURE
RESEARCH

This chapter portrays the key suggestions identified based on the findings made from
the study; specifically focussed on stakeholders including investors, financial
institutions, regulatory bodies, financial advisors and professionals, and educational
institutions. Furthermore, the implications of the study were made at three levels:
policy-based, social, and managerial implications. This moreover led directions
toward future research benefitting investors, policymakers and regulators, financial

institutions, and advisors at large.
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