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Abstract 

            Behavioral finance studies have documented that investors are subject to various 

micro factors (cognitive and emotional) and macro factors (Political, social, economic and 

corporate governance) that make their financial decisions less than fully rational. This study 

is aimed at investigating the external factors that influence retail investors’ investment 

decision making. The study is based on primary sources of data which are collected by 

distribution of a questionnaire to 120 people. An empirical study is conducted to analyse the 

investment behaviour and decision making style of retail investors. Analytical Hierarchy 

Process (AHP) is used to find the relative impact of different macro factors on the investors. 

Among these external factors, economic factors have the highest impact while social factors 

have the least effect. Retail investors’ decision making is positively significantly affected by 

economic factors and governance and environmental factors while political factors and 

social factors do not significantly influence investors. 

Keywords: Behavioural Finance, Capital Market, Investment Decision, Micro Factors, 

Macro factor 

Introduction 

Capital Market is a one of the important aspect of any financial market. Retail investors 

represent a vital element for the functioning of capital market. The most crucial challenge 

faced by the Retail investors is perhaps in the area of taking investment decisions. Every 

investor differs from the others in all aspects due to various factors like demographic factors, 

socio-economic background, marital status, educational attainment level, age, gender etc. An 

educated person’s decision making towards investment differs from an uneducated one. A 

well-organized and regulated capital market facilitates sustainable development of the 

economy by providing long-term funds in exchange of financial assets to investors. Capital 

markets acts as a means through which scattered saving of Retail investors are directed into 

productive activities of corporate entities. Behaviour of Indian capital Market, specially, 

stock market is always exciting, challenging and if one understands it, it becomes pleasantly 

gratifying, Indian capital markets have been receiving global attention especially from sound 

investors, due to the improving macroeconomic fundamentals. Indian Capital Market has 
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transformed, regulated capital market facilities and developed a world class services 

which are more transparent and has been developed to gain the confidence of Retail 

investors to invest in various capital market instruments like shares, debentures and 

mutual funds.  

Objective of the study 

 To study the impact of macro factors in shaping the behaviour of retail investor’s 

investment decision   

Limitation of the study 

There are various investment avenues in the capital market but the study was limited to 

investments in equity shares. The reluctance of people to reveal data on income and 

investment made the task of gathering data difficult. 

Theoretical background 

Behavioural finance tries to explain and increase understanding of the reasoning patterns of 

investors, including the emotional progressions involved and the degree to which they 

influence the decision making process. It emphases upon how investor interprets and acts on 

information to take investment decisions it explains that individuals do not always act 

rationally in their financial decisions and that their behaviours cause them to make different 

choices about their financial decisions. Investors do have behavioural biases in the event of 

taking investment decision. Investment decisions also depends on the types of investors, risk 

tolerance capacity, education, occupation, age, sex, income, marital status, family back 

ground, living area and environment and attachment with the financial advisor etc. Despite all 

the resources and infrastructure, investors adopt some avenues after analysing different 

factors which are influenced by internal and external environments. Behavioural finance 

studies financial markets as well as providing explanations to many stock market anomalies It 

looks at the Retail investor’s decision making formula as well as at their behaviour, which, in 

turn, huts light on the observed departures from the traditional finance theory. Thus, 

behavioural finance is the application of scientific research on the psychological, social, and 

emotional contributions to market participants and market price trends. It also studies the 

psychological and sociological factors that influence the financial decision-making. 

Behavioural finance concentrates on irrational behaviour that can disturb investment 

decisions and market prices. It tries to better understand and explain how biases impact 

investors and the decision-making procedure. The contribution of behavioural finance is 

important as it relaxes unrealistic behavioural assumptions and makes it more realistic. It 

does this by adding more individual aspects of the decision-making process in financial 

markets Finance research has often ignored the Retail investor's decision making process 

while taking financial investment decisions .There is a need to develop behavioural standard 

to review the factors affecting  investor behaviour and their effect on Retail investor’s 

investment decision making process.  
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Literature review 

Ozcan and Overby (2008) conduted a study to assess the impact of US Mlti-frim Alliance 

annoucement and stock market reaction. The study showed that the size of the firm and 

coverage of analyst have moderate relationship between the firm’s diversity and its abnormal 

return. The study proved that attendtion, selection and subsequent changes in the 

announcement has produced the cognitve biases. Hnece the managers should take care of the 

inforamtion processing and disclose the information to the investors in the market.Purohit, 

Satija and Saxena (2014) made an attempt to understand the behaviour of individual investors 

in the Indian stock market. The study found that the investors who have educational 

background they are ready to invest in their money in the stock market. Hence the literacy 

levels of the investors play a vital in the stock market investment. Based on the market 

movements, investors make subsequent changes in the investment even though they make 

investment decision in a rational manner. Therefore investor combines their behavioural and 

cognitive biases while making investment decision. Social factors, such as media, social 

interactions and the Internet, have been identified as causing some behavioural dispositions in 

investors. Kourtidis et al. (2011) argue that social influence has an impact on investors’ 

trading behaviour. Similarly, Nofsinger (2005) noted that family and friends are often 

consulted before an investor makes a decision. Brown et al., (2008) have found that the 

decision to participate in the equity market depends on the decisions of others in the investor 

social network. Karim a and Azman-Sainib (2013) argued that the primary external 

influences that interrupt investment decisions tend to be linked to macroeconomic prospects 

and financial policies adopted by a nation, as reflected by the predicted interest rates and 

GDP expansion. Ozorio et al. (2013) acknowledge that the decisions on the part of investors 

may be affected by national regulations. Generally, investors do not like to invest in countries 

that are perceived to be politically charged – those that have unregulated environments and 

thus have high political risk (Bekefi and Epstein, 2006). Such a risk may originate form a 

country’s government or from a precarious social scenario. Another study by Girard and 

Omran (2007) utilised samples from five Middle Eastern markets, and demonstrated that 

political precariousness carries a heavy bearing on stock market fluctuations Besides political 

factors, environmental factors have also been found to influence the individual’s decision-

making process. Since the 1980s, fund managers have started to evaluate possible detrimental 

effects from ignoring best environmental practices. Thus, investors now think twice before 

indulging in companies that have proven unethical practices, for instance of polluting the 

environment. The movement towards socially responsible investment has grown over the 

decade with concepts of green funds and green company emerging (Guay et al., 2004). 

Before 1990, few investors, if any, would pay attention to environmentally friendly 

marketing campaigns. Moral consistency, international benevolence and investment 

outcomes all influence investors’ behaviours (Wong et al.,1996) and socially conscious 

investment is promoted regardless of the nature of investments. Environmental considerations 

are, therefore, an important aspect that individual investors should take into account, as these 

have implications on the future success of most firms in developed economies (Hall, 2006). 

The ability of the market to evaluate ecological influences is still in the early stages; however, 

the importance of investing in companies that promote sustainable environment is growing 
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(Sharma and Henriques, 2005).A growing number of investors are considering ethics when it 

comes to trading stocks of companies distinguishing between those companies that provide 

products that cause harm to humans and those that promote the wellbeing of humans. 

Industries like tobacco, alcohol and gambling are most affected by investors’ ethical 

considerations. Ethically sensitive investors ignore stocks that are associated with harmful 

practices. According to Lincoln and Holmes (2011), a person may be confronted with 

circumstances that are subject to morality-related issues. Knowledge of such issues impact 

upon investors’ decision-making processes. On an individual level, making moral choices 

depends on levels of awareness of ultimate impacts from the perspective of the individual. 

Srnka (2004) noted that this is all dependent upon the level of understanding of the 

consequences of investment decisions. Behavioural finance is a study of the markets that 

draws on psychology, throwing more light on why people buy or sell the stocks and even 

why they do not buy stocks at all. This research on investor behaviour helps to explain the 

various ‘market anomalies’ that challenge standard theory.  

Research methodology 

This study was based on primary data obtained through a structured questionnaire from 120 

respondents who were selected through convenient sampling technique out of which 78 

questionnaire were found to be suitable for further study. The first part of the questionnaire 

relating to demographic background of respondents consisted of questions relating to age, 

educational qualification, income etc. The second part of the questionnaire collected 

information on different macro factors of investor behaviour using a five point scale. Further, 

the secondary data had been obtained from various internet websites, journals, magazines and 

other published sources. Data collected were analysed through SPSS and Spread Sheet. 

Analytic Hierarchy Process (AHP) is used to find the relative impact of different macro 

factors on investors in contributing overall investment behaviour. The study identified four 

broad macro factors of investor behaviour that could have an impact on their investment 

decisions (Political, social, economic and corporate governance) that were further divided 

into different factors and respondents were asked to rate each factor. On the basis of the 

overall responses of the investors and the ratings that they assign to the factors of the each 

dimension AHP determine the relative weights for each dimension of the investment 

behaviour and priorities them in terms of their level of contribution in the formation of 

behaviour of the investor 

Analysis and interpretation 

 Profile of Respondents 

The analysis was based on the data collected from respondents using questionnaire. The 

various demographic factors regarding the respondents were as follows:  

The gender ratio of respondents: Of the total respondents, 55.64 % were males and 44.36 

% were females. 
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The age group distribution of respondents: Age of respondents varied between below 18 

to above 60 years. It was aimed to include investors from all categories so that the pattern 

will get an equitable distribution. Majority of respondents were under 40-50 year age group 

(44.62%) followed by 30-40 year age group (28.21%). Investors less than 30 years of age 

group were 15.64% and above 60 years of age group were 11.53%. 

The occupational distribution of respondents: The occupational distribution of 

respondents included Private sector (33.33%), Government employed (23.08%), Self-

employed individuals (24.36%), Business (19.23%)  

The education level distribution of respondents: The majority of investors is having a 

Master’s degree (72.56%) followed by Bachelor’s Degree (27.44%). It's clear that most of the 

respondents in this study have good educational backgrounds. 

Stock monitoring behaviour of respondents: Of the total respondents, 77.18% daily 

monitor their investments in stocks and they look for short term profits from favourable price 

movements. 10.26% of the investors monitor their investment weekly and the rest 12.56% of 

the investors monitor monthly. Investors with different level of investments are observed to 

have significantly different monitoring behaviour. The investors with high amount of 

investments and those with short horizon tend to monitor their investments more frequently 

when compared to those with low amount of investments and long term investors. 

Investment objectives of respondents: By analysing the responses it could be inferred that 

36.15% of the investors objectives is to take benefit from the daily price fluctuations, 11.54% 

of the investors make their investment to earn steady income in the form of dividends, 

36.93% of the investors aim for growth objectives, while 15.35% investors have multiple 

investment objectives. 

 Analysis of factors affecting investment decision 

1. Frequency Analysis Economics factors 

Table1: Frequency Results for Economic factors 

Question S.D(1) D(2) N(3) A(4) S.A(5) Total 

Inflation rate influences my 

investment decisions 

2 

(2.56%) 

12 

(15.38%) 

15 

(19.24%) 

17 

(21.80%) 

32 

(41.03%) 

78 

(100%) 

Interest rates influence my 

investment decisions. 

4 

(5.13%) 

13 

(16.67%) 

14 

(17.95%) 

18 

(23.08%) 

29 

(37.17%) 

78 

(100%) 

The distribution of stock 

dividends influences my 

investment decisions 

3 

(3.85%) 

11 

(14.10%) 

17 

(21.79%) 

17 

(21.79%) 

30 

(38.46%) 

78 

(100%) 
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Graph 1: Frequency Diagram of economic factor 

 The frequency results of these three statements tell reveals that  investors have high level of 

impact of economic factors  as majority of investors gave rating of 4 and  above in case of 

each parameter like inflation ,interest rate and dividend. 

AHP Analysis of Economic factor 

 

Table2: Pairwise Comparison Matrix economic factor 

Feature Inflation  Interest 

rate 

Dividend 

Inflation 1.00 4.00 2.00 

Interest rate 0.25 1.00 0.50 

Dividend 0.50 2.00 1.00 

 

Table 3: Normalized Matrix for economic factors 

Feature Inflation Interest 

rate 

Dividend Average 

Inflation 0.57 0.57 0.57 0.57 

Interest rate 0.14 0.14 0.14 0.14 

Dividend 0.29 0.29 0.29 0.29 

Total 1.00 1.00 1.00 1.00 
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Table 4: Rank Matrix for economic factors 

Feature % Rank 

Inflation 57% 1 

Dividend 29% 2 

Interest rate 14% 3 

 

The Analytical Hierarchical Process determined the relative weights of each factor of the 

dimension of economic factor. In the overall dimension of economic factor the most 

prominent factor was the Inflation that result in successful investment, (approx. 57%) 

followed by Dividend with approximate weights of 29% and Interest rate with 14% . 

 

(2) Frequency Analysis of social factor  

Table 5: Frequency Results for social factor 

Question S.D(1) D(2) N(3) A(4) S.A(5) Total 

My investments decisions 

are affected by family, 

friends /co-workers 

recommendation 

22 

(28.20%) 

16 

(20.50%) 

8 

(10.27%) 

13 

(16.67%) 

19 

(24.36%) 

78 

(100%) 

My investment decisions are 

affected by individual stock 

brokers’ advice 

16 

(20.51%) 

15 

(19.24%) 

11 

(14.10%) 

15 

(19.24%) 

21 

(26.32%) 

78 

(100%) 

Rumor’s from the market 

affected my investment 

decisions 

 

16 

(20.51%) 

10 

(12.82%) 

12 

(15.39%) 

20 

(25.64%) 

20 

(25.64%) 

78 

(100%) 
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Graph 2: Frequency Diagram of social factor 

AHP Analysis of social factor 

 

Table 6: Pairwise Comparison Matrix for social factors 

Feature Family 

Recommendations 

Stock broker’s 

advice 

Market 

rumours 

Family Recommendations 1.00 0.33 0.50 

Stock broker’s advice 3.00 1.00 2.00 

Market rumours 2.00 0.50 1.00 

 

Table 7: Normalized Matrix for social factors 

Feature Family 

Recommendations 

Stock broker’s 

advice 

Market 

rumours 

Average 

Family Recommendations 0.17 0.18 0.14 0.16 

Stock broker’s advice 0.50 0.55 0.57 0.54 

Market rumour’s 0.33 0.27 0.29 0.30 

Total 1.00 1.00 1.00 1.00 

 

Table 8: Rank Matrix for social factor 
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Feature % Rank 

Stock broker’s advice 54% 1 

Market rumour’s 30% 2 

Family Recommendations 16% 3 

Interpretation: The second macro factor social factor was measured in terms of investor's 

outlook of the stock market. AHP analysis assigned the highest rank to the factor Stock 

broker’s advice (54%), followed by Market rumour’s 30%.  Only 16% of respondents are 

driven by Family Recommendations On the whole the impact of social factor among the 

investors is very low. 

(3)Frequency Analysis of political factors 

Table 9: Frequency Results for political factors 

Question S.D(1) D(2) N(3) A(4) S.A(5) Total 

The internal political events 

affect my investment decisions 

 

2 

(2.56%) 

1 

(1.28%) 

19 

(24.36%) 

21 

(26.92%) 

35 

(44.88%) 

78 

(100%) 

I pay close attention to the 

government’s suggestion 

7 

(8.97%) 

4 

(5.13%) 

13 

(16.67%) 

29 

(37.18%) 

25 

(32.05%) 

78 

(100%) 

 

 

Graph 3: Frequency Diagram of Political factors 

Analysing responses it could be inferred that 69.23% of the respondents are influenced by 

political events & government’s suggestion  
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AHP Analysis of political factors 

Table 10: Comparison Matrix for political Pairwise factors 

Feature Political 

events 

Governments 

suggestion 

Political events 1.00 2.00 

Governments suggestion 0.50 1.00 

 

Table 11: Normalized Matrix for political factors 

Feature Political 

events 

Governments 

suggestion 

Average 

Political events 0.75 0.75 0.75 

Governments 

suggestion 

0.25 0.25 0.25 

Total 1.00 1.00 1.00 

 

Table 12: Rank Matrix for political factors 

Feature % Rank 

Political events 75% 1 

Governments 

suggestion 

25% 2 

 

To measure the overall impact of political factors on investor’s two factors namely level of 

Political events and Governments suggestion were analysed. On the basis of the responses of 

the investors AHP determined Political events have the highest weights approximately 75% 

while the Governments suggestion weights 25% approx. 

 (4)Frequency Analysis of Corporate Governance, Ethical and Environmental 

Factors 

Table 13: Frequency Results for Corporate Governance, Ethical and Environmental Factors 

 

Question S.D(1) D(2) N(3) A(4) S.A(5) Total 

I prefer to invest in those 

companies that engage in 

corporate social investments 

30 

(38.46%) 

17 

(21.80%) 

8 

(10.26%) 

12 

(15.38%) 

11 

(14.10%) 

78 

(100%) 
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I prefer to invest in those 

companies that comply with 

state law and professional 

codes. 

13 

(16.67%) 

9 

(11.54%) 

5 

(6.41%) 

21 

(26.92%) 

30 

(38.46%) 

78 

(100%) 

I prefer to invest in those 

companies that comply with 

internal rules and procedures 

11 

(14.10%) 

13 

(16.67%) 

14 

(17.95%) 

21 

(26.92%) 

19 

(24.36%) 

78 

(100%) 

I consider the company’s 

environmental impact of 

product and services in my 

investment decisions 

3 

(3.85%) 

7 

(8.98%) 

13 

(16.67%) 

26 

(33.33%) 

29 

(37.18%) 

78 

(100%) 

 

 

Graph 4: Frequency Diagram for Corporate Governance, Ethical and Environmental Factors 

Interpretation: By considering the various factors collectively it could be inferred that 

Corporate Governance, Ethical and Environmental  

 

AHP Analysis of Corporate Governance, Ethical and Environmental Factors 

 

Table 14: Pairwise Comparison Matrix for Corporate Governance, Ethical and Environmental Factors 

Feature Corporate 

social 

investment 

Professional 

code of conduct 

Rules and 

regulations 

Environmental 

issues 

Corporate social 

investment 

1.00 0.25 0.33 0.33 
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Professional code of 

conduct 

4.00 1.00 3.00 2.00 

Rules and regulations  3.00 0.33 1.00 0.50 

Environmental issues 3.00 0.50 2.00 1.00 

 

Table 15: Normalized Matrix for Corporate Governance, Ethical and Environmental Factors 

Feature Corporate 

social 

investment 

Professional 

code of 

conduct 

Rules and 

regulation

s 

Environmental 

issues 

Average 

Corporate social 

investment 

0.09 0.12 0.05 0.09 0.09 

Professional code of 

conduct 

0.36 0.48 0.47 0.52 0.46 

Rules and regulations 0.27 0.16 0.16 0.13 0.18 

Environmental issues 0.27 0.24 0.32 0.26 0.27 

Total 1.00 1.00 1.00 1.00 1.00 

 

Table 16: Rank Matrix for Corporate Governance, Ethical and Environmental Factors 

Feature % Rank 

Professional code of 

conduct 

46% 1 

Environmental issues  27% 2 

Rules and regulations 18% 3 

Corporate social 

investment 

9% 4 

 

 

AHP analysis reveals that Professional code of conduct gets the highest rank among all four 

factors with weights of 46% approx. The tendency of investing in stocks with Environmental 

issues weights about 27%. While the other two factors Rules and regulations and corporate 

social investment least affected the investors.  
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(5)AHP Analysis of Determinants of Investor Behaviour 

Table 17: Pairwise Comparison Matrix of Behavioural Determinants 

Feature Economic Social  Political Corporate Governance, 

Ethical and 

Environmental Factors 

Economic 1.00 5.00 3.00 2.00 

Social 0.20 1.00 0.33 0.20 

Political 0.33 3.00 1.00 0.33 

Corporate Governance, 

Ethical and 

Environmental Factors 

0.50 5.00 3.00 1.00 

 

Table 18: Normalized Matrix of Behavioural Determinants 

Feature Economic Social Political Corporate Governance, 

Ethical and 

Environmental Factors 

Average 

Economic 0.49 0.36 0.41 0.57 0.46 

Social 0.10 0.07 0.05 0.06 0.07 

Political 0.16 0.21 0.14 0.09 0.15 

Corporate Governance, 

Ethical and 

Environmental Factors 

0.25 0.36 0.41 0.28 0.32 

Total 1.00 1.00 1.00 1.00 1.00 

 

Table 19: Rank Matrix of Behavioural Determinants 

Feature % Rank 

Economic 46% 1 

Corporate Governance, Ethical 

and Environmental Factors 

32% 2 

Political 15% 3 

Social 7% 4 
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AHP determined that Economic carries more than 46% weight, so it is the most prominent 

behavioural dimension that has greater impact in the formation of overall behaviour followed 

by Corporate Governance, Ethical and Environmental Factors with a weight of 32% and two 

dimensions Political and Social with weights 15% and 7% respectively other. 

.  

Figure 5. AHP Results of Investor Behaviour 

8. Findings 

This paper analyses investment behaviour of Retail investor in terms of four broad Macro 

dimensions viz; Economic, social, political and corporate governance, ethical and 

environmental issues that are measured in terms of different factors. The findings suggest that 

the dimension of Economic plays an important role in the determination of overall behaviour, 

followed by the role of corporate governance, ethical and environmental issues, political and 

social.In this study Economic bias is measured in terms of three factors: inflation, interest rate 

and dividend,. It's clearly found that majority of investors believe that they have affected by 

inflation largely thereafter dividend and then interest rate. When studied about the social 

factors It's found that only some investors are affected by these factors and that too affected 

by stock broker’s choice and market rumours, while very few stick to the family 

recommendation .The dimension of political factor is measured in terms of two factors: 

Political events and government’s suggestion where Political events found to have greater 

impact on investors as compared to government’s suggestion. When measured corporate 

social, environmental and ethical impact on retail investors we found Majority of investors 

seem to prefer investing in companies with sound professional code of conduct. Analysis 

showed a strong preference for companies with good environmental practices. Investors 

exhibit to invest in those shares whose companies follow the compliance issue and indulge in 

corporate social responsibility.  
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9. Conclusion 

It is evident that key behavioural factors that have been divided into two categories ,internal 

factors demographic and psychological factors and external factors(social 

,political,environmental,economic)  to have an effect  on retail investors investment decision 

making. The results obtained from the study suggest that the behaviour of individual 

investors is irrational to a greater extent. Study revealed that retail investors have been 

influences by economic factors, corporate social factors to by and large while they are not 

much affected by political and social factor. 
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