International Journal of Science and Research (IJSR)
ISSN: 2319-7064
Impact Factor 2024: 7.101

A Study on the Influence of Financial Factors on
Investment Decisions of Retail Investors in the
Stock Market

Aditi Khare

Assistant Professor, Sanjeev Agrawal Global Educational University Bhopal.

Abstract: The financial market in India has witnessed significant growth, with increasing participation from retail investors. This
research aims to examine how various Financial Factors influence the investment decisions of these investors. Key financial indicators
such as interest rates, inflation, stock prices, risk perception, return on investment (ROI), and liquidity are studied to determine their
impact. The study uses primary data collected through structured questionnaires and secondary data from financial reports. The analysis
reveals that ROI, risk, and stock market performance are the most influential financial factors in shaping investment behavior.
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1. Introduction

This paper examines the factors that shape investment
decisions, providing a comprehensive review of existing
literature on investor behavior. Central to the review are the
influences of financial goals, risk tolerance, and market
knowledge on individual investment choices. While
traditional finance theory posits rational decision-making,
this paper highlights the role of emotions, biases, and
heuristics in shaping investment decisions, drawing on
insights from behavioral finance research. Additional factors,
such as return on investment, financial literacy, social
influences, and market conditions, are also found to impact
investment behavior. Investment decisions are crucial for
financial planning and wealth creation. In the Indian context,
retail investors are increasingly becoming key participants in
the stock market. Financial factors—those related to the
economic environment and financial conditions—play a
decisive role in shaping these decisions.

2. Objectives of the Study

1) To identify the financial factors that influence retail
investors.

2) To evaluate the impact of these factors on long-term and
short-term investment decisions.

3) To understand the relationship between perceived
financial risk and investor behavior.

3. Literature Review

Previous studies (e. g., Barberis et al., 2001; Pompian, 2006)
highlight the relevance of financial awareness, interest rates,
inflation, and market trends in investment behavior. Indian
studies (e. g., Sultana & Pardhasaradhi, 2012) point out that
return expectations and financial knowledge significantly
impact investor decision-making.

An additional element that Khanam (2017) investigated was
the influence of demographic parameters such as age and
level of education. He also examined the influence of
occupation, trading experience, and the level of investor

income. As a result of the influence of several psychological
factors on the investment decision-making process,
behavioral finance researchers argue that investors tend to
behave irrationally during the investment decision-making
process (Kiyilar & Acar, 2013; Lopez-Gutiérrez et al., 2015;
Chen et al., 1995)

4. Research Methodology

e  Research Type: Descriptive and analytical

« Sample Size: 200 retail investors across major cities in
India

e Sampling Method: Stratified random sampling

e Data Collection: Structured questionnaire and financial
databases

e Analysis Tool: SPSS and MS Excel.

5. Financial Factors Considered

1) Return on Investment (ROI): Expected gains are a prime
motivator, ROI is a performance measure used to
evaluate the efficiency or profitability of an investment.
It calculates the percentage of return relative to the cost
of the investment.

2) Risk Perception: Higher perceived risk deters
investment, Risk Perception refers to an investor’s
subjective judgment about the likelihood of losing money
in an investment and the degree of uncertainty associated
with potential returns.

3) Itis not always aligned with actual risk, but is influenced
by personal experiences, emotions, financial knowledge,
and media exposure.

4) Liquidity: Investments with quick withdrawal options are
preferred.

5) Inflation: Affects real value of returns, The cost of
borrowing money, typically set by central banks like the
RBI or Federal Reserve.

Impact:

« 3 Higher rates — borrowing becomes expensive —
reduced spending/investment — stock market may
decline.
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o B2 Lower rates — cheaper loans — increased
consumption/investment — stock market may rise.

6) Interest Rates: Impact attractiveness of fixed vs. equity-
based instruments.

7) Tax Benefits: Influence preference for tax-saving
instruments.

8) Market Conditions: Bullish or bearish trends shape
investment timing.

9) Gross Domestic Product (GDP): The Gross Domestic
Product (GDP) of an economy measures the value of all
goods and services produced or consumed in that
economy. There is a strong correlation between stock
markets and GDP.

10) Inflation- It is generally accepted that there is a negative
correlation between inflation and stock markets. High
inflation erodes the purchasing power of households and
typically leads to a decrease in overall demand. In such
cases, the demand for goods and services that are not
essential for basic consumption decreases first.

11) Unemployment Rate: Definition: Percentage of the labor
force that is jobless and actively seeking work.

6. Data Analysis and Findings

e ROI was ranked as the most influential factor (Mean
score: 4.5/5)

e Risk was the second most cited concern (Mean score:
4.2/5)

e Liquidity and Market Trends also had significant
impacts.

e Inflation and Interest Rates influenced more conservative
investors.

e Gender, income level, and education showed correlation
with sensitivity to financial factors.

7. Discussion

The findings suggest that financial literacy is crucial.
Investors with better understanding of risk-return trade-offs
and inflation-adjusted returns made more rational choices.
Risk-averse individuals prefer fixed-income assets, while
risk-takers opt for equities and mutual funds.

8. Conclusion

Financial factors significantly influence the investment
decisions of retail investors in India. ROI, risk, and liquidity
emerge as top priorities. The study recommends promoting
financial literacy and transparent market regulations to
support informed decision-making.

9. Recommendations

1) Enhance financial literacy through workshops and
awareness programs.

2) Develop tools to help investors assess risk and return
easily.

3) Improve transparency in stock market operations.

4) Offer more diversified investment options with varying
liquidity and risk levels.
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