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Abstract

This study deals with the behaviour of the investor to identify the better investment avenues available
in India. The investment strategy is a plan, which is created to guide an investor to choose the most
appropriate investment portfolio that will help them to achieve their financial goals within a
particular period of time. By increasing personal wealth, investing can contribute to higher, overall
economic growth and prosperity. The process of investing helps companies where they can raise their
capital through financial markets. Specific types of investments provide other benefits for the investor,
corporate as well as the society. The Indian investors are very much aware about the concept of
portfolio allotments and risk and return of the investment. The mantra of the investment is
..Prevention is better than Cure” which is expected with more income but less risk.
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Introduction

Savings form an important part of
the economy of any nation. With the
savings invested in various options
available to the people, the money
acts as the driver for growth of the
country. Indian financial scene too
presents a plethora of avenues to the
investors. Though certainly not the
best or deepest of markets in the
world, it has reasonable options for
an ordinary man to invest his
savings.

Investment benefits both economy
and the society. It is an outgrowth of
economic development and the
maturation of modern capitalism.
For the economy as a whole,
aggregate investment sanctioned in
the current period is a major factor
in determining aggregate demand
and, hence, the level of employment.
In the long term, current investment
determines the economy’s future
productive capacity and, ultimately,
a growth in the standard of living.
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By increasing personal wealth,
investing can contribute to higher
overall economic growth and
prosperity. The process of investing
helps to create financial markets
where companies can raise capital.
This too, contributes to greater
economic growth and prosperity.
Specific types of investments
provide other benefits to society as
well.

Investor

An investor is who makes an
Investment into one or more
categories of assets-equity, debt
securities, real estate, currency,
commodity, derivatives such as put
and call options, etc. with the
objective of making a profit.

Investment

Investment refers to the concept of
deferred consumption, which
involves purchasing an asset, giving
a loan or keeping funds in a bank
account with the aim of generating
future returns. Various investment
options are available, offering,
differing risk-reward tradeoffs. An
understanding of the core concepts
and a thorough analysis of the
options can help an investor create a
portfolio that maximizes returns
while minimizing risk exposure.

Review Of Literature
A. Kartasova J (2013) aimed at
identifying the factors that frame

irrational  individual  investors’
behaviour in the Lithuanian stock
market. To analyze those factors,
author employed the methods of
literature survey, comparison of
theoretical insights, networking,
benchmarking analogy and
generalization. He conducted this
study in two stages. During the first
stage investigation on individual
investors irrationality initiated and
results show that individual
investors in Lithuanian suffered
from the majority of the biases such
as anchoring, mental accounting,
confirmation and hind sight bias,
herd behaviour, overconfidence,
overreaction and availability bias. In
second stage of study with updated
questionnaire survey conducted in a
broader way to cover more than
5000 individual investors. However
the complete response was received
from only 404 respondents. Analysis
was done using basic statistical
tools. Based on the analysis author
concluded that the individual
investors in Lithuania suffered from
all basic biases but overconfidence,
anchoring, mental accounting and
herd behaviour had greater influence
on their financial decision-making
process. He also asserted that the
influence of factors forming
irrational  individual  investors’
behaviour depends on their personal
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characteristics such as  age,
experience, gender and profession.

Choudhury A K (2013) examines
the meaning and importance of
behavioural ~ finance and its
applications in investment decisions.
This conceptual paper provides an
explanation why investor makes
irrational financial decisions. It
demonstrated how emotions and
cognitive errors influence investors
in the decision making process. The
author found that various causes that
influence  investors’  investment
decisions are Anchoring,
Overconfidence, Herd Behaviour,
over and Under-reactions and Loss
Aversion. In essence, behavioural
finance approach investigates the
behavioural patterns of investors and
tries to wunderstand how these
patterns guide investment decisions.
It provides a framework for
evaluating active investment
strategies for the investors.

Bisen V and Pandey M (2013)
Aimed at identify those
psychological factors that play an
important role in decision making
process of investors. Authors also
threw a light on how standard and
behavioural  theories  contradict
modern financial theories. Survey
method was used with questionnaire
to collect required data. The sample
size used for the study was 195

respondents. The hypothesis was
designed and tested wusing Chi-
square analysis. They found thatloss
aversion is greater sensitivity to
losses to gains and they found that
the  difference in  investor’s
behaviour when stock is losing in
the market and when it is gaining.
Through hypothesis analysis authors
concluded that there is difference in
the perception of investors as they
rely on newly arrived information
and adjust their decision according
to that available information to
them.

Kabra, Mishra and Dash (2010)
Aimed at gaining knowledge about
key factors that influence investment
behaviour and how these factors
Impact investors’ risk-tolerance and
decision making process among men
and women at different age groups.
This study followed survey research
methodology. Primary data was
collected through questionnaire
administration. The data were
analyzed using standard techniques
like factor analysis, regression
analysis and other basic statistical
tools. The sample used for the study
was  regular  investors.  The
perceptions of the investors were
analysed  through SPSS and
concluded that, though investors are
in new information age, are mature
enough and groomed adequately,
they prefer investments according to
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their risk preferences and they were
found to be in trap of cognitive
illusions, such as overconfidence
and narrow framing. They consider
multiple factors and seek diversified
information before taking decisions.
Finally, it has been proved that
investors age and  gender
predominantly decides the risk-
taking capacity of investors.

Chandra, A., (2008) attempted to
explore the impact of behavioural
factors and investors’ psychology on
their investment decision making
and to examine the relationship
between investors attitude towards
risk and behavioural decision
making process. Author used
literature survey to study the
behavioural decision making and
investors”  psychology. In this
descriptive  study author used
secondary data related to
investments, finance and economics.
The results show that unlike the
classical finance theory, individual
investors often do not make rational
decisions. Further results reveal that
the investor decision making
influenced by behavioural factors
such as greed and fear, cognitive
dissonance,  heuristics,  mental
accounting and anchoring.

Kahneman D and Tversky A
(1979) Proposed an expected utility

theory as a descriptive model of
decision making under risk and
paves for development of an
alternative model called prospect
theory. However, this study proves
that expected utility theory is not an
adequate descriptive model and they
propose an alternative account of
choice under risk. Decision making
risk viewed as a choice between
prospects or gambles in contrast that
brings  outcome  with  some
probability in comparison that are
obtained with certainty this tendency
called as the certainty effect. This
effect contribute to risk aversion in
choices involving sure gains and to
risk seeking in choices involving
sure losses. In this study authors
developed an alternative theory OD
choice in which value is assigned to
gains and losses rather than to final
assets and probabilities are replaced
by decision weights. Value function
Is normally concave for gains and
convex for losses and steeper in
general for losses than gains. This
analysis of risky options has
developed two themes/  first,
concerns editing operation that
determine  hoe  prospect are
perceived and second theme
involves the judgmental principles
that govern the evaluation of gains
and losses and weighting of
uncertain outcomes.
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Investment Objectives

The main investment objectives are
Increasing the rate and reducing the
risk. Other objectives like safety,
liquidity and hedge against inflation
can be considered as subsidiary
objectives.

Return

Investors always expect a good rate
of return from their investments.
Rate of return could be defined as
the total income the investor
receives during the holding period
stated as a percentage of the
purchasing price at the beginning of
the holding period.

_End period value —Dividend

Return =

Beginning period value

100
Risk
Risk of holding securities is related
with the probability of actual return
becoming less than the expected
return. The word risk is synonymous
with the phrase variability of return.
Liquidity
Marketability of the investment
provides liquidity to the investment.
The liquidity depends upon the
marketing and trading facility.

Hedge Against Inflation

Since there is inflation in almost all
the economy, the rate of return
should ensure a cover against the
inflation. The return rate should be
higher than the rate of inflation;

otherwise the investor will have loss
in real terms. Growth stocks would
appreciate in their values overtime
and provide a protection against
inflation. The return thus earned
should assure the safety of the
principal amount, regular flow of
income and be a hedge against
inflation.

Various Investment opportunities
available in India

Safe/Low Risk Opportunities:

e Savings Account

e Bank Fixed Deposits

e Public Provided Fund

e National Savings Certificate

e Post Office Savings

e Government Securities
Moderate Risk Opportunities:
Mutual Funds

Life Insurance

Debentures

e Bonds

High Risk Opportunities:
e Equity Share Market

e Commodity Market

e Forex Market
Traditional Opportunities:
e Real Estate

e Gold/Silver

Description on Various Investment
Opportunities

Savings Account
As the name signifies that the
account is perfect for parking
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transitory savings. These accounts
are general deposit accounts for
individuals and provide cheque
facility with lot of flexibility for
deposits and withdrawal of funds.
Many banks have instructions for
the maximum number of
withdrawals in a period and the
maximum amount of withdrawal,
but no bank imposes. Due to some
condition the bank tries to control
with these rules and instructions, if it
is felt that the account is being
misused as a current account. At the
moment Indian banks are offering 4-
7% p.a. interest rate on such
deposits.

This account gives privilege to the
customer to withdraw money as and
when the need arises. The rate of
interest is much less than fixed
deposits such accounts should be
treated as a transitory parking extent.
One’s savings accumulated in
account can be shifted to fixed
deposit if the customer doesn’t
require that amount for a definite
period of time.

Fixed Deposits/Term Deposits

The term “fixed” in fixed deposits
signifies the period of maturity or
tenor. Fixed deposit is a pre-plan
length of time for which the
depositor decides to save the money
with the bank and the rate of interest
iIs payable to the depositor at

maturity. Rate of interest differs
from bank to bank and plan to plan.
Generally, the rate is utmost for
deposits for 3-5 years. Deposits can
be redeemed before the maturity
period; however, the amount of
interest of the depositor goes down.
Therefore, the depositors are
supposed to continue such fixed
deposits for the duration of time for
which they have decided to keep the
money with the bank.

Public Provident Fund (PPF)

PPF is a 30-year-old constitutional
plan of the Central Government
happening with the objective of old
age profits, security to the
unrecognized division of workers
and self-employed persons.
Currently, there are nearly 30 lakhs
PPF account holders in India
crossways banks and post offices.

National Certificate
(NSC)

National Savings Certificate (NSC)
is a long term instrument for
investment on fixed interest. NSC is
backed by the Government of India,
hence they are a practically risk free
opportunity of investment. They can
be bought from authorized post
offices. NSC’s have a maturity of 5
years. They offer 8.4% interest rate.
NSC’s are exempted under Section

80C Of the Income Tax Act. Even

Savings
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the interest earned exempted, under
Sec 80C.

Post Office Savings

There are numerous investment
schemes offered by post offices, like
KVP (Kisan Vikas Patra), MIS
(monthly Income Scheme) and many
others. All schemes are entirely risk-
free, and with small amount one can
start investing. Some schemes
offered are Tax-saving benefits and
the investor can select the scheme as
per their requirements.

Government Securities (G-Sec’s)
Government securities (G-sec’s) are
supreme securities which are issued
by the Reserve Bank of India on
behalf of government of India in lieu
of the Central government’s market
borrowing program.

The term Government Securities
includes:

e Central Government Securities

e State Government Securities

e Treasury bills

The GOI borrows funds to finance
its ‘fiscal deficit’. The market
borrowing of the central government
Is increased through the issue of
dated securities and 364 days
treasury bills either by auction or by
flotation of loans. The GOI can issue
treasury bills of 91 days for
managing the temporary cash
mismatches.

Mutual Funds

An investment firm may be a
professionally-managed  firm  of
collective investments that pools
cash from several investors and
invests it in stocks, bonds, short
term securities, industry instruments,
and/or different securities. In a
mutual fund, the fund manager
(portfolio manager), trades the
fund’s underlying securities,
realizing capital gains or losses, and
collects the dividend or interest
financial gain. The value of a share
of the investment firm, NAV is
calculated daily.

Life Insurance

Life insurance may be a contract
between the policy owner and
insurance firm, and the insurance
firm agrees to pay quantity of cash
upon the unfortunate incident
happen to the insured individual or
individual’s death or other event,
like terminal illness. In return, the
policy owner agrees to pay a
premium at regular intervals or in
bulge total. Like other insurance
policies, life insurance is also a
contract between the insurer and the
policy owner whereby a benefit is
paid to the nominated beneficiaries
If an insured event occurs which is
covered by the policy.
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Bonds & Debentures

Bonds & debentures, these 2 words
are often used interchangeably. In
Indian markets, we tend to use the
word bonds to point debt securities
issued by government, semi-
government bodies and public sector
money establishments and
corporations. We use the word
debenture which is referred to the
securities issued by private sector
companies.

Bonds — Debt securities issued by
govt. or public sector companies
Debentures — Debt securities issued
by non-public sector corporations
When you purchase a bond, you're
loaning cash to a government,
municipality, corporation, or public
entity referred to as the
establishment.  The institution
guarantees to pay a rate of interest
throughout the lifetime of the bond,
in return for the loan. They
additionally guarantees to repay the
face worth of the bond (the
principal) once it “mature”.
Following are allowed to issue
bonds

* Government

* Municipalities

e Variety of institutions

* Corporations

Debentures

A debenture is unsecured certificate
of loan showing the figures that the

company is responsible to pay a
definite amount with interest (fixed
on the basis of interest rates) and
therefore the principal quantity
whenever the debenture matures.

Stock Market

Stock market is the collection of
buyers and sellers of stocks also
called shares, which represent
ownership claims on businesses.
Stock market trading consists of buy
and sell of equity in cash and
derivatives markets. The trading of
equity usually takes place in a stock
exchange to those companies which
are listed. This trading market
provides with substantial earnings
potential and is one amongst the
foremost  standard  investment
choices.

Stock market business happens at
physical securities market, where
buyers and sellers of company meet
and agree on the share price at
which the transactions would
materialize.

Commodity Trading

The term “commodities” and
“futures” are often used to depict
commodity trading or future trading.
Commodities are actually in
physical merchandises like gold,
crude oil, corn, soybeans etc.
Futures are contracts of commaodities
that are listed at a commodities
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exchange like MCX. Apart from
numerous regional exchanges, India
has three national commodities
exchange namely, Multi Commodity
Exchange (MCX), National
Commodity Exchange (NCDEX)
and National Multi-Commaodity
Exchange (NMCE). Forward
Markets Commission (FMC) is the
regulatory body of commodity
market.

It is one of a few investment areas
where an investor, with a limited
capital can create extraordinary
profits in a comparatively short
period of time. Many people have
become very rich by investing in
commodity trading but it has a bad
name as being too risky for the
average individual. Unlike other
types of investments, such as stocks
and bonds, when you trade futures,
you do not really buy anything or
own anything, investors are
speculating on the future of price in
the commodity for trading.

Forex Market

Forex trading is an immediate trade
of one currency along with other.
Currencies are traded through an
agent or dealer and are traded in
pairs. For example Euro (EUR), US
dollar (USD), British pound (GBP)
or Japanese Yen (JPY). In trading no
physical transaction occur.

Real Estate

Investments in Indian real estate
have been strongly taking over
alternative options for domestic as
well as foreign investors.

The boom by the Federation of
Indian Chambers of Commerce and
Industry (FICCI) and Ernst &
Young has predicted that Indian real
estate industry is poised to emerge
as one of the foremost preferred
investment destinations for global
realty, and investment, by firms in
the next few years. The potential of
India’s property market has a
revolutionizing impact on the whole
economy in India as it transforms
the skyline of the Indian cities

mobilizing investment segments
ranging from commercial,
residential, retail, industrial,
hospitality, healthcare etc. but

maximum progress is accredited to
its growth from the booming IT
sector, since an estimated 70 per
cent of the new construction is for
the IT sector.

Investment In Gold

Gold possesses a lot of emotional
Importance than monetary value in
India and is the largest consumer of
gold in the world. In western
countries, it was found that most of
their gold is in their central banks
but in India there are tendency to use
gold mainly as jewels. Take the gold
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In a business sense, it is clearly
understood that gold is one of the
all-time best investment tool.

India has the highest demand for
gold in the world, and more than
90% of this gold is acquired in the

skewed rural income distribution is
another factors contributing to
additional demand for gold.

Gold, as an investment tool
continually provides good returns,
flexibility, safety and liquidity to the

investors. Therefore, allocate a
portion of your portfolio for gold
investments also and practice the
habit of buying at least one gram of
gold quarterly, half yearly or yearly.

form of jewelry. The increase within
the irrigation, technological change
in agriculture (through
mechanization and high yielding
varieties), have generated large
marketable surplus and a highly
Analysis and Interpretation

Investment preference among varies age groups:

Table 1 (In years)

Investment Opportunities <20 20-30 31-40 41-60 >60
Equity/Mutual Funds 25 24 27 28 15
Bank & Corporate FD’s 18 18 17 16 20
Insurance 20 24 22 21 14

Gold 9 15 15 12 17

Real Estate 10 12 14 18 13

PPF 3 5 7 7 8

Other 2 4 2 4 4

Figure |
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opportunity is insurance. But the age

Interpretation:

From the above Table | and Figure |
we can conclude that, all the age
groups are giving more preference
on investing in equity, except those

group which is more than sixty years
gives more preference to invest in
bank/ corporate FD’s and Gold.

) Investment references  amon
more than sixty years. And the . P g
) various income levels:
second more preferable investment
Table 11 (In lacs)
Investment Opportunities <1 1-3 3-5 5-10 >10
Equity/Mutual Funds 16 19 25 27 29
Bank & Corporate FD’s 29 24 21 18 14
Insurance 11 15 19 20 22
Gold 3 4 5 8 9
Real Estate 1 3 5 9 12
PPF 1 4 7 9 6
Other 16 14 8 10 4
Figure Il
35
30
25
20
-l o [
3 I II e | — II _aliln I Il
> Q> < <
@&'\)/b Q;b&% \){boce > <</‘:)<§® QQ O)&e
*\ NN é?}
> &
%Q?
m<l m1-3 3-5 m5-10 m>10
Interpretation: preferred to take more risk in

The above Table Il and Figure I
reveals that higher income levels are
giving more preference to invest in
equity whereas lower incomes levels
are giving more preference to invest
in bank deposits. It implies that the
higher income level groups are

investment rather than lower income
level.

Conclusion

The individual investors still prefer
to invest in financial product which
give risk free returns. Large numbers
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of portfolio is not good for healthy
investment. The Indian investors are
very much aware about the concept
of portfolio allotments and risk and
return of the investment. In India,
purchase of gold and land are the
two most ideal form of investment.
Its carry good return and
appreciation. This confirms that that
Indian investors even if they are
high income, well educated,
salaried, independent are
conservative investors prefer to play
safe. The investment product
designers can design product which
can cater to the investors who are
low risk tolerant. Women are the
deciding factor of the family. They
followed the mantras Prevention is
better than Cure”. They expect more
income but less risk.
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