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Understanding the financial personality aids in comprehending the rationale behind an 

individual’s decision making related to investment, how that individual is going to react to the 

uncertainties involved in investing and as to how that individual can offset the irrational 

components of investment decisions while still gratifying the individual inclinations.  The 

options for investments are enormous and they have different options of risk-return trade-

off. Investment can take the form of debt securities, mutual funds, stocks, life insurances, 

derivatives, commodities and real estate. Each investor wishes to select the best available 

options so as to maximize his returns. The average Indian investor, in the recent years, has 

endured a sluggish economy, faced abrupt market declines driven by declining revenues, 

shocking reports of scandals and changes in the global economy. The performance of stock 

markets is not only the outcome of intelligible characteristics, but can also be attributed to 

the influence of personality and psychological characteristics which are still perplexing the 

analysts. Investors who understand and control their emotions and incorporate them into an 

investment strategy tend to feel more confident about their investment choices and are more 

inclined to stick to their investment plans and achieve their financial goals. 

Against this background, the present study tries to ascertain the influence of personality on 

investment decisions among the sample of 113 Respondents from major cities of India.   

Each respondent’s Risk Taking score as well as his total Investment score was correlated 

against each other to determine their relationship.  We found a strong relationship between 

Risk and Investment and through regression we found that risk taking personality predicts 

the investment behaviour.  The study concludes that Risk taking personality has strong 

affinity in the Investment decision. 
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1. Introduction 

Investment is utilization of funds with the objective of 

getting returns on it. In general terms, investment is the tactic 

to make money by using money thereby maximizing returns. In 

an economic perspective, investment can be defined as the 

notion of deferred consumption that involves the purchase of 

an asset, keeping funds in banks, giving a loan or with the 

objective of creating future returns. Different investment 

avenues for investors are accessible, offering various risk-

reward trade-offs. An understanding of different core concepts 

along with an exhaustive analysis of a basket of options can 

aid an investor in creating a portfolio that yields maximum 

returns while minimizing the risks associated with it. Various 

investment opportunities are now accessible in India. The 

investor himself can choose the best option after an analysis of 

each option. Even regulating bodies, newspaper articles on 

financial aspects and investment journals create awareness 

and offer guidance on how to select the best possible options.  
 

Some of the common and popular investment avenues are 

Investment in shares and debentures,Postal Savings 

Schemes, Provident Fund and other Tax protected savings 

schemes like national saving certificates, national saving 

schemes and tax saving plans of ICICI, LIC, Infrastructure 

bonds, mutual funds, deposits, life insurance investment, 

investment in gold, real estates and in bonds of government 

and semi-government organizations.  

i) Personality  

Personality may be defined as the manner in which an 

individual interacts, responds and behaves with other 

individuals and is often displayed through measureable 

traits (Robbins, 2009). It is outward manifestation of one’s 

mental inclinations and predispositions (Myers, McCaulley, 

Quenk, & Hammer, 1998).  It is a set of systematized 

characteristics which individuals have and which have an 

influence on their motivations, cognitions and behaviors in 

different situations (Ryckman 2012).  
 

Personality traits influence an individual’s decision-

making behaviour even in the uncertain circumstances. It 

has major influences in our risky choice behaviour in major 

domains of person’s life such as social, ethical, gambling and 

recreational (Soane et al., 2010). Personality traits also 

have some influence on an individual’s risk-tolerance 

behaviour, which, in turn, impacts investment decisions 

about securities, bonds and stocks. Investment advisors 

should contemplate personal characteristics and 

individual risk tolerance, among other issues, when 

advising private investors on investment decisions (Pak and 

Mahmood, 2015).  

 

ii) Risk taking  

Risk can be defined as the likelihood or probability of 

occurrence of losses compared to the expected yield on any 
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specific investment. In simple words, it is the extent of the 

uncertainty of attaining the returns as per the anticipations of 

the investor. It is the level of unexpected outcomes to be 

realized. The work population as a whole differs in risk 

propensity (Maner, Richey, Cromer, Mallott, Lejuez, Joiner and 

Schmidt, 2007). Risk taking involves the implementation of 

options that could lead to negative consequences. It includes 

wide range of behaviours from as simple as raising a hand in 

the class to answer a question to complex investment 

behaviour (Byrnes, Miller and Schafer, 1999). Some other 

forms of risky behaviour include dangerous driving, substance 

abuse, delinquency and promiscuous sex which co-occur 

within individuals (Mishra &Lalumière, 2009).  Investment 

deicsions can also be classified as high (stock markets), 

moderate (mutual fund) and low risk taking (Grinblatt, M., 

Titman, S., &Wermers, 1995 and Shapira&Venezia, 2001). For 

the purpose of the study, we have taken the ‘Risk Taking’ 

personality trait. Based on the score, we can classify High, 

Moderate and Low Risk Taking personalities.  

 

2. Literature Review             

According to some studies, there is a significant 

relationship between perceived managerial capability and 

risk-taking behaviour (Nkundabanyanga, Opiso, Balunywa, 

and Nkote, 2015). Most successful managers are 

considered to have alacrity to take risks (MacCrimmon and 

Wehrung 1986). Experimental studies among the working 

managers found that high risk-taking managers generally 

made quick decisions with less information compared to the 

low risk taking managers while their respective decision 

accuracy or quality was the same for both group of managers. 

Managers in bigger organizations are more inclined to take 

risks as compared to entrepreneurs (Miner and Raju, (2004); 

Stewart Jr, and Roth, (2001)).  

 

There are studies which deliberate that personality 

traits do have impact on an individual’s risk-tolerance 

behaviour, which play a major role in influencing investment 

decisions related to stocks, securities and bonds. Hence, 

investment advisors should take into consideration the 

personal characteristics as well as individual risk tolerance 

when giving investment guidance to private investors (Pak 

and Mahmood, 2015).  

 

Among different personality models, the most 

commonly used taxonomy in research is the Big Five model  

and it consists of five personality traits i.e., extraversion, 

agreeableness, conscientiousness, openness to 

experiences and emotional stability or neuroticism. 

Extroverted people are friendly, sociable, warm and are not 

bound by rationality or principles. They are outgoing, 

hopeful about life and different events, more disposed to be 

steered by external physical stimulators and subsequently, 

take risks more impetuously than do introverts. They may 

look up to financial advisors, but, eventually, take positive 

or progressive decisions. Positive attitudes about life and 

different events could increase the overestimation of the 

market and undermine the impact of possible risks. On the 

other side, negative attitudes and constricted attention 

cause overstating the impact of risks which can lead to 

losses in profitable investment opportunities. The 

individuals, who are low in agreeableness become 

sceptical and curious habitually, seek more information 

than extremely agreeable individuals and eventually take 

calculative risks resulting in calculative decisions. 

Conscientious individuals are strong-minded, well-

organized, dependable, tenacious and punctual and hence 

are not prone to take higher risks impulsively. Individuals 

who have high score on openness to experience are 

creative, adaptive, more curious and non-traditional and, 

usually, tend to conduct new experiments and take higher 

risks. Neuroticism is associated with a lack of effective 

cognitive skills, weak analytical abilities and poor critical 

thinking and conceptual understanding. It tends to freeze 

higher-order cognitive functioning and makes people feel 

anxious and scared of failure. Because risk-taking behavior 

is linked to neurological impairments, individuals with low 

neuroticism sense greater anxiety when taking risky 

decisions. From a comparative perspective, some studies 

have revealed that extraversion and openness have a 

significant positive impact on the choice of making risky 

investments, as opposed to neuroticism, agreeableness 

and conscientiousness. Extraverted individuals are 

sociable, lack deep analysis, focus on external events and 

information and have a sense of humour. An investor with a 

dominant extraversion trait may overestimate the gain and 

underestimate the loss, owing to his optimistic character. 

Agreeable individuals are usually cooperative, reliable, 

modest and respect others’ opinion and advice. An investor 

with a dominant agreeableness trait is more likely to rely on 

an analyst’s opinion and finds it difficult to make his/her 

own investment decision. Conscientious individuals have a 

certain degree of confidence and are careful, analytical, 

methodological and self-disciplined and tend to have clear 

investment goals. Neuroticism is related to emotional 

instability, depression and self-centeredness. Highly 

neurotic individuals tend to overestimate the risk when the 

market crashes and may underestimate gain when the 

market is favourable. Investors with high openness to 

experiences show a strong penchant for sensation, new 

things and complexity. He/she easily accepts novel market 

information and has a tendency to frequently modify 

investment portfolios with fluctuations in market situations 

(Pak and Mahmood, 2015; John and Srivastava, 1999)  

 

Locus of control (LOC) is the personality trait that 

measures the degree to which an individual believes that their 

actions can affect their outcomes. It very much influences a 

variety of decisions people make in their lives including 

vocational and career decisions (Maddux, 1995). LOC 

influences education decision and also suggested that it 

operates through the expectation of teenagers regarding yields 

in Human Capital Investment (Margo Coleman & Thomas De 

Leire, 2003). Apart from that personality type dimensions of 

MBTI and an individual investor risk tolerance were also 

examined. Personality type explains individuals’ risk tolerance 

(Greg Filbeck, Philip Horvath and Patty Hatfield, 2009).  

 

The search for the relation of personality also extends in 

the social investment apart from the financial investment. 

Social investment is defined as investment in and commitment 

to adult social roles (work, family, religion and volunteerism). 
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The amount of investment in social roles through these 

domains is related positively to conscientiousness, 

agreeableness, emotional stability and low psychoticism (Lodi-

Smith & Brent, 2007).  

 

Nabeshima and Seay (2015) examined the association of 

personality traits and net worth. It was found that the 

personality traits conscientiousness and extroversion had 

positive association with net worth, whereas the agreeableness 

trait had negative association with net worth.  

 

Behavioural Financeattempts to combine individual 

personality traits with that of finance and investment decisions. 

This helps in providing a rational explanation for people making 

financial decisions and their justification for the same. 

Understanding the financial personality is extremely important. 

It helps us to understand how an individual takes decisions, 

how he/she is likely to respond to the uncertainties involved in 

investing and how that individual can counter the irrational 

components of investment decisions while still gratifying the 

individual preferences. Investment decisions are based not 

only on financial considerations but also on personality and 

psychological characteristics which is still intriguing the 

analysts. Against this backdrop, this study seeks to figure out 

the influence of personality traits on investment decisions.  

 

While Big five, MBTI, and Locus of Control have been 

studied in relation to the risk taking, ‘risk taking’ has not been 

studied separately as a personality variable.  The individuals’ 

propensity to risk is a personality variable (Miner & Raju, 

(2004); Stewart Jr & Roth, (2001); Maner, Richey, Cromer, 

Mallott, Lejuez, Joiner & Schmidt, (2007)). Regarding the 

dependent variable (investment decisions), we have asked 

where they have made their investment. Most of the studies 

has been done as experimental or simulation. Some of the 

studies asked their interest or willingness to invest. In this 

study, we try to relate the investors of various types (those 

invested in share markets, mutual fund and insurance) and 

their risk taking propensity.  

 

3. Objectives of the Study  

The objective of this study is to find whether personality 

traits (risk taking) have any impact on financial investment 

decisions.  We have taken risk taking personality type as a 

variable for the purpose of this study. We also test different 

demographic variables and its relationship with the financial 

investment decisions.  

 

4. Research Methodology  

The study has been conducted using primary data. Data 

was collected from 113 respondents on the basis of 

convenience sampling. The respondents comprised of 

investors from Bhubaneswar, Chennai, Hyderabad and 

Bangalore. The data has been collected by developing a 

standardised questionnaire and the questionnaire was tested 

for both reliability and validity. The questionnaire comprised of 

two sections measuring a respondents’ risk taking personality 

and his choice of investments. The questionnaire was divided 

into two main segments. The first dealt with an individual’s 

capacity to take risk while the second contained his preference 

and choice of investments amongst three options.  

The risk taking questionnaire consisted of a total of fifteen 

items with Likert five-point scale.  Regarding the choice of 

investments, there were three investment avenues for the 

respondents to choose and mark their preference. They were: 

Stock Market (Equity shares & preference shares), Mutual 

Fund (equity, debt & hybrid) and Life Insurance (Money Back 

Policy, Retirement Plan, ULIP etc). This study uses statistical 

tools of correlation and regression test to analyse the data.  

 

5. Hypothesis  

There are controversial findings related to age and 

financial risk tolerance. Most studies indicate that risk 

tolerance increases with age. However, other researchers 

report that younger respondents are more risk tolerant as 

compared to older respondents. An individual’s investment 

decision process is based on a complex combination of 

demographics (i.e. age, gender, income and level of 

education), personal characteristics (personality traits, 

values, emotions, risk tolerance, etc.) and markets such as 

transaction costs, expected risk, rate of return, market 

environment, etc. (Pak and Mahmood, 2015).  

 

Apart from the personal factors, external factors 

(economic environment) also influence the person’s willingness 

to invest. In a pessimistic environment the desire to save was 

the strongest, whereas in an optimistic environment, larger 

sums of money were invested (Xiao, Zhenyu , Wang, 

Dengfeng and Liu, Yang (2009).  

 

Age, Gender, Occupation and Risk 

Majority of the readings consistently report that men 

are more risk tolerant as compared to women. One 

explanation of this gender difference is related to the role 

of a woman as a mother because she prefers a lesser 

amount, but stable income which may be lesser vis a vis 

taking a risk of investing money which may yield larger 

amount of uncertain income.  Some studies also found that 

women estimate the likelihood of profits and losses 

differently from men, and they ascribe more importance to 

losses than men do. Gender role in risk perception varies 

across different cultures (Maxfield and Shapiro, 

2010) and it has been reported that the higher level of risk 

aversion is negatively associated with trading frequency. 

As the trading activity of women is much lower than that of 

men, it is an indicator that men are more risk tolerant as 

compared to women.  

 

Age can be another deciding factor to measure risk taking 

ability. The younger are likely to be more adventurous in their 

financial investment decision making than the older people. 

The generational values also matter. The values of millennials 

are different from the values of the baby boomers. Hence we 

hypothesize that:  

 

H1: There is significant relationship between Age and 

Propensity for Risk. 

 

Generally, women are considered to be low risk takers 

when compared to males (Melainie Powell & David Ansic, 

1997). But studies found that gender gap is getting reduced 
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between the successive age ranges (Byrnes, Miller & Schafer, 

1999).  

 

A relationship between gender and risk taking does exist 

as suggested by different studies. In a sociological study, Fisk 

(2016) provides justification for differences in risk-taking 

behaviour based on gender while discussing about how 

gender differences in behaviour may contribute to women 

occupying less number of positions at the top of 

hierarchies. Generally, women may choose to take lesser 

risks, as risk-taking is not so much rewarding for them.  

 

Moreover, such gender stereotypes are the reasons 

why institutional gatekeepers give women lesser 

opportunities to take risks. Large rewards are attached to 

successful risk-taking behaviour. Thus, if men take more 

risks than women and since they attempt more risks, there 

are better chances of them experiencing successful risks. 

This may be the reason why more men will experience 

upward mobility caused by risk-taking than women.  

 

But at the same time, gender differences disappear in 

taking risk in the presence of task complexity. As the task 

complexity increases, the alterations between male and 

female decisions, present in simple tasks, diminishes as 

the tasks get more complex (Dunegan, and Duchon, 1989). 

Males are generally more risk taking than females when it 

comes to financial decisions (Melainie Powell & David Ansic, 

1997)  

 

Zeffane, R. (2015) studied the gender differences 

among actual and nascent entrepreneurs from the 

perspective of the United Arab Emirates (UAE). Females 

were not very inclined to become entrepreneurs as they 

were less likely to take risk.IvanovaYordanova and 

IvanovaAlexandrova-Boshnakova, (2011) observed that 

although male and female entrepreneurs have akin risk 

perceptions, male entrepreneurs are likely to have a higher 

risk propensity than female entrepreneurs. Thus risk 

propensity completely mediates the influence of gender 

role on risk behaviour. Hence we hypothesize that: 

 

H2: There is significant relationship between Gender and 

Risk Propensity.  

 

Occupation may also influence the risk propensity 

because people with high income levels generally tend to 

invest more. Hence we hypothesize that:  

 

H3: There is significant relationship between Occupation 

and Propensity for Risk.  

 

Our financial and investment decisions are not through 

some random process but are largely influenced by our unique 

personality traits. The reviewed studies also suggest that 

personality do have an influence in the investment decisions 

(Pak and Mahmood, 2015). It significantly influences our 

vocational and career decisions (Maddux, 1995), Human 

Capital Investment (Margo Coleman & Thomas DeLeire, 

2003), individuals risk tolerance (Filbeck, Hatfield, and 

Horvath, 2009) and also in social investment such as work, 

family, religion and volunteerism(Lodi-Smith & Brent, 2007).  

Stock market is considered as high risk, mutual fund is 

considered as medium risk and Life Insurance is considered as 

low risk as there is no risk of losing any money. It is expected 

that high risk takers tend to invest in stock market more than 

the medium or low risk takers. Hence we hypothesize that:  

 

H4: There is no significant relationship amongst 

Personality Traits and investment decisions.  

 

6. Results 

i) Age and Risk Propensity  

We proposed that there is significant relationship between 

Age and Propensity for Risk. Taking a 5% level of significance, 

the p value is 0.31 which is not significant. Hence we cannot 

reject the hypothesis thatthere is significant relationship 

between Age and Propensity for Riskandaccept that the 

relationship between Age and Risk Taking is not significant. No 

matter what age a person is, it won’t affect his propensity to 

take risk. 

 

ii) Gender and Risk Propensity  

Relating the gender, we proposed that there is significant 

relationship between Gender and Propensity for Risk. Taking a 

5% level of significance, the p value is 0.9 which is not 

significant Hence we fail to reject the hypothesis and 

accept that there is no significant relationship between Gender 

and Risk Taking. A person’s gender won’t affect his 

propensity to take risk. 

 

iii) Occupation and Risk Propensity  

We hypothesised that there is some relationship between 

Occupation and Propensity for Risk. Taking a 5% level of 

significance, the p value is 0.38 which is not significant hence 

we fail to reject the hypothesis and accept that there is no 

significant relationship between Occupation and Propensity for 

Risk. From the analysis, we can infer that there is no significant 

relationship between Occupation and Risk Taking. 

 

iv) Risk taking and Investment decision  

Cronbach's Alpha 0.84 

Split-Half (odd-even) Correlation 0.74 

Spearman-Brown Prophecy 0.85 

Mean for Test 49.67 

Standard Deviation for Test 8.90 

KR21 2.62 

KR20 2.65 

Table No 1: Reliability 

 

The Cronbach's Alpha value is 0.84 for the risk taking 

questionnaire (Table No 1).   

 

To find out the relation between risk taking personality and 

investment decisions, we have done the correlation. 

Correlation coefficient (r) is used to measure the direction 

and strength of a linear relationship between two variables by 

using a scatter plot. Each respondent’s risk taking score and 

their total Investment score was correlated against each other 

to determine their relationship.  
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The correlation between the two scores was found to be 

0.74. Since this value is near to 1, they are positively 

correlated. The correlation of 74% shows a strong relationship 

between Risk and Investment. Greater a person’s capacity to 

take risk, the bolder he is with his choice of investments. Risk 

capacity is an integral part of an individual’s personality and 

hence this strong affinity between Risk and Investment proves 

that personality traits do have a part in choice of investments 

and by extension investment decisions. 

 

Just because there is a positive correlation between two 

variables doesn’t necessarily mean that x can predict y. To 

counter the above, we need to use a regression model which 

will define the relationship between the independent and 

dependent variable and the extent to which one predicts the 

other. Regression is the technique of establishing the statistical 

relationship between two or more variables where a change in 

the dependent variable is linkedwith and also depends on a 

change in one or more independent variables. 

 

 
Figure 1: Regression on Risk taking and investment score 

 

For unit change in independent variable (Risk taking 

score), there must be 0.29 change in dependent variable 

(Investment score). For Zero value of independent variable 

(Risk taking score) mean dependent (Investment score) is -

6.932. P-value is less than 0.0001 which is less than the level 

of significance value (0.05), which indicates that it is 

statistically significant. The model explains 56% variation in 

dependent variable and hence explains a linear relationship 

with the independent variable. Since the p value is 0.0001, we 

can reject the null hypothesis and infer that there is no 

significant relationship between investment decisions and 

personality traits. One can infer that risk propensity is positively 

correlated with the investment score and through regression 

analysis we could infer that this personality trait could predict 

the investment decisions. 

 

7. Discussion 

Personality is an important factor that predicts our 

behaviour. Regarding the age, gender and occupation, we 

couldn’t find any significant relationship with the investment 

behaviour. Research also found mixed results regarding the 

age and gender and its relationship with the decision making. 

This may be due to the limited sample size. If we go for still 

bigger number of samples, we may get a conclusive finding.  

Regarding personality, as we hypothesized and found 

significant and positive relationship between an individual’s 

propensity to take risk and investment behaviour. Thus the 

correlation analysis found that higher the risk taking propensity 

higher is the risk taking investment decisions. The regression 

analysis also established the predictive ability of the 

personality. High risk taking individuals tend to make risky 

investment decisions.   

 

As already mentioned, most of the studies in personality 

has been done as experimental or simulation and tried to find 

the individuals’ ability to take risk. Some of the studies asked 

their interest or willingness to invest. In this study, we asked 

the investors about their choice of investment such as share 

markets, mutual fund and insurance. Then we tried to correlate 

with their risk taking propensity. Thus we found the actual 

investors and tried to relate their risk taking propensity. Those 

who scored more in their propensity to take risk were actually 

taking risky decisions in real life situations by investing in low, 

moderate or high risk investment options.  

 

The contribution of the present study lies primary in the 

prominence of personality on investors’ investment decisions. 

This paper tries to find out the influence of personality on 

investment decisions. The propensity to take risk is taken as a 

variable in this study. In the context of this paper, personality is 

only limited to high, average or moderate and low risk takers. 

Regarding the dependent variables, investment choice of the 

investors has been taken. (stock markets, mutual funds and life 

insurance). Since the degree of correlation is high, it shows 

that there is strong affinity between an individual’s personality 

and his investment decisions. In other words, higher the 

propensity of an individual to take risk, the bolder he is with his 

choice of investments and investment decisions. An overall 

conclusion of this study reveals that an individual’s investment 

personality significantly influences their investment decisions 

and greater the capacity for risk, riskier the choice of 

investments.  

 

The study does not cover the entire population of investors 

of India due to limitation of time and resources. The results of 

the analysis are based on the data about the sample 

population of the potential investors and their choice of 

investment decision. As the data were collected self-report 

questionnaire, there is a possibility of biasedness in the 

respondents. The results need to be generalized with caution 

and may not hold good for the entire population since the 

sample size is 113 only. To make grand generalization, we 

should go for more diverse population.  

 

8. Implications 

Understanding thepersonality in the context of investment 

behaviour helps the practicing manager in many ways. They 

can try to understand if some customers are not preferring is it 

due to the risk aversion.  It will be useful in branding and 

positioning of their products. Managers can understand the 

specific need of their customers and devise a product which 

they will try to position in the customer’s mind. If the company 

want to target the high risk takers or moderate risk takers, they 

can position accordingly. As per the study of Hofstede (1984), 

there are some culture which has high uncertainty avoidance 
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which means they are by culture, low risk takers.  If the 

population is predominantly oriented towards risk aversion, 

then they can focus on the low risk taking products or they can 

find a suitable marketing strategy to change the cultural values 

(towards high risk taking). Future research can focus on the 

moderating or mediating role of Cultural values in investment 

decision.  The changing (traditional) cultural values also a good 

area of study in investment decisions.  
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