International Journal of Economics, Commerce and Management
United Kingdom Vol. VI, Issue 7, July 2018
http://ijecm.co.uk/ ISSN 2348 0386

INVESTMENT DECISIONS AS RELATED TO ACADEMIC
BACKGROUND AND OTHER FACTORS: AN
EMPIRICAL ASSESSMENT

Yasmeen Ansari
Assistant Professor, Saudi Electronic University, Kingdom of Saudi Arabia

yasmeen2512@seu.edu.sa

Abstract

Academic background seems to play an important role in influencing one’s investment
decisions. The higher the academic background, the higher the level of understanding of
investment complexities. The purpose of this paper is to examine the relationship of academic
background and few other factors influencing the investment decisions of the investors. The
findings of the study, based on a random sample of 500 Indian investors, seems to support that
academic background and other factors play a significant role in shaping one’s financial

decisions.
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INTRODUCTION
For economic progress, it is not enough for an individual to earn an income; he also needs to
make informed and wise decisions about what to do with the money once it reaches his hands.
Failure to utilize the money-wisely leads to growing debt, misuse of credit facilities and in the
long run slows down economic growth. On the other hand, academic background encourages
improved standard of living and a confidence about the future. It assists in sound financial
planning—in accumulation of assets, in funding of education and also in planning for retirement —
which in turn help build economy (Vijayan, 2006).

This paper aims at studying whether individuals acquiring academic background

manage rationally in investment decision-making processes or not. It also, aims at exploring
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whether academic background contributes to rational behavior and investment decisions or to
any other type of decision-making method. So, this paper studies academic background and its
relationship with different sources of financial information of the investors, the level of
investment knowledge, the preferences of various investment avenues they make, reasons of

investment and the apprehension about the investment.

LITERATURE REVIEW

The 1997 Jump$tart survey of high school students have defined “financial literacy” as “the
ability to use knowledge and skills to manage one's financial resources effectively for lifetime
financial security.” It has been used to refer to knowledge of financial products, knowledge of
financial concepts (inflation, compounding, diversification, credit scores), having the
mathematical skills or numeracy necessary for effective financial decision making, and being
engaged in certain activities such as financial planning (Justine S. Hastings and others,
2013).Financial education is significantly helpful to financial decision making. Norman (1999)
stated that financial education is increasingly important and does not simply involve investors.
The knowledge acquired on financial issues is enhanced by methods and techniques employed
by financial education. Several studies have demonstrated that financial knowledge can be
increased through financial literacy and education, but education is not the only factor that can
influence making effective financial decisions (Slocombe, Hite, Railsback, Miller, 2011). Lusardi
(2012) states that financial education and, therefore, financial literacy increases individuals’
responsibility for people’s financial well-being, whereas Norman (2010) maintains that financial
education or financial literacy is imperative in all our dealings’. Carlin & Robinson (2012) argue
that decision support was better utilized among groups that received financial literacy, training
and financial education and timely decision support are not distinct channels for improving
financial decision-making. Parker (2013) states that ‘people learn more about their finances
through making decisions rather than through pure financial education.

Norman (2010) quoted that other definitions seem to equate financial literacy with
investor literacy. It is about how well you understand the stock market, bonds and other
investments. Financial education is different from financial statement analysis and or accounts
information. The latter is more professional and thus specific. Financial statements analysis is
mainly concerned with the understanding of company accounts and interpretation of the
published financial statements to enable legitimate users to make informed economic decisions
(Norman, 2006; Abu-Nassar and Rutherford, 1996; Bartlett and Chandler, 1997; Abu and
Nasser, 2000a; Mautz, 1968; Lee and Tweedie, 1975a, 1975b, 1976, 1981; Epstein, 1975;
Arnold and Moizer, 1984; Day, 1986; Gniewosz, 1990; Epstein and Pava, 1993; Epstein and
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Anderson, 1994; Abu-Nasser and Rutherford, 1996; Bartlett and Chandler, 1997; Abu and
Nasser, 2000b; Naser and Bar, 2003).

Selim and Asiye (2016) have mentioned some researchers, who linked investment
decisions with the academic background instead of financial literacy. While Gutter and Fontes
(2006), Brown and Taylor (2007) and Gilliam (2011), emphasize the importance of education
factor on risky investment decisions, Masters (1989) and Yao et al. (2011) conclude that the
general education level of investors is not always an effective factor. Masters (1989) has shown
that, if individuals’ information about investment increases, risk-taking is also increasing at the
same time. Also, Hallahan et al. (2003) have revealed the relationship between risk tolerance
level and financial literacy and education. In a similar view, Guiso and Japelli’s (2009) research
on Portuguese individual investors have shown that investor behavior and financial literacy is
linked in the context of portfolio diversification. Also, Yao et al. (2011) stated that there will be a
significant difference between financial literacy and risk perception. Bucher-Koenen and
Ziegelmeyer (2011) assert that families with low levels of financial literacy cannot trade in risky

markets.

Objectives of the Study

1. To study the relationship between the academic background of the investors and the
different sources of financial information of the investors.

2. To study the relationship between the academic background of the investors and the
levels of investment knowledge.

3. To study the relationship between the academic background of the investors and the
preferences of various investment avenues they make.

4. To study the relationship between the academic background of the investors and the
reasons of investment relating to risk coverage, tax benefits, returns, safety and

protection from inflation.

Hypotheses of the Study
1. There will not be a significant relationship between the academic background and the
sources of financial information of the investors.
2. There will not be a significant relationship between the academic background and the
investment knowledge of the investors.
3. There will not be a significant relationship between the academic background and the

preferences of investment avenues of the investors.
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4. There will not be a significant relationship between the academic background and the
reasons of investment relating to risk coverage, tax benefits, returns, safety and

protection from inflation.

METHODOLOGY

For the purpose of the study, a descriptive research design was adopted. This study is based on
the responses of a sample of 500 Indian Investors. Respondents were selected using random
sampling. The data were collected through a self-designed questionnaire and administered to
the said sample. The data were analyzed using simple statistical tools like percentages, chi-

square test which are processed by statistical software.

ANALYSIS AND FINDINGS

Respondents’ Profile

Out of the total sample of 500, academic qualification-wise distribution was: intermediate 21
(4.2%), graduates 149 (29.8%), post-graduates 283 (56.6%) and professionals 47 (9.4%). The
professional category included PhDs, MD and M.Phil.

Hypothesis 1. There will not be a significant relationship between the academic

background and the sources of financial information of the investors.

Table 1: Sources of Financial Information

4

- A ('_5
Academic o 5 g 3 E n N
£ " o g o % 05
Background ke L N 05 c B v =72 3o 500
> ks S g s (3 ¢ = E o =
[ o ) = Za = £z LT a<
Intermediate 1(4.7) 0(0) 1(4.7) 1(4.7) 6(28.5) 4(19) 2(9.5) 6(28.5) 0(0) 21
Graduation 4(2.6) 4(2.6) 18(12.1) 12(8.1) 19(12.7) 29(19.5) 7(4.7) 16(10.7)  40(26.8) 149
Post-
) 42(14.8) 8(2.8) 18(6.3) 33(11.7) 59(20.8) 36(12.7) 8(2.8) 43(15.2) 36(12.7) 283
graduation
Professionals  8(17) 1(2.1) 3(6.4) 3(6.4) 3(6.4) 10(21.3) 2(4.3) 9(19.1) 8(17) 47

Df-24 X°-58.8 P-0.01

The above table shows significant relationship between the academic background and the

sources of financial information. The chi-square value of 58.8 is significant at 0.01 level of

confidence. The important sources of financial information influenced by the academic
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background are TV, Magazines, Newspapers, Internet, Family &Friends and Professional

Advisors. Radio seems to be the least preferred source of information for taking the financial
decision.

Hypothesis 2: There will not bea significant relationship between the academic

background and the investment knowledge of the investors.

Table 2: Investment Knowledge

Academic o Very N
Minimal Modest Moderate Good

Background Good 500

Intermediate 6(28.6) 4(19.04) 2(9.5) 6(28.6) 3(14.3) 21

Graduation 29(19.5) 17(11.4) 52(34.9) 40(26.8) 11(7.4) 149

Post-graduation 48(17) 39(13.8) 89(31.4) 67(23.7) 40(14.1) 283

Professionals 4(8.5) 9(19.1) 20(42.6) 13(27.7) 1(2.1) a7

Df-12 X%19.8 P-0.05

The second hypothesis was framed to find out the relationship between the academic
background and the level of the investment knowledge of the investors. In this regard, as the
table no. 2 shows, there seems to be a significant relationship between the level of academic
background and investment knowledge. Moderate investment knowledge is influenced most by
the academic background (34.9% for graduates, 31.4% for post-graduates and 42.6% for
professionals). The relationship between the two factors is significant at 0.05 level of
confidence.

Hypothesis 3: There will not bea significant relationship between the academic

background and the preferences of investment avenues of the investors.

Table 3: Preferences of Investment Avenues

Academic Mutual Real Government Art & N
Stocks o Gold o
Background Funds Estate Securities Paintings 500
Intermediate 1(4.8) 10(47.6) 2(9.5) 3(14.2) 4(19.04) 1(4.8) 21
Graduation 6(4.02) 21(14.1) 29(19.5) 65(43.6) 22(14.8)  6(4.02) 149
Post-graduation 15(5.3) 91(32.2) 59(20.8) 77(27.2) 28(9.9) 13(4.6) 283
Professionals 0(0) 19(40.4) 5(10.6) 14(29.8) 9(19.1) 0(0) 47

Df-15 X°-40.4 P-0.01
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As far as the relationship between the academic background and the types of investment
avenues is concerned the most preferred investment avenue influenced by the academic
background are mutual funds and government securities. Surprisingly, gold seems to be the
less preferred investment avenue by different levels of academic background. As the results
show the null hypothesis is rejected at 0.01 level of significance.

Hypothesis 4: There will not bea significant relationship between the academic
background and the reasons of investment relating to risk coverage, tax benefits,

returns, safety and protection from inflation.

Table 4: Reasons of Investment

Academic Risk Tax Protection N

) Returns  Safety )
Background Coverage Benefits from Inflation 500
Intermediate 5(23.8) 1(4.8) 10(47.6) 4(19) 1(4.8) 21
Graduation 26(17.4) 26(17.4) 25(16.8) 61(40.9) 11(7.3) 149
Post-graduation 65(22.9) 30(10.6) 52(18.4) 118(41.7) 18(6.3) 283
Professionals 4(8.5) 9(19.1) 18(38.3) 15(31.9) 1(2.1) 47

Df-12 X2-16.5 P-0.1

The findings obtained on fourth hypothesis show that the most preferred reasons by the
investors are risk coverage and safety. Statistical analysis shows relationship between the
academic background and the reasons of investment is not significant (P-0.1) for the chi-square

value of 16.5.

CONCLUSION AND RECOMMENDATIONS

Education is a key to success. Investment patterns are also determined by the academic
background. The overall results show the significant relationship between academic background
and the investment decisions. Thus, investors should gain good education while dealing with
investment market and opportunities. Hence, it is imperative to increase the spread of the
financial literacy by persuading customers that they need financial education, to take control of
their financial situation, to improve spending habits, to increase their savings/investments for
future requirements, for children’s higher education, to ensure prudent use of credit facilities and
contribute towards growth and stability of the economy. To put it in a nut shell the need of the
hour is to make the investor aware and prepared for the need of financial education and

ascertaining, that they have access to it.
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There is a need for more rigorous, theory-based research on financial decision-making
behavior. Stronger links need to be made between theory and empirical work so that the field of
personal finance can develop a better understanding of how financial decisions are being made
at the individual and household levels. Researchers, students, financial professionals, and
educators are encouraged to use this study as a foundation to better understand the existing

literature and to identify promising areas for future research.
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