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Abstract

The present study focuses on the risk perception and portfolio management practices of equity
investors in India. With the rapid growth of the Indian stock market and increasing participation
of retail investors, understanding investor behavior toward risk and investment decisions has
become highly significant. The study aims to analyze the level of risk awareness among equity
investors, identify factors influencing investment decisions, and examine portfolio management
strategies adopted by investors for maximizing returns and minimizing risks. The research is
based on primary and secondary data collected through structured questionnaires, journals,
reports, and financial publications. The study evaluates investor preferences regarding equity
investments, diversification strategies, investment horizons, return expectations, and awareness
of market fluctuations. It also examines the impact of demographic factors such as age, income,
education, and occupation on investors’ risk perception and portfolio choices. The findings
indicate that most investors are aware of market risks and prefer diversified portfolios to reduce
uncertainty. Investors with higher financial knowledge and income levels tend to take
calculated risks and invest in a wider range of equity instruments. The study also reveals that
portfolio management plays an important role in achieving financial stability and long-term
wealth creation. Proper analysis, diversification, and continuous monitoring of investments are
considered essential for effective portfolio management.
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1. Introduction

Investment in equity markets is widely
recognized as an important avenue for wealth
creation, but equity investment is also
associated with considerable uncertainty and
risk. Investors are required to evaluate
expected returns, market fluctuations,
financial information, and the possibility of
losses before making investment decisions.
The traditional portfolio approach introduced
by Markowitz emphasizes diversification
and the relationship between risk and return
in constructing an investment portfolio [1].
From this perspective, investors are expected
to select portfolios by balancing the level of
risk they are willing to accept against the
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returns they expect to achieve. However,
actual investor behaviour frequently deviates
from purely rational decision-making
because  perceptions, emotions, and
psychological biases influence the way
individuals evaluate financial risk.

The behavioural dimension of investment
decision-making is strongly supported by
Prospect Theory, which explains that
individuals evaluate gains and losses
differently and may demonstrate risk-averse
behaviour toward gains while becoming
more risk-seeking when facing losses [2].
Similarly, the concept of heuristics
demonstrates that individuals often rely on
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simplified mental processes when making
decisions under uncertainty [3]. These
behavioural characteristics are particularly
relevant to equity investors because stock
markets involve continuous uncertainty,
changing information, and fluctuations in
prices. Consequently, an investor's perceived
risk may differ from the objective or
measurable risk associated with a particular

security or portfolio.

Investor psychology can significantly affect
portfolio decisions and investment outcomes.
Shefrin and Statman demonstrated the
importance of the disposition effect, whereby
investors may sell winning investments too
early while retaining losing investments for
too long [4]. De Bondt and Thaler further
demonstrated that investors can overreact to
information, contributing to deviations in
stock prices from fundamental values [5].
Odean's empirical investigation also showed
that investors may be reluctant to realize
losses, providing further evidence that
psychological  factors can influence
investment choices [6]. These findings
indicate that portfolio management cannot be
understood exclusively through traditional
financial theories; investor perceptions and

behavioural tendencies must also
considered.

Overconfidence represents another important
behavioural factor influencing equity
investment decisions. Daniel, Hirshleifer,
and Subrahmanyam explained how investor
psychology can contribute to security-market
underreaction and overreaction [7]. Barber
and Odean found that excessive trading can
negatively affect individual investors'
investment performance [8], while Odean's
study showed that investors tend to trade
more frequently than may be justified by
rational portfolio considerations [9]. Gervais
and Odean further explained how investors
can develop overconfidence through their
learning  experiences and  investment
outcomes [10]. Such behavioural tendencies
can influence portfolio diversification,
security selection, trading frequency, and the
willingness of investors to accept different

levels of risk.

Traditional asset-pricing research has also
demonstrated that expected stock returns are

associated with different sources

systematic risk [11], while momentum
research has shown that past stock
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performance can influence subsequent
investment strategies [12]. In addition,
investor sentiment has been identified as an
important factor associated with differences
in stock returns [13]. These findings suggest
that equity portfolio decisions are influenced
not only by measurable financial
characteristics but also by investors'
perceptions and interpretations of market
information. Therefore, understanding how
investors perceive risk is essential for
examining why individuals with similar
financial information and investment
opportunities may make substantially
different portfolio choices.

The relevance of risk perception becomes
particularly important in the Indian equity
market, where increasing participation by
individual investors has created a greater
need to understand the factors influencing
investment  behaviour. Singh and
Bhattacharjee examined equity-share-related
risk perception and highlighted the
importance of understanding how investors
perceive different dimensions of equity risk
[14]. Further, Singh, Bhattacharjee, and
Kajol investigated factors affecting investors'
risk perception toward equity shares using a
social  network  analysis  approach,
demonstrating the importance of
interconnected factors in shaping perceptions
of equity investment risk [15]. These studies
provide an important foundation for
examining risk perception among Indian
equity investors.

Despite the extensive literature on portfolio
theory, Dbehavioural finance, investor
psychology, and risk perception, there
remains a need to examine how perceived
risk translates into actual equity portfolio
decisions within the Indian context. Investors
may differ considerably in their assessment
of market volatility, potential losses,
expected returns, and investment
uncertainty. Such differences may influence
their choices regarding asset allocation,
diversification, security selection, holding
periods, and trading behaviour. Therefore,
studying the relationship between risk
perception and equity portfolio decisions can
provide valuable insights into the
behavioural dimensions of investment
management.

Against this background, the present study,
titled “Risk Perception and Equity Portfolio
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Decisions: An Empirical Assessment of » Primary data was collected through

Indian Investors,” seeks to examine how structured questionnaires.

Indian equity investors perceive investment-

related risks and how these perceptions » Secondary data was collected from
influence their portfolio decisions. By books, journals, research articles,
integrating traditional portfolio theory with financial reports, and websites.

behavioural finance perspectives, the study
aims to provide a broader understanding of
the factors shaping equity investment
behaviour. The findings may contribute to > Data
the academic literature on investor behaviour

» Convenience sampling method was
adopted for selecting respondents.

was collected from equity

. L. investors.
and provide wuseful implications for
individual inVCStOI'S, financial adViSOI'S, >  Structured close-ended questionnaires
portfolio managers, and other stakeholders were used as the data collection tool.

involved in the Indian equity market.
» Percentage analysis was used for data

Research Objective interpretation.

» Tabulation and graphical representation

» To study the risk perception of equity ;
methods were used for analysis.

investors in India.

» To analyze the investment behavior of >
equity investors toward stock market
investments.

Comparative analysis was applied to
evaluate investor behavior and portfolio

. . . . ractices.
» To identify the factors influencing P
investment  decisions  of equity  » The study analyzed variables such as
1nvestors. ) risk perception, investment behavior,
» To examine the portfolio management diversification, and return expectations.

practices adopted by investors.

» To study the importance of » The methodology aimed to understand
diversification in reducing investment investor attitudes toward risk and
risk. portfolio management strategies.

» To analyze the relationship between risk
perception and portfolio management  II. Review of Literature
strategies.

» To evaluate the impact of demographic
factors such as age, income, education,
and occupation on investment decisions.

» To assess the level of awareness and

Markowitz (1952) — Portfolio Selection

Markowitz (1952) introduced the Modern

financial literacy among  equity Portfolio . Theory, ' emphasizing  the
investors. relationship between risk and expected return
> To identify the challenges faced by in investment decisions. The study proposed

investors in managing equity portfolios. ~ that investors should construct portfolios by
> To suggest measures for improving combining different securities to achieve an

effective portfolio management and efficient balance between risk and return.
risk-handling  capabilities ~ among Diversification was identified as an
important method for reducing portfolio risk.

investors. : . .
The study provides the theoretical foundation
Research Methodology for understanding portfolio selection and
remains highly relevant to research
» Descriptive and analytical research examining how investors manage risk while
design was used for the study. making equity portfolio decisions [1].

» The study focuses on risk perception
and portfolio management practices of
equity investors in India.

Kahneman and Tversky (1979) — Prospect
Theory
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Kahneman and Tversky (1979) developed
Prospect Theory to explain how individuals
make decisions under conditions of risk and
uncertainty. Their study demonstrated that
investors do not always behave rationally and

that they perceive gains and losses differently.

In particular, losses tend to have a stronger
psychological impact than equivalent gains.
This concept of loss aversion is highly
relevant to equity investors because their
perception of potential losses can influence
risk-taking behaviour, security selection, and
portfolio decisions [2].

Tversky and Kahneman
Heuristics and Biases

(1974) -

Tversky and Kahneman (1974) examined
how individuals make judgments under

uncertainty and identified important
cognitive heuristics such as
representativeness, availability, and

anchoring. These mental shortcuts can
simplify complex decisions but may also
result in systematic biases. In equity
investment, investors may rely on recent
market information, familiar companies, or
easily  accessible information = when
evaluating risk. Thus, the study provides an
important  behavioural foundation for
understanding differences in investors' risk
perceptions and portfolio choices [3].

Singh and Bhattacharjee (2019) — Equity
Risk Perception

Singh and Bhattacharjee (2019) specifically
investigated risk perception toward equity
shares among investors. The study found that
investors' perception of equity-related risk is
influenced by several factors, including
information screening, investment education,
fear, fundamental expertise, technical
expertise, familiarity bias, information
asymmetry, and market understanding. The
research is particularly relevant to the present
study because it demonstrates that perceived
equity risk is shaped by both investor
characteristics and  information-related
factors. The study provides an important
empirical foundation for examining risk
perception among Indian equity investors
[14].
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Singh, Bhattacharjee and Kajol (2024) —
Factors Affecting Risk Perception

Singh, Bhattacharjee, and Kajol (2024)
examined the factors affecting investors' risk
perception toward equity shares using a
Social Network Analysis approach. The
study identified several interconnected
factors influencing risk perception and found
that culture and education were among the
important  factors  shaping investors'
perceptions. The research demonstrates that
risk perception is not influenced by a single
variable but develops through the interaction
of personal, social, educational, and
behavioural factors. This study provides
recent evidence supporting the need to
examine risk perception within the Indian
equity investment environment [15].

Barber and Odean (2000) — Investor
Trading Behaviour

Barber and Odean (2000) examined the
investment performance of individual
investors and found that frequent trading can
negatively affect investment returns. The
study suggested that excessive trading is
associated with behavioural tendencies such
as overconfidence and may cause investors to
incur unnecessary transaction costs. The
findings are relevant to  portfolio
management because investors' perceptions
of their investment ability and risk may
influence their trading frequency and
portfolio adjustments. The study therefore
highlights the importance of behavioural
factors in determining equity portfolio
outcomes [8].

III.  Data Analysis & Interpretation

1. Awareness of Risk Perception and
Portfolio Management Services
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Awareness of Risk & Portfolio Services 100 Effectiveness of Portfolio Management
100

Percentage
Percentage

Positive Response Positive Response

Interpretation Interpretation

Most respondents are aware of risk Respondents believe that effective portfolio
perception  concepts and  portfolio management plays an important role in
management services available through ~ minimizing investment risk, improving
stock brokers, financial advisors, banks, and ~ diversification, and achieving long-term
investment firms. This indicates growing  financial goals in equity markets.
awareness regarding equity investments and

financial planning among investors. 4. Preference toward Equity Investment

Options
2. Satisfaction with Portfolio Management

Services 100 Preference toward Investment Options

Satisfaction with Portfolio Management

100

Percentage

Percentage

Positive Response

Interpretation

Positive Response Most respondents prefer investment options

such as stocks, mutual funds, bonds,

Interpretation exchange-traded funds, and fixed deposits
Most respondents expressed satisfaction with ~ for portfolio diversification and wealth
portfolio  management services and creation.
investment guidance provided by financial
institutions and advisors. Investors believe
that professional portfolio management helps
in reducing risks and improving returns.

5.Risk and Return Perception among
Equity Investors

Risk and Return Perception
100

3. Effectiveness of Portfolio Management
in Equity Investments

Percentage

Positive Response
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Interpretation

Respondents believe that higher returns in
equity markets are associated with higher
levels of risk. Investors are aware that market
volatility, = economic  conditions, and
company performance influence investment
returns.

6. Overall Satisfaction with Portfolio
Management Practices

Overall Satisfaction with Equity Investments

100

Percentage

Positive Response

Interpretation

Most  respondents  expressed  overall
satisfaction with portfolio management
practices and equity investment

opportunities. Investors believe that proper
risk management and diversification
contribute to long-term financial stability and
wealth creation.

IV.  Findings

» Most respondents are aware of risk

perception concepts and portfolio
management practices in  equity
investments.

» Investors have adequate knowledge
regarding stock market investments and
financial planning.

» Majority of respondents are satisfied
with portfolio management services
provided by financial advisors and

institutions.
» Investors believe that portfolio
diversification helps in reducing

investment risk and improving returns.

» Most respondents prefer investment
options such as stocks, mutual funds,
bonds, and exchange-traded funds for
wealth creation.

» Respondents understand that higher
returns in equity markets are associated
with higher levels of risk.
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» Market volatility, economic conditions,
and company performance significantly
influence investment decisions.

» Investors consider portfolio
management as an important tool for
achieving long-term financial goals.

» Financial literacy and investment
awareness positively influence risk-
taking ability among investors.

» Most respondents expressed overall
satisfaction with equity investment
opportunities and portfolio management
practices.

» Investors believe that proper risk
management and continuous monitoring

of investments improve financial
stability.
» The study found that informed

investment decisions contribute to better
portfolio performance and wealth
maximization.

V. Conclusion

The study on risk perception and portfolio
management of equity investors in India
reveals that investors are becoming
increasingly aware of equity market
opportunities, investment risks, and portfolio
management strategies. Most investors
understand the importance of diversification,
financial  planning, and  continuous
monitoring of investments for achieving
better returns and minimizing risk. The study
also indicates that factors such as financial
literacy, income level, market knowledge,
and investment experience significantly
influence investment decisions and risk-
taking behavior among investors.

The findings show that investors generally
prefer diversified investment options such as
stocks, mutual funds, bonds, and other
financial instruments to balance risk and
return. Respondents believe that higher
returns in equity markets are associated with
higher levels of risk and that effective
portfolio management plays a crucial role in
achieving long-term financial stability and
wealth creation. Overall, the study concludes
that proper investor awareness, professional
guidance, and sound portfolio management
practices are essential for improving
investment performance and strengthening
confidence among equity investors in India.
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behavioural factors, investor characteristics,
VI.  Future Scope and portfolio decisions.

Finally, future research can extend the
The present study on “Risk Perception and present study by examining the relationship
Equity Portfolio Decisions: An Empirical between risk perception and actual portfolio
Assessment of Indian Investors” provides  performance, including diversification,

considerable scope for future research. investment returns, risk-adjusted returns, and
Future studies can expand the sample size  long-term wealth creation. Comparative
and include investors from different states,  studies between Indian investors and
cities, age groups, income levels, investors from other emerging or developed

occupations, and investment experience economies could further identify cultural and
across India. A broader geographical and market-specific differences in investment
demographic coverage would improve the behaviour. Thus, future research can develop
generalizability of the findings and help an integrated framework incorporating risk
identify differences in risk perception and  perception, financial literacy, behavioural
portfolio decision-making among various biases, demographic characteristics, digital
categories of investors. investment  behaviour, and portfolio
Future research can also examine the performance to  providle a  more
influence of behavioural factors such as comprehensive understanding of equity
overconfidence, loss aversion, herding  investment decisions in India.

behaviour, anchoring, disposition effect, and

investor sentiment on equity portfolio VII. References
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investors' perception of risk and investment
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