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Abstract

The features of the culture of China and its society has made the domestic financial and stock market very distinct
from that of other countries, particularly in the psychology of investors. The dramatic impact has been made by the
rapid spread of COVID-19 all over the world, and it has made an unexpected and unusual level of risk that has
caused investors to suffer a significant amount of losses in a short time period. Investing carefully and cautiously is
an essential part of financial security. An investor always chooses such type of investment that would give high and
fast returns and involve low risks. This study has attempted to examine and analyze the risk perception of investors
in China. It has been found that the investors in China have a low level of risk perception. It has also been found that
the investors have a low level of skills and knowledge about investment. A sample of 121 respondents was collected
from respondents through a "standard questionnaire," which was created on a five-point interval scale.
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Introduction

A rising trend of investing in the stock market has been observed in the past few years, a stock market is a place
where an individual can earn a good amount of money in returns in less time and it has made a common man
become a part of the stock market. In financial terms, an individual who invests money in the stock market as a
source of investment is called an Investor. The major concern of an investor is to earn more profits with the
minimum risk involved. In opposite to this, a speculator is a person who usually expects a high level of risk hoping
and willing to earn profits more than average. An investor is classified into different categories based on their level
of needs and level of risk accepted. With the growing speed of investment alternatives available in the market, the
level of awareness and knowledge of the investor has also increased. The scenario has taken a shift gradually that
has led to the introduction of the market that is linked with the securities with a moderate level of risks along with
the investment opportunities having a flexible approach. It has given investors an opportunity to have a diversified
portfolio and earn high returns with a minimum amount of risks. To understand the behavior of an investor is
important for financial institutions. However, the behavior of an investor is unclear and unspoken that making it
difficult for the institutions to measure and understand. There are certain methods to understand the behavior of
investors based on certain demographic features and verify the possibility and successfully develop the model of
behavior prediction based on those demographic features. The study found that the decision behavior of investors in
China are stably and significantly correlated with their demographic particulars, which shows that the demographic
particulars can be used to predict the behavior of investors (Lan, Xiong, He, & Ma, 2018).

]

Significant changes have been observed in the investment environment in China because of the change in the
economic environment and the evolving Chinese economy. Various challenges and opportunities in investment have
emerged for investor in China. An improved environment of investment full of opportunities is appearing in China.
The uncertain challenges need to be managed by investors in order to overcome creativity. Uncertainties with the
investment and risks exist due to economic and policy changes by the government. These changes might generate
risks and uncertainties and would bring a slowdown in the external demand growth, the pressure of Chinese
currency, appreciation and inflation, increase in the costs of labor, competition in domestic and copying of products
and trade disputes(Liu, 2012). The research was conducted to study the professional advice-seeking behavior of
investor and their investment pattern in the stock market. The study found the decisions of investments of investors
was influenced by the variables. It is useful for those investors who are concerned about their financial planning and
expects good returns with fewer risks. The study found that there are different factors impacting the behavior of
investor to seek professional advice before making any investment in the market (Muthuswamy & Devi, 2015).
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Literature Review

Hawaldar & Rahiman (2019)stated that the objective of investing in the stock market by the investor is to earn
high returns. The behavior towards the stock market and the condition of market assist them in achieving good
returns on their investments and make them learn skills of decision-making and become a successful investor. The
perception and views differ from person to person related to investments, its objectives, and risks. There are factors
influencing an investor to make investments in the stock market and their ability to bear a risk, another factor is their
financial goals, expected returns, the needs of the investor. The study found that those investors who prefer high
returns are ready to take undertake high risks as well.

Wu, Yang, Zhao (2020) explained the work conducted to study the herding behavior of investors in Chinese stock
markets, "Shanghai A-share market” and “Shenzhen A-share market." The study was conducted during the
pandemic time, it is found that the herding behavior of investors was significantly low than usual during pandemic.
Further, it is found that the herding behavior was significantly moving upside in market movement, trading volume
in the market was low, and the volatility in the market was also found low. The study recommends that the
participants in the market were comparatively rational and the stock market in China was stable and efficient during
the pandemic.

Lan, Xu, & Hu (2017)found that the personal characteristics of investors are strong visionaries to their behavior.
Moreover, three personal characteristics that are "level of professional knowledge," "experience of investments,"
and "level of income" have significant predictableness on all types of investment behavior. When these personal
characteristics are used as an input variable, productive models can be constructed based on the method of data
mining that will give a knowledge of investor and understand the irrationality in behavior of investors in China stock
market.

Bhattacharjee, Singh, & Kajol (2020)stated that the axiomatic approach can be used to measure the risk perception
of an investor, another is the social-cultural group approach, emotional reactions of investors, approach of the
marketing mix as well as psychometric approach helps in understanding the risk perception of investors. The study
identifies the major elements of risk perception are the emotional reaction of investor, demographic factors,
economic crisis, effects of framing, etc. all these factors lead to some kind of influence on the investment behavior
of investors like a good choice of portfolio, market-linked investment, success in entrepreneurship, and planning of
retirement.

Lakshminarasimha & Kumara (2018) explained that the study found that investors investing in mutual funds are
financial conservatives. Investors investing in mutual funds know very well about the principle that says, higher the
risk higher will be returns and they also understand that the diversity of the portfolio would reduce their risks. Thus,
an investor must consider investing in a diversified manner, and invest in a combination of different schemes in
order to earn good profits that will limit risks and achieve their goals of investment. Mutual fund companies must
introduce innovative products and schemes to cater the needs of investors.

Younis et. al. (2020)revealed that because of the increased interests of investors in economies like China, author
examines the correlation of the stock market and its volatility based on the methodology of wavelets. A high
correlation of China stock market is found with six other Asian stock markets in the high. From the past two
decades, connection of the Chinese stock market and the South and East Asian stock market shows a connection of
these economies with China.

Bairagi & Chakraborty (2018) found that in the decision-making related to investments in the stock market the
investors are financially conservative and the level of their perceptions are impacted by their emotions,
psychological, and affective characteristics. The reason behind this is the volatility of the market and the movement
in the process of stocks, which makes them to hold their stocks with calculative risks and get impacted by various
heuristic techniques and biases.Investors fail to understand the concept of a diversified portfolio that works as a
safety belt to make investments in the stock market as it reduces the risks.

Kourtidis, Eljko, &Chatzoglou (2012) explained that the traditional finance theories can be grouped into type

parts, Macro Behavioral finance, and Micro Behavioral finance. The first one studies institutional investors and the
second one studies about individual investors. Focusing on the theory of behavioral finance is to understand about
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the abnormalities of the stock market and that are done to improve the efficiencies of the stock market by application
of psychology and other theories.

Wen et al. (2014) explained about the striking difference that was found in the study between an individual investor
having distinct characteristics of personality in terms of preference of investment type, choice of information
channel and transaction behavior. The study also examined the association between the risk preference of investors
and the returns on the stock market, it is found that investors are unwilling to take the risk when they gain profits
and risk seeing when they are losing money and the level of aversion to risk in gains and that of risk-seeking in the
loss were found to be different.

Chen, Chen, & He (2017) revealed that three studies were applied which proves that, when investor earns
immorally then they are engaged in riskier investments. An investor gets corrupt with the feeling of guilt that is
caused by the money earned through immoral means, it corrupts the value of the principal, and the willingness to
take more risks gets increased. This impact of found to be stable in various circumstances and distinct methods of
manipulation. However, such effects gets disappeared when investors start investing with the impartial principal
after being engaged in immoral activities.

Chong et al. (2021)explained about the outcome of the study, the study found that the elected demographic
variables influence the preference of an individual along with the financial decisions that include investment
decisions. Some investors are found to have low level of risk tolerance while other have a high level of risk
tolerance depending on their financial conditions and with some particular risk appetite. These findings match with
the previously drawn out conclusions which say that Chinese men have a high level of risk tolerance as compared to
Chinese women. Further studies needs to be conducted to identify why Chinese female investors were more risk-
averse as compared to Chinese men.

Deb & Singh (2016)found that the risk perception of investors is an essential factor to influence their investment
behavior. In this study, the author has attempted to examine how risk perception of an investor impacts their
investment behavior in mutual funds. The investment volume in mutual fund and the risk perception of investor is
inversely related to each other. Those investors whose risk perception level is high are those who are not investing in
mutual funds at all or are investing in a quite low volume. In case the risk perception of an investor is reduced from
high to low, their volume of investment would be increased from low to high. To increase the volume of investment
in mutual funds, awareness programs must be arranged in order to reduce the risk perceptions of investors.

Goyal & Jain (2020)studied the risk and returns perceptions of investors in the stock market. The study found out
ten factors that impact the behavior of investors in the stock market. The factors are herding, risk averseness,
overconfidence, optimism, representativeness, mental accounting, loss aversion, anchoring, market factors, and
biases. Furthermore, with continuous examination, the study found that the major factors that influence an investor
are herding, overconfidence, and factors related to the market. On the other hand, the factors that are insignificant
are anchoring, and availability bias.

Zhang (2015)stated that in the development process of the security market of China, the main force of the market is
the retail investors and less are the institutional investors. In the developed capital market of America and Europe,
institutional investors play a major role and they affect the investment behavior of investors in the stock market,
stock prices and the volatility in the prices of bonds. With the application of efficient market theory, the causes of
the absence of institutional investors are identified and the study concludes that the deformed strategy of investment
and insider trading are the major reasons behind the weak-formed efficient market that results in the instability of
the capital market in China.

Shah, Shah, & Solanki (2021)revealed that the investment done in the banking sector must be as per the risk-return,
ratios, and past data analysis that would ensure good returns on the investments. Additionally, if an investor is
investing in some other sector then also it is helpful in creating the portfolio according to the interest of investors in
the share market. The majority of investors invest in the share market for the long term to get good returns and they
are investing mostly for the long term as it is giving them high returns and low risk. Investors in equity shares do
investment as per the risk, return, and based on past data.
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Kukreja (2012) explained that in the capital market, investors has big scope of earnings and appreciation of capital.
However, it is possible only if factors like guidance, trust, and regulation exists in the capital market among investor
and broker. Brokers today have best techniques and tools by globalization and technological development such as
software of online trading, online capital market information, etc. These opportunities and facilities must be utilized
fully that are created by reforms.

Sindhu & Kumar (2014) revealed that the risk perception of any investor is an essential element that impacts their
decision of investment. The study identified factors that influence the risk perception of investors. These factors are
the volatility of returns, lack of knowledge of financial assets, chances of incurring losses, diversified portfolios, and
dependency on the advice of investment professionals. Hence, in order to be safe, an investor must consider
investing in a combination of schemes to achieve their targets and goals.

Risk perception is considered to be the personalized ideal which people generally hold regarding the features and
severity of the risks. The process of risk perception assesses the opinion of people while they need to evaluate the
risky or hazardous activities, technologies and substances. Risk perception includes he attitudes, beliefs, feelings as
well as judgements of people and their values- cultural and social and even dispositions. It has an important role to
play in the decision-making procedure of people and therefore in case with a decision for investing in the equity
stocks. According to researchers, perception of asks across history of a society reflects temper of times of every
society since stress has sung from instincts to the measurements and the back. Till the time people perceive that
there is no control on their attributes, the chances explain the whole outcomes of taking risk. Then, experimentation,
demonstration as well as exploration of the choice are valid human activities and aforementioned risks also need to
be taken care of. Its well-known fact that the investors don’t really have any kind of control on the returns from
equity stocks and thus the investment in equity shares are considered to be quite risky.

In comparison to markets of the developed nations, the stock market in China has history of about 23 years.
However, since inception in the year 1991 in Shenzhen and Shanghai, it become an important enterprise finance
channel in the whole nation of China. China as a nation, has 2" largest share market in terms of market
capitalization and trade volume. The basic boards of Shenzhen and Shanghai stock exchange list larger and mature
shares such as NYSE in USA. The stock exchange of Shenzhen also comprises of 2 other boards, small and mid-
enterprise board and ChiNext Board which is also called Growth Enterprises Board that offers capital for the high
and smaller technology stocks such as NASDAW in USA. The stock market in China has various distinctive
features. Firstly, its completely order driven in opposition to quote driven markets whereas USA and other nations
have got hybrid market structures. Secondly, it’s the central market, whereas USA market is mainly fragmented
having multiple stock exchanges, off exchange trading as well as dark pools for trading. It could also have
significant implications for the market informativeness. There aren’t any dark pools that have hidden orders within
China and all the orders can be seen. Moreover, there isn’t any extended trade period for the institutional investors.
The retail and the institutional investors also have an equal access to the data and information from the viewpoint of
microstructure. Additionally, the stock market in China also has the daily price changes limit of about 10%, that is
meant for reducing the extra volatility and also for deterring the manipulation in pricing.

In the past 10 years, the GDP of China has tripled for 3™ decade. China has also gone onto become one of the largest
investors of the world. Its even become one of the biggest contributors of the world to the global market growth,
making efficiency of investment the matter for global significance. The explosive, economic growth which is
investment driven has also been fueled by the financial system which is dominated by the state-owned financial
sector, as the banks represent key instruments of central investment policy. Therefore, while China has always been
successful in building the infrastructure rapidly, the banking sector swelled up to $35 trillion in terms of assets. The
concerns regarding inefficiency for investment mounted along with proliferation of resultant non-performing
borrowings.

The importance of the capital market is mainly related to the flow of capital and the economic growth. The
economic growth of Indonesia demands funding and sizeable investment for competing globally and regionally. The
total number of issuers, composite index of stock price, amount of the shares outstanding and market capitalization
fluctuates and also shows an improvement. Also, the amount for shares outstanding fluctuates and also tends for
declining by about 9.06%, however value for market capitalization is known to increase by about 23.92%. This
rising number of total issuers helps in improving the performance of the capital market as it opens the opportunity
for the investors in order to boost the investment activities.
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The decision for investors for using the capital market for the purpose of investment activities which has been
classified as the financial asset. Behaviour of the investors for buying and selling the financial assets is considered to
be the strategic decision as it related to returns that they gain. The behaviour of the individual investor in the
decision of investment on the financial assets attracts a lot of researchers.

Some studies have highlighted that risk perception of employees for stocks of their company is relatively lower as
compared to risk perception for stocks of the other enterprises. They state that the investors perceive that mutual
funds are less risky than direct investment in the equity stocks. Some studies have also stated that economic crisis
back in 2008 was considered to lower risk tolerance for investors. According to another study amongst executives
are considered to be the biggest risk-taking entities and mature executives are considered to be most risk averse.
They suggest that the risk avoiders and the risk takers mostly differ to an extent till which they concentrate on the
best and the worst outcomes of risky activities.

Study’s Objectives

1. To identify the Risk Perception of Investors in China.

2. To know the perception of risks of investors investing in the stock market.

Methodology

The study is empirical in nature. 121 respondents participated in the study. The data was collected from them
through a structured questionnaire. Mean and t-test application was done to identify the results. The method of
sampling was convenience sampling.

Finding of the study

Table 1 displays the gender, showing male respondent as 57.02%, and female respondent as 42.98%. Looking at the
Age of the Respondents, those who are of 30 to 35 years are 33.88%, those between 35 to 40 years are 27.27%, and
those who are 40 years and above are 38.85%. With reference to the Risk profile of the respondents High Risk Taker
are 32.23%, Moderate Risk Taker are 42.15%, and Low Risk Taker are 25.62%. Looking at the Income level, 2 lac
to 5 lac are 43.81%, 5 lac to 8 lac are 23.97%, and More than 8 lac are 32.22%.

Tablel Details of the Respondents

Variable No. of respondents Percentage %
Gender

Males 69 57.02%
Females 52 42.98%
Total 121 100%
Age

30 to 35 years 11 33.88%
35 to 40 years 3 2727%
40 years & above 47 38.85%
Total 121 100%
Risk Profile

High Risk Taker 39 32.23%
Moderate Risk Taker 51 42.15%
Low Risk Taker 31 25.62%
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Total 121 100%

Income level

2 lac to 5 lac 53 43.81%
5 lac to 8 lac 29 23.97%
More than 8 lac 39 32.22%
Total 121 100%

Table2 Risk Perception of Investors investing in Stock Market in China

Serial | Statement of Survey Mean Value
No.

1. Some investors think that returns are more important than safety 4.11
2. Earning money in stocks and shares is not based on luck 4.23
3. According to some investors a diversified portfolio reduces risk 4.19
4. The familiarity of an investment makes it less risky 4.10
5. Some investors believe that the more money one has, the more investment risk | 4.30

they can afford

6. Older people take lesser investment risks 4.25
7. Approach of some investor is to be cautious, and avoid risky investment 4.05
8. Some investor invest according to the advice of their broker 3.79
9. High returns involve high risks 4.27
10. According to some investor they invest in cheap stocks to avoid risks 4.00

Table2 displays the Mean values for statement for the study done to know the “Risk Perception of Investors
investing in Stock Market in China” the first statement is “Some investors think that returns are more important than
safety” the mean score is 4.11, next is about the luck in investment “Earning money in stocks and shares is not based
on luck” the mean value is 4.23. Third statement talks about the diversity in portfolio, “According to some investors
a diversified portfolio reduces risk” with the mean score of 4.19, fourth statement “The familiarity of an investment
makes it less risky” scored the mean value of 4.10, fifth statement is about the affordability of risk, “Some investors
believe that the more money one has, the more investment risk they can afford” the mean value is 4.30, next is about
the age of investor, “Older people take lesser investment risks™ it has scored the mean value of 4.25. Mean value of
statement “Approach of some investor is to be cautious, and avoid risky investment” is 4.05, next statement is about
the advice of broker, and “Some investor invest according to the advice of their broker” the mean score is 3.79. The
last two statements are” High returns involve high risks” and “According to some investor they invest in cheap
stocks to avoid risks” the mean score are 4.27 and 4.00 respectively.

Table 3 T -Test for Risk Perception of Investors investing in Stock Market in China

Serial Statement of Survey DF t-Value | Sig.
No.
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1. Some investors think that returns are more important than safety 120 6.828 0.000
2. Earning money in stocks and shares is not based on luck 120 8.223 0.000
3. According to some investors a diversified portfolio reduces risk 120 7.896 0.000
4. The familiarity of an investment makes it less risky 120 6.728 0.000
5. Some investors believe that the more money one has, the more | 120 9.118 0.000
investment risk they can afford
6. Older people take lesser investment risks 120 8.404 0.000
7. Approach of some investor is to be cautious, and avoid risky | 120 6.221 0.000
investment
8. Some investor invest according to the advice of their broker 120 3.295 0.001
9. High returns involve high risks 120 8.643 0.000
10. According to some investor they invest in cheap stocks to avoid risks 120 5.710 0.000

Table 3 shows the results of the T-test. T-value of every statement in the context of Risk Perception of Investors
investing in Stock Market in Chinais significant because t-value statements are found to be positive and significance
value also less than 0.05.

CONCLUSION

The study found that the risk perception of investor influence their decision of making an investment in the stock
market. Some investors invest as per their level of income, some of them invest according to the advice of their
broker and professional agents. Some of them believe that to earn high profits they have to bear high risks. To avoid
risk investors must have a diversified portfolio, as the diversity of investment reduces the chances of
risks.Understanding the risk perception in better way helps policy makers bring improvement in the level of risk
perceptions that would assist in improving nation’s investment culture. The findings of the study would be beneficial
for investors, portfolio managers as well as for the policymakers all over the world. Investors were found to be
aware about the concept of “higher the risk, higher will be the return.” T-test has been done to find out the outcome
of the research, all the statements are found to be significant as the significant values for all statements is less than
0.05.
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