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Abstract

The Indian stock market has witnessed significant growth in retail participation over the past decade due to
digital trading platforms, financial awareness, and regulatory reforms. However, individual investors continue
to face numerous challenges that affect their investment decisions and financial outcomes. This study
empirically investigates the financial, behavioural, and structural challenges experienced by individual
investors in the Indian stock market. Financial challenges include limited capital, lack of diversification, and
high transaction costs. Behavioural challenges involve psychological biases such as overconfidence, herd
behaviour, and loss aversion that influence irrational decision-making. Structural challenges relate to market
volatility, information asymmetry, and regulatory complexities. The study aims to identify these challenges
and analyze their impact on investment behaviour. By understanding these issues, the research provides
insights that may help policymakers, financial advisors, and investors improve decision-making and strengthen
participation in the Indian stock market.

Keywords: Individual investors, Indian stock market, behavioural finance, investment behaviour, financial
challenges, structural challenges

Introduction

The stock market plays a crucial role in the economic development of a country by mobilizing savings and
allocating capital efficiently. In India, the stock market has grown rapidly with the expansion of digital trading
platforms, mobile investment applications, and improved financial literacy among citizens. Platforms such as
National Stock Exchange of India and BSE Limited have made trading more accessible to retail investors.

In recent years, there has been a surge in the number of individual investors participating in the stock market.
The availability of low-cost brokerage services, online trading platforms, and increased financial awareness
has encouraged people to invest in equities. However,

despite the increased participation, individual investors often encounter various challenges that hinder their
investment performance.
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These challenges can broadly be categorized into financial, behavioural, and structural factors. Financial
challenges arise from limited capital, lack of proper financial planning, and insufficient diversification.
Behavioural challenges stem from psychological biases that influence investment decisions, such as herd
mentality and overconfidence. Structural challenges include market volatility, regulatory complexities, and
unequal access to reliable information.

Understanding these challenges is important to enhance the effectiveness of investment strategies and to
promote informed decision-making among retail investors.
Statement of the Problem

Although retail participation in the Indian stock market has grown rapidly, many individual investors continue
to experience inconsistent returns, financial losses, and psychological stress. Financial constraints, behavioural
biases (such as overconfidence and herd behaviour), and structural inefficiencies (such as information

asymmetry and regulatory complexity) hinder optimal decision-making.

There is a need for a comprehensive empirical investigation to identify, analyze, and quantify these financial,
behavioural, and structural challenges faced by individual investors in India.

Significance of the Study
This study is significant for several reasons.

First, it helps in understanding the major difficulties faced by individual investors in the Indian stock market.
Second, the study contributes to the existing literature on behavioural finance and retail investor behaviour.
Third, the findings can assist policymakers and regulatory authorities in developing policies that protect and
support retail investors.

Furthermore, financial institutions and investment advisors can use the insights from this research to design
better financial education programs and advisory services. Ultimately, the study aims to improve investment
awareness and decision-making among individual investors.

Objectives of the Study
The main objectives of this research are:

e To examine the financial challenges faced by individual investors in the Indian stock market.
To identify behavioural biases affecting retail investment decisions.

To analyse structural barriers such as regulatory issues, market access, and information availability.
To evaluate the impact of these challenges on investment performance. To suggest measures to improve

retail investor participation and protection.

Literature Review

¢ Daniel Kahneman & Amos Tversky (1979)
Kahneman and Tversky introduced Prospect Theory, which challenged the traditional Expected Utility
Theory. They demonstrated that individuals are loss-averse—losses hurt more than equivalent gains provide

satisfaction. Investors tend to hold losing stocks too long (disposition effect) and sell winning stocks early.

JETIR2603469 | Journal of Emerging Technologies and Innovative Research (JETIR) www.jetir.org | e594


http://www.jetir.org/

© 2026 JETIR March 2026, Volume 13, Issue 3 www.jetir.org (ISSN-2349-5162)

This theory is highly relevant in the Indian stock market, where retail investors often react emotionally during
market volatility.

e Hersh Shefrin (2000)

Shefrin explained how psychological biases such as overconfidence, mental accounting, regret aversion, and
self-attribution bias affect investment behaviour. His work suggests that retail investors systematically deviate
from rational decision- making, leading to suboptimal portfolio performance.

e Terrance Odean (1998)

Odean empirically found that investors are reluctant to realize losses due to emotional attachment and loss
aversion. This behaviour reduces overall portfolio efficiency.

e Barber & Odean (2001)

Their study showed that overconfident investors trade more frequently, resulting in lower net returns due to
transaction costs. The findings are particularly relevant in India’s growing online trading ecosystem, where
ease of trading increases excessive speculation.

e Meir Statman (2014)

Statman expanded behavioural finance by introducing Behavioural Portfolio Theory, emphasizing that
investors construct portfolios based not only on risk-return trade- offs but also on emotional and aspirational
goals.

e Annamaria Lusardi & Mitchell (2014)

They established that financial literacy significantly impacts financial decision- making quality. Investors with

low financial knowledge are more vulnerable to poor

investment choices, fraud, and market speculation. In India, financial literacy remains uneven across regions,
which affects retail participation outcomes.

e Aswath Damodaran (2012)

Damodaran emphasized the importance of proper valuation techniques and understanding market
fundamentals. In emerging markets like India, valuation

challenges are compounded by limited transparency and information asymmetry.

¢ Reports from the Securities and Exchange Board of India (SEBI) highlight investor protection measures,
disclosure norms, and regulatory reforms aimed at improving transparency. However, retail investors often
struggle to understand regulatory frameworks and compliance mechanisms.

e Publications from the National Stock Exchange of India (NSE) and the Bombay Stock Exchange (BSE)
indicate rapid growth in Demat accounts and increased retail trading volumes, especially after digitalization.
Despite improved access, structural issues

such as market volatility, algorithmic trading dominance, and unequal access to quality information persist.

¢ Indian Empirical Studies (2015-2022)

Recent Indian research studies (various authors) have identified:

« The influence of social media and peer recommendations on stock decisions.
« Increased speculative behaviour among young investors.
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« Lack of diversification in retail portfolios.
« The role of fintech platforms in reducing entry barriers but increasing impulsive trading.

RESEARCH METHODOLOGY

Research methodology refers to the systematic process used to collect, analyze, and interpret data in order to
address the research problem and achieve the objectives of the study. It provides a structured framework that
guides the researcher in conducting the investigation in a scientific and logical manner. In this study, the
research methodology focuses on examining the financial, behavioural, and structural challenges faced by
individual investors in the Indian stock market, particularly those trading on the National Stock Exchange of
India and the Bombay Stock Exchange under the regulatory framework of the Securities and Exchange Board
of India.

The methodology includes the research design, research approach, data sources, sampling methods, research
instruments, data analysis techniques, reliability and validity testing, and ethical considerations.

1. Research Design
Research design refers to the overall plan or blueprint used to conduct the research study. It defines the
structure for collecting, measuring, and analyzing data.

The present study adopts a descriptive and analytical research design.

Descriptive research aims to describe the characteristics, attitudes, and perceptions of individual investors
regarding various challenges faced while investing in the stock market. It helps in identifying patterns and
trends related to financial constraints, behavioural biases, and structural barriers.

Analytical research, on the other hand, goes a step further by analyzing the relationships between different
variables such as age, education, income level, and investment experience, and how these variables influence
the challenges faced by investors.

This research design is appropriate because the study attempts both to describe investor behaviour and
analyze the factors affecting it.

2. Research Approach

The study uses a quantitative research approach. Quantitative research involves collecting numerical data
that can be analyzed statistically.

The quantitative approach is chosen because it allows the researcher to:
o Measure investor perceptions objectively

« Conduct statistical analysis and hypothesis testing

Identify patterns and correlations among variables
e Provide measurable and reliable results

Structured questionnaires with scaled responses are used to gather numerical data from respondents.

3. Research Type

This research is empirical in nature because it relies on real-world data collected directly from investors rather
than purely theoretical assumptions.

Empirical research helps in understanding the actual experiences and perceptions of retail investors in the
Indian stock market.
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4. Data Sources
Data for the study is collected from two main sources: primary data and secondary data. Primary Data
Primary data refers to data collected directly by the researcher for the specific purpose of the study.

In this research, primary data is collected through a structured questionnaire distributed among individual
investors. The questionnaire includes multiple-choice questions and statements measured using a Likert
scale, allowing respondents to indicate their level of agreement or disagreement.

Primary data helps in capturing investors’ personal experiences, behavioural tendencies, and perceptions
regarding market challenges.

Secondary Data

Secondary data refers to data that has already been collected and published by other researchers,
organizations, or institutions.

Sources of secondary data include:

Reports published by SEBI

« Statistical publications of NSE and BSE

« Academic journals on behavioural finance and investment behaviour

« Books related to financial markets and investor psychology

« Government reports and financial magazines

« Reputable financial websites and databases

Secondary data helps in understanding the theoretical background, reviewing previous research studies, and
identifying gaps in existing literature.

5. Population of the Study

The population of the study consists of individual retail investors participating in the Indian stock market.
These investors include individuals who:

+ Hold Demat accounts
« Invest in equity shares

« Trade using online or offline brokerage services

Institutional investors such as mutual funds, banks, insurance companies, and foreign institutional investors
are excluded from the study, as their investment behaviour and access to resources differ significantly from
those of individual investors.

6. Sampling Technique
Since it is not practical to study the entire population, a sampling technique is used.

The study uses convenience sampling, where respondents are selected based on their accessibility and
willingness to participate in the survey.

This method is commonly used in academic research due to limited time, cost constraints, and ease of data
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collection.

However, efforts are made to include respondents from different age groups, occupations, income levels, and
educational backgrounds to ensure diversity within the sample.

7. Sample Size
The study includes a sample of approximately 100-200 individual investors.

The sample size is considered sufficient to perform statistical analysis and draw meaningful conclusions
regarding investor behaviour and challenges.

A larger sample size improves the accuracy and reliability of the research findings.
8. Research Instrument
The primary tool used for data collection is a structured questionnaire.

The questionnaire is designed in a simple and clear format to ensure that respondents can easily understand and
answer the questions.

It is divided into several sections:

Section A — Demographic Profile

This section collects background information about the respondents, including:
o Age

o Gender

« Educational qualification

« Occupation
e Income level

« Investment experience

This information helps in analyzing how demographic factors influence investment behaviour.

Section B — Financial Challenges

This section focuses on financial issues faced by investors, such as:
« Lack of sufficient investment capital

« Difficulty in portfolio diversification

o Limited understanding of risk management

o Exposure to market volatility

o Dependence on borrowed funds or savings

Section C — Behavioural Challenges
This section examines psychological factors influencing investment decisions, including:

« Overconfidence in predicting market trends
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e Herd behaviour (following other investors)
o Fear of losses (loss aversion)

Emotional reactions to market fluctuations

« Short-term speculative mindset

These behavioural biases are central to behavioural finance theory.

Section D — Structural Challenges

This section evaluates institutional and market-related challenges such as:

Complexity of regulatory rules

» Brokerage fees and hidden costs

« Lack of reliable financial information
 Impact of algorithmic trading

« Technological barriers in online trading platforms
9. Scaling Technique

The study uses a 5-point Likert Scale to measure respondents’ opinions. The scale includes the following

options:

[EEN

. Strongly Disagree
2. Disagree

3. Neutral

4. Agree

5. Strongly Agree

This scale helps convert qualitative perceptions into quantitative data that can be analyzed statistically.

10. Data Processing

After collecting the responses, the following steps are followed:

1. Editing: Checking questionnaires for incomplete or inconsistent responses.

2. Coding: Assigning numerical values to responses for statistical analysis.

3. Classification: Grouping responses into categories.

4. Tabulation: Organizing data into tables for easy analysis. The processed data is then analyzed using

statistical tools.

11. Tools and Techniques for Data Analysis
The study uses both descriptive and inferential statistical tools. Descriptive Tools
These tools summarize and present the data clearly:

« Percentage analysis
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o Frequency distribution
o Mean and standard deviation

e Charts and graphs

Inferential Tools
These tools help test relationships and hypotheses:

Chi-Square Test
Used to determine whether there is a significant relationship between categorical variables.

Correlation Analysis
Used to measure the strength and direction of the relationship between variables.

Regression Analysis
Used to examine the impact of independent variables (such as income or experience) on dependent variables
(such as investment challenges).

ANOVA (Analysis of Variance)
Used to compare differences among multiple groups.

12. Reliability of the Study
Reliability refers to the consistency of the measurement instrument.

The reliability of the questionnaire is tested using Cronbach’s Alpha, which measures the internal
consistency of the survey items.

A Cronbach’s Alpha value above 0.7 is generally considered acceptable.

13. Validity of the Study
Validity refers to the accuracy of the measurement. The study ensures validity through:
o Content Validity: Questions are designed based on existing literature and expert suggestions.

« Construct Validity: Variables are aligned with behavioural finance theories and investment research.

14. Ethical Considerations
Ethical principles are strictly followed during the research process:
« Participation is voluntary.

o Respondents are informed about the purpose of the study.
« Personal identity and financial details are kept confidential.

« Data is used only for academic purposes.

15. Limitations of the Research Methodology

Despite careful planning, the study has certain limitations:
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e The sample size may not fully represent all investors in India.

« Convenience sampling may introduce bias.

» Responses depend on the honesty and perception of participants.

« Behavioural biases are subjective and difficult to measure precisely.

o Market conditions during the survey period may influence responses.

Hypothesis of the Study

« Null Hypothesis (Ho)

There is no significant relationship between financial literacy and investment success.

 Alternative Hypothesis (Hq)

There is a significant relationship between financial literacy significantly affects investment success.
« Null Hypothesis (Ho)

There is no significant relationship between Risk perception does not affect investment strategy.

« Alternative Hypothesis (Hq)

There is a significant relationship between Risk perception significantly affects investment strategy.

DATAANALYSIS AND INTERPRETATION

1. Introduction

This chapter presents the analysis and interpretation of data collected from individual investors through a
structured questionnaire. The objective of this chapter is to analyze the financial, behavioural, and structural
challenges faced by individual investors in the Indian stock market. The responses collected from investors
trading on platforms such as the National Stock Exchange of India and the Bombay Stock Exchange are
analyzed using statistical tools such as percentage analysis, frequency distribution, and basic descriptive
statistics.

The data collected from respondents is categorized into the following sections:
« Demographic profile of respondents

 Financial challenges faced by investors

« Behavioural biases affecting investment decisions

o Structural challenges in the market

The results are presented using tables and interpretations for better understanding.

2. Demographic Profile of Respondents

Age Group Number of Respondents Percentage
Below 25 18 18%

25-35 42 42%
3545 25 25%
Above 45 15 15%

Total 100 100%

Table 4.1 Age Distribution of Respondents
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EBELOW 25 m25-35 m35-45 ®mABOVE 45

Interpretation

The table shows that the majority of investors (42%) belong to the 25-35 age group, indicating that young
adults are actively participating in the stock market. Investors below 25 years account for 18%, while
investors between 35-45 years constitute 25%. Only 15% of respondents are above 45 years, suggesting that
younger individuals are more inclined toward stock market investments.

Gender Respondents Percentage
Male 68 68%0
Female 32 32%

Total 100 100%

Table 4.2 Gender Distribution

GENDER DISTRIBUTION

EMALE mFEMALE m =

Interpretation
The data indicates that male investors dominate stock market participation, accounting for 68% of

respondents, while female investors represent 32%. Although female participation is increasing, there remains
a gender gap in stock market investments.
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Experience Respondents Percentage
Less than 1 year 20 20%
1-3 years 40 40%
3-5 years 25 25%
More than 5 years 15 15%

www.jetir.org (ISSN-2349-5162)

Table 4.3 Investment Experience

m LESS THAN 1 YEAR g 1-3 YEARS

m 3-5 YEARS m MORE THAN 5 YEARS

Interpretation
Most respondents (40%) have 1-3 years of investment experience, indicating that many investors are relatively
new to the market. Only 15% have more than five years of experience, suggesting limited long-term market

exposure among retail investors.

3. Financial Challenges Faced by Investors

Response Frequency Percentage
Strongly Agree 30 30%
Agree 35 35%
Neutral 15 15%
Disagree 12 12%
Strongly Disagree 3 8%

Table 4.4 Lack of Adequate Investment Capital
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FREQUENCY

B STRONGLY AGREE m AGREE mNEUTRAL
m DISAGREE m STRONGLY DISAGREE

Interpretation

A majority of investors (65%) agree that limited investment capital is a major challenge. This indicates that
many retail investors have restricted financial resources, which limits diversification and increases risk
exposure.

Response Frequency Percentage
Strongly Agree 25 25%
Agree 38 38%
Neutral 18 18%0
Disagree 12 12%
Strongly Disagree 7 %

Table 4.5 Difficulty in Portfolio Diversification

FREQUENCY

m STRONGLY AGREE ®mAGREE mNEUTRAL mDISAGREE m STRONGLY DISAGREE

Interpretation

The results show that 63% of respondents face challenges in diversifying their portfolios, primarily due to
limited capital and lack of knowledge regarding asset allocation strategies.
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4. Behavioural Challenges

Response Frequency Percentage
Strongly Agree 28 28%
Agree 40 40%
Neutral 15 15%
Disagree 10 10%
Strongly Disagree 7 %

Table 4.6 Influence of Herd Behaviour

FREQUENCY

¢

m STRONGLY AGREE mAGREE mNEUTRAL m®mDISSAGREE m STRONHLY DISAGREE

Interpretation

Approximately 68% of respondents admit that they follow market trends or other investors' decisions. This
indicates the presence of herd behaviour, which often leads to irrational investment decisions.

Response Frequency Percentage
Strongly Agree 32 32%
Agree 36 36%0
Neutral 14 14%
Disagree 10 10%
Strongly Disagree 8 8%

Table 4.7 Emotional Reaction to Market Losses
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FREQURENCY

mStrongly Agree mAgree mNeutral mDisagree mStrongly Disagree

Interpretation
The majority of investors (68%) report experiencing emotional stress during market losses, indicating the
strong impact of psychological factors on investment decisions.

5. Structural Challenges

Response Frequency Percentage
Strongly Agree 24 24%
Agree 34 34%
Neutral 20 20%
Disagree 14 14%
Strongly Disagree 8 8%

Table 4.8 Lack of Understanding of Market Regulations
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FREQUENCY

A\

mStrongly Agree mAgree mNeutral mDisagree mStrongly Disagree

Interpretation

Around 58% of investors believe that they lack sufficient knowledge about market regulations, despite the
regulatory oversight of the Securities and Exchange Board of India. This highlights the need for improved
investor education.

6. Summary of Analysis

The analysis indicates that individual investors face multiple challenges while investing in the stock market.
Financial constraints limit diversification, behavioural biases influence decision-making, and structural factors
such as regulatory complexity and lack of information further complicate investment strategies.

FINDINGS, CONCLUSION, AND RECOMMENDATIONS
Major Findings of the Study

Based on the analysis of the collected data, the following key findings are identified:

1. Most investors belong to the 25-35 age group, indicating increased participation of younger individuals in
stock market investments.

2. Male investors dominate stock market participation, although female participation is gradually increasing.
3. Many investors have limited investment experience, which increases the likelihood of mistakes and
financial losses.

4. A significant proportion of investors face financial challenges such as lack of capital and limited
diversification.

5. Behavioural biases such as herd behaviour, overconfidence, and emotional reactions to market fluctuations
significantly influence investment decisions.

6. Many investors have insufficient knowledge about market regulations and financial instruments, which
creates structural challenges.

7. The rapid growth of online trading platforms has increased participation but has also exposed
inexperienced investors to higher risks.

Conclusion

The Indian stock market has experienced significant growth in recent years, attracting a large number of retail
investors. However, despite increased accessibility and technological advancements, individual investors
continue to face several financial, behavioural, and structural challenges.
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Financial limitations restrict investors’ ability to diversify portfolios and manage risks effectively. Behavioural
biases such as herd mentality, overconfidence, and loss aversion often lead to irrational investment decisions.
Structural issues, including lack of regulatory awareness and information asymmetry, further complicate the
investment environment.

Although regulatory institutions such as SEBI have implemented various investor protection measures, the
effectiveness of these measures largely depends on the financial literacy and awareness of investors.
Therefore, addressing these challenges requires a combined effort from regulators, financial institutions,
educational institutions, and investors themselves.

Recommendations

Based on the findings of the study, the following recommendations are suggested:

1. Improve Financial Literacy

Educational programs and financial awareness campaigns should be conducted to help investors understand
basic investment principles, risk management strategies, and portfolio diversification.

2. Promote Investor Education

Regulatory bodies and stock exchanges should organize workshops, seminars, and online training programs to
improve investor knowledge about stock market functioning.

3. Encourage Long-Term Investment

Investors should focus on long-term investment strategies rather than short-term speculation to reduce the
impact of market volatility.

4. Reduce Behavioural Biases

Investors should adopt systematic investment approaches, conduct proper research, and avoid emotional
decision-making.

5. Increase Transparency in Brokerage Costs

Stockbrokers should provide clear information regarding transaction costs and fees to prevent confusion
among investors.

6. Strengthen Regulatory Awareness

Regulators should make their policies and guidelines easier to understand so that retail investors can better
comply with market regulations.

Scope for Future Research

Future studies can expand the scope by:

« Including a larger sample size across different regions of India

o Comparing retail investors with institutional investors

 Studying the impact of digital trading platforms and algorithmic trading
« Examining behavioural finance factors in greater depth
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