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ABSTRACT 
This study presents the assessment on the factors affecting individual investors’ risk 
tolerance, particularly in Tanzania using the case of CRDB and Tanzania Cigarette 
Company (henceforth TCC). The main objective of this study is to assess factors 
affecting risk tolerance of individual investors. The study used a sample of 80 
respondents from the selected companies. In addition, the study used secondary data 
which were obtained from different literatures such as reports, published and 
unpublished papers and other related documents. Descriptive statistics, factor 
analysis, and linear regression were used to check both association and influence of 
demographic and psychological factors on individual investors’ risk tolerance.  
The study had two specific objectives; the first objective was to assess the effect of 
the demographic factors on the individual investor’s risk tolerance at CRDB and 
TCC whereby variables involved were gender, age, education, income, marital status 
and number of dependents. The findings reveals that age, education, number of 
dependents, marital status and employment were statistically insignificant to the risk 
tolerance of individual investors while income and gender were statistically 
significant and had a positive relationship with the risk tolerance of individual 
investors. The second objective was to examine the effect of psychological factor on 
the individual investor’s risk tolerance at CRDB and TCC whereby variables used 
include overconfidence, loss aversion and mental accounting. The findings show that 
overconfidence, loss aversion and mental accounting were positive and significantly 
related to the risk tolerance of individual investors.  

This study recommends that stakeholders should take into consideration key factors 
such as gender and income, loss aversion, mental accounting and overconfidence in 
investing in companies. The study further recommends that, the Government and 
Regulatory Authority should make use of the findings obtained from this study when 
formulating and implementing various policies related to investment decision.   
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CHAPTER ONE 
INTRODUCTION 

1.1 Introduction 
This chapter comprises of the background of the study, statement of the problem, 
objectives of the study, research questions, significance, and the scope of the study. 

1.2 Background of the Problem 
One of the important factors in financial and investment decision is risk. (Cristian, 
2012). Before making decisions on investment, individual investors first do consider 
what they will earn as well as the risk associated with investment (Kumar et al., 
2015).Risk is the variability in future returns having two components, namely 
uncertainty and exposure (Su, 2012).Uncertainty occurs when there is a condition of 
not knowing if something is true or false or if one is aware or unaware of it 
((Mabalane, 2015). Exposure is the condition which is based on three factors namely 
what could happen, how likely is that scenario to take place and what would the 
consequence be if a certain event occurs (Mabalane, 2015).  

Risk tolerance is defined as organisations’ or stakeholders’ readiness to bear the risk 
after risk treatment in order to achieve its objectives (Harlow & Brown, 1990). It is 
an important factor for both investors and investment managers before making any 
investment decisions (Queen & Hassan, 2019). However, for individual investors, 
risk tolerance differs from one person to another and from one country to another, 
and further, between the developed and developing countries (Queen & Hassan, 
2019).  

Several studies conducted in developed countries focused on demographic and 
psychological factors. (Rahmawat et al, 2015) conducted study in Parkistan basing 
on gender, education, income and number of dependents. The results obtained from 
his study reveals that male, high income earners and middle level of education 
individuals to be more risk tolerant. Furthermore study done by (Kannadhsan, 2015) 
from India using over confidence, mental accounting, gender, marital status and 
income variables came out with the results showing that individuals who are female, 
unmarried and overconfident are more risk takers. However, further studies 
conducted in India by (Sulaiman, 2012)  taking into consideration number of 
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dependants, age, education level, gender, mental accounting and overconfidence 
reveals that individuals with few number of dependants, young stars and 
overconfident do take more risk hence invest more than individuals with older age 
and little confidence. In addition, Dayioglu et al, (2014) attempted a study in Turkey 
focus on mental accounting, loss aversion overconfidence as variables affect risl 
tolerance and came out with the results that individuals who are overconfident are the 
ones who can tolerate risk and invest in large investments. 
In developing countries decisions made by local and foreign investors are affected 
and influenced by the investment associated risks. As such, investors need to tolerate 
risk when running investments in emerging economies (Ajayi et al., 2017). Little 
studies have been conducted in developing countries (Onsomu et al. 2017; Mac-
Ebong 2017) concerning factors affecting investors risk tolerance in investment. The 
studies used demographic and psychological factors variables to determine the 
factors affecting investors risk tolerance in investment. The study conducted by 
Onsomu et al, 2017 in Kenya focused on loss aversion, over confidence, gender, 
experience and education noted that female investors, experienced and those with 
higher academic qualifications are more risk tolerant than men, less experienced and 
low academic qualification individuals. Further the study conducted in Nigeria by 
(Ajayiet al., 2017)  concentrated on gender, education, number of dependants, mental 
accounting, loss aversion and overconfidence and the results reveals that few 
dependants, high level of education and overconfidence influence more risk tolerance 
in investment than individuals with many dependants, low confidence and low 
education qualifications. Observations have shown that there is lack of consistence in 
determining which variables do exactly influence investors risk tolerance 

Due to little studies conducted in Africa (Onsomu et al. 2017; Mac-Ebong and 
Ajayiet al., 2017) and very little evidence on available study done in Tanzania on 
factors affecting investor’s risk tolerance. Therefore, this study fulfills this gap by 
adopting various variables from other studies to assess the factors affecting investors’ 
risk tolerance in Tanzania Listed Companies by using CRDB and the TCC as the 
case study. These variables will be grouped into two factor namely demographic 
factor (gender, income, education level, education, age, marital status and number of 
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dependents) and psychological factor (overconfidence, loss aversion and mental 
accounting).   

1.3 Statement of the Problem 
Risk tolerance is an imperative concept that has an implication for both providers and 
consumers of financial services. The ability of risk tolerance is a major factor for any 
job related to investment. Risk tolerance of individual investors depends on many 
factors such as gender, age, education, income, marital status, number of dependents 
and work other factors include overconfidence, loss aversion and mental accounting.  
These factors have been grouped into two categories such as demographic factors 
and psychological factors. There have been many types of researches investigating 
this problem and presented many different results about factors affecting the risk 
tolerance of individual investor. 

Several studies conducted in developed and developing countries revealed that 
investors’ risk tolerance has close linkage with individuals’ psychology and 
attributes which directs common financial and investments practices. (Rahmawat et 
al, 2015; Alwahaibi, 2019; Dayioglu et al, 2014, Onsomu et al, 2017; Kannadhsan, 
2015 and Sulaiman, 2012) Other studies conducted in developed countries explained 
that different levels of risk tolerance such as high and low risk tolerance of an 
individual investor can be grouped according to various factors such as demographic, 
psychological and economic (Chavali et al., 2016, Ahmed et al., 2013, Kannadhsan, 
2015, Onsomu et al., 2017, Dayioglu et al., 2014, Alwahaibi, 2019, Rahmawwati et 
al., 2015, Shah & Bhatt, 2013 ).  

Furthermore, Studies indicated that men are less risk tolerance than women but the 
background of education shows that heterogeneous results on risk tolerance 
(Rahmawwati et al. 2015), Shah & Bhatt, 2013 presents no impact on risk tolerance. 
Thus, the results of research on the factor of Education affecting the risk tolerance of 
individual investors are not consistent.  In addition, other studies indicated that 
individuals employed in professional occupations are more risk tolerant than those 
employed in non-professional occupations (Onsomu et al, 2017;) self-employed 
individuals are more risk tolerant than those employed by others (Chavali et al.); and  
high income earners are more risk tolerant than lower income earners, Dayioglu et 
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al., 2014 . However, there are research data not supporting these beliefs. Therefore, 
more research is needed to test these assumed relationship. 

The empirical evidence to determine factors influencing risk tolerance of an 
individual investor especially in listed companies is inadequate. Moreover, to the 
best of my knowledge and understanding, none of the studies in determine factors 
influencing individual risk tolerance in Tanzania listed companies are available in the 
international economic literatures. Most studies related to determinants of individual 
risk tolerance come from European countries, Australia, the United States and other 
African countries. Therefore, more empirical studies are needed to accurately 
identifying factors that influence individual’s risk tolerance especially in listed 
companies. 
 

1.4 Objectives of the Study 
This part covered both the general objective of the study and the specific objectives 
of the study. 

1.4.1 General Objective 
The general objective of this study was to assess the factors affecting individual risk 
tolerance of investors at CRDB and TCC. 

1.4.2 Specific Objectives 
The specific objectives of the study were as follows: 

i. To assess the effect of the demographic factors on the individual investor’s 
risk tolerance at CRDB and TCC  

ii. To examine the effect of psychological factor on the individual investor’s risk 
tolerance at CRDB and TCC  

1.5 Research Question 
In order to attain the above objectives, general research question and the specific 
research questions have to be thoroughly answered.  

i. What are the effects of demographic factor on the individual investor’s risk 
tolerance at CRDB and TCC?  
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ii. How does psychological factor affect the individual investor’s risk tolerance 
at CRDB and TCC?  

1.6 Significance of the Study 
The findings of this study might help the policymakers to have an insight on how 
investor risk tolerance varies from one individual to another. This is important in that 
they would help to control some factor which may influence such tolerance. Also, 
potential investors, institutional investors, and stakeholders might use the findings to 
identify the key factor which affect their risk tolerance. This study is expected to be 
utilized by scholars in undertaking supplementary research in the finance discipline. 
Also, the study adds value as a reference in the future undertaking in the ground of 
academic. Furthermore, the practical, theoretical and methodology adopted provides 
insight for further learning when one wants to investigate issues related to this study. 
Ultimately, the study is essential as it is one of the requirements for awarding of the 
Degree of Master of Science in accounting and finance at The University of 
Dodoma. 

1.7 Scope of the Study 
This study covered the impact of demographic and psychological factors on 
individual investor risk tolerance at CRDB and TCC. It covered the factor of risk 
tolerance specifically demographic and psychological among investors in CRDB and 
TCC.  
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CHAPTER TWO 
LITERATURE REVIEW 

2.1 Introduction 
This chapter contained the definition of key terms dominated in the study. The 
section reviews the theoretical literature where key theories support the study and 
empirical literature review addressing what other scholars have been evaluating on 
similar studies, ultimately coming out with the research gap. Lastly, the section 
provides a conceptual framework for the study. 

2.2 Definition of Key Terms 
2.2.1 Investors 
An investor is an individual or institution that allocate capital resource with the 
expectation of future return or to gain an advantage (Su, 2012). Chandra, (2011) 
defines an investor as an individual who invests money into an entity such as a 
business for a financial return and so as to minimize risk and maximize return. 
Therefore, this study adopts the definition of an investor as an individual or an 
institution that allocate capital resource with the expectation of future return or to 
gain an advantage. 

2.2.2 Individual investor 

An individual investor is somebody who puts resources into protections and 
resources all alone, as a rule in more modest amounts, makes exchanges dependent 
on their feelings and let dread and avarice direct the stocks they purchase. (Chandra 
et al, 2015). They further clarified that, it isn't the most ideal approach to exchange as 
securities exchanges are unimaginably unpredictable, and it is regularly difficult to 
foresee the heading in which the stock will move (Chandra et al, 2015). The 
Tanzania Investment Centre (2015) defines individual investor as non-professional 
individual who buys and sells securities orreserves that contain a bin of protections, 
for example, common assets and trade exchanged assets. Thusly, this investigation 
receives the meaning of individual speculator as somebody who put resources into 
protections and resources on his/her own, as a rule in more modest amounts, makes 
exchanges dependent on their feelings and let dread and ravenousness direct the 
stocks they purchase. 
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2.2.3 Individual Investor Behaviour 

Individual behaviour can be defined as the way a person reacts in different situations 
and the way someone expresses different emotions, moods and other psychological 
biases (Chandra, 2011). In addition, Chandra, (2011) explains that, individual 
investor’s behaviour tends to be influenced mostly by psychological biases, moods, 
emotion and social influence. The study has adopted the definition of an individual 
investor’s behaviour as the way person reacts in different situations and the way 
someone expresses different emotions, moods and other psychological biases 

2.2.4 Risk 
Risk refers to the variability in the future returns (Su, 2012). Risk has two 
components namely exposure and uncertainty (Su, 2012). Mabalane, 2015, 
mentioned that,, risk happens when there is a state of not knowing whether 
something is valid or bogus or on the off chance that one knows or uninformed of it. 
(Queen and Hassan 2014) defined risk as any activity or decision done in life which 
is a requirement and not an option. Therefore, this study adopted the definition of 
risk as variability in the future returns. 

2.2.5 Risk Tolerance 
Risk tolerance is the measure of danger that speculators are agreeable in taking or the 
level of vulnerability that a financial specialist can deal with (Ayuub, 2015). Harlow 
and Brown, (1990) characterize hazard resistance as an association's or partners' 
availability to shoulder the a great many dangers treatment to accomplish its 
destinations. Gustafsson and Omark (2015) clarified hazard resistance as the most 
extreme measure of vulnerability or danger that an individual is happy to 
acknowledge when settling on a speculation choice. This study has embraced the 
definition of risk tolerance as the amount of risk that investors comfortable in taking. 

2.2.6 Demographic factors 

Demographics is the study of a population based on factors such as age, race, number 
of dependants, marital status, gender, income and sex (Rahmawat at el. (2015). 
Demographic data refers to socio-economic information expressed statistically, also 
including employment, education marriage rates, birth and death rates and more 
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factors Rahmawat at el. (2015). This study, adopted some factors which are 
education, age, gender, income, marital status and number of dependants. 

2.2.7 Psychological factors 

Psychological factors is the aspects that influence customer's actions to seek 
satisfaction. It includes their purchasing patterns, shopping habits, and decision 
making. This factor further include individual-level processes and it influence mental 
states. Psychological factors include mental accounting, loss aversion, conservatism, 
familiarity, overconfidence (MD Kumar et al, 2015). This study adopted mental 
accounting, loss aversion and overconfidence. 

2.3 Theoretical Literature Review 
2.3.1 Prospect Theory 
This theory was developed by Daniel Kahneman and Amos Tvarsky in 1979 as a 
psychologically realistic alternative. The theory describes individual’s reaction 
towards potential losses and gains. In most cases, individuals do escape from risk and 
prefer to returns which have lower satisfaction. Hence investors are allowed to make 
choices in the environment where they have alternatives. However, they choose the 
least gain than engaging themselves to high risk environment to get much gain 
(Chelangat, 2011). In other words this theory contradicts the expected maximum 
utility theory. Generally, it is concerned with how and why individuals make 
decisions under uncertainty in a real day to day life while traditional classical utility 
theory emphases on how decisions should be made in a rational environment. 
(Kahneman and Tversky, 1979). In this study, prospect theory provides an 
understanding as to why investors tolerate risk and keep investing in companies even 
when there is drop of share prices. It suggests that people are risk averse in relation 
to gains and risk seeking in relation to losses.  

2.3.2 The Expected Utility Theory  
This theory, explains how investors are observed to be inborn risk avoiders when 
making any decision whose outcome involves gains, losses or a combination of these 
(Bernoulli, 1738/1954, cited in Corter & Chen, 2006). Utility itself is the satisfaction 
than one gets from doing something or engaging oneself to something. This view is 
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supported by other studies (e.g. Finke & Huston, 2003). Various arguments have 
been raised towards this theory where education has been discussed to help investors 
tolerate more risks. Nevertheless, the Expected Utility Theory introduced the concept 
of risk aversion, which is being used since it explains how a person opt for low risk 
when given alternatives. This study gives an understanding or a picture that one does 
not have to invest much in huge and risk investment rather invest in areas where 
maximum satisfaction is obtained. 

2.4 Empirical Literature Review 
2.4.1 Demographic Factors and Individual Risk Tolerance 
Rahmawat at el. (2015) investigated the determinants of risk tolerance of individual 
investor in Parkistan. The aim was to evaluate what makes investors to make 
decisions. The study was interested in evaluating factors influencing investors risk 
tolerance. The instrument used for investigation was questionnaires which based on 
demographic factors (age, gender, wealth and education) was considered. The study 
came out with findings the risk tolerance of each age bunch is altogether unique. 
Men are less danger unwilling then ladies, instructed speculators are bound to face 
challenge, age doesn't influence hazard resilience fundamentally, and less affluent 
financial specialists are less danger open minded than well off financial specialists. 
There is no direct agreement among demographic variables and risk tolerance. 
However, wealth investors are highly correlated with risk tolerance.  

Alwahaibi (2019), in his study on demographic information influencing investors 
risk tolerance in Malaysia, aimed at exploring the demographic effect of risk 
tolerance on investors during investment decisions making. This study was 
conducted through the use of secondary data whereby data was collected through 
various literatures on behaviour risk. The study came up with findings that there are 
complications faced by investors due to their emotions where mental mistakes and 
personal traits are involved. The study also revealed that in every economic decision 
the concept of risk is unavoidable due to uncertainties. However, the theory of 
cognitive psychology was used to assess the individual’s attitude towards risk.  

A study conducted in Turkey by Dayioglu et al. (2014) about analysis on the 
demographic factors having effects on risk taking preferences on personal investors 
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aimed at putting investors in a common understanding about financial markets so 
that investors can be able to deal with risks. The study based on various perspectives 
such as estimated margins. However, the study found out behavioural finance to have 
adopted mechanisms on how to deal with financial risk. 

Onsomu et al. (2017) conducted a study in Kenya on risk tolerance, demographic and 
portfolio performance. This study aimed to establish whether investors, perception 
towards risk tolerance varies among themselves given socioeconomics (age, sexual 
orientation, schooling, and experience). Likewise, the investigation was to decide the 
connection between hazard resilience and portfolio returns where an example 
involving 279 financial specialists exchanging at the Nairobi Securities Exchange, 
Kenya was thought of. By the utilization of relapse examination the investigation 
noticed that female financial specialists, experienced and those with no experience 
and scholastic capabilities are more risk tolerant therefore hold high risk tolerant. 
The study concludes that among all variables in demographic factor, gender seems to 
be applied more where female are termed to be more risk tolerant and hold riskier 
portfolio as compared to male investors although the difference was insignificant.  

Kannadhsan (2015) conducted a study in Raipur, India to investigate the role of 
psychological factors to differentiate retail investors into financial risk tolerance and 
financial risk behaviour from January to February 2013. The results showed 
overconfidence and anchoring play essential role in determining the financial risk 
tolerance and financial risk behaviour such variables fluctuate while mental 
accounting had weak influence on financial risk tolerance. 

Ahmed et al. (2013) conducted a study in Pakistan to evaluate the relationship and 
impacts of social factors on investment decisions. The results of the study pointed 
out that, loss aversion and representative are significant influencing the risk decision 
of investor compared tax rates which had weak correlation to risk tolerance level. 

2.4.2 Psychological Factors and Individual Risk Tolerance 

Sulaiman (2012) conduct a study in India to examine the empirical analysis of 
financial risk tolerance and psychological features of individual investor of 300 
respondents working at two Universities of Kerala and Mahtama Ghandi University 
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in 2010. Using six independent variables (anchoring, overconfidence, 
representatives, mental accounting, cognitive bias and loss aversion) and one 
dependant variable (financial risk tolerance) it is found that the psychological bias or 
factors that play a significant role in determining financial risk tolerance are loss 
aversion, mental accounting, overconfidence while representative and anchoring was 
not influencing financial risk tolerance 

Chavali et al. (2016) conducted a study in India on exploring into the role of 
psychological biases in financial investment decisions by individuals and their 
financial risk tolerance where psychological biases (overconfidence, loss aversion 
and mental accounting) were termed to be the major. The study examined the 
relationship between psychological variables and personality traits on investors’ 
attitude towards risk. The author ascertained that there is a positive relationship 
between loss aversion, mental accounting and risk tolerance level while 
overconfidence had a negative association with risk tolerance. 

2.5 Research Gap 
The empirical literatures reviewed have revealed how various factors influencing 
investors risk tolerance in various countries of the world (Rahmawat et al., 2015, 
Chavali et al., 2016, Ahmed et al., 2013, Kannadhsan, 2015, Onsomu et al., 2017, 
Dayioglu et al., 2014, Alwahaibi, 2019). ‘Many studies conducted by researchers 
have been done in developed countries and little conducted in developing countries 
and Tanzania has not been one of them. Therefore, this study aims at filling the gap 
taking CRDB and TCC companies listed in Dar es Salaam stock exchange by 
adopting geographical and psychological variables that were used in various 
reseaches so as to discover the situation in Tanzania. 

2.6 Conceptual Framework 
This section presents the relation among the study variables (independent and 
dependent variable). According to Mugenda and Mugenda (2003), the frameworks 
postulate a working definition of variables and use a diagram to pose a vivid and 
easy clarification of the movement of the conceptual framework. In this study, the 
dependent variable is investors’ risk tolerance while the independent variables are 
psychological and demographic.  
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Figure 2. 1: The Relationship between Variables and Risk Tolerance 
Source: Researcher Own Construct (Based on Literature Review, 2020) 
2.6.1 Demographic Variables 
2.6.1.1 Gender and Risk Tolerance 
There is a persistent belief that men are more risk tolerant than women (Sulaiman, 
2012). The difference between the investment portfolio of men and women is of 
huge financial significance, if women are not more willingly to invest in risk 
securities, it is expected to earn less money and have less return over time (Ryack 
and Sheikh, 2016). As women tend to have long life span, lower labour income 
together with high risk aversion women become more susceptible to facing poverty 
in old age (Bannier and Neubert, 2016). Neelakantan (2010) shown that sex contrasts 
in danger resistance represented roughly 10% of the sexual orientation distinction in 
total riches. Cupples et al. (2013) found that the absolute impact on danger resistance 
was diminished when training was incorporated as a middle person. These 
discoveries indicated that various different components intercede the sexual 
orientation difference in financial risk tolerance. 
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2.6.1.2 Age and Risk Tolerance 

A general observation is that hazard resilience diminishes with age. Sulaiman, (2012) 
and Yoa et al. (2011) called attention to that hazard resistance relates contrarily to 
age since more seasoned working grown-ups are more inclined to misjudge their 
danger resilience than more youthful working grown-ups. Age has been discovered 
to be related with monetary danger resistance generally (Levy, 2015). The general 
agreement is that more established grown-ups are less danger open minded than 
more youthful grown-ups and there is a moderate help for this thought in writing 
(Gibson et al., 2013 and Yao et al,, 2011). Faff, Hallahan and Mc Kenzie (2009) 
showed a positive connection among age and danger resistance and a negative 
connection between age-squared and hazard resilience. These discoveries show that 
hazard resilience first increments with age and afterward diminishes. Speculation 
supervisors use age as a proportion of the time staying until a customer's monetary 
resources are needed to meet objectives and goals, besides age is utilized as an 
intermediary for time additionally its utilized as measure for singular capacity to 
recover monetary misfortunes. It is comprehensively expected that more seasoned 
financial specialists have brief period to recuperate misfortunes than more youthful 
speculators and result to older investors to have lower risk tolerance indicating that 
investors suffer from disposition effect (Razek, 2011). 

2.6.1.3 Education and Risk Tolerance 
The level of education of financial specialists has an impact or effect on their danger 
that speculators are eager to take. Yoa et al. (2011) and Sulaiman (2012) found that 
training positively affects the eagerness of respondents to face more monetary 
challenges. Speculators with advanced education level will in general be additionally 
ready to face monetary challenges as they realize that how will generally be all the 
more ready to face monetary challenges, they realize how to assess venture choices. 
They have likewise procedures set up when misfortune happens on the most 
proficient method to recuperate from them while less instructed speculators will in 
general be more danger opposed and not enthusiastically to endure any monetary 
misfortune as the recuperation time frame will in general be longer (De Hart et al., 
2016). Instruction has gotten moderate help in the writing as the components related 
with hazard resilience with more significant levels of schooling related with more 
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serious danger resistance (Yao et al., 2011). Individual with four year certification 
were discovered to be more danger open minded than others with the least taught 
people (secondary schools, confirmations or less) having most minimal danger 
resilience (Yao et al., 2011). Schooling is thought to raise singular ability to survey 
hazard natural to the speculation cycle and in this manner gives them with a higher 
financial risk tolerance.  
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2.6.1.4 Income, Wealth and Risk Tolerance 
The income and wealth factors might be associated and examined together. Joined 
pay likewise alluded to add up to family unit pay and complete resource esteem as an 
intermediary for abundance which is commonly sure connected to chance resistance 
(Mabalane, 2015). The gigantic effects of pay and abundance on danger resilience 
are the way quickly financial specialists can recuperate if huge misfortune happens. 
Study by Abhijeet and Dinesh (2010) anticipated that pay of speculators can affect 
the measure of danger financial specialists are happy to tolerate. The overall target of 
speculation is to acquire return however a danger level they could recuperate from 
rapidly should misfortunes happen (Chavali and Mohanraj, 2016). High monetary 
danger resilience has been accounted for among people with higher pay and 
abundance (Gibson et al., 2013). 

2.6.1.5 Marital Status and Risk Tolerance 
Marital status and household size may be by one way or another related as hitched 
couples likely may have a larger number of dependants in their family unit than non-
wedded people. Analysts, for example, Sulaiman, (2012) and Grable, Heo and 
Kruger (2016) demonstrated that wedded people are less danger lenient than 
unmarried people since as the quantity of dependants increments in a family the 
lower the danger resistance will be. The rationale of this marvels is that hitched 
individual have obligation towards their life partners and become more danger 
antagonistic than unmarried person. Additionally the quantity of dependants 
develops financial specialist's obligation increases and will act more risk averse.  

2.6.1.6 Number of Dependants 
There is lack of scholarly works examining the relationship of conjugal status of 
individual financial specialists with hazard resilience and their danger mentalities 
including chidren or number of dependants in the family structure or families. Xiao 
(1996) locate that most family units with little youngsters don't hold hazardous 
resources. Alternately, families with youngsters in their center (6-11) a long time and 
youthful juvenile (12-17) a long time will in general be less danger unwilling. It is 
seen that speculator with a greater number of dependants are less danger resistance 
than the financial specialist with less dependants (Chaulk et al., 2003). 
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2.6.1.7 Employment Status 
It is given certainty that utilized people have a higher danger resilience than the 
jobless since they are probably going to have a higher discretionary cashflow and can 
bear to face more challenges (Anbar and Eker, 2010). Grable and Lytton (1998) 
additionally propose that the qualities relating to word related status and independent 
work have been huge in separating among risk tolerance levels. 

2.6.2 Psychological Variables  
Behavioural finance shows itself through a scope of dynamic practices known as 
predispositions. These predispositions influence how individuals measure data and 
use it to settle on monetary choice that they see to be agreeable in. As brought up by 
Shefrin (2000), conduct brain science has indicated that individuals are defective 
processors of data and that they are impacted by mistakes, predispositions and other 
perceptual figments. In light of psychological brain science conduct predispositions 
emerge when individuals settle on choices dependent on their convictions and 
inclinations. These predispositions incorporate presumptuousness, mooring, 
representativeness, misfortune repugnance mental bookkeeping among others. 
Contributing is definitely connected with our brains, moods, emotion and social 
moods. Number of decisions made are influenced our past and present (Talab, Hasan, 
Flayyih & Hussein, 2017). Therefore investors are psychological beings hence they 
are affected by psychological factors. 

2.6.2.1 Overconfidence 
The overconfidence bias identifies with the conviction that speculators hold to the 
way that they can practice mineral control in their choice than they can truly do. 
Pompous speculators put more reliance on their prescient ability in recognizing and 
picking winning ventures. Bodie et al. (2009) call attention to because of 
presumptuousness, speculators will in general overestimate their capacity to create 
market figure and force them to enter into either risk investment or less risk 
investment. 

2.6.2.2 Loss Aversion 
As elaborated by Samuelson and Zachauser (1988), loss aversion creates hesitance in 
individuals to settle on choices for change for the simple actuality that they 
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incredibly center around what they are probably going to lose than they may wind up 
picking up. The circumstance showed by financial specialists by and large terms is 
that are in control of losing positions, they gain a more grounded want to reestablish 
their position simply even to an earn back the original investment status. Then again, 
similar financial specialists would have a danger lenient conduct or be danger 
looking for when confronting a misfortune and consequently they could wish to hang 
on the speculations with the hope that prices rise up again. 

2.6.2.3 Mental Accounting 
Investor have tendency of building mental frames in association with their 
speculations. This predisposition is known as mental bookkeeping and it depicts 
conduct in which speculators place specific choice into mental records that are gotten 
from their own shallow ascribes (Shiller, 1997). Werah (2006) uncovered that 
psychological bookkeeping was more predominant in individual financial specialists 
than institutional speculators. The propensity of financial specialists to make mental 
edge is fuelled by speculation condition where speculators feel more agony when 
they are familiar with a misfortune and apparently they determine more joy when 
accomplish an addition from a particular investment. 

2.7 Risk Tolerance 
Risk tolerance as the dependent variable in the study is the measure of hazard that 
financial specialists are agreeable in taking or the level of vulnerability that a 
speculator can deal with. The study adopted a measure of risk tolerance developed by 
Grable and Lytton (2003) where 13 questions which measure risk tolerance were 
formed with their corresponding score. See Appendix section C. 

 

 



18 

CHAPTER THREE 
RESEARCH METHODOLOGY 

3.1 Introduction 
This section presents the research methodology to be adopted to facilitate the study. 
It presents the research design, the population, sample size and sampling procedure, 
data collection, data analysis, ethical considerations and validity and reliability. 

3.2 Research Design 
This study adopted explanatory research design which provides the explanation of 
the effect and causes correlation between study variables (Brains at el., 2011). The 
research design investigated the relationship or correlation between demographic 
factors and psychological factors and investors risk tolerance. 

3.3 Area of the Study 
The study was conducted in CRDB and TCC public companies with shares listed on 
the Dar es Salaam Stock Exchange. The companies were chosen as the representative 
of service and manufacturing industries because they are characterized with number 
of individual investors compared to other companies. Despite fluctuations in the 
share prices and emergence of many other well performing companies listed in DSE, 
there are still people buying shares.  

3.4 Population of the Study 
The study population was formed from individual investor who current invested in 
CRDB and TCC who constituted individual investors. 

3.5 Sample Procedure and Sample Size 
3.5.1 Purposive Sampling  
This study used purposive sampling to select investors of CRDB and TCC for data 
collection. The technique provides an opportunity to any investor of the company to 
be approached. This study employed purposive sampling in which a researcher relies 
on their own judgments to select units of study for the sample that would best serve 
the purpose of the study. The researcher purposive select 80 investors from CRDB 
and TCC as the population for the study to represent the other individual investors of 
listed firms in DSE. 
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3.5.2 Sample Size 
Sample is the list of elements representing the population from which the sample is 
drawn (Cooper and Schindler, 2014). Often times a researcher may not get direct 
access to the entire population of interest thus they rely on the sampling to represent 
the entire population. The study used a sample of 80 respondents for data collection. 

This study adopted the proportional statistical formula by Yamane (1967), which 
uses a confidence level of 95%. 

Yamane’s formula:  
N=Population size 
n=Sample size  
e=the error rate of the sample (the level of precision) 

Therefore,   n= 100 
1+100(0.05)2 

  n = 80  

3.6 Data Collection 
The study involved both primary and secondary data. Secondary data were collected 
from various literatures including company reports, published and unpublished 
papers, and other documents related to the study. Primary data were collected 
directly from respondents.  

While primary data were semi-structured questionnaire which was administered by 
the researcher. The questionnaire is used since it enables collection of data from a 
larger sample. It saves time as data can be obtained at once and confidentiality is 
upheld. The questionnaires were divided into two parts; the first part constituted 
respondent’s background information and second part contained questions in respect 
to each objective. Before data collection the questionnaire were tested as well as 
making amendments where necessary. 
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3.7 Diagnostic Test 
The study adopted simple linear regression which it has some assumptions to check 
for the data model fitness and validity. Many pitfalls may affect the quality of 
conclusions drawn from fitted models or might even lead to uninterpretable results. 
The study undertake normality test using Jarque-bera test, multicollinearity test using 
variance inflation factor and heteroscedasisticy using Cameron & Trivedi's 
decomposition of IM-test. 

3.8 Data Analysis 
The study is based on assessing the effects of psychological and demographic (as 
independent variables) on individual investor’s risk tolerance (dependent variable). 
The descriptive statistics such measure of central tendency and dispersion will be 
used to describe the data and multiple linear regression analysis was used to point out 
the relationship between independent and dependent variables. The regression 
equation assumed the following form: 

Y= β0 + β1X1 + β2X2 + Ɛ 
Where  
Y= Investor risk tolerance 
X1= Demographic factor  
X2 =Psychological factor 
β0 = Regression coefficients 
Ɛ = Error term 

3.9 Validity and Reliability 
3.9.1 Reliability 
Reliability is synonymous with repeatability or stability where a measurement that 
yields consistent results over time is said to be reliable. Therefore, reliability is the 
degree to which measures are free from error yielding consistent results. To ensure 
consistency respondents should be able to interpret the questions in the same way 
should produce consistent finding at different conditions. A valid questionnaire 
enabled accurate data to be collected and one that is reliable means that this data is 
collected consistently. Also, Cronbach's alpha as a measure of internal consistency, 
that is, how closely related a set of items are as a group was used. It is considered to 
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be a measure of scale reliability. As the average inter-item correlation increases, 
Cronbach's alpha increases as well (holding the number of items constant). From 
table 3.1 its shows that Cronbach’s alpha is 0.835 which indicates a positive level of 
internal consistency for the scale with specific sample which is sufficient. 

Table 3. 1: Reliability Test 
Reliability Statistics 
Cronbach's Alpha N of Items 
0.835 13 
Source: Study Findings (2020) 

3.9.2 Validity 
Validity is concerned with the accuracy of our measurement in the context of sample 
representativeness. It is related to the ability to create questions that reflect the issues 
being researched. To be a valid study has: internal validity which is the ability of the 
questionnaire to measure what one intends to measure. What is found in the 
questionnaire actually represent the reality of what one is measuring. This ensures 
that the questions are useful testing various behavioural factors. Construct validity 
refers to the data collection procedure. The extent to which the measurement 
questions display the presence of those constructs intended to be measured like 
aptitude and personality test.  

To ensure validity and reliability of the data collected in this study, the questions 
were carefully designed in a simple understandable language and the questionnaire 
pilot were tested to check how respondents respond before the main data to be 
collected. 

3.10 Response Rate 
In this study a researcher distributed a total of 90 questionnaires to the respondents 
which included CRDB and TCC individual investors. From table 3.2 80 
questionnaires (88.9%) were filled while 10 questionnaires (11.1%) were not 
returned. The 88.9% response rate was considered satisfactory to make conclusions 
for the study. Mugenda and Mugenda (2003) established that 50% of responses is 
adequate, 60% is good and 70 rate very good. Also, Bailey (2000) contends that, a 
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response rate of 50% is sufficient while a response rate greater than 70% is more 
sufficient. Therefore the high response rate in this study was attributed to the data 
collection procedures where the researcher identified key respondents.  

Table 3. 2: Study Response Rate 
  Frequency  Valid percent  
 Not returned 10 11.1 

Returned and filled 80 88.9 
Total 90 100.0  

Source: Study Findings, (2020) 

3.11 Ethical Considerations 
In this study the researcher ensured informed consent of the participants by 
observing their voluntary participation also researcher maintained anonymity (no 
mentioning of names by using codes or numbers). During the process of data 
collection care was taken not to harm users in their information that gave to the 
researcher; privacy, confidentiality of participants were not interfered. And 
plagiarism was highly observed. Any confidential information and privacy of 
respondents was observed. All permission was obtained from The University of 
Dodoma to conduct study in a written form. The researcher acknowledged all sources 
of information to the best of his understanding. 
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CHAPTER FOUR 
RESULTS AND DISCUSSIONS 

4.1 Introduction 
This chapter presents the study findings, which have been discussed under key theme 
and in line with the study’s objectives. The chapter describes demographic 
characteristics of respondents in the study area, social-economic characteristics of the 
respondents, demographic factors affecting the individual investor risk tolerance at 
CRDB and TCC and the effect of psychological factors on the individual investor’s 
risk tolerance at CRDB and TCC. 

4.2 Preliminary Test (Diagnostic Checking) 
In the construction of statistical models, model validity is critically imperative to 
ensure unbiased and valid statistical inferences. Therefore many model diagnostic 
tests have been formulated for checking and detecting model misspecification. The 
study undertakes normality tests, heteroscedasticity and multicollinearity. 

4.2.1 Normality Test 
Most of the parametric tests such as T-test and regression are holding the 
presumption of typical dissemination. Subsequently, analyze the typical 
appropriation of the model must not be overlooked. While ordinariness presumption 
expects that unsettling influences or mistake terms of the model are regularly 
appropriated. Since mistake terms are the factors that have been overlooked, the 
effect of the precluded factors must be little and, best case scenario, arbitrary. On the 
off chance that this suspicion doesn't hold, this prompts mistaken outcomes and draw 
deluding translations. There are two different ways to check ordinariness normally 
the realistic strategy utilizing diagrams to imagine the dispersion and normality test. 
Normality, test is sensitive enough at a low sample size or very sensitive to large 
sample size. This study used Jarque-bera test for testing normality, the test rejects the 
hypothesis of normality when the p-value is less than or equal to 0.05. From table 4.1 
indicated that, the data are normally distributed since the p-value (0.0678) for the 
Jarque-Bera (test for normality assumption) is greater than 0.05, hence there is no 
sufficient evidence to reject the null hypothesis at 0.05 significance level. 
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Table 4. 1: Jarque-Bera (Test for Normality Assumption) 
Variable Obs Pr(Skewness) Pr(Kurtosis) adj chi2(2) Prob>chi2 

G 80 0.0567 0.0348 0.648 0.0678 
Source: Study Findings (2020) 

4.2.2 Multicollinearity 
Multicollinearity happens when at least two free factors are profoundly related, 
consequently can't precisely mirror their individual commitments towards the needy 
variable (Pesaran, 2015). Multicollinearity is brought about by information 
assortment strategy, over-characterized model, model detail and limitations on model 
or in the population. This study carried out multicollinearity test using the Variance 
Inflation Factor (VIF) method. The VIF estimates how much the variance of a 
regression coefficient is inflated due to multicollinearity in the model. The VIF was 
calculated by taking an independent variable and regressing it against every 
independent variable in the model. This gave R-squared values which were plugged 
into the VIF formula. 

 
Where Ri2 is the R-squared value from regressed independent variables. The rule of 
thumb states that there is evidence of collinearity if the mean VIF is greater than 
unity or if the largest VIF is greater that 10 (Wooddridge, 2013). From table 4.2 the 
results indicated that, there is no multicollinearity since the average VIF is 3.85 
which is below 10 mean VIF. 
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Table 4. 2: VIF Test of Multicollinearity 
Variable VIF 1/VIF 
2.Gender 1.17 0.854181 
Age 
2 1.3 0.76648 
3 1.94 0.514861 
Education 
2 10.07 0.099334 
3 11.77 0.084985 
4 6.73 0.148651 
Dependents 
2 2.48 0.402729 
3 3.8 0.263297 
2.Marital 1.33 0.749217 
2.Employment 1.16 0.859083 
Income level 
2 2.78 0.359228 
3 1.62 0.617524 
Mean VIF 3.85 
Source: Study Findings (2020) 

4.2.3 Heteroscedasticity 
When the variance of error term differs with each observation in such case 
heteroscedasticity is said to exist. A unequal variance may violate the assumption of 
classical linear regression model and cause the model to be inefficient. These can be 
caused when data collection method improved, presence of outlier observation and 
according to human behavior. This study used Cameron and Triyedi’s decomposition 
of IM test to check for heteroscedasticity. Also, the test provides the result on 
normality of data. 
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Table 4. 3: Heteroscedasticity-Cameron & Trivedi's Decomposition of IM-test 
Source chi2 Df P 
Heteroscedasticity 68.58 51 0.0507 
Skewness 15.07 12 0.2378 
Kurtosis 1.8 1 0.18 
Total 85.45 64 0.0379 
Source: Study Findings (2020) 

The result from table 4.3 shows that the model do not suffer with the problem of 
heteroscedasticity since the p-value (0.0507) for heteroscedasticity is greater than 
0.05 and also it show that the model do not suffer with the problem of non-normality 
assumption since the p-value is greater than 0.05.  

4.3 Demographic Characteristics of Respondents 
The general characteristics of respondents from CRDB and TCC investors’ in this 
study included gender of respondents, age of respondents, education level of 
respondents, income level, employment status, number of dependents and marital 
status  

4.3.1 Age of Respondents 
Age is defined as a period of human life measured by years from birth usually 
marked by a certain stage or degree of mental or physical development. The ages 
were grouped into three categories that are below 30, 31-49 and above 50 years. 
From table 4.4 below the results indicate, that most (50%) of respondents were aged 
between 31- 49 years, with few (12.5%) who are aged between above 50 years. 
However, the findings show that majority (87.5%) of respondents in the study area 
are the most active labour force because they fall in the group of 20-60 years old 
which imply most of investors are from active economic group. 
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Table 4. 4: Age of Respondents 
  Frequency  Valid Percent 
 30  ≤ 30 37.5 

3  - 49 40 50.0 
50   ≥ 10 12.5 
Total 80 100.0  

Source: Study Findings (2020) 

4.3.2 Gender of Respondents 
Sex can be defined as either the male or female division of species; the study wants 
to know the ratio between males and females in the study area in relation to their 
level of tolerance. It was assumed that the sex of respondents being male or female 
could influence the capacity to tolerate risk. From table 4.5 below showed that males 
accounted for about (48) 60% of the respondents in the study area while female were 
about 32 (40%) which were few compared to males. This implies that most of the 
investors in CRDB and TCC were males as its believed male are responsible for 
different activities hence tend to find alternative source income including investing in 
shares (Chayali, 2016). 

Table 4. 5: Gender of Respondents 
  Frequency Valid Percent 
  Male  48 60.0 

Female  32 40.0 
Total 80 100.0  

Source: Study Findings (2020) 

4.3.3 Marital Status of Respondents 
Marital status tend describe the distinct options that, explain the relationship with a 
significant other or legal defined marital state. The results from the table 4.6 below, 
revealed that most 44 (55%) of the respondents were married and few 36(45%) falls 
in the group of single. This implies that majority of the respondents were 
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characterized with number of responsibilities as they were married hence investment 
for higher return cannot avoided among them to cover such responsibilities and 
needs of their families (Chayali,2016). 

Table 4. 6: Marital Status of Respondents 
  Frequency Valid Percent 
 Married  44 55.0 

Single  36 45.0 
Total 80 100.0  

Source: Study Findings (2020) 

4.3.4 Education Level of Respondent 
Eduacation levels are different types of level within profession knowledge that an 
individual posses as qualification or as an indicator of literacy level. It was assumed 
that the higher the level of education could influence the individual investor risk 
tolerance on CRDB and TCC.With regard to the education levels of respondents, 
results from table 4.7 show that majority 46 (57.5%) of respondents had bachelor 
degree and few 10(2.5%) had at primary education level, while 2(2.5%) with primary 
level and finally 22 (27.5) had secondary level of education. This implies that 
majority of respondents possess degree level which is mostly characterized financial 
knowledge and investment courses which uncover various risk which exhibit in 
undertaking different business including investment in equity market hence can 
enhance respondents investment behaviour including in equity investment. 

Table 4. 7: Education Level of Respondent 

  Frequency Valid Percent 
 Primary 2 2.5 

Secondary 22 27.5 
Bachelor Degree 46 57.5 
Post Graduates 10 12.5 
Total  80 100.0  

Source: Study Findings (2020) 
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4.3.5 Number of Dependents 
Numbers of dependants represent a group of people who unable to depend on their 
own on fulfilling their basic needs hence they depend on others. From the table 4.8 
the result showed that majority 38(47.5%) of respondents had 4 – 7 number of 
dependents and few 29(36.3%) had 1-3 number of dependents while 13 (16.2%) had 
above 8 respondents. This implies that most of the respondents were depended by 
other to meet their basic needs. This implies that investors with high number of 
dependants tend to be risk averse due to number of responsibility which hinder their 
involvement in investing activities due income limitation (Chaulk et al.,2003). 

Table 4. 8: Number of Dependents 
  Frequency  Valid Percent 
 1 - 3 29 36.3 

4 - 7  38 47.5 
8  ≥ 13 16.2 
Total 80 100.0  

Source: Study Findings (2020) 

4.3.6 Employment Status 
Employment status is the status of a worker in a company on the basis of the contract 
of work or duration of work done or a self employed individual who perform their 
own activities to earn income. A worker may be a full-time employee, part-time 
employee, or an employee on a casual basis. She or he could be employed 
temporarily for a specific project only, or on a permanent basis. The findings from 
figure 4.1 below show that the majority of the respondent 46(57.5%) they were 
employed while very few respondents 34(42.5%) were not employed (self-
employed). 
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Figure 4. 1: Distribution of Employment Status 
4.3.6 Income Level of Respondents 
Income is money (or some equivalent value) that an individual or business receives, 
usually in exchange for providing a good or service or through investing capital. 
Income is used to fund day-to-day expenditures. Investments, pensions and social 
security are primary sources of income for retirees. For individuals, income is most 
often received in the form of wages or salary. The findings from table 4.11 below 
showed that, the large number of the (48) respondents they had low than 3million 
since in this group it comprises 60% of the total number of the respondents and also 
the minority of the (5) respondent they had income level above 6 million per month 
while 27(33.8%) had moderate income level about 3million to 6million. 
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Table 4. 1: Income Level of the Respondents (n=80) 
  

Frequency  Valid Percent Cumulative percent 
Valid 0 -3,000,000 48 60.0 60.0 

3,000,001-
6,000,000  27 33.8 93.8 
6,000,001-
10,000,000 5 6.2 100.0 
Total 80 100.0  

Source: Study Findings, (2020) 

4.5 Demographic Factors Affecting Individual Investor’s Risk Tolerance at 
CRDB and TCC 

4.5.1 Distribution of Risk Tolerance Level 

 
Figure 4. 2: Level of Risk Tolerance 
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The findings from figure 4.2 above showed that, majority of the respondents about 
36.3% of the total respondents they have average tolerance level followed by 28.8% 
of the respondents that fall under the High tolerance and also only the minority 
11.3% were falling in the high level of tolerance and lastly 23.8% respondents in 
below average. This implies that large number of the respondents comprise of 
individual investors with average and below average individual risk tolerance. 

4.4 Factor Analysis for Items Used to Measure Individual Risk Tolerance 
Factor analysis is a method that is utilized to lessen countless factors into less 
quantities of elements. This method extricates most extreme basic difference from all 
factors and places them into a typical score. As a record, all things considered, and it 
very well may be utilize this score for additional investigation. The general goal of 
factor investigation is information rundown and information decrease. A focal point 
of factor examination is the efficient disentanglement of various interrelated 
measures. Factor investigation depicts the information utilizing numerous less 
measurements than unique factors. KMO and Bartlett's test table shows two tests that 
demonstrate the appropriateness of your information for structure identification. The 
Kaiser-Meyer-Olkin proportion of inspecting sufficiency is a measurement that 
demonstrates the extent of fluctuation in your factors that may be caused by 
underlying factors.  

Table 4. 2: KMO and Bartlett's Test 
Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 0.79 
Bartlett's Test of Sphericity Approx. Chi-Square 273.117 
  Df 78 
  Sig. 0 
Source:Study Findings (2020) 

The findings from table 4.12 above show that the sample size used for factor analysis 
is adequacy to do the factor analysis since the Kaiser-Meyer-Olkin measure of 
sampling adequacy is greater than 0.50 and according to KMO criterion is that if the 
KMO is greater than 0.5 this means that the sample size is adequacy for factor 
analysis and also if the Bartlett's test of sphericity is lower than 0.05 means also the 
sample adequacy for factor analysis so from table 4.12 the Bartlett's test of sphericity 
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was less than 0.05 means was statistically significance and KMO was 0.79 which is 
greater than 0.05 which is statistically significance. 

4.4.1 Factor Extraction 
Eigenvalues measure the amount of variety in the complete example represented by 
each factor. A factor's eigenvalue might be processed as the amount of its squared 
factor loadings for all the factors. The all out segment gives the eigenvalue, or 
measure of difference in the first factors represented by every part. The percent of 
fluctuation segment gives the proportion, communicated as a rate, of the change 
represented by every part to the complete difference in the entirety of the factors. 

Table 4. 3: Total Eigenvalues and Total Variance Explained 
Component Initial Eigenvalues   Extraction Sums of Squared Loadings 
  Total % of Variance Cumulative % Total % of Variance Cumulative % 
1 4.21 32.411 32.411 4.21 32.411 32.411 
2 1.35 10.366 42.777 1.35 10.366 42.777 
3 1.26 9.688 52.465 1.26 9.688 52.465 
4 1.13 8.667 61.132 1.13 8.667 61.132 
5 0.91 7.006 68.139 
6 0.77 5.917 74.056 
7 0.69 5.337 79.393 
8 0.60 4.596 83.989 
9 0.57 4.35 88.339 
10 0.50 3.857 92.196 
11 0.40 3.104 95.3 
12 0.34 2.583 97.883 
13 0.28 2.117 100       
Source: Study Findings (2020) 

Table 4.13 above showed that, four factors were extracted using the criteria of 
eigenvalues from table 4.13 above show that all items with eigenvalue greater than 
one were taken as the component .So from table 4.13 above the first four items were 
taken since all of these component comprises the eigenvalues greater than one and 
also these component they have been 61.132 variance in individual risk tolerance. 
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4.4.2 Factor Interpretation and Labelling 
Having decided the number of factors to be extracted, it is an ideal opportunity to 
decipher the components and their loadings. For this reason, information turn 
strategies are utilized. The point of factor revolution is to streamline the information 
structure for better translation of the factors. There are two factor pivot methods, 
Orthogonal (or Varimax) strategy and Oblique (or Oblimin) procedure. Analyze the 
stacking example to decide the factor that has the most impact on every factor. 
Loadings near - 1 or 1 show that the factor emphatically impacts the variable. 
Loadings near 0 demonstrate that the factor has a frail influence on the variable. 

Table 4. 4: Rotated Variable Loadings after Apply the Cut-off (Factor Loadings 
< 0.50 Are Excluded) 

 Variable Component 
  1 2 3 4 
Qn8 0.756 
Qn7 0.751 
Qn1 0.619 
Qn4 0.568 
Qn11 0.539 
Qn12 0.738 
Qn10 0.708 
Qn6 0.659 
Qn2 0.511 
Qn3 0.874 
Qn5 0.535 
Qn13 0.843 
Qn9       0.581 
Source: Study Findings (2020) 

Table 4.14 above means that the risks tolerance was measured in four aspects the 
since the four components were obtained. Factor (or Component) 1 with loading 
equal to (0.756, 0.751, 0.619, 0.568 and 0.539) highly correlated with risk tolerance 
of individual investors’ since has loading value near to 1. Component 2 having 
loading equal to (0.738, 0.708, 0.659 and 0.511) are highly influence the risk 
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tolerance of individual investors’ since has loading value near to 1. Component 3 
with loading equal to (0.874 and 0.535) are strong influence the risk tolerance of 
individual investors’ since has loading value near to 1. Also component 4 with 
loading equal to (0.843 and 0.581) is highly related or influence risk tolerance of 
individual investors’ since has loading value near to 1. 

4.4.5 Association Between Characteristics of Respondents and Individual 
Investor Risk Tolerance 

The result from table 4.15 below show those, some demographic factors such as 
(education level, number of dependents and income level of the respondents) were 
associated with tolerance level while other factors (employment status, marital status, 
age and gender) were not associated with tolerance factors. From table 4.15 shows 
that, the number of increase the is increase of the level of tolerance also there is 
statistically significance association between level of tolerance and education level 
since (p-value=0.00).And also there as the level of income increases the large the 
level of tolerance increases since (p-value=0.00) and lastly the number of dependent 
associated with level of tolerance since the (p-value=0.00). While gender, age, 
marital status sand employment were statistically insignificant with p-value (0.927, 
0.659, 0.685 and 0.33) respectively. These findings are consistent with Kannadhsan 
(2015) who found demographic factor tend to play essential role on influencing risk 
tolerance which include education, income and number of dependants while marital 
status, age and gender were insignificant in relation to risk tolerance. Also these 
findings are supported by Bashir, Uppal et al (2013) and Larkin, Lucey and 
Mulholland (2012) which established that education and income tend to positive 
influence the risk tolerance of individual investors. 
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Table 4. 5: Association between Demographic Characteristics of Respondents 
and Individual Investor Risks Tolerance. 

Variable Tolerance Chi-square P-value 
  Low High     
Gender 
Male 25(52.1%) 23(47.9%) 
Female 17(53.1%) 15(46.9%) 0.008 0.927 
Age 
30 > 17(56.7%) 13(43.3%) 
31-49 19(47.5%) 21(52.5%) 
50 < 6(60%) 4(40%) 0.835 0.659 
Education Level 
Primary 1(50%) 1(50%) 
Secondary 19(86.4%) 3(13.6%) 
Degree 22(47.8%) 24(52.2%) 
Postgraduate 0(0%) 10(100%) 21.577 0 
Dependent 
1 to 3 6(20.7%) 23(79.3%) 
4 to 7 28(73.7%) 10(26.3%) 
above 8 8(61.5%) 5(38.5%) 19.032 0 
Marital 
Single 18(50%) 18(50%) 
Married 24(54.5%) 20(45.5%) 0.164 0.685 
Employment 
Employed 22(47.8%) 24(52.2%) 
Self employed 20(58.8%) 14(41.2%) 0.948 0.33 
Income category 
0-3000000 41(85.4%) 7(14.6%) 
3000001-6000000 1(3.7%) 26(96.3%) 
6000001-10000000 0(0%) 5(100%) 52.162 0 
Source: Study Findings, (2020) 
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4.4.6 Demographic Factors Affecting Individual Investor Risk Tolerance at 
CRDB and TCC 

Multiple regressions analysis employed to determine factors affecting individual 
investor risk tolerance at CRDB and TCC in the study area. Result in the Table 4.16 
indicates that independent variables included in the model were good predictors of 
individual investor risk tolerance. About 75.32% of variations of individual investor 
risk tolerance explained by the variations in the independent variables included in the 
model. Results further indicated that explanatory variables included in the model 
collectively had a significant influence on the individual investor risk tolerance (F = 
17.04, P < 0.001). 

The predictor variables (age, education level, number of dependents, marital status  
and employment status) did not significantly influenced individual investor risk 
tolerance in the study area while the predictor variables (sex and income level) 
significantly influenced individual investor risk tolerance. These findings are 
supported by Yao, Sharpe and Wang (2011), Sadiq and Ishaq (2014) found a 
negative relationship between age (as it increases the capacity to recoup losses 
decreases), educational, marital status, employment and dependants with risk 
tolerance. Sulaiman (2012) found the recommend demographic characteristic can be 
taken as important parameter to determine risk taking capacity since he found that 
education, gender having significant impact in risk taking capacity. This imply 
literate investor understand market situation very well as compared to less educated. 
Also the findings were contrary to findings by Kaijage, Aduda and Iraya (2017) 
which established that, education, age, dependants were positively related to risk 
tolerance.  

4.4.6.1 Gender 
Sex of the respondent statistically significance influence individual investor risk 
tolerance (P= 0.045) and had a positive influence on individual investor risk 
tolerance with regression coefficient of 0.32811 implying female exceed male in 
investor risk tolerance by 0.32811 score. These findings are inconsistent to Ucal and 
O’Neil (2013) who found female were less risk tolerant compared to male who were 
risk seeker. Also Fisher (2010) indicated that females exhibited lower risk tolerance 
levels as they were not willing to assume risk while male had higher risk tolerance 



38 

than female. Generally the study found female are more risk averse than men this is 
similarly to findings by (Michayluk & Van de Venter, 2013, Cooper, Kingyens & 
Paradi, 2014, Rai & Kimmel 2015, Kannadhasan, 2015, Irandoust, 2017, Reddy and 
Mahapatra, 2017, Meziani and Noma, 2018 and Aksoy, 2018) while others several 
studies (Sulaiman, 2012, Lam, 2015 and Grable and Joo, 2004) showed gender is not 
significant determinant of risk tolerance. 

4.4.6.2 Income 
It generally assumed that, individual with high income to meet essential 
commitments and they can allocate more money for investing and more resilient to 
financial loss (Irandoust, 2017). For those with income between 3000001-6000000 
statistically significance influence individual investor risk tolerance (P< 0.001) and 
had a positive influence on individual investor risk tolerance with regression 
coefficient of 1.66677 implying those with income between 3000001-6000000 
exceed those with income between 0- 3000000 in investment risk tolerance by 
1.66677score. 

For those with income between 6000001-10000000 statistically significance 
influence individual investor risk tolerance (P< 0.001) and had a positive influence 
on individual investor risk tolerance with regression coefficient of 1.87626implying 
those with income between 6000001-10000000 exceed those with income between 
0- 3000000 in investment risk tolerance by 1.87626 score. These findings are 
consistent with Irandoust, (2017), Rai and Kimmel (2015) who revealed that there is 
a positive relationship between income or wealth with risk tolerance. But were 
contrary to Gibson et al.,(2013) found negative association and non-linear between 
income and risk tolerance by arguing that as income increase and combined income 
increases, financial risk tolerance increase at decreasing rate. 

4.4.6.3 Age 
From table 4.16 the age of the respondent was statistically insignificant on 
influencing individual investor risk tolerance since its p-value of (0.334, 0.529) was 
greater than 0.05 and had a negative influence on individual investor risk tolerance 
with regression coefficient of (-0.1618, -0.1944). These findings are consistent with 
Brooks et al (2018) and Yavuz and Kahyaogulu (2015) who found age and risk 
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tolerance are non-linear and insignificant relation between age and financial risk 
tolerance. Contrary Aksoy (2018) found that risk tolerance decreases with age as 
older investors are less risk tolerant than younger is because older investors have less 
time to meet their goals and objectives and time to recover financial losses. 

4.4.6.4 Education 
Its generally believed that that increased of education is considered to be associated 
with increased level of risk tolerance, because educated people can better evaluates 
the risk and return of their investments and make more rational decisions. From table 
4.16 the education of the respondent was statistically insignificant on influencing 
individual investor risk tolerance since its p-value of (0.712) was greater than 0.05 
and had a negative influence on individual investor risk tolerance with regression 
coefficient of (-0.1921). Aksoy (2018) and Gibson et al. (2013) they both found 
similar findings with this study that, there is negative relationship between education 
and financial risk tolerance. Contrary from findings Rai and Kimmel (2015) and 
Tanyolac and Karan (2015) found an existence of positive relationship between 
education and risk tolerance. 

4.4.6.5 Number of Dependants 
From table 4.16 the number of dependants among the respondent was statistically 
insignificant on influencing individual investor risk tolerance since its p-value of 
(0.107) was greater than 0.05 and had a strong negative influence on individual 
investor risk tolerance with regression coefficient of (-0.3752). Individualswho have 
youngsters require conviction in their profits on ventures and lessen assets accessible 
for hazardous speculations due to expanding expenses and want to make sure about 
the future (Chaulk, Johnson, and Bulcroft, 2003; Irandoust, 2017). For instance, 
Hallahan et al. (2004), Yao et al. (2011), Irandoust (2017), Aksoy (2018) found a 
negative connection between the quantity of wards and monetary danger resistance. 
As per Faff et al. (2009), there is a nonlinear linkage between monetary danger 
resilience and number of wards. They concluded that as the number of dependents 
increases, financial risk tolerance decreases at a decreasing rate. 
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4.4.6.6 Marital Status 
Its generally, assumed that married individual are less risk tolerant than single 
individuals due to the reason that married individual have more responsibilities for 
themselves and dependants as they tend to have greater need for wealth protection 
and meeting future consumptions. From table 4.16 below the marital of the 
respondent was statistically insignificant on influencing individual investor risk 
tolerance since its p-value of (0.284) was greater than 0.05 and had a positive 
influence on individual investor risk tolerance with regression coefficient of 
(0.18262). These findings are similarly to Alpay (2015) and Gibson et al. (2013) who 
found that, there is no relationship between marital status and risk tolerance as tend 
to exhibit a negative relation between number of children (dependants) and risk 
tolerance. 

4.4.6.7 Employment Status 
Employment and occupation may have effect on financial risk tolerance. From table 
4.16 below the employment status of the respondent was statistically insignificant on 
influencing individual investor risk tolerance since its p-value of (0.681) was greater 
than 0.05 and had a strong weak positive influence on individual investor risk 
tolerance with regression coefficient of (0.06565). These findings are in line with 
Grable et al., (2013) investigated the overall conviction that people working in the 
private area are more danger lenient than public area representatives, and they found 
that public area representatives (the two people) have lower monetary danger 
resilience than private area workers. Monetary danger resilience of a person who is 
working in an occupation can be higher than a person who has not a work. Since 
utilized individual brings in cash to bear the cost of her essential necessities and can 
face a larger number of challenges than a jobless person. Yao et al. (2011) found that 
independently employed people are more danger lenient than compensation workers 
and resigned people are fundamentally less danger open minded than pay workers. 
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Table 4. 6: Multiple Linear Regressions for Demographic Factors 
Score Tolerance Coef. Std. Err. T P>t 
Gender 
Female 0.32811 0.16086 2.04 0.045** 
Age 
31-49 -0.1618 0.16639 -0.97 0.334 
50 < -0.1944 0.30692 -0.63 0.529 
Education Level 
Secondary -0.1921 0.51755 -0.37 0.712 
Degree 0.3466 0.5054 0.69 0.495 
Postgraduate 0.5989 0.57121 1.05 0.298 
Number of Dependents 
4 to 7 -0.3752 0.22983 -1.63 0.107 
above 8 0.09062 0.38476 0.24 0.815 
Marital 
Married 0.18262 0.16914 1.08 0.284 
Employment 
Self employed 0.06565 0.15896 0.41 0.681 
Income  
3000001-6000000 1.66677 0.25699 6.49 0.00*** 
6000001-10000000 1.87626 0.3829 4.9 0.00*** 
_cons 2.70797 0.5544 4.88 0.00*** 
R2 = 0.7532, F- value = 17.04, P < 0.001, ** Significant at P< 0.05 and *** = 
Significant at P < 0.01 

Source: Study Findings (2020) 

4.5 The Effect of Psychological Factor on Individual Investor’s Risk Tolerance 
at CRDB and TCC  

Based on findings from table 4.17 below, descriptive statistics data shows that, three 
variables score 3 which means that they are significant while one variable read 2.89 
which mean they were neutral. This findings implies that the large number of the 
respondent in the study area they have a little psychology concerned investment in 
stock market. 
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Table 4. 7: Psychological Factor Based on Likert Scale (n =102) 
Variable S D D N A SA Mean 
  N (%) N (%) N (%) N (%) N (%) N (%) 
Does the investor make 
their own analysis 
without reliance of 
undue influence to make 
their personal 
investment decisions? 
(PF1) 8(10) 4(5) 33(41.3) 23(28.8) 12(15) 3.34 
Does the investor more 
likely to sell more 
shares when the market 
price of the shares they 
owned was above the 
original purchase price 
than when it fell below 
it? (PF2) 9(11.3) 8(10) 35(43.8) 21(26.3) 7(8.8) 3.11 
Does the investor 
categorize each class of 
their shares held 
distinctly when 
choosing to buy or to 
sell them? (PF3) 11(13.8) 19(23.8) 27(33.8) 14(17.5) 9(11.3) 2.89 
Overall, mean 3.11 
KEY: SD= Strong agree, D= Dis agree, N=neutral, A= Agree, SA= Strong agree. 
Also mean scores ranging from 0.01-1.00= Strong agree, 2.00= Dis agree, 2.01-
3.00= neutral, 3.1-4.00= Agree, 4.01-5.00= Strong agree. 
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4.6.1 Distribution of Psychological Factor 

 
Figure 4. 3: Distribution of Psychological Factor 

Findings from Figure 4.3 reveals that, many of them 43.8% of the total respondents 
they have a fair psychological factor score and the minority about 23.8% they have a 
poor psychological factor score , while the rest fall under good psychological factor 
score. Owing to these findings, many of respondents they have fair psychological 
factor score which influence them to participate in the stock market while a minority 
of them were poor about the investing in the stock market. This portrayed that, if 
strong people they will possess good psychological factor may will increase number 
of people in investing in the stock market. 

4.5.1 Psychological Factor on the Individual Investor’s Risk Tolerance at CRDB 
and TCC  

Multiple regressions analysis employed to determine influence of over confidence, 
loss on individual investor risk tolerance at CRDB and TCC in the study area. Result 
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in the table 4.17 below indicates that independent variable included in the model was 
good predictors of individual investor risk tolerance. About 93.2% of variations of 
individual investor risk tolerance explained by the variations in the independent 
variable included in the model. Results further indicated that explanatory variable 
included in the model had a significant influence on the individual investor risk 
tolerance (F = 346.19, P < 0.001). 
4.5.1.1 Overconfidence 
The overconfidence bias identifies with the conviction that financial specialists hold 
to the way that they can practice mineral control in their choice than they can truly 
do. Careless financial specialists put more reliance on their prescient expertise in 
distinguishing and picking winning ventures.From table 4.17 below it is indicated 
that, over confidence was significant at P< 0.05 and with coefficient of 0.679 
implying that as the confidence increased by 1 score the risk tolerance would 
increase by 0.679 score. Similarly, Kannadhsan (2015) found that overconfidence 
and anchoring play essential role in determining the financial risk tolerance and 
financial risk behaviour such variables fluctuate while mental accounting had weak 
influence on financial risk tolerance. Bodie et al (2009) point out as a result of 
overconfidence, investors tend to overestimate their ability to develop market 
forecast and force them to enter into either risk investment or less risk investment. 
These findings comply with Barber and Odean (2001) found that men exhibit more 
overconfident characteristics, such as excessive trading and higher risk taking than 
women. This study had a big proportion of respondents being financially literate and 
this could explain the high risk taking behaviour leading to over trading due to 
overconfidence. 
4.5.1.2 Loss Aversion 
Loss aversionmakes hesitance in individuals to settle on choices for change for the 
simple actuality that they extraordinarily center around what they are probably going 
to lose than they may wind up picking up. The circumstance displayed by speculators 
as a rule terms is that are in control of losing positions, they procure a more grounded 
want to reestablish their position simply even to an earn back the original investment 
status. Then again, similar financial specialists would have a danger lenient conduct 
or be danger looking for when confronting a misfortune and in this manner they 
could wish to hang on the speculations with the expectation that costs ascend once 
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more. From the table 4.17 indicated that, loss aversion influenced individual investor 
risk tolerance with regression coefficient of 0.284 implying that, as loss aversion 
score increased by 1 score then individual investor risk tolerance by 0.284 score. 
These findings are supported by Ahmed et al. (2013) who pointed out that, loss 
aversion and representative are significant influencing the risk decision of investor 
compared tax rates which had weak correlation to risk tolerance level. Sulaiman 
(2012) found that the psychological bias or factors that play a significant role in 
determining financial risk tolerance are loss aversion and overconfidence while 
representative and mental accounting (heuristics) was not influencing financial risk 
tolerance.  

4.5.1.3 Mental Accounting 
Investor have propensity of building mental edges regarding their ventures. This 
inclination is known as mental bookkeeping and it depicts conduct in which financial 
specialists place specific choice into mental records that are gotten from their own 
shallow attribute. Result from table 4.17 showed that, mental accounting was 
insignificant at P< 0.05 and with coefficient of 0.06249 implying that as the 
confidence increased by 1 score the risk tolerance would increase by 0.0624 score. 
The result re consistent to Chavali et al. (2016) supported ascertained that there is a 
negative relationship between mental accounting, overconfidence and risk tolerance.  
Werah (2016) revealed that mental accounting was more pervasive in individual 
financial specialists than institutional speculators. The propensity of financial 
specialists to make mental edge is fuelled by speculation condition where speculators 
feel more torment when they are acclimated with a misfortune and apparently they 
determine more joy when accomplish an increase from a particular investment. 
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Table 4.17: Multiple Regressions for Psychological Factors 

 (1) 
VARIABLES Score tolerance 
  
Over confidence 0.679*** 
 (0.121) 
Loss aversion 0.284** 
 (0.125) 
Mental accounting 0.0624 
 (0.207) 
Constant 1.636 
 (0.991) 
  
Observations 80 
R-squared 0.932 

Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

Source: Study Findings, (2020) 
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CHAPTER FIVE 
SUMMARY, CONCLUSION, AND RECOMMENDATION 

5.1 Introduction 
This chapter provides a summary of the study findings arranged according to 
objectives, conclusion, recommendation and suggestion for the area of further study. 

5.2 Summary of the Findings 
The study sought to establish the factors affecting investors; risk tolerance s 
independent variables which include demographic factors which comprise age, 
gender, education, income, occupation, employment and marital status while 
psychological factors such as overconfidence, loss aversion and mental accounting 
and risk tolerance as the dependent variable. The study adopted a descriptive and 
causal relationship research design. The study with a sample of 80 respondents 
adopted a factor analysis and linear regression to analyze data. The summary is given 
according to each objective below: 

5.2.1 The Effect of Demographic Factor on the Individual Investor’s Risk 
Tolerance at CRDB and TCC 

The study found demographic factors, such as (education level, number of 
dependents and income level of the respondents) were associated with tolerance level 
while other factors (employment status, marital status, age and gender) were not 
associated with tolerance factors. The predictor variables (age, education level, 
number of dependents, marital status  and employment status) did not significantly 
influenced individual investor risk tolerance in the study area while the predictor 
variables (sex and income level) significantly influence individual investor risk 
tolerance. 

5.2.2 The Effect of Psychological Factor on the Individual Investors’ Risk 
Tolerance at CRDB and TCC  

These findings imply that a large number of the respondent in the study area they 
have a little psychology concerned investment in the stock market. Many of 
respondents they have fair psychological factor score which influences them to 
participate in the stock market while minority of them were poor about the investing 
in the stock market. This portrayed that if strong people they will possess good 
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psychological factors will increase number of people in investing in the stock market. 
Also, the results further indicated that overconfidence and loss aversion included in 
the model had a significant influence on the individual investor risk tolerance while 
mental accounting had insignificant influence. 

5.3 Conclusions  
Understanding investment patterns and financial decision making has always been of 
great interest to researchers and financial service providers and planners. Risk 
tolerance of individuals and investment decisions are influenced by demographic 
variables and psychological factors.  

The study concludes that demographic factors such as (education level, number of 
dependents and income level of the respondents) were associated with tolerance level 
while other factors (employment status, marital status, age and gender) were not 
associated with tolerance factors while demographic factors such as age, education, 
number of dependants, marital status and employment were statistically insignificant 
related to risk tolerance of individual investors while income and gender were 
statistically significant and had a positive relationship with risk tolerance of 
individual investors. Furthermore, the study concludes that psychological factors 
such as overconfidence and loss aversion were significantly and a positive 
influencing the risk tolerance of individual investors. 

Majority of investor in CRDB and TCC were characterized will average risk 
tolerance and below average risk tolerance level since which implies they are not 
willing to take high risk in undertaking different portfolio. 

Finally, the study concludes that majority of individual investors in CRDB and TCC 
comprise or characterised with average and below average individual risk tolerance. 

5.4 Recommendations 
The analysis of demographic and pschological factors are among the most important 
aspects in the world of behaviour finance and economics. Behaviour finance has 
been used to analyze and forecast the investor’s behaviour towards undertaking 
different investment with different risk attached. In business or investments, the 
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knowledge of risk tolerance difference among investors due to demographic 
variables and psychological biases are of obvious interest to the stakeholders. 

5.4.1 Recommendation to Stakeholders 
Stakeholders, such as investors of stocks for listed commercial banks, manufacturing 
and other industries at Dar es Saalam stock market should take into consideration the 
key demographic factors such as gender and income that tend to influence the risk 
tolerance of individual investor greater than the other. Also, the study recommends 
investors should take into consideration the effect of pschological biases in their risk 
decision which indicating their risk taking capacity. 

5.4.2 Recommendation to Government and Regulatory Authority 
The study recommends the capital and securities market authority to have an insight 
on the influence of demographic and psychological biases on influencing the risk 
taking capacity of investors of listed firms and Also government and other 
responsible authority are recommended to make use of such information from the 
study findings to formulate and implement various policies related to taking risk 
investment factors. 

5.5 Suggestion for Further Research 
The study suggests further studies to be carried out on a similar topic but in different 
industries. There is a need to conduct similar studies on commercial banks and other 
listed sector such as service, manufacturing and others. Also, the study recommends 
further studies should adopt more factors on psychological and personal traits 
variables such as social moods, perception, representative bias, and cognitive 
dissonance.  

Finally, the study suggest similar studies to be undertaken in evaluating how 
demographic, psychological and other factors can influence investment patterns of 
both individuals and institutional investors of listed companies in Tanzania. 
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APPENDICES 
Appendix I: Questionnaire 
THE FACTORS AFFECTING INDIVIDUAL INVESTORS’ RISK 

TOLERANCE: A CASE OF CRDB AND TCC 
The questionnaires intend to collect data for academic purpose, where information 
concerning factors affecting individual risk tolerance of investors at CRDB and 
TCC.. Information collected was highly confidential. Please don’t write your name. 
Answer each questionnaire by ticking (√) the appropriate answer 
SECTION A: Demographic Factor on the Individual Investor’s Risk tolerance 
at CRDB and TCC  
Below are the demographic factors that affect individual investor’s risk tolerance at 
CRDB and TCC. Please indicate your suggestion or opinion as per the level of 
agreement or disagreement with the outline factors below 1 to 5 scale guideline. 5 = 
Strongly Agree (SA) , 4 = Agree (A), 3 =Neutral (N), 2 = Disagree (D) and 1 = 
Strongly Disagree (SD 

Demographic 
factors 

 

Gender a. Male  
b. Female  

Age a. Below 30 years 
b. 31-49 years 
c. Above 50 years 

 Marital status   a. Single 
b. Married 

 Education level a. Primary level 
b. Secondary level 
c. Degree level 
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SECTION B: Psychological Factor on the Individual Investor’s Risk Tolerance 
at CRDB and TCC. Please indicate your suggestion or opinion as per the level of 
agreement or disagreement with the outline psychological factors that affect 
individual investors risk tolerance below 1 to 5 scale guideline. 5 = Strongly Agree 
(SA), 4 = Agree (A), 3 =Neutral (N), 2 = Disagree (D) and 1 = Strongly Disagree 
(SD) 
Psychological factors SD D N A SA 

Does the investor make their own analysis 
without reliance of undue influence to make 
their personal investment decisions? (PF1) 

     

Does the investor more likely to sell more 
shares when the market price of the shares 
they owned was above the original purchase 

     

d. Postgraduate  
Income level  a. 1,000,000 Tsh 

b.  5,000,000 Tsh 
c. 10,000,000 Tsh  

 Occupational 
status 

a. Employed 
b. Self employed 

Numbers of 
dependants  

a. 1 to 3 dependants 
b. 4 to 7 dependants 
c. Above 8 dependants 
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price than when it fell below it? (PF2) 

Does the investor categorize each class of 
their shares held distinctly when choosing to 
buy or to sell them? (PF3) 
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SECTION C: RISK TOLERANCE QUESTIONS BY BGRABLE AND 
LYTTON (1999) 
1. In general, how would your best friend describe you as a risk taker? 
a. A real gambler 
b. Willing to take risks after completing adequate research 
c. Cautious 
d. A real risk avoider 
2. You are on a TV game show and can choose one of the following, which 
would you take? 
a. $1,000 in cash 
b. A 50% chance at winning $5,000 
c. A 25% chance at winning $10,000 
d. A 5% chance at winning $100,000 
3. You have just finished saving for a “once-in-a-lifetime” vacation. Three weeks 
before you plan to leave, you lose your job. You would: 
a. Cancel the vacation 
b. Take a much more modest vacation 
c. Go as scheduled, reasoning that you need the time to prepare for a job search 
d. Extend your vacation, because this might be your last chance to go first-class 
4. If you unexpectedly received $20,000 to invest, what would you do? 
a. Deposit it in a bank account, money market account, or an insured CD 
b. Invest it in safe high quality bonds or bond mutual funds 
c. Invest it in stocks or stock mutual funds 
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5. In terms of experience, how comfortable are you investing in stocks or stock 
mutual funds? 
a. Not at all comfortable 
b. Somewhat comfortable 
c. Very comfortable 
6. When you think of the word “risk,” which of the following words comes to 
mind first? 
a. Loss 
b. Uncertainty 
c. Opportunity 
d. Thrill 
7. Some experts are predicting prices of assets such as gold, jewels, collectibles, 
and real estate (hard assets) to increase in value; bond prices may fall, however, 
experts tend to agree that government bonds are relatively safe. Most of your 
investment assets are now in high interest government bonds. What would you 
do? 
a. Hold the bonds 
b. Sell the bonds, put half the proceeds into money market accounts, and the other 
half into hard assets 
c. Sell the bonds and put the total proceeds into hard assets 
d. Sell the bonds, put all the money into hard assets, and borrow additional money to 
buy more 
8. Given the best and worst case returns of the four investment choices below, 
which would you prefer? 
a. $200 gain best case; $0 gain/loss worst case 
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b. $800 gain best case; $200 loss worst case 
c. $2,600 gain best case; $800 loss worst case 
d. $4,800 gain best case; $2,400 loss worst case 
9. In addition to whatever you own, you have been given $1,000. You are now 
asked to choose between: 
a. A sure gain of $500 
b. A 50% chance to gain $1,000 and a 50% chance to gain nothing 
10. In addition to whatever you own, you have been given $2,000. You are now 
asked to choose between: 
a. A sure loss of $500 
b. A 50% chance to lose $1,000 and a 50% chance to lose nothing 
Scoring 
1. A = 4, B = 3, C= 2, D = 1 
2. A = 1, B = 2, C = 3, D = 4 
3. A = 1, B = 2, C = 3, D = 4 
4. A = 1, B = 2, C = 3 
5. A = 1, B = 2, C = 3 
6. A = 1, B = 2, C = 3, D = 4 
7. A = 1, B = 2, C = 3 D = 4 
8. A = 1, B = 2, C = 3, D = 4 
9. A= 1, B = 3 
10. A = 1, B = 3 
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Interpretation of Risk Tolerance 
Score (Total 

Points) 
Between 

Interpretation (Risk Tolerance Levels) 

0 - 17 Low 
18 – 23 Below Average 
24 – 28 Average 
29 – 34 High 

35 - 40 Very High 
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ID Ge

nde
r 

Ag
e 

Educ
ation 

Inco
me(T
sh) 

Dep
end
ant 

Ma
rita
l  

Empl
oyme
nt  

PF1-
Overco
nfidenc 

PF2-
Loss 
Aversio
n 

PF3-
Mental 
Acc 

Qn
1 

Qn
2 

Qn
3 

Qn
4 

Qn
5 

Qn
6 

Qn
7 

Qn
8 

Qn
9 

Qn
10 

Qn
11 

Qn
12 

Qn
13 

1 1 2 3 10,00
0,000 

1 1 1 4 3 4 4 4 3 2 3 3 3 2 3 3 4 3 4 

2 1 2 3 5,000,
000 

1 1 1 5 4 3 3 4 4 1 2 2 3 2 3 3 3 2 3 

3 2 2 3 1,000,
000 

1 1 1 4 5 4 2 2 3 3 1 2 3 2 1 1 2 1 2 

4 2 2 3 1,000,
000 

2 2 2 3 3 3 3 2 3 1 2 1 2 2 1 1 2 2 3 

5 1 2 3 1,000,
000 

2 2 2 5 5 5 1 1 4 3 3 2 2 2 1 1 3 3 2 

6 1 1 3 5,000,
000 

1 2 2 3 3 2 4 4 3 3 2 3 2 3 1 3 2 3 4 
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7 1 2 3 5,000,
000 

1 2 1 3 3 3 3 4 4 3 2 2 3 2 3 3 4 2 3 

8 1 2 3 10,00
0,000 

1 2 1 5 5 5 4 3 4 2 3 3 4 3 3 3 3 2 4 

9 1 2 3 1,000,
000 

2 1 2 2 3 3 2 2 2 2 2 1 2 1 1 1 2 2 3 

10 2 1 3 1,000,
000 

2 1 2 4 3 2 1 3 2 1 2 2 1 2 3 3 2 2 2 

11 2 2 3 1,000,
000 

2 1 2 4 4 4 2 2 1 2 3 2 3 2 1 1 3 2 1 

12 2 2 3 1,000,
000 

3 2 1 4 4 2 2 1 1 2 2 2 2 1 3 3 2 3 2 

13 1 1 3 1,000,
000 

2 2 1 1 1 1 2 2 1 2 1 3 2 3 1 1 1 2 1 

14 1 1 3 1,000,
000 

2 2 1 3 3 1 1 2 2 1 1 1 3 2 1 3 3 2 2 

15 1 1 3 1,000, 2 2 1 3 4 3 1 1 2 2 3 4 1 2 3 1 3 1 1 
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000 
16 1 2 3 1,000,

000 
2 2 1 4 3 4 1 1 1 1 2 2 3 2 1 1 2 2 2 

17 1 2 3 5,000,
000 

1 1 1 4 4 3 1 2 2 1 2 1 2 2 1 3 2 2 3 

18 2 2 3 5,000,
000 

1 1 1 4 3 3 3 4 3 3 3 4 4 3 3 3 3 3 3 

19 2 2 3 5,000,
000 

1 1 1 3 3 4 3 3 3 3 2 4 3 3 3 3 3 3 4 

20 2 2 3 5,000,
000 

1 1 1 4 4 3 4 4 3 2 3 3 3 2 3 3 3 2 4 

21 1 2 3 5,000,
000 

1 1 1 5 4 3 3 4 4 2 2 3 2 2 3 3 3 3 3 

23 1 1 4 5,000,
000 

1 1 2 3 3 3 3 4 3 2 3 3 3 3 1 3 3 2 4 

23 1 1 2 1,000,
000 

1 1 2 3 3 3 4 2 1 2 1 2 1 2 1 3 3 3 3 
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24 1 1 2 1,000,
000 

1 1 2 3 3 3 2 2 2 2 1 2 2 2 3 3 2 2 3 

25 2 2 2 1,000,
000 

1 2 1 3 3 3 1 1 1 2 2 2 3 3 3 3 2 2 2 

26 1 2 3 5,000,
000 

1 2 1 4 3 2 4 4 1 2 3 3 2 2 3 3 3 3 4 

27 1 3 4 5,000,
000 

1 1 1 3 5 3 3 3 3 3 3 2 3 1 3 3 3 3 4 

28 2 3 3 5,000,
000 

2 1 2 1 4 1 2 3 3 3 2 3 2 2 3 3 2 3 3 

29 2 1 3 5,000,
000 

1 1 1 3 1 1 4 3 4 3 3 2 3 2 3 3 3 3 4 

30 1 1 3 5,000,
000 

2 2 2 4 3 2 4 4 3 2 3 2 2 3 1 1 3 3 3 

31 1 1 4 10,00
0,000 

2 2 2 3 3 4 3 3 3 2 2 4 3 2 1 3 3 2 4 

32 2 2 4 10,00 2 1 2 3 3 2 4 4 4 3 2 3 3 3 3 1 3 3 3 
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0,000 
33 1 1 4 10,00

0,000 
1 1 1 3 3 2 4 3 4 3 3 4 4 2 3 3 3 2 2 

34 2 1 2 1,000,
000 

2 2 2 3 3 1 1 2 2 1 2 1 2 2 1 1 1 2 1 

35 2 1 3 5,000,
000 

2 2 2 4 3 2 4 3 3 2 3 2 4 4 3 1 3 2 2 

36 1 1 4 5,000,
000 

1 1 1 3 4 3 4 3 2 3 3 1 4 4 3 1 2 3 3 

37 1 1 3 1,000,
000 

1 1 1 5 2 2 2 2 3 1 2 2 2 1 1 1 1 2 1 

38 1 1 3 1,000,
000 

3 2 2 3 4 2 3 2 3 2 1 3 3 2 1 3 1 3 2 

39 1 1 3 1,000,
000 

2 2 2 1 3 3 2 2 2 1 3 4 2 2 1 3 1 3 2 

40 1 2 3 1,000,
000 

3 2 1 1 2 1 3 2 1 2 3 4 1 1 1 3 2 3 3 
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41 1 2 3 1,000,
000 

3 2 1 1 1 1 2 1 2 1 2 3 1 1 1 3 1 3 4 

42 1 2 3 1,000,
000 

2 1 1 3 3 1 1 3 1 1 1 2 1 1 1 1 2 1 4 

43 1 1 3 1,000,
000 

2 1 1 4 2 3 2 2 2 2 2 4 1 1 1 3 3 1 3 

44 1 2 3 1,000,
000 

3 2 2 3 1 3 1 1 1 2 1 1 2 4 1 1 2 1 1 

45 1 1 2 1,000,
000 

2 1 2 1 1 5 2 1 1 2 2 1 2 4 1 3 1 2 1 

46 1 3 1 1,000,
000 

3 2 2 3 3 1 1 1 2 1 2 2 2 4 3 1 2 1 1 

47 2 3 2 1,000,
000 

2 1 1 4 4 2 3 2 2 1 2 2 2 3 3 1 2 2 2 

48 2 2 1 1,000,
000 

3 2 1 3 3 5 2 3 2 1 3 3 3 3 3 1 3 3 2 

49 1 2 2 5,000, 1 1 2 4 4 3 1 2 1 1 3 3 4 3 3 3 2 2 2 
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000 
50 2 3 2 1,000,

000 
3 2 2 4 4 3 3 3 3 2 3 3 3 2 3 3 1 1 2 

51 2 3 2 1,000,
000 

3 2 2 5 4 4 2 2 1 1 3 3 1 1 3 3 2 2 2 

52 2 1 4 5,000,
000 

1 2 1 5 4 5 3 4 3 3 3 3 3 3 1 3 3 3 4 

53 1 2 4 5,000,
000 

2 1 1 4 4 2 4 3 3 3 2 4 2 3 1 3 3 1 3 

54 1 2 4 5,000,
000 

1 2 1 5 5 5 3 3 2 3 3 4 1 3 3 3 3 2 4 

55 2 2 3 5,000,
000 

2 2 1 4 4 5 4 3 2 3 2 4 3 3 3 1 4 1 4 

56 1 2 3 5,000,
000 

1 2 2 5 3 4 4 4 1 3 3 4 3 4 3 1 4 2 3 

57 2 2 4 5,000,
000 

2 2 2 4 4 4 4 3 2 3 2 4 3 4 3 3 3 2 3 
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58 1 21 3 5,000,
000 

1 1 1 5 5 5 3 4 3 3 2 4 4 4 1 3 4 3 2 

59 1 2 3 5,000,
000 

1 1 2 4 4 4 3 3 4 2 2 4 1 3 1 1 3 3 3 

60 1 3 3 1,000,
000 

3 2 2 3 3 2 1 2 1 2 2 3 1 1 1 3 3 3 1 

61 2 2 2 1,000,
000 

2 1 2 2 2 3 2 3 1 2 1 3 1 1 1 1 3 3 2 

62 2 3 2 1,000,
000 

3 2 1 3 3 3 1 1 1 2 2 3 1 1 1 1 1 3 3 

63 2 2 2 1,000,
000 

2 1 1 1 1 3 3 2 1 1 2 2 1 2 1 1 2 1 2 

64 2 3 2 1,000,
000 

3 2 1 4 3 2 2 3 2 1 3 1 1 1 1 1 1 2 1 

65 2 3 3 1,000,
000 

3 2 2 3 3 4 2 2 31 1 3 1 3 1 1 1 3 2 2 

66 2 2 3 1,000, 2 1 1 3 3 1 3 1 2 3 1 1 2 1 1 1 1 2 1 
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000 
67 1 2 3 1,000,

000 
2 1 2 4 3 2 2 1 1 3 2 1 2 1 1 3 2 2 3 

68 1 2 3 1,000,
000 

2 2 1 1 1 2 4 1 2 2 3 2 4 2 1 1 2 2 4 

69 1 1 3 1,000,
000 

2 2 1 3 2 4 3 2 2 2 2 2 3 3 1 1 1 1 3 

70 2 1 3 1,000,
000 

2 1 1 3 4 4 1 2 2 1 2 2 1 3 3 1 1 1 21 

71 1 1 2 1,000,
000 

2 1 1 4 3 4 2 2 1 1 1 1 1 3 1 3 1 2 2 

72 2 1 2 1,000,
000 

2 1 1 3 5 2 2 1 1 1 1 1 2 3 1 1 2 1 2 

73 2 2 2 1,000,
000 

2 2 1 3 2 3 1 2 1 2 1 1 2 1 1 1 2 1 2 

74 1 2 2 1,000,
000 

2 2 1 5 1 5 2 1 1 1 1 2 2 1 1 1 2 1 2 
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75 1 2 2 1,000,
000 

2 2 2 2 2 2 1 1 1 2 1 2 2 2 1 1 2 1 2 

76 2 1 3 5,000,
000 

1 2 1 2 1 1 4 3 3 3 3 4 2 3 1 3 3 3 3 

77 1 2 2 5,000,
000 

1 2 1 3 3 3 4 4 4 3 2 4 3 4 3 3 4 3 4 

78 2 1 2 1,000,
000 

2 2 2 3 3 3 1 2 3 2 2 1 1 1 1 1 2 1 2 

79 1 1 2 1,000,
000 

2 2 2 3 2 2 2 3 1 1 2 1 3 3 1 3 1 2 1 

80 1 1 2 1,000,
000 

2 2 2 5 4 3 2 3 2 2 1 2 2 2 3 1 2 1 1 
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Appendix 2: Research Clearance from the University of Dodoma  
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APPENDIX 3: DO FILE 
(1) (2) 
VARIABLES score_tolerance_category score_torerance 
   
2.Gender 0.328**  
 (0.161)  
2.Age -0.162  
 (0.166)  
3.Age -0.194  
 (0.307)  
2.Education -0.192  
 (0.518)  
3.Education 0.347  
 (0.505)  
4.Education 0.599  
 (0.571)  
2.Dependant -0.375  
 (0.230)  
3.Dependant 0.0906  
 (0.385)  
2.Marital 0.183  
 (0.169)  
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2.Employment 0.0656  
 (0.159)  
2.income_category 1.667***  
 (0.257)  
3.income_category 1.876***  
 (0.383)  
PF2LossAversion  0.284** 
  (0.125) 
PF1Overconfidenc  0.679*** 
  (0.121) 
PF3MentalAcc  0.0624 
  (0.207) 
Constant 2.708*** 1.636 
 (0.554) (0.991) 
   
Observations 80 80 
R-squared 0.753 0.932 
Standard errors in parentheses   
*** p<0.01, ** p<0.05, * p<0.1 
Variable VIF 1/VIF 
Gender 1.17 0.854181 
Age 
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2 1.3 0.76648 
3 1.94 0.514861 
Education level 
2 10.07 0.099334 
3 11.77 0.084985 
4 6.73 0.148651 
Dependents 
2 2.48 0.402729 
3 3.8 0.263297 
2.Marital 1.33 0.749217 
2.Employment 1.16 0.859083 
Income category 
2 2.78 0.359228 
3 1.62 0.617524 
Mean VIF 3.85   
 
 
*regression model one 
reg score_torerance i.Age i.Gender i.IncomeTsh i.Dependant i.Marital i.Employment 
*regression  
reg score_torerance PF1Overconfidenc PF2LossAversion PF3MentalAcc 
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*factor analysis  
factor Qn1 Qn2 Qn3 Qn4 Qn5 Qn6 Qn7 Qn8 Qn9 Qn10 Qn11 Qn12 Qn13 
 
*reliability  
alpha Qn1 Qn2 Qn3 Qn4 Qn5 Qn6 Qn7 Qn8 Qn9 Qn10 Qn11 Qn12 Qn13 
 
*frequence distribution table 
tab Qn1 
tab Qn2 
tab Qn3 
tab Qn4 
tab Qn5 
tab Qn6 
tab Qn7 
tab Qn8 
tab Qn9 
tab Qn10 
tab Qn11 
tab Qn12 
tab Qn13 
 
*demographics 
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tab Gender  
tab Age  
tab Education  
tab IncomeTsh  
tab Dependant  
tab Marital 
tab  Employment 
 
score_torerance 
PF2-Loss Aversion 0.284 
 (2.28)* 
PF1-Overconfidenc 0.679 
 (5.63)** 
PF3-Mental Acc 0.062 
 (0.30) 
Constant 1.636 
 (1.65) 
Observations 80 
R-squared 0.93 
Absolute value of t-statistics in parentheses  
* significant at 5% level; ** significant at 1% level 
 


