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ABSTRACT

South Africa has a highly sophisticated financial sector that contributes significantly
to the economy, and the stock market forms part of this. The Johannesburg Stock Exchange
(JSE) has gained the interest of some South Africans, however, there appears to be apathy
and inertia when it comes to actual stock market participation by South African consumers.
The primary objective of this study was to identify the antecedents of stock market
participation in South Africa. By identifying antecedents, opportunities could be created to
increase stock market participation (investment), to ultimately ensure economic growth for
the South African economy. In the empirical investigation of the study, a convenience sample
of 295 respondents was employed fto gather consumers’ perceptions. A structured
questionnaire was used and data was analysed quantitatively. The empirical results showed
statistically significant relationships between all the selected antecedent variables and stock
market participation. Demographic characteristics, financial literacy, financial risk
tolerance, communication and consumer trust influence stock market participation. The study
contributes by providing practical recommendations to role players in the financial services
industry in order to increase stock market participation and ultimately gain the benefits
thereof, also for the broader economy.

Keywords: Consumer Behaviour, Financial Services Providers (FSPs), Shares, Stock Market
Participation.

INTRODUCTION

The structure and dynamics of South African households and families have
significantly changed, and do not present uniform characteristics (Sooryamoorthy &
Makhoba, 2016). These changes have affected overall consumer perceptions of
products/services’ price, quality and value. Relating to the financial services industry,
investor perceptions and behaviour should therefore be studied to create financial
products/services suitable for various customer types and needs. The economic growth of a
country depends on the existence of a well-developed financial system and institutions (Allen
et al., 2017). Understanding consumer behaviour should, therefore, be a fundamental function
of Financial Services Providers (FSPs) such as banks, insurance companies and
stockbrokers.

Consumer behaviour has always been an area of interest to marketing professionals
(Arun et al., 2019). Consumer behaviour focuses on how individuals make decisions to spend
their available time, money and effort on consumption-related items. Omotoyinbo et al.
(2017) conclude that consumer behaviour models provide a frame of reference for solving
problems, and the implication is that, since consumers are at the centre of all marketing
programmes, practitioners should understand consumers’ views, preferences, feelings,
motives and suggestions. The knowledge of consumer behaviour helps marketers understand
the selection of products, services and brands, and how consumers are influenced by their
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environment, reference and peer groups, family, and salespersons (Arun et al., 2019).
Specifically, consumer behaviour is influenced by aspects related to cultural, social, personal
and psychological factors (Arun et al., 2019). Furthermore, marketers should understand that
the consumer’s decision-making process (Stankevich, 2017) steps that ultimately lead to a
purchase or a non-purchase.

Changes in consumer behaviour influence the actions of role players in the financial
services industry. Al-Khalifah (2018) highlights that FSPs are experiencing unprecedented
change as new technologies, customer expectations, regulations and competitive pressures are
forcing them to continuously learn and adapt. Financial markets are changing, have more
complex financial products, and therefore there is a large range of products consumers must
choose from (Lusardi, 2019). According to Lusardi (2019), the way consumers make
decisions about their financial investments has revolutionised.

Previous consumer behaviour and decision-making studies within the field of
financial services focused on consumer attitudes, the impact of digitalisation (Pousttchi &
Dehnert, 2018) and use of applications (Karjaluoto et al., 2019). It is, however, important to
turn investigations towards consumer behaviour related to stock market participation.
Mugableh (2021) emphasises that it is vital to launch policies that encourage investment and
promote stock market development. For this reason, FSPs need to know as much as possible
about their consumers to attract more stock market participants.

Klagge & Zademach (2018) assert that over the past few decades the world stock
markets have surged, and emerging markets have accounted for a large amount of this boom.
As at 2017, there were 66 exchanges part of the Sustainable Stock Exchanges Initiative
(SSEI) (Klagge & Zademach 2018). According to the African Securities Exchanges
Association (AESA, 2021), there are currently 25 stock markets in 37 African countries. As
revealed by Buthelezi (2021), while South Africa's stock exchange remains dominant on the
continent, smaller exchanges are leapfrogging ahead in terms of incentives and technology to
attract investors. For example, consumers in Rwanda can buy and sell securities using their
mobile devices and the Malawian Stock Exchange launched a WhatsApp portal to distribute
information (Buthelezi, 2021).

Since stock markets are key drivers of economic growth, play a fundamental role in
the economic development of countries, and because South Africa’s stock exchange needs to
stay abreast of changes, it is critical to investigate aspects related to it. A country’s stock
market plays a crucial role in the growth of industry and trade, which eventually affects the
economy (Mugableh, 2021), especially those of developing countries. Studies mentioned in
Kuffour & Adu (2019) argue that a well performing stock market is characterised by
increasing participation. The financial sector of a country, which includes stock market
aspects, needs to identify factors which can be adapted to effectively influence stock market
participation by consumers. Thus, the focus of this study is on enhancing consumer behaviour
in the form of stock market participation in South Africa to improve the welfare of society
and to boost the economy.

PROBLEM STATEMENT

According to Batuo et al. (2018), financial development and financial liberalisation
have positive effects on, and thus diminishes, financial instability. The authors also reveal
that economic growth reduces financial instability (Batuo et al., 2018). Guru & Yadav (2019)
indicate that stock market development also stimulates the economic growth of developing
countries.

South Africa has a highly sophisticated financial services industry that contributes
significantly to the economy. The JSE is currently ranked the 17th largest stock exchange in
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the world by market capitalisation and is the largest exchange on the African continent
(Sustainable Stock Exchanges Initiative 2021). However, South Africa has one of the lowest
savings rates in the world (Lings & Netshitenzhe, 2020) and this affects investments, also on
the stock exchange. Gross savings as a percentage of Gross Domestic Product (GDP) was at
14.79% in 2020 (South Africa — Gross Savings, 2020), whereas the household saving rate in
South Africa decreased to 0.30% during early 2021 (CEIC, 2021; Statistics SA, 2021).
According to Ribaj & Mexhuani (2021), in developing countries the correlation between
savings and economic growth is clear. Deposits have a significant positive impact on
economic growth, because savings stimulate investment, production as well as employment,
and consequently generate greater sustainable economic growth (Ribaj & Mexhuani, 2021).
According to the South African Savings Institute (SASI, 2014), the stock market helps the
economy to generate more savings and sustainable investments. The link between the
development of a strong savings culture and economic growth is of fundamental importance
to a developing country. In this respect, attracting participants to the stock exchange could be
an imperative strategy.

In contrast, while the Johannesburg Stock Exchange (JSE) has managed to arouse the
interest of many South Africans, there appears to be apathy and inertia when it comes to
actual stock market participation. Consumers are often uncomfortable dealing with financial
decisions and even decide to avoid these (Park & Sela, 2018). Stock market non-participation
is considered a “puzzle” in microeconomics and finance literature, because it is not easy to
explain why many consumers, despite high stock returns, do not own equities/shares
(Campbell 2006; Snijder, 2021). Furthermore, the research findings of Shi, Li, Shen and Ma
(2021) reveal that transaction costs and complex tax issues related to stock market
participation result in consumers’ low motivation to purchase shares.

Key areas to be researched to improve the savings levels and ultimately economic
growth in South Africa, are the various aspects linked to consumer behaviour relating to
stock market participation among the country’s citizens. Thus, the question guiding this study
is:

What are the antecedents of stock market participation in South Africa?

RESEARCH OBJECTIVES

The primary objective of this study is to investigate consumer behaviour regarding
stock market participation in South Africa by identifying the antecedents of stock market
participation. Identifying these relationships could create opportunities to increase stock
market participation (investment), to ultimately ensure economic growth for the South
African economy.

LITERATURE OVERVIEW

Progress has been made in studying and understanding consumer decision-making in
a state of risk and uncertainty, including as part of financial markets and stock markets.
Family members and systems influence individuals’ financial decisions (Kim et al., 2017).
Furthermore, consumers’ personalities influence their financial decisions. For example,
incremental theorists prefer riskier investments (Rai & Lin, 2019). Thampathy & Krishnan
(2014) concur that a range of psychological factors influence consumer buying behaviour
relating to stock markets. Literature on financial decision-making outlines how financial
behaviours and psychosocial factors are determinants of financial well-being (Greenberg,
2019). This study adds to the research field by considering stock market consumer behaviour
in South Africa.
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Consumer Behaviour in the form of Stock Market Participation

Stankevich (2017) mentions that consumer behaviour and the consumer decision-
making process has become an important topic in marketing. According to Lamb et al.
(2016), consumer behaviour is how consumers make purchase decisions and how they use
and analyse factors regarding the purchase of goods or services.

FSPs should predict the consumer (investment) behaviour and preferences of
customers to formulate marketing and strategic decisions as well as to present suitable
investment portfolios to customers (Mak & Ip, 2017). Sometimes it is difficult to explain
investors’ behaviour (Piwowarski et al., 2019). Mak & Ip (2017) mention that individual
investors are becoming more cautious towards investments which makes it difficult for FSPs
to formulate marketing strategies. In other words, consumer behaviour influences how FSPs
market financial products and services.

Since consumers make decisions about many financial products and services, it is
important that they choose those that meet their financial needs (Ozili, 2018). Households
with less exposure to the importance of financial planning are less likely to spend time and
effort on improving their investment decisions (Chien & Morris, 2017). Fan (2021) also
states that financial capability is positively associated with advice-seeking behaviour, and
short- and long-term desired financial behaviours. Financial decisions, and one’s level of
financial literacy to make these decisions, impact investment decisions, how family can be
supported and retirement (Kumari, 2020; Umadevi et al., 2019). According to Chien &
Morris (2017), good financial decision-making could help households hedge against income
risks and to achieve a better life. Thus, investment decisions effect the welfare of
households.

Sivaramakrishnan et al. (2017) maintain that stock market participation is an
important economic activity for a country and its citizens. In this study, stock market
participation refers to the degree to which consumers invest at least a portion of their wealth
in shares listed on the stock exchange. Understanding stock market participation decisions
made by households is important to both academic researchers and policymakers (Chien &
Morris, 2017). Therefore, this study proposes selected (based on literature) antecedents of
stock market participation, and the study sets out to test these in the South African market.

Demographic Characteristics

According to Kotler & Armstrong (2014), demography refers to the size, as well as the
territorial distribution and composition of a country’s population which can be segmented
based on citizen characteristics such as gender, age, race, family, religion, education,
occupation and social class. Information on these aspects are useful for firms during the
process of segmenting and catering for markets (Schiffman & Kanuk, 2015). Lamb et al.
(2016) maintain that demographic characteristics are strongly related to consumer buyer
behaviour.

Almenberg & Dreber (2015) reveal that men and women have different attitudes and
decision-making behaviour towards participating in the stock market, with women more
reluctant to participate in the stock market. Furthermore, men showed a higher stock market
participation rate than women (Almenberg & Dreber, 2015). On the other hand, Cole et al.
(2014) found that there is a positive relationship between reported investment income and
participation in equity markets. This implies that the demographic characteristic of income
influences stock market participation. The research findings of Cole et al. (2014) reveal that
better-educated individuals exhibit behaviours that are associated with increased savings and
better financial management, namely through greater financial market participation, increased
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equity ownership, higher credit scores and fewer instances of negative investment earnings.
Shi et al. (2021) also confirm that characteristics such as age, gender, marital status,
population size, demographic structure, education level, income level, and wealth status
influence stock market participation.

Financial Literacy

OECD (2014), cited in Stolper & Walter (2017), define financial literacy as
knowledge and understanding of financial concepts and risks, and the skills, motivation and
confidence to apply such knowledge and understanding in order to make effective decisions
across a range of financial contexts, to improve the financial well-being of individuals and
society, and to enable participation in economic life.

Financial literacy is a significant predictor of individuals’ saving habits (Matemane,
2018). Lower savings and over-indebtedness can often be attributed to lower levels of
financial literacy (Matemane, 2018). In addition, Kadoya et al. (2017) find that a lack of
financial literacy is the reason behind consumer reluctance to participate in the stock market.
Balloch et al. (2015) concur that, although there are different consumer behavioural traits that
explain the level of stock market investments, the lack of financial understanding takes on a
prevailing role. Mouna & Anis (2017) find that individuals with a low level of financial
literacy are less likely to invest in the stock market. Hence, illiterate people tend to shy away
from financial markets because they have little knowledge of shares.

Furthermore, financial literacy is a key driver in developing a robust savings culture
and has important implications for FSPs endeavouring to stimulate individuals to invest
(Bankseta, 2017). A study by Sivaramakrishnan et al. (2017) shows that financial literacy
significantly influences investors’ intention to invest, and ultimately their actual investment
behaviour.

Investment Risk Factors

Nestico et al. (2018:1) define risk as the possibility of an unfortunate event; the
potential occurrence of negative consequences arising from an incident; or the set of
consequences deriving from an activity and its associated uncertainties. Furthermore, risk can
be defined as a combination of the probability of an occurring event and the severity of its
consequences (Nestico et al., 2018). According to Pompian (2015), the level of risk that
consumers are willing to undertake is not the same, and it depends largely on their personal
attitudes to risk.

Investment risk refers to the chance that an asset’s value will decrease (Botha et al.,
2015). Therefore, investment risk factors can be referred to as those probabilities of
occurrence of losses relative to the expected returns on investments (Jordan et al., 2012;
Nestico et al., 2018). A consumer’s attitude to risk describes the level of risk a consumer is
willing to take on for a particular investment, taking into account the consumer’s
circumstances. In addition, Sarkar & Sahu (2018) suggest that the perception of risk is a
function of the objective characteristic of the considered shares and the subjective
characteristic of the investor. The degree of risk aversion is the extent to which a consumer is
willing to choose a risky high-return investment in comparison to a possible low-return
investment. Garman & Forgue (2017) maintain that the knowledge of financial risk tolerance
as well as determining willingness and capacity to take on risk is an integral part of a
consumer’s financial planning. Risk tolerance has an impact on consumers’ investment
decisions, and it is relevant when considering long-term financial goals (Reddy & Mahapatra,
2017).
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According to Afsharha (2014), risk aversion plays a significant role in stock market
participation. Lee et al. (2015) concur that risk aversion levels have significant and negative
effects on stock market expectations. The study by Lee et al. (2015) shows that there are
significant interactions between stock market expectations and risk aversion levels as well as
notable negative effects of risk views on stock market participation. In a study by
Sivaramakrishnan et al. (2017:818) where risk avoidance formed part of a variable labelled
“attitude to investment behaviour”, it was found that this aspect has a negative impact on
consumers’ intention to invest in equity markets. Lin & Lu (2015) found that passive
investors exhibit a lower risk tolerance than active investors. This suggests that active
investors, as well as those investing in shares, are possibly more willing to tolerate risk.

Communication

The term communication is seen as a relational state where there is a “pattern of
interconnections” (Sillars & Vangelisti, 2018; Vangelisti & Perlman, 2018). In the field of
business, communication is defined as the tool that marketers and businesses use to share
information to attract consumers so that they respond in a desired way (Schiffman & Kanuk,
2015). Lamb et al. (2016) concur that communication is the effort to understand and
communicate clearly with customers. Schiffman & Kanuk (2015) further argue that
communication can evoke emotions that can put consumers in a receptive frame of mind, and
can be used to encourage purchasing.

According to Standard Bank (2016), unlike with consumer goods, the process and
decision to invest in shares on the stock market relies on the advice of financial
advisers/planners and stockbrokers. Although buyers of financial products such as shares may
make investment decisions in shares rationally, they analyse the information in the market
(Pompian, 2015:4). Thampatty & Krishnan’s (2014) study established, however, that
misconceptions regarding the stock market, thus inaccurate communication and how it is
understood, are a hindrance to participation in stock market investments. A study by
Sivaramakrishnan et al. (2017:836) also suggests that, in terms of stock market participation,
the effect of risk avoidance can be mitigated by better communication. According to
Duttagupta et al. (2021), there are two ways through which social interaction occurs in the
market — word-of-mouth helps with the transfer of information among people, and the other
relates to the enjoyment that people get by discussing market trends. Duttagupta et al.
(2021:454) further maintain that word-of-mouth helps investors understand what is
happening in the market and assists them to act according to market situations. This shows
that communication might play a role in the degree of consumers’ investments.

It has also been determined that social communication plays a positive role in
influencing and multiplying stock market participation (Gao et al., 2019). A study by Park &
Sela (2018) provides implications for financial product and service communication, since
consumers often find financial decisions difficult to undertake. These studies suggest that
communication from FSPs, which can ensure consumer awareness and eliminate
misconceptions, could increase stock market participation. Since communication is a key part
of firm-customer relationships and other marketing tools, the finding by Hoque et al. (2018)
that relationship marketing and informative advertising determine consumers’ behavioural
intentions in financial services, supports the proposed relevance of communication in this
study.

Consumer Trust

Lin et al. (2014:39) refer to trust as one party’s psychological expectations that
another party will not engage in opportunistic behaviours. It is also the willingness of a party
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to be vulnerable to the actions of another party. According to Calvet et al. (2009) cited in
Sivaramakrishnan, et al. (2017), trust is a relatively stable individual trait that can explain the
persistent reluctance or inclination to invest in risky assets. Pappas (2017) maintains that trust
is based on the buyer’s expectations that the seller will not have an opportunistic attitude and
take advantage of the situation, but will behave in a dependable, ethical and socially
appropriate  manner, fulfilling commitments despite the buyer’s vulnerability and
dependence. Trust influences buying intention positively (Nosi et al., 2021). Che et al. (2017)
concur and maintain that trust is a key factor in determining consumer purchase decisions.
However, Wei et al. (2018), cited in Fan et al. (2021), found that lack of trust creates doubt in
consumers and negatively affects their purchase intentions.

Various scholars generally refer to the trust expressed by a consumer in a commercial
environment as consumer trust (Fan et al., 2021). In this study, consumer trust is referred to
as expectations or positive impressions to secure benefits (Krot & Lewicka, 2012; Pappas,
2017; Hawlitschek et al., 2018), due to sound, honest and correct advice as well as
information from FSPs and markets.

In reference to e-finance services, a study by Zhou et al. (2018) confirmed the positive
relationship between trust and continuance intention. Therefore, since investment intention
predicts actual investments in the stock market (Sivaramakrishnan et al., 2017), the effect of
trust on stock market participation in South Africa is worth investigating. Previous research
suggests that trust plays an important role in an individual's decision to participate in stock
markets. However, Calvet et al. (2009), cited in Sivaramakrishnan et al. (2017), suggest that
trust does not vary in people across wealth levels, thus, it can explain why even the wealthy
show limited participation in the equity markets. Giannetti & Wang (2016) provide evidence
that stock market participation decreases following corporate financial scandals and fraud, all
of which result in a lack of consumer trust.

HYPOTHETICAL MODEL

Based on the literature review, the study proposes the hypothetical model presented in
Figure 1, showing the possible antecedents of Stock market participation.

Independent Dependent
variables variable
Demographic characteristics Hi

Financial literacy

Investment risk factors Stock market participation

/
Communication

Consumer trust

Source: Researchers’ own construct.

FIGURE 1
HYPOTHETICAL MODEL OF CONSUMER BEHAVIOUR REGARDING STOCK
MARKET PARTICIPATION
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Based on the earlier literature, in this study it is proposed that demographic
characteristics such as gender, age, income level, social class, education level as well as
family or household structure and size influence South African consumers’ participation in
the stock market:

Hi: There is a significant relationship between Demographic characteristics and consumer Stock market
participation.

The argument identified from the literature, that financial literacy influence behaviour
in terms of purchasing shares, led to the hypothesis that:

H,: There is a significant relationship between Financial literacy and consumer Stock market
participation.

From the literature it is evident that consumers’ attitudes toward risk and risk aversion
in the investment context is also linked to their behaviour, and thus stock market
participation. It is hypothesised that:

Ha: There is a significant relationship between Investment risk factors and consumer Stock market
participation.

Based on the literature that suggest that communication, both in terms of word-of
mouth and firm marketing, is relevant in the investment context, it is hypothesised that:

H,: There is a significant relationship between Communication and consumer Stock market participation.

Literature revealed the link between trust and stock market participation. Based on the
arguments showing a link between trust and potential investments made by consumers, it is
hypothesised that:

Hs: There is a significant relationship between Consumer trust and consumer Stock market participation.
RESEARCH METHODOLOGY
Research Design

For the purpose of the study, a positivistic research philosophy was adopted (Maree et
al., 2016). It is important to identify the antecedents of stock market participation, based on
consumers’ perceptions and in their contexts. Therefore, a positivistic research philosophy is
deemed most appropriate. The deductive approach to theory development is relevant since
measurable data are collected to test specific hypotheses, based on literature, to assess the
relationships between the variables of the study (Saunders et al., 2019:145; Engel & Schultt,
2014). For the purpose of the study, a mono method quantitative methodological choice was
adopted. This is deemed appropriate since data was collected from a large sample to
quantitatively test hypotheses (Creswell, 2014; Greener & Martelli, 2020; Kivunja & Kuyini,
2017). In addition, a survey strategy was adopted as people’s perceptions were gathered to
explain the antecedents of stock market participation (Saunders et al., 2019). A cross
sectional time horizon was applicable (Saunders et al., 2019) since the objective was not to
monitor change over a time period, but rather to collect data from respondents regarding their
stock market participation based on their context at a specified time.
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Data Collection

In addition to secondary data collection for the literature review, for primary data
collection full ethical clearance was obtained from the Nelson Mandela University (South
Africa) Research Ethics Committee for Human participants (REC-H) and all aspects such as
confidentiality, anonymity and voluntary participation were considered. The population of the
study included all South African consumers located in four of the nine provinces, namely,
Eastern Cape, Western Cape, KwaZulu-Natal and Gauteng, due to the researchers’ reach to
FSPs. However, there was no sampling frame available. Therefore, non-probability sampling
in the form of convenience and snowball sampling was appropriate for this study (Saunders,
etal., 2019).

A self-administered, self-developed and structured questionnaire was used to gather
data during 2019. A seven-point Likert-type scale was used to gather respondents’ level of
agreement regarding aspects relating to the variables. A pilot study was conducted and minor
editorial changes were made.

For the main study, hard copy questionnaires were distributed by the researchers and
trained fieldworkers. A total of 725 questionnaires were distributed. The questionnaires
received amounted to 510. Therefore, this study achieved an acceptable response rate of 70%.
Incomplete questionnaires (215) were excluded from data capturing.

Data Analysis

Quantitative data analysis procedures were conducted by using Microsoft Excel and
Statistica. Descriptive statistics were conducted to summarise the data, e.g. through
calculating means, frequencies and standard deviations. Inferential statistics were conducted
in four steps. Firstly, Exploratory Factor Analyses (EFA) were conducted to determine
construct validity. Factor loadings of 0.5 and above were regarded as indicating valid factors
(Hair et al., 2014). Secondly, Cronbach’s alpha coefficients were calculated, for the valid
factors that emerged from the EFASs, to test the reliability of the measuring instrument.
Cronbach’s alpha correlation coefficients greater than 0.7 were regarded as showing
sufficient levels of reliability (Hair et al., 2014). Thirdly, Pearson’s Product Moment
Correlations were calculated to determine the correlations, and the strength thereof, between
variables (Asri et al., 2016). According to Asri et al. (2016), Pearson correlations range
between -1.00 and +1.00 where a correlation of 1 indicates a perfect positive relationship, and
a correlation of —1 indicates a perfect negative relationship. Finally, multiple regression
analyses were used to accept or reject the proposed hypotheses, since it identified whether
significant relationships exist between the independent and dependent variables (Saunders et
al., 2019).

EMPIRICAL RESULTS
Descriptive Statistics Relating to the Respondents

Fairly equally distributed, 51% of the respondents were male and 49% were female.
The majority of the respondents (73%) were younger than 50 years. The same percentage
attained a tertiary qualification and are subsequently employed; with 20% self-employed and
only 7% who live on their retirement funding and/or inheritance.

Validity and Reliability Results
Table 1 shows the EFA results and Cronbach’s alpha coefficients.
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Table 1
SUMMARY OF EFA RESULTS AND CRONBACH’S ALPHA COEFFICIENTS
. I Number of items Minimum Maximum Cronbach’s
Variable and abbreviation . .
accepted loading loading alpha
Demographic characteristics 8 0.564 0.771 0.86
(219)
Financial literacy (FL) 4 0.521 0.769 0.71
Financial risk tolerance 4 0.501 0.772 0.72
(FRT)
Communication (CM) 6 0.582 0.810 0.86
Consumer trust (CT) 15 0.502 0.780 0.92
Stock market participation 19 0.510 0.791 0.95
(SM)

Source: Calculated from survey results

Table 1 indicates that six factors resulted from the EFA, which coincides with the six
factors that the hypothetical model suggested. However, based on the items that loaded, one
factor’s name and conceptualisation changed. Eight of the ten items that were expected to
measure ‘demographic characteristics’ loaded on a single factor. This means that
respondents viewed these items as a single construct termed Demographic characteristics.

Three items which were intended to measure financial literacy’ and one item related
to ‘investment risk factors’ loaded onto the same factor. This item considered investing in
shares with stable performances; and thus, shows that respondents regarded this as an
indication of financial literacy. Since most items that loaded onto this factor are financial
literacy-related, it is evident that respondents viewed these items as a single construct termed
Financial literacy.

Table 1 also indicates that four items expected to measure the 'investment risk factors’
and ‘financial literacy’ variables loaded together onto one factor; and were not interpreted by
respondents as expected. Respondents did not perceive ‘investment risk factors’ as a single,
stand-alone construct but as a dimension rather to be termed ‘financial risk tolerance’, which
consists of both investment risk and financial literacy aspects. The factor was labelled
Financial risk tolerance since the items related to aspects linked to having financial
information, knowledge and the ability to cope with financial loss.

Furthermore, the EFA reveals that five items that were expected to measure
‘communication’ and one item relating to ‘investment risk factors’ loaded onto a single
factor. This single item loading here was justified as it also relates to communication by way
of gathering perceptions on seeking information and understanding it. The respondents
perceived these items as a single construct, Communication, since most items of this factor
related to communication.

Table 1 shows that all ten items expected to measure ‘consumer trust’ and four of the
items expected to measure ‘communication’ as well as one of the items expected to measure
‘investment risk factors’ loaded on one factor. The four communication-related items that
loaded onto this factor all measured the degree by which respondents’ FSPs share
information with them, thus, the trust element of the client-adviser relationship justifies these
loadings onto this factor. The single investment risk-related item considered respondents’
trust that the market will always recover; therefore, its loading onto the factor which mainly
covers the aspect of trust is understandable. Respondents viewed all these items as measures
of a single construct, namely, Consumer trust, since the consumer trust items dominated this
factor’s item loadings.
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All ten items expected to measure ‘stock market participation’ as well as nine other
items, anticipated to measure additional variables part of a larger study, loaded onto one
factor. These nine items all related to value-adding investments and financial performance
when investing in shares; therefore, the items’ link to, and their consequent loading with
stock market participation items is clear. The respondents viewed these items as measures of
a single construct termed Stock market participation, since most of the items linked to stock
market participation.

As per Table 1, all factors were retained since each had more than three items. The
minimum and maximum loadings show that the six factors’ range of item loadings were
above the 0.5 cut-off value. In other words, the EFA results provided sufficient evidence of
construct validity. In addition, Table 1 shows that all factors’ reliability was confirmed since
each had a Cronbach’s alpha coefficient above the 0.7 cut-off value.

Based on the EFA results (and the name change of one variable), the study’s revised
hypotheses were stipulated as follows for further statistical analyses:

Hj: There is a significant relationship between Demographic characteristics and consumer Stock
market participation.

H,: There is a significant relationship between Financial literacy and consumer Stock market
participation.

Ha: There is a significant relationship between Financial risk tolerance and consumer Stock
market participation.

Hy: There is a significant relationship between Communication and consumer Stock market
participation.

Hs: There is a significant relationship between Consumer trust and consumer Stock market
participation.

Descriptive statistics and correlations relating to the variables

Table 2 shows the study variables’ descriptive statistics and Pearson correlation
results.

Table 2

DESCRIPTIVE STATISTICS AND PEARSON CORRELATIONS
Variable | Mean | St.dev. | DC FL FRT | CM CT SM
DC 5.23 0.82 1.000
FL 4.79 0.71 | -0.236 | 1.000
FRT 3.07 0.77 0.032 | -0.012 | 1.000
CM 5.20 0.84 0.338 | 0.038 | 0.182 | 1.000
CT 4.13 0.65 0.128 | 0.210 | 0.344 | 0.369 | 1.000
SM 4.84 0.78 0.332 | 0.322 | 0.166 | 0.514 | 0.746 | 1.000
Source: Calculated from survey results.

With regards to the means, Table 2 reveals that respondents disagreed with the
statements of one variable, namely Financial risk tolerance (mean=3.07). This variable’s
mean was also the lowest mean in the study’s results. Further, respondents were neutral
regarding Customer satisfaction items (mean=4.04), which suggests that respondents were
not adequately satisfied with their stock market participation and thus their share investment
performances. All other means show that respondents were neutral towards agreeing with
other variables’ items. Most agreements were with regards to Demographic characteristics,
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with the highest mean of 5.23. In terms of the overall standard deviation scores, the small
standard deviations indicate minimal variation in respondents’ responses relating to the
variables.

In addition, Table 2 reveals the Pearson correlations relating to the 15 variable
interactions. Of these correlations, 9 showed weak links (Pearson correlations between 0.1
and 0.3), 4 showed moderate links (Pearson correlations between 0.3 and 0.5) and 2 showed
strong links (Pearson correlations above 0.5) between variables. Financial literary and
Financial risk tolerance had the weakest correlation (-0.012). The strongest correlation is
evident between Consumer trust and Stock market participation (0.746). Clearly, the element
of trust plays an important role when respondents consider share investments.

Multiple Regression Results and Hypotheses Decisions

In this study, multiple regression analysis was performed to establish the influence of
the independent variables on the intervening variable (see Table 3), to assess the hypothesised
relationships.

Table 3
REGRESSION SUMMARY FOR INTERVENING VARIABLE: STOCK MARKET PARTICIPATION
(SM)
Std.

Parameter Beta b* Error B Std. Error T-value P-value
DC 0.240 0.026 0.231 0.025 9.092 0.001***
FL 0.239 0.026 0.266 0.028 9.360 0.001***
FRT -0.090 0.026 0.092 0.026 -3.516 0.001***
CM 0.212 0.027 0.197 0.025 7.782 0.001***
CT 0.618 0.028 0.741 0.033 22.231 0.001***

R R? Std. Error of estimate P

84% 0.71192104 249.10 0.70906311 p <.00000

Source: Calculated from survey results.

This regression analysis revealed that all five independent variables have statistically
significant relationships with Stock market participation. Specifically, Demographic
characteristics (b=0.231, p<0.001), Financial literacy (b=0.266, p<0.001), Communication (b
=0.197, p<0.001) and Consumer trust (b=0.741, p<0.001) are positively related to Stock
market participation. This shows that respondents believe that their demographic
characteristics, financial literacy, communication and trust in FSPs encourage them to
participate in the stock market. In addition, Table 3 indicates that although Financial risk
tolerance is significantly related to Stock market participation (b=-0.091, p<0.001), this
relationship is negative. Interestingly, this indicates that if respondents’ risk tolerance
increases, but they note that financial information is difficult to understand (items loaded onto
this factor related to this aspect); this has a negative effect on their stock market participation.
In total, the R2 of 0.711 shows that 71% of the variability in Stock market participation in the
model is explained by the five independent variables. The highest T-value in Table 3, 22.231,
shows that Consumer trust has the strongest significant relationship with Stock market
participation. This confirms the Pearson correlation results. This means that if investors trust
their FSPs, they are more likely to invest in shares listed on the stock exchange.

Based on the regression results, since significant relationships exist between all the
variables, all hypotheses were accepted.
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DISCUSSION, MANAGERIAL IMPLICATIONS AND RECOMMENDATIONS

The hypothesis testing specifically revealed that if each of the variables are focused
on by FSPs, stock market participation will increase.

Demographic Characteristics

FSPs need to consider demographic characteristics such as gender, level of income,
level of education, and residential area when designing financial products. The results support
the findings of (Shi et al., 2021). It is recommended that, when designing financial products
to promote stock market participation, FSPs:

1. create an investment environment and policies that is supportive of gender equality to negate
stereotypes that consider financial risk-taking as a male domain;

2. ensure that the language used is easy to understand and, where possible, it should be in the consumer’s

mother tongue;

ensure that media platforms broadcasts target all different consumers.

ensure that products cater to consumers with different levels of income;

increase their geographic footprint so that products are accessible to a wider community; and

take into consideration consumers’ culture and household participation, for example through family-

oriented products.

oA

Financial Literacy

It is important for FSPs to ensure that effective financial literacy and investment
initiatives are structured to help consumers know when and how to locate information in
order for them to make sound financial decisions. In line with this study’s results, Mouna &
Anis (2017) as well as Sivaramakrishnan et al. (2017) support the positive relationship
between financial literacy and stock market participation. It is recommended that, when
attempting to promote consumer participation in the stock market, FSPs:

1. provide information and create awareness that it is important for consumers to own shares so that they
can benefit when on retirement.

2. provide consumers with adequate training on the differences between saving and investing in the stock
market.

3. ensure that consumers understand that the core purpose of investing is to create long-term wealth.

Financial Risk Tolerance

A consumer’s willingness to take financial decisions in which the outcomes of the
decisions are unknown and potentially costly, relates to the financial risk tolerance of the
consumer. Although the conceptualisation of this study’s financial risk tolerance variable
differed slightly from that of other studies, the results still relate to views of Afsharha (2014),
Lee et al. (2015) as well as Sivaramakrishnan et al. (2017) that negatively linked risk
aversion and stock market participation. Based on the results of the study, it seems as if
consumers regard themselves and their family members as having limited knowledge
regarding investments and cannot cope with financial loss resulting from stock market
declines. Hence, it is imperative for the FSPs to understand that consumers do not have a
clear idea of what the risks are regarding investments. It is recommended that FSPs:

1. follow, for stability and structure, the six steps of financial planning.

2. create an environment that enables consumers to get investment knowledge.

3. mitigate the impact of financial risk tolerance by incorporating insights from behavioural finance such
as behavioural portfolio theory and outcome-based investment philosophy.
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4. ensure that consumers understand and have skills to cope with financial loss resulting from a stock
market decline (e.g. share values/prices decreasing).

Communication

It is important for FSPs to have the ability to comprehend the needs of the consumers
and utilise the most effective media and messages. Gao et al. (2019) concur that
communication plays an important role in increasing stock market participation. In order to
communicate effectively with consumers to participate in the stock market, it is
recommended that FSPs:

1. provide consumers with more information through different mass media sources.

2. provide consumers with relevant information through stockbrokers, financial advisers/planners, banks
and other industry role players.

3. familiarise consumers with financial investment tools, such as unit trusts, bonds and retirement
annuities.

4. frequently interact with consumers to increase the credibility of stock market information.

5. be available to attend to concerns and provide consumers regularly with information that can assist
them to gain a basic understanding of the stock market.

Consumer Trust

FSPs are expected to provide and pass on accurate and useful stock market
information to consumers. The study’s results correspond to the views of Giannetti & Wang
(2016) who found that limited trust and fraudulent situations (where there can be no trust)
hamper stock market participation. FSPs are expected to have the consumer’s best interests at
heart regarding stock market matters. It is thus recommended that, when attempting to
promote consumer trust towards stock market participation, FSPs:

1. implement customer engagement forums to build and foster trust relationships with consumers.

ensure consumer protection rules and regulations to drive consumer trust.

protect customer data and defend consumers against cybersecurity by establishing infrastructure,
processes and procedures to prevent attacks or breaches.

ensure that there is transparency when discussing products and commissions charged.

listen to and consider consumer ideas and suggestions on stock market matters;

provide consumers with written documents regarding stock market matters, when necessary.

provide clarity to and reassure consumers regarding stock market recovery after declines.

w N

No ok

Stock Market Participation

FSPs are required to adopt strategies that target consumers with different
demographic characteristics. FSPs need to encourage consumers to participate in financial
literacy and investment initiatives as this may also be instrumental in assisting them to be
knowledgeable about investments and stock market matters as well as engaging more
reluctant consumers. Although financial risk tolerance is significantly related to stock market
participation, it is important for FSPs to create awareness for and encourage consumers to
understand that the driver of stock market participation, or the decision to forego investing in
shares, is risk aversion. The consumers feel that the effective use of communication and
communication media are most likely to increase participation in the stock market. FSPs need
to build a lasting trust relationship with consumers. To increase stock market participation, it
is therefore recommended that FSPs:

1. encourage and guide consumers to buy and sell shares as and when it suits their circumstances.
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2. ensure that consumers use information regarding share price changes and benefits of stock market
participation.

3. ensure that consumers receive guidance and information regarding stock market matters relating to
resignation and retirement.

4. assist consumers to understand tax implications resulting from stock market participation.

5. assist consumers to review the performance of their investments at due periods.

6. offer consumers value-creating investment options that are financially viable and stable in the long run.

FUTURE RESEARCH AND FINAL CONCLUSION

The shortcomings of this study include that due to time and cost constraints, the
sample was selected in four of the nine provinces, and only quantitatively. Some respondents
complained about the length of the questionnaire, however, trained fieldworkers assisted in
overcoming this problem.

Since this study’s literature review stressed how debt impacts consumers’ savings,
future studies can be conducted on the impact of consumer debt on stock market
participation. Future research can also include an in-depth study on the influence of
behavioural finance on stock market participation, since the literature review revealed how
aspects of behavioural finance such as greed, fear and emotions impact consumers. Future
studies could also investigate the impact of a Retail Distribution Review (RDR) on practice
management in the financial services industry. Since RDR could enhance standards of
professionalism, which is linked to consumer trust, there could be a positive impact on stock
market participation, which shows that RDR research could be valuable. Comparative studies
in other countries, African and other emerging economies, could prove valuable to increase
stock market participation.

To conclude, this study investigated the antecedents of stock market participation in
South Africa. Specifically, the empirical results confirmed that demographic characteristics,
financial literacy, financial risk tolerance, communication and consumer trust are all
significant antecedents of stock marketing participation. Although financial risk tolerance is
significantly related to stock market participation, this relationship is negative. This implies
that respondents believe that even if risk tolerance increases, if financial information is
difficult to understand, it has a negative effect on stock market participation. All other
variables need to increase in order to improve stock market participation. Stock market
participation may result in positive financial benefits from and to South African consumers
and improve the performance of the financial services industry. The study contributed to the
industry, since role players can use the practical strategies suggested to encourage stock
market participation.
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