The influences of personal values in share-buying decisions: A study of New Zealand shareholders

by Peggy Chiu, PhD

The results of my recently-completed doctoral thesis on New Zealand individual shareholders counter the popular assumptions that ordinary shareholders (as distinguished from ethical investors) are, first, primarily driven by their concern to maximise financial returns and, second, that any views they may have about company behaviour do not have much impact on their investment decisions. In fact, this blinkered view overlooks the important fact that it is the personal values that each shareholder holds that determines their final choice of the companies they buy shares in. My approach to explaining and predicting shareholders’ choice behaviour employed both in-depth interviews and a mail questionnaire survey to tap into their values. The list of values resulting from this inquiry provides a foundation upon which the motivations to invest and the attitudes toward corporate responsibility of individual shareholders can be explained and understood.
The discovery and analysis of the values that motivate and guide shareholders provides a coherent picture of how ordinary shareholders make their share-buying decisions in light of these values. The key finding shows that shareholders who are solely driven by the motivational value of a prosperous life (described as affluent, wealthy) constitute such a small minority (only 1.3%) that it throws considerable doubt on the simplistic assumption that shareholders are only concerned with maximising their wealth. In fact, shareholders’ decisions are driven principally by other values: almost half of the shareholders demonstrated that their involvement in stocks and shares is motivated by the desire to be financially secure and content (a comfortable life) and to look after loved ones (family security). The motivational value of a comfortable life is vastly different from that of a prosperous life. A comfortable life emphasises contentedness, and money is seen by the shareholders as a means to an end, whereas the commonly assumed shareholder desire for a prosperous life emphasises merely a drive for monetary success and material wealth.

There is an interplay between the values held by a shareholder during the share-buying decision process. At the beginning of the process, most shareholders are motivated by a comfortable life and family security, then in the course of making a choice of companies to invest in, other guiding values are triggered when the situation warrants. Fairness plays the most influential role in guiding shareholders away from investing in companies that they believe are exploiting people who might be gullible or disadvantaged. The participants in this study variously gave examples of businesses that they refused to invest in, even if they offered good financial returns. These include gambling businesses, tobacco manufacturers, bio-research and pharmaceutical companies, and fast-food companies. For some shareholders, honesty is so important to them that they extend its influence to share-buying decisions. They cited instances where they had avoided investing in companies when they believed the honesty of a director on the company board had been compromised. Other values such as contribution to society and a world of beauty encourage shareholders to seek out companies that contribute positively to the community or the environment; for example, companies that actively support local communities or initiate positive environmental change. These show that ethical considerations do have an influence on ordinary shareholders in their decision-making.

The shareholders in this study identify a hierarchy of corporate responsibilities that they are concerned with. Of 31 corporate responsibility issues listed in the questionnaire, shareholders place the highest importance on the provision by companies of accurate and honest financial reports. The next most important issues are providing quality products and services to customers, striving for financial stability of the companies and keeping shareholders informed – faults and all. 

Two issues relating to environmental responsibility – minimising harm to the environment and complying with environmental law and regulations – are also among the top ten concerns of shareholders. In fact, the respondents indicated that they would avoid investing in companies that engaged in the irresponsible practice of discharging effluent into the environment.

Lesser importance is placed on looking after the community. Three issues relating to this – to participate in staff community-work programmes, sponsorships and to donate to charities – are at the bottom of the list of responsibilities. It is noted that though those three practices may be considered least important by the shareholders, their ratings are still closer to the “important” end of the scale than the “not important” end.

An unexpected finding was that shareholders place the responsibility of corporations to be accurate and honest in financial reporting ahead of their desire for long-term growth in share price and regular dividend income. The former is at the top and the latter two are listed 8th and 19th respectively in a hierarchy of 31 issues of shareholder concerns. A possible reason why accurate and honest financial reporting is of utmost importance to individual shareholders may be because they are now aware of the magnitude of damage possible from fraudulent accounting and cover-ups such as that of Enron and WorldCom in the USA, Parmalat in Italy, and, closer to home, HIH Insurance in Australia. On the other hand, it may be because honesty is rated by shareholders as the most important value in guiding their lives.

This inquiry has demonstrated that there are more factors that contribute to shareholders’ investment decisions than mere risk and return. Furthermore, it points the way to the development of tools that will enable financial investment advisers to analyse the personal values of their clients and thus gain a more in-depth understanding of their needs, rather than categorising them, as most do, solely according to their risk attitudes.

Date: 8 May 2006

Contact:

Dr Peggy Chiu

Chiu-Smith Investment Research

Phone: 09 431 2788

MOB: 021 253 0179

email: peggychiu@xtra.co.nz

PAGE  
3

