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“How Psychological Biases Influence that their decision was affected due to one of the
Investors Decisions – Evidence from Psychological Biases.
Indian Stock Market
Introduction:
In order to maximize financial well-being, the
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Shree Dharahasa, Nikita Anand, Soma
Narahari**

investors look for different opportunities.
Competition in the financial markets have been
increased comparatively over the years. In order

Abstract

to cope up with the competition, investors tend

Behavioral Finance is about understanding the

to invest cleverly where they can earn good

investors and their investment pattern in

amount of profits. There are two kinds of

different situations. While making investments,

behavior the investors possess while investing-

investors have certain beliefs that they fail to

rational and irrational. Behavioral finance tells

keep aside and hence end up making mistakes

us that the investment decision making process

and losses. The paper is directed towards the

is influenced by various behavioral biases.

study of those beliefs also known as the

Some of the psychological biases affecting

Psychological Biases that these investors face

investor’s decision making process are over

while making the investment decision. The aim

confidence, herd behavior, hindsight bias,

of the research paper is to make investors and

prospect theory etc. If an investor have good

potential investors who might be willing to enter

knowledge in investment i.e. where to invest,

Stock Market in the near future aware of the fact

when to invest and how to invest, then he will

that these biases exist and affect the decision-

be acting according to his own experience. If an

making ability of the Investors. The paper

investor is not having much knowledge about

examines the biases through a survey which

the investment, then he will either approach a

collects the data of about the different behaviors

broker or will be following what his friends or

of investors in different situations. The survey

family does. The market experiences a wide

was done through a Structured questionnaire of

range of investors based on their behavior of

214 investors. The data is then analyzed by

investing and the way they react while they get

using SPSS and Excel. After proper analysis, it

into losses and so on. An investor who is

was found out that even experienced investors

educated may not be able to earn profits in their

have to deal with these biases and that some of

investments and uneducated investors having

the investors do not even acknowledge the fact

good knowledge about stock markets can earn
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huge profits. Some people react based on the

investor’s experience. The findings also show a

news and current trends in the market whereas

significant association between self-attribution

some people just go with the flow. In order to

and overconfidence.

know how a person invests in stock market
either based on previous investments or by his
own judgements or just following other
investors decisions, this study is conducted. This
study aims at understanding the behavior of the
investors while investing whether the investor
acts rationally or goes with the flow. This study
is done to know the behavioral biases that are
affecting an investor either to invest in or not to
invest in a particular stock or derivatives etc.

Saloni Raheja, Balbli Dhiman 2020- (How do
emotional intelligence and behavioral biases of
investors

determine

their

investment

decisions?). In earlier studies, research has
shown that Emotional Intelligence is the only
element, which influences the ways in which
people develop in their lives, jobs and social
skills control their emotions and get along with
other people. It is EI that dictates the way people
deal with one another and understand emotions.
The research gap is to explore the impact of

Literature Review:

behavioral factors and investors psychology on
K.C. Mishra, Mary.J. Meltida 2015- (A study

their

on the impact of investment experience, gender,

information is gathered from about members

and level of education on overconfidence and

who are financial specialists and possess some

self-attribution bias). The aim of this paper is to

knowledge about the Stock Market. The testing

study the impact on two particular biases of

system used was purposive testing system. This

investment experience, gender and level of

study found that there was a positive connection.

education: overconfidence and self-attribution,
and to explore the relationship between the two
biases. Data collected from a sample of 309
investors in the mutual funds was analyzed. The
findings show that overconfidence among males
is greater than among the females and increases
with

the

experience

of

investment

and

education. With the education, self-attribution
increases, but there is no more important
association between the self-attribution bias and

investment

decision-making.

The

Renu Isidore.R, Christie. P 2019- (The
relationship between the income and behavioral
biases). The aim of this paper is to test the
relationship between investors' annual income
and eight investors' behavioral biases, such as
mental

accounting,

anchoring,

gambler's

fallacy, availability, and loss aversion, aversion
to

regret,

representativeness

and

overconfidence. Very few studies examine the
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income

earned

and

can help the individual to investor to choose the

investor behavior in terms of. The aim of this

best course of action from multiple possibilities

study is to test the relationship between revenue

and enable committing the less costly mistakes.

earned and the income earned and the biases

In this study, in depth interviews were

exhibited by the secondary equity investors

conducted from 30 investors to know their

residing in Chennai. This study is a contribution

investment decision making process. The results

to the financial and economic front which shall

of this study showed that, over confidence bias,

benefit the financial system and the advisors.

reliance on expert decisions and self-control
bias have a positive significant impact with

Geetika Madaan, Sanjeet Singh 2019- (An

financial satisfaction levels. This study provides

analysis of Behavioral biases in investment

further insights on investor behavior and paves

decision making). This study is an effort to

the way for various possibilities for future

assess the impact of behavioral biases in

research.

investment decision-making in National Stock
Exchange. A questionnaire is prepared and

Satish Kumar, Nisha Goyal 2016- (Evidence

responses are collected from 385 investors, but

on

due to inadequate data, the responses from 243

investment decision making). The purpose of

investors are only taken. The behavioral biases

this paper is to investigate the relationship

like over confidence, herd behavior, anchoring

between

and herd behavior have been taken into

behavioral biases among individual investors in

consideration. They found that, overconfidence

India. 386 responses have been collected and it

and herding have significant positive impact on

is seen that investors mainly take rational

the investment decisions when compared to

decisions while investing. T-test, ANOVA and

other biases like loss aversion, anchoring etc.

Fisher’s least significant difference tests have

The results conclude that the individuals have

been conducted in this study. It is seen that male

limited knowledge and are more prone towards

investors are more prone to overconfidence and

making psychological errors.

herding bias in India. This study also tells that

individual

investors

and

and

rational

behavioral

biases

decision-making

in

and

investors are rational while making decisions

Shalini Kalra Sahi 2017- (Psychological biases
of

rationality

but then behavioral biases comes into existence

financial

when taking decisions regarding investments.

satisfaction). This study aims at proving that

This study tells that if the investors are aware

biases are not always bad, at times these biases
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about the biases, then they may be careful while

concept. Individuals who saw money as good

taking decisions during their investment.

for efforts reports high financial literacy and

Dr. Murlidhar Panga, Anjali Malpani 2016(Impact of Behavioral Factors on Investment
Decision Process). This study mainly focusses
on the behavioral biases such as anchoring,
overconfidence, herd behavior, over and under
reaction and loss aversions etc., that influence
investors while making investment decisions. It
reveals that most of the investors gets influenced

whereas persons perceiving money as an
achievement reports lower financial literacy. So,
here financial literacy came to existence in
which it is considered as an important
component to enrich financial well-being and
includes financial attitude, skills, knowledge
and behavior that reveals how it affects the
investors in making a better financial decision.

by over-confidence, Loss aversions and herding

Prof. Devrshi Upadhyay, Dr. Paresh Shah 2019-

behavior. Based upon the knowledge possessed

(A study of Behavioral Finance in investment

by each individual investor, their investment

decisions of investors in Ahmedabad). The

decisions affects these behavioral factors which

focus is mainly on the behavioral biases like

differ from person to person. Most of the times,

overconfidence,

all behavioral variables have a significant

conformation

impact on the decision-making process of

theory, and information or heard instinct. The

investors, which led to the acceptance of all

objective of this study was to check the

assumptions

of

relevance of the behavioral finance theories and

behavioral factors in decision making for

if the average individual investor participating

individual investors.

in the investments market of the Ahmedabad

regarding

the

influence

Balaji Kanagasabai, Dr. Vaneetha Aggarwal
2019- (Does financial literacy impact the
Investment decisions of individual investors?).
This study states that, sometimes, the investors
might not take rational decisions always as such
both the emotional and cognitive factors plays a
key role in the decision-making process. The
effect of these factors of the investors can be

anchoring,
bias,

innumeracy,

familiarity,
prospect

city is always rational or not. Data collection
was done through questionnaire and 181
responses were obtained from individual
investors. The study found out that investors are
not rational and there is always the effects of
above biases in more or less proportion on the
decision making process of investors in the
investments.

managed with the help of financial literacy
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V Ramalakshmi, Vivek Kumar Pathak, Elwin

each person could be limited to a certain degree.

Baiju & Christeena Mary Jos 2019- (Impact of

The data could therefore not reflect the true

cognitive

decision

feelings or thoughts of the people who replied.

making). The study aims at the investors

The results indicate that overconfidence,

residing in Bangalore, India for conducting the

conservatism and accessibility biases are

analysis. It aims to investigate the role of

available in the decision-making process of

cognitive biases in the investment decision-

investors and that their choices are strongly

making

affected by their gender.

biases

of

on

investment

investors.

The

research

acknowledges the problem and concludes that

Venkata Narasimha Chary Mushinada 2019-

psychological biases and variations from the

(Are individual investors irrational or adaptive

real alleged result are present in the final

to

outcome. The research also suggests that these

market

dynamics?)

The

research

acknowledges the problem and concludes that

decisions, such as herd instinct, regret aversion,

psychological biases and variations from the

over-confidence and representativeness, are

real alleged result are present in the final

supported and supported by these biases. In the

outcome. The research also suggests that these

end, it advises investors to eliminate biases and

decisions, such as herd instinct, regret aversion,

raise profits during the investment decision-

over-confidence and representativeness, are

making process with regard to their investment

supported and supported by these biases. In the

methods and to add different de-biasing

end, it advises investors to eliminate biases and

techniques.

raise profits during the investment decision-

Suzaida Bakar & Amelia Ng Chui Yi 2015-

making process with regard to their investment

(The Impact of Psychological Factors on

methods and to add different de-biasing

Investors’ Decision Making in Malaysian Stock

techniques.

Market: A Case of Klang Valley and Pahang).

Sami Bacha 2019- (How gender and emotions

The main objective of this research paper is to

bias the credit decision-making in banking

test whether their psychological biases are

firms). A Case of Klang Valley and Pahang' is

affected by gender under the responses of the

to test whether their psychological biases are

200 investors and their rationality during the

affected by gender under the responses of the

decision-making process. The paper was limited

200 investors and their rationality during the

to a limited number of individuals, so that the

decision-making process. The paper was limited

mood, motivation, willingness and consent of
5
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to a limited number of individuals, so that the

chances of being vulnerable to behavioral

mood, motivation, willingness and consent of

deviations, as the consequences of individual

each person could be limited to a certain degree.

errors are inevitably reflected at a macro level,

The data could therefore not reflect the true

causing instability and economic - financial

feelings or thoughts of the people who replied.

crisis. This research is done to understand the

The results indicate that overconfidence,

effect of people not able to acknowledge the fact

conservatism and accessibility biases are

they were affected by the existence of these

available in the decision-making process of

Psychological

investors and that their choices are strongly

decision. The paper also studies the impact of

affected by their gender.

not acknowledging the facts and still repeating

Soo Yeong Ewe, Christina Kwai Choi Lee &
Motoki Watabe 2020- (Prevention focus and
prior investment failure in financial decision

biases

in

their

investment

the past mistakes done before in the earlier
investment decisions.

making). A Behavioral Finance Approach' is

Methodology:
Tools:

traditionally focused on the study of the

The research methodology is empirical research

psychology of individual investors. After

and survey model because, this model is based

investing,

are

on observation and study on the responses and

measured to tell about the mind-set of an

the conclusion is derived from the study rather

investor when making decisions. In the different

than from belief. The tools used in this research

research papers, it is noted that the mood and

are SPSS and excel.

the

psychological

impacts

emotions of investors are important components
when forecasting market movements. By

Data Collection:

recognizing and tightening its understanding of

We have collected primary data from 214

the psychological biases, an investor may help

investors who invest either in stocks or

make its investments beneficial and help to

derivatives or any investment in order to know

avoid mistakes while doing the same.

the psychological factors that are influencing

Blerina Dervishaj 2018- The paper aims to

him/her during investment.

help decision-makers and investors get to know
with psychological biases, in order to make
better decisions when investing, reducing the
6
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Scope of the Study:

“How different Psychological biases affects

i) To understand the psychological factors
or

biases

influencing

investment

the investment behavior.”
Reliability Statistics

decisions of investors.
ii) Primary

data-

Collected

from

14

respondents
iii) Secondary

data-

Research

papers,

articles, websites and blogs.
Need for the Study:

Therefore, whatever the responses received

i) To understand on what basis an investor

from investors for our study was moderately

is making decisions while investing.

reliable but up to certain extent it is not and has

ii) To know which factors influences the
investors more.

limited applicability.
So, if you observe the above reliability statistics,

iii) To know whether an investor is being

the score is 0.489, that it is almost up to 0.5

rational or irrational while making

which means that most of the investors were

investment.

behaved in a similar manner in various

Limitation of the Study:

situations on the basis of psychological biases.
Hence, it can be considered as reliable one for

Though the study have shown us a lot of insights

the study.

on the behavioral biases that affect the
investment behavior of a person, there are

The list of questions we prepared was totally 18,

certain limitations to the study.

out of which we haven’t considered 2 items i.e.,
Age and Gender as they are not said to be scale

i) Time Limitation

variables.

ii) Sample size is low
Validity Test
Data Analysis:
Reliability Test

Validity test helps to determine the accuracy of

It is a test which is used to determine the

a measure of the questionnaire. Generally,

consistency of evaluation of a research study i.e.

Pearson’s correlation method is used for this
test.
7
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When it comes to trusting people
about their decisions related to
investments, I would rather rely on my
"gut feelings"? (Over Optimism
Bias)
Suppose, you being an investor, based
on which variable factor would you
like to attribute profits from the stock
market? (Attribution Bias)
Thinking hard and for a long time
about investing is not something that
interests me and hence I would go with
the investing decisions of the larger
group of people. (Herd Instinct)

February 2021 Vol-1, No-2
Calcul
ated
Value

Critica
l value

0.19

0.138

normally distributed and all the questions are
valid in the questionnaire.
Chi Square Test:
It is a test which is used to determine whether
there is an association between two categorical
variables or not. (Dependent or independent)

0.199

0.138

Association between Regret Aversion bias and
Over Optimism bias:
0.82

0.138

0

0.138

The last Investment was more of a bad
luck than it was my own poor
judgement? (Self-Attribution Bias)

Estimation
Number of questions: 18
Number of respondents: 214
Ho: There is no significant association between

Degrees of freedom = (N-2), 5% level of

the two psychological biases (Regret Aversion

significance at two tailed

bias and Over Optimism bias)
Where, Calculated value > critical value, critical
value = 0.138

H1: There is a significant association between
the two psychological biases (Regret Aversion

Therefore, when you look at the above table,

bias and Over Optimism bias)

majority (3 out of 4) of the psychological biases
were accepted as the calculated value is more
than critical value and validity statistics is
highly significant for the above psychological
biases. Therefore, to conclude that the data is

8
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Conclusion: Since, the P-value in the above
Conclusion: Since, the P-value is less than 0.05

table is also less than 0.05 we REJECT the Null

we REJECT the Null Hypothesis. Therefore, we

Hypothesis. And ACCEPT H1. Therefore, we

can say that there is a significant association

can say that there is a significant association

between the above two biases.

between the above two biases.

Association between Self Attribution and

Association between Herd Instinct and

Cognitive Dissonance Bias:

Attribution Bias

Ho: There is no significant association between
the two psychological biases (Self-Attribution
and Cognitive Dissonance Bias)
Ho: There is no significant association between

H1: There is a significant association between

the two psychological biases (Herd Instinct and

the two psychological biases (Self-Attribution

Attribution Bias)

and Cognitive Dissonance Bias)

H1: There is a significant association between
the two psychological biases (Herd Instinct and
Attribution Bias)

9
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Conclusion: Since, the P-value in the above
table is more than 0.05 we can accept the Null

Conclusion: Since, the P-value in the above

Hypothesis. Therefore, we can say that there is

table is also less than 0.05 we REJECT the Null

no significant association between the above

Hypothesis. And ACCEPT H1. Therefore, we

two biases.

can say that there is a significant association
between the above two biases

Association between Attribution Bias and
Conservative Bias

Association between Age and Over Optimism
Bias

Ho: There is no significant association between
the two psychological biases (Attribution Bias
and Conservative Bias)
H1: There is a significant association between

Ho: There is no significant association between

the two psychological biases (Attribution Bias

the two psychological biases (Age and Over

and Conservative Bias)

Optimism Bias)
H1: There is a significant association between
the two psychological biases (Age and Over
Optimism Bias)
10

The KIAMS PHRONIMOS

February 2021 Vol-1, No-2

This analysis is used to know whether there is a
relationship

between

Gender

and

Over

Confidence Bias when it comes to investment
decisions. The following is the statistics that we
got after referring through the primary data of a
research study in the form of questionnaire.
Conclusion: Since, the P-value in the above

Count

table is more than 0.05 we can accept the Null

Age

of Column
Labels

Hypothesis. Therefore, we can say that there is

Yes, While I
No,

a no significant association between the above

I

am

Row

don't

Labels

think so think so talented one Total

Regression Analysis

a) 18-30

65

77

41

183

Gender * Pain of losing is greater than the

b) 31-45

3

8

7

18

c) 46-65

3

6

3

12

1

-

-

1

two biases.

Yes,

I general

just
Grand

satisfaction of an equivalent gain (Prospect
Theory)
Intercept

3.688312

Slope

-0.24306

d)
65

Above

Conclusion: Intercept is dependent Variable
i.e., 3.688312 which is positive and slope is 0.24306 which is negative, so we can say that
for that for every change in the gender there will
be negative impact on the pain of losing is
greater than the satisfaction of an equivalent
gain. So, there is an inverse impact.
Statistical Analysis:
Relationship between Age (Gender) and Do you
consider yourself a knowledgeable person when

Therefore, we conclude that, individuals or

it comes to investment (Over Confidence Bias):

investors at the age of 18-30 years has more over
confidence compared to other respective ages
11
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when it comes to decision making process

investment, 49.5% of the respondents

before investing into the stock market. This is

would like to sell their holdings, 36.4% of

the information with respect to the questionnaire

the respondents will wait for the prices to

that we made.

increase even more so that they can earn

But, in reality, only up to certain extent (20%
out of 100%) most of the investors at the age of

more profits.


if

a

situation, and after which most of them rely

of the highly professionals at the age of above

on the fact while taking an important

30 years are fully capable or knowledgeable in

decision and very fewer people rely on their

terms of investment decisions.

own judgment.


The research shows little linkage with the
past data with that of the present situation

half of them rely on their gut feeling (while

(influence of past data on the current

proceeding with any investment decisions),

situation while investing).

and the only 1/5th of the population take



People want to earn more profits with

other people's advice.

higher risks rather than fewer profits with

Around 2/3rd of the population consider

no risks.

themselves as a knowledgeable person



The respondents usually listen to other

when it comes to investment decisions.

people's recommendations (investment)

When an investor's investment goes back to

while making any decisions.

the buying price, 1/3rd of investors are



decision,

the people require more time to analyse the

investing in the stock market. It means that most



any

the individual's judgment, the majority of

knowledgeable) to make decisions before



taking

contradiction arises between the fact and

18-30 years has less capability (not fully

Findings:
 When it comes to trusting people, around

While



When it comes to the collection of

unsure about their future actions (if they

information from external sources, people

should sell it or not) and more than half of

mostly prefer advice from brokers/analysts.

the investors thinks that they should hold

Then they rely on news channels or online

their investments and wait for the prices to

sources or plainly use their own judgment

revert sooner.

skills. Lastly, they take help from their

If an ordinary performing stock suddenly

family/friends.

starts giving unexpected returns on the
12
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Most people tend to invest in the companies

websites such as money control, ace analyzer,

from which they have earned profits in

etc. These websites will tell you about the

earlier investments. As they trust in the

current scenario of the industry and by

company and the presence of the Hindsight

equipping oneself with the information the

Bias makes the company an attractive

investor can make sensible decisions.

segment to invest in again.


The research shows that the pain of losing
is greater than the pain of equivalent gain.
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