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Abstract

Che among the most important challenges 10 our own success may be our own sell-
generated behavioural bases. People's choace on imvestments irﬂom::-‘ market 15 oversialed
by 50 many explanations. Behavioural biases may sncak during investment decision making
process and allect the performance of mvestment, This siudy is analvsing aboul how
nvestors’ financinl decisions were indluenced by behoviournl biases. T our  biases
identified in the literature were hypothesized to have a remarkable influence on investment
decision making. 1 i8 very common o be influenced by biases during invesument decision
making. But if we are careful and able (o wentfy our mistokes by cresting ronsscton amd
financing rules and following thosc males strictly, we can eliminate those hiases.

Key Words: Behowvioral Bigses, Tnvestment performonce, Anchoring, Avalahiliny Bias
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INTRODUCTION

In finance, the mvestments are mainly based on twe categories. raditional finance and the
behavioural finance. On the basis of rationality, there exists many theories like EMH. CAPM
ele, These traditiomal Nnance theories help the investors with the data available in the market

the investors rely on this data for investment decisions.

In behovicural finance perspective, the investors are oratonal, since they make ther own
analysis based on the personality traite and past behaviour. Pathak (2006), stated that the
Minancial savings must be in leoms of Niancial sseis mther than the physical assets Tor the
growth of the economy. Because of the savings i the form of physical assets makes the
funds to get stuck and docs not rotate. During the period of 1970-1971, the investment in
shares and debentunes was only (8% which increased o0 3.9% during the period of 1993-
19499 The mujor reason behind mcrepse s the reforms in fimancial morket in the era of
globalization but started declining during 20:05-2006.

;)
Rescarchers like HS & Cihers (2009, considered that the Indian financial market got a major
hoost in the Teld of venivre duri e period of 1998 10 2008, Based on ibe study of
financinl maorkets, they found thot many mvestors entered into the siock market without

analyzing the risks involved. There were many specific investors with minor savings v

mainly depend upon others while taking investment decisions

P
Survey conducted by Charles and Lowrence (20012), about Tndian shite mar
reviled that major boses encountered by investors. Most of the imcsl' 4 r
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anchoring bias followed by framing bias and then loss aversion bias. They recommcnded
many methods o eliminale ar minimice the impact of those biases,

Magpal & Bodla (2009, feli thar Indian invesiors are conservative in nature, hence prefier bess
risky mvestments. They also staed thot the investors blmdly fallow the reference proups o
make the financial investment decisions. Chowdary (2013), in the domain of hehavioural
finance, investigated the investors irrational ﬁnancw:kcigims and discovered that sensitive

andf intellectual factors have an impact on investors during decision making process
Literature review

Behavioural finance is defined as a leaming concept that attempis to explain and h

know about the behaviour of investors, which comprises the psychelogical processes dunng
the decision-making process regarding investment, So., il 18 evident T the above salement
that behavicurnl finonee exploins about investment ond finonce ?;m human  behaviour
perspective, Behavioural finance uses the philosophics of psychoelogy o comprehend the
invesiments and Mnancial markeis (Shefrin, 20009), The psychological reaciions of the people
are the mam reasons for global financial crisis in 2008 and not because u-f&ldm‘ncnl,n]s like
Muctuations in the net savings rate, wptum in the real estate and rise in oil prices. During the
financial cnsis many wvestors sulTered the losses due w their behavioural atudes, sice the
behavioural finance offers a vanety of allermatives while making the investment decisions
{Adam, 2010%

In the view of Dargham (20069, that behavioural finance challenges the raditional finance as
it focuses on the information available to investors and their reaction which also supponis o
know the behaviour of investors and real markel pracuises. Becanse of behavioural finance.
the investors are aware of investment biases and make the better investment decisions. Athur
(2004, relates the mvestment decisions ol inﬁiduﬂl uvestors 1o different behavioural biases
like herding, anchoring, over confidence cogmitive dissonance, reprel aversion, mental

accounting. gamblers fallacy. representativencss and inside biases.

In the view of Chowdary |2EI]3].,& decision-making process regarding investment is

alfected by some af’ the Tclers like overconlidence, loss aversion, oﬁand under reaction.

anchoring and herd behaviour. 1t was found that the investment agents are not rational and
influcnced by behavioural factors like sentiments. over confidence and over reaction (

eloal, 2009 According wo (Misal, 2003nhe rational  behayiour 1;'-|'-. inves
b
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catcgorized into twoe major mistakes of investors ie. oxcessive trading becousc of

overconlidence and 1o hald back a losing venture as o consequence of regrel aversion

There are many surveys and the interviews conducted 1o know aboul the irrationality
behaviour of investors like the (Jmswal and kamal, 2002 conducted a stroctured mterview
and examined the mves haviour and also discovered that the investors are not rational.

These behavioural biases influence the invesior's decision-making process which lead o

inferior resulis, [t was also recognised by them ihat the invesiors were happy with those
infierior results. According 1o the study conducted by ChaiTal & Medhioub (2004), in Tunisia,
amall investors were influcnced by behaviowral biascs, They depend upon market efficicncy

for making investment decisions,

(Shefrin, 2002) stated thad the research people and the practioners of behavioural lnance
should be able to understand the mistakes of their own and others which leads to avoidance of

mistakes in future investment decigions.
Anchoring bias

It was first introduced in a classical paper by Tversky and Kahneman (1974), the people at
cilferent stuations mike the decisions by considenng the wmtal value that yield the Tinal
resulls. Hence the different estimates ore based on imitial value which are bused. This

phenomenon is called as anchoring bias (Tversky and kahneman, 1974)

According to (Raines and leathers, 2011) anchoring oceurs when they belicve the current
prices and depend heavily on recent exm:H:cs Investors are laking decisions based on
single piece of information because of nol enough research as there 15 oo much of datn o

colleet and analyee.

Anchoring effect is one of the most widely chosgg bias out of investors choices while making
investment decisions. In research, il 15 proved 1o be exiremely obust since 1974 (Furnham
and boo 20011). It 15 also observed m many real-life siuations apart from laboratory settings
like in legal senencing (Mussweiler,2001), Investment decisions of institutional invesiors

(Liao et al 20133 and the book makers in horse races (Mealvamah and Moul 20133,

Druring the mergers and acqusitions, the real-world data shows that the initial price offered

Keloharju, 20053




Avuailability Bias:

(Agarwal 2012) opines that the investors behave irrationally and are also biased. When the
invesiors are faced with complex judgements and decisions, they wend o relyv on heuristics or
the availahity bias. (Pompain, 2002) stated that the people lake decisions based on the recent
outcomes or the information that casily comes to mind. Hence the advenisements are mostly
chosen than the thorough analysis of options available while making the investment

desisions,

Investors start investing by keeping in mind, the cost of copital and the decisions are tnken
based on the information available during selection and identification of stocks. Somctimes
the irmelevant information also inflluences the decision making (Steen EY, 2002 (Qawi,
20101 stoted that the information avalable n the market 15 buge and overwhelmimg for the
investors and complex to take the investment decisions. Several studics have shown that the
decisions made by invesiors depend on the supenior evidence available v them (Weber E 1
20h10Fy,

Informational Cascades

As peor the study done by Bikhchandani, Hirshleifer ond Welch (1992}, the mformational
cascades arc the sequence of decisions and the mvestors choose the informational adis or
imitae the others by avoiding their own pn:fri:nc.:s for making decisions. (Avery amd
Zemsky 199%) argued that the apents choose to trade bosed on the difference between
information available o Wm and their ewn information. Where the information cascades are
fragile and shori-lived, De Vany and Walls, (2007 cxplained how the supply met the
vigoreusly changing demands of the customers which became possible throupgh the

informational cascades (via word of mouth)
Emational Contagion

It is a phenomenon of having one person’s cmodion and tigger the gimilar behaviouwr in the
other person, AL the time of crisis, the emotional infection contracts with mutual connection

tween the cross- countries. The information spreads like o flu ond impact the investors
decision making process globally (Bover, Kumagai and Yuan, 2006}, According to Bekaert
and Harvey (2003), irrespective of the market fundamentals, there is a rapid change in the

movement of imvestments uring £ the period of crisis.
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The following by pothescs wege formulated and cpirically tested in the study .
H1: There exists remarkable inMuence af anchoring on investment performance
H2: There exists remarkable mflvence of avmlability bixs on investment performance
H3: There exists remarkable influence of informational cascades on investment performance
H4: There exists remarkable influence of emotional contagion on investment performance
Research/Hypathesieed Model

Figure 1: Hypaothesized Model

Belwvioural Biases

Anchoring hias

Inwestment

Availability Bias Performanes

Informational I
Cascades

Emutional Contagion [~

Bins
7]
Method
The general aim of this study is gggidentify the impact of behavioural bisses on investment
performance and @ check the relati ip between bhehavioural biases and investment

performance. An organized survey with S-poant Likeri scale was prepared and seni io collect
the primary datn Distinct investors in Bangalore constitute the population of the rescarch
study.

Measures
For gathering the data, convenicnoe sampling method was used. Questionnaire was scnt o

150 respondents and 100 valid responses ware obtained with a response e of 67%
Statements related 1o respondents” investment desision-making process under the impact of

selecicd behavioural biases were included in the guestionnaire. The questionnaire was formed

with six seetions, with a iotal of 21 itemg,_related 1o various aspects of investment-dhteMion-
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the adapted :-:mstrm::.?n check the reliability of cach factor. Cronbach’s alpha is Eﬂﬂlﬂlt‘d.
In order :u&.-u:rmim: the association between the variables, bivanae correlwions were
calculated. Multiple regression analvsis was performed o examing the impact of the four
predictor variables.

Resulis

Descriptive Analvsis

The cutcomes from descriptive analysis are presented below

Talshe-1 shawing Descriptive Analysis of Behavioural Biases

Cronboch's | Mean Sid. Skewnes | Kurlosis

Alpha Deviation ]
[Anchoring 60 118100 | 1.54851 - 142 =124
|Availability bias 719 114300 | 204680 - 44 A0
Informational ) .

704 06400 | 260349 =093 =354
Cascades
[Emodical

_ 738 108700 | 214831 - 147 =i

K- ontagion
Investment

Ny L REDD 2 ARE42 =228 = 393
[Performance
Volid &

100

(listwise)

From table 1, we see that the Kuriosis values are Mucteated amaong (0420 w0 0,393 It was
highest for emotional contagion (Mean = 10097, 8D = 2. 14531) and the lowest for anchonng
(Mean =11.814, 5D =1.54851). Additionally, the highest skevwness value (-0.464) was for
availability bias, (Mecan =11.43, 8D = L0468), and the lowest for informational cascades
(Mean = 964, 30 = 260349, According o Har ¢t al (1998), simee the valees of skewness
and kurtosis arc between +3.5, we can assume that the adapicd constucts fulfil the
requircment of uni'.'n:i.nﬁmrmn]iq. A

Table 1 also suggests tha the Cronbach’s alpha of anchorng s the highest (o = 0.760)

followed by cmotional contagion (o =.738). investment performance (@ =.727), availabili v

jgs (e = T19) and informational cascades (o =T04). The concepis satisly the requiremen

;
internal consisiency since Cronbach’s alpha values are above 0,70 W
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Correlations Analysis
With the purpose determining the association among the variables, bivariate cormelaions were

calculated. The outcomes are presented below.

Tahle 2 shows Correlations Analysis

Anchoring | Availabkilit | Tnformational | Emotional | Tnvestnent
v bias cnscades Contogion | Performanc
[
Coctficient of . . - .
1 SB35 2 JIE4 288
Anchoring  comelation
P - walue (L] i [IE ] D
o Coelficient of . . . .
Availability 585 1 AT 7l 338
correlation
bias
P - value 0 Do 000 ool
. Coellicient of . . =
Infiormational 20 A97 1 i 545
clation
coscides
p- walue (11K} o (LLiH] o0
: Coellicient of " " - .
Emotional 284 a7l AdG | A5
. cormrelation
Comiagion
P- walue i (HI1H} LRIIH] A
CoeMgient of . . . -
Invvesiment J2R8 A38 545 451 I
cormrelation
Performancs a]
p - value A4 ool A0 Q]

** Correlation is significant at the 0.01 level (2-tailed). W = 10

From table 2, we find that the lghest corelation (r = 0.585) was among, availabibioy bias and
anchoring. Alsa, the lowest correlation (r =.284) was among anchoring and emoticnal

contagion,

[ 1]
Multiple Regression Analyvsis

Multiple regression analysis was performed to examine the in pact of the

omlagron] on

vartables (ic. -"lmclwringﬁ.wllahllily' bias, Informational cascades, Emo
&

investment performance. Table 3 shows the resulis nfrfﬂ'css'mn
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Table 3: Regression Analysis

Unsiandardized Standardized i Sig.
CoelMiciems Coeflicients
B Std. Erron Beia
(Constant) 1328 16249 1.430 156
' Anchoring 167 A57 0 L.067 e )
Availability
- 123 A3l -0zl =191 B9
bans
Informational
381 092 Al5 4.148 O
cascades
Emetional
a7 04 243 2586 Al
Contagion q

R = 103600 Adiusted B — 233 Fovalwe = 13.333

The results of regression analysis indicate that the predicior variables (Anchoring,
Availability bias, Informational cascades, Emotional Contagion ) explain 36 % of the variance
in the dependent varable (B *= 0.36. F-stai=13.333, p=_03). Although the overall model fitted
very well, the effect of anchoring ([i=0, 108, p=03) and availability bias (f=-0.021, p=03)
were statistically insignificant.
Discussion

From the above table, we infer 1

performance of invesiments. Sml::g\nhx 15 greater than 0405, the hypothesis 15 rejested

Hence the relationship between the two warinbles is statistically insignificant Also, the

here is no remarkable impact of anchoring on the

second lypotlesis is rejected since p-value is greater than 0,03, Hewee there 15 no nodewartly
impact of avallabilily bigs on the performance of mvestments, Hence "E e lationship
between the two variables is statistically insignificant. The third hypothesis is accepted since
pevalue is less than 0,05, hence, we infizr that there is a aoteworthy :'Haﬂ ol informational
cascades on the perfommanse of investmenis ourth by pothesis 15 accepled since p-valug
18 less tham 0.05. Hence, we infier that there is a significant impact of emotional contagion on

the performance of iy estneenis,

Practical implications .
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The resulis have practical implications for investment decision makers. Having biases duning
invesiment decision making s common a0 nature, Bal iﬁntil': g the hipses within
themselves 15 very much essential. The main observation from the study 15 about the effect of
behavioural bisses on imvestment performance. Information and instructions need to be
provided io the invesiors regarding the unceriainties 1o ov m-:mnﬁu]‘m ourable oulcomes due
to their biases. This study supgpests the individuol mvestors 1o identify the presence of
behavioural biascs within themselves and try to debias those biases in order to optimize the

relurm o invesiment

Limitations and suggestions for futore study

There are fow limitations in this sudy. This study focussed on the factors of behavioural
biases of the investors. Performance of investment 15 nod allected only by these biases which
were taken for the study . Investment decision making 15 a multifceted procedure, Apart from
the biases scveral other factors and biases can affect the performance of investment. These
gaps can be Nlled in the Neiwre research sludies,

Conclusion

In this study. behavioural biases and their impacts on investor decisions were exomined.
Cweerall, the resulis from regresaion amalysis indicates that several behavioural biases have a
profound effect an mvestor decisions, Consistent with poor studies, the results indicate that
informational cascades and emotional contagion have nodcworthy  influence on the
performance of investment. However, confrary to expectations, this sisdy did not find a
substaninl mpact of the biases I'Iil]ﬁl:l-' anchorimg  and  avalability  on mvesiment
performance. In future, rescarchers can examine the role of behavioral factors on investor
decisions in the foreign exchange and commodity markets of Tndia. Because of hoge vanation
in global indices and stock prices 11 became very dilficull for rational mvestars 0 manage
invesiment decisions.

Henee, the cwurrent sisdy finally concludes that investors require 1o concenirate on taking
measures for minimizing and removing the biases mfleencing the investment decisions for

increasing the retam on investment.
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