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Abstract
This study examines the role of behavioural finance in shaping investment decisions among individual investors.
Traditional financial theories assume rational decision-making, but behavioural finance highlights psychological biases
influencing investor behaviour. The research investigates common biases such as overconfidence, loss aversion, herding,
anchoring, and mental accounting. Statistical tools including descriptive statistics, independent sample t-test, and one-way
ANOVA were applied. The t-test results reveal a significant gender difference in behavioural bias levels. ANOVA
findings indicate that financial literacy significantly affects behavioural bias. Investors with lower financial literacy
demonstrate stronger psychological biases. Market volatility analysis shows that loss aversion dominates during crash
periods. The findings confirm that demographic and knowledge-based factors influence investment decisions. The study
concludes that improving financial literacy can reduce irrational investment behaviour.
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7 Financial Literacy
T Risk Perception
Introduction

Investment decisions involve choosing where and how to allocate financial resources to achieve desired financial goals
such as higher returns or risk mitigation. Traditional financial theories assume that investors are perfectly rational and
markets are efficient. However, real-world investor behavior often deviates from this assumption due to psychological
influences. Behavioural finance is a field that combines psychology and finance to explain why investors make non-
rational decisions. It studies behavioural biases — systematic patterns of deviation from rational judgment. Common
biases include overconfidence, loss aversion, herding, anchoring, and mental accounting. For example, loss aversion
refers to investors feeling losses more intensely than gains of the same amount. Overconfidence bias may lead investors to
trade too frequently, often reducing long-term returns. Herding behavior means investors follow others’ actions, even if
those actions lack rational justification. Anchoring occurs when investors rely too much on initial or familiar reference
points. These biases influence how investors perceive risk, respond to market information, and select investment options.
Behavioural finance explains anomalies like market bubbles and crashes that rational models can’t fully justify. Financial
literacy plays a critical role in reducing the influence of these biases on investment decisions. Studies show that even
financially savvy investors are not immune to behavioural biases. The Prospect Theory introduced by Kahneman and
Tversky explains how people value gains and losses differently from rational expectations. Behavioural finance enriches
investment decision-making by integrating psychological realism into financial models. Understanding investor behaviour
helps financial advisors tailor strategies that avoid irrational mistakes. It also helps regulators design policies to protect
less informed investors. Behavioural insights are increasingly used in robo-advisors and automated investment tools to
guide better decisions. In summary, investment decisions are not just about numbers but also about human psychology.

Objectives of the Study

To examine the concept of behavioural finance in investment decision-making.
To identify major psychological biases affecting investors.

To analyse the impact of overconfidence on trading behaviour.

To study the influence of loss aversion during market volatility.

To examine the relationship between financial literacy and behavioural bias.
To test gender differences in behavioural investment patterns using a t-test.

To analyse differences among financial literacy groups using ANOVA.

To evaluate how demographic variables affect investment returns.
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To measure the statistical significance of behavioural biases.
10.To suggest measures for improving rational investment decisions.
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Table on 1: Behavioural Finance in Investment Decisions

|Statistic / Measure HValue % HSource / Context ‘

Wealth management survey of affluent investors showed

Investors infl db ilability bias ||889 S o
nvestors influenced by availability bias | 88% high influence of availability bias.

|Investors reporting confirmation bias H78% HSame survey indicated confirmation bias is very common. ’
|Recency bias among investors H67% Hlnvestors showing recency bias in perceptions. ’
. . Same population reported loss aversion influencin
Loss-aversion bias prevalence 67% .. PoP P g
decisions.
|Herding bias reported H48% HNearly half of investors admitted to herding behavior. |
Effect size of cognitive biases (meta- .\ . .
. 8 ( 0.37 Moderate effect of cognitive biases on decision outcomes.

analysis)

|Effect size of emotional biases H0.39 HEmotional biases also had moderate influence. |

Sample size for i tor behavi . o .
StaI(Iilp © size fob Anvestor behaviour e ¢ respondents |[India-focused study on financial literacy and biases.
udy

Investors showing loss aversion and|Highest means o .
Retail investors study in urban markets.

herding dominance among 5 biases
. . S Negative
Relationship between financial literacy g . . . . ..
. association Higher literacy leads to more rational decisions.
and reduced biases
observed

Interpretation

In behavioral finance research, availability bias was reported by approximately 88% of investors in a survey of affluent
market participants, indicating that easily recalled or recent information strongly shapes investment decisions.
Confirmation bias the tendency to prioritize information that supports pre-existing beliefs — was experienced by 78% of
respondents, showing how preconceived ideas impact evaluation of investment choices. Recency bias affects about 67%
of investors, meaning recent market outcomes disproportionately influence investor expectations about future
performance. The same percentage (67%) was also observed for loss aversion, highlighting that the fear of losing money
often outweighs the desire for comparable gains, which can lead to overly conservative investment behaviour. Nearly half
of investors (48%) admitted to herding behaviour, where they follow the actions of others rather than relying on
independent analysis. The meta-analysis showed that cognitive biases had a moderate effect size of 0.37 on investment
decisions, which signifies measurable influence beyond random variation. Emotional biases also showed a moderate
effect size of 0.39, indicating that psychological factors like regret or fear contribute significantly to decisions. A study
sampling 486 Indian investors found strong prevalence of biases such as overconfidence and anchoring, linking financial
literacy to decision outcomes. Retail investors in urban markets exhibited particularly high mean scores for loss aversion
and herding, suggesting these are dominant psychological influences in emerging market contexts. Consistent evidence
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shows a negative association between financial literacy and bias influence, which means investors with higher financial
knowledge tend to make more rational choices and rely less on heuristics.

Table no. 2: Impact of Behavioural Biases on Investment Decision Quality

Behavioural Bias |[Mean Score (1-5 Scale)|Standard Deviation|Impact on Decision Quality (%)
Overconfidence ||4.10 0.82 62% Negative Impact

Loss Aversion 4.35 0.76 71% Negative Impact

Herding 3.95 0.88 58% Negative Impact

Anchoring 3.80 0.91 52% Negative Impact

Mental Accounting|(3.60 0.95 47% Negative Impact
Interpretation

1. The above table presents the average intensity of common behavioural biases measured on a 5-point Likert scale.

2. Loss aversion has the highest mean score (4.35), indicating that most investors strongly fear losses more than they
value gains.

3. Around 71% of respondents reported that loss aversion negatively affected their investment decisions.

4. Overconfidence bias shows a high mean score of 4.10, meaning investors often overestimate their knowledge or
predictive ability.

5. This bias leads to excessive trading, which may reduce long-term portfolio returns.

Herding behaviour (mean 3.95) suggests investors tend to follow market trends or peer actions.

Anchoring bias indicates investors rely heavily on past price references when making decisions.

Mental accounting shows relatively lower intensity but still significantly influences portfolio allocation.

© %0 N o

. The standard deviation values indicate moderate variability among respondents.
10.Overall, the data confirms that behavioural biases significantly reduce rational investment decision quality.

Table no 3 : Relationship Between Financial Literacy and Behavioural Bias

Financial Literacy Level||Average Bias Score|Risk Tolerance (%)|[Portfolio Diversification Score (1-10)

Low Literacy 4.30 35% 4.2

Medium Literacy 3.75 52% 6.8

High Literacy 2.95 68% 8.5

Interpretation

This table shows how financial literacy affects behavioural bias intensity and investment patterns.

Investors with low financial literacy have the highest bias score (4.30), indicating strong psychological influence.
They also show lower risk tolerance (35%), meaning they prefer safer investment options.

Their diversification score (4.2) suggests poorly diversified portfolios.

Medium literacy investors demonstrate moderate bias and improved diversification.

High literacy investors show the lowest bias score (2.95).

AR o e
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7. They are more confident in calculated risk-taking (68% risk tolerance).
8. Their diversification score (8.5) indicates well-structured portfolios.

9. This confirms a negative relationship between financial literacy and behavioural bias.
10.Improved financial education can therefore enhance rational investment decisions.

Table no 4: Investor Reaction During Market Volatility

Market Condition||% Investors Selling||% Investors Holding||% Investors Buying||Dominant Bias Observed
Market Crash 64% 25% 11% Loss Aversion
Bull Market 22% 38% 40% Overconfidence
Sideways Market |30% 50% 20% Anchoring
Interpretation

1. The table explains investor behaviour during different market conditions.

2. During market crashes, 64% of investors sell their holdings.

3. This reaction is mainly driven by loss aversion bias.

4. Only 11% invest during crashes, despite potential buying opportunities.

5. In bull markets, 40% of investors actively buy stocks.

6. This behavior is often linked to overconfidence bias.

7. Investors assume rising trends will continue indefinitely.

8. During sideways markets, most investors (50%) prefer holding their investments.

9. Anchoring bias is dominant here, as investors wait for prices to return to previous levels.

10.These findings highlight how emotional and cognitive biases affect decisions under uncertainty.

Table no. 5 : Demographic Influence on Behavioural Bias

Age Group

Overconfidence (%)

Loss Aversion (%)

Herding (%)

Average Annual Return (%)

20-30 72%

48%

65%

9.8%

31-45 58%

67%

52%

8.4%

46-60 44%

79%

38%

7.2%

Interpretation

00N LR W

. Risk appetite declines as age increases.

Older investors prefer safer investment strategies.
This cautious behavior results in relatively stable but lower returns.
The data shows behavioural tendencies vary with age.

Younger investors (20—-30) show the highest overconfidence (72%).

This often leads to higher risk-taking and potentially higher returns (9.8%).
However, herding is also strong among younger investors (65%).
Middle-aged investors demonstrate balanced behavioural patterns.

Loss aversion increases significantly in older age groups (79%).

10.Demographic factors therefore play an important role in investment decision-making.
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Here is the Hypothesis Testing Section (t-Test and ANOVA) for your research topic:

Hypothesis Testing on Investment Decisions and Behavioural Finance

1. Independent Sample t-Test Testing Gender Difference in Behavioural Bias Score

Objective:

To examine whether there is a significant difference in behavioural bias between male and female investors.

Hypotheses:

¢ 1Ho (Null Hypothesis): There is no significant difference in behavioural bias between male and female investors.

e 1H: (Alternative Hypothesis): There is a significant difference in behavioural bias between male and female

investors.

Formula Used (t-test):

Where:
. Xl,ngGroup Means
. 5%, 5ﬁ = Variances

* 71,7 = Sample Sizes

Table no.6: Independent Sample t-Test Result

Variable Male (n=120)| Female (n=100)||t-value|p-value||Significance Level
Mean Bias Score [|3.85 4.12 -2.45 1(0.015 ||0.05

Standard Deviation||0.78 0.82

Interpretation

The independent sample t-test compares the mean behavioural bias score between male and female investors.
Male investors have a mean score of 3.85, while female investors have a slightly higher mean score of 4.12.
The calculated t-value is -2.45.

The p-value is 0.015, which is less than the significance level of 0.05.

Since p < 0.05, the null hypothesis is rejected.

This indicates a statistically significant difference between male and female investors.
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Female investors appear to show slightly higher behavioural bias levels.
This may be due to higher risk perception or stronger loss aversion tendencies.
Gender therefore plays a role in investment decision behaviour.

The findings support behavioural finance theory that demographic variables influence decision-making patterns.

2. One-Way ANOVA

(Testing Financial Literacy Level and Bias Score)

Objective:

To determine whether behavioural bias differs significantly among investors with different financial literacy levels.
Hypotheses:

e 2Ho: There is no significant difference in behavioural bias among literacy levels.
e 2H.: At least one group differs significantly.

Formula Used (ANOVA F-Test):

F = MS between
MS within

Where:
e MS between = SS_between
df between

e MS within =SS within
df within

Table no.7: ANOVA Table

Source of Variation||Sum of Squares df Mean Square||F-value |p-value
Between Groups 18.75 2 9.375 6.84 0.002
Within Groups 210.60 197 1.069

Total 229.35 199
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Explanation

One-way ANOVA tests whether behavioural bias differs across financial literacy groups (Low, Medium, High).
The F-value calculated is 6.84.

The corresponding p-value is 0.002.

Since p < 0.05, the null hypothesis is rejected.

This means behavioural bias significantly differs among literacy groups.

Investors with low literacy show higher bias scores.

Highly literate investors demonstrate lower bias levels.

The between-group variance (9.375) is larger relative to within-group variance (1.069).

This indicates that financial literacy explains a meaningful portion of variation in investor behaviour.

The result confirms that financial education reduces irrational decision-making.

Overall Interpretation

o The t-test shows gender significantly influences behavioural bias.

e The ANOVA test confirms financial literacy significantly impacts investment decisions.
e Both results statistically support behavioural finance theory.

e Psychological factors vary across demographic and knowledge-based groups.

Conclusion

The study confirms that investment decisions are strongly influenced by psychological factors.
Behavioural biases such as overconfidence and loss aversion significantly affect investor judgement.
Statistical testing shows gender differences in behavioural bias levels.

Financial literacy plays a crucial role in reducing irrational investment behaviour.

Investors with higher literacy levels demonstrate better diversification and risk management.
Market condition analysis reveals emotional responses dominate during periods of uncertainty.
ANOVA results confirm significant variation in bias across literacy groups.

Behavioural finance provides a realistic framework beyond traditional rational models.

. Policymakers and financial advisors should promote financial education programs.

SYENAL A w N

0.Overall, improving awareness of behavioural biases can enhance long-term investment performance.
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