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Abstract 

Behavioral finance has emerged as an important field that explains how psychological and emotional 

factors influence investors’ financial decisions. Traditional financial theories assume that investors are 

rational and markets are efficient; however, real-world evidence suggests that investors frequently make 

irrational decisions due to behavioral biases. This study aims to assess investors’ understanding of 

behavioral finance and examine how behavioral biases influence investment choices. The research 

analyses common biases such as overconfidence, herding behaviour, loss aversion, and anchoring, and 

evaluates their impact on portfolio decisions. The study highlights the role of financial literacy and investor 

awareness in reducing irrational decision-making. The findings suggest that behavioral biases significantly 

influence investment strategies, often leading to suboptimal financial outcomes. 
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1. Introduction 

Behavioral finance combines psychology and finance to understand how investors make financial 

decisions. Traditional finance theories such as the Efficient Market Hypothesis assume that investors act 

rationally and make decisions based on complete information. However, behavioral finance suggests that 

psychological factors often distort rational judgment. 

Investors frequently rely on heuristics, emotions, and past experiences when making investment decisions. 

These factors can result in systematic biases that affect portfolio selection, risk perception, and trading 

behavior. Behavioral finance therefore provides an alternative explanation for market anomalies and 

irrational market movements.  

Understanding these behavioral tendencies is important for investors, financial advisors, and policymakers 

to design strategies that promote rational decision-making. 

2. Objectives of the Study 

The major objectives of the study are: 
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1. To assess investors’ understanding of behavioral finance concepts. 

2. To identify major behavioral biases affecting investment decisions. 

3. To examine the impact of behavioral biases on investment choices. 

3. Review of Literature 

Several studies have examined the relationship between behavioral biases and investment decisions. 

Research indicates that cognitive and emotional biases strongly influence investment behavior and often 

override rational financial analysis.  

Another study highlights the impact of biases such as halo bias, framing bias, and locus of control on 

individual investment decisions using survey data from investors.  

Studies also emphasize that financial literacy can moderate the impact of behavioral biases. Investors with 

higher financial literacy are better able to recognize and control psychological biases when making 

investment decisions.  

A systematic review of literature from 1980–2024 confirms that psychological factors and emotions 

significantly influence investment decisions and challenge the assumption of rational behavior in 

traditional finance theories.  

4. Behavioral Biases Affecting Investment Decisions 

Overconfidence Bias 

Overconfidence bias occurs when investors overestimate their knowledge or ability to predict market 

movements. Such investors trade excessively and underestimate risks, which may lead to financial losses. 

Herding Behavior 

Herding refers to investors following the actions of other investors instead of relying on their own analysis. 

This often leads to market bubbles and sudden crashes. 

Loss Aversion 

Loss aversion refers to the tendency of investors to fear losses more than they value gains. As a result, 

investors may hold losing stocks too long or avoid taking necessary risks. 

Anchoring Bias 

Anchoring occurs when investors rely heavily on a particular reference point, such as the purchase price 

of a stock, when making decisions. 

Availability Bias 

Investors may make decisions based on easily available information rather than comprehensive market 

analysis. 

 

http://www.aijfr.com/


 

Advanced International Journal for Research (AIJFR) 

E-ISSN: 3048-7641   ●   Website: www.aijfr.com   ●   Email: editor@aijfr.com 

 

AIJFR26024140 Volume 7, Issue 2 (March-April 2026) 3 

 

Research Methodology 

Research Design 

The study adopts a descriptive research design. 

Data Sources 

 Primary data: Questionnaire survey of investors 

 Secondary data: Journals, books, and financial reports 

Sample Size 

Example: 100 individual investors. 

Sampling Technique 

Convenience sampling or simple random sampling. 

Tools for Analysis 

Percentage analysis and mean score analysis is used for interpretation. 

Table 1: Demographic Profile of Respondents 

Age Group 

(Years) 

Number of 

Respondents 

Percentage 

20-30 35 35% 

30-40 40 40% 

40-50 15 15% 

Above 50 10 10% 

 

Interpretation: Majority of respondents belong to the 31–40 years age group. 
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Table 2: Mean Score Analysis of Behavioral Bias 

Behavioral Bias Mean Score Interpretation 

Overconfidence 3.62 High 

Herding 3.45 Moderate 

Loss Aversion 3.78 High 

Anchoring 3.51 Moderate 

 

Interpretation: Loss aversion has the highest mean score among all biases 

Table 3: Final Analysis of Behavioral Biases 

Behavioral Bias 
Mean 

Score 

Overconfidence 3.62 

Herding 3.45 

Loss Aversion 3.78 

Anchoring 3.51 

 

Chart 1: Final Analysis of Behavioral Biases 
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Here is the chart shown directly below 

 

5.  Values used in the chart 
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6. Findings and Discussion 

The analysis reveals that behavioral biases significantly influence investment decisions. Many investors 

lack adequate understanding of behavioral finance concepts, which leads to irrational investment 

behaviour. 

Overconfidence bias and herd behavior are among the most common biases affecting investors. 

Additionally, investors with higher financial literacy show greater ability to recognize and control 

behavioral biases. 

These findings suggest that investor education programs can improve rational investment decision-

making. 

 Loss Aversion has the highest score, so it is the most influential behavioral bias. 

 Overconfidence is the next major factor affecting investor decisions. 

 Anchoring and Herding also influence decisions at a moderate level. 

Implications of the Study: 

The study provides important implications for: 

Investors 

Investors should improve financial literacy and understand psychological biases that influence investment 

decisions. 

Financial Advisors 

Advisors should incorporate behavioral finance concepts when guiding clients. 

Policymakers 

Regulators and financial institutions should promote investor education programs. 

Limitations of the Study 

1. The study may be limited to a specific geographic region. 

2. Sample size may not represent the entire investor population. 

3. Behavioral factors are difficult to measure precisely. 

7. Conclusion 

Behavioral finance provides valuable insights into the psychological factors influencing investor behavior. 

The study demonstrates that behavioral biases significantly affect investment decisions and can lead to 

irrational financial choices. Increasing investor awareness and financial literacy can help reduce these 

biases and promote more rational investment strategies. Future research should explore the role of 

technology, financial advisory services, and behavioral interventions in improving investment decision-
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making. The overall analysis shows that behavioral biases strongly affect investment choices, and 

investors are most influenced by fear of loss rather than market logic. 
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