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Abstract 

Traditional financial theories assume that investors are rational and make 

decisions based on logical evaluation of available information. However, the 

emergence of behavioral finance has challenged this notion, revealing that 

psychological factors and cognitive biases often drive investment behavior. This 

study investigates the impact of behavioral biases—such as overconfidence, 

herd behavior, anchoring, and loss aversion—on the investment decisions of 

individual investors in the Indian stock market. The paper uses both primary 

and secondary data to analyze how these biases influence portfolio choices, 

risk-taking, and return expectations. Survey responses from retail investors 

across major cities in India provide insight into real-world investor psychology. 

The findings reveal that behavioral biases significantly distort rational financial 

decision-making, often resulting in suboptimal outcomes. Understanding these 

biases is essential for financial advisors, regulatory bodies, and educational 

institutions to design interventions that promote better investment behavior and 

safeguard investor interests. 
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Introduction 

Investment decisions in financial markets have long been explained through 

classical theories such as the Efficient Market Hypothesis (EMH) and Modern 

Portfolio Theory (MPT), which assume rational behavior and utility-

maximizing actions. However, real-world observations increasingly contradict 
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these assumptions. Individual investors often exhibit irrational behavior, 

deviating from optimal decision-making due to emotional and cognitive 

distortions. This has led to the rise of behavioral finance as a critical domain in 

understanding market dynamics. 

In India, the growth of stock market participation, particularly among 

retail investors, has been remarkable in the last decade. The expansion of digital 

trading platforms, improved financial literacy, and increased disposable income 

have encouraged more individuals to enter equity markets. However, this influx 

of investors has also amplified the influence of behavioral biases. Despite 

access to data and advisory tools, many investors continue to make choices 

driven by emotions, social cues, or mental shortcuts, often leading to financial 

losses or missed opportunities. 

This research aims to explore how key behavioral biases influence 

investment decisions in the Indian stock market context. By examining 

overconfidence, herd behavior, anchoring, and loss aversion, the paper seeks to 

map the psychological patterns that guide investment behavior and assess the 

extent to which these biases shape trading outcomes. The study combines 

theoretical insights with empirical analysis to contribute to the growing 

literature on behavioral finance in emerging markets. 

Data Analysis  

Behavioral biases can significantly distort an investor’s ability to make rational 

financial decisions. Each bias represents a systematic deviation from logical 

reasoning, often resulting in misjudgment of risk, improper asset allocation, and 

timing errors. Below is a theoretical analysis of key biases relevant to Indian 

retail investors: 

Overconfidence Bias 

Overconfidence leads investors to overestimate their knowledge, underestimate 

risks, and exaggerate their ability to predict market movements. In India, many 
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retail investors engage in frequent trading based on short-term trends or self-

conceived market predictions, often without sufficient research. Studies show 

that overconfident investors tend to trade more, incur higher transaction costs, 

and often underperform the market. 

Herd Behavior 

Herding occurs when investors follow the actions of the majority without 

independent analysis. Social media, financial influencers, and peer networks 

play a major role in spreading investment fads. During market rallies or 

downturns, retail investors tend to mimic the crowd—buying at peaks and 

selling during crashes—leading to volatility and irrational pricing. 

Anchoring Bias 

This bias causes investors to rely too heavily on the first piece of information 

(anchor) when making decisions. For example, an investor might fixate on a 

stock’s historical high price and expect it to reach that level again, ignoring 

changes in fundamentals. Anchoring is particularly dangerous in the Indian 

market where historical returns or media-driven price expectations can cloud 

objective analysis. 

Loss Aversion 

Loss aversion refers to the tendency of individuals to prefer avoiding losses 

rather than acquiring equivalent gains. Indian investors often hold onto loss-

making stocks in the hope of recovery, while quickly selling gainers to ‘lock-in’ 

profits. This irrational behavior, driven by emotional discomfort, leads to poor 

portfolio performance and risk mismanagement. 

Understanding these biases allows stakeholders—advisors, regulators, and 

investors themselves—to mitigate irrational investment decisions and foster 

healthier market participation. 
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Methodology 

The study adopted a mixed-method approach, combining quantitative and 

qualitative data collection to ensure a holistic view of investor behavior. 

1. Secondary Data 

Data was collected from NSE and BSE reports, SEBI publications, and 

behavioral finance journals. This helped identify common behavioral trends and 

supported comparative analysis. 

2. Primary Survey 

A structured questionnaire was administered to 150 individual investors in five 

Indian cities: Mumbai, Delhi, Bengaluru, Kolkata, and Hyderabad. Respondents 

were selected from online trading forums, investor clubs, and brokerage clients. 

The questionnaire assessed their decision-making patterns, awareness of 

behavioral finance, and personal experience with biases. 

The survey focused on: 

 Frequency of trades 

 Risk tolerance levels 

 Reaction to market volatility 

 Decision triggers (news, tips, past prices) 

 Emotional responses (fear, greed, regret) 

3. Data Analysis 

Quantitative responses were analyzed using descriptive statistics and correlation 

matrices to identify bias patterns. Qualitative feedback from open-ended 

questions was categorized thematically to gain deeper psychological insights. 

The responses were compiled into two summary tables for interpretation. 

Questionnaire 

Sample Questionnaire 

The questionnaire included 20 questions, out of which 10 focused on behavioral 

patterns. Key questions included: 
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1. Do you believe your stock selections are more accurate than average 

investors? (Overconfidence) 

2. Have you ever purchased a stock primarily because it was trending or widely 

discussed online? (Herding) 

3. Do you consider a stock’s past high price while deciding its current value? 

(Anchoring) 

4. Have you held on to a losing stock, expecting it to recover, despite 

fundamentals suggesting otherwise? (Loss Aversion) 

5. Do you regret selling a stock too early even after gaining profits? (Regret 

Aversion) 

Each question used a Likert scale (Strongly Agree to Strongly Disagree), 

allowing a quantifiable measure of each bias's prevalence. Responses were 

grouped and interpreted through the following tables. 

Table 1: Prevalence of Key Behavioral Biases (in %) 

Behavioral Bias High Moderate Low 

Overconfidence 58% 30% 12% 

Herd Behavior 64% 25% 11% 

Anchoring 51% 33% 16% 

Loss Aversion 72% 19% 9% 

 

Interpretation: Loss aversion and herding emerged as the most dominant 

biases among Indian investors. Overconfidence and anchoring also significantly 

influenced investor choices, indicating the strong presence of irrational 

behavior. 
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Table 2: Investor Profile vs Bias Tendency 

Investor Type Risk Tolerance Dominant Bias 

Daily Trader High Overconfidence 

Passive Investor Low Anchoring 

First-time Investor Moderate Herd Behavior 

Long-term Holder Moderate Loss Aversion 

 

Interpretation: Investor type and risk profile significantly influence which bias 

dominates. Traders tend to be overconfident, while newer investors are more 

susceptible to herding. Passive investors anchor on historical data, and long-

term holders struggle with letting go of loss-making stocks. 

Case Study: Herd Behavior During the Adani Group Rally and Crash 

A notable example of herding in the Indian market was observed during the 

2022–23 rally of Adani Group stocks. Retail investors, influenced by rising 

prices, media coverage, and social validation, heavily invested in Adani shares, 

believing the upward trend would continue indefinitely. Despite rising price-to-

earnings ratios and limited earnings growth, investor inflows surged. However, 

following critical reports and regulatory scrutiny, the stocks experienced a 

dramatic fall, leading to massive retail losses. 

This episode illustrates how herd behavior can override rational analysis, 

with investors following the crowd even when fundamentals signal caution. It 

emphasizes the urgent need for better investor education, critical thinking, and 

risk management practices in the Indian equity landscape. 

Conclusion 

The study concludes that behavioral biases play a substantial role in shaping the 

investment decisions of individual investors in the Indian stock market. 

Overconfidence, herding, anchoring, and loss aversion were found to be 

prevalent across investor types and demographics, often leading to irrational 



Journal of Economic, Finance Research and Review 
Available on: http://jefrr.ep-journals.org/index.php/jefrr/index Volume: 01, Issue: 01, July 2025                     

   

 25  
 

and suboptimal outcomes. These biases are deeply rooted in human psychology 

and are difficult to eliminate entirely. However, awareness, education, and 

professional advisory can mitigate their effects. 

The findings underline the importance of incorporating behavioral 

finance into investor training programs and regulatory policies. Financial 

advisors should tailor their guidance by recognizing the psychological profiles 

of their clients, while platforms can design tools that provide bias alerts or 

decision reviews. Future research may explore the impact of technology and AI-

driven advisory on reducing these biases. Ultimately, acknowledging and 

managing behavioral biases is essential to improving investment outcomes and 

building a more stable and inclusive financial market. 

References 

1. Barber, B. M., & Odean, T. (2001). Boys will be boys: Gender, 

overconfidence, and common stock investment. Quarterly Journal of 

Economics, 116(1), 261–292. 

2. Statman, M. (2005). Behavioral finance: Past battles and future 

engagements. Financial Analysts Journal, 61(6), 14–18. 

3. Shefrin, H. (2007). Behavioral Corporate Finance: Decisions that Create 

Value. McGraw-Hill. 

4. SEBI. (2022). Annual Report on Retail Investor Participation. Securities and 

Exchange Board of India. 

5. NSE India. (2023). Investor Activity Reports. 

6. Wadhwa, A., & Sharma, D. (2021). Behavioral Biases in Investment 

Decisions: Evidence from India. Journal of Behavioral Economics and 

Finance, 8(2), 105–117. 

7. Kahneman, D. (2011). Thinking, Fast and Slow. Farrar, Straus and Giroux. 

 


