
BEHAVIOURAL FINANCE - A STUDY ON THE MOTIVATION OF INVESTORS 

Dr. M. Vankatramanan, M.A., M.Phil., Ph.D. 
Principal 

Shree Chandraprabhu Jain College 
Minjur 

Chennai 
Abstract 

The article  presents the motivations of investors about behavioral finance, it gives some information’s 

about to the psychological and emotional factors involved in the stock market and that affect the behavior 

of investors and the market efficiency. The researcher will study the influence of these psychological and 

emotional factors on the investors. Based on the collected data form the sample respondents the researcher 

will focus the different motivational factors influenced by their investments. The researcher will conclude 

that the persons having a high level of education are subject to behavioural biases and agents who invest 

the amounts from thousand rupees are most vulnerable to behavioural biases and that the information on 

the market cannot lead to the market efficiency. 
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Introduction 
 

Behavioral finance does not eliminate but complements the standard evaluations 

approaches – fundamental analysis, technical analysis and markets analysis. It combines the 

findings of all valuation procedures with the investigation of social, psychological emotional 

aspects of the market, and relaxes the strict requirement of convergence between price and value. 

Since markets are always about high financial and social stakes, it is no wonder that most of the 

time the subjective emotions dominate the objective and logical approach. 

Behavioral analysis considers the elements of human perception and evaluation of outside 

situation and events, and most importantly, the emotions associated, both ex ante and ex post with 

any financial decision. This new field of modern finance refers to neuroscience debate and 

assertion that the motivations, emotions, and feelings are indispensable to any human decision, 

including the financial ones; emotions are essential to any decision and course of action. 

The investors interpret market data and events at two cognitive levels: the intellectual level 

of ordination, process and analysis of real factors (economic data), and the logical and rational 

level of understanding what this objective identifiable factors will influence the perception of the 

other players on the market. The information has investment value when is correlated with 

professional knowledge and interpersonal dynamics of market players. Due to uncertainty and 
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continuous change in the game of the market, there is a strong interdependence between 

autobiographic memory and rational expectations of the investors about the future, since their 

personal experiences influence the way they interpret and select available data. 

Practically, behavioral finance complements but not replaces technical and fundamental 

analysis by the systematic analysis of the fundamentals of the market prices as a result of the 

correlation between investor experience and expectations and the market momentum. Slow 

changes in the market sentiment are not emotionally contagious, but they insinuate slowly in a 

market trend. Practically, the rational reasoning guides investor behavior based on the network of 

commercial interests and economic compromises and maintenance of a stable emotional status 

quo, lack of emotional dissonance that can sanction the intellect of the investor to form and 

implement an investment tactics that is feasible, easy to understand, amend and manage within the 

risk boundaries that are generally accepted. 

 

 

 

Behavioral finance is the study of psychology and sociology on the behavior of the financial 

practitioners and the subsequent effect on the security market. It helps to understand why people buy or sell 

stock without doing fundamental analysis and behave irrationally in investment decisions. 

Some important definitions of behavioral finance are summarized below: 

Olsen (1998): “Behavioral finance seeks to understand and predict systematic financial market 

implications of psychological decision process.” Belsky and Gilowich (1999) have referred to behavioral 

finance as a behavioral economics and further defined as combining the twin discipline of psychology and 

economics to explain why and how people make seemingly irrational or illogical decisions, why they save, 

invest, spend and borrow money. 

OBJECTIVES OF THE STUDY 
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The primary objectives of the study are as follows 

To study the impact of psychology and sociology behavior of the financial practitioners.  

To assess the subsequent effect on the security market. 

REVIEW OF LITERATURE 

Though the literature of behavioral finance are very large, it is proposed to present some empirical case 

studies to focus light insight to behavioral finance and its application in decision making. 

Jay R Ritter (2003) has given a brief introduction of behavioral finance published in Pacific Basin Finance 

Journal. In his research article, he rejected the traditional assumption of expected utility maximization with 

rational investors in efficient market. The two building blocks of behavioral finance are cognitive 

psychology (How People Think) and the limit of arbitrage (when market will be inefficient). The article 

further highlights many empirical patterns like stock market bubbles in Japan, Taiwan and 

The US. 

Simon Gervais (2009) in “Behavioral Finance; Capital Budgeting and Other Investment Decision”, he has 

made a survey of literature on the effects of behavioral biases on capital budgeting. 

De Bondt and Thaler (1985) published article: “Does the Stock Market Over-react?” in a Journal of 

Finance. They propounded that the people are systematically over-reacting to unexpected and dramatic 

news results in substantially weak form inefficiencies in the stock market. Mental accounting is a set of 

cognitive operations used by individuals and households to organize evaluate and keep track of financial 

activities. 

Behavioral Finance and Investment Decisions 
Behavioral finance seeks to find how investor’s emotions and psychology affect investment 

decisions. It is the study of how people in general and investors in particular make common errors in their 

financial decision due to their emotions. It is nothing but the study of why otherwise rational people take 

some really thumb investment decisions. Decision making is a process of choosing best alternatives among 

a number of alternatives. This decision has come out after a proper evaluation of all the alternatives. 

Decision making is the most complex and challenging activity of investors. Every investor differs from the 

others in all aspects due to various factors like demographic factor, socioeconomic background, educational 

level, sex, age and race. An optimum investment decision plays an active role and is a significant 

consideration.  

Investor is a rational being who will always act to maximize his financial gain. Yet we are not 

rational being; we are human being; an integral part of this humanness is the emotion within us. Indeed, we 

make most of our life decisions on purely emotional considerations. In the financial world, investor’s 

sometimes base their decisions on irrelevant figures and statistics, e.g., some investor may invest in the 

stock that have witnessed considerable fall after a continuous growth in recent past. They believe that price 
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has fallen which is only due to short term market movements, creating an opportunity to buy the stock 

cheap. However, in reality, stocks do quite often also decline in value due to changes in their underlying 

fundamentals. 

Cognitive dissonance is the perception of incompatibility between two cognitions, which can be 

defined as any element of knowledge including attitude, emotion, belief or behavior. The theory of 

cognitive dissonance holds that contradicting cognition serve as a driving force that compels the mind to 

acquire or invent new thoughts or beliefs or to modify existing beliefs, so as to reduce the amount of 

dissonance (conflict) between cognition. Festinger theory of cognitive dissonance states that individual 

attempts to reduce inner conflict in one of the two ways: (i) he changes his past values, feelings or options; 

and (ii) he attempts to justify or rationalize his choice. This theory may apply to investors and traders in the 

stock market who attempt to rationalize contradictory behaviors, so that they seem to follow naturally from 

personal values or view point. In “Financial Cognitive Dissonance”, we change our investment styles or 

beliefs to support our financial decisions. For instance, investors who followed a traditional investment 

style (fundamental analysis) by evaluating companies using financial criteria such as, profitability 

measures, especially, earning ratios, started to change their investment beliefs. Many individual Investors 

purchased retail internet companies in which these financial measures could not be applied. Since these 

companies have no financial track record, very little revenues and no net losses. These traditional investors 

rationalized the change in their investment style (past beliefs) in two ways: the first argument by many 

investors is the belief (argument) that we are now in a “new economy” in which the traditional financial 

rules no longer apply. This is usually the point and the economic cycle in which the stock market reaches 

its peak. The second action that displays cognitive dissonance is ignoring traditional form of investing and 

buying these internet stock simply based on price momentum. Regret theory states that an individual 

evaluates his expected reactions to a future event or situations. Psychologists have found that individuals 

who make decision that turn out badly have more regret when that decision was more unconventional. This 

theory can also be applied to the area of investor psychology within the stock market, whether an investor 

has contemplated purchasing a stock or mutual fund which has declined or not, actually purchasing the 

intended security will cause the investor to experience an emotional reaction. Investors may avoid selling 

stocks that have declined in value in order to avoid the regret of having made a bad investment choice and 

the discomfort of reporting the loss. 

In addition, the investor sometimes finds it easier to purchase the “hot or popular stock of the 

week”. In essence, the investor is just following “the crowd”. Therefore, the investor can rationalize his or 

her investment choice more easily if the stock or mutual fund declines substantially in value. The investor 

can reduce emotional reactions or feelings since a group of individual investors also lost money on the same 
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bad investment. In investing, the fear of regret can make investor either risk averse or motivate them to take 

greater risk. 

Prospect theory deals with the idea that people do not always behave rationally. There are different 

psychological factors which motivate people in investment decision under uncertainty. It considers 

preference as a function of “decision weights” and it assumes that these weights do not always match with 

probabilities. It further suggests that decision weights tend to overweigh small probabilities and under-

weigh moderate and high probabilities. Prospect theory demonstrates that if investors are faced with the 

possibility of losing money, they often take on riskier decision at loss aversions. They tend to reverse or 

substantially alter their revealed disposition towards risk. 

Data Analysis 
The data was analyzed on SPHINX software by using the following statistical tools: percentage analysis, 

means, factor analysis, and Multiple Correspondence analysis. The data set contains questions about socio-

economic factors (Age, Profession, Education, Employment status, etc.), Investment factors (Amount 

invested, etc.) and factors that influence the investment decision (Take risk or not, possess stocks for 

long/medium/short term, number of sources considered, etc). Some questions are related to the 

psychological factors (Overconfidence, Mental accounting, etc.). 

Results and Discussions 
Table 1. 

Descriptive Analysis for Socio-Economic Factors 
 

Age Percentage Educations Percentage Profession  Percentage 
Less than 
30years 

17.7 Diploma 12.9 Student, 
Housewife 

10.6 

31 –40years 33.3 Certificates 10.4 Executive,  62.3 
41–50 years 26.1 Bachelor 39.9 Employer 5.7 
51 –60 years 18.2 Master  28 Academic 

researcher 
17.3 

More than 
60years 

4.7 Doctorate 8.8 Retired 4.1 

Source: Primary Data 
 

From the above table the researcher can conclude that the majority of individual investors are 

young. Also, the researcher found that 33.3% of investors have a range of age between 31 and 40 years. 

Individuals older than 60 years represent the smallest percentage of investors. We can show also that the 

majority of people who answered the questionnaire have relatively a high level of education. Individuals 

having a master's degree or a doctorate degree represent 36.8% of all persons interviewed. This can be 

considered as an advantageous factor for our study since having a certain level of education enables the 

people involved to make rigorous choices in the sense that their actions are not totally haphazard. 
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Table 2. 
Descriptive statistics for investment factors 

 
Amount invested Percentage Ownership 

duration 
Percentage Chance of 

losing 
Percentage 

Less   than 
1000  

2.5 Less   than 3 
Months 

15.3 30% 20.1 

1,000–5,000 30.1 3 – 6 Months 1.8 50% 59.5 

5,000-20,000 26.4 6 – 12 months 52.5 75% 20.4 

20,000 – 50,000 16.1 

More than 1 
year  

30.4   

More   than 
50,000  

24.9     

Source: Primary Data 

  

From the above table shows that the majority of investments are between 1,000 and 20,000 of 

Indian rupees with a cumulative percentage of 56.5% of the total number of persons interviewed. 24.9% of 

our sample devoted more than 50,000 Indian rupees to their investments in the stock market. Finally, we 

can conclude that the acquisition of securities is essentially made by investors having a high level of 

education.     Table 3. 

Descriptive statistics for factors influencing investment 

Risk aversion 46.6% 74.6%  31.4%  8.6% Weight of behavior41.05% 

Anchoring 18.3% 16%  40.6%  55.3% Weight of behavior32.55% 

Representativeness   54.4%     Weight of behavior 54.4% 

Availability 25.4%  21.9%  59.5% Weight of behavior 35.6% 

Overconfidence 15.2% 35.5%  6.9%  37.6% Weight of behavior 23.8% 

Mental accounting 27.7% 13.9%  24.9%  46.8% Weight of behavior 28.32% 

Source: Primary Data 
 

From this table, the researcher conclude that the various biases considered in this study affect the 

behavior of individual investors but with different proportions. Our empirical study highlights the existence 

of all these psychological biases and our assumption is also confirmed. Representativeness is the most 

important bias present in our sample with a weight behavior of 54.4%. Therefore, we can say that investors 

in the Indian investors prefer to choose in their portfolio securities that perform better during the last 12 

months and sell the other type of securities. Availability bias is present with a weight of 35.6%. The 

presence of such behavior in the market implies that speculators are sure that 35.6% of the investors will 
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follow the new trends in the market and therefore have some advantages from these situations. They will 

be able to reap substantial gains in comparison with to the followers. 41.05% of individual investors are 

subject to the bias of risk aversion, implying that investors are heavily influenced by this bias. This means 

that investors are much more careful in avoiding losses than making gains. Mental accounting is also present 

in the Tunisian market implying that the basic rule of portfolio management is not respected. 

Finally, we conclude that the various biases that affect the behavior of Indian investors all occur 

but with different proportions. Our empirical study highlighting the existence of all these psychological 

biases and our assumption is also confirmed. The weights of different biases are presented in the following 

figure. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Conclusion 
 

In this paper, we study the behavior of the Indian investors. In other words, we tried to study the 

influence of psychology on the behavior of Indian investors and determine the most important factors that 

affect the stock market, and explain the anomalies that persist in this market. 

 

By considering a sample of 193 Indian investors, and by using univariate and multivariate analysis, 

we concluded the presence of behavioral biases on the Indian investors. In fact, univariate analysis has 

enabled us to determine the biases that mostly affect the behavior of investors. We found that the bias of 

loss aversion, representativeness, availability and anchoring are the most important that affect the stock 
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market. Via the multivariate analysis, we have tried to identify the most important biases that affect strongly 

the behavior of investors. For doing this, we have considered many criteria such as education, socio-

professional category, age and the amount invested. 

We have concluded that person having a high level of education (Bachelor and more) and which 

represent more than 70% of the interviewed investors in the Indian investors to stock market are subject to 

behavioral biases. In the same way, agents who invest amounts between 1,000 and 20,000 Indian Rupees 

and that represent more than 50% of our sample are most vulnerable to behavioral biases. By taking into 

account the different criteria that have been used for various behavioral biases, we conclude a persistence 

of behavioral biases. This means that the presence of behavioral biases is not due to cyclical factors but to 

the structural factors closely related to a specific range of individuals. 

In this research we found the presence of stock market anomalies, a lack of investor behavior 

rationality in the Indian investor’s stock market. Also, subjective judgments and persistence of behavioral 

biases can give an explanation to the market inefficiency. Furthermore, analyzing the evolution of stock 

market and the presence of over or under reactions in the market should normally be found in the behavior 

of investors. This leads us to develop, in future works, a CAPM model that integrates behavioral variables. 
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