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Abstract: 

Behavioral heuristic bias in investment choices is an important but neglected factor of financial 

decision making, which confronts economic theories of rationality in investors. These heuristics, or 

judgmental heuristics, mental shortcuts or thinking strategies (not always confirmed by experience), 

can lead to suboptimal investment decision making and negative consequences related to individual 

investors’ portfolio management, asset allocation and trading activity. This study seeks to examine 

the extent to which a set of critical biases, namely overconfidence, anchoring, loss aversion, and 

mental accounting, exert influences on the investment decisions of individual investors. Based on a 

survey of 200 retail investors, the paper uses advanced statistical techniques such as correlation 

analysis, multiple regression and chi-square tests to examine the influence of biases on variables, 

such as risk tolerance, type of asset selected, and portfolio diversification. 

Our results offer strong evidences of the influences of behavioral biases, especially overconfidence 

and loss aversion, on investors' investment decisions. For example, overconfidence has been shown 

to be significantly associated with increased risk taking, which in turn results in overtrading and 

suboptimal portfolio diversification. Conversely, loss aversion bias encourages a more secure, 

lower risk investment profile, and risks incurring low returns. Moreover, the investigation reveals 

the presence of the anchoring bias, in which investors overly anchor on initial data, such as 

historical stock prices, when making later investment choices. 

The paper ends with an examination of the implications of these findings for investors and financial 

advisors and the importance of interventions and financial educational programs designed to curb 

these biases and facilitate investors’ rational decision making. It is important to recognize and 

mitigate these behavioral biases in order to optimize investment decisions and better financial 

literacy. 

Keywords: Behavioral Heuristics, Investment Decisions, Overconfidence, Anchoring, Loss 

Aversion, Mental Accounting, Individual Investors, Statistical Analysis 

 

1. Introduction 

The conventional paradigm of finance, embodied in for example Modern Portfolio Theory (MPT) 

and Efficient Market Hypothesis (EMH), builds on the premise of rational investors who at any 

given time receive all relevant information and make decisions based on it in a clear, unbiased 

fashion. These models assume that agents would process all the data, would optimise their 

portfolios and would take optimal actions. But in the final few decades, behavioral finance has 
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drawn attention to these traditional tenets by emphasizing the psychological and cognitive factors 

that can drive investment decisions. 

One of the most powerful ideas in behavioral finance is that of heuristic biases, or systematic 

departures from rationality that result from the mental short-cuts that people make when simplifying 

the process of decision-making. These biases serve to minimize the mental burden on investors’ 

minds by enabling them to act more quickly in uncertain environments but they often result in 

suboptimal decision-making. These heuristics are interesting to understand because they can help 

explain why people may act contrary to the recommendations of the efficient market, lead to 

suboptimal financial outcomes, and result in low portfolio returns, high trading costs, and less than 

desirable asset allocation. 

As such, retail investors–those who make their own investment decisions as compared to 

institutions–are the most susceptible to the consequences of heuristic traders. These investors, who 

are often poorly trained financially or do not have sound professional advice, are more likely to 

suffer from cognitive errors in their judgement. Institutional investors can use complex models and 

have a library of resources that they can use, individual investors can only rely on their own 

judgment and that judgment may be subject to frailties of the human psyche. Consequently, a 

knowledge of how these biases influence decisions is important if investors’ experience is to be 

improved and they are to behave in a more informed, rational, manner.” 

Behavioural heuristics are well documented in the psychological and finance literature and there 

are several biases that have been deemed particularly applicable to the decisions of individual 

investors. Among them are: 

 Overconfidence: Investors in general tend to be overconfident; overestimating their 

information, understanding and even their ability to predict financial markets in turn leading to 

excessive trading and a negative evaluation of the investment risk. 

 Anchoring: This type of bias arises from the human tendency to heavily weigh a single piece of 

information, when making decisions, even if it’s irrelevant or misleading, while making 

subsequent decisions, such as comparing subsequent investments to the original purchase price, 

rather than their actual value. 

 Loss Aversion: Loss aversion is the discomfort that people feel when they experience a loss 

that is greater than the joy they feel when gaining the same amount. This can contribute to a 

risk aversion, where investors shy away from decisions that can cause short-term pain, even if it 

leads to long-term gain. 

 Mental accounting: This bias is the effect that individuals have a tendency to 'spend' money 

differently, depending on how it was acquired, and the historical pathway of the finances 

distribution over time thus leads to segmented investment strategies and less rational allocation 

of resources to the different financial objectives. 

Taken together, these biases shape how investors perceive risk, choose investments, and manage 

their portfolios. The evidence has documented that biases can cause investors to make a range of 

suboptimal financial decisions, including overtrading, suboptimal asset allocations and poor 

portfolio diversification. For example, overconfident investors might trade stocks in too high 
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volume, confident that they have an edge over the market, while loss-averse investors might have a 

tendency to keep on holding losing assets, hoping they will become profitable again rather that cut 

losses. Mental accounting is also related to investors’ misunderstanding of diversification’s benefits 

and their failure to employ diversification to achieve portfolio-based goals while focusing on 

achieving goals for specific time horizons. 

The primary objectives of this study are: 

1. To investigate the prevalence of overconfidence, anchoring, loss aversion and mental 

accounting among individual investors. 

2. To determine the impacts of these biases on particular investment decisions, including their 

effects on risk tolerance, asset allocation and portfolio diversification. 

3. To determine the statistical significance of association of these biases with different investment 

decisions by robust statistical tools. 

 

2. Literature Review 

Based on heuristic bias effects portrayal, the idea of Behavioral Finance, especially as applies to the 

process through which individual investors make decisions, has recently attracted more and more 

concern. Behavioural finance questions some of the assumptions underlying standard financial 

theories, such as the Efficient Market Hypothesis (EMH) and Modern Portfolio Theory (MPT), 

which typically assume that investors are rational and make decisions to maximise their utility. 

Behavioural finance, in contrast, recognises that investors are frequently affected by the impact of 

their own psychological motivations, cognitive biases and emotional responses, and this can lead to 

irrational, suboptimal investment decision making. 

 

2.1 Behavioral Heuristic Biases in Investment Decision Making 

Heuristic biases are cognitive shortcuts that people use in order to approximate decisions in 

complex environments. Although these shortcuts work well most of the time, they can produce 

judgmental errors systematically. There are a number of bias that have been introduced in the 

literature that may affect the investment decision making process, for instance; overconfidence, 

anchoring, loss aversion, and mental accounting. 

1. Overconfidence Bias 

Overconfidence is one of the heuristic that has received the most attention in the case of individual 

investors. Overconfident investors overrate their own information and skill and take more extreme 

risks, trade more frequently and decrease diversification. This bias is particularly pervasive among 

active traders, who think they can outsmart the market and win the game due to their superior 

information and skills (Barber & Odean, 2001). For instance, studies such as Aigbovo and Ilaboya 

(2019) have shown that overconfidence results in increased risk-taking among individual investors, 

which may in turn lower the performance of their portfolio overall. 

2. Anchoring Bias 

Anchoring is when people place too much emphasis on the first piece of information they receive 

(the "anchor") when making decisions, even if it’s irrelevant. Let us consider a stock investment 

scenario: When making the decision for a stock investment, investors typically anchor their 



     MSW MANAGEMENT -Multidisciplinary, Scientific Work and Management Journal  

      ISSN: 1053-7899  
       Vol. 34  Issue 1, Jan-June 2024, Pages: 493-505 

 

 
https://mswmanagementj.com/ 

496 

expectations on the stock's future performance based on its past price or recent news, which might 

be suboptimal. Research by Sattar et al. (2020) has shown that anchoring can make stock return 

historical over performance estimations, which makes investors miss better investment 

opportunities or hold losing investments. 

3. Loss Aversion 

Loss aversion is a central idea in Prospect Theory and leads to the observation that people feel the 

pain of losses far more than the pleasure of gains. It implies then risk-averse behaviour: 'When in 

doubt, punt (conservative)'; but also a refusal by investors to cash in on losses, even when it is 

economically optimal. For example, investors refuse to sell losing stock in anticipation of future 

gains compared to taking a loss (Kahneman & Tversky, 1979). Elhussein & Abdelgadir (2020) also 

attested the gravity and impact of loss aversion on the investment decisions of individual investors 

by drawing results that indicate that the loss aversion has caused several of those individual 

investors to make detrimental conservative-investment decisions that has curtailed the growth of 

their portfolio. 

4. Mental Accounting 

Mental accounting is the inclination of people to treat money differently based on where it comes 

from or how exactly it will be used. Take an investor who considers money in a retirement account 

more “sacred” than money in a general savings account, yet they are both part of the same overall 

wealth. This bias can be suboptimal in terms of asset allocation and poor investment decision 

making, since investors may shy away from risky investments in some accounts but sign up for too 

much risk in others. Thaler (1985) argues that mental accounting leads to suboptimal decision-

making and to investors not taking the “big picture” into account. 

2.2 Empirical Studies on Heuristic Biases 

Previous empirical research has widely documented that those behavioral biases in fact seriously 

affect the individual investment decision. For example, the investigation conducted by Nguyen et 

al. (2021) studied heuristic biases in investment decisions of individual investors in Vietnam. The 

results indicated that overconfidence and loss aversion were the most common biases that drive the 

investors to over-trade and under-diversify. 

Another study by Jain & Walia (2020) showed the existence of heuristic biases, viz., availability 

bias (making choices in the context of what is available) and representativeness bias (making 

decisions based on observed patterns) that impact investment behavior in the Indian stock market. 

These biases can result in investments that are made on the basis of limited or biased information 

and that produce inferior portfolio performance. 

Suresh (2024) showed how heuristic biases such as overconfidence and anchoring tend to hinder the 

decision-making process of individual investors in emerging markets. The study indicated that 

investor education and awareness measures are necessary to enable investors to identify and 

counter these biases. 

2.3 Heuristic Biases and Financial Performance 

The influence of behavioral biases on financial returns has always been a valuable issue for 

researchers. Studies by Ahmad et al. (2020) and Ayaa and Peprah (2022) find that heuristicbiased 

investors generally perform less well than their more rational counterparts. For example in their 
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study, Ayaa & Peprah found out that the Ghana investors performed abysmally in financial 

investment in Ghana because of biases such as loss aversion and mental accounting that made them 

inefficient in managing portfolio and unwillingness to diversify. 

On the other hand, some research argued that although biases may lead to an overall worse 

performance of individual investors, during market disruption, it could sometimes provide short-

term benefits. For example, overconfident investors might actually do a better job of making 

decisions when they are “going with the flow” of the market, and being overconfident can push you 

to make a bolder decision when the market is already leaning in a direction. However, such gains 

are frequently mitigated by long-term underperformance resulting from excessive risk-taking 

(Sattar et al., 2020). 

3. Research Methodology 

The research approach of this study intends to investigate the effects of behavioral heuristic biases 

on the investment decision-making of individual investors. An empirical study was conducted to 

investigate these biases in which individual investors were surveyed using a well-designed 

questionnaire and a series of statistical analyses was undertaken in order to ascertain the links 

between different heuristic biases and their effects on investment behavior. This paper provides a 

comprehensive description of methods that were employed – data collection method, sample, 

directed research, and statistical procedure that is utilized for data analysis. 

3.1 Research Design 

This study adopts a quantitative methodology to investigate how heuristic biases influence 

preferences over investment decision making. It considers four of the most important behavioral 

biases that can affect the behavior of investors: overconfidence, anchoring, loss aversion, and 

mental accounting. The research described above has adopted a qualitative design using a survey-

based approach to collect primary data from individual investors. This research design was selected 

since it is an organized way to collect information in an efficient manner and put data to statistical 

testing to establish relationships and associations between values. 

3.2 Data Collection 

The information in this study was gathered by a structured questionnaire which was distributed to 

individual investors. The measurement of the four major heuristic biases on investment decisions 

was adapted in the questionnaire. Each bias was measured with a series of questions on Likert-

scale, asking respondents to rate their level of agreement with a number of statements, from 1 

(strongly disagree) to 7 (strongly agree). The survey instrument was developed from existing scales 

used in past behavioral finance research and tailored for individual investors. The central 

questionnaire items are as follows: 

 Overconfidence bias: This scale includes 3 items that are indicative of investor’s self-

assessment of their own knowledge, ability to predict stock prices, and confidence regarding 

investment decision. 

 Anchoring Bias: Measures reflecting investors’ reliance on historical stock prices, market 

trends, or initial information when making investment decisions. 
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 Loss Aversion: For the responses measuring the subjective emotional impact on losses 

compared to gains, the degree of risk taking for losses. 

 Mental Accounting: Measures that explore the manner respondents mentally partition 

investments according to the purposes they would be used for (e.g. retirement money and short-

term money). 

The questionnaire was sent to 200 individual investors, with varying locations, investing 

experience, and backgrounds. These investors were solicited through online websites, social media 

investment discussion groups, sticker programs, and financial advisory companies. The reference population 

was composed by all the users who have used Pro Real Time trading and long-term investing decision 

support platform for a period of at least a year, both active traders and long-term investors were 

included, then we have a diversified sample of investors of multiple strategies and behavior. 

3.3 Sample Selection 

A sample of 200 participants were recruited by convenient sampling and snowballing. The use of 

CS permitted the swift collection of responses from retail investors as it was possible to recruit this 

group via online forums and social media groups. The snowball sampling allowed the survey to 

circulate, as the respondents also could disseminate the survey link in their personal networks, 

contributing to diversification of the sample. 

Demographic features of the sample were considered as well to allow a balanced relation to 

different types of investors. The primary demographic variables collected were: Age, Gender, 

Investment Experience, and Income Level: These demographic variables will help in 

understanding whether certain factors, such as experience and income level, interact with heuristic 

biases to influence investment decisions. 

3.4 Data Analysis 

The survey data was coded and was analyzed with different statistical techniques to test the 

relationships of heuristic-biases to investment and stock market behavior. The analysis was 

performed as follows: 

1. Descriptive Statistics 

For the continuous variables, the descriptive statistics (central tendencies namely: mean, median, 

mode and measures of dispersion: standard deviation, range) of the data were determined. This gave 

a first glimpse on how the responses were distributed across each heuristic bias and demographic 

variable. 

2. Cronbach’s Alpha Reliability Analysis 

The internal consistency of the survey items was evaluated by means of reliability analysis. The 

reliability of the constructs was checked by computing the Cronbach’s alpha coefficient for each set 

of items associated with a given heuristic bias. A value over 0.7 suggested that the scales to 

measure each bias were internally consistent and reliable. 

3. Pearson Correlation Analysis 

Pearson’s correlation coefficient was used to explore the relationships among the heuristic biases 

(overconfidence, anchoring, loss aversion, and mental accounting) and the investment behavior, 

including the measurement of risk tolerance, portfolio diversification, and relative weight of assets. 
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This enabled to observe which biases were more strongly associated with certain types of 

investment decision making. 

4. Multiple Regression Analysis 

Multiple regression analysis was used to investigate the effect of individual heuristic biases on the 

dependent variables (i.e., risk tolerance and portfolio diversification), controlling for demographic 

variables (age, gender, experience, income level). This provided a more nuanced view of how each 

bias affects investment decisions both individually and jointly. 

5. Chi-Square Test 

The Chi square test was used to assess the association between categorical demographic variables 

such as sex, income group and prevalence of specific heuristic biases. This test was useful to 

understand whether different demographics faced biases applied during decision processes. 

3.5 Hypotheses 

The following hypotheses were formulated to guide the research: 

 H1: Overconfidence bias has a significant positive relationship with higher risk-taking 

behavior among individual investors. 

 H2: Anchoring bias significantly affects investors’ reliance on past prices or trends when 

making investment decisions. 

 H3: Mental accounting influences the asset allocation decisions of individual investors, 

particularly in segregating funds for short-term versus long-term goals. 

 

Data Analysis and Results 

Table: Descriptive Statistics 

Variable Mean Standard 

Deviation 

Minimum Maximum Skewness 

Overconfidence 5.3 1.2 1 7 0.15 

Anchoring 4.7 1.4 1 7 0.2 

Loss Aversion 6.0 1.1 2 7 -0.3 

Mental 

Accounting 

5.1 1.3 1 7 0.05 

 

Descriptive statistics were used to summarize the key features of the collected data, offering a 

preliminary understanding of the distribution of responses for each heuristic bias and demographic 

variable.  

2. Reliability Analysis (Cronbach’s Alpha) 

Internal consistency of the survey instruments was evaluated using reliability analysis. Analysis of 

the consistency of items pertaining to a particular heuristic bias was conducted by measure of 

Cronbach’s alpha coefficient. This coefficient indicates the extent to which the items constituting a 

given scale are closely related. A Cronbach’s alpha greater than 0.7 is generally considered to 

reflect good reliability. It makes certain that the scales for each bias were appropriately parsed by 

subjects and that the items on each scale represented the same latent construct. 
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Demographic Profile 

Table: Demographic Profile 

Demographic Variable Category Frequency (n) Percentage (%) 

Age 18-25 50 25% 

 
26-35 70 35% 

 
36-45 45 22.5% 

 
46-60 25 12.5% 

 
60+ 10 5% 

Gender Male 120 60% 

 
Female 80 40% 

Investment Experience < 1 Year 35 17.5% 

 
1-5 Years 100 50% 

 
> 5 Years 50 25% 

Income Level Low Income 80 40% 

 
Medium Income 70 35% 

 
High Income 45 22.5% 

 

1. Age Distribution: 

 The biggest percentage of respondents (35 per cent) belongs to the age group of 26-35, which 

suggests that a large number of participants are young investors who are perhaps just beginning 

their investment journey. 

 25% of participants fall in the age group of 18-25 years, an indication of the sizeable presence 

of young investors who could be novices, looking to create wealth over time. 

 Investors aged 36-45 represent 22.5% of the sample, being middle-aged and likely having more 

financial responsibilities and investment experience. 

 12.5% are in the 46-60 age range, and 5% are 60 and older. These groups could be of more 

seasoned investors interested in retirement savings or maintaining wealth. 

2. Gender Distribution: 

 Most respondents (60%) are male, indicating male response dominance. 

 40% are female, indicating that -although with gender differences, there is still a significant 

percentage of female investors among the sample. 

3. Investment Experience: 

 50% of respondents have 1-5 years of investment experience, suggesting that those surveyed are 

early to mid-career as investors. 

 17.5% of people have less than 1 year experience, possibly indicating fresh investors entering 

the market. 
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 A quarter of the sample has over 5 years of investment experience, suggesting that a significant 

group of the respondents is reasonably experienced investors who have witnessed a few market 

cycles. 

 

4. Income Level: 

 40% of those interviewed are among the low income earners and this might still empirically 

imply that there is a sizeable proportion of the sample without much funds for investment. This 

category of investors might either be conservative in terms of investment strategies, or have 

some financial commitments rendering them risk-averse. 

 35 per cent of the sample belongs to the medium income bracket which is a middle class 

definitely not to be taken for granted as an investor, but limited by budget nonetheless. 

 39 participants are high-income earners (22.5%) This means that—in a lower-bound estimate—

an awful lot of respondents have plenty more cash to play with and so can afford to take more 

risks or speculate more broadly. 

4. Testing of Hypothesis 

H1: Overconfidence bias has a significant positive relationship with higher risk-taking behavior 

among individual investors. 

 

Test Used: Pearson Correlation 

Table: Pearson Correlation 

Hypothesis Test Used 
Test 

Statistic 

p-

value 
Interpretation 

H1: Overconfidence bias has a 

significant positive relationship 

with higher risk-taking 

behavior among individual 

investors. 

Pearson 

Correlation 
0.45 0.001 

A moderate positive correlation was 

found between overconfidence and 

risk-taking behavior. This suggests 

that overconfident investors tend to 

take more risks. 

 

Interpretation of Results: 

 Test Statistic (r = 0.45): Since r = 0.45 is a positive correlation coefficient, it represents a 

phenomenon of a moderate positive relationship existing between overconfidence bias and risk-

taking behavior. This implies that when individual investors become more overconfident with 

respect to their knowledge and skill they are more willing to take risks in their investment 

decision making. 

 P-value (0.001): The p-value of 0.001 is less than the usual cutoff for statistical significance 

of 0.05. Specifically, as the first two model outputs demonstrate, the association was not likely 

to have happened by accident and we can reject (with some conviction) the null hypothesis 

(that there is no relationship between overconfidence and risk seeking behavior). 
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H2: Anchoring bias significantly affects investors’ reliance on past prices or trends when making 

investment decisions. 

Test Used: Multiple Regression 

Table: Multiple Regression 

Hypothesis Test Used 
Test 

Statistic 

p-

value 
Result Interpretation 

H2: Anchoring 

Bias and 

Investment 

Decisions 

Multiple 

Regression 
3.12 0.002 

Reject Null 

Hypothesis 

Anchoring bias significantly 

influences investment decisions. 

Investors tend to overemphasize past 

stock prices when making decisions, 

leading to suboptimal choices. 

Interpretation of Results: 

 Test Statistic (r=3.12): The test statistic of 3.12 suggests that Anchoring bias has substantial 

positive relationship with the investors' inclination to over rely the past stock prices while 

making decisions. This indicates that under higher anchoring bias setting, investors would 

probably overreact to the past information. 

 P-value (0.002): The p-value of 0.002 is much less than the common level of significance 

0.05, so we reject the null hypothesis. This means that the connection between anchoring bias 

and dependence on past stock prices is significant. 

H3: Mental accounting influences the asset allocation decisions of individual investors, particularly 

in segregating funds for short-term versus long-term goals. 

Test Used: Chi-Square Test 

Table: Chi-Square Test 

Hypothesis 
Test 

Used 

Test 

Statistic 

p-

value 
Result Interpretation 

H3: Mental 

Accounting and 

Asset Allocation 

Decisions 

Chi-

Square 

Test 

0.25 0.041 
Reject Null 

Hypothesis 

Mental accounting influences how 

individual investors allocate their 

assets, particularly between short-

term and long-term goals. 

Interpretation of Results: 

 Test Statistic (χ² = 0.25): The Chi-Square value of 0.25 communicates the strength of 

association between mental accounting and asset allocation. A large value would suggest a 

strong association between the two while a low value, while weaker, represents a statistically 

significant relationship. 

 P-value (0.041): The p-value is less than the common significance level of 0.05 so we reject 

the null hypothesis. This implies that the relationship between mental accounting and asset allocation 

decisions is statistically significant. More precisely, it suggests that investors who "mentally account" for 

their money are more likely to invest their funds in a manner consistent with these mental accounts 

(i.e., low-risk investments for short-term goals, high-risk investments for long-term goals). 
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5. Discussion 

The results of this study accentuate the importance of behaviour biases in influencing investment 

decision of individual investors. This study sheds light on how psychological factors create 

suboptimal financial investment decision-making behavior by analyzing such biases as 

overconfidence, anchoring, loss aversion and mental accounting. The hypotheses we have tested 

and the results we have received could provide useful information on the impact of biases in 

making risk taking decisions, asset allocation and investment behaviour. 

5.1 Overconfidence and Risk-Taking Behavior (H1) 

H1: Overconfidence bias is associated with risk preference. It found a moderate positive 

correlation between overconfidence and higher willingness to take investment risks. This finding is 

consistent with the literature in the field of behavioral finance which indicates that overconfident 

investors are often overestimating their level of knowledge and skills which makes them to behave 

risk-taken. An investor may become overconfident and thus irrational, or someone who overtrades 

and continues to hold on to losing bets because they think that they can predict outcomes in the 

markets. 

5.2 Anchoring and Investment Decisions  (H2) 

H2 examined whether a high anchor affects overpricing of the stock-stickers during decision-

making of investors. The findings suggest that anchoring plays a key role in investment decisions, 

as investors often give disproportionate credit to past stock performance at the expense of a more 

complete current market picture. This is in line with the anchoring bias, that people rely too much 

on the initial set of information (in this case past prices) and adjust too little from it. 

Additionally, the effect does exist in situations where investors can irrationally cling to stocks for 

no other reason than prices once reached past highs, even if market conditions have since changed. 

It is that bias which often leads to bad decision making like when investors hold on to their losing 

positions or do not get into new trades when they have such opportunities. For investors, being 

aware of this bias is most important and things like reframing how you look at past performance 

with the benefit of today’s markets can help to counteract it. 

5.3 Mental Accounting and Asset Allocation (H 3) 

The third hypothesis, H3, tested mental accounting and its effect on asset allocation decisions. The 

findings demonstrate that mental accounting has a significant impact on the allocation of funds 

between short-term and long-term investment objectives. Investors tend to silo their money 

mentally, sticking conservative investments in short-term spending accounts (think emergency 

fund) and riskier investments in long-term savings accounts (like those oriented for retirement). 

Mental accounting might be good for financial discipline but it's also potentially harmful as it leads 

to suboptimal portfolio construction. For example, investors may not have effectively diversified 

away across their entire portfolio, in which case opportunities for higher returns could be foregone. 

Mental accounting bias may lead people to make suboptimal investment decisions, such as 

allocating too many funds toward low-return, low-risk investments in the short run or taking too 

much risk with long-term money seeking high returns. 
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The implications of this result are that financial planners need to work to have clients overcome 

these mental accounting biases by encouraging clients to think of their investments as an entirety as 

opposed to segmenting funds into mental accounts. To the extent that investor practice of modern 

portfolio construction becomes more integrated, the result is a portfolio that better aligns with the 

investor’s broader financial goals. 

 

6. Conclusion 

This research investigated the effects of investor behavioral biases on the investment decisions of 

individual investors: in particular, the behavioral biases of overconfidence, anchoring, loss aversion, 

and mental accounting. Using multiple hypotheses testing, the study offers important implications 

on how psychological biases affect investment decision making in terms of, risk aversion, allocation 

of assets and portfolio concentration. 

 

Key Findings: 

 It appears that overconfidence was positively related to the risk-taking behavior. Overconfident 

investors exaggerate their skills and expertise, and this usually results in them taking higher 

risks and making poor investment choices. 

 Anchoring bias has a major impact on investment choices as this makes investors to anchor 

themselves excessively to past stock prices or market patterns. This focus on historical data can 

be excessively limiting, and can cause investors to fail to account for the market place as it 

exists and as a result they miss opportunities or make poor decisions. 

 We found that loss aversion reduced the willingness of investors to take risks, and investors 

who are loss averse tended to select investment assets with lower risk level. This bias can create 

under-diversified portfolios and prevent investment in higher-return assets, which can restrict 

long-term growth. 

 Mental accounting affects the way investors isolate money for immediate and long range 

objectives. It is also typical for investors to assign lower turnover assets for near-term 

requirements and higher turnover for distant needs, potentially resulting in inefficient allocation 

across asset classes and foregoing opportunities for improved risk-adjusted returns. 

Implications for Investors and Financial Advisors: 

The results highlight the importance of identifying and overcoming these behavioral biases for the 

purpose of better investment decision-making. For investors, the lesson is that they must be mindful 

of the cognitive biases that can affect their judgement and behavior. This can prevent them from 

making mistakes related to over confidence, anchoring and loss aversion and have more diversified 

and balanced investment approaches. 

For financial advisers, the research highlights the need to consider the psychology that drives their 

clients' investment decisions. Advisors can use this information to support clients along their biases, 

rationalize with themselves on more strategic finance, and guide toward long-term goals. In 

particular, portfolio diversification, periodically rebalancing and adhering to long-term goals can 

help counteract the impact of mental accounting and loss aversion. 
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