s

{

The Scientific Temper (2024) Vol. 15 (spl-2): 218-229

-y,

Doi: 10.58414/SCIENTIFICTEMPER.2024.15.spl-2.34

=
—

—

®)

-
=
E-ISSN: 2231-6396, ISSN: 0976-8653

https://scientifictemper.com/

ORIGINAL RESEARCH PAPER

Behavioral finance: A systematic literature review

Vipul Sundavadara®’, Riddhi Sanghvi?

Abstract

Purpose: The goal of this research is to identify the various behavioral biases that influence individual investors’investment decisions
in order to create a conceptual model of behavioral biases and a historical framework of behavioral biases. These efforts will also serve
to provide future directions for behavioral finance and behavioral bias research.

Design/Methodology: This study’s foundation is an analysis of pertinent behavioral finance research papers published between 2011
and 2023 as well as behavioral biases. Google Scholar, Research Gate, Emerald Inside, Taylor and Francis, Shodh Ganga, Science Direct
Etc. are the core sources of the papers reviewed in this study. The tabular form is used for Discussing reviews of the present paper.
Findings: The present paper describes the literature review on behavioral finance and biases from 2011 to 2023 and it is still continuous
in underdeveloped and developed nations. Also, find out that the study on behavioral finance increased in the past few years.
Originality/Value: The present paper caters to different types of classification and review of behavioral finance and behavioral biases
and also presents the collection in the form of a systematic review matrix of behavioral finance, this will help students, Researchers,
academicians for next level research on the topic of behavioral finance.

Keywords: Behavioral Finance, Equity investors, Behavioral Biases, Investment Decision Making.

Introduction

Finance is an inherent part of every Individual, firm or huge
corporate house. As said ‘finance is the lifeblood of the
economy ". The term Finance stands for making decisions
regarding money viz. Decisions regarding Procurement of
funds, investment of funds and Decisions regarding payment
of dividends in most companies and the concept of finance
for households to earn money, payment of expenses and
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savings and investing in some fields which give handsome
returns. (Upadhyay & Shah, 2019) An investment is a decision
thatincludesrisk in either short-term or long-term return on
investment. That's why before taking a risk in any investment
decision first of all the information regarding the calculation
of return must be taken into consideration. The plus point of
the financial market is that there is tremendous information
related to financial decisions but the minus point of this
market is an investor cannot get exact information that
where to invest and where not to invest to get a handsome
return. So, the estimation of Risk and return is difficult for the
investors. In this situation, investors are not always rational
while making investment decisions. (Krishna Deshmukh
Pt Ravishankar, 2016) An individual investor has lots more
options for investing their funds like Gold, Fixed Deposits,
Mutual funds, SIP (Small Investment Plan), Equity market Etc.
but when they are supposed to invest in any kind of avenue
they are affected by some factors and those behavioral
factors are called Behavioral Biases. Behavioral biases are
an integral part of behavioral finance and it believes that
in behavioral finance the investors are not always rational
to make investment decisions. To understand Behavioral
finance must clear the concepts of Traditional finance and
Behavioral finance.
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Traditional Finance and Behavioral finance

The concept of traditional finance

The concept of traditional finance includes the decisions
regarding investments of investors or assumptions about
any investment that is rational in manner. It means all
the investors behave relational while investing in stocks
or any kind of investment avenue(K. BHATT, 2014) also,
investors are not confused about old or new information
provided by investor managers and are not affected by
their emotions(Kandpal & Mehrotra, 2018) but the actual
condition does not match with traditional theory and a new
approach namely behavioral finance emerged.

The Concept of Behavioral Finance

The concept of Behavioral finance reveals that the investors
are notrational in making an investment decision regarding
the stock market or any kind of investors because while
making any investment decision always some behavioral
and psychological factors affect the mental ability of
decision-makers and these factors influence the investment
decision. The factors that affect decisions regarding
investment are called behavioral biases viz. Overconfidence,
Anchoring, Familiarity, Conformation, Regret aversion,
Mental accounting, Narrow framing, Shadow of the past,
Loss aversion, heard instincts etc. all biases play a salient
role in making investment decisions so both the investor and
investment broker or manager have to take extra care. Then
it can be said that Behavioral finance is the combination of
three disciplines viz. Psychology, sociology and finance(K.
BHATT, 2014)

Behavioral Biases

Overconfidence

People are generally overconfident in taking any decision
hence overestimating the precision of their assumptions.
Overconfidence normally emerges from the illusion
of information and knowledge regarding the matter.
Overconfidence is such a kind of bias in which people do
not gather complete information regarding decision matters
but use their illusion of knowledge and make decision.
(Upadhyay & Shah, 2019)

Anchoring

In an anchoring bias once an investor fixes his investment
opinion, he does not agree to change it. Even getting some
relevant investment information instead of applying it they
only stick to their opinion. (Upadhyay & Shah, 2019)

Familiarity

This bias includes that while an investor wants to invest their
funds first of all he considers only known investment options
and does not rely on any other options which provide good
returns.

Conformation

Conformation Bias includes investors ignoring the
information which is opposite to their opinion and
considering the information which conforms to their
opinion. In this kind of bias financial decision makers always
see what they want to see. (Upadhyay & Shah, 2019)

Regret aversion

Regret aversion bias consists of the feeling of sorrow or
regret while making an investment decision, which causes
poor decision-making. In simple words in regret aversion,
aninvestor is not prepared to accept that he made a mistake
in the investment they dislike to accept their mistake and
they don't sell their investments but hold in it only to avoid
regret that he or she made a mistake while investing. (K.
BHATT, 2014)

Mental accounting

Mental accounting is one of the behavioral biases which
shows that investor tends to keep their investment or
money in different — different accounts means keeping their
investment separate from one another.

Shadow of the past

As per the name of the bias shadow of the past it consists
that while an investor gets more profit from any investment
then he or she made more investment in that avenue and
takes more risk in a contradictory while, an investor incurs
loss he does not prepare to take risk and invest in those
avenues. (Upadhyay & Shah, 2019)

Heard instincts
Herd Instinct bias considers that an Investor listens to some
information from friends, colleagues and groups regarding

(with keywords Behavicural Finance, Behavioural Biases)

——
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Articles Identified from database scarching - Key Words: Behavioural
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[ Google search results 1,17,00,000 ]
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Source: Author’s creation.

Figure 1: PRISMA (Preferred Reporting Items for Systematic Reviews)
Framework
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financial knowledge alongside mindfulnessis
consistently beneficial for obtaining accurate
and trustworthy market data, understanding
customer sentiments, and identifying trends.
This supports prudent entrepreneurs in
while the impact of mental accounting on
financial literacy remains inconclusive. (Iram

etal, 2023)
behavioral factors on investments of German

This paper demonstrates that possessing
mitigating behavioral biases and making
rational investment decisions. Additionally, it
suggests that financial literacy is significantly
associated with anchoring and herding biases,
The study sets the objective to consider
investors to get information about biases
prepare a questionnaire and collect data from

modelling
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structural
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Figure 2: Conceptual Model Based on Review of Literature. (Sharma,
2020)

aninvestmentand this information affects the decision of an
Investor. They do not focus on rational investment decisions.
(Upadhyay & Shah, 2019)

Objectives

« To Identify the different behavioral biases affecting an
investment decision of an Individual Investors.

« To develop a conceptual model of behavioral biases.

« To develop a historical framework of behavioral biases
to provide further research direction.

Research Methodology
This study is based on a review of relevant research studies in
the field of behavioral finance and behavioral biases. Google
Scholar, Research Gate, Emerald Inside, Taylor and Francis,
Shodh Ganga, Science Direct, etc., are the crucial sources
of the papers reviewed in this study. Also, personally visits
IIMA (Indian Institute of Management Ahmedabad) Vikram
Sarabhai Library for the study of articles and research papers
on behavioral finance and behavioral biases. The tabular
form is used for discussing reviews of the present paper. This
study reveals that different- different effects of behavioral
biases on an individual Equity investor from 2011 to 2023.
In this paper, | have considered 98 papers from 2011 to
2023, studied them and after analysis, removed 58 papers
because those articles are not consistent with the present
study and the articles are not empirical. Therefore, | have
considered 40 papers for full-text evaluation and based
on this review, the whole literature is classified by using a
systematic review matrix.
The literature review of behavioral finance can be
classified into to following categories:
« Author(s), year and countries
. Title
« Journal name
«  Primary or secondary study or sample size
« Variables
« Methodology/tools utilised for data analysis
+  Findings of the study
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Behavioral Biases Identification and Conceptual
Model

When making any form of financial choice, investors are
influenced by behavioral biases, which are these kinds of
emotional and logical mistakes. During this study different-
different behavioral biases are identified from the articles
and papers of various countries. All these articles and papers
were written with the use of various statical analysis tools and
techniques like factor analysis conformity and exploratory),
structural equation model (SEM), regression, etc., and
found out that equity investment decisions or any kind of
financial decision and behavioral biases are interconnected
because behavioral biases affect investment decision of an
investor. Furthermore, depending on factors like gender,
location, education, marital status, income, occupation, age,
nationality, family size, experience, etc., these prejudices
have animpact on financial decisions. Below is a conceptual
model of behavioral biases and investment decision-making
based on the literature evaluation of all studies.
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