
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.

Behavioral finance: A systematic literature review
Vipul Sundavadara1*, Riddhi Sanghvi2

ORIGINAL RESEARCH PAPER

© The Scientific Temper. 2024
Received:  02/11/2024				    Accepted:  24/11/2024			   Published : 30/11/2024

1Department of Commerce, Faculty of Management and 
Commerce, Noble University, Junagadh, Gujrat, India.
2Faculty of Doctoral Studies, Noble University, Junagadh, Gujrat, 
India.
*Corresponding Author: Vipul Sundavadara, Department of 
Commerce, Faculty of Management and Commerce, Noble 
University, Junagadh, Gujrat, India, E-Mail: vipulsundavadara@
gmail.com
How to cite this article: Sundavadara, V., Sanghvi, R. (2024). 
Behavioral finance: A systematic literature review. The Scientific 
Temper, 15(spl-2):218-229.
Doi: 10.58414/SCIENTIFICTEMPER.2024.15.spl-2.34 
Source of support: Nil

Conflict of interest: None.

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 
that includes risk 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 not rational 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, 
an investor 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 

Source: Author’s creation.

Figure 1: PRISMA (Preferred Reporting Items for Systematic Reviews) 
Framework 
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Figure 2: Conceptual Model Based on Review of Literature. (Sharma, 
2020)

an investment and 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, I 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, I 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 an impact on financial decisions. Below is a conceptual 
model of behavioral biases and investment decision-making 
based on the literature evaluation of all studies.

References
A, C., & R, K . (2016). IMPACT OF SELECTED BEHAVIORAL 

BIAS FACTORS ON INVESTMENT DECISIONS OF EQUITY 
INVESTORS. ICTACT Journal on Management Studies, 2(2), 
297–311. https://doi.org/10.21917/ijms.2016.0039

Aghazadeh, S., Sun, L., Wang, Q., & Yang, R. (2018). Investors’ 
perception of CEO overconfidence: evidence from the 
cost of equity capital. Review of Quantitative Finance and 
Accounting, 51(4), 1129–1150. https://doi.org/10.1007/s11156-
017-0699-9

Ahmad, Z., Ibrahim, H., & Tuyon, J. (2018). Governance of behavioral 
biases in asset management industry: Insights from fund 
managers in Malaysia. Asian Academy of Management 
Journal of Accounting and Finance, 14(2), 65–102. https://
doi.org/10.21315/aamjaf2018.14.2.4

Alnori, F., & Ahmad, M. U. (2022). Herd Mentality Amongst Equity 
Investors During COVID-19: Evidence from Saudi Arabia. 
International Journal of Economics and Financial Issues, 12(4), 
40–46. https://doi.org/10.32479/ijefi.13192

Bikas, E., Jurevičienė, D., Dubinskas, P., & Novickytė, L. (2013). 
Behavioral Finance: The Emergence and Development 
Trends. Procedia - Social and Behavioral Sciences, 82, 870–
876. https://doi.org/10.1016/j.sbspro.2013.06.363

Calzadilla, J. F., Bordonado-Bermejo, M. J., & González-Rodrigo, 
E. (2021). A systematic review of ordinary people, 
behavioral financial biases. Economic Research-Ekonomska 
Istrazivanja , 34(1), 2767–2789. https://doi.org/10.1080/13316
77X.2020.1839526

Chiau, A., Cruz, I., Azevedo, G., Silva, A., & Chiau, A. (n.d.). Mental 
Accounting: A Systematic Review. https://doi.org/10.1234/
ei.v0i15.5098

Chidambaranathan, M., & Guha, S. (2020). Can behavioral biases 
improve the financial capability of microfinance clients in 
the tribal states of India? Strategic Change, 29(5), 589–606. 
https://doi.org/10.1002/jsc.2367

ChRIstIe, P., & Renu IsIdoRe, R. (n.d.). The Impact of Behavioral 
Biases on Investors’ Decision-making Tools in the Secondary 
Equity Market: A Pearson Correlation Analysis. In The Journal 

of Wealth Management.
ChRIstIe, P., & Renu IsIdoRe, R. (2019). Model to Predict the Actual 

Annual Return of the Investor with the Investors’ Behavioral 
Biases as the Independent Variables. https://www.jstor.org/
stable/26864437

Cicchiello, A. F. F., & Kazemikhasragh, A. (2022). Tackling gender 
bias in equity crowdfunding: an exploratory study of 
investment behavior of Latin American investors. European 
Business Review, 34(3), 370–395. https://doi.org/10.1108/
EBR-08-2021-0187

’Dr. Vikram Bisen, “Madhulika Pandey.” (2013). Applying Behavioral 
Finance by Analysing Investor Behavior In Lucknow City. 
INDIAN JOURNAL OF APPLIED RESEARCH, 3(6). https://www.
worldwidejournals.com/indian-journal-of-applied-research-
(IJAR)/article/applying-behavioral-finance-by-analysing-
investor-behavior-in-Lucknow-city/MTY5Mw==/?is=1

Ferreira, S., Dickason-Koekemoer, Z., & Ferreira, S. J. (2018). The 
influence of behavioral finance biases on South African 
investors’ life satisfaction THE INFLUENCE OF BEHAVIORAL 
FINANCE BIASES O N SO UTH AFRICAN INVESTO RS’ 
LIFE SATISFACTION N. https://www.researchgate.net/
publication/333090423

Firoz, M. (n.d.). BEHAVIORAL FINANCE-REVIEW AND SYNTHESIS 
OF BEHAVIORAL BIASES JOURNAL OF CRITICAL REVIEWS 
BEHAVIORAL FINANCE-REVIEW AND SYNTHESIS OF 
BEHAVIORAL BIASES. https://www.researchgate.net/
publication/349916382

Goel, G., Dash, S. R., Brooks, R., & Subramaniam, S. (2022). The 
asymmetric effect of FEARS Sentiment on Stock Returns: 
Short-sale constraints, limits to arbitrage, and behavioral 
biases. Emerging Markets Finance and Trade, 58(11), 3119–
3135. https://doi.org/10.1080/1540496X.2022.2028618

Hasan, Z., Vaz, D., Athota, V. S., Désiré, S. S. M., & Pereira, V. (2023). 
Can artificial intelligence (AI) manage behavioral biases 
among financial planners? Journal of Global Information 
Management, 31(2). https://doi.org/10.4018/JGIM.321728

Iram, T., Bilal, A. R., Ahmad, Z., & Latif, S. (2023). Does Financial 
Mindfulness Make a Difference? A Nexus of Financial 
Literacy and Behavioral Biases in Women Entrepreneurs. 
IIM Kozhikode Society and Management Review, 12(1), 7–21. 
https://doi.org/10.1177/22779752221097194

K. BHATT, A. C. (2014). BEHAVIORAL FINANCE: A NEW PARADIGM OF 
FINANCE. International Journal of Application or Innovation 
in Engineering & Management (IJAIEM), 4(3), 359–362. https://
www.ijaiem.org/volume3issue2/IJAIEM-2014-03-11-095.pdf

Kandpal, V., & Mehrotra, R. (2018). Role of Behavioral Finance in 
Investment Decision – A Study of Investment Behavior in 
India. International Journal of Management Studies, V(4(6)), 
39. https://doi.org/10.18843/ijms/v5i4(6)/06

Kansal, P., & Sing Head, S. (2015). ANCHORING EFFECT IN 
INVESTMENT DECISION MAKING-A SYSTEMATIC LITERATURE 
REVIEW. Asia Pacific Journal of Research. https://www.
researchgate.net/publication/309813770_ANCHORING_
EFFEC T_ IN _ INVESTMENT_ DECISION _ MAKING -_ A _
SYSTEMATIC_LITERATURE_REVIEW

Kapoor, S., & Prasad, J. M. (2017). Behavioral Finance: A Review. 
Procedia Computer Science, 122, 50–54. https://doi.
org/10.1016/j.procs.2017.11.340

Kent Baker, H., & Ricciardi, V. (n.d.). How Behavioral Biases Affect 
Finance Professionals. https://www.researchgate.net/



	 Behavioral finance: A systematic literature review	 229

publication/312312427
Kirera, F., & Mburugu, B. M. (n.d.). IMPACT OF HEURISTIC BIASES 

ON INDIVIDUAL INVESTOR DECISION-MAKING PROCESS AT 
NAIROBI SECURITIES EXCHANGE: A SURVEY OF INDIVIDUAL 
INVESTORS IN MERU COUNTY DISRUPTIVE INNOVATIONS 
IMPELLING THE ENERGY SECTOR IN EAST AFRICA View 
project Counselling psychology View project. https://www.
researchgate.net/publication/338937827

Krishna Deshmukh Pt Ravishankar, G. (2016). Behavioral Finance: 
An Introspection of Investors Psychology Indian Journal of 
Commerce & Management Studies. https://www.ijcms.in/
index.php/ijcms/article/view/360

Kumar, D., & Jarwal, D. (2022). Herding Behavior in Equity Market: 
A Systematic Literature Review. Orissa Journal of Commerce, 
43(3), 132–146. https://doi.org/10.54063/ojc.2022.v43i03.10

Kumar, J., & Prince, N. (2022). Overconfidence bias in the Indian 
stock market in diverse market situations: an empirical study. 
International Journal of System Assurance Engineering and 
Management, 13(6), 3031–3047. https://doi.org/10.1007/
s13198-022-01792-1

Leković, M. (2020). Cognitive Biases as an Integral Part of Behavioral 
Finance. Economic Themes, 58(1), 75–96. https://doi.
org/10.2478/ethemes-2020-0005

Misal DM. (2013). International Journal of Economics and Business 
Modeling (Vol. 4, Issue 1). http://www.bioinfopublication.
org/jouarchive.php?opt=&jouid=BPJ0000225

Mishra, S. B., & Abdul, A. P. J. (2018). Behavioral Finance: Investors Self 
Attribution and Overconfidence Author’s Details Behavioral 
Finance: Investors Self Attribution and Overconfidence. 
International Journal of Management Sciences and Business 
Research, 7, 12. https://doi.org/10.13140/RG.2.2.15451.21287

Muradoglu, G., & Harvey, N. (2012). Introduction/guest editorial: 
Behavioral finance: The role of psychological factors in 
financial decisions. Review of Behavioral Finance, 4(2), 68–80. 
https://doi.org/10.1108/19405971211284862

Peña, V. A., & Gómez-Mejía, A. (2020). Effect of the anchoring and 
adjustment heuristic and optimism bias in stock market 
forecasts. Revista Finanzas y Politica Economica, 11(2), 389–409. 
https://doi.org/10.14718/REVFINANZPOLITECON.2019.11.2.10

Rehan, R., & Umer, I. (2017). Behavioral Biases and Investor 
Decisions Asset pricing and the size effect: Empirical 
evidence from Karachi Stock Exchange (KSE) View project 
INTEREST RATE AND FINANCIAL PERFORMANCE OF BANKS 
IN PAKISTAN View project Market Forces Behavioral Biases 

and Investor Decisions. https://www.researchgate.net/
publication/322745330

Ritika, & Himanshu. (2019). IRRATIONAL INVESTORS AND 
BEHAVIORAL BIASES: A LITERATURE REVIEW. UGC Journal. 
No. 45489 Impact Factor-5.7 (UIF), 6(9). https://www.
researchdirections.org/Management/articleupload/
EOI_10.11229_researchdirections_Feb19_36.pdf

Sahni, D. (2013). BEHAVIORAL FINANCE: TESTING APPLICABILITY ON 
INDIAN INVESTORS. http://ssijmar.in/Vol.%201%20No.%20
2%20PDF%20for%20Website/Dr.%20Deepak%20Sahni.pdf

Saivasan, R., & Lokhande, M. (2022). Influence of risk propensity, 
behavioral biases and demographic factors on equity 
investors’ risk perception. Asian Journal of Economics and 
Banking, 6(3), 373–403. https://doi.org/10.1108/ajeb-06-
2021-0074

Sankar, J. R. (2022). AN EXPLORATORY APPROACH IN IDENTIFYING 
BEHAVIORAL BIASES ON INVESTMENT DECISION-MAKING 
TOWARDS CAPITAL MARKETS. https://www.researchgate.net/
publication/357701561_AN_EXPLORATORY_APPROACH_IN_
IDENTIFYING_BEHAVIORAL_BIASES_ON_INVESTMENT_
DECISION_MAKING_TOWARDS_CAPITAL_MARKETS

Schulz, B. (2023). Behavioral Finance and How its Behavioral Biases 
Affect German Investors. ACTA VŠFS, 17(1), 39–59. https://doi.
org/10.37355/acta-2023/1-03

Sharma. (2020). Do Individual Equity Investors Behave Rationally: 
A Literature Review Hedge Ratio and Hedging Horizon: A 
Wavelet-Based Study of Indian Agricultural Commodity 
Markets. In Pacific Business Review International (Vol. 12). 
https://www.researchgate.net/publication/344349194_
Do_Individual_Equity_Investors_Behave_Rationally_A_
Literature_Review

Singh, J., & Yadav, P. (2016). A Study on the Factors Influencing 
Investor’s Decision in Investing in Equity Shares in Jaipur and 
Moradabad with Special Reference to Gender. In AJF ADMAA 
Amity Journal of Finance (Vol. 1, Issue 1).

ul Abdin, S. Z., Qureshi, F., Iqbal, J., & Sultana, S. (2022). 
Overconfidence bias and investment performance: A 
mediating effect of risk propensity. Borsa Istanbul Review, 
22(4), 780–793. https://doi.org/10.1016/j.bir.2022.03.001

Upadhyay, & Shah. (2019). A STUDY ON BEHAVIORAL FINANCE IN 
INVESTMENT DECISIONS OF INVESTORS IN AHMEDABAD.

Wang, Y. (2023). Research on Psychological Deviation of Young 
Investors Based on Questionnaire. In Journal of Education, 
Humanities and Social Sciences EPHHR (Vol. 2022).


