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Abstract

Background: Behavioral finance deals with the study of psychological influences
on investors and financial markets. Investors commonly perform investment
analysis through fundamental and technical analysis. The behavior of the
investment market originates from the principles of psychological decision-

making that explains the reasons behind buying and selling stocks.

Objectives: This paper aims to examine the effect of cognitive biases on
investment decisions in Pokhara Valley, Nepal. The effect of five cognitive biases,
such as availability, anchoring, overconfidence, herd instinct, and regret aversion,

is measured on rational investment decision-making.

Methods: This study is based on primary data sources using non-probability
(convenience method) sampling techniques. There are seven brokerage houses in
Pokhara valley, and researchers selected 179 respondents involved in stock market
investment. Both descriptive and inferential analyses were made to analyze the
data.

Results: The study discovers a link between irrationality in financial decision-
making and availability, overconfidence, and herd instinct biases, but anchoring
and regret aversion biases had no effect on irrational investment decisions.
However, though all the biases have a positive relationship with an irrational
investment decision, overconfidence bias has the highest impact. Regret aversion
bias has the least impact on investment decisions in comparison to the other four
biases.

Conclusion: The investors and the policymakers should focus on finding the
cognitive biases and various de-biasing methods to eradicate those biases
throughout investment decision-making. The findings of this study have a number
of implications for investors, brokers, and governments who aim to stimulate stock

market investment.

Keywords: Behavioural finance, cognitive biases, financial markets, investment
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Introduction

The conventional finance theory has considerable dominance in the market, which is based on the
principle of the efficient market hypothesis (EMH), where people are not affected by biases and
emotions ((Maheran & Muhammad, 2009; Subramaniam & Velnampy, 2017). EMH undertakes that
the investors use rational investment decisions using all available information, and the market reflects
all the available information (Latif et al., 2011). Behavioral finance is the sub-field of behavioral
economics that challenges the traditional finance approach based on market efficiency and people’s
rationality in making decisions in the market (Chetty, 2015). Behavioral finance theory relies on the
notion of individual investors who are likely to make judgments and decision-making errors (Rezaei,
2013). This theory appeals to the experimental indication of cognitive psychology. The beliefs and
preferences of investor irrationality, investors’ decision-making process, and the biases arise when
decision making (Barberis & Thaler, 2003). The behavioral and unavoidable psychological biases
prevent the investors from rational decision-making (Dangol & Manandhar, 2020). Behavioral finance
is worthwhile for the investors while analyzing the psychological aspect of people to study people’s
behavior regarding buying or selling stocks. Researchers are more interested in learning behavioral
finance because it is considered a good theory while understanding and explaining the feelings and
cognitive errors that may affect investment decision-making (Dhungana et al., 2018).

Many empirical pieces of evidence such as Levine (1996), Demirgiic-Kunt and Levine (1996), Rajan
and Zingales (2001), Sarma and Pais (2011), and Naz and Gulzar (2022) show that a healthy financial
system facilitates the economic growth of a country. Financial institutions play an important role
in capital formation and promote investment. Dhungana (2019) finds a long-run causality between
financial institutions and economic growth in the context of Nepal. A developed financial system
promotes economic growth in the long run (Puatwoe & Piabuo, 2017). The regulatory body should
improve financial efficiency, which will help generate enough capital formation and investment in
productive sectors (Ang, 2008; Gupta, 2021). Investors and investment managers make investment
decisions. Fundamental analysis, technical analysis, and judgment are popular tools used by investors
to do investment analysis (Jaiyeoba et al., 2018). Individual investing behavior concerns decisions
concerning small-scale stock purchases for one’s own account (Nofsinger & Richard, 2002). Decision
tools are frequently used to aid investment decisions. It is thought that market structure and determinants
impact individual investment decisions and market results systematically. Investor market behavior is
based on psychological decision-making concepts to explain why people purchase or sell stocks (Jain,
Walia & Gupta, 2019).

Behavioral finance theory aims to comprehend and forecast the systematic financial market
consequences of psychological decision-making processes, impacting investor behavior and market
efficiency (Chaffai & Medhioub, 2014). Cognitive biases emerge in the financial market because
humans are not always flawless in making rational judgments (Winter, 2020).

This study is useful and provides several insights to individual investors in considering and analyzing
the cognitive factors before making suitable investment decisions. This research aims to investigate
the influence of cognitive biases on investors’ investment decisions with reference to Pokhara Valley,
Nepal. The impact of five cognitive biases on rational investment decision making: availability,
anchoring, overconfidence, herd instinct, and regret aversion bias, has been investigated.

Review of Literature

Theoretical Review

Behavioral finance is a relatively new school of thought that studies human behavior in this modern
era. Bikas and Jureviciene (2013) depicted that behavioral finance evolved as a result of studying the
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psychology and sociology aspects of human beings through analyzing their processes of behavior and
mind. Later, behavioral finance developed as the mechanism for studying investors’ decisions towards
buying and selling the securities in the market (Hirshleifer, 2015). Investors’ decision-making cannot
solely be based on conventional finance of an efficient market model (Sharma, 2016). Behavioral
finance revolved as a new phenomenon for understanding the investors’ decision-making tendency
towards investments made in different areas such as banks and financial institutions, educational
institutions, manufacturing, and service sectors (Grosse, 2012; Pompian, 2012).

Behavioral finance integrates cognitive psychology and limits arbitrage theory with traditional
finance to explain why individuals make illogical decisions. According to Bhatt and Chauhan (2014),
limitation in arbitrage depicts that rational investors cannot easily use arbitrage opportunities because
of the requirement to accept some risks. In contrast, cognitive psychology examines the behavior and
judgment of investors as well as errors made by people when they judge investment activities.

Heuristics are shortcuts that individuals use to make judgments in complex, uncertain situations in
order to make things easier (Misuraca et al., 2022). Decision-making is not strictly rational because all
relevant data is gathered and objectively analyzed; rather, the decision-maker employs mental shortcuts
(Tversky & Kahneman, 1979). Kahneman and Tversky (1979) devised the prospect theory, sometimes
known as the loss-aversion hypothesis. The prospect theory describes how psychological variables
influence risk-taking decisions among investors. The herding effect is a term used in the financial
market to describe the tendency of investors to follow the activities of others. In this circumstance,
herding might assist with professional performance evaluation since low-ability individuals may copy
the conduct of their high-ability peers to improve their professional reputation.

Ady (2018) finds cognitive bias and psychological bias behavior occur in nearly all informants;
psychology bias can be divided into two types: expected emotion bias behavior and immediate emotion
bias behavior; experience, capital market knowledge, and the management of positive emotions
determine the level of psychological stability and reduce bias behavior, which could increase return.
Emotional instability leads to irrational behavior among investors, resulting in sub-optimal returns and
even inefficient portfolio selection, leading to sub-optimal returns and even losses (Ady et al., 2013).
This led the researchers to investigate the behavior of investors in investing regarding the cognitive
and psychological biases.

Empirical Review

Dangol and Manandhar (2020) investigated the influence of availability bias, representative bias,
anchoring and adjustment bias, and overconfidence bias. Siraji (2019), Bakar and Yi (2016), and Khan
et al. (2021) find that all four heuristic biases have a substantial link with irrationality in investing
decisions. Based on the findings of these studies, we claim that heuristics impact Nepalese investors’
investment behavior; even though a majority of Nepalese investors are educated, they choose stocks
based on mental shortcuts rather than rational judgments.

Overconfidence substantially influences investors’ investment decisions in the Nepalese stock market
(Shrestha, 2019) study. Women are less overconfident in their investing decisions than males in terms
of investment decisions (Kumar & Goyal, 2016).

According to Siraji (2019), the heuristics, anchoring, availability bias, and representational bias
positively impact stock investment success. On the other hand, overconfidence has a significant
detrimental influence on the success of stock investments at the Colombo Stock Exchange. Shah et
al. (2018) found overconfidence, representativeness, availability, and anchoring affect investment
decisions adversely in a study on individual investors actively trading on the Pakistan stock exchange
(PSX) and perceived market efficiency. Javed et al. (2017), studying the example of the PSX, find
herding effects, overconfidence bias, and representativeness have a favorable and substantial influence
on perceived investment success.
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In their study, Bakar and Yi (2016) revealed that overconfidence, conservatism, and availability bias
affected investor decision-making substantially, but herding bias had no effect. Investigating how
behavioral variables influence investing decisions, Donkor et al. (2016) discovered that anchoring
had a beneficial impact. They also found that overconfidence and anchoring are the two most essential
characteristics influencing investing decisions.

At the Colombo Stock Exchange, Kengatharan and Kengatharan (2014) found that individual
investors’ investing decisions at the Colombo Stock Exchange were influenced by herd instinct bias,
overconfidence bias, and anchoring bias. Anchoring bias is the one that has the most significant impact
on investing decisions.

Dhungana (2013) observed that a comprehensive investment environment, political stability, stable
governance, and a practical regulatory framework are the primary elements that contribute to increased
trust in the Nepalese stock market.

Lim (2012) found that overconfidence and regret aversion bias had a favorable influence on investors’
decision-making. On the other hand, herding conduct was determined not to affect investors’ decision-
making.

Representative bias, anchoring, overconfidence bias, and risk aversion, according to Qureshi et al.
(2012), have a strong positive impact on decision-making in Pakistan. According to Ramalaxmi et
al. (2019), all four cognitive biases, namely representativeness, anchoring, herd instinct, and regret
aversion bias, have a considerable impact on investment decision making.

Tversky and Kahneman (1974) undertook a subjective investigation of biases. According to the study,
representative, availability, and adjustment from an anchor are three primary biases used while making
decisions under ambiguity. Because stock investing is one of the most unpredictable industries, these
heuristics impact stock investment decisions.

Financial theories such as Malkiel and Fama’s (1970) efficient market hypothesis, Markowitz’s (1952)
modern portfolio theory, and Modigliani and Miller’s (1958) arbitrage principle argue that capital
markets are fully efficient and that all investors make rational investment decisions. One of the most
crucial decisions in the stock exchange is rational decision-making by the investors (Tanvir, Sufyan &
Ahsan, 2016). When it comes to investing, a rational investor would often go for a low-risk investment
with a high rate of return. When an investor is faced with an investment decision, however, they are
more likely to engage in irrational conduct, which impacts their investment decision. The cognitive and
emotional variables have an impact on an investor’s investing decision (Alwahaibi, 2019).

Investors’ intuition, perceptions, emotions, and thinking are used to make complex judgments in vast,
unpredictable markets (Kahneman & Riepe, 1998). Still, these conclusions are frequently illogical
due to cognitive biases and the omission of entire information (Du & Budescu, 2018). Investors have
cognitive biases in the form of mental shortcuts known as heuristics, which cause them to overestimate
their talents, competence, and knowledge (Simon Houghton & Aquino ., 2000), causing them to make
rash judgments. Investors respond rapidly and make judgments based on the information available,
implying that mental shortcuts influence irrationality and investing decisions (Bowers & Khorakian,
2014). Furthermore, experienced and inexperienced investors suffer from heuristic biases (Elliot,
Rennekamp & White, 2018).

Research Methods

Conceptual Framework

Several studies have shown that markets are inefficient in reality, as seen by the persistence of
anomalies. Irrational conduct and inefficiency are attributed to bounded rationality, cognitive and
emotional biases, underlying heuristics, intuitive reasoning, limited knowledge, and dependence on

http://doi.org/10.3126/ gjmss.v4i1.45868 72 QJMSS (2022)



Dhungana et al.: Effect of Cognitive Biases on Investment Decision Making: A Case of Pokhara Valley, Nepal

historical performance, prior experiences, and expectations (Baker & Nofsinger, 2002; Shefrin, 2006;
Ajmal et al., 2011; Bondt et al., 2013 Bakar & Ye, 2016). Based on the above literature, availability,
anchoring, overconfidence, herd instinct, and regret aversion biases are taken as independent variables.
The dependent variable is individual investors’ investment decisions in the Nepalese stock market.

Figure 1: Theoretical framework of the research

Independent variables Dependent variable

Availability biases

Anchoring biases

Overconfidence Investment decision

Regret aversion

A number of studies such as Chandra (2008), Ajmal et al. (2011), Bakar and Ye (2016), Shahid
et al. (2018), Quaicoe and Eleke-Aboagye (2021) found the existence of key behavioural biases -
availability, anchoring, overconfidence, herd instinct, and regret aversion that interact with the
investment decisions. Based on the above literatures and conceptual framework, this study seeks to test
the following alternatative hypotheses:

H,: The degree of irrationality in investing decisions is associated with availability bias.

H,: The degree of irrationality in investing decisions is associated with anchoring bias.

H,: The degree of irrationality in investing decisions is associated with overconfidence bias.

H,: The degree of irrationality in investing decisions is associated with herd instinct bias.

H,: The degree of irrationality in investing decisions is associated with regret aversion bias.

Study Area

This study is located in the Pokhara Valley of Nepal. The researcher has used non-probability sampling
procedures since the whole sample frame for the study was not obtainable. There are altogether seven
brokerage houses in Pokhara valley. Hence, from the overall population of the investors in the Pokhara
valley, 196 samples have been selected for the data collection process keeping a 5% margin of error and
a 95% confidence level. Out of the total 196 questionnaires distributed, 186 investors submitted their
responses. Among them, four questionnaires were duplicated and three were invalid which makes 179
total valid responses for further analysis.
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Data Collection Techniques

The research uses first-hand information. Investors at brokerage businesses in the Pokhara Valley were
surveyed for primary data. The study used questionnaires to collect data. The questionnaire had two
sections: the first section asked for information on the respondents’ demographic profiles. In contrast,
the second part includes measures to detect availability, anchoring, overconfidence, herd instinct, regret
aversion bias, and tests to detect rationality in investment decision-making. Before administering the
questionnaires, a pilot test was made on a small group of 14 respondents. Cronbach’s alpha measured
the internal consistency. Cronbach’s coefficient is used to calculate the internal consistency coefficients
of the items included in the questionnaire through a pilot study (Mansour, 2015). The Cronbach’s alpha
for the independent variables (availability bias, anchoring bias, overconfidence bias, herd instinct bias,
and regret aversion bias) and dependent variable (investment decision) are above 0.7 and found the
acceptable level of reliability among the scale.

Regression shows the extent to which a variable depends on another. In order to analyze the effect of
cognitive biases on the rational investment decision-making of investors, a multiple linear regression
has been conducted.

The research model used in the study is represented as follows:
ID=B,+B,AB +B,AnB + 3,0OB + B, HB + BRB +e

Where,
ID = Investment decision; fx = Coefficient; AB = Availability bias;
AnB= Anchoring bias; OB= Overconfidence bias; HB= Herd Instinct bias;
RB= Regret Aversion bias;
e = error term

The research was carried out between March 2021 and November 2021. The data were analyzed using
both descriptive and inferential methods. One-way ANOVA, independent sample t-test, correlation
analysis, and multiple regressions are all examples of inferential analysis.

Data Analysis and Results

Demographic Status

Gender, age, marital status, education level, employment, and stock market trading experience are
some of the demographic factors included in the study.

Table 1: Demographic profile

Demographic variables No. of respondents  Percentage

Gender Male 116 64.8
Female 63 352
16-25 67 37.5
26-35 86 48

Age 36- 45 15 8.4
46- 55 9 5.0
Above 55 2 1.1
Single 118 66.0

Marital status .
Married 61 34.0
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Demographic variables No. of respondents  Percentage
Primary level and below 1 0.5
S.L.C 4 2.2
Education level Intermediate 5 2.8
Bachelors 81 453
Masters and above 88 49.2
Student 58 32.4
Government employee 21 11.7
Occupation Iglrﬁgicg)}cl)g/:mment 68 38.0
Self- Employed 29 16.2
Housewife 3 1.7
0-1 year 96 53.6
Experience in the stock market 2-5 years 71 39.7
6-10 years 12 6.7

Source: Field survey 2021 and authors’ calculation.

The results show that female investors are less active in investing in the stock market than male investors
(Table 1). Likewise, the adult population group (26 to 35 years) and young population (16 to 25 years)
are primarily interested in investing in the stock market of Nepal. A large proportion of investors were
married investors. A majority of them, about (94.5%), have bachelor’s degrees and above qualifications.
The major participants in the stock market investment are non-government employees (38%), students
(32.4%), and self-employed (16.2%) people. The majority of the investors (53.6%) have below one
year of experience, representing the new investors in the stock market. The study finds that most of the
investors in the stock market are young age with a high academic degree. Liivamégi (2016) found that
investors holding an academic degree are more engaged in the stock market. According to Campbell
(2006), educated investors engage more actively in the stock market and make rational investment
decisions than less-informed investors. Education is essential in determining investor performance,
risk-taking, and stock market involvement.

Inferential Analysis

The one-way ANOVA test was used to see a significant difference between demographic characteristics
and investor cognitive biases. The demographic variables include education level, age, occupation, and
investment experience. Cognitive biases have availability bias, anchoring bias, overconfidence bias,
herd instinct bias, and regret aversion bias.

Table 2: Congnitive factors across demographic charactersitics

Herd Regret

Variables Statistics  Availability Anchoring Overconfidence . .
Instinct  Aversion

F-statistics 3.009 1.248 1.025 1.103 0.893
Education
sig. 0.020 0.292 0.396 0.357 0.469
A F-statistics 2.238 0.650 2.233 1.380 2.070
e
& sig. 0.067 0.628 0.067 0.243 0.087
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Herd Regret

Variables Statistics  Availability Anchoring Overconfidence . .
Instinct  Aversion

. F-statistics 0.923 0.977 1.045 0.177 0.704
Occupation

sig. 0.452 0.422 0.385 0.950 0.590

. F-statistics 1.240 0.536 5.200 0.171 1.415
Experience

sig. 0.292 0.586 0.006 0.843 0.246

Source: Field survey 2021 and authors’ calculation.

Results show that the anchoring, overconfidence, herd instinct, and regret aversion biases do not
significantly differ across the education level. However, there is a significant difference between
the education level and the availability bias (see Table 2). Dube-Rioux and Russo (1988) found that
availability is an important cause, though possibly not the sole cause, of the underestimation bias.

Likewise, there is a significant difference between investors’ experience in the stock market and
overconfidence bias. Kansal and Singh (2018) found more investment experience and investing in
large-cap stocks are more subject to overconfidence.

Relationship Between Variables

This study performs Bivariate Pearson Correlation to see the relationship between the variables. This
correlation is done to determine the strength and direction of a linear relationship between two variables.
Among the variables, investment decision making is the dependent variable, while availability bias,
anchoring bias, overconfidence bias, herd instinct bias, and regret aversion bias are independent
variables.

Table 3: Relationship between variables

Investment Herd Reoret
Variables Decision  Availability Anchoring Overconfidence . & .
. Instinct Aversion
making
Investment 1
Decision
making
e S508%* 1

Availability

.000

) A35%* 566%* 1

Anchoring

.000 .000

446%* 201 275%* |

Overconfidence

.000 .000 .000

i 353%* .349%* 319%* .196%** 1

Herd Instinct

.000 .000 .000 .009

) 325%* A27x* 424 239%* A439%* 1

Regret Aversion

.000 .000 .000 .001 .000

**Correlation is significant at the 0.01 level (2- tailed)
Source: Field survey 2021 and authors’ calculation.

The result indicates a positive connection coefficient between availability bias and investment decision-
making (Table 3). Javed, Bagh and Razza (2017) found that the herding effects, overconfidence,

http://doi.org/10.3126/ gjmss.v4i1.45868 76 QJMSS (2022)



Dhungana et al.: Effect of Cognitive Biases on Investment Decision Making: A Case of Pokhara Valley, Nepal

availability bias, and representativeness positively impact perceived investment performance. When
availability bias increases, the irrationality of investment decision-making increases as well. Rasheed
et al. (2018) found that both heuristics under study significantly cause investors to deviate from rational
decision-making while the locus of control has no significant moderating effect. Anchoring bias and
investing decisions have a good link. Kahneman, Lovallo, and Sibony (2011) found the awareness
effects of biases have done little to improve the quality of business decisions at either the individual or
the organizational level. As investors’ risk of making irrational investing decisions rises, so does the
likelihood of anchoring.

Similarly, overconfidence bias and investment decision-making have a favorable association. Herd
instinct bias and irrational investment decision-making have a moderately clear association. The more
investors look to others for investing advice, the more likely they make illogical decisions. There is
a moderate positive association between regret aversion bias and investment decision making, which
suggests that as regret aversion behavior increases, so does the likelihood of making irrational investment
decisions. Waweru, Munyoki, and Uliana (2008) found behavioral factors such as representativeness,
overconfidence, anchoring, gambler’s fallacy, availability bias, loss aversion, regret aversion, and
mental accounting affected the decisions of the institutional investors.

Regression Analysis

The regression analysis and the model summary has been presented in Table 4.

Table 4: Regression analysis

Unstandardized Standardized Model summary ANOVA

Coefficients Coefficients
Model T Se Adjusted F
B Std. Error Beta R? R? value Sig.
(Constant) 0.438 0.279 1.567 0.119 0.393  0.375 2239 0
AB 0.284 0.074 0.289 3.828  0.000
AnB 0.135 0.072 0.14 1.879  0.062
OB 0.339 0.073 0.293 4.648 0.000
HB 0.145 0.067 0.147 2.17  0.031
RB 0.008 0.073 0.008 0.106 0.916

Source: Field survey 2021 and authors’ calculation.

Table 4 shows that overconfidence bias has the most significant impact on individual investors’
investing decisions in the Nepalese stock market. Bakar and Yi (2016) found that overconfidence,
conservatism, and availability bias substantially affect investor decision-making, but herding behavior
has little effect.

There is a positive association between each independent and dependent variable, investment decision-
making, such as availability, anchoring, overconfidence, herd instinct, and regret aversion bias.
Moreover, the availability bias, overconfidence, and herd instinct bias have statistically significant
impacts on the investment decision. In other words, anchoring and regret aversion do not significantly
impact irrational investment decision-making. Quaicoe and Eleke-Aboagye (2021) found herding bias
is the most dominant factor influencing the investment decisions of respondents. Besides this, regret
aversion and gambler’s fallacy were also found to strongly influence the decisions of investors, along
with mental accounting, overconfidence, and anchoring.
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Hypotheses Tests from Regression Analysis

The researcher has considered several cognitive biases impacting the individual investors’ investment
decisions and presented them in Table 5.

Table S: Hypotheses tests from regression analysis

Impact i
Variables - P Hypothesis
Beta Coefficients p-value support
o .. 0.000 .
Auvailability bias Investment decision 0.284 (p<0.05) H, is accepted.
p<0.
. . .. 0.062 L
Anchoring bias Investment decision 0.135 (b > 0.05) H, is rejected.
p>0.
. .. 0.000 .
Overconfidence bias  Investment decision 0.339 (p < 0.05) H, is accepted.
p <O.
. . .. 0.031 .
Herd Instinct bias Investment decision 0.145 (p < 0.05) H, is accepted.
p <O.
. . .. 0.916 L
Regret Aversion bias  Investment decision 0.008 (b > 0.05) H, is rejected.
p>0.

Source: Field survey 2021 and authors’ calculation.

The hypothesis table reveals that overconfidence bias appears to have the biggest beneficial influence
on the irrationality of individual investor investment decisions, followed by availability bias and herd
instinct bias. Investors believe that their knowledge and abilities will make them earn a good amount of
profit. These emotions and self-assurance cause investors to make snap decisions without conducting
thorough research. As a result, investors do not perform rationally in the market, and this irrationality
may lead them to make expensive investment mistakes. The availability bias denotes that they tend to
make investment decisions considering the information set on the top of their minds and that is easy
to access without having to make any efforts to obtain reliable data. Investors follow others’ decisions
when making investment decisions, as seen by the findings of this study, which reveal that herd instinct
bias has a large favorable influence on irrational investment decisions. However, anchoring and regret
aversion biases appear to have no substantial impact on irrational investing decisions, indicating that
anchoring and regret aversion biases have little influence on investors.

The influence of five cognitive biases on investors’ investing decisions has been measured: availability,
anchoring, overconfidence, herd instinct, and regret aversion. Among the five factors, overconfidence
bias appears to have the most considerable beneficial influence on the irrationality of individual
investors’ investment decisions, followed by availability bias and herd instinct prejudice. Silwal
and Bajracharya (2021) found that herding, market factors, and heuristics such as overconfidence
and anchoring bias positively linked to investing success. According to Khan, Nosheen, and Islam
(2021), cognitive biases outperform emotional biases. Shrestha (2019) discovered that overconfidence
significantly influences investors’ investing decisions in the Nepalese stock market. Overconfidence
and control illusion biases substantially influence investor decision-making (Qadri & Shabbir, 2014).
Anchoring and regret aversion biases appear to have no substantial impact on irrational investing
decisions, implying that anchoring and regret aversion biases have little influence on investors.

Conclusion and Recommendations

The study finds that various psychological factors have a significant role in investment decisions.
The impact of availability, anchoring, overconfidence, herd instinct, and regret aversion on investors’
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investment decisions has been measured. Overconfidence bias appears to positively impact the
irrationality of individual investor investment decisions, followed by availability bias and herd
instinct prejudice, among the five components. On the other hand, anchoring and regret aversion
bias have not influenced irrational investing decisions. This result is consistent with the findings of
previous researchers such as Waweru, Munyoki and Uliana (2008), Bakar and Yi (2016), Silwal and
Bajracharya (2021), Quaicoe and Eleke-Aboagye (2021) and Misuraca et al. (2022). The findings of
this study have several implications for investors, brokers, and governments who aim to stimulate
stock market investment. Investors and governments should identify cognitive biases and implement
de-biasing strategies to mitigate them while making financial choices. This study is also significant for
stockmarket regulators and policymakers better understand the impact of psychological variables on
investor decision-making. This study focuses on individual investors, but future research may focus on
institutional investors.
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