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ABSTRACT

The paper is an attempt to study the relationship between different biases and the
investment decision-making of the investors, in this study three biases were select-
ed namely Over-confidence bias, disposition bias and Home bias. To achieve the
objectives this study gathered data from a sample of 400 respondents and the data
analysis took place with the help of SPSS and Warp-PLS. Findings of the study sug-
gested overconfidence bias does not share a significant relationship with investment
decision-making but on the other hand disposition and home bias share a significant
relationship with investment decision-making.

INTRODUCTION

The stock market has been covered by the traditionalists in the recent decades
and the movements of the stock market were seen through the prism of traditional
finance theories (Lintner, 1965). These theories emphasized upon the risk and return
aspects of the investments. Framework of these theories were based on rationality
of the human mind while making investment decisions. But the basic flaw of these
theories lies in the assumption of rationality in behavior of individual investors
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while making investments (Sharpe, 1964; Lintner, 1965; Fama, 1970). Therefore,
traditionalists were unable to decode the mystery behind the stock market move-
ments and irrational behavior exhibited by individuals during trading. With these a
new study or a new branch of finance evolved known as behavioral finance which
emphasized upon the behavioral factors of the investors and the consequences of
those decisions taken under undue influence of biases. In other words, emotions,
feelings and instincts play a pivotal role in the emergence of irrational decisions
taken by investors. Behavioral finance ultimately leads to decoding of mystery
behind stock market movements and irrational behavior of investors (Kahneman
& Tversky, 1979).

In studies on financial markets institutional investors are found to be smarter
with respect to their trading behavior but on the other hand individual investors are
termed as noise traders

With the passage of time the behavioral finance theorists found one more im-
portant aspect that behavioral biases change their magnitude in different countries.
Asianinvestors have exhibited the traits of herding bias during their trading activities.

Home bias is another bias which plays a pivotal role in shaping the decisions of
investors as under the influence of this bias investors tend to stick to their obvious
choices and they don’t try to experiment to increase their returns. On the other
hand, over-confidence bias makes investors place extra-ordinary confidence in their
decisions with respect to investment. Disposition bias points to the inclination of
the retail investors to sell their profit-making positions as soon as possible while
holding on to loss making positions in hope of squaring them off in profit.

In the present study an attempt has been made to understand the linkages between
Overconfidence, Disposition and Home biases with Investment Decision Making.

LITERATURE REVIEW
Home Bias

Beracha et al. (2014) considered home bias as closely related to affinity with
culture. He found that HNI investors and mutual fund managers tend to trade
frequently in those countries which are culturally are quite similar to their home
country. Fedenia et al. (2013) examined the language aspect in the home bias and
the resultant effect on the investment decision making, as according to this study
investors coming from English speaking countries tend to exhibit less home bias
during trading activities. Anderson et al. (2011) suggested that cultural closeness
between the countries of institutional investors and target countries leads to the
preference given to the similar country. Suh (2005) in his study showcased evidence
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