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ABSTRACT 
This study examines the influence of psychological biases on investment decision-making 
through the lens of behavioral finance, challenging the traditional assumption of investor 
rationality. By integrating psychological insights with economic principles, the research 
investigates how cognitive biases such as loss aversion, overconfidence, and herd 
behavior along with emotional factors, distort rational financial choices, leading to 
market inefficiencies and suboptimal outcomes. Employing a mixed-method approach, 
the study combines qualitative insights from interviews with financial experts and 
quantitative data from a survey of 398 retail investors in Jammu and Kashmir. The 
findings reveal the significant role these biases play in shaping risk perceptions, portfolio 
management, and market volatility. Furthermore, the research proposes practical 
strategies, including structured decision-making frameworks, professional guidance, and 
emerging technologies like AI, to mitigate the adverse effects of irrational behavior. By 
highlighting the interplay between human psychology and financial decision-making, this 
study contributes to a deeper understanding of investor behavior and offers actionable 
insights for improving investment performance in dynamic market environments. 
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1. INTRODUCTION 
In recent decades, a paradigm shift in the field of finance has challenged the long-standing assumption of investor rationality 

that underpins traditional financial theories. Behavioral finance, a multidisciplinary field combining psychology and economics, 
offers insights into the complexities of investor decision-making. It seeks to explain why individuals often make irrational investment 
decisions that deviate from expected utility theory, resulting in market inefficiencies and anomalies. The significance of behavioural 
finance has grown as increasing evidence highlights the profound impact of cognitive and emotional biases on investment choices. 
Investors are influenced by more than just risk and return calculations—various psychological factors can distort their perceptions 
and lead to suboptimal decisions. Common biases such as herd mentality, loss aversion, and overconfidence frequently drive poor 
investment choices, including blindly following market trends or holding onto depreciating stocks for prolonged periods. 
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1.1. BEHAVIOURAL FINANCE 
Behavioral finance plays a crucial role for both individuals and businesses by integrating insights from economics and 

psychology. It helps explain the psychological factors behind irrational financial decisions related to borrowing, investing, and saving. 
Behavioral finance challenges a core principle of traditional finance, which assumes that individuals act rationally and make financial 
decisions after thoroughly evaluating all relevant factors. Instead, behavioral finance is founded on the premise that traditional 
financial theory overlooks the reality that individuals exhibit varying decision-making behaviors (Barberis & Thaler, 2003; Bikas et 
al., 2013; Haroon & Rizvi, 2020). Behavioral finance challenges traditional finance theories by incorporating psychological factors 
into investment decision-making processes (Muhammad Atif Sattar et al., 2020). It examines how cognitive biases and emotions 
influence investors' choices, often leading to irrational behavior (A. Bansal, 2015). Studies have shown that heuristics, prospects, and 
personality characteristics significantly impact investment decisions, with heuristic behaviors having the strongest influence 
(Muhammad Atif Sattar et al., 2020). The field draws from psychology, sociology, and anthropology to explain market anomalies, 
bubbles, and crashes (S. Roopadarshini, 2014). Behavioral Portfolio Theory, formulated by Shefrin and Statman, serves as a 
foundation for behavioral finance concepts, incorporating Maslow's theory of needs (Vedantam Seetha Ram Senthamizhselvi.A, 
2020). Understanding behavioral finance can help investors and financial institutions make more informed decisions by considering 
psychological factors (Muhammad Atif Sattar et al., 2020). This approach challenges the assumption of rational investors in efficient 
markets and provides insights into the complexities of real-world investment behavior (A. Bansal, 2015). Behavioural finance 
challenges traditional economic theories by examining the psychological factors influencing financial decision-making (Subashree, 
2024). It combines psychology, cognitive science, economics, and finance to explain market anomalies and behaviours that contradict 
the efficient market hypothesis (Singh, 2009; Subashree, 2024). The field explores how cognitive biases affect investment strategies 
and market outcomes, offering insights into phenomena like contrarian and momentum strategies (Singh, 2009). Behavioural 
Portfolio Theory, formulated by Shefrin and Statman, serves as a foundation for understanding investors' portfolio construction and 
investment decisions (Senthamizhselvi.A, 2020). The impact of behavioural biases on investor behaviour and human judgment is 
significant, with behavioural finance micro examining individual biases and behavioural finance macro describing market anomalies 
(Gill & Bajwa, 2018). This interdisciplinary approach helps explain why people make seemingly irrational financial decisions and 
provides a more comprehensive understanding of market dynamics (Singh, 2009; Subashree, 2024). 

Economic theory draws upon psychological factors to better understand human choices in the marketplace. Behavioral 
theorists argue that decision-making is not always driven by logical or tangible considerations. Instead, individuals often seek to 
avoid risks and challenges or adhere to established customs. Prospect theory, closely linked to behavioral finance, suggests that 
human behavior is primarily influenced by a deep-seated aversion to loss rather than a motivation to maximize gains. This 
perspective is relevant at both the individual and business levels. Unlike traditional finance, which assumes rational decision-making, 
behavioral finance acknowledges the complexities of human behavior. It replaces the concept of rational individuals with "normal" 
individuals and substitutes traditional models such as the mean-variance portfolio theory with behavioral portfolio theory. Similarly, 
it replaces models like the Capital Asset Pricing Model (CAPM), which relies solely on risk to determine expected returns, with 
behavioral asset pricing models. Behavioral finance plays a key role in shaping investment decisions in global stock markets. One of 
its central concepts is the framing effect, which highlights how an individual’s perspective on a financial problem influences their 
choices. Reilly & Brown (2011) identify three major biases that significantly impact investment behavior: 

• Overconfidence Bias: When investors place excessive trust in their own knowledge and abilities, leading to 
miscalculations. 

• Expert Reliance Bias: The tendency to seek guidance from financial professionals before making investment decisions. 
• Self-Control Bias: The inclination to delay present consumption in hopes of greater financial rewards in the future. 
These biases shape financial behavior, reinforcing the idea that emotions and cognitive shortcuts often play a greater role in 

decision-making than pure logic. 
 
1.2. INVESTMENT DECISIONS 

Investing involves the allocation of substantial financial resources or assets with the expectation of obtaining significant returns 
in the future. Although investment decisions come with inherent risks and uncertainties, the profits derived from these activities 
serve as key indicators for evaluating performance in both upstream and downstream operations. According to Tandelilin (2001), 
investment means spending money or other resources now with the expectation of gaining benefits in the future. There are two main 
types of investors: institutional and individual. Institutional investors typically include banks and insurance companies, while 
individual investors manage their own investments. Investors consistently seek to achieve the optimal rate of return on their 
investments. However, risk is a critical factor in the decision-making process. Generally, the greater the risk an investor assumes, the 
higher their expected return from various investment activities. Risk materializes when the actual return fails to meet the investor’s 
anticipated rate of return. According to Brennan (1995), investors can be classified into three categories based on their risk 
preferences.  
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1) Risk-Seeking Investors: Also known as risk-takers, these investors prefer higher-risk options when presented with two 
investments offering the same rate of return but differing risk levels. They are inclined toward bold and high-risk 
investments in pursuit of potentially greater rewards. 

2) Risk-Neutral Investors: These investors require a proportional increase in return for any additional risk they assume. 
Highly adaptable, they often make strategic and well-calculated investment decisions. 

3) Risk-Averse Investors: Also referred to as risk avoiders, these investors prioritize safety and prefer the lower-risk option 
when faced with two investments offering the same expected return. They tend to make cautious, well-thought-out 
financial decisions. 

To minimize cognitive biases and impulsive decision-making, investors must maintain a disciplined approach by keeping 
detailed records of their investment holdings. Establishing clear criteria for buying, selling, or holding assets is essential for making 
informed choices. Traditional investment theory is based on the assumption that investors always aim to maximize their returns. 
However, numerous studies suggest that investor behavior is not always purely rational. Recent research highlights that many 
investors are influenced more by emotions than by logic—often buying at market highs driven by speculation and selling at lows due 
to panic. Psychological studies further reveal that the pain of financial losses is approximately three times more intense than the 
satisfaction of gains, illustrating the powerful emotional impact of investment decisions. 

 
2. LITERATURE REVIEW 

Traditional finance theories assume that investors act wisely, making judgements based on existing information to maximize 
returns (N. Sathya & R. Gayathir, 2024). However, behavioral finance challenges this assumption by demonstrating that cognitive 
and emotional biases significantly influence investment decisions, often leading to suboptimal outcomes (Yuyang Wang, 2023; 
Muhammad Atif Sattar et al., 2020). Behavioral biases arise from heuristics—mental shortcuts that help individuals make quick 
decisions but often lead to systematic errors (K. Pandit, 2021). Investors tend to rely on intuitive judgments rather than thorough 
analytical reasoning, which contributes to biases such as self-confidence, loss aversion, anchoring, and herding behavior (Nur 
Nadhirah Othman, 2024). These biases affect financial markets by causing deviations from asset fundamental values, increasing 
volatility, and leading to inefficiencies. Among the most studied biases, overconfidence leads investors to overestimate their 
knowledge and predictive abilities, resulting in excessive trading, higher transaction costs, and under-diversification (K. Pandit, 
2021). The disposition effect, another prominent bias, causes investors to hold on to losing stocks for too long while selling winning 
stocks too soon, driven by loss aversion (K. Kartini, Katiya Nahda, 2021). Anchoring bias influences investment choices when 
individuals rely too heavily on initial reference points, such as past stock prices, rather than adjusting based on new information 
(Muhammad Atif Sattar et al., 2020). Meanwhile, herding behavior exacerbates market fluctuations, as investors follow the crowd 
rather than conducting independent analysis, leading to bubbles and crashes (N. Sathya & R. Gayathir, 2024). Research suggests that 
investor experience plays a mixed role in mitigating biases. While experienced investors show lower susceptibility to optimism and 
herding bias, they are still prone to overconfidence and disposition effect bias (K. Kartini, Katiya Nahda, 2021). Conversely, trading 
frequency is strongly correlated with all major behavioral biases, indicating that frequent traders are more affected by cognitive 
distortions, leading to inefficient decision-making and poorer long-term performance (Nur Nadhirah Othman, 2024). To counteract 
these biases, several strategies have been proposed. Investors can improve decision-making by seeking multiple perspectives, 
engaging in objective self-evaluation, and consulting financial professionals (Yuyang Wang, 2023). Additionally, regular portfolio 
reviews and proactive visualization of potential outcomes help investors recognize and manage biases more effectively (Nur 
Nadhirah Othman, 2024). An emerging approach involves leveraging artificial intelligence (AI) and machine learning to identify and 
mitigate biases in real-time, offering a promising avenue for bias reduction in investment decision-making (Nur Nadhirah Othman, 
2024). 

Behavioral biases are deeply ingrained in investor psychology and significantly influence financial decision-making. While 
traditional economic models assume rationality, empirical evidence suggests that biases such as overconfidence, loss aversion, 
anchoring, and herding behavior contribute to market inefficiencies and suboptimal investment outcomes. Understanding these 
biases and implementing corrective strategies—ranging from self-awareness techniques to AI-driven solutions—can help investors 
make more informed and rational decisions in financial markets. 

 
3. SCOPE OF THE STUDY 

This study aims to explore the impact of behavioral finance on investment decision-making, particularly how cognitive biases, 
emotional influences, and psychological factors shape investor behavior. By challenging traditional finance theories that assume 
market efficiency and rational decision-making, this research seeks to highlight the ways in which investors both individual and 
institutional deviate from rationality due to biases such as herd mentality, overconfidence, and loss aversion.  

Additionally, the study aspires to identify practical strategies that investors can adopt to mitigate the adverse effects of 
irrational decision-making. In doing so, it contributes to a deeper understanding of how behavioral finance principles can improve 
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risk assessment, enhance investment performance, and refine portfolio management. This research not only underscores the 
theoretical significance of behavioral biases in finance but also emphasizes their real-world implications for more effective financial 
decision-making. 

 
3.1. OBJECTIVES OF THE STUDY 

1) To explore how cognitive biases and emotional triggers shape investment decisions, especially in volatile markets. 
2) To assess strategies that mitigate irrational decision-making and enhance portfolio performance. 
3) To understand the trading style of Investors in different market trends 

 
4. METHODOLOGY 

 This study employs a mixed-method approach, integrating both qualitative and quantitative research techniques to 
comprehensively analyze the impact of cognitive biases, emotions, and social influences on investment behavior. The Structure of 
the research methodology is outlined as follows: 

 
5. RESEARCH DESIGN 

 This study employs a descriptive and analytical approach to examine the impact of behavioral biases on investment decisions. 
By comparing the principles of behavioral finance with conventional financial theories, the research aims to identify deviations from 
rational decision-making and highlight the market inefficiencies that arise from such biases. 

 
5.1. SAMPLE SIZE AND DATA COLLECTION METHOD 

The data has been collected from the 398 respondents of Jammu and Kashmir. The respondents for the survey were the retail 
investors who are actively trading or investing in stock market, specifically in Future and options market segment of the capital 
market. The data has been collected by adopting a purposive sampling technique. Due consideration has been given to include the 
respondents from both the Jammu division and Kashmir division of the UT of Jammu & Kashmir. The current study adopts a mixed-
methods approach, blending surveys and interviews to gather both quantitative and qualitative data. The surveys and questionnaires 
are thoughtfully constructed to evaluate the decision-making processes, emotional influences, and cognitive biases impacting 
investors. Furthermore, in-depth interviews are conducted with financial analysts and retail investors to gain comprehensive 
qualitative insights into the behavioral biases that drive their investment choices. This integrated methodology enables a detailed 
exploration of the various factors shaping investment behavior. 

 
6. DATA ANALYSIS AND DISCUSSION 
6.1. CONCEPTUAL FRAMEWORK OF BEHAVIORAL BIASES IN THE INVESTMENT DECISION 

The data collected from the 398 respondents of Jammu & Kashmir on the statements related to behavioural biases and 
perception of investors has been analysed by using descriptive statistics. The data was collected on a 5-point Likert scale, and the 
mean value has been calculated to find the inferences. There is intricate relationship between behavioral biases and their influence 
on individual investors' decision-making processes. The cognitive and emotional biases serve as foundational drivers of irrational 
investment decisions. These biases affect key intermediary factors such as information processing and perception, risk perception 
and evaluation, and the formulation of investment choices and strategies. As a result, these factors collectively shape the investment 
outcomes, leading to observable anomalies in financial markets. Notably, these include lower portfolio returns, increased transaction 
costs, and heightened market volatility.  

Psychological Biases in Retail Investors' Trading Behavior:  
Table 1: Descriptive Statistics of Psychological Biases in Retail Investors' Trading Behavior 

Investment Behaviour of Retail Investors N Mean S. D 

My sense of accomplishment and emotional well-being are closely tied to the profitability of my trades 398 4.2940 .51820 

Experiencing losses in trading significantly impacts my mood and confidence 398 4.2764 .51083 

I often exhibit a tendency toward risk aversion by securing profits prematurely. 398 3.8166 1.00077 

Rather than closing trades early, I implement a trailing stop-loss strategy to manage risk and maximize gains. 398 2.9472 .97305 
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I strictly follow predetermined stop-loss levels to mitigate losses and maintain discipline 398 4.1533 .47521 

I sometimes resist closing losing positions, expecting the market to eventually reverse in my favour 398 3.0754 1.06435 

My approach to trading is structured around predefined profit targets. 398 4.0101 .63078 

My confidence in trading stems from my perception that my overall gains surpass my losses. 398 2.7663 .94598 

Past trading losses have triggered impulsive decision-making, leading to further financial setbacks. 398 3.5126 .96987 
My trading decisions are predominantly shaped by external information, such as market news and stock-

related updates. 

398 4.1809 .53815 

Investors’ behavior in trading is influenced by various psychological biases, risk perceptions, and decision-making patterns. 
Some investors are drawn to the potential for high returns, exhibiting a greater tolerance for risk and engaging in aggressive 
strategies. These individuals often respond to market fluctuations with confidence, seeking to capitalize on short-term price 
movements. Conversely, more risk-averse investors approach trading with caution, prioritizing disciplined strategies such as stop-
loss mechanisms and predefined profit targets to mitigate potential losses. Overall, investor behavior reflects a broad spectrum of 
cognitive biases, emotional influences, and strategic approaches. The following descriptive statistics provide insights into how retail 
investors navigate different phases of market fluctuations and the inherent uncertainties in trading. 

 
6.2. LOSS AVERSION AND ITS ROLE IN PORTFOLIO MANAGEMENT 

Loss aversion describes investors' tendency to perceive losses as more significant than gains, which impacts their financial 
choices. As proposed by Daniel Kahneman and Amos Tversky in Prospect Theory, this bias explains why investors often make 
irrational decisions to avoid realizing losses. 

 
6.2.1. IMPACT ON INVESTMENT DECISIONS 

According to the descriptive statistics, retail investors show significant emotional attachment to their trades, as seen in the high 
mean scores for statements like "Experiencing losses in trading significantly impacts my mood and confidence" (mean = 4.2764) and 
"My sense of accomplishment and emotional well-being are closely tied to the profitability of my trades" (mean = 4.2940). These 
results suggest that investors may resist cutting losses, holding onto declining assets in the hope of a rebound, despite market 
indicators. At the same time, the desire to secure gains early may prevent them from capturing greater long-term growth. 

 
6.3. OVERCONFIDENCE IN ACTIVE TRADING 

 Overconfidence bias leads investors to overestimate their knowledge and ability to predict market movements, often resulting 
in excessive trading. Investors may believe they can outperform the market, which can lead to suboptimal decisions and higher 
transaction costs. 

 
6.3.1. IMPACT ON INVESTMENT DECISIONS 

 Descriptive statistics reveal a notable discrepancy between confidence and actual performance. Investors who exhibit 
overconfidence in their trading abilities are reflected in the relatively high confidence score, with statements like "My confidence in 
trading stems from my perception that my overall gains surpass my losses" (mean = 2.7663). Despite this perceived competence, 
excessive trading can lead to higher taxes and transaction costs, which diminish overall returns, as highlighted in the context of 
overconfident investors taking greater risks during a crisis.   

 
6.4. HERD MENTALITY AND THE FORMATION OF MARKET BUBBLES:  

Herd mentality captures the instinct of investors to move with the crowd, particularly in times of market euphoria or distress. 
This collective behavior can inflate asset prices beyond reasonable levels, fueling market bubbles driven more by emotion than logic. 

 
6.4.1. IMPACT ON INVESTMENT DECISIONS 

The descriptive statistics support this concept, as investors’ decisions are heavily influenced by external information, with a 
mean score of "My trading decisions are predominantly shaped by external information, such as market news and stock-related 
updates" (mean = 4.1809). When investors follow the herd, they are more likely to engage in buying during market highs and selling 
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during market lows, exacerbating market volatility. This is clearly demonstrated in instances such as the 2008 financial crisis, where 
fear-driven panic selling deepened the financial collapse. 

 
6.5. THE ROLE OF BEHAVIORAL BIASES IN FINANCIAL CRISES 

Behavioral biases, particularly loss aversion, herd mentality, and overconfidence, play a significant role in amplifying market 
volatility during financial crises. These biases become more pronounced under conditions of market instability, driving irrational 
investment decisions that worsen market conditions. 

 
6.5.1. IMPACT ON INVESTMENT CHOICES 

As seen in the descriptive statistics, retail investors exhibit high levels of emotional attachment to their investments, with 
statements like "I strictly follow predetermined stop-loss levels to mitigate losses and maintain discipline" (mean = 4.1533), 
suggesting a preference for protecting against losses. However, in times of crisis, these protective strategies may fail, leading to panic 
selling (herd behavior) and increased market fluctuations. During the 2008 financial crisis, for instance, investors, influenced by herd 
mentality, sold off their portfolios in fear, exacerbating the downturn despite some companies retaining intrinsic value. 

 
6.6. THE CONCEPT OF EMOTIONAL INVESTING AND ITS IMPACT ON MARKET VOLATILITY 

Emotional investing occurs when decisions are based on feelings—such as fear, greed, or anxiety—rather than rational analysis. 
This type of investing tends to amplify market volatility, as impulsive actions create feedback loops that increase market instability. 

 
6.6.1. IMPACT ON INVESTMENT DECISIONS 

The descriptive statistics show that emotional reactions have a significant impact on investor behavior, as seen in the scores for 
"Experiencing losses in trading significantly impacts my mood and confidence" (mean = 4.2764) and "I sometimes resist closing 
losing positions, expecting the market to eventually reverse in my favour" (mean = 3.0754). These behaviors suggest that retail 
investors may engage in panic selling during market declines or impulsively buy at market highs, driven by emotional reactions like 
FOMO or fear. Such actions contribute to heightened volatility, creating cycles of instability that may lead to suboptimal investment 
outcomes. 

 
6.7. TRADING STYLE OF THE INVESTOR DURING DIFFERENT MARKET SCENARIOS 

To understand the trading style of the investors during bullish, bearish, or flat market, the investors were asked to choose the 
type of option contract they use for trading. The call option is generally bought by the investors during a bullish market, and put 
option is bought during a bearish market. In flat market, the decision to stay away from the market seems good for the majority of 
investors. From the responses collected from 398 respondents have been analysed based on the frequency table.  

 
6.7.1. INVESTOR’S TRADING STRATEGY DURING BULLISH MARKET 

The Bullish market is the trend that shows consistent upward movement in the indexes of the Market. The Responses of the 
investors for Bullish Market have been presented in the form table (Table. 2).  

Table. 2: Showing Preference of Investors during Bullish Market 
Investor’s Trading Style during Bullish Trend 

 Frequency Percent 

BUY CALL OPTION 365 91.7 

SELL PUT OPTION 33 8.3 

Total 398 100 

 The data presents the preferences of market participants regarding options strategies in a bullish market, based on a sample 
of 398 respondents. The findings indicate a strong inclination toward buying call options, with 365 respondents (91.7%) favouring 
this strategy. In contrast, a relatively small proportion, 33 respondents (8.3%), reported a preference for selling put options. This 
distribution reflects a conventional understanding of options trading strategies within bullish market conditions. Buying call options 
is widely recognised as a straightforward bullish strategy that allows investors to benefit from upward price movements while 
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limiting downside risk to the premium paid. The 8.3% investors who have gone with the option of selling a put option may have good 
knowledge about the relationship between market trend, option premium and time decay. From the current data, it is also clear that 
the majority of the investors have good knowledge about the complexities of the option market. 

 
6.7.2. INVESTOR’S TRADING STRATEGY DURING BULLISH MARKET 

The Bearish market is the trend that shows consistent downward movement in the indexes of the Market. The Responses of the 
investors for bearish market trend have been presented in the table no. 3 

Table. 3: Showing Preference of Investors during Bearish Market 
Investor’s Trading Style during Bearish Trend 

 Frequency Percent 

BUY PUT OPTION 352 88.4 

SELL CALL OPTION 46 11.6 

Total 398 100 

In bearish market, the majority of respondents (88.4%) indicated a preference for buying put options, while a smaller 
proportion (11.6%) preferred selling call options. This suggests that investors predominantly favour strategies with limited risk and 
high potential reward, as buying put options offers protection against declining asset prices with a predefined loss (the premium 
paid). The lower preference for selling call options, which involves higher risk and margin requirements, further reflects a risk-
averse approach among market participants during downturns.  

 
6.7.3. INVESTOR’S TRADING STRATEGY DURING A FLAT MARKET 

 The flat market is the trend in which there is no directional movement in the price of the indexes, and on average value of the 
index remains similar with small upward and downward movement. In a flat market, the premium of both the options, either call or 
put, keeps on moving towards the lower side. Therefore, the ideal strategy for investors for flat market trend is to be away from the 
market or selling of the call or put option as per the expected market trend. The Responses of the investors for the flat market trend 
have been presented in the table no. 4 

Table. 4: Showing Preference of Investors during Flat Market 
Investor’s Trading Style during flat market trend 
 Frequency Percent 
BUY CALL 6 1.5 
BUY PUT 16 4.0 
SELL CALL 145 36.4 
SELL PUT 22 5.5 
AVOID TRADING 209 52.5 
Total 398 100.0 

In flat market conditions, a majority of respondents (52.5%) reported a preference to avoid trading, reflecting a cautious stance 
amid uncertain or stagnant price movements. Among active strategies, the most favoured was selling call options (36.4%), likely due 
to the opportunity to generate income through premium collection when minimal price movement is anticipated. Other strategies 
such as buying puts (4.0%), selling puts (5.5%), and buying calls (1.5%) received minimal preference, indicating that directional 
strategies are largely deemed ineffective in non-trending markets. Overall, the data suggests a conservative and income-focused 
approach, with an emphasis on capital preservation and low-risk positioning during periods of market indecision. 

  
7. CONCLUSION 

The findings from the Descriptive Statistics and the analysis of psychological biases provide critical insights into the trading 
behavior of retail investors. Retail investors, as indicated by the data, are often influenced by various cognitive and emotional biases 
such as loss aversion, overconfidence, herd mentality, and emotional investing. These biases can significantly affect their decision-
making, causing them to make irrational choices that can lead to suboptimal financial outcomes. 

Loss aversion results in a strong emotional attachment to investments, where investors often hold onto losing positions, hoping 
for a market reversal, rather than cutting their losses. This behavior aligns with the high mean scores related to the emotional impact 
of trading, particularly losses, suggesting that retail investors frequently react emotionally to financial setbacks. Similarly, the 
tendency for overconfidence is evident, as many investors believe their decision-making abilities are superior to others, which leads 
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them to trade more frequently and attempt to time the market. However, this overconfidence often leads to increased transaction 
costs and subpar returns, as evidenced by the higher trading activity observed in the statistics. 6.2 Herd mentality further 
exacerbates these tendencies, where investors often follow the crowd during periods of market euphoria or panic. This can drive 
asset prices beyond their intrinsic value, creating market bubbles that eventually burst. The data supporting external information 
influences, such as reliance on market news and stock-related updates, demonstrates how retail investors tend to follow trends 
rather than make independent, reasoned decisions. Emotional investing driven by fear, greed, and anxiety—also plays a crucial role 
in market volatility. The statistics reflect that investors' mood and confidence are strongly impacted by market outcomes, leading to 
impulsive behaviors like panic selling or chasing gains. These emotional reactions can create feedback loops of instability, further 
aggravating market volatility and increasing risks for investors. Given the prevalence of these psychological biases, it is essential for 
retail investors to recognize and address these influences in order to make more informed and rational investment decisions. The 
challenges posed by these biases are not easily overcome, but by developing an awareness of their impact and taking steps to mitigate 
them, investors can improve their decision-making processes and reduce the risks associated with emotional and cognitive biases. 
By adhering to discipline through predefined stop-loss orders, using automated systems that reduce emotional decision-making, 
diversifying portfolios, and seeking professional advice, retail investors can develop strategies that help them remain grounded 
during times of market volatility. Furthermore, adopting a long-term investment approach and focusing on fundamentals over short-
term market fluctuations can reduce the impact of biases like overconfidence and herd mentality.  

It has also been found that majority of the investors are having good knowledge about the future and option market, as indicated 
in the table number 2, 3 & 4. The majority of investor go for buying call option in a bullish market, buying put options in a bearish 
market and staying away or selling call option in case of flat market trend. 

In conclusion, while psychological biases are an inherent part of the human decision-making process, their influence on retail 
investors' trading behavior can be minimized through strategic planning, awareness, and education. By cultivating more rational 
decision-making habits and reducing the emotional reactions to market events, retail investors can improve their chances of 
achieving long-term financial success and reduce the risks posed by these biases. 
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