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Introduction
According to traditional finance, investment

decisions are subject to the net effect of the gains and losses
incurred in the portfolio. Investors calculate the net effect
by considering utility in each possible option and by
constructing a weighted average based on the probability
of each option. This is based on the assumption that
investors always act in a manner that maximizes their
return or individuals act rationally. It is found that the
investor behaviour is irrational as a result of psychological
factors. Cognitive bias, risk factor, Emotional experience,
Herding effect, Investment attitude, Economic
characteristics and market factors are considered for the
study as they are considered to be the major factors that
have an influence over the investment decisions of
individual investors. Investment behaviour reveals about
how the investors judge, predict, analyze and review the
procedures for decision making, which includes
investment psychology, information gathering, defining
and understanding, research and analysis. There are
various behavioural biases such as Cognitive, Emotions,
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ABSTRACT

This article analyses the impact of behavioural factors
on investment decisions of retail investors. Seven behavioural
factors of investment were identified and included in the
research such as Cognitive Factor, Attitude Factor, Herding
Factor, Emotional Factor, Risk Factor, Economic Factor and
Market Factor. To achieve this, 405 investors from Coimbatore
city, having different socio economic profiles were surveyed
to understand the influence of behavioural factors over their
investment decisions. The results highlight that market,
economic, risk, cognitive, attitude and herding factor has
influence on the behavioural biases on investment decisions
of retail investors. The model altogether explains 66 percent of
the behavioural biases that influences the investment decisions
of retail investors.
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Investment attitude, risk tolerance, herding, economic
conditions, market characteristics, sociological factors that
influences the investment decisions of an Investor.
Behavioural study on Investment explains how
psychology affects financial decision making process and
financial markets. Since psychology explores Investors’
judgment, behaviour and welfare, it can also provide
important facts about how their actions differ from
traditional economic assumptions. This research article
analyses the impact and level of impact of seven behavioral
dimensions of investor economic factor, risk factor,
cognitive factor, attitude and market on the investment
decision making process using Structural Equation
Modelling (SEM).

 REVIEW OF LITERATURE
Shantha, K. V. A. (2019) explored how learning

occurs within individual investors to reduce their herd
bias. The data was collected by distributing a web-based
self-administrated questionnaire to a sample of 1000
individual investors of the Colombo Stock Exchange, who
were randomly selected during a period from March to
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August 2018. A total of 189 responses were received, which
were analyzed using the structural equation modelling
technique to test the hypotheses of the theoretical model.
The results show that learning takes place when investors
cognitively evaluate past trading experiences, which is
induced by their desire for learning, and, consequently,
reduces their herd bias and concluded that the cognitive
reflection of past experiences and the nature of the trading
environment determine the extent of learning within
individual investors.

Nguyen, T. T. (2018) found strong evidence of
herding during the 2009–2016 period, whereas no
evidence of this behavior afterwards was present in the
stock market of Vietnam. (Choi and Skiba 2015) defined
Herding behaviour" or "crowd effect" is a common
psychological phenomenon in socioeconomic life. Choi
and Skiba, in their research, defined herding behaviour in
financial market as a convergence of investment behaviour
which means investors make the investment decision
following the decisions of others, instead of based on their
private information and analyses, from security to security
and from market to market.

Godbole, & Arekar, (2014) concluded that there are
six important factors which affects the investment buying
behaviour i.e. motives, risk & returns, opinions, market
information, benefits and security. Lingesiya Kengatharan
(2014) explored the behavioral factors influencing
individual investors’ decisions at the Colombo Stock
Exchange. The result showed that there are four behavioral
factors affecting the investment decisions of individual
investors at the Colombo Stock Exchange which are
Herding, Heuristics, Prospect and Market. The study
found out the influence of behavioral factors on investment
performance. Among the behavioral factors mentioned
above, only three variables are found to influence the
investment performance: choice of stock had negative
influence which was from herding factor. Over confidence
from heuristics factor had negative influence on investment
performance. Anchoring from heuristics factor had
positive influence on investment performance.

Sohani Islam (2012) had found that psychological
factor is the most dominating influence upon investor’s
decision making process and micro economic factor also
have influence on selecting investment securities.
Meenakshi Chaturvedi and Shruti Khare (2012) studied
on saving pattern and investment preferences of individual
household in India that revealed the impact of age,
education, occupation and income level of the individual

on investment.
In the opinion of Iqbal Mahmood, Habib Ahmad &

Mansoor Anjum (2011) recognized an important area in
the study of recent finance literature. Its implicit objective
is to discover and remedy the deviations from the rational
decision making in the investment process. They examined
the role of various socioeconomic, demographic and
attitudinal factors affecting the investment decision of
investors in the market. Shanmugsundaram.V and
Balakrishnan.V (2011) found that Investor decisions are
influenced by psychological factors and behavioural
dimensions.

Huei-Wen Lin (2011) examined how rational
decision making and behavioral biases are related, as well
compares the relative differences of three behavioral biases
that was disposition effect, herding and overconfidence
by various demographic variables. The psychological
cognition of investment decision making among investors
and the antecedences of behavioral biases are also studied
based on a sampling survey of 430 valid Investors from
voluntary individual investors in Taiwan. Based on
structure equation modeling (SEM), path analysis was
performed on how rational decision making and three
proposed behavioral biases are related. However, the
irrational investment behavioral biases might arise in
various decision-making stages. The results further
demonstrated that male and female investors differ in
disposition effect, herding and tendency of overconfidence

RESEARCH GAP
The available literature suggests that there are no

studies available on investment behaviour model, which
gives complete insight of all determinants of investment
such as economic, psychological, behavioural, market, risk
tolerance level that formulates the individual’s investment
decision making process and ultimately measure their
investment performance of retail investors. The retail
investors meant for the study are salaried class
individuals, who have invested in any of the investment
avenues such as deposits, insurance, mutual fund, gold,
property, PF/PFF, shares, chits, etc irrespective of their
investment quantum and their investment experience. It
is in this context, that this literature survey proved useful
to the researcher in identifying the gap analysis and
accordingly the research design was evolved, so as to
explore an opportunity related to investment behaviour
model of the Indian investors.
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The research contributes to this research gap by
assessing whether a significant relationship exists between
the determinants of investment and the individual’s
investment decisions. In order to fill this research gap, this
research aims to identify and consolidate the factors
influencing the investment decision making process and
to develop a model for investment behaviour of retail
Investors.

 OBJECTIVES OF THE STUDY
• To study the influence of behavioral factors on

Investment decisions of retail investors.
 RESEARCH METHODOLOGY
This research has adopted descriptive research

design using interview method. This study describes the
characteristics of a particular individual or a group and
attempts to capture the characteristics of Investors,
opinion, behaviour, risk taking attitude, their awareness
of Investment opportunities and their Investment pattern
of retail Investors. The research was conducted in
Coimbatore, which is a city in India. The Data collection
was done mainly through primary source through
questionnaire method. The sampling techniques used for
the study is Non-Probabilistic Convenience sampling
method. Since the exact population of salaried class
Investors is not known exactly, the selection is left to the
researcher who is to select the sample. A sample size of
405 Investors was personally interviewed and data was
collected for this statistical study.

 RESEARCH HYPOTHESES
Following hypotheses are developed after reviewing

the extant literature on demographic profile, behavioral
factors and investment decisions of retail investors. In this
way, there are two hypotheses based on theoretical
consideration in this research:

H0: There is no influence of the behavioural biases
on investment decisions of retail investors

Ha: There is influence of the behavioural biases on
investment decisions of retail investors

 DATA ANALYSIS AND INTERPRETATION
The instrument used for this purpose is structured

questionnaire. The reliability of this questionnaire was
tested by calculating the cronbach alpha which is an
established method to work out the internal consistency.
Cronbach’s alpha is found to be 0.892 for the internal scales
questions. This research chooses the acceptable. The
measures included in the study are above 0.60 which

demonstrates good reliability. Therefore the results of
reliability analysis confirmed that consistency is at an
acceptable level for each factor. These indexes show that
items included in the factors: Cognitive, Attitude, Herding,
Emotional, Risk, Economic, Market and Investment
Decision are reliable enough for further use. Cronbach’s
alpha for each factor is given below.

Table No. 1: Results of Cronbach’s Alpha test

  Source: Computed from Primary data
Influences of Behavioral Factors on the Individual

Investment Decisions
In this part, Structural Equation Modeling (SEM) is

used to portray relationships among variables. SEM
combines multiple regression and factor analysis into one
model. The confirmatory factor analysis (CFA) is one
component of SEM which helps to confirm which factors
and their variables (formed by EFA as mentioned above)
are suitable for the structural model; whereas, the other
component, multiple regression, estimate the regression
weights between behavioral factors (consisting of
independent variables) and the factor of investment
performance (including dependent variables). The results
of SEM done by AMOS are presented in the Figure 1.

The structural model fit is very good with GFI
(Goodness-of-Fit Index) = 0.902; TLI (Tucker-Lewis
Coefficient) = 0.806; CFI (Comparative Fit Index) = 0.854;
RMSEA (Root Mean Square Error of Approximation) =
0.061, CMIN/df =2.170, and p-value = 0.00. These indexes
indicate a strong predictive validity of the model for the
surveyed data. The more detailed tables of SEM done by
AMOS are presented in the given table 2 given below.
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Table 2: According to the criteria of goodness of fit, our model has good model fit

H0: The behavioral factors do not have influence on the investment decision making of retail investors (SEM)
The results of SEM done by AMOS are presented in the Figure 1.
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 Figure 1 gives the estimates of factor loadings, regression weights between variables as well as the variances of
each variable explained by the other variables. In the model, seven factors are explored to have impacts on Behavioural
factors and its impact on Investment decisions is studied. The behavioural factors have positive influence on the
investment decision with the regression estimate of 0.66.

Effect of behavioral factors on investment decision

The regression estimates of these behavioral factors on the investment decisions and Investment performance
are summarized in the following table 3:

Table 4: The impact levels of Behavioural factor on Investment decisions
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Table 5 above is interpreted as follows:

Table 4 and 5 shows the coefficient of the impact of
behavioural factors on Investment decisions, which
predicts the Investment Performance. The output shows
that the seven vital direct effects are attitude, cogintive,
herding, risk, economic, emotional, and market variables.
Investment behaviour is studied in terms of seven broad
behavioural dimensions of  investment attitude, cognitive
factor (investor optimism), herding effect, psychology of
risk, economic situation (investible surplus), emotional
factor and market information that are measured in terms
of different sub-factors.

The economic factor of an individual influence
positively the behavioural aspects of Investment (ß = 0.983,
p<0.001). A one percent increase in the economic stability
strengthens the Investment behaviour by 0.98 percent. The
psychology of risk of an Individual also positively
influences the Investment Behaviour (ß = 1.065, p<0.001).
A one percent increase in the risk factor strengthens the
Investment behaviour by 1.06 percent.  Furthermore, the
result of this study has found that the cognitive (Investor
Optimism) factor has a positive and highly effect on the
Investment Behaviour (ß = 1.314, p<0.001). A one percent

increase in the cognitive factor strengthens the Investment
behaviour by 1.31 percent.

The research makes it clear that the factor of emotion
does not play a major part in determining the behavioural
aspect of Investment of retail Investors. Overall the
behavioural factors has high influence on Investment
decisions (ß = 1.331, p<0.001). A one percent increase in
the behavioural factor induces the Investment decisions
by 1.331 percent. Overall, the most influential variable on
Investment Behaviour is the Investors’ attitude. This is
based on the results of the data analysis that the value of
service quality on loyalty is estimated to be 2.022. These
results conclude that investors’ behaviour is determined
by the attitude of the investors.

CONCLUSION:
Regression results reveal that out of seven broad

dimensions of investor behavior the behavioral dimensions
of investor economic factor, risk factor, cognitive factor,
attitude and market influence the investment decision
making process. The study also gives insight that the select
behavioural factors influences the investment decisions
by 66%, of which market factor influences the most.
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Attitude of Investors and their cognitive behaviour
influences the investment decisions. Financial marketers
should consider the socio-demographic, psychological
economical, risk tolerance and behavioural factors of
investors for effective development of financial product
and services. More such similar studies are to be
conducted to identify the behavioural factors and to probe
the influence over Investment decisions.

DIRECTIONS FOR FUTURE RESEARCH
The findings of the research present opportunities

for further research. Investment behaviour is a very vast
subject, where the study of factors influencing the
Investment decisions has a high scope of future
development. It is challenging for the marketers to
understand the exact triggering factors that influences the
investors’ decision on their investment plan. Therefore,
the researcher considers the following area as the potential
area for the future researchers. The study has been carried
out with select variables identified by the researcher.
However, there could be other factors which may have
significant influence on investor’s behaviour. Some
examples include financial literacy level, financial
dependency and investment experience. Therefore, future
research may include these suggested variables in order
to increase the robustness of the findings.
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