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ABSTRACT

This study investigates an investor perception about ineggtdecision. | used to describe a cognitive heuristic
called availability bias. Under loss aversion (prospleeory) can occur in risky and riskless choices. Bothekiaffect the
decision of investor. The investor risk perception as arsmbyings logic reason that how investor selects whenfdead
with multiple option of investment. | used questionndesed survey method to collect data from randomly telec
sample of 207 individuals. Correlation analysis haenhesed to estimate the models under study. The limisatimtude.
Some recommendations have been made that could helpctesssan their future works.
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INTRODUCTION

According to conventional financial theory, investors arequdlf rational in financial decisions but sometimes
emotions and psyche influence their decisions, causing thémhtve in an irrational way. Behavioral Finance provides
the explanation of this phenomenon. Decision making is #n@ahand cognitive process that results in the seleofian
course of action among several alternative situationfioAfth emotional and cognitive weaknesses or biases affect
people but traditional and standard finance ignores thesedibecause it assumes that people always make rational

decisions (Statman, 1995). According to behavioral finameestor is normal.

Recent research finds out that there are some biadesfthance investor decisions(Tversky&Kahneman, 1979).
After that, large numbers of biases find out like cognitiigs brepresentative bias, overconfidence bias and lossi@ve
bias (Koichi&Toshihiko, 2013). Investors make judgment under taicey is re-analyzed with combined effect of some
other biases (Armstrong, 1984).Investor's attitude towards gadéhless due to static differences across investors
(Feng&Seasholes, 2005) and Investor’s psyche has stromg effénvestment decision making in stock exchanges while
making capital investment that is why they behaveiamally (Zaidi&Tauni, 2012), emotions and psyche are major
factors. Number of articles are published to study, anabmze to inform investors that this is the fact thatuefice your

decision.

Aim of our studyis to investigate the impact of AvailalilBiases (Heuristic bias)that refers as the sitnatiben
investors make decisions according to available infdomeaor Probability of events by available informatiamdavhen
relevance instances come to mind while decision making §ky&Kahneman, 1973)and Loss aversion biasdescribes the
behavioral biases with the effect of disposition(Prospleeory), risk and return paradox (Fiegenbaumé& Thgmia88).
Risk taking and risk aversion priorities vary from seiiesito securities. It explains the behavior of invedtey become
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risk averse when prior return was above the target Bnetlrisk seeker in case of previous loss (Jegers, 1991)tiEusy
applies in different perspective when there are so méeynatives because decision makers are not constant m thei
preferences. One source of information availability is imedivertisement and that make investors irrationadjlagkly
reaction on it (Zhu, 2002). People judge the same evelnfitiiito a given category due to similarity with pribappening
that is why Investor’s Risk taking and risk aversion ftyostrongly related with prior Losses and gain, it maysearisk
assessment error (Mcnamara&Bromiley, 1997),furthermogeitiee and emotional weakness plays vital role and effect
availability bias also described by (Baker & Nofsing#02; Sewell, 2007). Investors use mental short cutewhdking
decisions and use probability of happening same event in fagurell.

In this study we will see the moderating effect of invefisk perception on the relationship of investment
decision making, availability bias and loss aversion béspectively. Risk in the modern world is perceived anddact
upon in twofundamental ways. Risk as feelings refers tanstinctive and intuitive reactions to danger. Risk aalysis
brings logic, reason, and scientific deliberation to bear sk aissessment and decision making(Paul&Ellen, 2006).
Sometime it effect investor to make positive relatiopsdrid maintain profit, while sometime investor loss high gains on
little investment, so it's also effects negatively theestment decision making.

Purpose of this study is to explore availability biasass laversion bias effect on investment decision making and
whether risk perception of invertor effect the relationshipat. This study will help the investors to find out thasens
of irrational decision making due to Availability biasdaloss aversion bias. It will help the researchers Hueset
behavioral biases vary in collectivist and individualist s and impact on the psyche of developing countries like
Pakistan. Prior researchers conducted studies on impRepoesentative and Availability biases on investmernisaetin
Individualistic dominated culture, but researchers in collesttddminated countries are comparatively less concern about
this cultural aspect in decision making. This study fililthis contextual gap in prior studies.Significance of etudy isto
examine the impact of behavioral biases on investmemsideanaking that result from investor heuristics, gnoposes
solutions for reducing such errors. This study has relatiportance due to lack of awareness in this in Pakistamcgoy
here investors are not fully awarded about these kindesé®that they are indulge in it but not known about thesesbiase

Contribution of our survey study isbehavioral biases mestment decision making of investor by using field
survey are identified. Majority of behavioral finance @ets focus on one bias only (Barber & Odean, 2001). In additi
the use of experimental or survey method is still relatii@lequent in financial research. Typical experimentasurvey
studies on behavioral biases use samples that include amgnss (Buksar & Conolly, 1988) or only professionals
(Montier,2006). Studies comparing financial market profesds and other people are rare and typically concentrate
differences between two types of respondents (Kausté.,e2008; Torngren &Montgomery, 2004). This study uses a
sample consisting of separate groups of people investdrusiness students as well. In addition to the divethiylata
of this study is also rare due to timing. The surveythi$ study is conducted during the period of historicallyhhi
uncertainty in markets. To demonstrate behavioral biasesleveloped the simple regression and correlation among
behavioral biases, moderation of risk perception and inweggtdecision making. Overall, the results of this resepaper
provide valuable new information on behavioral biases andgtment decision making.
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LITERATURE REVIEW
Investment Decisions

Investment is the action or process of investing mondy thie hope of future benefit but the world of investment
can be hot and cold but investing through research and by kegmimghead straight can lead you to success. Every
investor wants to get desired return from their investrtemhake optimal investment decision (Sharp, 1964) explained
that maximum level of risk for specific level of ratuto compare the decision from benchmark.In Financial etark
Managers have superior information than individual investmecause investors just interpret external factors while
making investment decision rather managers are aware ofahtad external as well (Myers &Majluf, 1984).

In past few decades, some researcher thinks that optmdalagional decision must be depend on advance
financial knowledge (Merton, 1987). Investment decision canrb&dnal from the perspective of researcher but can be
rational from the investor point of view (Harrison &Helr1993), because psychological description of investor’'sahent
processes plays vital role (Jaros, Jermier, KoehleBjrizich,1993). Factors that influence the investment psocas be
Returns from investment that depends on whether decision estorvhave influence on the policy of firm in which they
are going to invest (David,Kochhar, &Levitas, 1998) and obshvestment and benefit from investment can influence,
that is why in order to get high returns investor devieden the right and rational decision (Cascio,Young, & Ngr
1997).

Availability Bias and Investment Decision Making

In Availability Bias a decision maker relies upon knowledbat is readily available rather than examines other
alternative and procedure (Folks, 1988). Decision makeroak sharket are also influenced by the information they get
during selection and identification of stock (Haley &Stunf#89). Most of investors change their choice by keeping in
mind their cost of capital (Modigliani & Miller, 1958)nvestor preferences change according to available infamati
(Harris &Raviv, 2005) and as a result in a particular leagiagjern and sometime even irrelevant information also
influence investment decision (Krichler, Maciejovsky,&eleér, 2010). Here these irrelevance information effect
investment decision making negatively, on the basis availaformation risk taking behavior of investor abouttigatar
security change the decision (Grable,Lytton & O'Neill1@). Several past studies says thatinvestors fesfactable in
making decision based on if they have superior information (\Matigr,&Siegrist, 2011).Whena firm in financial market
reveal misconduct, the investor of that particular Bristock get negative signal quickly and jump on the cormtusi
(Paruchuri&Misangyi,2012).

H1: Availability Biasis significantly and inversely associated with investment decision making.
Loss Aversion Bias and Investment Decisions

Concept of loss aversion is discus first time by two psydisis Daniel Kahneman and Amos Tversky in 1979.
They analyzed that people feel double ache from loss gd@bksatisfaction from gain (prospect theoilyyss aversion
investors think more actively or consciously to protectdberease in capital and fear of loss rather than growtheir
investments (profit). Loss aversion refers to the tendehpgaple who are more sensitive to reduction in their catbitad

to increase in it (prospect theory).
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Loss averse investors behavior cannot be judged in thi swestment and change in environment does not
affect the decision of lose averse investor and individuaisarpeter of loss aversion is similar in different choic

environments (Rabin, 2000).

People may also over attend to losses and gains becausentdeegstimate how quickly they will adapt to these
changes (Koszegi& Rabin 2006). Cultural values also effextognitive biases in the investors, in Pakistan woanen
more loss averse than men (Tahira Hassan, Wajiha, KBilabib, 2014). Specifically, female investors are saide
probabilistically more loss averse than male individual whikking financial decisions (Blavatski®grebna 2008).
Older people, and unemployed individuals are more loss avease younger and employed individuals in financial
decisions.Loss aversion is the combination of a greatesitadty to losses than to gains and a tendency to evaluate
outcomes frequently. There are two myopic loss averseteated experimentally. Investor who myopic risk aeersiill
be more willing to accept risk if they evaluate theirdstiment less often to gain high return, the other is investonot
accept unknown risk but accepts the low return with knowndige to their low financial knowledge or high psyche of
loss averse. Financial knowledge decreases loss averstorsame extent. High income and higher wealth of invesir
significantly linked with loss aversiorGachter, Johnson,& Herrmann, 200The possibility of loss aversion effects
suggests, more generally, that treatments of resptmsbsinges in economic variables should routinely separatasies
of favorable and unfavorable change (Kahneman, Knetsch& iTH#l81).Kahneman, Knetsc and Thaler (1991) suggest
that the loss aversion biased investors are more irrétionanaking the investment decisions. So our literature
distinguishes two type of investors, one is on behalf of lgsssin bias a don't bear unnecessary risk and save capital
from loss these or effect positively while investofsecond thought didn't effect from such bias and effect negjaton

investment decision making.
H2 (a): Loss aversion is associated positively with investment decisions.
H2 (b): Loss aversion is associated negatively with investment decisions.
Moderating Role of Risk Perception on Investment DecisioMaking

The decision making behavior of an individual is affectedhe attitude and perception toward risk as well as the
way in which the risky investment risk is subjectivelyge#ved by the individual such as decision making behafian
investor is influenced by the biases. Sitkin and Pabl®Z)9Sitkin and Weingart (1995) discussed that taking maiio
risk is affected by both perception of risk and attittaleards risk. A number of empirical researches have berducted
on this bond and concluded that investment decision making pracessling to many investors is majorly affected by
risk perception (Weber & Hsee, 1998). Chen and Tsai (20103tige¢ed empirically the relationship between perception
of risk and decision making of investment particularlyytcensider the individual investor factors. Investment sieni
making is a critical activity for an individual investor wrexjuires more return with biases of loss aversion andbaildy
bias (Veld & Markoulova, 2008; Frigns et al, 2008). The ébation of our paper is to make a bond between perception
towards risk and individual investor decision making whdesanvestment in different stocks. If the level ofgegtion
towards risk and forbearance of risk is different, thdividual investor thinks differently about his investment, based
economic position and his psyche for this reason, differensiorgwithin different concepts about risk make his chivice
investment differently.
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Moderation of Risk Perception between Availability Bias andnvestment Decision

Risk is a widely used term in cross disciplines of knog&and holds various meanings in different contexts. In
behavioral finance, it is one of the key variables thatbserved, measured and analyzed. If investors are effectad for
biases (availability bias) the decision may be irratiqivéciardi, 2004). After a careful examination of the riieire we
found that the previous empirical literature was focusetherrelationship between risk perception, attitude towas#is r
and investment decision of individual investors; it is obvithag investment decision largely depends on risk perception
and risk attitude of investors. Behavioral Financerditure assumes that decision of asset allocation in ais#tyriskless
assets relies on the risk-taking attitude of investas{®N&Weber, 2007). Researchers have always been iéresthe
factors that determine if perception of investor to wastt is varying or not? Our H1 says that availability bieve

impact on investment decision making while including of gekception may also increase and strengthen this relaionshi
H4: Risk perception moder ates the relationship ofavailability bias and investment decision.
Moderation of Risk Perception between Loss Aversion Bias dninvestment Decision

It is important for individual investor to notify theumial factors that to play significant role in choices egly
when he/she perceives risk and with bias of loss aver&@mble et al, 1999; Hallahan et al, 2004). The contributicupf
paper is to make and show the relationship between perceptiordsorsk taking as a moderator and individual investor
decision making with loss aversion bias that makes investimelifferent equity shares options. If the level of egton
towards risk and forbearance of risk is different, thdividual investor thinks differently about his investment, based
economic position and his psyche; for this reason, differsisiors within different concepts about risk make h@agh
in investment differently (Hallahan et al, 2004). Tolemof risk is the individual behavior towards the decisi@king so
this a significant factor that is used by management amet service providers at the time of investment. Hereigthe
perception use as a moderator strengthens significdmeceetationship of loss aversion bias and investment dacisio

making.

H5: Risk perception moder ates the relationship betweenloss aversion bias and investment decision making

Risk Perception

Loss Aversion Bias Investment Decision

Availability Bias

Figure 1: Model of Research
METHODOLOGY

The present research is a cross sectional study wsttrigéve nature, as research has already been conducted in
this area. Moreover it is a casual type of investigatata and sample collected for this paper are questiennsing
convenience sampling, from Islamabad stock exchange asidelss students. The population of this study was all the

people who are above the age of 18 years having well edoabktjualification and experienced of encountering the
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decision making in their lives. Initially 260 questionnaivesre distributed and 230 were received back. Out edet?3
guestionnaires were incomplete and were omitted. Therefafeq@@stionnaires were used for the study, representing
response rate of 79%. Most of The participants are teek snvestors and others are graduate and post gradudéatstu
whose well financial knowledge. The participants wereedskot to mention their names or organization’s names
anywhere in the questionnaire to guarantee confidentiglitgstioners were distributed online and direct through personal
meeting held in different situations and 140 are male and &7eanales respondents are asked to choose among the
choices that which type of decision they will take and thhaihgir responses to the questions study judged the behavioral
biases prevalent among their decision. The above colldetedor this study was analyzed by using simple regmnesnd
correlation Coefficient techniques are run to test our hgsigh The Correlation coefficient shows the relationship

between investment decision making and availability bias asdlersion bias.

Instruments
Investment Decision: Investment decision was measured using questionnairewith 5 dimei&®songly
Disagree to 5= Strongly Agree) byAhmed (2013)

Some of the items are: money is important goal of my lifes the more satisfying to save than to invest mosmgk

market are unpredictable that's why | would never inkgptwould invest a larger sum of money in stock.

Risk perception: Risk perception was measured by a scale with the Sndilores from (1=Strongly Disagree to
5= Strongly Agree) by Keh, Foo,Boon, and Lim,(2002).

Some of the Items Are:l want to earn more money than my current income levéié long run, | am looking
for businesses or employment with higher income, | beliraethe key issue of running different types of busses are

similar, | can accurately forecast the total the demand business.

Availability Bias: Availability bias will be measured by a scale with hdimensions from (1=Strongly Disagree
to 5= Strongly Agree) by Parker and Decotiis (1983).

Loss Aversion Bias:Loss Aversion Bias will be measured by a scale with&h#mensions from (5=Strongly

Agree to 1= Strongly Disagree) by Parker and Decotiis3)L98

FINDINGS AND RESULTS
Reliability

For our questionnaire survey | adopt it which has been alwgstyin much research survey. Our questionnaire is
more reliable in each other which show the statisticébiity of scale. Cronbach’s Alpha is.683 which is very elos

t0.700 the decrease in cronbach’s alpha is due to using 8 kclades.
Correlation Analysis

The vary purpose of correlation is to indicate the imbabetween two variables or to examine whether the two

variables move in similar or opposite directions.
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Table 1: Correlation & Reliabilities

Variables 1 2 3 4
Availability Bias 1
Loss Aversion .635** 1
Risk perceptio 341* | .06€ 1
Investment decisic | -.04z A57* | -057 | 1

*, Correlation is significant at the 0.01 level (2-tailed)

In Table 1, results of descriptive statistics and cdimleamong the variables are presented. Correlation agalysi
shows negative (-.042) and significant correlation betwemilability bias and Investment decision. So our theaaétic
hypothesis proved statistically. Loss aversion biastpely (.157*) and highly significant correlated withvestment
decision.

Regression Analysis

For drawing conclusions regarding the dependence of oneblearien another, regression analysis is used.
Regression shows the extent to which a variable dependsotimeg independent variable on which it is being regressed.
After controlling demographic variables Gender, Age, Expeeeartd Qualification, a regression analysis was executed
between IV and DV.

Table 2: Results for Regression Analysis of InvestméiDecision

Investment

Decision
Predictors B Rz | AR2
Step 1
Control variables 305
Eitsgniial literac 3857 1 .55 1 .155
inanci Y | 182%* | 84 | .129
Financial knowledge

n=207, Control variables were, Gender, Age, Experience aatifiQation, ***p<.000 and ***p<.000

Hypothesis 1:proved that availability bias is negatively related witie Investment Decision. Table 2 indicates
that availability bias is significantly associated witkiestment decision witf=.385*** and p<.000.

Hypothesis 2proved that loss aversion bias is also positively relatighl the investment decision wifb=.182

and p<.000, so on the base of this support hypotheses2Llztt are accepted.

Table 3: Moderation Analysis Results for Risk Perception

Investment
Decision

Predictors B R2 AR?
Ste.p 1Control 305
variables
Step 2Availability 2.365
biasLoss aversion -1.547 .535 .230
bias Risk perception 1.627
Step 3 *kk
ABxRP "g’gg’*** 593 | .058
LAxRP )

n=257, Control variables were Gender, Age, Experience andfiQatadn, ***p<.001
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From Table 3, it can be observed that interaction terrffimdincial literacy and risk perception” effect on the
relationship of “Availability bias and investment deoisi with f=-5.93*** p>.063.So as the interaction term of “Loss
aversion bias and risk perception” effect on the relationshifhoss aversion bias and risk perception” wth.360***,

p>.001, so on the basis of the support hypotheses 4 and S@asceatpted.

DISCUSSIONS AND CONCLUSIONS

This study aims to investigate the influence of behavisiagdes on investment decisions made by investors. This
objective was achieved by administering a questionraick collecting empirical data from investors, graduatpoSt
graduate students about their own perceptions of biases.i@uedte was distributed among the sample of two hundred
seven which 72% were males and 28% were females. Tatististal techniques were used to analyze collected data.
Correlation was used to analyze the relationship moflfarity (availability) bias, loss aversion bias. Clogént correlation
determines the significant difference between the responsealefand female about risk perception. Results of thiyys
reports weak negative correlation between availabiligs lE@nd investment decision making discussed in the study. Thi
study concludes there is no significant difference beatvtiee responses of male and female decision making ragdadis
aversion bias. As Barber and Odean (2001) study concluded #iag are more risk taker than females while making both
financial and non-financial decisions. But this study condutleat there is no significant association between risk
perception and gender. From the sample of respondents mostnofwihee subject to availability bias. Only few
respondents were subject to loss aversion bias and themsiteve relationship between investment decisions making.
Most of the respondents were subject to familiarity bias thede is weak negative relationship between familiarity
(availability) bias and investment decisions making. The madig® of risk perception strengthen the relationship betwee
loss aversion bias investment decisions making, whilekeresd relationship between familiarity (availabilitypdiand
investment decisions making.The result of this study refptesious studies conducted on behavioral biases within

investment decision making.
Implication for Managers

The data and information are very useful for managersgtovs) who are basically involved in investment
processes either individual or at intuitional level. Theiinfation gives help to fund manager, how to make investment
decision, how to take risk of investment, and how toegate portfolio of investment for achieving desired retufimg
data help and give ideas to fund managers how to investtioybar way. The statements we make about how to invest a
implication for future investment. There are differentialales which are directly link with investment, so fundnagers
also take the decision in the light of that variable. The aagaiseful both individual and professional investors, disase
different types of fund managers and different typesmainagers who delivers the financial services to different
clients/customers. The present research highlights majgediahich effects investment decision making processland
refers the solution for of the problem.

Future Direction Recommendations

The research is tests some biases with specific modetitsk perception but there are many numbers of biases
that affect the investment decision making processdderation is replace nr mediation then results may fieretit. If
area of study is extended to many cities, simple seénarease and real investors of stocks are partidpatfuture study

then results could be better than presents study.
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Limitations

The time horizon for this study was too limited and pragesearch of variables was not possible. And the data

was collected cross sectional from few cities and thmdti® now shifting towards longitudinal studies for propediving

the problems. The other limitations cannot be ignored in Rakisbntext as Aycan et al (2000) stated that Pakistan is

totally different country and need separate studies.cbheept of research studies in Pakistan and respondent ratg is ve

low. Most of investors weak financial knowledge so for ti&ly involved in different type of biases and as altdke

investment decision making process effect irrational besufficient loss on investment. These effects reflectaiional

stock exchanges, and miss representation of true econstuybeid.
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APPENDICES
Survey for Research

Dear Respondent,

I am a student of MS Management Sciences at MohammadnARHR University Islamabad. | am conducting a
research on impact of behavioral biases on individualsinvent decisions. You can help us by completing the attached
guestionnaire, which | think you will find quite interestirigappreciate your participation in my study and | assbat
your responses will be held confidentialand will only be used for education purposes

Please insert a check mgrK) in the appropriate column to indicate whether you agree agmie with each of
the following statements.

Section 1

1 2 3 4 5
Strongly
Disagree

Disagree | Not Sure, Agreg Strongly Agree

Section 2: Investment Decision

Investment Decision
| know about interest rates, Finar
charges, And credit terms.
ID2 Money is most important goal of my life 1 2 3 4 |5

ID1

ID3 | know how to manage the finances. 112 |3 |4 |5
ID4 | know how to invest my mone 112|345
ID5 It is more satisfying tt 1123l al 5

save than invest money
| would invest a large

ID6 . 1(2|3| 4| 5
sum of money in stock.
Section 2: Contd.,
D7 'I_'he uncertainty of whether the_z market will 11203 al 5
rise or fall keeps me from buying Stocks.
ID8 | budget my money very we 112|345
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Section 3: Risk Perception

Risk Perception

I usually have a fear to invest in stoc

RP1 . 12| 3| 4
that have a sure gain
| am cautious about stocks which

RP2 | show sudden changes in price or 1 21 3| 4

trading activity

| usually have worry investing in

RP3 | stocks that have had a past negative 1 | 2 | 3| 4

performance in trading

I usually consider the credibility of

RP4 | brokerage firms that provide the 1 21 3| 4

financial services

| am often not afraid to invest in

RP5 | stocks that have shown a past positivel 21 3| 4

performance in trading

Section 4: Availability Bias

Availability Bias

AB1

| prefer to invest in stock which has been
evaluated by well-known expert

AB2

My investment decision depends on r
and favorable (positive) 1 12| 3
informationreleased regarding the stock

AB3

If someone had told me that a financ
crisis is about to happen in a years'time. L | 2| 3
would be Convince

AB4

| prefer to buy stocks on the days wt
the value of Index increases

AB5

| prefer to sell stocks on the days when
the value of the Index decreases.

Section 5: Loss Aversion Bias

Loss Aversion Bias

LAl

Ihave aknowledgeto invest my capital in busil 12

LA2

I am hopeful when undertaking investment that t
exhibited a sure loss

LA3

| am cautious about losseswhich show sudden
changes in price or trading activity

LA4

I usually haveinvesting in capital that havea past
positive performance in trading

LAS

My decisionin businessis largely based
onknowledge, experiences and education

Articles can be downloaded fromwww.impactjournals.us




Demographics Data

1 2
Gender Male Female
Age 1 2 3 4 5

18-25 26-33 | 34-41 | 42-49 | 50 and Abov
Age 1 2 3 4 5

18-25 26-33| 34-41| 42-49 50 and Abovye
Experience 1 2 3 4 5

5 and Less 6-13 14-21 22-29 30 and Above

Figure 2

| am grateful for your time and input



