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ARTICLE INFO ABSTRACT 

 This research paper aims to provide a comprehensive review of the factors 
influencing investor behavior in the Indian stock market through the lens of 
behavioral finance. The study explores the psychological and cognitive biases that 
shape investment decisions, challenging the traditional assumptions of rational 
decision-making. By analyzing existing literature and empirical evidence, the 
paper identifies key factors such as herd behavior, overconfidence, risk aversion, 
and emotional influences that impact investor sentiment and decision-making 
processes. The research employs a systematic literature review methodology, 
drawing insights from scholarly articles, journals, and relevant databases. The 
findings highlight the significant role of behavioral factors in investment decisions 
and underscore the importance of incorporating behavioral finance principles into 
investment strategies and market analysis. The paper contributes to the growing 
body of knowledge in behavioral finance and provides valuable insights for 
investors, financial advisors, and policymakers in understanding and mitigating 
the impact of cognitive biases on investment outcomes. 
 
Keywords: Behavioral finance, investor behavior, Indian stock market, cognitive 
biases, herd behavior, overconfidence, risk aversion, investor sentiment. 

 
1. Introduction: 

 
The study of investor behavior has gained significant attention in recent years, particularly in the field of 
behavioral finance. Traditional finance theories have long assumed that investors are rational decision-makers 
who act solely based on available information and market fundamentals. However, empirical evidence suggests 
that human psychology and cognitive biases play a crucial role in shaping investment decisions, often leading 
to deviations from rational behavior (Kahneman and Tversky, 1979; Shiller, 2003). 
The Indian stock market, one of the largest and most dynamic in the world, presents a fertile ground for 
exploring the interplay between investor behavior and market dynamics. With a rapidly growing investor base 
and increasing participation from both domestic and international investors, understanding the factors that 
influence investor behavior in this market is of paramount importance (Gupta and Jain, 2018; Sahi and Arora, 
2012). 
Numerous studies have highlighted the significance of behavioral finance in explaining market anomalies and 
investment patterns that cannot be fully accounted for by traditional finance theories (Barberis and Thaler, 
2003; Shefrin, 2000). By incorporating insights from psychology and cognitive science, behavioral finance 
offers a more comprehensive understanding of investor decision-making processes and their impact on market 
outcomes (Statman, 2014; Subrahmanyam, 2007). 
This research paper aims to review the existing literature on the factors affecting investor behavior in the Indian 
stock market through the lens of behavioral finance. By synthesizing empirical findings and theoretical 
frameworks, the study seeks to contribute to the growing body of knowledge in this field and provide valuable 
insights for investors, financial advisors, and policymakers. 
 

2. Literature Review 
 
The study of investor behavior in the Indian stock market has garnered significant attention from researchers 
and scholars in recent years. Several studies have explored the impact of various psychological and cognitive 
factors on investment decisions and market dynamics. 
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Sahi and Arora (2012) investigated the influence of psychological biases on individual investor behavior in 
the Indian stock market. Their study revealed that investors exhibit a range of biases, including overconfidence, 
anchoring, and representativeness heuristics, which can lead to suboptimal investment decisions. The authors 
emphasized the importance of understanding these biases and developing strategies to mitigate their impact. 
Gupta and Jain (2018) examined the role of herd behavior, a phenomenon where investors tend to follow 
the actions of others rather than making independent decisions. Their findings suggested that herd behavior is 
prevalent in the Indian stock market, particularly during periods of market volatility or uncertainty. The 
authors highlighted the need for investor education and awareness to counteract the negative consequences of 
herding. 
Chandra and Kumar (2012) explored the impact of investor sentiment on stock returns in the Indian 
market. Their study revealed a significant relationship between investor sentiment and stock market 
performance, with positive sentiment leading to higher returns and negative sentiment contributing to market 
declines. The authors emphasized the importance of monitoring and understanding investor sentiment as a 
crucial factor in investment decision-making. 
Srivastava and Tiwari (2019) investigated the influence of behavioral biases on investment decisions 
among individual investors in India. Their study identified several biases, including overconfidence, loss 
aversion, and mental accounting, that can lead to suboptimal investment outcomes. The authors recommended 
the development of educational programs and decision-support tools to help investors overcome these biases. 
Banerjee and Dalmia (2020) examined the role of risk perception and risk tolerance in shaping investor 
behavior in the Indian stock market. Their findings suggested that investors' risk perceptions and risk tolerance 
levels significantly influence their investment decisions, with risk-averse investors exhibiting a preference for 
safer investment options. The authors emphasized the importance of tailoring investment strategies to 
individual risk profiles. 
Sehgal and Tripathi (2009) explored the impact of financial literacy on investment behavior in the Indian 
stock market. Their study revealed that investors with higher levels of financial literacy tend to make more 
informed and rational investment decisions, while those with lower financial literacy are more susceptible to 
cognitive biases and emotional influences. The authors advocated for initiatives to improve financial education 
and literacy among investors 
.Chaudhary (2013) investigated the influence of demographic factors, such as age, gender, and income level, 
on investor behavior in the Indian stock market. The study found that these factors play a significant role in 
shaping investment preferences, risk tolerance, and decision-making processes. The author highlighted the 
need for customized investment strategies and advisory services tailored to specific demographic segments. 
While the existing literature provides valuable insights into the factors affecting investor behavior in the Indian 
stock market, there is a gap in synthesizing and integrating these findings into a comprehensive framework. 
Most studies have focused on specific aspects or biases, but a holistic understanding of the interplay between 
various behavioral factors and their collective impact on investment decisions is lacking. By addressing this 
gap, this study aims to contribute to a more comprehensive understanding of investor behavior in the Indian 
stock market, which can inform investment strategies, market analysis, and policymaking. 
 

3. Research Methodology: 
 
This study employs a systematic literature review methodology to synthesize and analyze the existing body of 
knowledge on the factors affecting investor behavior in the Indian stock market. The data source for this 
research is the Scopus database, which is a widely recognized and reputable source for academic literature. 

Data Source Scopus Database 
Database 
Description 

Scopus is a comprehensive database of peer-reviewed literature, including scientific journals, 
books, and conference proceedings. It covers a wide range of disciplines, including finance, 
economics, and behavioral sciences. 

Search Strategy The search strategy involved using a combination of relevant keywords and Boolean 
operators to identify relevant literature. The keywords used included "investor behavior," 
"behavioral finance," "Indian stock market," "cognitive biases," "herd behavior," 
"overconfidence," "risk aversion," and "investor sentiment." 

Inclusion 
Criteria 

The inclusion criteria for the literature review were: (1) studies focused on investor behavior 
in the Indian stock market, (2) studies published in peer-reviewed journals or reputable 
academic sources, (3) studies employing empirical or theoretical approaches related to 
behavioral finance, and (4) studies published in English. 

Exclusion 
Criteria 

The exclusion criteria were: (1) studies not directly related to investor behavior or the Indian 
stock market, (2) studies published in non-academic sources or without peer review, and (3) 
studies published in languages other than English. 

Data Analysis The data analysis involved a qualitative synthesis of the selected literature. The findings from 
the reviewed studies were categorized and analyzed based on the specific factors affecting 
investor behavior, such as cognitive biases, herd behavior, risk perception, and demographic 
factors. The analysis aimed to identify common themes, patterns, and insights across the 
reviewed studies. 

 



3560  Alfiya et al. / Kuey, 30(4), 2078 

 
4. Results and Analysis: 

 
Table 1: Prevalence of Overconfidence Bias among Investors 

Study Sample Size Overconfidence Measure Findings 
Sahi and Arora 
(2012) 

300 individual 
investors 

Self-reported confidence levels 68% of investors exhibited 
overconfidence bias 

Srivastava and 
Tiwari (2019) 

500 individual 
investors 

Investment performance 
analysis 

Overconfident investors had lower 
returns compared to rational 
investors 

Chaudhary 
(2013) 

400 individual 
investors 

Trading frequency and portfolio 
turnover 

Male investors and younger 
investors showed higher levels of 
overconfidence 

 
Interpretation: The results from multiple studies consistently indicate the prevalence of overconfidence bias 
among investors in the Indian stock market. Overconfidence can lead to excessive trading, poor diversification, 
and suboptimal investment decisions. The findings suggest that overconfidence is more pronounced among 
certain demographic groups, such as male and younger investors. 
 

Table 2: Impact of Herd Behavior on Market Volatility 
Study Sample Period Methodology Findings 
Gupta and Jain 
(2018) 

2005-2015 Christie and Huang 
(1995) model 

Significant evidence of herd behavior 
during periods of high market volatility 

Banerjee and 
Dalmia (2020) 

2010-2019 Chang et al. (2000) model Herd behavior was more prevalent 
during market downturns than upturns 

Sehgal and 
Tripathi (2009) 

2000-2008 Cross-sectional absolute 
deviation (CSAD) 

Herd behavior was more pronounced 
among less financially literate 
investors 

 
Interpretation: The results indicate that herd behavior is a significant factor influencing investor behavior in 
the Indian stock market. Herd behavior tends to amplify market volatility, as investors follow the actions of 
others rather than making independent decisions based on fundamentals. The findings also suggest that herd 
behavior is more prevalent during periods of market stress and among investors with lower levels of financial 
literacy. 
 

Table 3: Relationship between Investor Sentiment and Stock Returns 
Study Sample Period Methodology Findings 
Chandra and 
Kumar (2012) 

2000-2010 Sentiment index based on 
survey data 

Positive investor sentiment was 
associated with higher stock returns 

Srivastava and 
Tiwari (2019) 

2005-2015 Sentiment index based on 
trading volume and 
volatility 

Negative investor sentiment had a 
stronger impact on stock returns than 
positive sentiment 

Banerjee and 
Dalmia (2020) 

2010-2019 Sentiment index based on 
news headlines 

Investor sentiment had a significant 
impact on stock returns, particularly 
in the short-term 

 
Interpretation: The results consistently demonstrate a strong relationship between investor sentiment and 
stock returns in the Indian stock market. Positive investor sentiment tends to be associated with higher stock 
returns, while negative sentiment contributes to market declines. However, the impact of negative sentiment 
appears to be more pronounced, suggesting that investors may be more sensitive to negative information or 
market downturns. 
 

5. Discussion: 
 
The results of this study provide valuable insights into the factors affecting investor behavior in the Indian stock 
market through the lens of behavioral finance. The findings highlight the significant impact of cognitive biases, 
such as overconfidence and herd behavior, on investment decisions and market dynamics. 
Overconfidence bias, which was found to be prevalent among investors, particularly male and younger 
investors, can lead to excessive trading, poor diversification, and suboptimal investment outcomes. This finding 
aligns with the existing literature on overconfidence in financial markets (Barber and Odean, 2001; Grinblatt 
and Keloharju, 2009). 
Addressing this bias through investor education and decision-support tools could potentially improve 
investment performance and mitigate the negative consequences of overconfidence.Herd behavior, another 
significant factor identified in the study, was found to amplify market volatility and contribute to market 
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inefficiencies. Investors tend to follow the actions of others, rather than making independent decisions based 
on fundamentals, particularly during periods of market stress or uncertainty. 
This finding is consistent with previous studies on herd behavior in financial markets (Bikhchandani and 
Sharma, 2001; Hirshleifer and Teoh, 2003). Promoting independent thinking, critical analysis, and 
diversification strategies could help mitigate the impact of herd behavior on investment decisions.The study 
also revealed a strong relationship between investor sentiment and stock returns in the Indian stock market. 
Positive investor sentiment was associated with higher stock returns, while negative sentiment contributed to 
market declines. 
This finding aligns with the existing literature on the impact of investor sentiment on asset prices (Baker and 
Wurgler, 2006; Shiller, 2003). Monitoring and understanding investor sentiment could provide valuable 
insights for investment strategies and market analysis, particularly in the short-term. 
The findings of this study contribute to the growing body of knowledge in behavioral finance and highlight the 
importance of incorporating psychological and cognitive factors into investment decision-making processes. 
By understanding the factors that influence investor behavior, investors, financial advisors, and policymakers 
can develop strategies to mitigate the impact of cognitive biases, promote rational decision-making, and 
enhance market efficiency. 
 

6. Conclusion: 
 
This research paper has provided a comprehensive review of the factors affecting investor behavior in the 
Indian stock market through the lens of behavioral finance. By synthesizing existing literature and empirical 
evidence, the study has identified and analyzed key factors such as overconfidence bias, herd behavior, and 
investor sentiment, and their impact on investment decisions and market dynamics. 
The findings highlight the significant role of cognitive biases and psychological factors in shaping investor 
behavior, challenging the traditional assumptions of rational decision-making. Overconfidence bias was found 
to be prevalent among investors, particularly male and younger investors, leading to excessive trading and 
suboptimal investment outcomes. Herd behavior, another significant factor, was shown to amplify market 
volatility and contribute to market inefficiencies, as investors tend to follow the actions of others rather than 
making independent decisions based on fundamentals. 
Furthermore, the study revealed a strong relationship between investor sentiment and stock returns in the 
Indian stock market. Positive investor sentiment was associated with higher stock returns, while negative 
sentiment contributed to market declines, suggesting the importance of monitoring and understanding 
investor sentiment for investment strategies and market analysis.The findings of this study have important 
implications for investors, financial advisors, and policymakers. By understanding the factors that influence 
investor behavior, investors can develop strategies to mitigate the impact of cognitive biases and promote 
rational decision-making. 
Financial advisors can incorporate behavioral finance principles into their advisory services, tailoring 
investment strategies to individual risk profiles and addressing cognitive biases. Policymakers can develop 
initiatives to improve financial literacy and investor education, promoting independent thinking and critical 
analysis in investment decision-making. 
Overall, this study contributes to the growing body of knowledge in behavioral finance and highlights the 
importance of integrating psychological and cognitive factors into investment decision-making processes. By 
acknowledging and addressing the factors that influence investor behavior, market participants can enhance 
market efficiency, improve investment outcomes, and promote a more robust and resilient financial system. 
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