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ABSTRACT

This study investigates an investor perception abouestment decision. | used to describe a cognitieuristic
called availability bias. Under loss aversion (jpect theory) can occur in risky and riskless chai@»oth biases effect the
decision of investor. The investor risk perceptienanalysis brings logic reason that how investtcss when they faced
with multiple option of investment. | used questiaire based survey method to collect data from oamyl selected
sample of 207 individuals. Correlation analysis basn used to estimate the models under studylifiiations include.
Some recommendations have been made that couldégsaprchers in their future works.

KEYWORDS: Availability Bias, Loss Aversion, Risk Perceptidnyestment Decision
INTRODUCTION

According to conventional financial theory, investare perfectly rational in financial decisiong bametimes
emotions and psyche influence their decisions,ingufiem to behave in an irrational way. Behavidti@ance provides
the explanation of this phenomenon. Decision maldnifpe mental and cognitive process that resnlthé selection of a
course of action among several alternative sitnatid\lthough emotional and cognitive weaknessebiases affect all
people but traditional and standard finance igndhese biases because it assumes that people amales rational

decisions (Statman, 1995). According to behavifinaince investor is normal.

Recent research finds out that there are somesbihatinfluence investor decisions(Tversky&Kahnapd79).
After that, large numbers of biases find out likeyeitive bias, representative bias, overconfiddries and loss aversion
bias (Koichi&Toshihiko, 2013). Investors make judgmh under uncertainty is re-analyzed with combia#fdct of some
other biases (Armstrong, 1984).Investor’s attitudvards gain and loss due to static difference®saciinvestors
(Feng&Seasholes, 2005) and Investor’s psyche hasgseffect on investment decision making in stegkhanges while
making capital investment that is why they behavationally (Zaidi&Tauni, 2012), emotions and psgchre major
factors. Number of articles are published to staahlyze, and to inform investors that this is féet that influence your

decision.

Aim of our study is to investigate the impact ofaflability Biases (Heuristic bias)that refers as #ituation when
investors make decisions according to availablermétion or Probability of events by available imf@tion and when
relevance instances come to mind while decisionimgakTversky & Kahneman, 1973)and Loss aversiors lof@scribes
the behavioral biases with the effect of disposifRrospect theory), risk and return paradox (Fibgam& Thomas,

1988). Risk taking and risk aversion prioritiesyw#iom securities to securities. It explains thédeéor of investor; they
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become risk averse when prior return was abovéatiget level and risk seeker in case of previoss (degers, 1991).This
theory applies in different perspective when theme so many alternatives because decision makeraadrconstant in
their preferences. One source of information abditg is media advertisement and that make invesioational by
quickly reaction on it (Zhu, 2002). People judge #ame event will fit into a given category duesitilarity with prior
happening that is why Investor’s Risk taking arsk mversion priority strongly related with priordses and gain, it may
cause risk assessment error (Mcnamara & Bromi@97), furthermore cognitive and emotional weakrsags vital role
and effect of availability bias also described BaKer & Nofsinger, 2002; Sewell, 2007). Investose umental short cut

while making decisions and use probability of happg same event in future as well.

In this study we will see the moderating effectimfestor Risk perception on the relationship ofeistiment
decision making, availability bias and loss aversimas respectively. Risk in the modern world iscpaved and acted
upon in two fundamental ways. Risk as feelingsreefe our instinctive and intuitive reactions tandar. Risk as analysis
brings logic, reason, and scientific deliberationbear on risk assessment and decision making @dtilen, 2006).
Sometime it effect investor to make positive relaship and maintain profit, while sometime invedass high gains on

little investment, so it’s also effects negativiig investment decision making.

Purpose of this study is to explore availabilitadan loss aversion bias effect on investment idacimsaking and
whether risk perception of invertor effect the tiglaship or not. This study will help the investdosfind out the reasons
of irrational decision making due to Availabilityials and loss aversion bias. It will help the reslears how these
behavioral biases vary in collectivist and indivatlst cultures and impact on the psyche of develpmountries like
Pakistan. Prior researchers conducted studies padnof Representative and Availability biasesmrestment decision in
Individualistic dominated culture, but researcharsollectivist dominated countries are compardjivess concern about
this cultural aspect in decision making. This studV fill this contextual gap in prior studies. giificance of our study is
to examine the impact of behavioral biases on imest decision making that result from investor risics, and
proposes solutions for reducing such errors. Thidyshas relative importance due to lack of awassrie this in Pakistani
economy here investors are not fully awarded abiwege kinds of biases that they are indulge inuitriot known about

these biases

Contribution of our survey study is behavioral k&®n investment decision making of investor bygisield
survey are identified. Majority of behavioral fir@narticles focus on one bias only (Barber & Od&&®1). In addition,
the use of experimental or survey method is stlltively infrequent in financial research. Typieaiperimental or survey
studies on behavioral biases use samples thatdmaotunly students (Buksar & Conolly, 1988) or onifpssionals
(Montier, 2006). Studies comparing financial margedfessionals and other people are rare and t{picancentrate on
differences between two types of respondents (Kawttal., 2008; Torngren &Montgomery, 2004). Thtsdy uses a
sample consisting of separate groups of peoplestovg and business students as well. In additidhedaliversity, the data
of this study is also rare due to timing. The syreé this study is conducted during the period dftdrically high
uncertainty in markets. To demonstrate behavioiatds we developed the simple regression and atio®lamong
behavioral biases, moderation of risk perceptiathiamestment decision making. Overall, the resoftthis research paper

provide valuable new information on behavioral band investment decision making.
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LITERATURE REVIEW
Investment Decisions

Investment is the action or process of investinghayowith the hope of future benefit but the worfdrvestment
can be hot and cold but investing through researah by keeping your head straight can lead yowtwzess. Every
investor wants to get desired return from theiregtment to make optimal investment decision (Shh®p4) explained
that maximum level of risk for specific level oftuen to compare the decision from benchmark. Inafamal market,
Managers have superior information than individimlestors because investors just interpret extefaetors while

making investment decision rather managers areea@fdanternal and external as well (Myers & Ma;jli§84).

In past few decades, some researcher thinks thanhalpand rational decision must be depend on atfvan
financial knowledge (Merton, 1987). Investment de can be irrational from the perspective of aeseer but can be
rational from the investor point of view (Harris&nHarrel, 1993), because psychological descripibmvestor’s mental
processes plays vital role (Jaros, Jermier, KogBle3incich,1993). Factors that influence the inwgnt process can be
Returns from investment that depends on whetheasidecof investor have influence on the policy ofrf in which they
are going to invest (David, Kochhar, & Levitas, 89@nd cost of investment and benefit from investinoan influence,
that is why in order to get high returns investewidte from the right and rational decision (Castioung, & Morris,
1997).

Availability Bias and Investment Decision Making

In Availability Bias a decision maker relies uponokvledge that is readily available rather than erasother
alternative and procedure (Folks, 1988). Decisi@kens in stock market are also influenced by tliermation they get
during selection and identification of stock (Ha&ysStumpf, 1989). Most of investors change theioich by keeping in
mind their cost of capital (Modigliani & Miller, BB). Investor preferences change according to abailinformation
(Harris &Raviv, 2005) and as a result in a paraculeading pattern and sometime even irrelevardrimétion also
influence investment decision (Krichler, Maciejoysk Weber, 2010). Here these irrelevance infornratieffect
investment decision making negatively, on the basilable information risk taking behavior of ister about particular
security change the decision (Grable, Lytton & GIIN2010). Several past studies says that invesieel comfortable in
making decision based on if they have superiorrimfidion (Wang, Keller, & Siegrist, 2011).When anfiin financial
market reveal misconduct, the investor of thatipaldr firm's stock get negative signal quickly afjgmp on the

conclusion (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 pgychologists Daniel Kahneman and Amos Tversky/9n9.
They analyzed that people feel double ache from éssthey feel satisfaction from gain (prospecbiyle Loss aversion
investors think more actively or consciously totpod the decrease in capital and fear of loss ratten growth in their
investments (profit). Loss aversion refers to #rediency of people who are more sensitive to reoludti their capital than

to increase in it (prospect theory).
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Loss averse investors behavior cannot be judgeatiadrsmall investment and change in environment caés
affect the decision of lose averse investor andviddal's parameter of loss aversion is similar different choice

environments (Rabin, 2000).

People may also over attend to losses and gairmibechey underestimate how quickly they will adaphese
changes (Koszegi& Rabin 2006). Cultural values affect the cognitive biases in the investors, &kiBtan women are
more loss averse than men (Tahira Hassan, Wajihalik &Habib, 2014). Specifically, female investase said to be
probabilistically more loss averse than male irdlial while making financial decisions (Blavatsky&grebna 2008).
Older people, and unemployed individuals are mowes laverse than younger and employed individualnancial
decisions. Loss aversion is the combination of @ar sensitivity to losses than to gains and detecy to evaluate
outcomes frequently. There are two myopic losssigarare tested experimentally. Investor who myoisic aversion will
be more willing to accept risk if they evaluateithevestment less often to gain high return, tkieeo is investor will not
accept unknown risk but accepts the low return \Witbwn risk due to their low financial knowledge ligh psyche of
loss averse. Financial knowledge decreases lossianaip to some extent. High income and highertived investor are
significantly linked with loss aversiorGéchter, Johnson,& Herrmann, 200The possibility of loss aversion effects
suggests, more generally, that treatments of regsoto changes in economic variables should rdytseparate the cases
of favorable and unfavorable change (Kahneman, 3¢hé& Thaler, 1991).Kahneman, Knetsc and Thaler 1188ggest
that the loss aversion biased investors are moagianal in making the investment decisions. So bGtarature
distinguishes two type of investors, one is on Hebialoss aversion bias a don’t bear unnecessiakyand save capital
from loss these or effect positively while investof second thought didn't effect from such biad effect negatively on

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 Dasion Making

The decision making behavior of an individual ifeeffed by the attitude and perception toward riskvall as the
way in which the risky investment risk is subjeetivperceived by the individual such as decisiokingbehavior of an
investor is influenced by the biases. Sitkin andl®#1992), Sitkin and Weingart (1995) discusseat thking action on
risk is affected by both perception of risk andtadie towards risk. A number of empirical reseaschave been conducted
on this bond and concluded that investment decisiaking process according to many investors is riyagdfected by
risk perception (Weber & Hsee, 1998). Chen and {[&210) investigated empirically the relationshgteen perception
of risk and decision making of investment particylahey consider the individual investor factohsvestment decision
making is a critical activity for an individual iegtor who requires more return with biases of és&s'sion and availability
bias (Veld & Markoulova, 2008; Frigns et al, 2008he contribution of our paper is to make a bontivben perception
towards risk and individual investor decision makimho makes investment in different stocks. If el of perception
towards risk and forbearance of risk is differehg individual investor thinks differently aboushinvestment, based on
economic position and his psyche for this reasdferdnt investors within different concepts abdek make his choice in

investment differently.
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Moderation of Risk Perception between AvailabilityBias and Investment Decision

Risk is a widely used term in cross disciplinekodwledge and holds various meanings in differemtexts. In
behavioral finance, it is one of the key varialleat is observed, measured and analyzed. If inkesie effected form
biases (availability bias) the decision may betioraal (Vicciardi, 2004). After a careful examinati of the literature we
found that the previous empirical literature wasuged on the relationship between risk percepttitude towards risk
and investment decision of individual investorgsibbvious that investment decision largely degemi risk perception
and risk attitude of investors. Behavioral Finaliterature assumes that decision of asset allatatiaisky and riskless
assets relies on the risk-taking attitude of inme¢Nosic &Weber, 2007). Researchers have alwags literested in the
factors that determine if perception of investontord risk is varying or not? Our H1 says that mlality bias have

impact on investment decision making while inclypof risk perception may also increase and stramgthis relationship
H4: Risk perception moderates the relationship ofavailability bias and investment decision.
Moderation of Risk Perception between Loss AversioBias and Investment Decision

It is important for individual investor to notifjé crucial factors that to play significant rolecimices especially
when he/she perceives risk and with bias of logssaon (Grable et al, 1999; Hallahan et al, 2004 contribution of our
paper is to make and show the relationship betweeception towards risk taking as a moderator addidual investor
decision making with loss aversion bias that makesstment in different equity shares optionsh# tevel of perception
towards risk and forbearance of risk is differeéhg individual investor thinks differently aboushinvestment, based on
economic position and his psyche; for this reaslifferent investors within different concepts abosk make his choice
in investment differently (Hallahan et al, 2004pl@rance of risk is the individual behavior towatie decision making so
this a significant factor that is used by managenaed other service providers at the time of invesit. Here the risk
perception use as a moderator strengthens sigmificghe relationship of loss aversion bias and stent decision

making.

H5: Risk perception moderates the relationship betweenl oss 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 studiyde#criptive nature, as research has already dmetucted in
this area. Moreover it is a casual type of invedtigg. Data and sample collected for this paperqasestionnaire using
convenience sampling, from Islamabad stock exchamgkbusiness students. The population of thisystuaks all the

people who are above the age of 18 years haviny edelcational qualification and experienced of emtering the
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decision making in their lives. Initially 260 quiestnaires were distributed and 230 were receivek.b@ut of these 23
guestionnaires were incomplete and were omitte@rdtbre 207 questionnaires were used for the stughyesenting
response rate of 79%. Most of The participantsreaé stock investors and others are graduate asidgpaduate students
whose well financial knowledge. The participantsraveasked not to mention their names or organizatioames
anywhere in the questionnaire to guarantee cortimég Questioners were distributed online anckdi through personal
meeting held in different situations and 140 arden@nd 67 are females respondents are asked tsermoong the
choices that which type of decision they will tak®d through their responses to the questions stutiyed the behavioral
biases prevalent among their decision. The abollected data for this study was analyzed by usintgpke regression and
correlation Coefficient techniques are run to test hypothesis. The Correlation coefficient showe telationship

between investment decision making and availalilias and loss aversion bias.

Instruments
Investment Decision: Investment decision was measured using questicwidir 5 dimensions (1=Strongly
Disagree to 5= Strongly Agree) byAhmed (2013)

Some of the items are: money is important goal gflife, it is the more satisfying to save than tweést money, stock

market are unpredictable that's why | would nevestocks, | would invest a larger sum of moneytatks.

Risk perception: Risk perception was measured by a scale with tengnsions 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 incoesellin the long run, | am looking
for businesses or employment with higher incomgglieve that the key issue of running differentetlyf businesses are

similar, | can accurately forecast the total teendnd for my business.

Availability Bias: Availability bias will be measured by a scale witle 5 dimensions 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 whh 5 dimensions from (5=Strongly
Agree to 1= Strongly Disagree) by Parker and Déex(1083).

FINDINGS AND RESULTS
Reliability

For our questionnaire survey | adopt it which hasrbalready used in much research survey. Ourigonatre is
more reliable in each other which show the statitreliability of scale. Cronbach’s Alpha is.683ieh is very close

t0.700 the decrease in cronbach’s alpha is dusitm b licked scales.
Correlation Analysis

The vary purpose of correlation is to indicate thkation between two variables or to examine whethe 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 perception .341* 068 1
Investment decision -.042 A57*  -.057 |1

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

In Table 1, results of descriptive statistics and&ation among the variables are presented. @Gioe analysis
shows negative (-.042) and significant correlati@iween availability bias and Investment decisi®o.our theoretical
hypothesis proved statistically. Loss aversion lsagositively (.157*) and highly significant colaged with Investment

decision.

Regression Analysis

For drawing conclusions regarding the dependencenef variable on another, regression analysis é&l.us
Regression shows the extent to which a variablemipon another, independent variable on which lieing regressed.
After controlling demographic variables Gender, Aggperience and Qualification, a regression amalysas executed

between IV and DV.

Table 2: Results for Regression Analysis of Investemt Decision

Investment

Decision
Predictors B R2 | AR2
Step 1
Control variables 305
?itr?zfl)niial literac 3857 | .55 | .155
o Y | 182% | 84| .129
Financial knowledge

n=207, Control variables were, Gender, Agepdfience and Qualification, ***p<.000

and ***p<.000

Hypothesis 1:proved that availability bias is negatively relateith the Investment Decision. Table 2 indicates

that availability bias is significantly associateih investment decision witp=.385*** and p<.000.

Hypothesis 2:proved that loss aversion bias is also positivelgted with the investment decision wjh.182

and p<.000, so on the base of this support hypeshesind 2 both are accepted.

Table 3: Moderation Analysis Results for Risk Percption

Investment
Decision

Predictors B R2 AR?2
Ste_p 1Control 305
variables
Step 2Availability 2.365
bias Loss aversion -1.547 .535 .230
bias Risk perception 1.627
Step 3 *kk
ABXRP e | 593 | 058
LAxXRP '
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n=257, Control variables were Gender, Age, Expegeand Qualification, ***p<.001

From Table 3, it can be observed that interactemtof “financial literacy and risk perception” eft on the
relationship of “Availability bias and investmenédsion” with f=-5.93***, p>.063.S0 as the interaction term of 40
aversion bias and risk perception” effect on tHatienship of “Loss aversion bias and risk peraaptiwith f=.360***,

p>.001, so on the basis of the support hypothesesl4 are also accepted.
DISCUSSIONS AND CONCLUSIONS

This study aims to investigate the influence ofadabral biases on investment decisions made bysiove. This
objective was achieved by administering a questiornand collecting empirical data from investaygaduate & post
graduate students about their own perceptionsasfelsi Questionnaire was distributed among the saofigivo hundred
seven which 72% were males and 28% were females. satistical techniques were used to analyze aeliedata.
Correlation was used to analyze the relationshifawiliarity (availability) bias, loss aversion kiaCoefficient correlation
determines the significant difference between #sponses of male and female about risk perceResults of this study
reports weak negative correlation between avaitghiias and investment decision making discussethé study. This
study concludes there is no significant differebewveen the responses of male and female deciss@mgiregarding loss
aversion bias. As Barber and Odean (2001) studgledad that, males are more risk taker than femakéle making both
financial and non-financial decisions. But thisdstuconcludes that there is no significant assamiathetween risk
perception and gender. From the sample of respémdmost of them were subject to availability bi&@nly few
respondents were subject to loss aversion biasttaré is positive relationship between investmesttisions making.
Most of the respondents were subject to familiabtgs and there is weak negative relationship betwemiliarity
(availability) bias and investment decisions makifilge moderation of risk perception strengthenrétationship between
loss aversion bias investment decisions makinglewmlieakened relationship between familiarity (eadaiiity) bias and
investment decisions making. The result of thigdgtuefutes previous studies conducted on behavioigdes within

investment decision making.
Implication for Managers

The data and information are very useful for mamadavestors) who are basically involved in invesht
processes either individual or at intuitional levEhe information gives help to fund manager, howrtake investment
decision, how to take risk of investment, and howge¢nerate portfolio of investment for achievingided returns. The
data help and give ideas to fund managers howgstrin particular way. The statements we make talbow to invest are
implication for future investment. There are diffat variables which are directly link with investmeso fund managers
also take the decision in the light of that vaaldlhe data are useful both individual and protessdiinvestors, as well as
different types of fund managers and different syp# managers who delivers the financial servicesdifferent
clients/customers. The present research highliglager biases which effects investment decision ngkirocess and also
refers the solution for of the problem.

Future Direction Recommendations

The research is tests some biases with specifieratidn of risk perception but there are many nusbébiases

that affect the investment decision making procéssoderation is replace nr mediation then resoits/ be different. If
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area of study is extended to many cities, sim@e are increase and real investors of stocks atieipated in future study

then results could be better than presents study.

Limitations

The time horizon for this study was too limited gmdper research of variables was not possible. theddata

was collected cross sectional from few cities dmdttend is now shifting towards longitudinal sesifor properly solving

the problems. The other limitations cannot be igdoin Pakistani context as Aycan et al (2000) dtéitat Pakistan is

totally different country and need separate studibg concept of research studies in Pakistan esgbndent rate is very

low. Most of investors weak financial knowledge feo that they involved in different type of biasasd as a result the

investment decision making process effect irrafidrgar a sufficient loss on investment. These &ffeeflect on national

stock exchanges, and miss representation of trugoecy disturbed.
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APPENDICES

Survey for Research

Dear Respondent,

| am a student of MS Management Sciences at Mohah#tialinnah University Islamabad. | am conductig

research on impact of behavioral biases on indalidlwvestment decisions. You can help us by cormgethe attached

guestionnaire, which | think you will find quiteteresting. | appreciate your participation in mydst and | assure that

your responses will be held confidential and will only be used for education purposes

Please insert a check mar in the appropriate column to indicate whether pgree or disagree with each of

the following statements.

Section 1
Strongly | . N I
Disagree Disagree | Not Surel Agrep Strongly Agree

Section 2: Investment Decision

Investment Decision
| know about interest rates, Finance
charges, And credit terms.
ID2 Money is most important goal of my life 1 2 |3 U5

ID1

ID3 I know how to manage the finances. 112 |3 |4 |5

ID4 | know how to invest my money. 1 P B 4 5

D5 It is more s_atlsfylng to 11213l 4l s
save than invest money

D6 | would invest a large 11213l 4l s

sum of money in stock.
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Section 2: Contd.,

D7 The uncertainty of whether thg market will 11213l al s
rise or fall keeps me from buying Stocks.
ID8 I budget my money very well. L 2 B 4 b
Section 3: Risk Perception
Risk Perception
RP1 I usually have a fear to invest in stocks1 5| 3| a|l s

that have a sure gain

| am cautious about stocks which
RP2 | show sudden changes in price or 1] 2] 3| 4| 5
trading activity

| usually have worry investing in
RP3 | stocks that have had a pastnegativel 1 | 2 | 3| 4| 5
performance in trading

| usually consider the credibility of
RP4 | brokerage firms that provide the 1] 2] 3| 4| 5
financial services

| am often not afraid to invest in
RP5 | stocks that have shown a past positiyel | 2 | 3| 4| 5
performance in trading

Section 4: Availability Bias

Availability Bias
| prefer to invest in stock which has been
evaluated by well-known expert
My investment decision depends on ne
AB2 | and favorable (positive) information 1 12| 3| 4 5
released regarding the stock
If someone had told me that a financial
AB3 | crisis is about to happeninayears'time. L | 2| 3| 4 5
would be Convince
| prefer to buy stocks on the days when
the value of Index increases
| prefer to sell stocks on the days when
the value of the Index decreases.

AB1

=

AB4

AB5

Section 5: Loss Aversion Bias

Loss Aversion Bias

LAl | have a knowledge to invest my capital in Imesis 1] 2| 3 4

I am hopeful when undertaking investment that havF
LA2 o
exhibited a sure loss

LA3 I am cautllous_about Ioss_es wh!c_h show sudden 11213l 4l s
changes in price or trading activity

| usually have investing in capital that have at pas

LA4 o . ;
positive performance in trading

My decision in business is largely based on

LAS knowledge, experiences and education
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Demographics Data

1 2
Gender Male Female
Age 1 2 3 4 5

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

18-25 26-33| 34-41] 42-49 50 and Above
Experience L 2 3 4 S

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

Figure 2
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