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ABSTRACT

Purpose: The theory of behavioral finance explains that how the emotions and
mental errors influence the investing decision of the investor in the investment market.
Behavioral finance as a different stream brought a different perspective where studies
in the area proved through various studies that individuals are not necessarily rational
and logical in their financial decision making. Behavioral biases impacts and influence
the investment decisions differently based on the various independent factors. One of
the prominent factor that influences the investment decision is demographic variables,
prominently gender, age, income, occupation and marital status. This paper pivots
around the behavioral aspect of the financial decision maker based on the age; that
whether the aged or elderly investors make better investment decisions. The other point
of research was the effect of demographic variable (age) on different behavioral biases
of financial decision makers.

Design/Methodology/ Approach: This empirical research is based on the data
collected through an administered questionnaire and responses received from 290
investors in Delhi National Capital Region. Statistical tools were used for analysis and
to discover the relationship between the various independent and dependent variables.

Finding: The research finding suggests the presence of significant association of
age with different behavioral biases. Authors feel that outcome of research could be
beneficial not only for the is the investors in understanding the said relationship while
considering investment decisions and behavioral mistakes, but also to the dealers in
financial products in recognizing buyers’ behavioral aspects.

Originality/Value: This paper will benefit the investors of all the age- groups to
understand the biases that they unknowingly face. It will help the investors to take
better financial decisions in the future.
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Introduction

The greatest obstacle that investors encounter while
making investment is not only the decision being taken
at present but also the returns in future; while considering
unpredictable future with perfect accuracy. The decisions
being taken are not being taken in same manner by each
individual, reason being the presence of various factors.
Specifically demographic factors like  gender, socio-
economic history, marital status, degree of accomplishment
in employment, age, sex, etc. are the differentiating factor
amongst the investors. Behavioral finance theories seek to
clarify and develop an interpretation of investors’ thought
habits, and the cognitive and decision-making mechanisms
involved. Basically, behavioral finance tries to clarify the
psychological viewpoint on what, when and how investments
are to be made. Behavioral finance theorists and researchers
had examined the capital markets and discussed the behavior
behind certain stock market trends. It tries to build the bridge
between neoclassical finance and psychological finance.
Behavioral finance deals with different types of financial
biases which an investor unknowingly faces at the time of
investment, which has been explained in this section of the

paper.

*  Overconfidence bias: Overconfidence occurs when
people continue to overestimate their performance skills
and expectations.

*  Representativeness bias: Gilovich et al (1983) defined
it as “an assessment of the degree of correspondence
between a sample and a population, an instance and a
category, an act and an actor or, more generally, between
an outcome and a model.” The goal of representativeness
is to assess the probability of situation. Heuristic
estimation of the likelihood of an item or occurrence
A belonging to a class or a mechanism B.People also
make the error of assuming that two identical items or
incidents are connected than they are really linked.

*  Gambler’'s Fallacy bias: Known as Monte Carlo
fallacy or the fallacy of the maturity of chances, this is
situational event when the investors lack in preparedness
due to huge data generating process and in the presence
of law of small numbers which lead them to a gambler’s
fallacy effect Kanheman and Tversky (1971) research
concluded that such behavioral bias revolves around the
misconception of the fairness of the laws of chance.

e Anchoring bias: “In many situations, people make
estimates by starting from an initial value that is adjusted
toyield the finalanswer. Theinitial value, or starting point,
maybe suggested by the formulation of the problem, or
it may be the result of a partial computation. In either
case, adjustments are typically insufficient.” (Slovic and
Lichtenstein, 1971). That is, “different starting points
yield different estimates, which are biased toward the
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initial values. We call this phenomenon Anchoring.”
(Tversky and Kahneman, 1974).

* Availability bias: Based on selective inaccessibility,
people appear to focus their decisions more on current
results than on a detailed inquiry of past incidents and
therefore are prone to news. People sometimes make
decisions centered on investments across the world on
the details that are readily available and do not require
the burden of a detailed assessment.

*  Herding bias: That is the most important error in which
investors appear to follow the investment choices of the
majority.

*  Loss aversion bias” Loss Aversion is a general trend of
human decision-making that is harmful and unstable,
whereby people are more prone to losses than income.

*  Regret aversion bias: Regret Aversion is a psychological
mistake due to excessive exposure to regret while making
a bad decision, particularly when the investor has a
clearly enhanced view of the alternative’s outcomes.This
form of mistake is origin induced by people’s inability to
accept their mistake.

Review of Literature

Noura Metawa, M. Kabir Hassan, Saad Metawa, M.
Faisal Safa, (2018) studied the relationship between Behavioral
factors such as “investor sentiments”, “overconfidence”,
and “herd behavior”, “over reaction and under reaction”
investment decisions and also between demographic factors
and investment decisions. The survey was conducted in
Egyptian stock market, with the help of a questionnaire. The
questionnaire was filled by 384 investors. Data, so collected,
was analyzed with the help of multiple regression method.
It was found out that behavioral factors such an “investor
sentiment”, “over confidence”, and “overreaction” and
“under reaction” affects the investment decision. Also age,
gender and level of education have direct effect on investment
decisions.

Ashly Lynn Joseph, Prakash (2014) carried out the
research to understand the preference of the investors in terms
of savings.The outcome of the analysis was that respondent
savings in bank deposits and insurance are of greater value
across all age groups. The respondent’s wealth is an significant
aspect impacting the respondent’s financial portfolio.Tahira
R. Hassan in 2014 studied the effect of demographic factors-
gender and age on two biases, i.e. overconfidence bias and
loss aversion bias. The study was confined to Pakistan.
The results of the study show that gender is not related to
overconfidence, gender is not related to loss aversion, people
who are overconfident are usually less reluctant to loss, men
are generally less confident, young people are less confident
in the past, women are often less willing to loss, and older
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people are often not willing to bear losses.She considered
males in Pakistan more confident and females more reluctant
to lose. The results also show that older and experienced
investors are overconfident in trading.

Korniotis, G. M. et.al (2011) carried out work in order
to define the paradigm utilized by older investors for their
investment decisions. Older investors have been shown to be
more seasoned and have strong understanding of investments
too. When the older investors, on the other hand, have
less experience or lower wages, their expertise on the stock
market is immediately decreased and their investing ability
is less effective. If it is seen on a wider scale, however, older
investors show more expertise and experience, and thus take
good choices.

Objectives of the study

The objectives of the study are as follows:

1. To understandthe different financial behavioral biases
that prevails in the stock industry.

2. To see how the investment decisions of investors of
various ages are significantly different.

3. To know if there exists any significant difference in the
financial behavior biases and age of the respondent.

Research Methodology

Hypothesis 1H: There is no significant association
between different age groups in context to their investment
decisions.

Hypothesis 2H: There is no significant association in
financial behavior biases different age groups.

Data collection- In order to carry out an empirical
analysis, the researchers had developed a questionnaire. The
same questionnaire was personally administered and data
was collected through it personally, email and other mode
of communications. Primary data from investors who invest
using various financial products and modes is obtained.

Sample size- The sample size for the study was 315
respondents. 25 questionnaires were found to be incomplete,
so they were out rightly rejected from the sample size. So
the data size used for analyzing the result is 290 respondents
from Delhi NCR after. The main group in this study was
stockbroker’s employees, although the direct investors were
some of the respondents

Pilot Study-A pilot research was carried out before the
data collection at a bigger level analysis could take effect. 50
respondents were randomly selected for this study. Reframing
of questions was done, few of the questions were found to
be tough to interpret by the respondents were reframed and
even some of them were merged to reduce the number of
repetitive questions. At last 44 variables were identified to be
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captured through the administration of the questionnaire.
On the collected data the analysis was done with the help of
statistical tools.

Reliability Statistics of the Questionnaire-Before the
compilation of data it was submitted, a check was conducted
to validate the precision and quality of the questionnaire.
The alpha of Cronbach was 0.853. In order to validate that
the questionnaire is able to analyze the different behavioral
bias substantially and as was tried to be captured through the
questionnaire, Cronbach’s alpha was measured.

Figure 1: Cronbach’s Alpha result

Reliability Statistics
Cronbach's Alpha

N of Items

853 44

(Source: Data collected from field study)

Data Analysis: Descriptive Analysis

The data was collected by 290 investors having the
following age groups. Approximately 39% of respondents
were from the age bracket of 26 to 35 years, followed by 30%
from the age bracket of 36 to 60 years of age. Around 18% of
respondents were from 18 to 25 years of age and remaining
13% were above 60 years of age.

Table 1: Age
Valid Cumulative
Frequency | Percent | Percent Percent

Valid 18 t0 25 years 33 18.3 18.3 18.3

261035 years 112 38.6 38.6 56.9

36 to 60 years 87 30.0 30.0 86.9

> 60 years 38 13:1 13.1 100.0

Total 290 100.0 100.0

(Source: Data collected from field study)

Testing of hypothesis using ANOVA

Table2: ANOVA

Sum of Mean
Squares Df Square F Sig.
OC [ Between Groups 4552 3 1517 3.009 031
Within Groups 144222 286 504
Total 148.774 289
RE | Between Groups 3.223 3 1.074 1.509 212
Within Groups 203.582 286 712
Total 206.805 289
AV | Between Groups 2.409 3 .803 1.972 118
Within Groups 116.460 286 407
Total 118.870 289
HE | Between Groups 766 3 255 390 760
Within Groups 187273 286 655
Total 188.039 289
GF | Between Groups 1.696 3 565 1.880 133
Within Groups 835995 286 301
Total 87.690 289
RA | Between Groups 287 3 096 163 921
Within Groups 167.731 286 386
Total 168.019 289
AN | Between Groups 2.010 3 670 1.760 .155
Within Groups 108.865 286 381
Total 110.875 289
LA | Between Groups 4568 3 1523 | 2892 036
Within Groups 150.608 286 527
Total 155.176 289
ID | Between Groups 3.764 3 1.255| 2.65% 049
Within Groups 134954 286 472
Total 138.719 289

(Source: Data collected from field study)
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POST HOC (TUKEY HSD TEST) between financial behavioral biases and investment decisions
with demographic variable (Age)

Findings

Table 3- Multiple Comparisons-Tukey HSD The following are the findings from the research-

*  The data was collected by 290 investors from different

95% Confidence
Mean Interval age groups. Approximately 39% of respondents were
Dependent Difference Std. Lower | Upper 0
Variable M Age ) Age a-n Error | Sig. | Bound | Bound from the age bracket of 26 to 35 years, followed by 30%
Overconfidence | 18t0 25 years | 26to 35 years -21771| .11839 257 | -3237 .0882
360 0o —sssol 37 2855 5asa| Tooa from the age bracket of 36 to 60 years of age. Around
=60 years -44991| 15095| 016| -8400[ -0598 18% of respondents were from 18 to 25 years of age and
Loss Aversion | 18to 25 vears | 26 to 35 vears -.02861 | .12099 995 -3413 2840 .. o
3610 60 years ~14422| 12645| 665 | -4710| 1825 remaining 13% were above 60 years of age.
=60 years 27003 | .15425 300 -.1286 6686 . . i
26 10 35 years | > 60 years 29864 | 13623 | 128 -0534] 6507 *  Overconfidence bias and Loss aversion bias have a
3610 60 vears | =60 years 41425 | 14111 019 .0496 7789 ionifi < e ith the diff £
Tavestment [ 181035 years | 2610 35 years Sicec| 11453 0311 —e126| 0207 significant association with the different age groups o
Decisions 36 to 60 years -21933 | 11970 260 | -5286| .0900 the investors.
=60 years 28517| 14602|  209| -6625| 0922
26 to 35 vears | 36to 60 vears 09732 | .09817 754 -.1564 3510 . Sl : : ot :
e T ETS B R B T T BT Investment decisions have a significant association with

(Source: Data collected from field study)

Analysis of Variance (ANOVA) is the set of statistical
models and related measurement methods for evaluating
variations between group means in one study (such as the
“variationamong and between groups”). The ANOVA test
explains that when the p- value is less than the significance
level, the results are statistically significant and the null
hypothesis should be rejected.

As per the results shown in the above table, it is seen that
Overconfidence bias, having p-value of 0.31 and Loss aversion
biashaving p-value of0.36 have a significant association with
the different age groups of the investors, since the p-value
in both the biases is less than significance level of 0.05. In
case of investment decisions, it was seen that p-value is less
than the significance level, and hence the null hypothesis is
rejected and an alternative hypothesis is accepted.

Tukey’s Honest Significant Difference (HSD) test, which
is an integral part of ANOVA, is a post-hoc test based on
the studentized range distribution. The ANOVA check will
inform that the findings are statistically relevant, so it won’t
tell where the variations lay. The variation between the groups
is explained by HSD Tukey test.

From the above analysis in table 3, it has been observed
that investors who fall in the age group of 26 to 35 years,
36 to 60 years and investors of 60 years are more prone to
overconfidence bias as compared to the investors who are in
the age group of 18 to 25 years. Further analysis shows that
respondents who are of the age group of 26 to 35 years and
36 to 60 years face more of loss aversion bias as compared
to investors who are in the age group of 18 to 25 years. The
investors who are in the age group of above 60 years are more
prone to face loss aversion when compared with the investors
who are in the age group of 18 to 25 years, 26 to 35 years and
36 to 60 years. Investors of age group 26 to 35 years, 36 to
60 years and investors above the age of 60 years take better
investment decisions as compared to investors of age group
of 18 to 25 years.

the different age groups of the investors.

»  Age group of 26 to 35 years, 36 to 60 years and investors
above 60 years are more prone to Overconfidence bias
as compared to the investors who are in the age of 18
to 25 years.

» Investors who are of the age group of 26 to 35 years
and 36 to 60 years face more of loss aversion bias as
compared to investors who are in the age group of 18
to 25 years.

»  Investors of age group 26 to 35 years, 36 to 60 years and
investors above the age of 60 years take better investment
decisions as compared to investors of age group of 18 to
25 years.

Conclusion

The purpose of the research was to find out whether
behavioral biases and investment decisions affect individuals
differently based on their age. Findings suggest that age
matters as far as the investment decisions and financial biases
are concerned. Robust data from total of 290 respondents
for the study from Delhi NCR states that in the present
circumstances in the sample universe the respondents
demographic variable, age had a relationship with the
variables investment decisions and financial behavioral
biases. Based on the objective of the study and the statistical
testing of hypothesis researchers had shown the relationships.
The results of the research show that overconfidence bias and
loss aversion bias are the important behavioral bises that are
visible with the age of the respondent. With diversity in the
age groups from 39% being highest for the age group 26 to 35
and least with 13% of the sample size being in the age group
above 60 years of age. The investment decisions made by
the investors are also dependent upon the age of the investor,
due to this the age group 18 to 25 years of age are the most
overconfident age group with its impact on their investment
decisions. the same age group is found to be less prone to the
loss aversion biases in comparative to the senior age groups.
With maturing the experiences in the investments is visible by
the fact that the investors with the age group of 60 and above
of age are making better investment decisions in comparative
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to the younger age groups. In other words, the research can be
summed up by saying that overconfidence bias, loss aversion
bias and investment decisions have a significant association
with the different age groups of the investor.

The research is really useful for investors as well as
investment traders in recognizing buyers’ feelings and
behavioral mistakes. By this way they can prepare, plan
and produce products and services based on the behavioral
biases of the individual investors and promote accordingly.
Providing products and services at young age will be beneficial
for building financial behavior during investors’ investment in
future. This is one of the areas which set the future direction
of research in the Indian context, where studies in this regard
are limited. With the emergence of new technologies and
modes of investments, are the youngsters in India are also
changing with these products and services in their hands with
the presence of disposable funds in their hands.
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