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EXPLORING THE IMPACT OF BEHAVIORAL ANOMALIES IN INVESTMENT 

DECISION OF INVESTORS OF CAPITAL MARKET IN BANGLADESH:   

A BEHAVIORAL FINANCE APPROACH 
 

Abstract 

This paper aims to investigate how behavioral anomalies manipulate investors’ cogent investment decisions into 

silly decisions and how investors’ behavioral anomalies play an imperative role on investment decisions. 

Regression method was adopted to analyze and interpret investors’ behavioral anomalies. The study highlights 

on how investors’ behavioral anomalies (i.e. anchoring, conservatism, endowment, optimism and hindsight) 

influence investors’ investment decisions. To conduct this study, researchers collected primary data from 120 

investors under Dhaka Stock Exchange and Chottogram Stock Exchange using structured questionnaire. 

Conversely, secondary data were collected from different journal articles and books. Basically logistic 

regression technique was run using SPSS to analyze behavioral anomalies of investors in decision making. The 

results showed that behavioral anomalies were leading factors to contribute decision making process of investors 

in Bangladesh. The findings of this paper would help to understand common behavioral anomalies and their 

effect in investment decisions for the decision makers and researchers. 

 

Keywords: Behavioral Anomalies, Investment Decisions, Investors, Capital Market 

 

1.0  INTRODUCTION 

 

A capital market is a market where investors buy and sell shares, debentures etc. (Guler & Banu, 2015; 

Richard, 1975; Thao & Joseph, 2012). Capital markets play a very significant role in the economy of 

Bangladesh (Glaser, et al. 2009; Hamadi, et al., 2012). Investors usually make their investment 

decision independently in a capital market (Kafayat, 2014; Qing, et al., 2014). Through investment, 

they enjoy many benefits from a stock market like long term growth of capital, dividend income and 

control over the inflation. The liquidity of the stock market is more attractive for the investor for 

investment purpose (Kim & Nofsinger, 2003; Ngoc, 2013; Aziz & Khan, 2016).Presently 

psychological aspect of finance is being emphasized across the globe (Al-Hilu,et al, 2017; Asaad, 

2012; Barberis & Thaler, 2003). The conventional part of finance does not pay attention to investors’ 

behavioral anomalies.  

Alternatively, behavioral finance has been griping a significant role in investors’ investment decisions 

(Garcia, 2013; Joachim Goldberg, 2007; Jiang, 2011; Kallinterakiset al., 2009). As per conventional 

economic theory investors are considered that they are rational, the market is efficient and then wealth 

can be maximized through rational investment decisions. However, the idea of entirely rational 

investors that have perfect control on their decisions to maximize their utility is becoming less popular. 

In efficient markets, investors are considered aslogical, unbiased and consistent who make optimal 
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investment decisions without the effects of psyche and emotions. Investors do not always make a 

rational decision while making an investment decision (Daniel, K. et al., 1998; Kahneman &Riepe, 

1998). Different anomalies are observed when investors try to make their investment decisions. 

On the other hand, Efficient Market Hypothesis (EMH) states that markets are always efficient, but in 

reality markets are not always efficient. An abnormal market behavior can occur, such as the January 

effect, Monday effect, which means that human behavior, influences securities prices and, therefore, 

markets. Different psychological anomalies contribute to be irrational behavior (Muradoglu,et al, 2005; 

Pikulina,et al., 2017; Pompian, 2006). 

The effect of this is that the behavioral aspects of finance can play impact on investors’ investment 

decisions. Many countries like Bangladesh investors have been experiencing many times massive 

market collapses. Researchers have usually been investigating and relating the reasons and 

consequences of the market behavior using traditional finance tools like Efficient Market Hypothesis 

(EMH), Capital Assets Pricing Model (CAPM), capital budgeting techniques etc. for the investors’ 

investment decision. As a result, this study would have been considered empirical evidence to 

contribute further to explore behavioral finance. Understanding investors’ impact of behavioral 

anomalies on investment decision, this paper would contribute splendidly. In Bangladesh, 

concentrating and practising behavioral aspects of finance is inadequate. This study will undoubtedly 

unlock the current situations. 

 

1.1 Research Gap 

Most of the prior literature focused on developed North American, European, or Asian developed 

markets. There is a lack of research in behavioral finance covering Bangladesh capital market 

particularly on behavioral anomalies in investment decisions. Mobarek, A., & Keasey, K. (2000) found 

that developed and developing countries do not have focus on behavioral aspects of finance and 

insignificant studies have been conducted in the capital market of Bangladesh.  This paper aims to 

fulfil the gap by investigating how behavioral anomalies influence investors’ investment decisions and 

how investors’ behavioral anomalies play vital role in investment decisions in the capital market of 

Bangladesh.  

 

1.2 Research Question 

The researchers intention is to answer the following specific research questions: i) What are the 

impactful behavioral anomalies in investment decisions? ii) How can behavioral anomalies play a 

substantial role in investment decision?  
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1.3 Objective of the Study 

This study has some special objectives to be accomplished. The main objectives of  this reasearch is to 

find out effect of behavioral anomalies in investment decision. To some extent, the specific objectives 

(Malhotra, Naresh K et al., 2013) of this paper are three; first, to present the major behavioral 

anomalies; to find out how behavioral anomalies play a crucial role on investment decision; and third, 

to analyze data, interpret on findings and present some recommendations.  

 

2.0 REVIEW OF LITERATURE 
 

Behavioral finance is one of the best approaches to explain investors’ investment behavior in their 

investment decisions. Researchers attribute the behavioral biases of investors and stock market 

anomalies to psychological concepts (Grinblatt & Keloharju, 2009; Trinugroho & Sembel, 2011; 

Venkata, et al. 2018).  During decision making investors’ ignore behavioral aspects of finance; they 

focuse on traditional measures of the firm performance like EPS, DPS, past performance, money 

market’s condition, advice of brokerage houses, family and friends while making investment decisions 

Akhter, R., & Ahmed, S. (2013). The people are systematically over-reacting to unexpected and 

dramatic news results in substantially weak form inefficiencies in the stock market. Psychological 

accounting is a set of cognitive operations used by individuals and households to organize evaluate and 

keep track of financial activities (Amar, 2013; De Bondt & Thaler, 1985). Jay R Ritter (2003) has 

given a brief introduction of behavioral finance published in Pacific Basin Finance Journal. In his 

research article, he rejected the traditional assumption of expected utility maximization with rational 

investors in efficient market. The two construction blocks of behavioral finance are cognitive 

psychology (How People Think) and the limit of arbitrage (when the market will be inefficient).  Early 

investment theories recommendthat investors are rational and base their decisions on maximizing 

returns while limiting the risks. However, recent theories challenge these suggestions and assumptions. 

Human mind does not always think logically, and neither do the markets still perform efficiently. 

Psychological factors such as greed and fear among others can affect the investment choices of people. 

While rational thinking might recommend that investing in say, the stock market is ideal for a 

particular kind of investor. However, fear of losing money and having met a peer who has lost money 

in the stock market, Raman, (1918). Chen, (2007) et al. found that investors were highly overconfident 

to make investment decision which led to poor returns from their investments. Dewri, L. V., & Islam, 

M. R. (2015) found that investors’ investment decision depends on behavioral attributes and dividend 

preference. 
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Birau & Singh (2012) observed that investment decision is influenced in a large proportion by 

psychological and emotional factors. Chan, (2004) examined a central subjective bias, anchoring, 

which was underlying many behavioral-finance theories. Researchers added that anchoring bias 

formed in individual’s closely monitor transactions of capital market. Chen, (2007) et al. found that 

investors were highly found Conservatism biased to make investment decision which led to poor 

investments decisions with poor returns from their investments. Hirshleifer, (2015) claimed that by the 

endowment biased investors seemed to whatever happens they try to rely on their initial decision. 

Researcher also described that combination of effects generated return momentum and reversal, and an 

over precaution outline in response to trend in public value signals (e.g. earnings news sequences). 

Molla E. et al. (2018) found that investors were biased by behavioral anomalies that influence to their 

investment decisions. Pompian, (2006) stated that optimism would be thought of the investors that 

frequent selling of securities might lead high volume of costs. Soman, (2004) claimed that traditionally 

thought of investors were rational, but practically they were optimistic regarding considering different 

costs which they believed, would reduce return of securities. Cherry, (2001) proposed that investors 

behaved different way over frequent selling of securities which might be thought behind considering 

high volume of taxes while trading securities in the capital markets. An unusual and more literature 

shows that hindsight also plays a significant role in investment decisions (Statman et al., 2006; Lo, 

A.W. et al., 2005; Shefrin, 2002; Daniel et al., 1998).  

 

Above is some of the brief literature reviewed following behavioral finance which highlights how the 

individual irrational behaviors have an impact on investment decisions. There are some causes of 

behavior anomalies those impact on investment decisions in the capital market. People tend to attach or 

“anchor” their thoughts to a reference point even though that may hardly have any logical association 

with the decision at hand. Conservatism deters artificial inflation of earnings available for distribution 

to shareholders at the expense of lenders, and limits the ability to overstate earnings and be 

overcompensated under compensation plans (Beatriz et al. (2010). Khan and Watts (2009) had the 

same opinion that these restrictions reduce agency costs because they discourage managerial efforts to 

transfer wealth to themselves instead of increasing the total firm wealth. The Endowment Investment 

Philosophy figures portfolios using an asset allocation methodology and it offers the best possible for 

superior risk-adjusted returns and lower volatility through all market cycles (Robert 2016), It’s a good 

idea to become familiar with this philosophy as it could help building a better-performing portfolio. 

Optimism may also result from analysts’ incentives to issue buying recommendations or optimistic 

forecasts to make the deal look more attractive to the market. It is argued that affiliated analysts issue 

https://www.nerdwallet.com/finance/financial-advisors/advisors/profile/389/robert-riedl-cpa-cfp-awma-cpa
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more optimistic forecasts and more favourable recommendations (Dechow et al., 2000; Dugar and 

Nathan, 1995; Stefano & Silvio, 2007). Shiller (2000) described hindsight bias as the tendency to think 

that one would have known actual events are coming before that happened. Monti and Legrenzi (2009) 

found strong evidence for the consequences that hindsight bias could have on the investor’s portfolio 

decisions: the portfolio allocation perception and therefore, the risk exposure. 

 

3.0 THEORETICAL BACKGROUND AND RESEARCH MODEL  

Agreeing with the thought of the prospect theory which defines how people choose between different 

options (or prospects) and how they estimate (many times in a biased or incorrect way) the perceived 

likelihood of each of these options. Even though the likelihood of a costly event may be minuscule. 

Prospect theory depicts that people tend to value gains and losses differently from one another, and, as 

a result, will base decisions on perceivedincreases rather than on perceived failures. For that reason, a 

person faced with two equal choices that are presented differently (oneconcerning possible increases 

and one concerningpossible losses) is likely to choose the one suggesting gains, even if the two choices 

yield the same result. Prospect theory suggests that losses hit investors harder. There is a more 

significant emotional impact associated with a loss than with an equivalent gain (Kahneman & 

Tversky, 1979). 

 

According to this theory, individuals maximize a weighted sum across states of the world of value 

functions (utilities); value depends on gains or losses rather than levels, and where the weights are 

functions of probabilities. Infigure 1, suggesting that value is an S-shaped function of gain or loss (dual 

risk attitudes) ensuingin risk aversion in the gain domain and risk seeking in the loss domain. Loss 

aversion is reflected in a kink in the value function at zero gain or loss. 

 
Figure 1: Prospect Theory  

Source: Kahneman, D., & Tversky, A. (1979) 
 



6 
 

This paper deals with five independent psychological anomalies i.e. anchoring, conservatism, 

endowment, optimism and hindsight claimed by Pompian, (2006) along with dependent variable 

investment decisions. Molla, (2018) found that in Bangladesh investors are found behave irrationally 

concerning their investment decisions. Khan, F. et al. (2015) observed that the behavioral aspects or 

psychological factors are liable to influence investors’ investment decisions. The market is experienced 

volatile, repeatedly, i.e. market crash takes place, investors left from the market right away due to 

market behavior which led by behavioral anomalies of investment decisions. In this study, especially 

five behavioral anomalies are considered as independent variables along with one dependent variable 

of investment decision. These variables are examined by the thirty (31) specific questions relating to 

the individual variable. To some extent, the study focused on why and how anchoring, conservatism, 

endowment, optimism and hindsight variables influence investors’ investment decision. Following 

model is developed by the researchers specifically for this study that may uncover the fact of 

investment decision of Bangladeshi investors and their investment decisions in the capital market. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2: Conceptual model for understanding of behavioral anomalies on investment decision  

Source: Researchers Proposed Model for the study 

 

Above model in the figure 2, researchers tried to showcase different behavioral anomalies that may 

influence in investment decisions. Anchoring represents cognitive anomaly, by the variable researchers 
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explain that people are generally better at estimating relative comparisons rather than absolute figure. 

Besides, conservatism indicates also cognitive anomaly. It is mentioned, conservatism anomaly is a 

mental process in which investors’ cling to their previousviews or forecasts at the expense of 

acknowledging new information. Endowment prescribes as the emotional anomaly. By the variables it 

is meant, investors are willing to pay for a good, or an object should always equal the investors’ 

dispositionto accept dispossession of the good or the object when the dispossession is quantified in the 

form of compensation. On the other hand, optimism prescribes as emotional behavior. By which, 

investors tend to be overly about the market, the economy and the potentiality for positive performance 

on the investment decision they make. Many of them believe that bad investment decisions not happen 

to them only happen to others. Last but not the least, hindsight explains as cognitive anomaly of the 

investors. It is precipitated by the fact that real outcomes are more eagerly grabbed by investors’ mind 

than the infinite array of conclusions that could have but didn’t materialize. This is why, investors 

overestimate the accuracy of their predictions. Besides, researchers would want to uncover whether 

there were any impact of some other variables like gender, age, education, duration of investment and 

type of security on investment decisions. 

 

3.1 Research Hypotheses 

H01: There is no significant impact of anchoring on investors’ investment decision. 

H02: There is no significant impact of conservatism on investors’ investment decision. 

H03: There is no significant impact of endowment on investors’ investment decision. 

H04: There is no significant impact of optimism on investors’ investment decision. 

H05: There is no significant impact of hindsight on investors’ investment decision. 

H06: There is no significant impact of gender on investors’ investment decision. 

H07: There is no significant impact of age on investors’ investment decision. 

H08: There is no significant impact of education on investors’ investment decision. 

H09: There is no significant impact of duration on investors’ investment decision. 

H010: There is no significant impact of type of security on investors’ investment decision. 

 

4.0 METHODOLOGY OF THE STUDY 
 

4.1 Data Collection, Sample and Research Instrument Description 

Both primary and secondary data were collected to carry out this research. This paper put emphasis on 

qualitative approach. Primary data were collected through a self-administarted structured questionnaire 

consisting of 31 questions for both independent and dependent variables. The questionnaire was 
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developed by using 5 points Likert Scale, where: 1= Strongly Disagree, 2= Disagree, 3= Neutral, 4= 

Agree and 5= Strongly Agree in the part ‘B’ along with some dichotomous questions in the parts ‘A’ 

and ‘C’. Primarily, Around 300 investors (from both DSE and CSE) are considered as population for 

conducting this research.  Investors of different brokerage under DSE and CSE situated in Dhaka 

metropolitan area were considered as population. Among them, 120 (from DSE 80 and CSE 40) were 

selected as sample using stratified random sampling technique. Conversely, secondary data were 

collected from different published research articles of international and national journals. The 

researchers also studied some books and other authentic web links relating to behavioral anomalies and 

investors’ investment decisions. In this study, popular statistical methods were applied to test of 

hypotheses and variables relating to the objectives of the research. Mainly logistic regression model 

was run to analyze data. Peng, C. Y. J. et al. (2002) found that the use of logistic regression has 

increased in the social sciences and in educational research - especially in higher education. Besides, 

test of reliability, and descriptive statistics were also run to carry out this study using popular software 

tools like ‘Statistical Package for the Social Sciences’ (SPSS) and Microsoft Excel software. 
 

4.2 Data Reliability Test 

The question of reliability rises as the function of scales is stretched to incorporate the realm of 

prediction. One of the most reliability statistics in use today is Cronbach’s alpha - Santos, J. R. A. 

(1999). Cronbach’s alpha is the convenient test used to estimate reliability or internal consistency of a 

composite score. Usually it gives a result 0 to 1 but sometimes adverse effects may provide. A negative 

effect indicates data in not fit for the test. On the other hand, the general rule of thumb, Cronbach’s 

alpha .70 and above is the excellent result, .80 and above better result and .90 and above is the best. 

Therefore, in the Table 1, Cronbach’s alpha for the thirty one items was .81, suggesting that all factors 

had excellent internal consistency to carry out further analyses.  

 

Cronbach's Alpha Number of Items 

.809 31 

Table 1: Test of Reliability through Cronbach’s Alpha 

Source: SPSS Data Analysis Output 

 

4.0 RESULTS AND DISCUSSIONS 
 

5.1 Descriptive Statistics 

Descriptive statistics demonstrated (Appendix: Part - A), that among the investors 79.20% were male and 

20.80% were female included in the study. Conversely, maximum 67.5% investors’ age range was 

between 35 to 45 years. Furthermore, 56.70% of the investors were undergraduates and 43.3% were 
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graduates and above. Farzana W. et al. (2012) found that education is a significant factor to be considered 

while investors making their investment decision in the capital market of Bangladesh. On the other hand, 

45.8% investors kept their investment for 2 to 5 years. Finally, maximum 65% liked to invest in the stocks. 

 

5.2 Testing Hypotheses  

In this part of the study, all ten null hypotheses (i.e. H01, H02, H03, H04, H05, H06, H07, H08, H09 and 

H010) were tested to satify the questions and objectives of the research. For analyses, Logistic 

regression and independent sample test were run using SPSS and MS Excel software.   

Logistic Regression 

Logistic regression assumes that the errors are distributed binomially. Unlike Ordinary Least Square 

Regression, the random and systematic components of the model do not map directly onto one another 

and non-linear link function, known as the ‘logit’, is used, Hutcheson, G. D., & Sofroniou, N. (1999). 

In logistic regression, it is predicted the probability of Y occurring given known values of X1 (or Xs).  

Logistic Analyses  

Data of 120 samples data were processed, there was no missing cases showing table 2. 

Unweighted Cases
a
 N Percent 

Selected Cases Included in 

Analysis 

120 100.0 

Missing Cases 0 .0 

Total 120 100.0 

Unselected Cases 0 .0 

Total 120 100.0 

a. If weight is in effect, see classification table for the total 

number of cases. 

Table 2: Case Processing Summary 

Source: SPSS Data Analysis Output 
 

In the study every investor was requested to response whether (s)he was rational investment decision 

maker or irrational decision maker. If (s)he would rational then put the value 1 otherwise put value 0.   

Original 

Value 

Internal 

Value 

No 0 

Yes 1 

Table 3: Dependent Variable Encoding 

Source: SPSS Data Analysis Output 

Categorical Variables were coding with different parameter.  
 

 Frequenc

y 

Parameter coding 

(1) (2) (3) (4) 

Age Below 25 9 1.000 .000 .000 .000 

25-35 7 .000 1.000 .000 .000 

35-45 81 .000 .000 1.000 .000 
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45-55 14 .000 .000 .000 1.000 

55 Above 9 .000 .000 .000 .000 

Which type of securities 

do you prefer to invest? 

Stocks 78 1.000 .000   

Mutual Funds 26 .000 1.000   

bond/debenture 16 .000 .000   

How long have you been 

investing in capital 

market? 

Less than 2 years 39 1.000 .000   

2-5 years 55 .000 1.000   

5 years more 26 .000 .000   

Educational Qualification Undergraduate 68 1.000    

Graduate and above 52 .000    

Gender Male 95 1.000    

Female 25 .000    

Table 4: Categorical Variables Codings 

Source: SPSS Data Analysis Output 

 
The overall result of the equation was 0.41 which suggested that null hypotheses would be rejected as 

equation value was less than .50. Besides from the logistic regression tables (Appendix, Part- B; 

Block 0: Beginning Block or Base Statistics) permitted to draw empirical evidence that different 

statistics of the logistics model like Iteration History, Omnibus tests of model coefficients results 

were significant at 5% level of significance Chi-square value 72.65. Cox & Snell R Square and 

Nagelkerke R Square results respectively .544 and .685 advocated the model that applied was good fit 

predicting the independent variable. On the other hand, Classification table implied that 85.8% of the 

response of samples aptly classified in this study.   

 

Block 1: Method = Enter 
Iteration:   Step 1:   1   

-2 Log 

likelihood 

Coefficients 

Const

ant 

Gen

der 

Age Educ

ation 

Durat

ion 

Securit

y Type 

Anch

oring 

Conser

vatism 

Endo

wment 

Optim

ism 

Hind

sight 

79.984 2.646 .690 -.585 -.149 -.612 -.047 -.637 -.237 -.058 .232 .057 

a. Method: Enter 

b. Constant is included in the model. 

c. Initial -2 Log Likelihood: 130.385 

d. Estimation terminated at iteration number 20 because maximum iterations has been reached  

Table 5: Iteration History 

Source: SPSS Data Analysis Output 

 
 Chi-square df Sig. 

Step 1 Step 72.657 15 .000 

Block 72.657 15 .000 

Model 72.657 15 .000 

Table 6: Omnibus Tests of Model Coefficients 

Source: SPSS Data Analysis Output 

 
Step -2 Log likelihood Cox & Snell R 

Square 

Nagelkerke R 

Square 

1 57.729
a
 .454 .685 
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a. Estimation terminated at iteration number 20 because maximum 

iterations has been reached.   

Table 7: Model Summary 

Source: SPSS Data Analysis Output 

 
 Observed Predicted 

 I somehow rely on traditional 

tools and techniques measuring 

and predicting securities value, 

returns, risks etc. while making 

investment decision. 

Percentage 

Correct 

 No Yes 

Step 

1 

I somehow rely on 

traditional tools and 

techniques measuring and 

predicting securities 

value, returns, risks etc. 

while making investment 

decision. 

No 21 7 75.0 

Yes 10 82 89.1 

Overall Percentage   85.8 

a. The cut value is .500 

Table 8: Classification Table 

Source: SPSS Data Analysis Output 

All variables in the equation presented in the table where beta, standard error, Wald statistics degree of 

freedom, significance level, odds ratio i.e. Exp(B) were presented to include in the model’s equation. 
 B S.E. Wald df Sig. Exp(B) 95% C.I.for EXP(B) 

Lower Upper 

Ste

p 

1
a
 

Gender 2.159 1.003 4.628 1 .031 8.659 1.212 61.878 

Age -1.568 1.755 .798 1 .372 .209 .007 6.505 

Education -.709 .710 .999 1 .318 .492 .122 1.977 

Duration -1.369 .970 1.993 1 .158 .254 .038 1.702 

Security Type -.310 1.298 .057 1 .811 .733 .058 9.339 

Anchoring -1.164 .972 1.433 1 .231 .312 .046 2.099 

Conservatism -.575 .448 1.648 1 .199 .563 .234 1.354 

Endowment -.267 .516 .269 1 .604 .765 .279 2.103 

Optimism .252 .986 .065 1 .798 1.286 .186 8.877 

Hindsight -.070 .983 .005 1 .943 .932 .136 6.394 

Constant 7.561 2.632 8.252 1 .004 1920.930   

a. Variable(s) entered on step 1: Gender, Age, Education, Duration, Security_Type, Anchoring, Conservatism, Endowment, 

Optimism, Hindsight. 

Table 9: Variables in the Equation 

Source: SPSS Data Analysis Output 

In this study logistic equation was applied; where coefficient, beta, independent variables value were 

set from the above calculated table’s value 

     
 

   
                                                                   

                                          ………1 

Besides, in this study researchers applied probability ratio, the odds ratio: Exp(B) i.e. an indicator of 

the change in odds resulting from a unit change in the predictor. Following model was applied for 

analyses: 
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 …………………………………. 2 

 

Observed Groups and Predicted Probabilities showed the number of investors’ responses toward either 

make rational decision (value 1) or make irrational decision (value 0) while making investment 

decisions.  

 

Step number: 1 

 

             Observed Groups and Predicted Probabilities 

 

      20 +                                     Y                                                              + 

         I                                     Y Y                                                            I 

         I                                     Y Y                                                            I 

F        I                                  Y  Y Y                                                            I 

R     15 +                                  Y  Y Y                                                            + 

E        I                                  Y  Y Y                                                            I 

Q        I                                  N  N Y                                                            I 

U        I                                 YN  N N                                                            I 

E     10 +                                 YN YN N                                                            + 

N        I                                 YN YN N                                                            I 

C        I                                YNN NN N                                                            I 

Y        I                                YNN NNYN                                                            I 

       5 +                                NNN NNYN         Y                                                  + 

         I                                NNNYNNYN         YY                                                 I 

         I                                NNNNNNNNY   YYY  NN N YY                                            I 

         I                                NNNNNNNNY   YYNN NNNN NN                                            I 

Predicted ---------+---------+---------+---------+---------+---------+---------+---------+---------+---------- 

  Prob:   0       .1        .2        .3        .4        .5        .6        .7        .8        .9         1 

  Group:  NNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYYY 

 

          Predicted Probability is of Membership for Yes 

          The Cut Value is .50 

          Symbols: N - No 

                   Y - Yes 

          Each Symbol Represents 1.25 Cases. 

Figure 3: Observed Groups and Predicted Probabilities 

Source: SPSS Data Analysis Output 

 
 Figure 4: ROC Curve  

Source: SPSS Data Analysis Output 

The model presented in the ROC curve where the number of observed factors that predicted 

probabilities in the series 1 line. Besides, vertical axis showed rational behavior and horizontal axis 
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presented irrational behavior of the investors. From the line, predicted probabilities implied realistic 

evidence to draw how immensely behavioral anomalies would impact on investors’ investment 

decisions. 

 

Furthermore, in this study researchers applied to test multiple independent samples (Appendix, Part-C). 

The tests results recommend that among the independents variables anchoring, conservatism, endowment, 

optimism and hindsight anomalies had huge impact on investment decision therefore null hypotheses (H01, 

H02, H03, H04, H05) were rejected respectively. But test results surprisingly also advised to consider that 

gender, education, duration of investment, type of security were not impactful on investment decision. As 

a result, null hypotheses as per test of multiple independent samples advocated accepting.  

 

6.0 CONCLUSION AND RECOMMENDATION 

The study is planned to understand the impact of behavioral anomalies; anchoring, conservatism, 

endowment, optimism and hindsight that influence investors’ irrational investment decisions.Through 

some particular analyses during the study, specially predicting human behavior was a challenge to the 

researcher but successfully triumphed over with the help of logistic regression model. Besides, 

descriptive frequency statistics was run to present general idea on survey responses. Data set of the 

analyses was excellent fit to run every analysis effectively which was an evidence of Cronbach's Alpha 

result .81. Basically, study revealed that probability of getting influenced by behavioral anomalies of 

investors was very high (as null hypotheses were rejected with the calculated probability vale 0.41 

under the rejection criteria i.e. <.50 therefore the model was significantly fit to explain dependent 

variable) but investors usually ignored them while making investment decisions in the capital market 

of Bangladesh. Besides, this conclusive evidence was supported by some other results like Iteration 

History, Omnibus tests of model coefficients results were significant at 5% level of significance Chi-

square value 72.65. Cox & Snell R Square and Nagelkerke R Square results respectively .544 and .685 

advocated the model that applied was good fit predicting the independent variable. On the other hand, 

Classification table implied that 85.8% of the response of samples. 

 

According to the analyses and their findings, investors should require to well aware regarding 

behavioral anomalies to make a proper decision in the time of investment in the capital market of 

Bangladesh. Academic and non-academic training, workshop, course work will be helpful to make 

investors understand impact of behavioral anomalies on investment decisions. Hence, all the related 

agencies should have basic knowledge on behavioral aspects of finance. Last but not the least, this 
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paper would be helpful for the students, investors, researchers and related stakeholders in future for 

further studies regarding understanding the impact of behavioral anomalies on investment decision. 
 

 

REFERENCES  

Akhter, R., & Ahmed, S. (2013). Behavioral Aspects of Individual Investors for Investment in 

Bangladesh Stock Market. 

Amar K. C. (2013). Impact of Behavioral Finance in Investment Decisions and Strategies: A Fresh 

Approach,International Journal of Management and Business Strategy, 2(2), 85-92   

Alexandrov, Andrei V. (2004). How to write a research paper. Cerebrovascular diseases 18(2), 135-

138. 

Al-Hilu, K., Azad, A.S.M.S., Chazi, A. & Khallaf, A. (2017). “Investors’ behavior in an emerging, 

taxfree market”, Emerging Markets Finance and Trade, 53(7), 1573-1588. 

Asaad, C.T. (2012). “Experimental finance: a cross-disciplinary exploration linking expectations and 

behaviours”, International Journal of Behavioural Accounting and Finance, 3(4), 244-269. 

Aziz, B. & Khan, A. (2016). “Behavioral factors influencing individual investor’s investment decision 

and performance, evidence from pakistan stock exchange”, Sci. Int.(Lahore), 28(5),73-76. 

Barberis, N. &Thaler, R. (2003). “A survey of behavioral finance”, Handbook of the Economics of 

Finance, Elsevier, New York, NY, 1, 1053-1128. 

Beatriz G. et al. (2010). Accounting Conservatism and Firm Investment Efficiency, IESE Business 

School, University of Navarra, Av. Pearson, 21, 08034 Barcelona 

Chan, W. S., Richard F. & Kothari, P. (2004). "Testing behavioral finance theories using trends and 

consistency in financial performance," Journal of Accounting and Economics 38, 3-50. 

Chen, G., Kenneth A. K., John R. N.& Oliver M. Rui (2007). "Trading performance, disposition effect, 

overconfidence, representativeness bias, and experience of emerging market investors," Journal of 

Behavioral Decision Making 2(4), 425-451. 

Cherry, T. L. (2001). "Mental accounting and other-regarding behavior: Evidence from the lab." 

Journal of Economic Psychology 22(5), 605-615. 

Coval, J. D.&Tyler S. (2005). "Do behavioral biases affect prices?."The Journal of Finance 60(1), 1-34 

Daniel, K., Hirshleifer, D. & Subrahmanyam, A. (1998). “Investor psychology and security market 

under-and overreactions”, The Journal of Finance, 53(6), 1839-1885. 

Dugar, A. and Nathan, S. (1995). ‘‘The effect of investment banking relationships on financial 

analyst’s earnings forecasts and investment recommendations’’, Contemporary Accounting 

Research, 12, 131-60. 



15 
 

Dechow, P., Hutton, A. and Sloan, R. (2000). ‘‘The relation between analysts’ forecasts of long-term 

earnings growth and stock price performance following equity offerings’’, Contemporary 

Accounting Research, 17, 1-32. 

Dewri, L. V., & Islam, M. R. (2015). Behavioral Analysis of Investors' Attitude towards Dividend 

Declaration in Developing Country-A Case of Bangladesh. International Journal of Business and 

Management, 10(11), 185. 

Doukas, J. A. &Dimitris P. (2007). "Acquisitions, overconfident managers and self‐ attribution bias," 

European Financial Management 13(3), 531-577. 

DBondt W. & Thaler R. (1985). “Does the Stock Market Overact?”, Journal of Finance, July,793-805. 

Erceg, N. & Zvonimir G. (2014). "Overconfidence bias and conjunction fallacy in predicting outcomes 

of football matches," Journal of economic psychology, 4(2), 52-62. 

Fama, E.F. (1965). “The behavior of stock-market prices”, The Journal of Business, 38(1), 34-105. 

Farzana, W., Rahman, M. I., & Mazumder, M. N. H. (2012). Behavioral financing: Demographic 

factors and services of brokerage houses in Bangladesh. World Journal of Social Sciences, 2(4), 

15-33. 

Fox, J. (1997).“Applied regression analysis, linear models, and related methods,”Sage Publications, 

Inc. 

Garcia, M.J. R. (2013). “Financial education and behavioral finance: new insights into the role of 

information in financial decisions”, Journal of Economic Surveys, 27(2), 297-315. 

Genesove, D.& Christopher M. (2001), "Loss aversion and seller behavior: Evidence from the housing 

market," The Quarterly Journal of Economics, 116(4), 1233-1260. 

Grinblatt, M. & Bing H. (2005), "Prospect theory, mental accounting, and momentum." Journal of 

financial economics,78(2), 311-339. 

Glaser, M., Lopez-de-Silanes, F. & Sautner, Z. (2009), ‘‘Inside a conglomerate: internal capital 

markets and managerial power’’, working paper. 

Grinblatt, M. & Keloharju, M. (2009). “Sensation seeking, overconfidence, and trading activity”, The 

Journal of Finance, 64(2), 549-578. 

Hamadi, F., Ghazi, Z. & Rim, Z. (2012). "Internal capital markets and investment decisions", 

Corporate Governance: The international journal of business in society, 12(2), 179-198. 

Hirshleifer, D. (2015). "Behavioral finance," Annual Review of Financial Economics, 7: 133-159. 

Hutcheson, G. D., & Sofroniou, N. (1999). The multivariate social scientist: Introductory statistics 

using generalized linear models. Sage. 

Guler A. & Banu Y. (2015). "Governance in Capital Market Institutions" In the Governance of Risk. 

Published online: 10 Mar 2015; 111-142. 

Jiang, Y. (2011), “Investor sentiment and stock market response to earnings announcement”, 

Management and Service Science (MASS) 2011 International Conference, IEEE, Wuhan, 1-4. 



16 
 

Joachim Goldberg (2007), A Book on Behavioral Finance, Wiley Publishers. 

Kahneman, D., Jack L. K.& Richard H. T. (1991). "Anomalies: The endowment effect, loss aversion, 

and status quo bias," Journal of Economic perspectives, 5(1), 193-206. 

Kahneman, D. & Arnos T. (1979), "Prospect theory: An analysis of decision under risk. Econometrics, 

47, 263-291." Recuperado de http://www. jstor. org/pss/1914185. 

Kallinterakis, V., Ollikainen, J.S. & Soares, F. (2009). “Herd behavior in stock exchange alliances: the 

case of EURONEXT”, available at: https://ssrn.com/abstract=1368342 or 

http://dx.doi.org/10.2139/ssrn.1368342 (accessed 2March 2017). 

Kahneman, D. &Riepe, M. W. (1998). “Aspects of investor psychology”, The Journal of Portfolio 

Management, 24(1), 52-65. 

Khan, F., Afrin, F., & Rahman, M. A. (2015). Factors Influencing Investors’ Decisions in Stock 

Market Investment in Bangladesh: A Study on Khulna City. Journal of Finance and Accounting, 

3(6), 198-204. 

Krishnamurti, C. (2009). “Behavioral finance and investment strategy”, in Vishwanath, S.R. and 

Krishnamurti, C. (Eds), Investment Management: A Modern Guide to Security Analysis and Stock 

Selection, Springer-Verlag Berlin, Heidelberg, 627-634. 

Kafayat, A. (2014). "Interrelationship of biases: affect investment decisions ultimately." Theoretical 

and Applied Economic18(6), 85-110.  

Kim, K. A. & J. R. Nofsinger (2003). "The behavior and performance of individual investors in Japan." 

Pacific Basin Finance Journal11(1): 1-22. 

Kahneman, D., &Tversky, A. (1979). Prospect Theory: An Analysis of Decision under Risk. 

Econometrica, 47(2), 263-291. 

Khan, M., & Watts R. L. (2009). Estimation and empirical properties of a firm-year measure of 

accounting conservatism. Journal of Accounting and Economics, forthcoming, 2(1), 85-95 

Lintner, J. (1965), “Security prices, risk, and maximal gains from diversification”, The Journal of 

Finance, 20(4), 587-615. 

Lo, A.W., Repin, D.V. & Steenbarger, B.N. (2005). “Fear and greed in financial markets: a clinical 

study of day-traders”, American Economic Review, 95(2), 352-359. 

Li, Y. J., Douglas T. K., Vladas G.& Steven L. N. (2012). "Economic decision biases and fundamental 

motivations: How mating and self-protection alter loss aversion," Journal of personality and 

social psychology, 102 (3), 550. 

Malhotra, Naresh K. "Review of marketing research." In Review of Marketing Research, pp. v-v.  

Emerald Group Publishing Limited, (2007) 

Menard, S. (1995). Applied logistic regression analysis. Sage university paper series on quantitative 

applications in the social sciences, 07–106. 

http://dx.doi.org/


17 
 

Mobarek, A., & Keasey, K. (2000, May). Weak-form market efficiency of an emerging Market: 

Evidence from Dhaka Stock Market of Bangladesh. In ENBS Conference held on Oslo (pp. 1-30). 

Molla, M. E (2018),“Cause and Effect Analysis of Stock Market Crash during 2010-11 and Investors’ 

Impression: The Case of Dhaka Stock Exchange”, (2018). Retrieved from 

https://bcsadminacademy.portal.gov.bd/sites/default/files/files/bcsadminacademy.portal.gov.bd/fil

es/810e7e0e_0c3c_46ce_9bb1_8c71ac59a2ee/Journal_volume29_January%20to%20June%20201

8.pdf. 

Molla, M. E., Tauhid A. B. & Mohammad N. A. (2018). "The Impact of Capital Market Failure and 

Investors Responses in Bangladesh: The Case of Chittagong Stock Exchange during 2010-11." 

Muradoglu, G., Altay-Salih, A. &Mercan, M. (2005), “A behavioral approach to efficient portfolio 

formation”, The Journal of Behavioural Finance, 6(5), 202-12. 

Mian, G.M. &Sankaraguruswamy, S. (2012), “Investor sentiment and stock market response to 

earnings news”, The Accounting Review, 87(4), 1357-1384. 

Monti, Marco and Legrenzi, Paolo.2009. Investment Decision-Making and Hindsight Bias. Annual 

Meeting of the Cognitive Science Society. Amsterdam. 

Ngoc, L. T. B. (2013). "Behavior Pattern of Individual Investors in Stock Market", International 

Journal of Business and Management9(1): 121-135. 

NouraMetawa, M. Kabir Hassan, SaadMetawa, M. Faisal Safa, (2018). "Impact of behavioral factors 

on investors’ financial decisions: case of the Egyptian stock market", International Journal of 

Islamic and Middle Eastern Finance and Management,https://doi.org/10.1108/IMEFM-12-2017-

0333. 

Peng, C. Y. J., Lee, K. L., & Ingersoll, G. M. (2002). An introduction to logistic regression analysis 

and reporting. The journal of educational research, 96(1), 3-14. 

Prelec, D.& George L. (1998). "The red and the black: Mental accounting of savings and debt," 

Marketing science 17(1), 4-28. 

Pikulina, E., Renneboog, L. &Tobler, P.N. (2017). “Overconfidence and investment: an experimental 

approach”, Journal of Corporate Finance, 43, 175-192. 

Post, T., van den Assem, M.J., Baltussen, G. &Thaler, R.H. (2008). “Deal or no deal? Decision making 

under risk in a large-payoff game show”, American Economic Review, 98(1), 38-71. 

Pompian, M. M. (2006). “Behavioral Finance and Wealth Management: How to Build Optimal 

Portfolios That Account for Investor Biases” Wiley Finance, Wiley. 

Shiller, Robert J. 2000. Irrational Exuberance. USA: Princeton University Press. 

Stefano Paleari, Silvio Vismara, (2007). "Over‐ optimism when pricing IPOs", Managerial Finance, 

33(6), 352-367, https://doi.org/10.1108/03074350710748722 

Sandberg, J. & Mats A. (2011)."Ways of constructing research questions: gap-spotting or 

problematization? “Organization 18 (1), 23-44. 

https://bcsadminacademy.portal.gov.bd/sites/default/files/files/bcsadminacademy.portal.gov.bd/files/810e7e0e_0c3c_46ce_9bb1_8c71ac59a2ee/Journal_volume29_January%20to%20June%202018.pdf
https://bcsadminacademy.portal.gov.bd/sites/default/files/files/bcsadminacademy.portal.gov.bd/files/810e7e0e_0c3c_46ce_9bb1_8c71ac59a2ee/Journal_volume29_January%20to%20June%202018.pdf
https://bcsadminacademy.portal.gov.bd/sites/default/files/files/bcsadminacademy.portal.gov.bd/files/810e7e0e_0c3c_46ce_9bb1_8c71ac59a2ee/Journal_volume29_January%20to%20June%202018.pdf
https://doi.org/10.1108/IMEFM-12-2017-0333
https://doi.org/10.1108/IMEFM-12-2017-0333
https://doi.org/10.1108/03074350710748722


18 
 

Santos, J. R. A. (1999). "Cronbach’s alpha: A tool for assessing the reliability of scales," Journal of 

extension 37(2), 1-5. 

Scott, J., Margaret S. & Peter X. (2003). "Overconfidence bias in international stock prices," Journal 

of Portfolio Management, 29(2), 80-89. 

Seiler, Michael, Vicky S., Stefan T., & David H. (2008). "Regret aversion and false reference points in 

residential real estate." Journal of Real Estate Research 30(4), 461-474. 

Shefrin, H. (2002), Beyond Greed & Fear: Understanding Behavioral Finance and the Psychology of 

Investing, Oxford University Press, New York, NY. 

Soman, D. (2004). "Framing, loss aversion, and mental accounting," Blackwell handbook of judgment 

and decision making: 379-398. 

Statman, M., Thorley, S. & Vorkink, K. (2006). “Investor overconfidence and trading volume”, Review 

of Financial Studies, 19 (4), 1531-1565. 

Tabachnick, B. G., Fidell, L. S., & Ullman, J. B. (2007). Using multivariate statistics (Vol. 5). Boston, 

MA: Pearson. 

Trinugroho, I. & Sembel, R. (2011). “Overconfidence and excessive trading behavior: an experimental 

study”, International Journal of Business and Management, 6(7), 147-152. 

Thalheimer, W. & Samantha C. (2002). "How to calculate effect sizes from published research: A 

simplified methodology," Work-Learning Research 1. 

Thaler, R. H. (1990). "Anomalies: Saving, fungibility, and mental accounts," Journal of economic 

perspectives 4(1), 193-205. 

Tversky, Amos, and Daniel Kahneman (1991). "Loss aversion in riskless choice: A reference-

dependent model." The quarterly journal of economics 106(4), 1039-1061. 

Thao T.T. Le & Joseph T.L. Ooi, (2012). "Financial structure of property companies and capital 

market development", Journal of Property Investment & Finance, 30(6), 596-611. 

Qing, B., Qingqing, C. & Avis, D. (2014). "Capital market supply and REITs’ financing and 

investment decisions", International Journal of Managerial Finance, 10(2), 146-167. 

Richard, D. (1975) "An Overview of the Market for Ordinary Shares", Managerial Finance, 1(3), 

222-231, https://doi.org/10.1108/eb013365 

Venkata N.,  Chary M., Venkata S. &  Sarma V. (2018). "Investors overconfidence behaviour at 

Bombay Stock Exchange", International Journal of Managerial Finance, 14(5), 613-632. 

Webster, J. & Richard T. W. (2002). "Analyzing the past to prepare for the future: Writing a literature 

review," MIS quarterly: xiii-xxiii. 

Winman, A., Patrik H., & Peter J. (2004). "Subjective probability intervals: how to reduce 

overconfidence by interval evaluation,"Journal of Experimental Psychology: Learning, Memory, 

and Cognition 30(6), 1167. 

https://www.emeraldinsight.com/author/Dobbins%2C+Richard
https://www.emeraldinsight.com/author/Dobbins%2C+Richard
https://doi.org/10.1108/eb013365


19 
 

Zaidi, F. B.& Muhammad Z. T. (2012). "Influence of investor’s personality traits and demographics on 

overconfidence bias." Institute of Interdisciplinary Business Research 4(6), 730-746. 

Zeelenberg, M.&Rik P. (2004). "Consequences of regret aversion in real life: The case of the Dutch 

postcode lottery." Organizational Behavior and Human Decision Processes, 93(2), 155-16. 

 

 

 

Appendix  
 

Part A: Descriptive Statistics: 
 

 
Chart 1:  Frequency Statistics of Gender 

Source: SPSS analysis Output 

 
Chart 2:  Frequency Statistics of Age 

Source: SPSS analysis Output 

 
Chart 3:  Frequency Statistics of Education 

Source: SPSS analysis Output 

 
Chart 4:  Frequency Statistics of Duration  

Source: SPSS analysis Output 
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Chart 5:  Frequency Statistics of Type of Security to Invest 

Source: SPSS analysis Output 

 

 

 

Part B: Logistic Regression 

 

Block 0: Beginning Block 

 
Iteration History

a,b,c
 

Iteration -2 Log 

likelihood 

Coefficient

s 

Constant 

Step 

0 

1 130.717 1.067 

2 130.386 1.186 

3 130.385 1.190 

4 130.385 1.190 

a. Constant is included in the model.  

b. Initial -2 Log Likelihood: 130.385 

c. Estimation terminated at iteration number 4 

because parameter estimates changed by less 

than .001. 

Table 11: Iteration History 

Source: SPSS Data Analysis Output 

 
 

Classification Table
a,b

 

 Observed Predicted 

 I somehow rely on traditional 

tools and techniques measuring 

and predicting securities value, 

returns, risks etc. while making 

investment decision. 

Percentage 

Correct 

 No Yes 

Step 

0 

I somehow rely on 

traditional tools and 

techniques measuring and 

predicting securities 

value, returns, risks etc. 

while making investment 

decision. 

No 0 28 .0 

Yes 0 92 100.0 

Overall Percentage   76.7 

a. Constant is included in the model. 

b. The cut value is .500 
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Table 12: Classification Tablea 

Source: SPSS Data Analysis Output 

 
Variables in the Equation 

 B S.E. Wald df Sig. Exp(B) 

Step 

0 

Constant 1.190 .216 30.378 1 .000 3.286 

Table 13: Variables in the Equation 

Source: SPSS Data Analysis Output 

 
Variables not in the Equation 

 Score df Sig. 

Step 0 Variables Gender .384 1 .535 

Age 3.377 1 .066 

Duration .881 1 .348 

Security_Type .239 1 .625 

Anchoring 48.936 1 .000 

Conservatism 43.508 1 .000 

Endowment 42.749 1 .000 

Optimism 41.174 1 .000 

Hindsight 43.359 1 .000 

Overall Statistics 57.888 15 .000 

Table 14: Variables not in the Equation 

Source: SPSS Data Analysis Output 

 
 


