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Abstract 
The motive behind this paper is to analyse the link 

between investor’s rationality and behavioural 

biases based on the published relevant studies. It has 

been observed from the studies that investors try to 

be rational but cannot be fully rational as they are 

influenced by various biases. Therefore, they cannot 

be regarded as completely irrational or rational. 

There is a dearth of literature on this topic and hence 

an attempt has been made to highlight the 

importance of this relationship. As per knowledge of 

the author, this is the first review study which 

highlights the concept of rationality and description 

of biases exhibited by investors and also depicts the 

empirical evidences of dimensions of investors’ 

rationality and behavioural biases. This study will 

help the stakeholders in understanding the investors’ 

biases and irrationality thus, reducing their ill 

effects. 

Keywords Behavioural finance, Rationality, 

Behavioural biases, Rationality and Behavioural 

biases. 

Paper Type Literature Review. 

Introduction 

Behavioural finance is the study of psychological 

factors and their influence on investor’s behaviour. 

It focuses on the fact that investors are not always 

rational, have limits to their self-control, and are 

influenced by their own biases. However, it is not as 

simple to comprehend humans and their behaviour, 

and there is an entire subject dedicated to 

behavioural finance. With the simplified 

assumptions of traditional finance i.e., investors are 

rational and market is efficient, it does a 

commendable job for a while but with the passage 

of time, these theories fail to explain some 

anomalies in the world of finance that prompted the 

need and development of behavioural finance and to 

understand that people are not always rational 

(Fama, 1991) and stock markets are not always 

efficient (Tekce et al., 2016). Behavioural finance  

explains the rationale which were unanswered 

earlier like why there are severe ups and downs in 

prices of some stocks, why stock markets crash  

 

 

 

 

(Kahneman and Tversky, 1979) and why at times, 

investors and markets behave in an unusual way 

(Zahera and Bansal, 2018). Behavioural finance 

assumes individuals to be guided and impelled by 

their sentiments, irrationality and biases instead of 

being a typical rational person (Kahneman and 

Tversky, 1972; Fama, 1991; Tversky and 

Kahneman, 1992; Thaler, 1999).  The relevant 

information can reduce the irrationality and biases 

among investors but it cannot completely eliminate 

it (Mukherjee and De, 2019) but one can take 

necessary steps to recognize those biases and 

safeguard from its ill effects (Aren et al., 2016; 

Ahmad et al., 2017; Mushinanda and Veluri, 2018). 

In order to appropriately manage portfolio risk, 

financial advisors must evaluate the risk profile of 

customers(Mazzoli & Palmucci,2023).Investors’ 

rationality and behavioural biases are essential and 

integral part of behavioural finance (Lin, 2011; 

Kimeu et al., 2016; Kumar and Goyal, 2016) 

because they both are considered as a tool to peep 

into the minds of investors. Further, Rationality is 

the state or attribute of thinking or acting logically. 

‘Ideal rationality’ states that when making a 

decision, one must think rationally and analyse 

options using logic. Rationality, the most significant 

notion in management thought, is claimed to have 

originated in Greek philosophy. The word 'Logos' 

was employed for it by the Greeks. Some studies 

refer to logos as a ‘rational cosmos’ whereas 

Aristotle refers to it as ‘rational creatures’. The 

Romans described it as ‘ratio’ and it eventually 

evolved into the notion of ‘Rationality’ (Rutgers, 

1999).Investors constantly strive to arrive at the 

rational decision by evaluating and interpreting data 

gathered from diverse sources for a range of 

investment opportunities (Deshmukh and 

Joseph,2016). 

Comprehending behavioural finance will make the 

stakeholders aware about emotion driven trading by 

investors (Sent, 1997) and realise that biases may 

deviate their success (Thaler and Benartzi, 2004). 

This area of study equips professionals with insights 

of investor’s mind (Lin, 2011; Zahera and Bansal, 

2018; Bihari et al. 2022) and psychological factors 

that influence their financial decision-making 

(Ahmad et al., 2017). Financial education programs 

should therefore not only seek to increase the 
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population's financial literacy but also to foster 

positive financial behavior and attitudes (Bhushan 

and Medury, 2014).The study of Bhatia et al., (2023) 

offers a critique of the writing that Indian authors 

have produced thus far and their significance to the 

field. Compared to industrialized markets, 

individual investors have relatively little exposure to 

the stock market, and behavioral finance can help 

explain why. That’s why combining psychology 

with finance becomes essential (Thaler and 

Benartzi, 2004; Zahera and Bansal, 2018; 

Mukherjee and De, 2019). This study can assist 

stakeholders in understanding rationale behind 

investors’ decisions and identifying various biases in 

order to formulate strategies to capitalise investment 

opportunities. 

1. Literature Review 

  2.1 Rationality  

Rutgers (1999) further discussed that rationality was 

given a novel meaning and associated with human 

reasoning. Kuhn (1962) imparted that science is not 

general, but cumulative, but he doesn’t fully 

condemn scientific rationality. Many other 

enlightenment researchers observed different 

concepts of rationality, for instance, Cleaver (2000) 

emphasised on ‘ecological rationality’ and did not 

see rationality from the perspective of logic, but 

from the viewpoint of human mind and its 

interaction with real world. It is considered as the 

adjustment between surroundings and human mind 

(Cleaver, 2000; Gigerenzer, 2021).  

Powell (2018) discussed ‘economic and behavioural 

rationality’. The economic rationality believes that 

humans behave rationally and avoid emotions, 

moral and other behavioural traits (Powell, 2018) 

whereas behavioural rationality put emphasis on use 

of simple and intuitive decision rules (Hommes, 

2013; Powel, 2018). Similar findings could be seen 

in Herbert Simon’s influential work that made him 

one of the major contributors in the area of ‘rational 

decision-making’. Simon (1956, 1976) uses the term 

‘bounded rationality’ in place of rationality and 

described it as one cannot be fully rational while 

choosing an alternative because one has constraints 

always. Simon demonstrated that managers should 

try to take optimal decisions with full information 

and knowledge but due to lack of resources like 

shortage of time, finance etc., they are forced to take 

satisfactory or sub-optimal decisions. It serves the 

idea that humans are bounded by limitations while 

taking decisions (Sent, 1997; Augier, 2001; Barros, 

2010). Simon (1976) considered 3 main limitations 

for an optimal decision i.e., imperfect information, 

time limitation and analytical constraints. 

Rationality and bounded rationality both are weaved 

together as an essential part (Sent, 2018).  

Mintzberg et al. (1976) deduced three phases of 

rational decision making namely, problem 

identification, seeking relevant information and 

evaluation of alternative solutions. Simon (1977) 

discussed three stages in the decision-making 

process i.e., intelligence, decision and choice. He 

added fourth stage later on and named it as 

‘implementation’. Further, the prospect theory 

developed by Kahneman and Tversky in 1979 

focussed on psychological factors which they 

termed as ‘biases’ and how these biases affect 

people when they make choices.  

Due to the differences in the behaviour and thinking 

abilities, people do violate assumptions of 

rationality (Simon, 1956,1976) and that fails the 

notion of ‘ideal rationality’ (Lin, 2011; Mushinada 

and Veluri, 2018). Simon (1976) also gave way from 

substantive rationality to procedural rationality. 

Substantive rationality is the rationality of the 

decision and procedural rationality is the rationality 

of the process which is used to arrive at a decision 

(Simon, 1976; Barros, 2010). The concept of 

rationality and irrationality are just different 

perspective of the same thing and can be regarded as 

complementary to each other (Barros, 2010).  

Irrationality in the mind of investors and in the 

market exists too (Kartasova and Vicoskaite, 2013). 

Humans are not always logical, though they try to 

be. Various constraints always act as limitations and 

that’s why they sometimes rely on intuitions. 

Despite the fact that intuition can be helpful at the 

time of emergency but depending on intuition is 

quite risky and leads to cognitive biases. Intuition 

has two foundations: first, it is formed through a 

long, difficult, and demanding process and second, 

it is developed through expertise and professional 

experience. The Activating-Beliefs-Consequences 

(ABC) theory was developed by Albert Ellis who 

provided a foundation for comprehending the cause 

and effect of investor’s behavioural anomalies. He 

stated that behaviours are influenced by some 

external events which can be regarded as the cause 

of irrational behaviour in creating illogical investing 

strategies (Ahmad et. al, 2017) and impacts stock 

market (Babajide and Adetiloye, 2012; Mushinada 

and Veluri, 2018). According to Ahmad et al. 

(2017), the genesis of behavioural biases may be 

traced back to theory of mind, which outlines how 

humans make decisions based on two systems of 

thought: cognitive and affective and these theories 

can be combined to form a coherent framework to 

explain investor’s constrained rational behaviour. 

‘Rational choice theory’ is a prominent theory for 

rational decision making which serves as a basis for 

understanding social and economic behaviour of 

individuals who are taking their own decisions 

(Blume and Easly, 2008; Sent, 2018).  
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In order to simplify their decision-making, investors 

base their decisions on restricted information and 

previous experiences (Mushinada and Velurri, 2018) 

which cause irrationality (Simon, 1976; Lin, 2011; 

Ahmad et al., 2017; Mushinada and Veluri, 2018) 

and ultimately leads to behavioural biases (Kimeu et 

al., 2016; Mushinada and Veluri, 2018) among 

them. 

2.2 Behavioural Biases among investors 

The study of influence of behavioural biases is one 

of the important aspects of behavioural finance. 

These biases affect investors directly or indirectly 

and sometimes they are not even aware of it 

(Mahalakshmi and Anuradha, 2018). Various 

studies have unearthed the presence of behavioural 

biases among investors across countries. It has been 

evidenced from the extensive literature review that 

the topic of behavioural biases has a substantial 

evidence in developed economies (Cohen and 

Kudryavtsev, 2012; Zahera and Bansal, 2018) and is 

slowly getting noticed in developing countries like 

Jorden (Alrabadi et al., 2018), China (Tauni et al., 

2017), India (Kumar and Goyal, 2016; Zahera and 

Bansal, 2018; Jain et al., 2019; Baker et al., 2018; 

Mehtab and Nagraj, 2019), Pakistan (Anjum et al., 

2019), Kenya (Kimeu et al., 2016) and South Africa 

(Dickason and Ferreira, 2018), Indonesia (Beatrice 

et al., 2021), Malasiya (Bakar and Yi, 2016) and 

Turkey (Tekce et al., 2016). Fromlet (2001) and 

Montier (2002) identified the dangers of 

overlooking biases while conducting investment 

analysis. Fromlet (2001) suggested that individual 

investors in the market should hire financial advisors 

to reduce personal biases in portfolio management.. 

Humans at times ignore empirical data (Pompian, 

2006) and thus lose profitable opportunities because 

of their prejudices and illogical inclinations 

(Pompian, 2006; Jindal and Chander, 2015). There 

are various behavioural biases investors are 

susceptible to such as overconfidence bias, self-

attribution bias, representative bias, availability 

bias, anchoring bias, herding bias, mental 

accounting, conservatism bias, regret aversion and 

disposition effect.  

Overconfidence bias  

This bias makes an individual feel more confident 

about his information, knowledge and skills leading 

to decisions with unrealistic high optimism of 

earning extraordinary returns while ignoring real 

risk factors (Mahalakshmi and Anuradha, 2018). 

Generally it is assumed that people who have more 

information (Aren et al., 2016), knowledge (Chen, 

2007; Cohen and Kudryavtsev, 2012; Zahera and 

Bansal, 2018; Beatrice, Murhadi and Herlambang 

2021),  and experience (Cohen and Kudryavtsev, 

2012; Aren et al., 2016; Zahera and Bansal, 2018) 

become overconfident. The factual research narrates 

that investor’s financial decision making is greatly 

influenced by overconfidence bias (Bakar and Yi, 

2016; Aren et al., 2016; Anjum et al., 2019; 

Alrabadi et al., 2018; Dickason and Ferreira, 2018; 

Mahalakshmi and Anuradha, 2018; Jain et al., 2019; 

Beatrice et al., 2021; Bihari et al., 2022).  

Self -attribution bias  

Identified by Bem (1967), self-attribution bias is 

defined as people’s inclination of giving credit to 

themselves for success and blaming others for 

failures. (Bem, 1967; Mushinada and Veluri, 2018; 

Mushinada, 2019). This bias is considered to 

reinforce investor’s overconfidence (Hoffmann and 

Post, 2014). According to Mushinada (2019), most 

of the investors are influenced by overconfidence 

and self- attribution bias.  

Representativeness bias  

People are prone to representative bias because of 

people’s belief that some samples can represent the 

whole universe (Kahneman and Tversky, 1981). 

Identified by Kahneman and Tversky (1972), it is a 

tendency of investors to process information on the 

basis of past experiences (Kahneman and Tversky, 

1981; Bakar andYi, 2016; Dickason and Ferreira 

2018; Zahera and Bansal, 2018). This makes them 

ignore other significant factors while taking 

investment decisions. Representativeness bias has 

been interpreted as significant while making 

investment by different authors (Chen, 2007; 

Alrabadi et al., 2018; Dickason and Ferreira, 2018).  

Availability bias 

Identified by Tversky and Kahneman (1974), 

availability bias refers to individual’s decisions on 

the basis of information which are easily obtainable 

(Bachisse and Hassainate, 2018) and recallable 

(Tversky and Kahneman, 1974; Jindal and Chander, 

2015). Availability bias has a strong and notable 

impact on the financing decision of the individual 

investors (Bakar and Yi, 2016; Dickason and 

Ferreira, 2018; Alrabadi et al., 2018).  

Anchoring bias  

Discovered by Tversky and Kahneman in 1981, 

anchoring bias makes people predict and modify the 

final outcome based on a specific anchor. Anchoring 

bias occurs when investor uses initial piece of 

information while making investment decision 

(Tversky and Kahneman, 1981) and everything 

revolves around that anchor. Investors inclined to 

this bias may buy shares at a higher price or may sell 

shares at a lower, thus resulting in losing 

opportunities (Jain et al., 2019). Anchoring bias has 

been counted as having strong impact on financial 

decision making of investors (Kimeu et al., 2016; 

Dickason and Ferreira, 2018; Jain et al., 2019). 

Herding bias  

When investors invests in stocks that other investors 

are investing in, they are said to be susceptible to 

http://www.ijcams.com/


International Journal of Commerce and Management Studies (IJCAMS) 

 Peer Reviewed, Indexed Journal, ISSN 2456-3684  

                                                                                       Vol.9, No.1, 2024, www.ijcams.com 

P
ag

e1
7

 

herding bias. It is the inclination of investors to act 

alike (Kahneman and Tversky, 1979; Lin, 2011; 

Kimeu et al., 2016; Aren et al., 2016; Kumar and 

Goyal, 2016; Baker et al., 2018) or seek advices 

from brokers, colleagues and friends for making any 

investment decisions (Kimeu et al., 2016; Zahera 

and Bansal, 2018; Jain et al., 2019). Herding bias is 

regarded as influential for determining investor 

behaviour (Kimeu et al., 2016; Anjum et al., 2019; 

Jain et al., 2019; Beatrice et al., 2021). According to 

Mushinada and veluri (2018), males are more prone 

to this bias. Beatrice et al. (2021) enunciated that 

herding bias is influenced specifically by age and 

occupation. 

Mental accounting bias 

Mental accounting has been introduced by Thaler 

(1985). This behavioural bias occurs when 

individuals treat each and every element in the 

portfolio as separate (Thaler, 1999; Dickason and 

Ferreira, 2018; Jain et al., 2019; Beatrice et al., 

2021). The existence of mental accounting is 

confirmed among investors by Bakar et al. (2016), 

and Dickason and Ferreira (2018). According to 

Beatrice et al. (2021), mental accounting bias is 

influenced by income level only. 

Conservatism bias 

It was introduced by Edwards (1982). Sometimes 

investors cling to the information they already have 

and don’t accept any new information or knowledge 

that leads them to Conservatism Bias (Bakar and Yi, 

2016). For instance, whenever investors hear about 

a bad news, they indulge into panic selling (Beatrice 

et al., 2021). The presence of this bias is confirmed 

by Bakar and Yi (2016).  

Regret aversion bias 

Loomes and Sugden (1982) identified regret 

aversion which arises from the feelings of regret of 

taking any wrong decision. Fishburn (2013) agreed 

that most of the investors do not want to admit their 

mistakes that induce regret aversion among them.  

Investors prone to this bias avoid taking important 

decisions as they think they won’t be able to take an 

optimal decision (Bell, 1982; Loomes and Sugden, 

1982; Zahera and Bansal, 2018; Jain et al., 2019). 

Financial decision is impacted greatly by regret 

aversion bias (Zahera and Bansal, 2016; Dickason 

and Ferreira, 2018; Jain et al. 2019) 

Disposition effect bias 

This bias was identified by Shefrin and Statman 

(1985). They stated that an individual is  inclined to 

such bias when he laments for keeping a loss-

making stock for a long time and selling a profit-

making stock too early (Tekce et al., 2016). 

Individuals regret for holding a non- profitable stock 

for an extended time and selling the profitable one 

too early (Chen, 2007; Kimeu et al., 2016; Dickason 

and Ferreira 2018; Baker et al., 2019). According to 

Tekce et al. (2016), men are more inclined towards 

disposition effect and the impact of this bias 

increases with age and wealth of investors. On the 

contrary, some studies found an insignificant 

relationship between financial decision making and 

disposition effect (Baker et al., 2018).  

It is evident from the literature that the investor 

behaviour is studied dominantly with the variables 

such as demographic factors (Beatrice et al., 2021), 

personality (Tauni et al., 2017; Baker et al., 2018; 

Mehtab and Nagraj, 2019), financial literacy (Baker 

et al., 2018), investment advice (Tauni et al., 2017) 

and trading frequency (Feng and Seasholes, 2005; 

Graham et al., 2009; Aren et al., 2016; Tauni et al., 

2017). Mangala and Sharma (2014) concluded that 

the behavioural bias impacts the investor’s current 

as well as future financial decisions. 

2.3 Investor’s rationality and behavioural biases: 

Empirical evidences 

Individual and institutional investors both are 

affected by behavioural biases and irrational 

behaviour (Aren et al., 2016; Ahmad et al., 2017). 

Biases have influence on all types of decision 

making even day to day decisions but have specific 

implications in relation to finance and investment. 

Kahneman and Tversky (1972) explored the reason 

behind unintentional dependence of people on these 

biases as lack of forecasting ability.  

Cunningham (2002) conferred that even sensible 

and rational investors cannot be unaffected from the 

effects of these biases. Behavioural finance 

examines the unexpected behaviour of individual 

investors which prevents them from behaving fully 

rational (Kartasova and Vicoskaite, 2013). Thaler 

(1999) used the word ‘quasi rational’ for the 

investors who try to act rational. Rubinstein (2000) 

emphasised on ‘minimally rational markets’ and 

argued that humans are irrational in specific ways 

and investor’s overconfidence leads to irrational 

decision making. Contrary to this, Cohen and 

Kudryavtsev (2012), conferred that investment 

decisions in stocks, corporate bonds and government 

bonds are least likely to be based on rationality. 

Instead they are driven by trading experiences and 

investor’s expectations. Contrarily, Bachisse and 

Hassainate (2018) , Mushinada and Veluri (2018) 

strongly stated that despite investors trying to be 

rational, overconfidence bias and self-attribution 

bias do exists in Indian investors and with the use of 

structural equation modelling recommended that 

while preparing portfolios, the fund manager should 

be aware of these biases and try to ‘de-bias’ them. 

For empirical evidences, most of the researchers 

used prominent Mintzberg’s model of rational 

decision-making that involves three stages - demand 

identification, information search and evaluating the 

alternatives.  
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Lin (2011) explored the relationship between 

rationality and behavioural biases in Taiwanese 

stock market. Lin (2011) and Kumar and Goyal 

(2016) concluded that investors follow a rational 

decision making but psychological factors interferes 

in the process. Kumar and Goyal (2016) interpreted 

a positive correlation between stage 2 i.e. 

information search with overconfidence bias in 

Indian stock market and no correlation was 

discerned between any other stage and herding bias. 

This positive co-relation demonstrated that 

immediately after the investors identified 

investment demand, they start searching for the 

information. But due to lack of availability of 

information, investors get vulnerable to 

overconfidence bias and start behaving 

unreasonably and irrationally (Kumar and Goyal, 

2016 ). Kumar and Goyal (2016) concluded that the 

last stage of decision making, i.e. evaluating 

alternatives is directly related to the disposition 

effect. The findings of the studies of Kumar and 

Goyal (2016) and Lin (2011) were similar that no 

stage of rational decision making is related to 

herding bias directly.  

The findings of Bachisse and Hassainate (2018) 

empirically demonstrated the link between distinct 

biases among portfolio managers in the Moroccan 

stock market and their rationality. The authors 

presumed that investors act according to their 

emotions and feelings without giving much head to 

their brain.  

It has been observed from the literature that 

investors act rationally to some extent but beyond 

that most of the investors tend to get irrational (Lin, 

2011; Kumar and Goyal, 2016; Mushinada and 

Veluri, 2018; Baker et al., 2018; Mushinada, 2019; 

Sharma and Firoz, 2022) and thus exhibit biases in 

their financial behaviour and that too considered 

‘normal’ (Lin, 2011). They possess rational and 

irrational thought process at the same time 

(Mushinda and Veluri, 2018; Mushinada, 2019) 

making it more complex to understand. Similarly, on 

the basis of meta-analysis of previous 20 research 

studies, the study of Jindal and Chander (2015) 

reviewed that the investors exhibit rationality and 

cognitive biases simultaneously and ultimately it 

affects their stock market decisions. Based on the 

literature review attempted by Joo and Durri (2015), 

it can be inferred that behavioural finance aims to 

bridge the gap between expected (rational 

behaviour) and actual (normal) behaviour. It also 

emphasised that there is currently no cohesive 

theory of behavioural finance that appropriately 

considers the variables influencing investors' 

financial decisions. 

Contrary to all the traditional beliefs, the study of 

Altaf and Jan (2023) suggested a fresh perspective 

on financial psychology and concluded that 

generational prejudices have positive influence on 

the investing behaviour of millennials. An online 

poll of 516 millennial investors found that herding, 

socially responsible investment, fear of missing out, 

and overconfidence are generational biases that 

positively impact millennials' intention to invest.  

3. Research Methodology 

This literature review is based on various studies 

available in public domain on behavioural biases 

among investors, rationality and the relationship 

between the both. To search the relevant papers, 

various keywords such as behavioural finance, 

rationality, rationality and behavioural biases, 

behavioural biases among investors and irrationality 

have been used. Various databases such as Emerald, 

JSTOR, Science direct, Google Scholar and others 

have been used to find the relevant literature 

published in various countries. Most of the 

publications included are from the Google Scholar 

due to its free and open access. The selected 

literature is from the time horizon incorporating 

from the year 1956 by Simon (1956) in the article 

‘Rational choice and the structure of the 

environment’ to the most recent literature published 

in July, 2023 by Altaf and Jan (2023) in the article 

‘Generational theory of behavioral biases in 

investment behavior’. The identified and selected 

literature includes conceptual studies, literature 

review, empirical, analytical, descriptive papers and 

prominent books. The following selection criteria 

have been applied to identify and select the literature 

for this study-  

• Articles published in Peer- reviewed 

journals; 

• Literature available on online database; 

• Literature published in English and having 

free access on full content and 

• Literature including search keywords in 

title/abstract;  

Some publications were searched from the Google 

Scholar from the references of other relevant papers. 

The literature which does not fit the inclusion 

criteria was not included for the purpose of literature 

review. Out of 90 identified publications, 74 

publications including prominent books and articles 

were finally selected for the review as it fits the 

inclusion criteria. Table I shows the no. of studies 

included in this review paper according to the topics. 
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Table I-  

No. of Studies included According to Topics 

               Topics         Total no. of 

studies included 

Behavioural Finance                     10 

Rationality                     18 

Behavioural biases among 

investors 

                    34 

Investors’ rationality and 

behavioural biases:    

empirical evidences    

                    12 

Total                     74 

Source- Compiled by authors 

Citation analysis assists in including the most 

influential literature in the relevant area of study. 

The citation information on Google Scholar has 

been exercised in Oct, 2023 to ascertain the number 

of citations of the identified literature. Out of the 74 

elected publications, 68 are cited. Out of the cited 

studies, 27 publications including 20 articles and 7 

prominent books are having more than 300 citations. 

The most cited publication is Kuhn (1962) having 

138070 citations, followed by Kahneman and 

Tversky (1981) having 71112 citations, Tversky and 

Kahneman (1981), Tversky and Kahneman (1974) 

and so on. Most of the studies having high citations 

are from the topic ‘rationality’.  

4. Conclusion 

This review paper confirms that the rationality 

impacts the behavioural biases of investors but 

certainly there are other factors too which impacts 

the investment decisions of investors like financial 

literacy, personality, risk tolerance etc. After a 

comprehensive literature review, it can be concluded 

that investors are normal human beings who are 

influenced by different biases which are inherent 

and inbuilt in every human (Bakar and Yi, 2016). 

Biases do exist in the minds of human beings at their 

sub conscious level and sometimes they are unaware 

of it and possess them. The investors are different in 

various ways, for example, some are risk averse, 

some are risk seekers, some investors do a lot of 

analysis while investing and some simply go with 

the herd, it is evident that the concept of behavioural 

finance can assist stakeholders to identify their own 

as well as other’s natural biases and avoid making 

illogical and irrational financial investment 

decisions. Some investors do analyse the past data 

and returns, but they need to understand that past 

performance is not indicative of future returns. 

Investors need to analyse stocks from all the 

directions. Lack of financial awareness, availability 

of limited information, lack of investment 

experience and investor’s emotions, all contribute to 

irrational behaviour that leads to behavioural biases 

and financial market anomalies. Rationality and 

irrationality exist simultaneously in human mind. It 

is all about which trait is more dominant while 

making financial decisions. So, investors are 

suggested to identify and keep a check on the 

behavioural biases with which they are more 

influenced and strategies can be made to minimize 

the ill effects of those. There is a need to 

comprehend that biases and irrationality can be 

reduced to a certain level with the help of 

counselling, training and educating the investors but 

complete elimination is not possible. This review 

could contribute and assist the researchers 

concentrating on behavioural biases and investor’s 

rationality by providing them with a comprehensive 

theoretical and empirical interpretation of various 
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