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Abstract - Investment decision-making is a complex
process that involves selecting the best available option
from a range of alternatives. It requires thorough
evaluation and consideration of multiple factors before
arriving at a decision. This study explores the
psychological and social factors that influence the
investment decisions of individual investors, and
examines how these factors jointly affect the decision-
making process. Data were collected from 250 randomly
selected individual investors trading on the Stock
Exchange through a structured questionnaire.
Descriptive statistical techniques were employed to
analyze the data. The findings of the study reveal that
both psychological and social factors significantly impact
the decision-making process of individual investors in the
stock market. Investors are increasingly aware of the
various situations and factors that can influence their
ability to make sound investment decisions.

The study also highlights differences in how these factors
affect male and female investors. For instance, emotions
such as anger, fear, and stress, as well as the tendency to
follow herd behavior, are found to influence male
investors more than females. In contrast, factors like
mood and social interactions have a stronger impact on
female investors' decision-making processes.
Furthermore, experienced investors are more prone to
certain biases, such as anger, which may further
influence their decisions. These findings underscore the
importance of understanding both psychological and
social dimensions in the investment decision-making
process, particularly in how they differ across gender
and experience levels.

Keywords: Behavioral Finance, Investment Decision-
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INTRODUCTION

Behavioral finance represents a fusion of finance and
psychology, exploring how psychological factors
influence financial theories and shape individual
investor behaviors. It contrasts with traditional

finance, which assumes that investors are entirely
rational and make decisions aimed at maximizing their
returns. Traditional finance suggests that investors
always act logically, making decisions that are entirely
in their best interests and, therefore, result in gains.
However, behavioral finance challenges this view,
asserting that investors often act irrationally,
influenced by psychological factors, and may make
decisions that are detrimental to their financial well-
being. These irrational behaviors are often attributed
to psychological biases or predispositions. The
concept of bounded rationality, introduced by a Nobel
laureate, supports the idea that human rationality is
inherently limited, making it impossible to always
make optimal decisions [1].

Decision-making, in essence, refers to the process of
selecting a particular course of action from a set of
alternatives. In the context of investment, it is a
complex task that involves evaluating various options
to choose the best possible one. Investment decisions
vary from individual to individual, depending on a
range of demographic and personal factors. Some
investors may benefit from a particular decision, while
others may find it disadvantageous. This variability
can be attributed to differences in investors' personal
characteristics, such as emotional responses. For
instance, some individuals may react more strongly to
both positive and negative events in their lives [3],
while others may be more attuned to negative stimuli
than positive ones [4].

Individual investors often form their market
expectations based on incomplete or biased
information, rumors, and emotions, all of which can
significantly impact their decision-making process [5].
Two primary factors influence investment decisions:
personal factors, such as age, education, income,
analytical skills, and investment portfolios, and
technical factors, which include financial models like
the Capital Asset Pricing Model (CAPM) that account
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for risk. However, these factors alone are insufficient
for making sound investment decisions. A third
category—situational factors—also plays a crucial
role, encompassing both personal decisions and
broader environmental conditions. Investors often
behave irrationally when making investment
decisions, straying from rational and standard
behavior, which is essential for long-term success in
the stock market. Overcoming cognitive biases such as
heuristics is key to becoming a successful investor.
However, it is rare for investors to consistently behave
rationally and make decisions that result in gains and
profits. One of the earliest studies on decision-making
under uncertainty highlighted this tendency [7].
While much research has been conducted on
psychological biases, the combined effect of
personality, psychological, and social factors on
investment decisions has not been extensively studied.
Prior research has focused on the impact of
psychological factors like fear, mood, and anger on
short-term investment intentions, providing future
directions for investigating how these personality
variables influence investment decisions [8]. The
current study addresses this gap by examining how
emotions, social factors, and personality traits
collectively influence investor behavior.

Previous studies have explored the determinants of
herding behavior among investment analysts [9] and
the psychological factors that contribute to irrational
and uncertain investment decisions [10]. In the USA,
research has examined how emotions like fear and
social projection affect investment decisions, showing
that individuals often rely on their own emotional
states to predict others' behavior, which in turn
influences their own decisions [11]. Optimism and
fear have been identified as key determinants of risk-
taking and trading behavior, while a lack of awareness
has also been cited as a significant factor in poor
decision-making [12].

This study aims to examine how psychological and
social factors influence investment decisions,
particularly in the context of investors in the Stock
Exchange. It also seeks to compare the relative
influence of psychological and social factors on
investment decisions. Specifically, the study will
focus on emotions such as fear, mood, stress, anger,
and social interactions like herding to determine which
factors play a more significant role in shaping investor
behavior.

LITERATURE REVIEW

Heuristics, while often useful, can lead to systematic
errors in decision-making [7]. Numerous studies have
shown that intuitive judgments, influenced by
heuristics, can result in biased investment behavior.
Research has demonstrated that emotions play a
critical role in decision-making. Individuals with
impaired emotional capacity were found to struggle
with making rational investment decisions [13].
Investors often make decisions based on their
perception of a company, rather than objective data,
which can lead to inconsistent investment outcomes
that do not align with efficient market theories [14].
Several studies have explored the impact of heuristics
on investment decisions through experiments and
observations. While heuristics can simplify decision-
making, they often lead to systematic errors. Investors
may use heuristics either due to a lack of knowledge
or to avoid the complexity of financial models, which
can result in suboptimal decisions. Understanding
these heuristics can help improve decision-making in
uncertain and ambiguous situations [7]. Research
conducted in Pakistan revealed that investors are not
entirely rational when making investment decisions.
Only 18.4% of respondents indicated that intuition
was ineffective in decision-making, suggesting that
most investors rely heavily on intuition rather than
gathering comprehensive information before making
decisions. This emotional reliance often leads to
irrational investment choices [15]. Further studies
have examined the role of emotions, such as fear, in
investment decisions. Laboratory experiments have
shown that emotion-based decisions are often faster
than reason-based ones, with moderate emotional
responses being quicker than extreme ones [16]. The
relationship between mood and investment decisions
has also been explored, with evidence suggesting that
different mood states—both positive and negative—
significantly influence investor behavior [17,18,19].
Research has also investigated how negative mood
states, such as anger, influence decision-making.
Studies suggest that state mood has a stronger effect
than trait mood, with fatigue and risk-taking being
particularly influenced by naturally occurring mood
changes [20]. The impact of societal mood on
individual investment decisions has also been noted,
with social mood influencing judgments and decision-
making processes [21,22]. The role of emotions like
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anger in investment decisions has been explored, with
findings suggesting that anger is associated with
optimism and risk perception. Anger can influence
decision-making by affecting investors' ability to
assess and control risks [25,27,28]. Conversely,
emotions such as fear can make investors more
cautious, prompting them to avoid unfamiliar or risky
investments [29,30,33]. Social factors, including
social interaction and herding, also play a significant
role in shaping investment decisions. Social networks,
which involve interactions with family, friends, and
colleagues, facilitate the exchange of information and
can significantly influence individual investment
choices [34,35,36]. Social hubs, such as financial
advisors, often serve as influential sources of
information, leading to social biases that affect
investor behavior [41]. Herding behavior, where
investors follow the actions of others, is another
significant factor in investment decisions, especially in
environments where information is scarce or uncertain
[42,46,47,48].
OBJECTIVES

1. Objective 1. To examine the impact of
psychological factors (such as risk tolerance,
overconfidence, and emotional biases) on the
investment decisions of individual investors in the
stock market.

2. Objective 2: To analyze the influence of social
factors (such as peer influence, social media, and

family recommendations) on the investment
behavior of individual investors in the stock
market.

HYPOTHESES

1. Hypothesis 1: Psychological factors, such as risk
tolerance and overconfidence, significantly affect
the investment decisions of individual investors in
the stock market.

2. Hypothesis 2: Social factors, such as peer
influence and social media, have a significant
influence on the investment decisions of
individual investors in the stock market.

RESEARCH METHODOLOGY

This study focuses on the investors of the Stock
Exchange, examining the biases they encounter while
making investment decisions. A sample of 250
investors was selected using simple random sampling,
ensuring that the sample is representative of the
population. The research design includes seven
variables: six independent variables (anger, fear,
mood, social interaction, herding, and stress) and one
dependent variable (investment decisions). Data was
collected using questionnaires, and the responses were
analyzed to assess the impact of these factors on
investment decisions.

Table- 01 Frequency Distribution and Descriptive Statistics with respect to Psychological Factors

No. of Respondents (N=250)

ITEMS SD D N A |S.A [Mean [St. Dev.
| struggle to overcome my nervousness. 62 32 PB4 [76 26 .89 [1.355
\When | am satisfied, my level of observation increases. 39 44 K9 B9 29 RB.10 j1.271
\When I'm excited, | tend to overlook many aspects. 74 W42 B8 B9 37 R.77 [1.462
When I’m fed up, I often quit. 31 |72 26 69 52 [B.16 [1.369
(When I'm sad, I take time to get over things. 20 80 P1 81 148 [B.23 [1.299
I get angry quickly but also calm down quickly. 0 14 27 147 62 4.03 |0.763
\When frustrated, | let my irritation show.
Sometimes, | feel ready to explode with anger. 2 16 7 142 63 [3.99 [0.831
| consider myself a calm person.
[ use my predictive skills for investment decisions when I’'m angry. 0 10 130 134 [76 4.1 0.759
Some of my friends think I’'m hot-headed.

I believe my knowledge about stock investment is up to the mark. 0 10 [39 (100 [101 @4.17 (0.833
In my opinion, the key to success in the stock market is knowledge and experience,

not luck.
[Thinking about stock market investments often evokes fear in me. 12 19 64 64 91 3.81 [1.152
I believe stocks are risky. 0 28 (32 119 {71 33.93 [0.927
IThe idea of stock market investments creates a feeling of unpleasant excitement for

me.
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| struggle to overcome my nervousness. 0 44 81 101 24 [3.42 |0.889
\When | am satisfied, my level of observation increases. 28 B8 72 [77 35 RB.21 ]1.195
\When I'm excited, | tend to overlook many aspects. 12 B0 B4 92 42 341 [1.127
When I’m fed up, I often quit. 4 36 (34 |113 b1 (3.68 [1.006
'When I’m sad, I take time to get over things.

I get angry quickly but also calm down quickly. 6 69 63 101 41 341 [1.127

S.D= Strongly Disagree, D= Disagree, N= Neutral, A= Agree And S.A= Strongly Agree

A study of 250 respondents revealed a complex
interplay between emotional states and investment
decision-making. The participants experienced intense
but transient anger, while those who were excited
generally did not overlook details. They reported
moderate struggles with nervousness and a tendency
to take time to recover from sadness, indicating
concerns about emotional resilience. The majority
believed that knowledge and experience were crucial

for success in the stock market, with a high mean score
of 4.17 for the belief that their investment knowledge
is satisfactory. However, feelings of fear related to
stock market investments and the perception of stocks
as risky were prevalent, indicating widespread anxiety
that may influence investment behavior. The data
emphasizes the importance of addressing these
psychological factors to enhance decision-making
processes in high-stakes environments.

Table- 02 Frequency Distribution and Descriptive Statistics with respect to “Social Factors”

Percentage response rate (N=250)

Items S.D D N A S.A  [Mean St. Dev.
People can easily win debates against me. 5 33 53 149 |10 3.5 0.847

| feel like I'm not as happy as other people seem to be. 0 52 63 74 61 3.58 1.074

I believe a person who is skeptical of others does more good.| 11 88 46 66 39 3.14 1.185

| feel like | face more troubles than other people do. 0 44 52 114 40 3.6 0.957

I prefer to buy stocks if many "buy" orders have been|

submitted since the beginning of the trading session. 6 7 24 170 43| 3.95 0.77

If the stock market's trading volume was higher than usual

in the last month, | would increase my stock market holdings.,| 0 6 52 133 59 | 3.96 0.81
I would prefer to sell stock if |1 notice many people are| 6 21 52 128 43 3.72 0.93
quitting.

If 1 think something unpleasant is going to happen, I usually| 0 8 28 149 165 4.08 0.704
get pretty worked up.

| worry about making mistakes. 6 7 31 142 |64 4.00 0.843
Criticism or scolding affects me quite a bit. 6 12 34 134 |64 3.95 0.895
When | want something, | usually give it my all to get it. 0 12 14 187 37 4.00 0.631

| often act impulsively. 0 6 36 137 |71 4.09 0.719
Even if something bad is about to happen, | rarely feel fear| 0 25 59 110 56 | 3.79 0.905
or nervousness.

| feel pretty worried or upset when | know someone is angry| 0 36 43 108 63 | 3.79 0.9
with me.

A study of 250 respondents revealed a moderate level
of agreement with themes surrounding social anxiety,
self-perception, and decision-making in financial
contexts. The majority felt a disparity in happiness
compared to others, and heightened anxiety in
uncertain  situations.  Respondents  exhibited
cautiousness in financial decision-making, preferring
to buy stocks if many 'buy' orders have been
submitted. They also exhibited an inclination towards
impulsive actions and sensitivity to social criticism.
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The results suggest that individuals in this sample
experience a blend of self-doubt and social anxiety,
alongside a strategic approach to risk in financial
scenarios. These findings emphasize the importance of
considering social factors when analyzing individual
behavior and decision-making processes. The study
underscores the importance of considering social
factors when analyzing individual behavior and
decision-making processes.
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Table- 03 Frequency Distribution and Descriptive Statistics with respect to “Investment Decision”

No. of Respondents (N=250)

Items SD | DN A S.A |Mean | St. Dev.
My investment in stocks has a high degree of safety. 0 0 |50 151 49 14.00 0.631
My investment pays higher dividends compared to others. 0 6 |83 116 45 3.80 0.755
My investment repays the principal at maturity. 0 12 65 123 50 [3.84 0.794
My investment carries lower risk compared to the market in general. 0 26 147 127 50 [3.80 0.877
My investment in stocks has shown increased revenue growth over the past 0 6 61 135 48 3.90 0.724
five years.

The study reveals that respondents generally have a
positive outlook on the safety and growth potential of
their stock investments. The statement "My
investment in stocks has a high degree of safety"
received the highest level of agreement, indicating
confidence in the safety of their investments. The
statement regarding higher dividends compared to
others also received strong agreement, suggesting
competitiveness in dividend payouts. The perception
of principal repayment at maturity also showed
confidence in the reliability of investments. The
statement about lower risk compared to the broader
market had a mean of 3.80, suggesting variability in
opinions. The potential for increased revenue growth
was acknowledged by respondents. Overall, the results
suggest a generally positive outlook on the safety and
growth potential of stock investments, with areas of
varying confidence, particularly in risk comparison to
the market.

FINDINGS AND DISCUSSION

The study highlights the significant influence of
psychological and social factors on investment
decisions, particularly in behavioral finance. The six
independent variables - anger, fear, mood, social
interaction, herding, and stress - have significant
effects on individual investors' decision-making
processes. The findings align with previous research,
indicating that mood fluctuations have limited effect
on investment choices. Gender and experience are
crucial differentiators, with male investors and those
with less experience showing heightened sensitivity to
various mood states. Anger plays a significant role in
shaping investment decisions, with investors
experiencing anger exerting more control over their
actions. Fear has a positive impact on investment
decisions, as it leads to more vigilant and cautious
behavior. However, social interaction, herding
behavior, and stress negatively influence investment

decisions, as individuals may rely excessively on their
social circles rather than conducting their own
analyses, leading to poor judgments and losses. Male
investors are slightly more impacted by stress
compared to female investors. Both inexperienced and
highly experienced investors tend to exhibit biases in
decision-making, while those with average experience
appear less affected. Female investors may be more
susceptible to emotional biases, having less capacity
to manage their emotions in dynamic situations.

CONCLUSION AND RECOMMENDATIONS

This study investigates the impact of psychological
and social factors on investment decisions within the
Islamabad Stock Exchange. It focuses on actual
investment behaviors rather than theoretical norms,
aiming to identify strategies to mitigate the negative
impacts of these biases. The research identifies six
psychological variables: fear, mood, stress, social
interaction, herding, and anger. It recommends
investors pay closer attention to biases that may
unconsciously affect their decision-making, as the
adverse effects can lead to significant investment
failures. While some mood and psychological factors
may yield positive outcomes, it is crucial to approach
their negative aspects with caution to ensure secure
future implications. The study is valuable for
economists, investors, institutional, and business
perspectives, offering critical insights into how
psychological and social factors can impact
investment performance. It elucidates whether these
biases produce positive or negative effects and their
intensity. Enhancing investment performance at
individual and institutional levels can stimulate
economic growth and increase the value of
organizations.
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Future Directions

Future research should delve deeper into the effects of
varying mood states (such as sadness, contentment,
happiness, and nervousness) on investment decisions,
exploring how these feelings might lead investors to
incur significant costs or, conversely, offer
advantages. Additional studies could apply diverse
methodologies to verify the results of this research,
enriching the understanding of emotional influences
on investment behaviors.
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