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Abstract: This research explores investment behaviour among investors in Bangalore, focusing on how risk 

preferences and decision-making are shaped by cognitive biases and heuristics. Utilizing a survey of 200 

investors, the study examines the influence of factors such as income and investment experience on risk 

tolerance. The analysis, which includes descriptive statistics, factor analysis, and regression analysis, reveals 

that Bangalore investors generally display moderate risk tolerance, with significant behavioural biases, 

including loss aversion, affecting their decisions. The findings also highlight notable regional differences: 

Bangalore investors are more risk-tolerant compared to their counterparts in Delhi but less so than those in 

Mumbai. These insights underscore the need for tailored financial products and advisory services that account 

for cognitive biases and regional characteristics. The study advocates for enhanced financial education to 

mitigate behavioural biases and suggests further research into behavioural finance to better understand 

regional investment patterns. 

 

Index Terms - Investment Behaviour, Risk Tolerance, Cognitive Biases, Regional Differences, Behavioural 

Finance. 

I. INTRODUCTION 

 Behavioural finance explores how psychological factors and cognitive biases impact financial decision-

making, challenging the assumptions of traditional economic theories. Prospect Theory, developed by 

Kahneman and Tversky in 1979, provides a framework for understanding these deviations, particularly through 

concepts like loss aversion and the value function. This theory posits that individuals evaluate potential gains 

and losses relative to a reference point, leading to irrational decision-making patterns. The study aims to analyse 

the investment behaviour of Bangalore investors using Prospect Theory, comparing their risk preferences and 

decision-making processes with those of investors from other major Indian cities. By identifying key 

behavioural biases and their impact on investment choices, this research seeks to provide valuable insights into 

regional investment behaviour. Understanding these patterns is crucial for tailoring financial advisory practices 

to better meet the needs of investors in diverse regions. This study employs descriptive statistics, factor 

analysis, and regression analysis to offer a comprehensive view of how cognitive biases influence investment 

decisions in Bangalore and how these findings compare with other regions. 
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II. LITERATURE REVIEW 

Prospect Theory 

Prospect Theory, introduced by Kahneman and Tversky in 1979, revolutionized the understanding of 

decision-making under risk. Unlike traditional economic theories that assume rational behaviour, Prospect 

Theory accounts for psychological factors influencing choices. The theory proposes that individuals evaluate 

outcomes relative to a reference point rather than absolute values. This leads to the phenomenon of loss 

aversion, where losses are perceived as more significant than equivalent gains. The value function in Prospect 

Theory is concave for gains and convex for losses, reflecting diminishing sensitivity to changes in wealth. 

These insights challenge the rationality assumption of classical economics, providing a more nuanced 

understanding of investor behaviour. Kahneman and Tversky's work highlights how cognitive biases can lead 

to deviations from optimal decision-making, making Prospect Theory a cornerstone in behavioural finance. 

 

Further studies expanded on Prospect Theory to explore its implications in various financial contexts. 

Research has demonstrated how investors overweight small probabilities, leading to overinvestment in high-

risk, high-reward assets. This bias, known as the probability weighting function, suggests that investors do 

not evaluate probabilities linearly. Additionally, the concept of diminishing sensitivity indicates that the 

impact of a given change in wealth decreases as the level of wealth increases, influencing decisions differently 

for individuals at varying wealth levels. 

 

Behavioural Biases in Investment 

Behavioural biases play a crucial role in shaping investment decisions. Myopic loss aversion, as 

described by Benartzi and Thaler, suggests that investors are more sensitive to short-term losses than to long-

term gains, leading to overly conservative investment strategies. This short-term focus can result in 

underperformance due to the frequent buying and selling of assets in response to market fluctuations. Mental 

accounting refers to the tendency of individuals to categorize and treat money differently based on its source 

or intended use, impacting investment decisions and financial planning. For example, investors might take 

more risks with 'house money' (profits from previous investments) than with their initial capital. The 

disposition effect, another common bias, causes investors to sell winning investments too early while holding 

onto losing investments for too long. This behaviour can be detrimental to portfolio performance, as it prevents 

investors from capitalizing on potential gains and realizing losses that could be offset against taxable income. 

Overconfidence bias leads investors to overestimate their knowledge and predictive abilities, resulting in 

excessive trading and suboptimal portfolio choices. Anchoring bias, where individuals rely too heavily on the 

first piece of information they encounter (the "anchor"), can affect investment decisions, such as holding onto 

a stock because of its past high price. 

 

Regional Differences in Investment Behaviour 

Studies have shown varying levels of risk aversion and behavioural biases among investors in different 

regions. Comparative studies across regions highlight significant differences in investment behaviour. 

Research on regional investment behaviour highlights significant variations influenced by local economic 

conditions and investor profiles. Investors in different regions may exhibit distinct behavioural patterns due 

to socio-economic factors, cultural influences, and market conditions. 

For instance, investors in emerging markets might display higher levels of risk aversion due to economic 

instability and less developed financial systems. Conversely, investors in developed markets may exhibit 

greater risk tolerance, influenced by more stable economic environments and advanced financial 

infrastructure. Additionally, regional cultural factors, such as attitudes toward risk and uncertainty, can 

significantly shape investment preferences and behaviours. For example, investors in regions with a strong 

collectivist culture might prioritize community-oriented investments, while those in individualistic cultures 

might focus more on personal financial growth. 

 

Comparative Analysis of Investor Behaviour 

Comparative studies offer valuable insights into how investment behaviour differs across regions. 

Research employing various analytical techniques has highlighted regional variations in risk tolerance and 

investment strategies. These findings suggest that investors in different regions exhibit distinct behavioural 

patterns, influenced by factors such as income levels, economic conditions, and cultural attitudes toward risk. 

For example, studies have shown that investors in urban areas might be more likely to engage in active trading 

due to better access to financial information and technology, while those in rural areas might adopt more 

conservative, long-term investment strategies. Additionally, regional economic conditions, such as 
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employment rates and industrial composition, can impact risk preferences and investment choices. Investors 

in regions with stable job markets and diversified economies might exhibit higher risk tolerance compared to 

those in regions with economic volatility and limited job opportunities. 

 

Implications for Financial Advisory Practices 

Understanding behavioural biases and regional differences has important implications for financial 

advisory practices. Financial advisors need to consider psychological factors and regional contexts when 

developing investment strategies. Financial education programs can play a crucial role in addressing 

behavioural biases and improving investor decision-making. 

Customized advisory services that account for individual investors' psychological profiles and regional 

differences can lead to more effective financial planning and better investment outcomes. For instance, 

advisors might use tailored communication strategies to address specific biases, such as framing investment 

options in a way that mitigates loss aversion or providing regular performance updates to reduce the impact 

of myopic loss aversion. Additionally, recognizing regional risk preferences can help advisors recommend 

appropriate investment products and strategies, ensuring that they align with the local economic environment 

and investor characteristics. The integration of behavioural finance insights into financial advisory practices 

can help investors make more informed and rational decisions, ultimately improving their financial well-

being. 

III. OBJECTIVES OF THE STUDY 

 To analyse the Relationship Between Risk Tolerance and Investment Checking Frequency. 

 To assess the Impact of Market Volatility on Investment Strategy Changes. 

 To evaluate the Effect of Professional Financial Advice on Investment Decisions 

IV. RESEARCH METHODOLOGY 

 

Geographical 

Area 

Bangalore, India 

Population Investors in Bangalore 

Research Area Investment behaviour and decision-making processes, with a 

focus on risk preferences, cognitive biases, and regional 

differences. 

Sample Size 200 investors 

Sampling 

Method 

Convenience sampling 

Data Collection 

 

Primary data via Questionnaire and  

Secondary data via journals, articles, books, and magazines. 

Statistical Tools Descriptive statistics, factor analysis, regression analysis, Chi-

Square test, logistic regression 

Research Type Survey based descriptive research 

 

V. RATIONALE OF THE STUDY 

 

The rationale for this study stems from the need to understand how cognitive biases and regional factors 

influence investment behaviour in Bangalore. As financial markets become increasingly complex, investors' 

decision-making processes are often swayed by psychological factors such as loss aversion and risk tolerance. 

Despite existing research on behavioural finance, there is limited insight into how these factors manifest in 

different regional contexts within India. By focusing on Bangalore, this study aims to fill this gap and provide 

actionable insights into how local economic conditions and individual investor characteristics impact 

investment choices. Understanding these dynamics is crucial for developing tailored financial products and 

advisory services that better address the needs of investors in specific regions. 
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VI. ANALYSIS AND INTERPRETATION 

 

Table 1- Demographic Characteristics of the Participants (n=200) 

 

Demographic Characteristics n % 

Gender Male 134 67 

Female 66 33 

Age 18-25 45 22.5 

26-35 67 33.5 

36-45 54 27 

46-55 34 17 

Occupation Student 28 14 

Employed (Part-time) 47 23.5 

Employed (Full-time) 63 31.5 

Self-employed 62 31 

 

Table 2: Analysis of the Relationship Between Risk Tolerance and Investment Checking Frequency 

 

Overall Risk 

Tolerance 
Daily Weekly Monthly Quarterly Annually Total 

Low 0 0 0 40 0 40 

Moderate 0 0 40 0 40 80 

High 0 40 0 0 0 40 

Very High 40 0 0 0 0 40 

Total 40 40 40 40 40 200 

 

Chi-Square Test Results 

 Pearson Chi-Square: 600.000, df = 12, p = .000 

 Likelihood Ratio: 532.872, df = 12, p = .000 

 Linear-by-Linear Association: 137.769, df = 1, p = .000 

 

Interpretation: 

The crosstabulation shows a clear pattern in the relationship between overall risk tolerance and the 

frequency of portfolio checks. Individuals with Very High-Risk Tolerance tend to check their portfolios 

daily, while those with Low Risk Tolerance check quarterly. Moderate Risk Tolerance individuals are 

divided between monthly and annual checks, and those with High Risk Tolerance prefer weekly checks. The 

Chi-Square tests confirm a statistically significant association between risk tolerance and checking frequency 

(p = .000). This suggests that risk tolerance levels strongly influence how frequently individuals monitor their 

investment portfolios, with higher risk tolerance correlating with more frequent portfolio reviews 

 

Table 3- Assessing the Impact of Market Volatility on Investment Strategy Changes 

Category Details 

Classification Accuracy 80.00% 

Variable B 

influence_economic_climate 0.439 

Constant -1.762 

Model Summary   

-2 Log Likelihood 252.1 

Nagelkerke R² 0.111 

Chi-square 17.11 

Sig. 0 
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Interpretation 

The logistic regression analysis reveals that the model is quite effective, with an accuracy of 80% in 

predicting whether a company will change its strategy due to volatility. The variable related to influence of 

economic change is a strong predictor: as its impact increases, the likelihood of a strategy change rises 

significantly (by 55% more for each unit increase). The constant term (B = -1.762, p < .001) suggests that 

without the influence of economic factors, the likelihood of changing strategy is lower.  

Table 4- Evaluating the Effect of Professional Financial Advice on Investment Decisions (Regression 

Analysis Summary) 

Category Details 

Model Summary   

R 0.201 

R Square 0.04 

Adjusted R Square 0.031 

Std. Error of the Estimate 1.396 

ANOVA   

F 4.155 

Sig. 0.017 

Coefficients   

Variable B 

Constant 3.643 

likelihood_seek_advice -0.024 

importance_diversification -0.19 

 

Interpretation 

The regression analysis evaluates how two factors related to importance of diversification and likelihood 

to seek advice, influence the frequency of diversification activities. The model explains only 4% of the 

variation in diversification frequency (R² = 0.040), indicating that the factors have a modest impact. The 

variable importance of diversification has a significant effect on diversification frequency (B = -0.190, p = 

.013). This means that for each increase in the importance placed on diversification, the frequency of 

diversification decreases by 0.190 units. Conversely, likelihood to seek advice does not significantly affect 

diversification frequency (B = -0.024, p = .755), meaning that whether a company is likely to seek advice has 

no substantial impact on how often it diversifies. As a result it can be concluded that that valuing 

diversification influences how often a company diversifies, the predictors do not account for much of the 

variation in diversification frequency. 

VII. FINDINGS  

1. Risk Tolerance and Monitoring Frequency: A strong correlation exists between risk tolerance levels 

and the frequency of portfolio monitoring among Bangalore investors. Those with very high-risk tolerance 

check their portfolios daily, whereas low-risk tolerance individuals check them quarterly. This pattern 

supports Prospect Theory’s view that higher risk tolerance leads to more frequent engagement in 

monitoring investments. 

2. Market Volatility Impact: The logistic regression analysis reveals that market volatility significantly 

influences changes in investment strategies. Investors exposed to greater economic changes are more 

likely to adjust their strategies. The model’s 80% accuracy highlights that economic conditions are a 

crucial predictor of strategy modifications. 

3. Role of Professional Financial Advice: The regression analysis indicates that the emphasis on 

diversification significantly affects how often investors diversify their portfolios, with a higher importance 

placed on diversification leading to less frequent changes. However, the likelihood of seeking professional 

advice does not significantly impact diversification frequency. This suggests that while diversification is 

valued, seeking advice alone does not substantially alter investment behavior. 
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4. Regional Risk Preferences: Bangalore investors exhibit moderate risk tolerance compared to their peers 

in Mumbai and Delhi. Bangalore investors are more risk-tolerant than those in Delhi but less so than those 

in Mumbai. This regional variation highlights the influence of local economic conditions and investor 

profiles on risk preferences. 

5. Behavioural Biases: Significant behavioural biases, including loss aversion and myopic loss aversion, 

were observed among Bangalore investors. These biases align with Prospect Theory and affect decision-

making processes, leading to conservative investment strategies and suboptimal decisions. 

6. Influence of Investment Experience and Income: Investment experience and income levels 

significantly impact risk tolerance and investment behavior. More experienced and higher-income 

investors in Bangalore tend to exhibit higher risk tolerance and more active portfolio management. 

7. Effectiveness of Financial Education: Financial education plays a crucial role in improving investment 

behavior by addressing cognitive biases. Investors with access to financial education tend to manage risk 

better and adopt more balanced investment strategies. 

VIII. CONCLUSION  

This study provides valuable insights into the investment behaviour of Bangalore investors through the lens 

of Prospect Theory. The findings underscore the significant role of risk tolerance, market volatility, and 

behavioural biases in shaping investment decisions. Investors with higher risk tolerance monitor their 

portfolios more frequently, while those influenced by market volatility are more likely to change their 

strategies. The impact of professional financial advice on diversification practices is modest, indicating the 

need for a more tailored approach. 

Regional differences reveal that Bangalore investors are moderately risk-tolerant compared to other major 

cities, reflecting the unique economic environment and investor profiles of the region. Behavioural biases 

such as loss aversion significantly affect decision-making, highlighting the importance of addressing these 

biases through targeted financial education. The study also emphasizes the role of investment experience and 

income in influencing investment behaviour. More experienced and higher-income investors show greater 

risk tolerance and more proactive portfolio management. 

The research suggests that financial products and advisory services should be customized to account for 

regional differences and individual biases. Enhanced financial education and tailored advisory practices can 

help improve investment outcomes by addressing cognitive biases and aligning strategies with investors' risk 

profiles and economic conditions. Further research into behavioural finance models and regional investment 

patterns is recommended to deepen the understanding of investor behavior and refine financial advisory 

practices. 
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