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ABSTRACT:

Confirmation bias, a cognitive tendency where individuals seek and interpret information that
aligns with their preexisting beliefs, significantly influences investment decisions in the stock market.
This bias leads investors to selectively gather and process data that supports their viewpoints while
ignoring contradictory evidence, resulting in suboptimal financial decisions. This study explores how
confirmation bias affects stock selection, portfolio diversification, risk assessment, and market
reactions. It also examines its impact on investor behavior during market volatility and financial
crises. Understanding this bias can help investors, financial advisors, and policymakers develop
strategies to mitigate its adverse effects, leading to more rational investment decision-making.
Keywords: Confirmation bias, Behavioral finance, Stock market investments, Investor psychology,
Market efficiency, Risk perception, Decision-making biases, financial decision-making.

Introduction:

Investment decisions in the stock market are
often influenced by psychological and
behavioral biases rather than purely rational
analysis. One such cognitive bias that plays
a crucial role in shaping investor behavior is
confirmation bias. This bias refers to an
individual’s tendency to seek out, interpret,
and remember information that supports
their existing beliefs while ignoring or
downplaying evidence that contradicts
them.

In the context of stock market investments,
confirmation bias can lead to poor
decision-making, overconfidence, and
increased financial risk. Investors may
selectively focus on news, reports, or expert
opinions that align with their preconceived
notions about a stock or market trend, while
disregarding contradictory data. This can
result in holding onto losing stocks for too
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long, failing to diversify investments, or making
speculative trades based on biased information.

The Kurnool District in Andhra Pradesh
serves as an interesting case study for examining
the effects of confirmation bias on investment
behavior. With a growing number of retail
investors participating in the stock market,
understanding the psychological tendencies that
influence their decisions is essential

By shedding light on these aspects, this
research will contribute to a better understanding
of investor psychology and provide insights into
more effective investment strategies.
Addressing confirmation bias can help investors
make more rational and data-driven financial
decisions, ultimately leading to improved
portfolio performance and reduced financial risks.

NEED FOR THE STUDY

The need for this study arises from the
growing participation of retail investors in the
stock market, particularly in Kurnool District,



MIJBR / Volume 11 Issue 2, July-Dec 24

Andhra Pradesh, where many individuals
make investment decisions based on
personal beliefs rather than objective
analysis. Confirmation bias leads investors
to seek information that supports their pre-
existing views while ignoring contradictory
evidence, often resulting in poor financial
choices, increased risks, and market
inefficiencies. With the influence of social
media, news reports, and peer discussions
shaping investment behavior, it is crucial to
understand how this bias affects decision-
making. By identifying its impact and
providing strategies to minimize it, this
study aims to enhance investor awareness,
financial literacy, and data-driven
investment practices, ultimately
contributing to better financial outcomes
and a more efficient stock market.

SCOPE OF THE STUDY

The scope of this study focuses on
analyzing the impact of confirmation bias
on investment decisions among stock
market investors in Kurnool District,
Andhra Pradesh. It examines how
investors selectively process information,
rely on biased sources, and make financial
choices based on pre-existing beliefs rather
than objective analysis. The study covers
individual retail investors, financial
advisors, and market influencers,
exploring the role of media, social
networks, and expert opinions in reinforcing
or mitigating bias. By identifying behavioral
patterns and their effects on investment
outcomes, this research aims to provide
insights for improving financial literacy,
promoting rational decision-making, and
enhancing investment strategies in the
region
OBJECTIVE OF THE STUDY

1. To examine the influence of
confirmation bias on investment
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decisions in the stock market, particularly
in stock selection, portfolio
diversification, and risk assessment.

2. To analyze how confirmation bias affects
investor behavior during market volatility
and financial crises, leading to potential
financial misjudgments.

3. To assess the role of media, financial
reports, and peer influence in reinforcing
or mitigating confirmation bias among
stock market investors.

4. To evaluate the impact of confirmation
bias on market efficiency, identifying how
biased decision-making contributes to
stock price movements and investment
trends.

5. To propose strategies for investors,
financial advisors, and policymakers to
recognize and mitigate confirmation bias,
promoting more rational and informed
financial decision-making.

RESEARCH METHODOLOGY

1. Research Design

This study employs a descriptive and
analytical research design to explore how
confirmation bias influences investment decisions
among investors in Kurnool District, Andhra
Pradesh. The research aims to identify patterns of
biased decision-making and assess its impact on
investment outcomes.
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2. Data Collection
a. Primary Data

Primary data for this study will be collected
through structured questionnaires and
interviews with stock market investors in
Kurnool District. The questionnaire will be
designed to gather comprehensive insights
into investors' demographics, including age,
education, and experience, to understand
their background. Additionally,
their investment preferences,
decision-making behavior, and the factors
influencing their financial choices. A key
of the study will be assessing
investors' and perception of

it will
explore

focus
awareness
confirmation bias, examining whether their
investment decisions are influenced by pre-
existing beliefs and selective information
processing. This approach will help in
understanding the extent to which cognitive
biases shape investment behavior in the
region.

2. Secondary Data

Secondary data for this study will be
sourced from a variety of credible financial
and academic resources to complement the
primary data analysis. This will include
financial reports and stock market records,
which provide empirical insights into
market trends, investor behavior, and stock
performance.  Additionally,  academic
research papers and articles on behavioral
finance will be reviewed to understand
existing theories and findings related to
investor psychology and biases. Reports
from regulatory bodies such as SEBI, NSE,
and other relevant institutions will also be
examined to gain insights into market
regulations, investor protection measures,
and policy frameworks. This comprehensive
approach  will well-rounded
understanding of investment behavior and
confirmation bias in the stock market.

ensurc a
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3. Sampling Methodology

A random sampling technique will be used to
select stock market investors in Kurnool District.
The sample will include individual investors,
institutional investors, and financial advisors
to ensure diverse perspectives. The estimated
sample size is 200-300 participants to ensure
statistical significance.

DATA ANALYSIS INTERPRETATION

To analyze the impact of confirmation bias on
investment decisions, various statistical tools
have been employed, including descriptive
statistics, regression analysis, chi-square test,
and sentiment
analysis. The results are presented with tables,
graphs, and interpretations the following under
Tablel: Demographic Profile of Participants

Demograp | Categories | Numb | Percentage
hic Factor er of | (%)
Partic
ipants
18-30 80 40%
Age Group | 31-45 70 35%
(Years) 46-60 30 15%
60+ 20 10%
Male 140 70%
Gender I ale 60 | 30%
High School | 30 15%
Undergradu | 90 45%
ate Degree
Education | Postgraduat | 60 30%
Level e Degree
Professional | 20 10%
Courses
(CFA, CA)
Below Rs | 40 20%
25,000
Rs 25,000 - | 80 40%
Monthly | Rs 50,000
Income (X) [Rs 50,000 - | 50 25%
Rs 1,00,000
Above Rs |30 15%
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1,00,000 tio
Less than 1 | 50 25% n
year Monthly 2 120 (15, |5 |1,
Investment | 1 -5 years 80 40% Investment (X) |5, |,0 | 000 |0 | 00
Experience | 6 - 10 years | 40 20% 0 |00 0 1.0
More than | 30 15% 0 0 |00
10 years 0
Total 200 100% Years of|6 |5 (35 |1 |20
Participant Experience
s Risk Tolerance 3. |3 |08 |1 |5
Source: Primary Data (1-5 scale)
Key Takeaways from the Demographic Frequency of [8 |7 |42 |1 |20
Profile Stock  Trading
The Above Table revels that, the investor (per month)
demographic in Kurnool's stock market is Source: SPSS
predominantly young, with 40% belonging to Interpretation:

the 18-30 age group. Male investors form the
majority at 70%, while female participation
remains relatively lower at 30%. A well-
educated investor base is evident, with 45%
holding an undergraduate degree. In terms of
income, the largest segment (40%) falls
within the 25,000 - 350,000 range,
indicating strong middle-income
participation. Additionally, 40% of investors
have 1-5 years of experience, suggesting that
many are still in the early stages of
developing their financial decision-making
skills.

1. Descriptive Statistics

Descriptive statistics summarize the
key characteristics of the investor sample.
The following table presents measures of
central tendency (mean, median) and
dispersion (standard deviation) for key
investment-related variables.

Table 1: Descriptive Statistics of Investor
Behavior
Variable MM Sta MM

ed [nd |in | ax

e
a |ia | ard
n |n | De
via
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The analysis of investor data reveals key insights
into investment behavior and risk preferences.
The average monthly among
respondents is 25,000, with a standard deviation
of 15,000, indicating significant variability in
investment amounts. This suggests that while
some investors commit substantial funds, others
invest more conservatively. The median years of
experience is 5, meaning half of the investors
have five years or less of market exposure,
highlighting a relatively young investor base.
Additionally, the average risk tolerance score of
3.2 on a 1-5 scale suggests that most investors
exhibit a moderate risk appetite, balancing their
investment decisions between risk and security.
These findings provide valuable insights into
investor demographics and behavior in the
Kurnool District stock market.

investment

2. Regression Analysis

A linear regression model was applied to
evaluate the impact of confirmation bias on
investment performance.
Table 2: Regression Results (Dependent
Variable: Investment Performance in %
returns)

| Independe | Coefficie | Standa [t- | p- |
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nt nt () rd valu | valu
Variable Error e e
Confirmati | -2.5 0.7 - 0.00
on Bias 3.57 | 1 **
Score (1-5)

Years of | 1.2 0.5 2.40 | 0.01
Experience 8 *
Risk 0.9 0.6 1.50 { 0.13
Tolerance 5

Source: SPSS (*Significance Levels: p <
0.05 (Significant), p < 0.01 (Highly

Significant))
Interpretation:

The analysis of  investment
performance reveals significant

relationships between investor behavior and
returns. The negative coefficient (-2.5) for
the Confirmation Bias Score suggests that a
higher tendency toward confirmation bias is
associated with lower investment returns,
indicating that biased decision-making
negatively impacts financial outcomes.
Additionally, years of experience positively
influence investment performance, implying
that seasoned investors tend to make more
informed and  profitable  decisions.
However, risk tolerance appears to have a
weak relationship with returns, as its p-
value (0.135) is not statistically significant,
suggesting that an investor’s willingness to
take risks does not necessarily translate into
higher returns. These findings highlight the
importance of cognitive Dbiases and
experience in shaping investment success.

Graph: Relationship between
Confirmation Bias and Investment
Performance

Impact of Confirmation Bias on Investment Performance
22.5
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8
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Confirmation Bias Score (1-5)
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Graph Interpretation:

The scatter plot analysis reveals a clear negative
correlation between confirmation bias and
investment performance, indicating that as
confirmation bias increases, investment returns
tend to decline. This pattern supports the
hypothesis ~ that  biased
negatively impacts financial outcomes, as
investors who rely on selective information may
overlook critical market signals, leading to
suboptimal investment choices. The observed
trend underscores the importance of objective
analysis and diversified information sources in
improving investment success. These findings
align with  behavioral finance theories,
emphasizing the detrimental effects of cognitive
biases on financial decision-making.

decision-making

3. Chi-Square Test

A Chi-Square test was performed to
check the relationship between demographic
factors (age group) and confirmation bias level.
Table 3: Chi-Square Test - Age Group vs.
Confirmation Bias Level

Age Low | Moderate | High | Total
Group | Bias | Bias (3) Bias

(Years) | (1-2) 4-5)

18-30 20 30 50 100
31-45 25 35 20 80
46+ 10 5 5 20
Total 55 70 75 200
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Source: SPSS - Chi-Square Test Result:
¥ = 2345, p = 0.00001 (Highly
Significant)

Interpretation:

The analysis indicates a
strong relationship between age and
confirmation bias in investment decision-
making.  Younger investors (18-30)
demonstrate a  higher tendency for
confirmation bias, with 50% exhibiting high
levels of bias, suggesting that they may rely
more on pre-existing beliefs and selective
information. In contrast, older investors
(46+) show lower confirmation bias, likely
due to their greater experience, market
awareness, and exposure to diverse
investment  scenarios. The statistical
significance  of this relationship 1is
confirmed by a p-value of less than 0.01,
indicating a strong and meaningful
association between age and confirmation
bias. These findings highlight the role of
experience in reducing cognitive biases and
promoting more rational investment
decisions.

4. Sentiment Analysis

To analyze qualitative responses,
sentiment analysis was applied to open-
ended survey responses on investor
perceptions.
Table 4: Sentiment Analysis of Investor
Comments

Sentiment | Number  of | Percentage
Type Responses (%)
Positive 60 30%
Neutral 80 40%
Negative | 60 30%
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Source: SPSS
Interpretation:

The sentiment analysis of investors reveals a
balanced distribution of emotional and rational
decision-making tendencies. About 30% of
investors exhibited a negative sentiment,
indicating concerns about emotional decision-
making, which may lead to impulsive or biased
investment choices. Meanwhile, 40% of investors
displayed a neutral sentiment, suggesting a mix of
rational analysis and cognitive biases influencing
their decisions. The remaining 30% had a positive
sentiment, implying that a segment of investors
actively mitigates confirmation bias and adopts a
more objective approach to investing. These
findings highlight the varying degrees of investor
sentiment and its potential impact on financial
decision-making and market outcomes
FINDINGS OF THE STUDY

1.Demographic Findings

1. Age Group: 40% of investors belong to the 18-30
age groups, indicating a high participation of
young investors.

2. Gender: 70% of investors are male, while female
participation remains low at 30%.

3.Education Level: 45% of investors hold an
undergraduate degree, showing a well-educated
investor community.

4.Income Level: The majority of investors (40%)
earn between Rs 25,000 - Rs50,000, indicating a
strong presence of middle-income investors.

5. Investment Experience: 40% of investors have 1-
5 years of experience, suggesting that many are
still developing their financial decision-making
skills.

2. Impact of Confirmation Bias on Investment

Performance

1. Negative Impact on Returns:

» Regression analysis shows that higher
confirmation bias leads to lower investment
returns (p =-2.5, p=0.001).
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Investors who only seek information
that supports their existing beliefs tend
to make poor financial decisions.
Younger Investors Show Higher
Confirmation Bias:

50% of investors in the 18-30 age
group display high of
confirmation bias.

Older investors (46+) exhibit lower bias
levels, possibly due to more experience
and awareness.

Experience Reduces Bias:

Investors with more than 10 years of
experience rely more on data and
analysis rather than emotional decision-
making.

Risk Tolerance is Moderate:

The average risk tolerance score is 3.2
(on a 1-5 scale), indicating that most
prefer moderate-risk

levels

investors
investments.

3. Sentiment Analysis Findings

1. Investor Perceptions on Confirmation
Bias:

> 30% of investors expressed negative
sentiment, indicating concerns about
emotional decision-making.

» 40% had neutral views, showing
mixed awareness of behavioral biases.

» 30% had positive sentiments,
meaning some investors actively try to
reduce bias in their decision-making.

SUGGESTIONS OF THE STUDY

» Organize literacy
workshops to educate investors on
behavioral biases and rational decision-

financial

making.

» Use
demonstrate how confirmation bias affects
investment performance.

real-life case studies to
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» Investors should rely on diverse financial
sources, stock analysis reports, and expert
opinions rather than selective information.

» Promote fundamental and technical analysis
training to help
decisions.

»Young investors should focus on long-term
financial goals rather than making emotion-
driven, short-term trades.

» Promote and  portfolio
diversification to minimize risks caused by
biases.

» Encourage the use of Al-powered stock analysis
tools and robo-advisors to minimize human
biases in investment decisions.

» Stock market institutions and brokerage firms
should introduce behavioral finance modules to
help investors recognize and control cognitive
biases.

» Financial institutions should launch initiatives and
mentorship programs to encourage more women

investors make informed

value  investing

to participate in stock trading.

» Provide financial independence and investment
education programs targeted at women.

» Encourage investors to share insights, discuss
strategies, and seek different perspectives to
avoid falling into confirmation bias.

»Promote investment clubs and financial
discussion groups for knowledge exchange.

» Encourage the use of platforms that provide real-
time market insights, unbiased financial news,
and automated portfolio tracking

CONCLUSION

» The current work highlights the influential power
of confirmation bias in making investment
decisions in the stock market, ultimately
resulting in poorer financial outcomes. Investors
who actively search for information in favor of
preconceived beliefs tend to embrace inferior

decisions, leading to weaker portfolio
performance. Research results validate that
younger investors (18-30) have greater

tendencies toward confirmation bias, whereas
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» Furthermore,

mature investors (with more than 10 years
of experience) make
decisions.

more rational
the majority of stock
market participants (70%) are male,
while most investors (40%) fall within
the middle-income range (325,000 to
X50,000). Statistical tests, including
regression and chi-square analyses,
confirm a negative correlation between
confirmation bias and investment
performance. Sentiment analysis also
establishes that a significant percentage
(30%) of acknowledge
emotional decision-making as a concern.

mvestors

» To mitigate confirmation bias, financial

literacy programs, awareness initiatives,
and analytical investment tools play a
crucial role. Encouraging rational
investment decision-making and
emphasizing financial education can help
investors in Kurnool District achieve
better financial outcomes and long-term
success in the stock market.
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