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ABSTRACT

The study's main goal is to determine whether overconfidence has an influence on investors'
investment decisions and whether risk perception and religion have a moderating effect on
this connection. Through the use of a well-structured questionnaire, data is gathered. The
sample size is 156 and systematic sampling is performed. According to statistical findings,
overconfidence has a substantial influence on investors' investing choices. However, there is
no empirical proof that religiosity and risk perception have a moderating effect on the
model's moderating component. Thus, the study shows that overconfidence has an impact on
investors' investment decisions, but that religiosity and risk perception have no moderating
effects. The analysis is helpful for brokers, investors who are deciding whether to purchase or
sell stocks, as well as for business owners. In addition, this study is unique and of higher
significance since risk aversion and religion have never been associated with one another in
the Indian stock market. The current research is helpful for academics who wish to
investigate the influence in more detail in a different setting with different factors.
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INTRODUCTION

Humans approach everyday life decisions with information. The most recent research reveals
that there are other resources than knowledge that might help people make decisions. They
have biases that are prone to developing over time since they are a personality trait. These
behavioral biases lead to poor performance while making financial decisions. The tendency
for humans to take shortcuts tends to make these biases worse. shortcuts that show investors

don't always respond logically. Overconfidence is one of the heuristics that this study is
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taking into account. "The persistent overvaluation of the own investment decision™ is how it
is characterized. Because it places too much emphasis on one's own abilities and gives other
information too little weight, the overconfidence bias makes people think they are superior,
which has a negative impact on their ability to make decisions. Many people in the working
world have excessive self-confidence. Investors are not always rational, as shown by the US
stock market crashes of 1987 and 2008. Behavioral biases do exist, and one of them that is
more potent and influences investor choice is "overconfidence."

One of the most researched behavioral biases is overconfidence. People who are
overconfident tend to make decisions that are more extreme than they should be. Investors
must be mindful of their risk aversion and financial responsibility while making financial
decisions. It's not that easy to find proof of overconfidence. As a result, it is difficult to
measure overconfidence for empirical analysis. There are few traits that set overconfident
investors apart from others. Overconfident investors blame their poor luck for their failures
and credit their talents for their triumphs. Additionally, they have a tendency to trade more
frequently, which is another way to look at the overconfident aspect of investors.
Overconfident investors misjudge the danger connected with the stock since they are familiar
with routine trading. How frequently an investor trades may readily reveal how overconfident
they are. Most of the time, they focus on higher returns and employ mental shortcuts when
engaging in routine trading. Investors aren't all arrogant. Individual investors are emotional
and illogical, but institutional investors are more rational, employ major trading tactics, and

have less prejudices.

Individual stock investors have less success than institutional investors in terms of
performance. According to psychologists, overconfidence is also influenced by culture, belief
systems, knowledge, gender, and experience. Cognitive biases are based on a person's gender,
such as the notion that men are more overconfident than women. Belief system theory is used
to describe ideas and attitudes that are more concerned with a person's personality. People
tend to overestimate their own ability to identify biases, despite the fact that they can readily
spot prejudice in others. Because they are less likely to make mistakes, seasoned investors
behave more logically. Experienced investors make fewer trades and maintain a portfolio
with lower levels of risk. The goal of the current study is to examine how overconfidence
affects decision-making while taking into account risk perception and religious (i.e., belief
system) components. Given that India is a nation where the majority of people appear to

adhere to their religious system, this study gives fresh perspective. In order to better
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understand overconfidence and financial decision-making, the current study proposes a
model that examines the influence of a belief system on biasness (i.e., overconfidence). The
research conducted a literature review and identified the following factors that are relevant to

the current investigation.

LITERATURE REVIEW

Busenitz and Barney (1997) define overconfidence as "a tendency to overestimate the
probability of being right." Overconfidence, as defined by Zacharakis and Shepherd (2001),
is a propensity to overestimate the possibility of any given chain of events. They also
mentioned the fact that people naturally like to concentrate more on prior achievements than
errors, which might breed hubris and raise the possibility of repeating the same investing
blunders. The inclination to enthusiastic overconfidence was referred to by Griffin and Varey
(1996) as an overconfidence in one's favored outcome. Nevertheless, the contrary of
overconfidence involves exaggerating one's ability to back up a conclusion. Zacharakis and
Shepherd (2001) contend that both types of overconfidence proposed by Griffin and Varey
(1996) lead to unsatisfactory decisions. Dittrich, Guth, and Maciejovsky found that task
intricacy and elevated perceived risks are the real drivers of developing overconfidence in

their 2005 investigation of overconfidence in investment decisions.

Overconfidence may have an impact on two distinct types of judgements, according to
D'Acunto (2015), who examined the overconfidence of male and female investors in their
hazardous investment choices. According to him, investors decide if they want they should
make an investment (extensive margin) before selecting how much money to spend (intense
margin). Zacharakis and Shepherd (2001), who studied venture capitalist investors and their
investment decisions, claim that excessive trust is a bias which hinders acquiring since an
overly optimistic shareholder is less likely to carefully consider all relevant information,
which obstructs advancement throughout the manner in which decisions are made.
Overconfidence itself does not always end in a poor choice, they claim. Investors place a
great value on their own investing decisions, and they are hesitant to switch to any other

investment opportunities, claim Dittrich, Giith, and Maciejovsky (2005).

The least degree of assurance is required for perfect judgments, but excessive quantities of
confidence result in overconfidence (Griffin & Varey, 1996). On the other side, D'Acunto

(2015) said that overconfidence is a trait that may endure over time since it rewards
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consumers across the world. Kahnman and Tversky (1991) established the idea of the
prospect theory, and this has the greatest potential to describe choices made pursuant to
uncertainty and risk, where one's decision is based on gains and losses according to a specific
point in time. This can be further investigated and recognized by Moore and Healy (2008)
where they characterize overconfidence with regard to three factors. Since investors are
explicitly described as being risk-averse, this notion is relevant to investors. 1)
Overestimation, which depicts when a person has too much faith in their capacity to predict
their own performances. 2) over placement, which refers to comparing one's own preferences
to those of others. 3) the degree to which one can foresee uncertainty; the preference for
precision.

According to Daniel et al. (1998), overconfident investors tend to overreact to private signals
while underreacting to public signals when they participate in excessive trading (Biais et al.
2002). Barber and Odean (1999) conducted an analytical analysis of overconfidence.
Empirical evidence indicates that psychological factors have an effect on financial decisions.
When investors switch from trading over the phone to trading online, their performance
suffers (Barber & Odean, 2001b). De Bondt and Thaler (1995) investigated the enticing
qualities of choices about portfolios by comparing the differences between a median
portfolio, one's personal portfolio, and one's professional portfolio. Their research established
the concept of over and underconfident investors and showed that institutional and average
strategies had a lead over personal portfolios. (Ullah, Ullah, & Rehman, 2017)

Overconfidence and investing decision-making have a positive relationship.

The decision to accept or reject a risk depends on how that risk is seen, thus it's critical to
comprehend the factors that influence that perception. Cooper et al. (1988), a small group of
researchers, claim that behavioral biases frequently lead people to overestimate the danger
they are exposed to. These biases influence how risk is perceived, which influences decision-
making. This demonstrates that the relationship between behavioral biases and investor
evaluations is mediated by risk perception. A person feels the need to decide whether to start
a new business since risk perception and risk propensity are two different things. According
to Nutt (1993), people perceive danger similarly in identical circumstances. Instead, Simon et
al. (1999) made the case that people interpret information based on their limited information
capacity, which can lead to cognitive biases that directly influence how people perceive risk.
These biases subtly reduce the perceived amount of danger; further research is required on
this (Simon et al., 1999).
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Khursheed, a senior analyst at Topline Securities, speaks out against the State Bank of India's
basis point policy because brokers and investors are concerned about a scenario akin to the
2008 financial crisis. Investors are therefore responding emotionally and irrationally, which is
why GDP growth is slower than it was in the previous fiscal year (Khan et al., 1986). Many
investors also blame the government for the failures, despite their confidence in their own
abilities and capabilities. The stock market has had its greatest loss since August 15th, 2017,
and even bank fund managers were angry as a result of little inflation (Bahoo et al., 2018).
Due to the pending decisions in the Nawaz Sharif case, the stock market fell and the Indian
economy was destroyed. Most blue chip stocks appeared red and only reached lower levels;
the biggest loss, Rs. 233 billion, was recorded when the KSE-100 index dropped from 41000
points to 40345 points (Afzal & Habib, 2018). As a result, the study concludes that this issue
has persisted for millennia without any obvious answers, yet investors consistently act in an
overconfident manner while making judgments. Since overconfidence is one of the cognitive
biases that affects investor decisions, it doesn't matter whether the decision has to do with
buying and selling stocks, investing in bonds, or purchasing real estate—overconfidence will
always have an impact. It mostly has to do with how danger is seen, however it may also

have something to do with religious views. It can have a good or bad impact at times.

Investor decisions are heavily influenced by their perception of risk. Some investors are risk
enthusiasts, while others are risk averse. others who are always willing to take a chance
regularly trade in contrast to others who may be risk averse due to a fear of losing money. A
reasonable investor may occasionally overreact due to overconfidence, and occasionally, a
person's religious beliefs might give them the confidence to make confident selections. This
study seeks to answer the question, are religiosity and risk perception somewhat affected or
not, in order to determine the moderating influence of religiosity and risk perception on the
link between overconfidence and investor's resolves. Due to the fact that many investors
suffer from behavioral biases, this study will assist investors in taking these variables into
account while making investing decisions in order to save time and money. As a result, it is
necessary to expand the body of literature by conceptualizing and researching the

phenomena.
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Figure 1: Conceptual Research Model

The conceptualization presented above shows that overconfidence is an independent variable.
Investors' choice of investments is the dependent variable, whereas risk perception and
religion are the moderating variables. Thus, the following methodology is used to study the

effects.

OBJECTIVES OF THE STUDY
* To determine how overconfidence affects investors' investing choices.
* To evaluate the connection between investor investment decisions and overconfidence and

risk perception.

METHODOLOGY

The cross-sectional survey serves as the foundation for the quantitative investigation. A
survey is used to gather information. All brokers on the Indian Stock Exchange make up the
population’'s universe, whilst brokers are the population's goal. In probability sampling,
systematic random sampling was chosen because it was thought to be simple and useful for
gathering data since the population was already known. The study carefully determined the
size of its sample, which is N=156 out of a total population of 340. The study makes use of
SPSS to analyze the variance, but regression analysis's ease of use makes it simple to identify
and explain how an independent variable affects a dependent variable. In order to determine
whether religiosity and risk perception serve as moderators in explaining the association

between overconfidence and investment choice, the study additionally employed the F test of
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moderation of model 2. The study has taken into account the ensuing measures in order to

evaluate the current data.

RESULTS & DISCUSSIONS
For all research constructs, Table 1 shows the Cronbach alpha value above the median (0.6).

The adopted questionnaire's reliability and that of this study are pretty similar.

Table 1.

Reliability Statistics
Variables Reliability
Overconfidence 0.60
Religiosity 0.773
Risk Perception 0.858
Investors Investment Decision 0.70

Regression Analysis

The statistical significance of the F-test. As a consequence, the study's findings suggest that
the model can adequately account for the variation in investors' investment choices. To
achieve the main goal of the study, regression analysis was used to examine the effects of
overconfidence on investors' investment choices. The dependent variable is the investor's
investment choices, whereas overconfidence is viewed as an independent variable. R-square
score of 0.189 demonstrates that overconfidence can account for 18.9% of the variation in an

investor's investing choice.

Membership role for participation and outcome

A fuzzy set is thought of as a relationship (characteristic) utility that assigns a participation
value to each item. There are offered many involvement tools. The group management
processes are crucial for designing and evaluating a variety of replacements. The next-most
crucial task is to eliminate any replacements that fall beyond the crucial criteria's bottom
bounds. In the fuzzy inference system's first and second stages, three fuzzy membership
configurations are operational for both input and output purposes. As a result, the fuzzy
distribution of dialectal variable expressions in the first stage includes "Low," "Medium," and
"High." As shown in Table 2, these included variables are the same for fuzzy figures on a

range of figures from 1 to 5.
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Table 2:
Coefficients
Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) 2076 439 4.728 000
Overconfidence 072 094 061 762 000

R2 =089, Adj R2 =0.172
F= 117K, Sig Value= 0N

The empirical findings show that overconfidence has a statistically significant influence on
investing decisions. Overconfidence raises the likelihood of making decisions since the
relationship is good. The Andrew F. Hayes approach was employed for moderation in the

part study (model 2). by way of regress. These are the outcomes of moderation:

Main Effects:
Overconfidence can forecast investors' investing decisions, according to research b= 2.2, t
(149) = 2.7, p= .0071. Religion and risk perception, however, do not generally predict an

investor's investing choices.

Interaction Effects:

Addition to the interaction F(1,149)=.44, p=.5072, interaction 1 OC_Avg x RP_Avg b=-.14, t
(149) = -.66,Change R2 = 0.0023, Interaction 2 OC_Avg X Religion b=-.42, t (149) =-1.8, p
=.0672, Added to the interaction F(1,149)= 3.39, p = 0.0672, Change R2 =.0177. The study
demonstrates that religion and risk perception are not statistically significant, hence it is

impossible to determine their function as moderating variables.

DISCUSSION

Due to our limited reasoning, we only swiftly digest incomplete information when it is
compared to the accepted paradigm of reality. It was highlighted that different purchasers
have different levels of comprehension of complex pricing, and that sellers take advantage of
this reality to benefit, illustrating the importance of overconfidence in an investor's choice of
an investment. The research presented in this study suggests that excessive confidence might

forecast an investor's investing choices.

CONCLUSION
The study's main motivation was to examine the moderating effects of religion and risk

perception in order to determine the influence of overconfidence on investor investment
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decisions. A questionnaire was used to gather the information. The research so backs up the
initial idea. In terms of religion, there is no significant association between it and investment
decisions (p> 0.05=.761), and the relationship between overconfidence and religiosity is
likewise inconsequential (p> 0.05=0.0672). The study came to the additional conclusion that
risk perception significantly affects investor choice (p0.05=0.5072). As a result, the study did
not support hypotheses 2 or 3, leading to the conclusion that religiosity and risk perception do
not need a moderator to explain the association between overconfidence and investors'
investment decisions. The current study has specific limitations, such as the fact that it solely
considers brokers on the Indian stock exchange. The paper advises future research into

entrepreneurs and other financial advisors using the methodology.
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