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Abstract

This article aims to systematically review the literature on cognitive heuristic-
driven bias and its impact on investment management, identifying gaps and pro-
viding future directions for investors, researchers, and academics. The study
critically reviewed 71 relevant articles in the Scopus database published between
1980 and 2023. It synthesised the literature on behavioural finance, particu-
larly focusing on cognitive heuristic-driven biases and their influence on invest-
ment decision-making and performance. Investors in the financial market are
influenced by cognitive biases such as overconfidence, representativeness, an-
choring, availability, and adjustment heuristics. These biases impact investment
decision-making and performance, potentially leading to suboptimal decisions and
undermining market efficiency. Further research on other cognitive factors like
the gambler’s fallacy and framing is needed and also explores the recognition of
heuristic-driven bias. Investors, both individual and institutional, must be more
aware of these biases. This study highlights that the global investor community is
unknowingly affected by these biases. Understanding these biases is increasingly
crucial due to the expanding investment market and the rise of individual investors
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in financial markets. This study is also significant for researchers, academics and
professionals in the domain of behavioural finance, providing crucial insights into
the influence of cognitive heuristic-driven biases in management activities.
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Introduction

The traditional theories in economics and finance assert that investors are rational
beings in the sense that they consider all relevant information before making an
investment decision. Neoclassical or Traditional Finance comprises of various
concepts and theories, including Expected Utility Theory (Bernoulli, 1738),
Markowitz Portfolio Theory (Markowitz, 1952), Miller and Modigliani Theory
(1961), Sharpe’s (1964) Capital Assets Pricing Model Theory, and Fama’s (1965)
Efficient Market Theory, etc. It can be noted from the aforesaid theories that tradi-
tional finance theories depend heavily upon two basic assumptions—first that
human beings are rational and second that the markets are efficient and contain all
the relevant information required for financial decision-making.

Behavioural finance is a newly emerging field within finance that challenges
the traditional assumptions of perfect rationality and market efficiency (Sharma &
Kumar, 2019). It focuses on studying investment decisions as an ongoing process,
taking into account the cognitive and emotional biases that can influence these
decisions (Kumar & Goyal, 2015). As per the behavioural finance theories, it is
common for investors to demonstrate irrational behaviour in the stock market,
which contrasts with the traditional finance assumptions that investors are
rational beings (Mushinada & Veluri, 2019). This field studies how individuals
and groups act in the stock market, as investors, analysts and portfolio managers.
It aims to understand the influence of emotions and cognitive biases on invest-
ment behaviour (Madaan & Singh, 2019). The field of behavioural finance exam-
ines how psychological and social factors influence the decision-making processes
of finance professionals and the resulting impact on market behaviour (Ahmad
etal., 2023).

This study synthesises the existing literature in behavioural finance, primarily
focusing on cognitive heuristic-driven biases and their impact on investment
decision-making and investment performance. Tversky and Kahneman (1974)
were pioneers in defining heuristics and classified heuristics into three categories:
Representativeness, anchoring and availability bias. Subsequently, Waweru et al.
(2008) expanded this list by adding overconfidence and gambler’s fallacy as addi-
tional heuristics. Tversky and Kahneman (1973) proposed that in order to cope
with the limited information processing capability, individuals can rely on heuris-
tics that simplify decision-making but restrict the use of information. This can
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result in systematic errors in evaluation and sub-optimal investment choices.
Investors often employ heuristics and mental shortcuts, which give rise to various
behavioural biases, particularly recognition and cognitive heuristic biases can sig-
nificantly impede the ability to make optimal stock trading decisions (Ahmad &
Wu, 2023; Kumari et al., 2025).

Overall, this study focuses on cognitive-based heuristic biases and their impact
on investment decisions and performance, while also exploring the foundations of
behavioural finance and heuristic theory. There is currently a gap in the literature
regarding a systematic review that specifically addresses cognitive heuristic-
driven biases, with particular emphasis on four predominant biases: Overconfidence
Bias, Representativeness Bias, Availability Bias and Anchoring & Adjustment
Bias. By focusing on these cognitive biases, this research aims to provide a deeper
understanding of how mental processes influence decision-making outcomes
within the investment context. Additionally, existing research by Cascédo et al.
(2023); Khan et al. (2020); Kumari et al. (2025); Richie and Josephson (2018);
Sumantri et al. (2024) highlights critical heuristic biases that significantly affect
investors’ decision-making and the performance of individual investors, which
include representativeness, overconfidence, anchoring and availability bias.

The following sections provide a structured approach to understanding the
research: In the second section, the authors review previous studies that explore
the relationship between heuristic-driven biases and investment management
activities, such as investment decision-making and performance. The third section
outlines the data collection and analysis method. The fourth section explores the
findings and identifies research gaps in the fifth section. Finally, the sixth section
presents the conclusions and implications derived from this article’s results, as
well as proposes potential areas for future research.

Literature Review

Heuristic Theory

Heuristics theory states that decision-makers utilise shortcuts to minimise the risk
of losses in uncertain situations (Ritter, 2003). Heuristics are mental shortcuts
used to simplify decision-making and problem-solving, especially when dealing
with complex problems and incomplete information (Ritter, 1988). The word
‘heuristic’ was initially explained by Tversky and Kahneman (1974) in their
influential article ‘Judgment Under Uncertainty: Heuristics and Biases’. In their
seminal work of 1974, Tversky and Kahneman (1974) examined heuristics
and outlined three key biases: representativeness, availability and adjustment
anchoring. Subsequently, Waweru et al. (2008) expanded upon this framework by
introducing additional heuristics, namely overconfidence. Investors’ decisions in
the financial markets are influenced by several heuristic-driven biases, specifi-
cally, recognition-based heuristics like name memorability, name fluency and
alphabetical order, as well as other cognitive heuristic biases, such as herding
behaviour, disposition effect, overconfidence, anchoring and adjustment, repre-
sentativeness and availability biases (Ahmad & Wu, 2023).
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Cognitive Heuristic-driven Biases

This article examines the four most prominent cognitive heuristics biases:
Overconfidence, representativeness, availability and anchoring & adjustment bias.

Overconfidence Bias

Overconfidence bias can lead individuals to inaccurately assess their compe-
tence, expertise, and skills, seeing themselves as highly capable participants
who are capable of achieving greater financial gains (Asad et al., 2018). Abreu
and Mendes (2012) have defined overconfidence as the belief held by investors
that their decisions are superior to the average and the actual reality. This over-
confidence often leads to a distorted perception of the accuracy of an investor’s
knowledge and an inflated sense of their own capabilities in analysing the infor-
mation at hand (Nofsinger, 2013).

Representativeness Bias

The ‘representativeness heuristic’ was initially explained by psychologists
Amos Tversky and Daniel Kahneman during the 1970s. Similar to other heuris-
tics, decision-making based on representation aims to serve as a cognitive
shortcut, enabling us to make prompt decisions. Nevertheless, it can also lead to
inaccuracies. Representativeness is a cognitive bias that involves making judg-
ments using an analogy-based approach. This means that decisions are more
likely to be influenced by small samples due to the inherent uncertainty involved
(Busenitz & Barney, 2017). The representativeness heuristic ultimately leads
decision-makers to depend on a small sample of a population to update their beliefs
rather than relying on complex data when making decisions (Shah et al., 2018).

Availability Bias

Availability bias is a mental shortcut that relies on readily available information
that comes to mind or the ease of recalling specific events and frequency of expe-
riences with similar events (Tversky & Kahneman, 1973). It is a cognitive heuristic
bias, which occurs when a decision-maker relies on quickly accessible informa-
tion instead of considering other options and procedures. In the stock market,
decision-makers are greatly influenced by the information they receive during the
process of selecting and identifying stocks (Khan et al., 2017).

Anchoring and Adjustment Bias

The anchoring bias was initially discovered by Tversky and Kahneman (1974)
during their laboratory experiment as an anchoring and adjustment bias. This
bias refers to the inclination of individuals to heavily depend on the initial infor-
mation they receive and inadequately adjust it when making final decisions.
Slovic and Lichtenstein (1971), states that anchoring and adjustment bias occur
when individuals utilise initial information to form estimates, which are then
adapted to arrive at the final answer. These initial values can be modified through
problem formulation or suggested through partial computation. In addition to
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that, Tversky and Kahneman (1974) assert that different starting points produce
varying estimates, influenced by the initial value. This phenomenon is referred
to as anchoring. Hence, the anchoring and adjustment bias can be traced to
investors’ propensity to ‘anchor’ their thoughts to an irrelevant reference point
when making decisions (Pompian, 2011).

Research Methodology

This article employs the systematic literature review (SLR) method to critically
review the existing literature on cognitive heuristic-driven biases in behavioural
finance. The SLR methodology is a comprehensive analysis of existing research
on a clearly defined subject, using systematic and clear techniques to identify,
select and evaluate relevant studies. It involves the meticulous extraction and
critical analysis of data and findings from these chosen studies (Christofi et al.,
2017). Typically, systematic reviews aim to generate comprehensive under-
standing by synthesising research findings, thereby enhancing methodological
robustness and establishing a reliable knowledge base to guide future research
endeavours (Tranfield et al., 2003).

Considering these factors, the authors assert that the SLR is the most effec-
tive way to achieve the research objective, which is to provide a comprehensive
and high-quality overview of the literature concerning cognitive heuristic-driven
biases and their influence on investment decision-making and investment
performance.

There are various frameworks exist for reporting SLRs, but this study employs
the Preferred Reporting Items for Systematic Reviews and Meta-Analyses
(PRISMA) Model, as outlined by Page et al. (2021). The PRISMA framework is
organised into four stages: identification, screening, eligibility and inclusion. It pro-
vides a standardised checklist that outlines essential components to be included in a
systematic review report. The adoption of the PRISMA framework is intentional, as
it offers a robust and transparent methodology, ensuring that the SLR is executed
with a high degree of rigour and clarity (Page et al., 2021; Rethlefsen et al., 2021).

Formulation of the Research Questions

This study’s primary goal is to carry out a systematic review of the existing body of
knowledge by exploring the heuristic bias. Research questions were defined at this
stage. Four research questions were framed for this study, which are as follows:

e To systematically review the existing literature on cognitive heuristic-
driven bias.

e To explore the impact of these biases on investment decision-making and
performance.

e To check the causes of these selective cognitive heuristic-driven biases.

e To identify any research gaps and suggest directions for future research in
this area.
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Identification

The initial phase of conducting the SLR process involves the identification of
relevant keywords for accessing the appropriate literature (Moher et al., 2009).
The selected keywords serve as the foundation for developing search strings
focused on cognitive heuristic bias. The primary search string is intended to be
applied to titles, keywords and abstracts of articles related to heuristic bias. To
construct the search string, Boolean operators, specifically AND and OR, with the
option to utilise various combinations of these operators (Kumari et al., 2024;
Moher et al., 2009; Page et al., 2021).

This study predominantly employs the Scopus database for literature reviews,
as it is widely recognised as a reliable source for scientific articles (Baas et al.,
2020; Mongeon & Paul-Hus, 2016). The choice of Scopus is deliberate, given its
distinguished reputation in the academic community for consistently publishing
high-quality research. As the most extensive abstract and citation database avail-
able, Scopus covers a wide range of literature, including scientific journals, books
and conference proceedings (Schotten et al., 2019).

Moreover, the authors implemented stringent inclusion and exclusion criteria to
delineate the research sample for the study shown in Table 1. This extensive search,
which included all publications up to December 2023, aimed to identify significant
articles using key search terms such as ‘heuristic*” OR ‘heuristic-driven bias’ OR
‘heuristic decision-making” OR ‘cognitive heuristic*” OR ‘cognitive heuristic-driven
bias*’ OR ‘behavioural heuristic factor*” AND ‘investment decision®*” OR ‘financial
decision*” OR ‘investment performance’. These approaches were carefully applied to
articles’ topics, titles, keywords, and abstracts in the Scopus database.

To maintain quality and rigour in the research, only peer-reviewed articles pub-
lished in English were included in the selection process. The author’s focus was
specifically on the areas of ‘Business, Management, and Accounting’, ‘Social
Science’, ‘Economics, Econometrics, and Finance’, and ‘Arts and Humanities,
and Psychology’, all of which are critically relevant to the field of behavioural
finance. Ultimately, this thorough approach yielded an initial collection of 189
relevant articles, after judiciously excluding 177 studies from a total of 366 refer-
ences sourced from the Scopus database.

Screening

In the second phase of the study, a comprehensive screening process was conducted
on all articles identified from the selected database based on the search string and

Table I. Inclusion and Exclusion Criteria.

Criterion Inclusion Exclusion

Types of literature Research articles Conference Proceedings, Book
Chapters, Review Articles, Books

Language English language Non-english

Timeline 19802023 2024

Country Global
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followed the inclusion and exclusion criteria. To enhance the relevance of the
results in relation to the research objective, the authors independently reviewed
the titles and abstracts of the articles, leading to the exclusion of 74 articles that
did not align with the research objective.

Eligibility

This phase worked collaboratively with the screening phase to ensure that all
selected journal articles met the necessary criteria. As shown in Figure 1, a total of
115 articles were identified for further examination. These articles were carefully

analysed for their relevance to cognitive heuristic bias, involving a thorough
examination of the full texts and their abstracts, which excluded 44 articles.

177 studies were excluded on the
basis:

Articles identified through the
SCOPUS database searching using
search keywords (n = 366)

Subject area other than Business,
Management and Accounting, Social
Science, Economics, Econometrics

and Finance, Arts and Humanities,
Psychology = 135 documents
Documents Type (Conference paper,
Editorial, Book Chapter, Book) = 37
documents

Not in English Language = 5
documents

Identification

A 4
£ Records screened by title and abstract (» = 189) Articles excluded based
g on title and abstract
o .
g > review (n=74)
2]
A 4
2 Full-text articles assessed for eligibility (n = 115) Articles excluded based
B on the full text review
B (n=44)
o]
A 4
g Articles included in the review (n=71)
..—g
Q
K]

Figure 1. PRISMA Flow Diagram of the Literature Search and Articles’ Selection for
the SLR.
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Inclusion

In the last phase, the authors identified 71 main articles that form the foundation
of this analysis. The data were systematically summarised and analyse.
Subsequently, the authors discuss the findings of this article, and enhance the
understanding of the cognitive heuristic bias for further study.

Findings

In this section, the authors discuss the findings with respect to the heuristic biases
and their impact on investment decisions and investment performance based on 71
shortlisted studies on cognitive heuristic-driven biases.

Findings on Overconfidence Bias

The findings of this study confirm that investors behave irrationally and make
trading mistakes due to heuristic biases. Through the review of the literature, it
was found that the overconfidence heuristic has a significant negative influence
on the investment decisions of individual investors. Psychologically, this means
that, due to overconfidence bias, investors cannot take appropriate investment
decisions. Overconfident investors tend to make inappropriate or risky invest-
ments and they may trade excessively, which can have a negative effect on their
returns (Kafayat, 2014; Waweru et al., 2008). Overconfidence serves as a heuristic
that investors depend on, seemingly to mitigate the potential losses in uncertain
circumstances. By employing heuristics, individual investors compromise their
technical expertise and logical thinking abilities, consequently leading to erro-
neous judgments (Ahmad & Shah, 2020). Investors frequently make irrational
decisions, which then negatively affects their investment performance (Shah et al.,
2018). Overconfidence prompts investors to increase their asset purchases when
they receive positive signals from the market, and conversely, to sell off more
assets when they receive negative signals (Wang, 2001). Kafayat (2014) stated
that the overconfidence bias negatively impacts the investment decision. In a
similar vein, Park et al. (2010) and Kengatharan and Kengatharan (2014) propose
that investment decisions and investment performance are adversely affected by
overconfidence.

Findings on Representativeness Bias

The present study also provides evidence regarding the bias—representativeness.
Several researchers have carried out studies on the representativeness bias and its
impact on investment management activities (Ahmed & Safdar, 2017; Dias et al.,
2019; Irshad et al., 2016; Khan & Bashir, 2020). Certain studies have shown a
positive connection between representativeness bias and investment decisions,
suggesting that this bias can effectively improve the investment decision-making
process (Khan et al., 2020; Rehan & Umer, 2017; Toma, 2015). In a study
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conducted by Irshad et al. (2016), it was revealed that a significant positive
correlation exists between representativeness bias and investment decisions.
Correspondingly, Ikram (2016) found that individual investors trading on the
Islamabad Stock Exchange was notably influenced by representativeness bias
when making their decisions. This bias had a positive impact on the returns of
those investors, leading to an increase in their overall profitability. Conversely, in
some studies, researchers demonstrate a negative correlation (Parveen et al., 2020;
Tin & Wee-Siong Hii, 2020) between the representativeness bias and investment
decision-making. Researchers argue that this bias reduces the quality of invest-
ment decision-making as individuals struggle to make rational decisions, leading
to irrational behaviour in the market. As a result, they tend to make trading errors
as a consequence of relying on the representativeness heuristic.

Barber and Odean (1999) findings further support this, highlighting a signifi-
cant correlation between representativeness bias and investment performance.
They elucidated that investors are drawn toward stocks that capture public atten-
tion or have witnessed unexpectedly high trading volumes. Additionally, Abdin
et al. (2017) posit that representativeness impacts both investment decisions as
well as performance.

Findings on Availability Bias

Similarly, this study also highlights the significance of availability bias in the
financial market. The significance of availability bias in the stock market has been
highlighted by Chiodo et al. (2003). Their research indicates that availability can
lead to either under-reaction or overreaction in expectations, consequently
impacting asset prices. Similarly, Salman et al. (2021) assert that a substantial
number of individual investors were affected by the availability heuristic at the
Stock Exchange. The availability heuristic significantly influences investors’
decisions, leading them to view a stock with favourable earnings as less risky and
a stock with poor earnings as highly risky (Richie & Josephson, 2018; Shantha
Gowri & Ram, 2019). Consequently, this cognitive bias leads to suboptimal
investment decisions (Ganzach, 2000). Investor preferences are based on
available information, which leads to a specific trend in decision-making.
Occasionally, even insignificant information can impact investment decisions
(Van den Steen, 2002).

Findings on Anchoring and Adjustment Bias

Additionally, many studies have shown that anchoring and adjustment bias influ-
ence the different types of financial investment decisions, such as real estate
(Pandey & Jessica, 2018); debt securities (Tin & Wee-Siong Hii, 2020); housing
investment (Cascdo et al., 2023). According to Ahmad et al. (2020), the anchoring
heuristic impacts investment decision-making, often negatively affecting entre-
preneurs in emerging markets. In a study conducted by Lowies et al. (2016), it was
found that anchoring and adjustment bias significantly influence the investment
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decisions of listed South African property fund managers. This bias has the poten-
tial to result in judgment errors and the possibility of missed gains (Abraham
et al., 2014). Similarly, Obara (2015) highlighted the positive and considerable
impact of anchoring bias on investment performance. Contrarily, Shah et al.
(2018) found that anchoring bias has a detrimental effect on investment decisions
and investment performance. Anchoring heuristic is a prevalent bias that affects
various aspects of finance and business decision-making. As a result, it’s crucial
for investors and wealth management practitioners to fully understand this behav-
iour and its impact (Khan et al., 2017).

Additionally, Table 2 presenting the most cited articles, along with key study
characteristics and insights descriptions, is essential for identifying influential
research and understating trends of the cognitive heuristic-driven bias research.

Research Gaps

After reviewing the available literature on cognitive heuristic biases, it has been
found that there are some gaps which need to be addressed and future studies can
be conducted on these gaps. For instance:

Future studies may be conducted to examine the impact of the cognitive heu-
ristic-driven biases on investment decisions as well as investment performance,
with a focus on moderating and mediating factors. It is essential to investigate
how financial literacy, long-term orientation, and locus of control can moderate
these effects, while also considering other variables like risk perceptions and
market anomalies can mediate the relationships.

This study also asserts that further study should incorporate other heuristic
factors like gambler fallacy; disposition effect, herding, underconfidence, anchor-
ing and representativeness bias. It recommends examining these factors separately
will enable a thorough evaluation of their distinct effects on investment decisions,
investment performance, and market efficiency.

Furthermore, there is potential for additional research to concentrate on con-
trasting the diverse categories of investors, including individual investors (retail
investors) and institutional investors (financial advisor, pension fund, mutual
fund) to find out which investors are less influenced by heuristic biases.

Conclusions and Limitations

This study has presented a detailed analysis of cognitive heuristic-driven biases
and their influence on investment decision-making and performance. To achieve
rigorous studies on this topic, an SLR approach was conducted of the existing
literature in the Scopus database published between 1980 and 2023, resulting in a
detailed analysis of 71 articles. The primary goal of this study is to investigate the
impact of the various cognitive heuristic biases and their influence on investment
decisions and investment performance.

Currently, this particular area of study is experiencing a surge in popularity, and
provides invaluable insights into the decision-making processes of investors in the
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financial markets. The findings of the study propose that most of the investors in
the financial market rely on cognitive heuristic biases such as overconfidence,
representativeness, anchoring, availability and adjustment heuristic. These biases
often lead to suboptimal decision-making. The study highlights the use of heuris-
tics as a means for investors to mitigate risks in uncertain scenarios. However, it
also emphasises that this approach can result in errors, leading to irrational deci-
sions that may adversely affect investment performance and also the market effi-
ciency is compromised.

This study is limited in its scope as it solely examines cognitive heuristic-
driven bias, further research may be carried out to explore the impact of recogni-
tion-based heuristic-driven bias, namely alphabetical ordering, name memorability,
and name fluency, which are also heuristic factors, resulting in irrational deci-
sions. Furthermore, there are many heuristic factors like gambler fallacy and
framing whose impact can be investigated in investment management activities.

Moreover, this research carries significant practical implications for both indi-
vidual and institutional investors. Investors, individual as well as institutional,
need to be more aware of these biases and this study shall reinforce the fact that
globally the investor community is unknowingly plagued with these biases.
Although these biases were recorded and reported several years ago, the signifi-
cance of being aware of these biases has increased multifold, given the expanse of
the investment market and the rise in individual (retail) investors’ participation in
the financial markets.
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