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Abstract – Financial economics, the elements of stock markets, and the activities of specialists in that as a 
leader, are themes which are at last explored with different forthcoming by bunch scientists. A 
significant discussion has been progressing for most recent three decades between two schools of 
considerations 'rationalists' who expect that economic operators carry on sanely, against 'behaviorists', 
who accept that they act in efficiently silly ways. In the financial market, the speculators' desires, which 
assume a pivotal job impacts their Behavior. Actually, this influences the volume of exchanging, the cost 
of the protections and additionally the other financial tasks. Financial specialists display unreasonable 
behavior in their basic leadership. The basic leadership process itself is viewed as a psychological 
procedure as the speculators need to settle on a choice dependent on different choices accessible to 
them. Different financial models like CAPM (Capital Asset Pricing Model) and Black Scholes alternative 
valuation models accept that speculators are making unbiased figures, carries on totally normal and the 
financial market is competitive. In this Research Study, we reviewed the existing literature on various 
biases affecting financial decisions in detail. 
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I. INTRODUCTION 

Traditional finance expresses that Humans 
demonstration sane. They attempt to boost utility by 
choosing the best choice among the accessible 
options in the midst of vulnerability. Proficient market 
speculation expresses that markets are productive 
and costs mirror all the accessible information. In any 
case, this is in logical inconsistency with the truth. 
Humans will in general act irrational while making 
investment decisions. Behavioral finance attempts to 
discover the reasons for such irrational behavior 
among people. Behavioral finance centers on the 
psychological parts of why such irrational behavior 
emerges among people. It is accepted that 
psychological biases has an effect on investment 
decision making which prompts less returns. It is 
additionally discovered that absence of information 
and memory mistakes affects irrational decision 
making. 

Financial specialist behavior regularly goes astray 
from logic and reason, and speculators show 
numerous behavior biases that impact their 
investment decision-making forms. Behavioral 
finance is a developing field of study which is 
generally new and having its provenance from 
decision theory. Behavioral finance is a 
multidisciplinary look into area that joins psychology 
and finance and examines the issues that affect the 
decision-making process and clarifies the irrational 

idea of people, groups and organizations. 
Behavioral finance attempts to address those 
psychological snares that are defied while making 
decisions under vulnerability. Investments are 
made to acquire returns and capital thankfulness to 
beat vulnerability in future. Decision making for 
investing includes biases which affects the 
presentation of investments. 

The corporate exhibition of a firm is primarily 
subject to financial arranging. Financial supervisors 
who are associated with decisions either long haul 
or present moment are expected to advance the 
degree of financing which is reasonable for the 
corporate exhibition. The long haul financial 
decision incorporates the corporate procedures for 
capital structure and the dividend policy decisions. 
Capital structure decision is the structure of debt 
and equity. Debt section is identified with outer 
subsidizing which is gotten by firms while equity is 
comprised of two sections that are raised capital of 
the firm and selling of equity to outside of firm, at 
some point chiefs increment the debt level of 
financing or equity level with the end goal of better 
corporate execution. 

II. FINANCIAL MANAGEMENT 

As per Remund (2010) "Financial literacy is a 
measure of how much one understands key 
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financial ideas and has the capacity and certainty to 
oversee individual finances through suitable short-
term decision-making and sound, long-run financial 
planning, while aware of life occasions and changing 
economic conditions." According to Adams and Rau 
(2011), "Maybe one of the most powerful findings 
over the writing is that financial literacy (a 
psychological factor…) assumes a key job in 
financial preparation for retirement. Both test and 
non-trial studies show that understanding the basic 
standards of saving, for example, accumulating 
funds, has an immediate impact on financial 
preparation. This impact holds subsequent to 
controlling for statistic qualities." Analysis of these 
definitions demonstrates that financial literacy will 
keep on being a significant research area. Be that as 
it may, just investigation won't help. To discover 
great arrangements, the attention ought to be on 
execution and assessment of various procedures to 
improve the financial literacy levels of population. As 
low financial literacy is destructive for individual's 
financial wellbeing and country's economic 
wellbeing, prudent methodologies are important to 
improve financial literacy. 

As indicated by McMahon et al (2011) sound 
financial management is critical to the survival and 
prosperity of small undertakings of different types. 
Investigations of reasons for small business 
disappointment definitely show poor or thoughtless 
financial management to be the most significant 
reason. The writer makes reference to that 
recognition of such findings in the ongoing years 
have seen increased consideration towards financial 
management in small business preparing and 
instructive projects and books and articles composed 
for small business. He additionally says that it isn't 
unreasonable to contemplate whether this 
consideration has visibly affected the manner by 
which small businesses are worked. It appears to be 
fitting to audit, and endeavors have been made to 
incorporate accessible observational research 
findings concerning the financial management 
practices of small business in North America. Such a 
survey can prompt improved understanding of both 
the research led till date and the financial 
management practices under investigation. 
Furthermore, it can go about as an improvement for 
future research. 

Nguyen. KM (2011) in his thesis, provides engaging 
findings of financial management practices and 
financial qualities and exhibits the synchronous effect 
of financial management practices and financial 
attributes on SME profitability. Also, the research 
study provides a model of SME profitability, in which 
profitability was found to be related to financial 
management practices and financial qualities. Except 
for debt ratios, every single other variable including 
current ratio, total asset turnover, working capital 
management and short-term planning practices, 
fixed asset management and long-term planning 
practices, and financial and accounting information 

systems were found to be significantly related to 
SME profitability. With the findings as presented 
above, this study provides many implications for 
financial management practices and contributes to 
the knowledge. 

A study by LeCornu et al (2016) has illuminated the 
financial target of small specialty units. They found 
that financial management of small venture is or 
ought to be subjectively as well as quantitatively 
unique in relation to that of enormous undertakings. 
It likewise gives the idea that behavior and decision 
making in small ventures are unequivocally 
appended to the individual inspirations of the 
proprietor administrators. McMahon and Davies 
(2014) in their exact work had remarked that 
maintaining a business successfully require a 
mindfulness and great or appropriate knowledge of 
how the business is getting along by the proprietor 
administrator of a small business on an everyday 
basis. Aside from legitimate prerequisites, there is 
a down to earth need to keep adequate records to 
guarantee that business exercises can proceed 
without issue and appropriate way. In any case, the 
fields of accounting and finance presently can't 
seem to give an acknowledged regulating theory 
demonstrating which financial reports are most 
profitable in financial management and how 
regularly they ought to be utilized. 

A study by Holmes and Nicholls (2018) presumed 
that the sum and nature of accounting information 
arranged or gained is reliant on number of working 
and ecological factors like, business measure, age, 
mechanical grouping, proprietor directors training 
and so forth. The study likewise demonstrates that 
there is a major hole between the proprietor 
supervisor, mindfulness, and the employments of 
financial management strategies. They (proprietor 
directors of small specialty units) are wandering 
into business without appropriate accounting and 
financial (control) 'know-how'. 

Ashim Kumar Das and Nikhil Bhusan Dey (2012) 
articulation that "Small is beautiful" is increasingly 
pertinent to the Indian situation as small specialty 
units contribute about 40 percent of gross modern 
worth and 7 percent of her GDP. Small business is 
the main beam of trust in a huge number of 
individuals to get by as the majority of the states 
are modernly in reverse, having poor infrastructure 
facilities and subsistence agribusiness. Developing 
writing on financial management supports the 
contention that in small business, financial 
management is one of the key issues. It increases 
the achievement rate as well as influences the 
degree of performance of a business. This 
research paper embraces an exploratory study by 
raising a few inquiries on the financial management 
practices of small businesses in India and 
endeavors to discover exact avocation on the 
typical practices by small businessmen. The 
research proves that there is a wide hole between 
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the theory of financial management and real practice 
to demonstrate that organizations not doing 
admirably are less inclined to know about financial 
management and support of appropriate business 
records. While the exploratory idea of the study does 
not enable its results to be summed it up, be that as 
it may, recommends the requirement for further 
theory advancement in the field of financial 
management for small business and formulation of 
hypotheses for more extensive experimental 
investigation in future. 

III. FACTORS AFFECTING INVESTORS 

Chandra et al (2011) recognized some psychological 
and relevant factors affecting individual investor 
behavior in Delhi and NCR and which factors 
impacts behavior the most. Essential information 
were gathered from the investors. Head Component 
Analysis was done to look at the behavior of 
investors. The results express that judiciousness and 
precautious attitude, conservatism, under certainty, 
informational asymmetry, and financial compulsion 
influences Indian individual investor behavior the 
most. These factors influences the behavior of 
investors the most. 

Mathur (2014) endeavored to research different 
factors that were in charge of planning better 
financial measures for the retirement among test 
population of Indian ladies ostracize's in UAE. Test 
of the study incorporates 600 ladies members who 
are workers of instructive institutions, global 
organizations and neighborhood endeavors of Abu 
Dhabi, Ajman, Dubai, Fujairah, Ras al-Khaimah, 
Sharjah, and Umm al-Quwain. The results express 
that 40% of respondents were found to have basic 
knowledge about the investments. The association of 
age was additionally found to be sure with main role 
of portfolio and sort of investment whereas it doesn't 
have an association with understanding the 
investments and ownership of emergency funds. The 
present study additionally uncovered that there was 
no association between business and knowledge 
rate in understanding investments, main role of 
portfolio, kind of investment, as well as emergency 
finance. At the point when the association of income 
was dissected, it was found that there was no 
association with the factors, knowledge rate in 
understanding of investments, sort of investment, 
and emergency finance while there was an 
association with the main role of portfolio. The 
patterns saw possessing emergency funds 
demonstrated that there were no emergency funds in 
case of no tutoring, essential and optional tutoring 
classifications while ownership of emergency funds 
were found among under alumni and post graduate 
classes of instructive capabilities. A huge perception 
of the study was found that there is no association 
between understanding the investments with the 
main role of portfolio, kind of investment, emergency 
reserve, and investment in stocks and there was a 

huge contrast between past investment experience 
and present fulfillment levels for all the asset things 
at 99%. The respondents were additionally found to 
be significantly associated with the respondents' 
understanding, feasible arrangements concerning 
retirement. 

Warne et al (2012) endeavored to understand the 
attitude, perception and the issues investors as a 
rule faces in stock market, with exceptional reference 
to Ambala region in Haryana, India. Essential 
information were gathered with the assistance of 
study technique from investors. The results 
demonstrates that investors assimilate their goal of 
saving, factors which impacts saving and different 
wellsprings of information while making investment 
decisions. Investors' likewise give due significance 
to their yearly income and yearly savings as 
income causes him in choosing the degree of 
savings. Results additionally demonstrates that 
investors' are completely mindful about the stock 
market. 

Prosad et al (2012) explored the crowding impact 
in India. It has been tried utilizing relapse model 
utilizing CSSD and CSAD system. The result 
express that crowding behavior does not exists in 
Indian markets meaning that they are productive. It 
very well may be deduced from the result that 
Indian investors know and better informed. Anyway 
it exists in bull phase when nearness of grouping 
was tried for extraordinary market developments. 
Grouping is existing when the market goes up, yet 
it doesn't exists when the market goes down. It 
might be because of the way that investor's 
pursues market swarm when the market is in 
increasing state rather than following when market 
is in decreasing state. 

IV. DECISION MAKING IN FINANCIAL 
INVESTMENTS 

Jains et al (2012) inspected the psychology and 
inclinations of an investor living in Udaipur through 
an organized Questionnaire. The findings displays 
that investors are very mindful while making their 
investment decisions and lean toward the pause 
and watch policy. They put resources into both 
primary as well as secondary market. Investors are 
likewise affected by the measure of information 
existing in market. They are likewise impacted by 
different behavioral biases and psychological 
factors as judgment criteria, for example 
contribution of rationality and irrationality in 
investment behavior accepts them increasingly 
careful as it can influence the way of life, asset 
worth and association with others. 

Babajide et al (2012) analyzed impact of different 
behavioral biases while decision making on 
performance of security market in Nigeria by 
drafting a poll. Primary information were gathered 
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from randomly chosen investors investing in Nigeria 
Security market. The results demonstrates that there 
exists a powerless and negative association between 
behavioral biases and stock market performance. 
Henceforth, effect of behavioral biases exist however 
it isn't so extreme in the Nigerian security market. 
Ahmed et al. (2011) examined the investment 
decision making behavior of small investors in 
Lahore Stock Exchange. Reactions of 300 randomly 
chosen small investors have been gathered through 
study technique for information accumulation. The 
findings express that behavioral biases do influence 
the investment decision making of small investors as 
they depend more on behavioral finance theories 
rather than conventional financial theories. 
Therefore, the results does not support the presence 
of the standards of rationality while making an 
investment related decision. 

Tripathi (2009) examined perceptions, inclinations 
and different investment systems received by 
investors in Indian stock market. The results express 
that investors embraces both basic factors, for 
example, measure, book to market equity, price 
earnings ratio, influence and so on as well as 
specialized methodology while making investment 
decisions. Utilizing both the methodologies can help 
in clarifying better cross sectional varieties in equity 
returns in India. Mohanta et al (2011) examined that 
investors settles on investment decisions to satisfy 
their financial, social and psychological need. "They 
do mull over other benefits like wellbeing and 
security, getting occasional return or dividends, high 
capital addition, verified future, liquidity, easy 
purchase, tax reduction, meeting future possibility 
and so forth while taking decisions". 

Ali (2011) analyzed connection between individual 
investors' apparent financial performance of 
organizations and their exchanging aims, and the 
mediating impact of organizations pictures on the 
connections. It endeavors to locate that individual 
investors' exchanging decisions are straightforwardly 
influenced by their apparent hazard, saw returns and 
trust legitimately while attitude towards brand 
incompletely mediates the connections. The result 
express that investors assesses hazard and return 
associated with organizations and does not get 
impacted distinctly by passionate factors which 
making their decisions. 

V. BIASES AFFECTING IN FINANCIAL 
DECISION MAKING 

Weinstein (2010), who detailed that a larger piece of 
students confided in their chances of occasions. 
Loss Aversion was the first presented in behavioral 
finance. Loss Aversion is alluding to individual‘s 
powerful urge to firmly organize of maintains a 
strategic distance from losses to get an arrival. Loss 
Aversion is commonly forewarned to be in charge of 
the best piece of hazard avoidance. The connection 
between behavioral biases and long term financial 

decisions has made the study of corporate finance 
advantageous. Various biases built up an association 
with the corporates financial decisions. The 
fundamental goals of the examinations so far 
directed on the behavioral biases were to make 
mindfulness among those persons who are biased 
specifically conditions and may settle on irrational 
decisions. As every one of the assumptions of 
rationality can't be accomplished. 

Thaler, (2016) mental accounting is a lot of 
psychological operations utilized by individual and 
family unit to sort out assess and monitor financial 
exercises. It manages recording and outlining 
business dealings and financial exchanges in books 
and further investigations it, confirms it and reports 
the results. Mental accounting is progressively 
related to the human psychological investigation of 
long term financial decisions, as a man dependably 
needs to be on safe side of his investments in the 
interim hazard taking is likewise an unavoidable 
human wonder. For each human being, past 
experience is the principle wellspring of information 
while making a decision. In totality, a man forms 
the information that he encountered from his past 
which further influences his current decisions. 
Optimism bias is normally portrayed as the stirred 
up conviction that one's chances of experiencing a 
negative occasion are lower (or a positive occasion 
higher) than that of one's sidekicks. 

For capital structure decisions, Meinert (2011) 
contended that entrepreneurial managers are 
exceedingly impacted by optimism bias. The 
reason for the dangerous debt management in 
today's corporate firms is because of the very 
optimistic methodology of top managers. For 
capital planning decisions, two kinds of optimistic 
managers are found in literature; one believes that 
organizations' hazardous protections are 
underestimated by capital market and they 
remotely decrease positive net present values 
(NPV) and the second optimistic chief believes in 
over values of their own corporate projects and 
wish to put resources into negative net present 
values. People who are increasingly optimistic, 
work more earnestly, want to leave progressively 
seasoned (along these lines would like to live 
increasingly more substance with his/her 
occupation), have greater capacity to do it again 
and they place more in individual stocks and extra 
more. Optimism bias, in decision making, is among 
the heartiest revelations in exploration on social 
perceptions and appreciations, over the span of the 
latest two decades. Diverse information prescribes 
that people tend to be unreasonably optimistic 
about what's to come. 

Ali and Anis (2012) contended that the top level 
decisions, when all is said in done, are driven by 
enthusiastic biases. The top managers will in 
general be optimistic when planning for the 
investment of new projects and they are probably 
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going to increase the hazard by choosing a high 
turned dividend policy. Ben-David, Graham, and 
Harvey (2017) expressed that top managers who are 
optimistic are progressively inclined to the better 
future performance of the firm than others. 
Notwithstanding, the decision of optimistic managers 
contrasts from others as they gain a less enhanced 
portfolio because they are increasingly inclined to the 
better future performance. The results existing in the 
literature have been contradictory up until now. 
Malmendier and Tate (2005) contended that 
optimistic managers will be increasingly certain on 
self-capacities and will depend on the interior 
financing sources rather than drawing closer towards 
outer sources. Their study reasoned that optimistic 
managers approach the residual dividend policy 
while financing the capital for new projects and the 
dividend payments will be precluded as the 
managers will organize usage of the earnings for 
new financing. On the off chance that the managers 
pursue residual dividend policy, they should avoid 
the dividend dispersions for a specific timeframe, in 
this way decreasing the estimation of the firm, 
eventually increasing the hazard for the firm. 

VI. CONCLUSION 

From the point by point literature review, it is 
understood that many specialists have said that the 
business condition is distinctive as indicated by the 
style of management as well as the way of life that 
the family inherited from generation to generation. 
The research proves that there is a wide hole 
between the theory of financial management and 
genuine practice to demonstrate that organizations 
not doing great are more averse to know about 
financial management and support of appropriate 
business records. The impact of behavioral biases 
on corporate performance through long term financial 
decisions and likewise check how these long term 
financial decisions influence the corporate 
performance. The study underlines the significance 
of instilling behavioral biases in long term financial 
decisions for corporate performance. This study has 
attempted to draw a reasonable picture of biases 
impact on corporate performance through dividend 
policy and capital structure decisions. 
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