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 Background: Behavioural finance, a study of the investor behaviour that draws on 

psychology, throws light on why investors buy or sell funds and why sometimes do not 
buy or sell at all. It is the most critical challenge faced by the investor in the area of 

investment decisions. In this study, the aim is to establish the existence of such 

behavioural issues, driven by various heuristics and prospects, in the investment 
decision-making process. Behavioural economists firmly believe that psychological 

factors influence investment decisions. Objective: This study was carried out with the 

intention of checking personal profile of investors, fund selection criteria, influence of 
heuristics and prospect theory on investment decision making.  Results:  Investors 

mainly select funds based on track record of fund performance, reputation of fund 

managers and few other factors. Mutual fund investors display systematic patterns in 
the mutual funds that they buy and sell. SEM analysis reveal that investors tend to 

purchase funds with over confidence, disposition effect, herding, mental accounting and 

framing effect derived from cognitive illusions, while generally neglecting rational 
decisions about the fund. The primary analysis would be focused on determining 

whether behavioural factors influence the investors‟ decision in actual investment. 

Conclusion: In conclusion, the study hypothesized that there was no significant 
differences between heuristics and prospect theory with the investment decisions of 

mutual fund. However, this study result concluded that there indeed not existed 

significant differences on investor decision-making on actual investment on mutual 
funds. 
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INTRODUCTION 

 
 In the investment world, behavioural finance is 
fetching an integral part of the decision-making 
process, because it significantly influences investor‟s 
behaviour regarding selection of quantity, volume 
and timing of investment. Better understanding of 
behavioural finance will facilitate the investors to 
choose a greater investment option. The investors are 
normally not as much of ability to evaluate risks and 
returns and tend to be emotionally biased in their 
trading decisions. Behavioural finance inspects 
human actions which affect investment performance 
at virtually every level for individuals and 
professional institutional investors. Investors tend to 
buy as the market is rising, more specifically after 
the market has already risen sharply. Human nature 
encourages individuals to move more money into the 
market as fashion dictates that investing is the “in” 
thing to do because gains have occurred. The 
justification may be based on a short, or even a long 
history of exceptional returns.  

 Individual investors increasingly focus mutual 
funds to invest in the capital rather than trading 
shares. Investors also tend to put their investments 
into separate mental accounts, performing a type of 
mental accounting. Mental accounting lead investors 
to buy or sell fund based on their individual short-
term performance, not based on how their long-term 
performance contributes to the overall fund growth 
and wealth accretion. This study attempted to shed 
light on the behaviour of mutual fund investors by 
separately analyzing their fund purchase and sale 
decisions. To do so, this study analyzed a unique data 
set that consists of mutual fund positions and trades 
of retail investors. It documents that mutual fund 
investors appear to use different decision methods 
when deciding what to purchase versus what to sell. 
When purchasing mutual funds, it argues that 
investors used heuristic and prospect theory. 
Investors think that recent performance is 
excessively representative of fund‟s future prospects. 
Thus, investors predominantly track past 
performance. Over half of all purchases take place in 
funds that rank in the top quintile of past annual 
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returns. On the contrary, when selling mutual funds, 
the disposition effect, to be precise the tendency to 
hold losers too long and sell winners too soon 
occupies investors‟ decisions. When selling mutual 
funds, investors do not act as through past returns 
predict the future.  
 
Statement of Problem: 
 The investors prefer the investment on mutual 
funds for several reasons. The reasons may be related 
to indirect investing, diversification, profitability and 
constant return. For making investment in mutual 
funds, investors usually develop their own practice 
which leads certain pitfalls in profit booking. The 
motive of the study is to relate mutual fund 
investments and behavioural factors influencing on 
investment decisions. Behavioural finance identifies 
various concepts that makes a person behave 
illogically thus leading to suboptimal decisions. 
Investors are susceptible to various behavioural 
anomalies, which can become the biggest obstacle in 
their attempt to maximize wealth. Investors thus 
often abridge their decision practices and are prone 
to behavioural heuristics that might make systematic 
errors and lead to satisfactory investment choices, 
but does not maximize decisions. In recent decades, 
most empirical evidence normally views various 
behavioural biases as common cognitive illusions 
alive in decision making process among investors. 
According to the prospect theory, psychological 
factors of investors will drive their actual decision-
making process to diverge from rationality. In this 
way, the purpose of this research is the use of five 
enormous variables for evaluating the influence of 
heuristics and prospect theory.  
 
Literature Review: 
 Present research has been conducted as per the 
scholastic literature published in the seminal work of 
various experts in the field of capital market. Sewell 
(2007), behavioural finance is the study of the 
influence of psychology on the behaviour of financial 
practitioners and the subsequent result on markets. It 
is supposed that individual investors and market 
outcomes are influenced by information 
development, and various characteristics of market 
participants (Banerjee, 2011). Fishbein and Azjen 
(1975) is perhaps the most widely cited endeavour to 
model the choice process. In their multi-attribute 
model, choice is determined by each alternative‟s 
sum of perceived value on multiple attributes. 
Waweru et al. (2008) identifies the factors of market 
that have impact on investors‟ decision making. 
Ippolito (1992) reported that fund selection by 
investors is based on past performance of the funds 
and money flows into charming funds more quickly 
than they flow out of losing funds. 
 Miller and Ross (1975) investors tend to 
consider that they have ability to pick correct 
investments, the investments that will increase in 
prices. When market index increases, the prices of 
most listed stocks also increase, including stock 
selected by the investors. Investors claim that the 

admirable performance of their portfolio of stock is 
due to their skills. When the prices of their portfolios 
of stock decrease, however, investors will blame to 
the market or economic condition. Therefore, 
investors learn to be overconfident (Gervais and 
Odean, 2001). (Barber and Odean, 2001) relate 
overconfidence with gender, male investors tends to 
be more overconfident, and due to such a condition, 
they earn lower returns than those of the female 
investors. If investors overestimate their own abilities 
of accurate forecast, they may be regarded as 
overconfidence. Such as investment bias would also 
lead to a return decrease on investment (Hirshleifer‚ 
2001).  
 Choi and Dong (2008) document that in case of 
success, investors become overconfident. 
Overconfidence leads to investing in industries 
which are not in the circle of competence of those 
investors. Overconfidence leads to excessive trading, 
which is responsible for poor investment results 
(Doukas & Petmezas, 2007). Interestingly this type 
of activity is precisely the task at which people 
exhibit the greatest overconfidence (Nofsinger, 
2001). People often use heuristics that reduce 
complex problem solving to more simple 
judgemental operations (Tversky and Kahneman, 
1981). In other words, it refers to rules of thumb, 
which human use to made decisions in complex 
uncertain environments (Brabazon, 2000). Herding in 
financial markets can be defined as mutual imitation 
leading to a convergence of action (Hirshleifer and 
Teoh, 2003). Economou, et al. (2010) examined herd 
behaviour in extreme market conditions using daily 
data from the Greek, Italian, Portuguese and Spanish 
stock markets for the years 1998- 2008 i.e. the 
existence of asymmetric Herding behaviour 
associated with market returns, trading volume, and 
return volatility. 
 Statman et al. (2006) indicated that disposition 
effect is based on a mental accounting framework. 
Most of the considerable evidence supports the 
existence of the disposition effect (Barber et al., 
2007; Grinblatt and Keloharju, 2000; Odean, 1998; 
Shapira and Venezia, 2001; Weber and Camerer, 
1998). However, many derivative analyses of 
disposition effect have been well-developed with 
respect to a variety of positions for market 
investment or investors in the last two decades, there 
still have no systematic discussions with respect to 
the antecedents of disposition effect. The prospect 
theory was originally conceived by Kahneman and 
Tversky (1979), it distinguishes two phases in the 
choice process: the early phase of framing and the 
successive phase of evaluation. This theory showed 
how investors manage risk and uncertainty. In 
essence, the theory explains the apparent irregularity 
in human behaviour when assessing risk under 
uncertainty. Thaler (1999) as the set of cognitive 
operations used by individuals and households to 
organize, evaluate, and keep track of financial 
activities. Academics were prompted to look to 
cognitive psychology to account for irrational and 
illogical investor behaviour (Phung, 2002). 
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4. Objectives Of The Study: 
 In the clearer statement, the research focuses on 
achieving the following objectives: 

 To reveal the personal profile of the investors in 
mutual fund market.  

 To identify the selection criteria considered by 
the retail investors while choosing mutual funds for 
investment. 

 Applying the behavioral finance to test the 
influence of heuristics and prospect theory on mutual 
fund investments. 
 
5. Methodology: 
 The primary aims of the study is to focus on 
retail investors, as they were more likely to have 
limited knowledge about the application of 
behavioural theories in decision making and hence 
susceptible to psychological errors on mutual fund 
investment. The sample profile is created based on 
two important criteria; investors‟ fund size and 
experience in mutual fund investing. Mutual fund 
investors with investment size of less than Rs.10,000 
and having experience of less than 12 months were 
excluded. The valid number of responses collected 
by the questionnaire survey is 112, when the 
judgement criteria were applied, then the sample was 
trimmed down to 100 primarily owing to hesitation 
and incomplete response by the respondents. This 
study is descriptive in nature and conducted in South 
Indian Manchester city of Coimbatore to examine the 
behaviour of mutual fund investor‟s investment 
decision. The selection of sample is adhered as per 
the convenience of the researcher and the data is 
collected from the retail mutual fund investors.  
 This study is involved in collecting primary data, 
to perform this task; survey is conducted to collect 
the data. This study is administered through the use 
of questionnaire with three sections like, profile of 
investors, fund selection criteria and influence of 
heuristic and prospect theory on mutual fund 
investment decision. The first section in 
questionnaire covers the information like 
respondent‟s gender, age, qualification, occupation, 
monthly income, and location of domicile. The 
second section enquired subjects to rate the 
importance of nine selection criteria in selecting a 
mutual fund investment. This study used a five-point 
scale in which 1for not at all important; 5 for 
extremely important are assigned. Third section 
seeks various factors influencing heuristic and 
prospect theory. In this section, factors and 
components are provided with a five point „Likert‟ 
scale. This scale assigns mark ranging from 5 to 1, 5 
is assigned for „Strongly Agree‟, 4 is assigned for 
„Agree‟, 3 is assigned for „Neutral‟, 2 is assigned for 
„Disagree‟ and 1 is assigned for „Strongly Disagree‟. 
This study utilizes percentage analysis for analysing 
the personal profile of investors. Multivariate 
techniques included factor analysis, to search for 
underlying dimensions in selection criteria variables. 
Structural equation modelling has been used to test 
the influence of heuristics and prospect theory on 
investment decision of mutual funds.  

Analysis & Discussions: 
6.1. Analysis of Personal Profile: 
 Profile of investors is collected in terms of 
gender, age, marital status, educational qualification, 
occupation, monthly income and location of 
residence. These factors are analyzed by using 
simple percentage analysis and presented in Table-1. 
 It is ascertained from the Table-1, gender of the 
respondents furnishes that 87% are male and 13% are 
female. Age factor demonstrates that 16% are in the 
age group of 18-30 years, 31% are falling in the age 
group from 31 - 45 years, 34% are in 46 – 58 years 
and remaining 19% are in the age group of more than 
58 years. Marital status divulges that 12% are single; 
86% are married and 1% each from divorced and 
widow category. Qualification factor discloses that 
38% are completed school/diploma education, 34% 
are under graduate degree holders, 17% are post 
graduate degree holders and rest 11% are 
professionals. Occupation factor shows that 27% are 
running their own business/profession, 22% are 
working in private companies, 39% are working in 
government organization and rest 12% are falling 
retired, home maker and students‟ category. Monthly 
income is the crucial factor for deciding investment 
that shows 6% are earning less than Rs.10,000 per 
month, 27% are in Rs.10,001 – Rs.25,000 range, 
46% of respondents earnings comes under Rs.25,001 
– Rs.50,000 per month and rest 21% are earning 
income of more than Rs.50,001 per month. Location 
of the respondents reveals that only 7% are dwelling 
in rural areas, 17% are semi-urban dwellers, and 
remaining 76% are belonging to urban areas. 
 
6.2. Mutual Funds Selection Criteria: 
 Selection criteria embrace the set of product or 
service attributes that investors consider when 
making investment decisions among different funds. 
Such attributes may be obviously defined physical 
attributes, such as the different nature of schemes, 
track record, and responsiveness of sales outlets and 
perceived confidentiality of mutual fund employees. 
Generally the investors consider three sets of 
variables like company image, product 
characteristics and purchase context. Company 
image encompass a variety of past performance of 
promoter and other fund features. Product 
characteristics, including fund attributes like quality 
of design and performance are extensively believed 
to impact significantly. Finally, purchase context like 
internal and external framing of the purchase 
decision has a significant impact on selection criteria. 
Based on the above parameters, it is expected to find 
that investors employ other selection criteria, either 
in addition to, or instead of, risk and return. Service 
substance (SC) factor also inspected with the 
selection criteria of mutual funds.   
 It is evident from the table-2, although track 
record of fund performance is rated as the most 
important selection criterion (4.62). Followed to that 
five other selection criteria are also be rated very 
important, such as enquiry responsiveness (4.31), 
reputation of fund manager (3.99), confidentiality in 



130                                                           Nithya D. and Rajeswari Krishnan, 2015 

Advances in Natural and Applied Sciences, 9(5) May 2015, Pages: 127-134 

 

operation (3.81) fees loads on funds (3.72) and 
management style of funds (3.01). Factor analysis 
again yielded two related factors. The first factor as 
heavily and positively loaded by track record of fund 
performance (almost explained one-third of total 
variance), reputation of fund manager and fees loads 
on funds, and negatively by fund management style, 
and different nature of schemes. This factor appears 
to tap a financial performance dimension that focuses 
on criteria one might expect directly to influence 
return. The second factor is loaded heavily by 
responsiveness to enquiries and confidentiality; it 
seems to tap a service dimension. 
 
6. 3. Influence of Heuristics and Prospect Theory:  
With a view to analyze the influence of heuristics 
and prospect theory on investment decision of mutual 
funds, this study uses Structural Equation Model 
(SEM) with observed and latent variables. Structural 
equation modelling is a peculiar statistical tool for 
testing and estimating casual relationship amongst 
variables. Latent variable are not directly observed 
but are inferred from other variable that are observed 
and measurable directly. SEM is mainly applied for 
confirmatory rather than exploratory modelling and 
subsequently it is used more to theory testing than 
theory development. This analysis consists of two 
parts, such as measurement model stating the 
relationship between the latent variables and their 
constituent indicators and the structural education 
model assigning the causal relationships between 
latent variables. Structural Equation Modelling - 
Theoretical Model and Development of Hypothesis 
 To ascertain the behavioural process underlying 
mutual fund investment, this research constructed a 
conceptual model that aims to portray the way of 
thinking process that supports mutual fund 
investment behaviour. Mutual fund investment 
behaviour attempts to identify the most important 
and influential factors like over confidence, 
disposition effect, herd mentality, mental accounting, 
framing effect, cognitive illusions, investment 
decision and actual investment. Mental accounting 
and framing effects are fall under the construct of 
prospect theory. Likewise, over confidence, 
disposition effect and herd mentality are covered 
under heuristics or behavioural biases. Cognitive 
illusions are mainly involving conscious intellectual 
activity about to engage or not to engage behavioural 
habit. This analysis framework has been carried out 
with the following proposed hypotheses: 
 H

1
: Mental accounting and framing effect form 

prospect theory on investment of mutual funds. 

 H
2
: Prospect theory towards investment of 

mutual funds positively impacts investment 
decisions. 

 H
3
: Investment decision for mutual fund 

investment has positive relation with the actual 
investment. 

 H
4
: Cognitive illusions will have positive 

influence on investment decision of mutual fund 
investment. 

 H
5
: Over confidence, disposition effect and herd 

mentality together form the heuristics of mutual fund 
investment. 

 H
6
: Heuristics towards mutual fund investment 

has a positive impact with investment decision for 
mutual fund investment. 

 H
7
: Heuristics towards mutual fund investment 

impacts positively with cognitive illusions. 

 H
8
: Heuristics towards mutual fund investment 

has positive impact with prospect theory.  
 In order to execute this study, confirmatory 
factor analysis is employed to develop a 
measurement model that established a perfect fit to 
the data. Data reliability is calculated at first and then 
convergent validity is analysed. Reliability may be 
understood as the internal consistency of the 
substances that are used to measure a latent 
construct. The Cronbach‟s alpha value for all the 
factors are computed, its values ranging from 0.76 to 
0.96, which are higher than the minimum threshold 
of 0.70. Additionally, correlations among the factors 
ranging from 0.153 to 0.774, indicating that multi-
collinearity is a not a trouble, provided in the table-3. 
 
Measurement Model: 
 Structural equal modelling is employed for 
investigating the impact of exogenous constructs on 
investment decision. It establishes path for 
simultaneous testing of an entire model that covers 
multiple hypothetical relationships. Two-stage 
analysis is applied, at first measurement model that 
comprised of latent constructs analyzed, followed by 
structural equation model that consists of all 
constructs and hypothesized relations analyzed. On 
the basis of hypotheses, H

1
 and H

5
, two latent 

constructs are formed from five observed variables. 
The first is heuristics or behavioural biases and the 
next is prospect theory. A measurement model which 
comprised of the two latent constructs is developed 
so as to test the validity and reliability of the latent 
constructs listed in the figure-1.  It is evident from 
the above table, latent construct take the factor 
loading which ranges from 0.756 to 0.918, indicating 
strong support for construct validity. 
Correspondingly, the average variance extracted 
values for heuristics and prospect theory are higher 
than the benchmark level of 0.50. Composite 
reliability coefficients are higher than 0.60 for both 
latent constructs, which shows that high internal 
reliability. Goodness of fit statistics of the 
measurement model further confirmed a good fit 
with the data. Various indexes were used here to 
measure the fit of the model including Goodness-of-
Fit Index (GFI, 0.955); Adjusted Goodness-of-Fit 
Index (AGFI, 0.933); Normed-Fit Index (NFI, 
0.942); Relative Fit Index (RFI, 0.905); Incremental 
Fit Index (IFI, 0.963); Tucker-Lewis Index (TLI, 
0.928); and Root Mean Square Error of 
Approximation (RMSEA, 0.053) which were 
perfectly fit with the data. 
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Table 1: Analysis of Personal Profile. 

Profile Particulars Percentage 

Gender 
Male 

Female 
87% 
13% 

Age 

18-30 years 

31 – 45 years 
46 – 58 years 

Above 58 years 

16% 

31% 
34% 

19% 

Marital Status 

Single 

Married 
Divorced 

Widow 

12% 

86% 
1% 

1% 

Educational Qualification 

School Education/Diploma 
UG Degree 

PG Degree 

Professional Degree 

38% 
34% 

17% 

11% 

Occupation 

Business/Profession 
Private Job 

Govt. Job 

Others 

27% 
22% 

39% 

12% 

Monthly Income 

Less than 10,000 

10,001 – 25,000 

25,001 – 50,000 
50,001 & above 

6% 

27% 

46% 
21% 

Location 

Rural 

Semi-urban 
Urban 

7% 

17% 
76% 

Source: Primary data 

 
Table 2: Selection Criteria of Mutual Funds. 

Selection Criteria Mean 
Standard 
Deviation 

SC factor 

1 2 

Track Record of Fund Performance 4.62 0.91 0.77  

Enquiry Responsiveness 4.31 0.96  0.75 

Reputation of Fund Manager 3.99 1.97 1.65  

Confidentiality in Operation 3.81 1.21  0.68 

Fees Loads on Funds 3.72 1.29 0.74  

Fund Management Style 3.01 1.53 -0.76  

Different Nature of Schemes 1.78 1.39 -0.84  

Additional Service Options 1.19 0.59   

Fund Manager Service Orientation 1.14 0.53   

Eigen value   2.98 1.17 

% of Variance Explained   34.0 12.8 

Source: Primary data     

 
Table 3: Correlation Analysis on Observed Variables. 

Substances 1 2 3 4 5 6 7 8 

Over Confidence 1.00        

Mental Accounting 0.368* 1.00       

Framing Effect 0.534* 0.496* 1.00      

Cognitive Illusions 0.228* 0.363* 0.153* 1.00     

Disposition Effect 0.534* 0.423* 0.531* 0.235* 1.00    

Herd Mentality 0.422* 0.246* 0.335* 0.774* 0.226* 1.00   

Actual Investment 0.566* 0.625* 0.367* 0.234* 0.164* 0.253* 1.00  

Investment Decisions 0.325* 0.525* 0.166* 0.278* 0.512* 0.419* 0.452* 1.00 

Source: Primary data    * significant at 0.01 level 

 

 
 

Fig. 1: Confirmatory Factor Analysis. 
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Table 4: CFA Results of Measurement Model. 

Latent Constructs and Variables Factor Loadings Composite Reliability Average Variance Extracted 

Heuristics 
Over Confidence 

Disposition Effect 

Herd Mentality 

0.843 

0.875 
0.756 

0.892 0.772 

Prospect Theory 

Mental Accounting 

Framing Effect 

0.844 
0.918 

0.757 0.624 

Goodness-of-Fit Statistics 

χ2 /DF (1 to 4) 

GFI (>0.90) 

AGFI (>0.80) 
NFI (>0.90) 

RFI (>0.90) 

IFI (>0.90) 
TLI (>0.90) 

RMSEA (<0.08) 

2.234 

0.955 

0.933 
0.942 

0.905 

0.963 
0.928 

0.053 

Source: Primary Data 

 

Structural Equation Model: 

 This study widely used structural equation 

model and it is developed to test the impact of 

heuristics or behavioural biases, cognitive illusions 

and prospect theory on investment decision and 

actual investment on mutual funds. Since, the 

proposed measurement model is consistent with the 

data, the hypotheses are tested. The testing of 

statistics revealed a significant χ
2 

statistic. 

Relationships among the constructs are depicted in 

the Figure-2. Of the relationships hypothesized 

across the construct 8 hypothesis have been 

supported. Hypothesis from one to five supported 

with path significant at p=0.05 level. Therefore, this 

study attempts to test that there is a direct and 

positive relation between all other hypotheses.  

 

 
 

Fig. 2: Structural Equation Model. 

 
Table 5: Goodness of fit test. 

Goodness-of-Fit Statistics 

χ2 /DF (1 to 4) 

GFI (>0.90) 
AGFI (>0.80) 

NFI (>0.90) 

RFI (>0.90) 
IFI (>0.90) 

TLI (>0.90) 

RMSEA (<0.08) 

3.111 

0.969 
0.916 

0.959 

0.921 
0.931 

0.955 

0.072 

Source: Primary Data 

 

Table 6: Testing of Hypothesis. 

Hypothesis (relationship between) Standardized Regression Weights Result 

H1: Heuristics and Over Confidence 

H2: Heuristics and Disposition Effect 

H3: Heuristics and Herd Mentality 
H4: Prospect Theory and Mental Accounting 

H5: Prospect Theory and Framing Effect 

H6: Heuristics and Cognitive Illusions 
H7: Heuristics and Prospect Theory 

H8: Cognitive Illusions and Investment Decision 

H9: Heuristics and Investment Decision 
H10: Prospect Theory and Cognitive Illusions 

H11: Investment Decision and Actual Investment 

0.745* 

0.814 

0.909* 
0.748 

0.812 

0.728* 
0.765* 

0.269* 

0.197* 
0.545 

0.378* 

Accepted 

Accepted 

Accepted 
Accepted 

Accepted 

Accepted 
Accepted 

Accepted 

Accepted 
Accepted 

Accepted 

Source: Primary Data    * Coefficient values are significant at 5% level. 
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 It is learnt from the above figure-2, among the 

different paths hypothesized in the model, all the 

paths were found significant at p<0.05. This study 

tested the models illustrated in the above chart, 

which provide the path diagrams for the models on 

the defined investment decisions. Generally in SEM, 

the fit of the model evaluated by chi-square measure 

is not always straightforward, because chi-square is 

very sensitive to the sample size. Due to this 

drawback, various kinds of fit indexes have been 

developed that are independent sample size. The 

goodness of fit and detailed relationship between 

various hypotheses is presented in table-5 and 6  
 It is identified that this structural equation model 
accomplished significant improvement in terms of its 
goodness-of-fit indices as all recommended values 
are consistent. The result shows the data reliability of 
statistical tests. This model accounted for 83.3% of 
variance in investment decisions of mutual fund 
investor and 10.42% of variance in actual 
investment.  

 It is identified that in the above table, heuristics 

has a significant positive effect on investment 

decision (0.197*). Hypothesis (H
9)

 which proposed 

heuristics towards mutual fund investment has a 

positive impact with investment decision for mutual 

fund could be accepted. Cognitive illusions has a 

positive impact on investment decision (0.269*), 

hence, hypothesis (H
8
) which deals with the 

cognitive illusions will have positive influence on 

investment decision on mutual fund could be 

accepted. Similarly, the relationship between 

prospect theory and investment decision is 

significant (0.545). Therefore, hypothesis (H
10

) 

which deals with prospect theory towards mutual 

fund investment positively impacts and it also be 

accepted. Likely, hypothesis states the positive 

relationship between heuristics and cognitive 

illusions (0.728*), heuristics and prospect theory 

(0.765*) and investment decision and actual 

investment (0.378*) are also accepted.  

 

Findings and Conclusion: 

 This research is one among few studies of 

factors impacting the fund investment decisions 

using behavioural finance. This study tries to use a 

full set of behavioural factors to assess their impacts 

on retail investors while prior studies only consider 

the impact of limited dimensions of behavioural 

factors. The demographic factor explains that 87% 

are male, 34% are in 46-58 years of age, 86% are 

married, and 38% are completed school/diploma 

education. Occupation proves that 39% are working 

in government organization, 46% of investors 

earnings comes under Rs.25,001 – Rs.50,000 per 

month; and 76% are belonging to urban areas. 

Besides, the selection criteria of mutual funds rely on 

multiple facets of mutual funds. Although 

performance ranking was, overall, track record of 

fund performance ranked as the most important 

selection criterion, many other dimensions entered 

the investment decision nexus. In particular, for the 

service substance investors‟ selection criteria group, 

reputation of fund manager, enquiry responsiveness, 

confidentiality in operation, and fund management 

style also rated as being more important in addition 

with track record of fund performance. 

 There are two cognitive illusions that impact 

investment decision of retail investors: over 

confidence, disposition effect, and herd mentality are 

viewed under heuristics; mental accounting and 

framing effect are covered under prospect theory. 

The SEM test forecasted the investment decisions of 

mutual fund, heuristics and prospect theory were 

found to put forth significant positive effect on 

investment decisions, which absolutely influences 

actual investment in mutual funds. The prospect 

theory on investment decision has vastly impacted on 

the cognitive illusions. The influence of cognitive 

illusions on investment decision was also significant. 

Further it shows that heuristics positively impacts 

cognitive illusions and prospect theory. Positive 

impact can also be evident for all hypothetical 

relationship among variables. This study confirmed 

that actual investment on mutual fund is mainly 

influenced by all the surrounding factors on 

heuristics and prospect theory. In addition to that the 

findings offer insight on developing good investment 

practice. It is suggested that the investors has to take 

necessary steps to minimize or avoid illusions for 

influencing in their investment decision making 

process.  
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