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INTRODUCTION

An examination of the impact of availability bias and overconfidence
bias on investment decisions has been conducted in the realm of finance. This
literature review explores how these biases influence investor decision-making
processes and ways to mitigate their effects. It has been found that
overconfidence bias significantly affects investment decisions positively,
potentially influencing investment performance via risk tendencies (ul Abdin et
al., 2022).

Other common behavioral biases affecting investment decisions include
mental accounting bias, loss aversion bias, confirmation bias, representativeness
bias, anchoring bias, and regret aversion bias (Salman et al., 2021). However,
this research focuses solely on availability bias and overconfidence bias.
Understanding these biases and their impact on investment decisions is crucial
for making better financial decisions and improving investment outcomes.

Availability bias involves investors utilizing information without further
review, making investment decisions based on the probability of that
information (Pikulina et al., 2017). Conversely, overconfidence bias, marked by
excessive confidence, significantly impacts investment decisions positively.

Behavioral economics experts suggest that overconfidence bias can be
reduced by seeking objective feedback, considering conflicting evidence, and
adhering to trading plans. Recognizing and understanding overconfidence bias
is essential for making better financial decisions and enhancing investment
outcomes. When investors use heuristics, their technical knowledge and
reasoning abilities are disrupted, leading to judgment errors. Consequently,
investors make irrational decisions, adversely impacting their investment
performance (Ahmad & Shah, 2022). Literature reveals that when financial
practitioners and business actors use heuristics, they reduce mental effort in
decision-making processes, leading to various behavioral biases.

The purpose of this study is to conduct a literature review on the impact
of availability bias and overconfidence bias on investment decisions, exploring
how these biases affect investor decision-making processes and potential
mitigation strategies. The proposed approach involves a comprehensive review
of relevant literature on this subject. This research will analyze and synthesize
findings from prior studies to provide a comprehensive understanding of the
impact of availability bias and overconfidence bias on investment decisions.
The novelty of this study lies in identifying strategies to assist investors in
making more informed decisions and improving investment outcomes.

Overall, this study aims to provide a clear understanding of the impact
of availability bias and overconfidence bias on investment decisions and to
identify strategies aiding investors in making more informed decisions. Further
research is required to explore the roles of these biases and how they can be
mitigated to assist investors in making more informed decisions (Bihari et al.,
2022). This study will contribute to the existing literature on this subject and
provide insights for investors, financial advisors, and policymakers.

4962



East Asian Journal of Multidisciplinary Research (EAJMR)
Vol. 2, No. 12, 2023: 4961-4976

LITERATURE REVIEW

The influence of cognitive bias on investment decisions has been an
intriguing and extensively researched subject in the fields of behavioral finance,
economics, and psychology. This literature review aims to provide a
comprehensive overview of the primary findings and methodologies used in
previous research concerning the impact of availability bias and overconfidence
bias on investment choices. By summarizing existing research, this section
offers valuable insights into the research background and highlights gaps and
opportunities for further exploration.

Investor Decision-Making

Investment decisions form the core of financial activities, requiring
careful consideration and in-depth analysis. Behavioral finance theory stands as
a vital approach in comprehending human investment decision-making. This
theory emphasizes how cognitive biases and psychological factors influence an
individual's financial decisions, including investment choices. Investors and
investment management firms can enhance their prospects for generating
higher returns and reduce their risk exposure by understanding the behavioral
biases influencing investor trading decisions (Kunjal & Peerbhai, 2021).
Psychological evidence indicates that humans are susceptible to biases and
heuristics that affect decision-making. Behavioral finance is an integration of
finance and psychology, focusing primarily on the boundaries of rationality.
Thus, it aims to explain why individuals make irrational financial decisions by
combining behavioral and cognitive psychology theories with traditional
financial theories (Joffre & Pires, 2020). In their quest to make sound investment
decisions, investors often face various cognitive biases that can affect how they
evaluate and select investments. Two of the most crucial cognitive biases in this
context are availability bias and overconfidence bias. Here are several relevant
concepts from behavioral finance theory that can help explain the impact of
availability bias and overconfidence bias on investment decision-making:

o Cognitive Biases in Investment Decisions

Behavioral finance identifies several cognitive biases that influence
investment decision-making. For instance, availability bias is an inclination for
individuals to give more weight to easily remembered or readily accessible
information. Research by ul Abdin et al. (2022) depicts that all cognitive biases
affect risk propensity and investment performance through risk propensity.
Moreover, the findings suggest that all cognitive biases have a positive
relationship with investment performance. In investment decision-making,
availability bias may lead investors to overly focus on recent news or easily
accessible events, disregarding more relevant data. Overconfidence bias,
referring to an individual's overestimation of their abilities and knowledge, can
affect how investors evaluate investment risks and returns.
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e Prospect Theory Effect
This theory delineates that individuals respond differently to losses and
gains. They tend to be more sensitive to losses than equivalent gains. In the
context of investment decision-making, investors might exercise greater caution
in taking risks to avoid losses, which can be associated with overconfidence bias
and the tendency to underestimate risks.

e Herding Behavior
Behavioral finance also encompasses the concept of group behavior,
wherein individuals tend to follow the majority or market trends without
independent analysis. Availability bias can influence this phenomenon as
investors often trail trends based on easily accessible news or information.

e Risk Assessment and Returns

Behavioral finance emphasizes how cognitive biases, including
overconfidence bias, can influence how investors assess the risk and returns of
investments. Overconfidence Bias often leads to an overly low perception of
risk, which can affect investment decision-making.

In investment decision-making, understanding behavioral finance theory
can aid in identifying and addressing cognitive biases such as availability bias
and overconfidence bias. Research by Ahmad & Shah (2022) indicates that risk
perception fully mediates the relationship between the heuristic of
overconfidence on one side and investment decisions and performance on the
other.

This literature review integrates these theoretical elements to provide
deeper insights into the influence of cognitive biases on investment decision-
making and why investors often act irrationally in financial contexts. Through
this understanding, investors and financial professionals can strategize
investments more wisely and manage associated risks.

Awailability Bias

In the context of investment decision-making, availability bias, first
defined by Tversky & Kahneman (1973), stands as a crucial element influencing
investor behavior. This bias refers to an individual's tendency to place more
weight on easily remembered or readily accessible information. Most investors
tend to excessively focus on recent and easily accessible news or events, often
disregarding data that might be more relevant in investment assessments, such
as a company's fundamental data.

Availability bias leads investors to rely solely on readily available
information about stocks when making buying/selling decisions. Unimportant
information might be dismissed, and only popular or visible information might
be considered in decision-making (Isidore R & Christie, 2019). Investors
susceptible to availability bias view news as a guarantee, investing in recently
high-performing stocks purchased by the majority in the market, holding onto
hopes of price increase despite already being on an upward trend, thus
affecting investment decision-making (Shantha Gowri & Ram, 2019).
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Research by Shantha Gowri & Ram (2019) reveals a close relationship
between availability bias, cognitive dissonance, and rational behavior in the
context of investment decision-making. These findings indicate the complexity
of the interaction between psychological and cognitive factors that influence
how investors evaluate investment options.

However, availability bias can also be influenced by external factors.
Research conducted by Salman et al. (2021) highlights that factors like external
locus of control can strengthen the influence of availability bias in encouraging
investors to take higher risks in investment decision-making.

while availability bias holds significant sway in investment decision-
making, findings suggest that the availability variable does not always have the
same impact on all types of investors. For instance, research by Loris & Jayanto
(2021) revealed that the availability variable does not affect the investment
decisions of shariah-compliant investors. this suggests that other factors, such
as ethical principles in investments, might moderate the influence of availability
bias in this context.

Additionally, research by Sudirman et al. (2023) emphasizes the positive
and significant mediating role of risk tolerance in linking the influence of
overconfidence bias and availability bias to investment decision-making. This
underscores that other factors moderate the impact of availability bias on the
final outcomes of investment decision-making.

Apart from availability bias, other factors can also influence investment
decisions. Studies conducted by Kurniawati & Sutrisno (2019) demonstrate that
under the IPO process, factors such as underwriter reputation, CEO reputation,
financial reports, representativeness bias, and availability bias do not affect
investment decision-making. This underscores the importance of considering
specific contexts and factors in investment decision analysis.

Lastly, the relationship between personality dimensions and behavioral
biases also draws attention in the literature. Moradi et al. (2013) found a
correlation between personality dimensions and behavioral biases such as
conservatism bias and availability bias among investors. This indicates that
individual characteristics also play a role in shaping investment preferences
and decision-making.

Overconfidence Bias

In the realm of investment decision-making, overconfidence bias,
referring to individuals' overestimation of their abilities and knowledge, has
garnered significant attention. Overconfident investors often believe they have
better insights than they actually possess, which in turn can impact their
investment decision-making.

Research by Kasoga (2021) underscores the dominant influence of
overconfidence bias on investment decisions. This study indicates that
overconfidence bias exerts a stronger influence compared to other factors such
as information availability, representativeness, risk tolerance, self-control, and
financial literacy.
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However, the intricacies of overconfidence bias become more apparent
within changing market contexts. Analysis by X. H. Bao & Li (2020) reveals that
the effects of overconfidence bias tend to be more pronounced during market
booms or in inefficient market conditions. this study also highlights that
overconfidence bias can lead to excessive trading activity, potentially impacting
market equilibrium significantly.

Beyond its influence on investment decision-making, overconfidence
bias also affects a company's value. Aljughaiman & Chebbi (2022) found that
excessive investor confidence can positively impact a company's value. Over
time, research by Rajasekharan Ganesh et al. (2023) confirms that the influence
of overconfidence bias persists for more than 110 days, indicating the resilience
of this bias in its influence on market behavior.

In a more nuanced perspective, Bouteska & Regaieg (2020) highlight how
overconfidence bias has different impacts on the performance of industrial and
service sector companies, indicating that its effects might depend on specific
industry contexts. Over time, private investors are perceived to have lower
performance compared to institutional investors, as revealed by Wenning, PhD,
DBA (2023). Institutional investors tend to be more resistant to overconfidence
bias, primarily because they possess resources and expertise that enable them to
invest globally.

Despite all these influences, research by Sudirman et al. (2023) indicates a
positive and significant mediating role of risk tolerance in linking the influence
of overconfidence bias and availability bias to investment decision-making. This
highlights the complex relationship among various factors influencing
investment behavior.

Based on the literature review, the following research framework is

developed. The research framework focuses on two elements in investment
decision-making. The dependent variable in this study is investment decisions,
while the independent variables are availability bias and overconfidence bias.

Independent Variables

| H1 | Dependent Variables

Availability Bias

—» Investment Decisions

Overconfidence Bias

Figure 1. Proposed Research Framework on the Investment Decisions

METHODOLOGY

In conducting a literature study on the impact of availability bias and
overconfidence bias on investment decisions, the methodology utilized is a
literature analysis approach. This may also take the form of a review article,
which is an academic paper presenting the latest knowledge, including
substantive findings as well as theoretical and methodological contributions to

4966



East Asian Journal of Multidisciplinary Research (EAJMR)
Vol. 2, No. 12, 2023: 4961-4976

a specific topic (Libdrio et al., 2023). The research is based on the exploration
and analysis of relevant literature in the field of Investment Decision-Making,
focusing on the influence of Availability Bias and Overconfidence Bias.

The literature search was conducted through Sciencedirect, SagePub,
Emerald, and prominent financial journals. Keyword searches such as
"Availability Bias," "Overconfidence Bias," "investment decisions," and related
variations were employed. Articles published between 2019-2023 were
considered, emphasizing the reputation of the articles.

Data analysis of the literature involved a thorough review of theories,
findings, and relevant research outcomes. The extracted data were analyzed to
identify the impact of availability bias and overconfidence bias on investment
decisions, as well as other factors that might moderate or influence the effects of
these biases. The analysis also encompassed exploring discrepancies in research
findings from various sources and the evolution of perspectives in the literature
over time. Data collection techniques in this study proceeded in chronological
order with the following steps:

e Identification and collection of literature related to Availability Bias,
Overconfidence Bias, and Investment Decision-Making.

e Literature review and exploration of relevant theories in the context of
Investment Decision-Making and cognitive biases.

e Literature analysis and identification of key findings regarding the
impact of Availability Bias and Overconfidence Bias on Investment
Decisions.

e Compilation of the research report including the Literature Review,
findings, and implications for further understanding of the issue using
Microsoft Excel.

Research tools utilized were Microsoft Excel, Mendeley Desktop, and
VOSviewer version 1.6.19. VOSviewer was employed for bibliometric analysis
and visualizing literature data, enabling researchers to depict relationships
among keywords, authors, journals, and related topics identified in the
literature. This facilitated understanding trends, patterns, and interconnections
among these elements in the literature. The technical data analysis comprised:

e Gathering required references and importing them into Mendeley,
associating keywords with each reference and storing them in RIS file
format.

e Importing RIS files into VOSviewer to map bibliometric network
visualizations.

e Mapping research topics based on the literature review studies.

Moreover, this research applied qualitative analysis methods to
comprehend key findings and implications from the collected literature.
Qualitative analysis involved a deep understanding of the theoretical basis of
Investment Decision-Making and cognitive biases, as well as identifying
similarities and differences in findings from various sources.
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The outcomes from the literature analysis and data visualization using
VOSviewer will serve as the basis for compiling the research report. This report
will encompass a Literature Review summarizing key findings from the
analyzed literature and the implications of the analysis to enrich the
understanding of the impact of availability bias and overconfidence bias on
Investment Decision-Making.

Thus, the methodological approach used in this research involves
literature analysis, bibliometric analysis using VOSviewer, and qualitative
analysis to uncover crucial insights into the influence of availability bias and
overconfidence bias in Investment Decision-Making.

RESULTS
Mapping of Academic Publications on the Influence of Availability Bias and
Overconfidence Bias on Investment Decisions.

There are 29 reputable international journals from various sources within

the period between 2019 and 2023. This research utilizes recent reference
sources to ensure greater accuracy.

Table 1. Scientific Publication Data on the Effect of Availability Bias and
Overconfidence Bias on Investment Decisions.

YEAR OF PUBLICATION NUMBER OF PUBLICATIONS

2019
2020
2021
2022
2023

NN N O

Bibliometric Mapping of Research on the Impact of Availability Bias and
Overconfidence Bias on Investment Decisions.

Several key considerations should be taken into account when
interpreting bibliometric results using VOSviewer. Firstly, ensure that the
bibliographic data entered into VOSviewer is accurate and comprehensive. The
quality of the data significantly influences bibliometric analysis outcomes.
Secondly, pay attention to how bibliographic data is grouped. VOSviewer
allows grouping based on keywords, authors, or specific topics. This grouping
choice can influence the analysis outcomes. Thirdly, ensure that the time frame
and amount of data entered reflect the research questions or analysis objectives.
A data set that is too large or too small can affect the interpretation of results.
Fourthly, choose bibliometric metrics that align with the research purpose.
Some common metrics include citation counts, journal impact factors, among
others. Tailor the metrics to the research context. Fifthly, carefully adjust
visualization parameters. For instance, determine how nodes and edges are
represented. Changes in these parameters can affect the display and
interpretation of results. Sixthly, in the case of network analysis, pay attention
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to the relationships between nodes. A good understanding of how nodes are
interconnected can provide deeper insights. Larger nodes in the diagram
represent more highly cited publications and assist in understanding how
publications relate to each other.

The collected academic articles from various sources were exported in

RIS (Research Information System) format, then input and analyzed using
VOSviewer. The result is a visualization network on the co-word map related to
the Impact of availability bias and overconfidence bias on Investment Decisions,
consisting of 4 clusters and 18 items, as depicted in the following image:

behaviofgl biases

disposiggn effect
individugllinvestors

anciigring

behavioral finance investmenpdecisions

overcon@nce bias behavio@atbisses emotiapal bias

financialliteracy cognitiye bias

represenfativeness investment degision-making

Sl
loss aggrsion risk tolerance

investment decision

availahility bias

confirmagion bias

‘ VOSviewer

Figure 2. Network Visualization of Research Mapping on the Impact of
Availability Bias and Overconfidence Bias on Investment Decision-Making.
Source: Data processed using VOS viewer 1.6.19 software.

e C(Cluster 1, depicted in red, consists of 5 items: Behavioral Biases,
disposition effect, individual investors, anchoring, and Overconfidence
Bias.

e (luster 2, shown in green, comprises 5 items: Investment decisions,
behavioral biases, emotional bias, cognitive bias, and investment
decision-making.

e C(Cluster 3, represented in blue, includes 4 items: Representativeness,
Availability Bias, confirmation bias, and loss aversion.

e (luster 4, displayed in yellow, encompasses 4 items: Behavioral finance,
financial literacy, investment decision, and risk tolerance.

From these clusters, it can be observed that the availability bias item
appears to be significantly distant from investment decisions and is relatively
small in size. This indicates that this particular item has been less researched,
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leaving ample room for further exploration into availability bias. Meanwhile,
the overconfidence bias item appears significantly larger, suggesting that
overconfidence has been extensively studied. However, due to the
methodology employed in conducting a literature review, this finding serves as
a starting point for further diverse and accurate investigations on
overconfidence bias from various article sources. Conversely, the overlay
visualization image below summarizes that the references are taken from the

period between 2019 and 2023.

behavioral biases

disposiggn effect
individualiinvestors

anchgring S 5 2
behaV|ora! finance investmenp decisions

overconfidence bias - " emotiapal bias
Gl behaviougal biases

financiabliteracy cognitive bias

represenativeness investment decision-making

loss agersion risk talerance

investment decision
availability bias

confirmation bias

#& vosviewer I 20

2019 2020 2021 2022 2023

Figure 3. Overlay Visualization of Research Mapping on the Impact of
Availability Bias and Overconfidence Bias on Investment Decisions.
Source: Data processed using VOSviewer 1.6.19 software.

DISCUSSION
The Influence of Availability Bias on Investment Decisions Investors typically
rely on firsthand information to make investment decisions.

Investors are susceptible to various heuristics and biases that can lead to
uncertain situations or irrational behavior, impacting their performance.
Investor ambiguity arises due to cognitive dissonance between their beliefs and
the factual reality (Shantha Gowri & Ram, 2019).

The results of this literature review reveal the significant influence of
availability bias on investment decision-making (Febri et al., 2023; Jarrar, 2021).
availability bias, which refers to an individual's tendency to give more weight
to easily remembered or readily accessible information, has been proven to
affect investor behavior in various contexts. Concerning investment decisions,
availability bias can cause investors to overly focus on recent news or events
that are easily accessible, disregarding more relevant data in investment
assessments.
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The findings of this research support indications that availability bias
may lead investors to make investment decisions that are not always rational
(Jain et al., 2020). In such instances, availability bias might prompt investors to
disproportionately emphasize information that does not necessarily reflect the
actual market conditions or investment prospects. This could lead to
suboptimal investment decisions, with overlooked or unaccounted-for risks.

The Influence of Overconfidence Bias on Investment Decisions

In addition to availability bias, overconfidence bias also significantly
affects investment decision-making (Kartini & Nahda, 2021). Overconfidence
Bias is a major measure of risk as it reflects individuals considering themselves
superior and better than others. Excessive overconfidence bias is relatively
common among investors (Jamshidi et al., 2019). In investment finance,
individuals often underestimate or overestimate their capacity for logical
decision-making (Imran Gulzar, 2023).

Overconfidence bias, referring to individuals' overestimation of their
abilities and knowledge, tends to make investors feel more confident in their
abilities than they actually are. Research by Schulz (2023) and Adil et al. (2022)
indicates that male investors are more prone to Overconfidence Bias in the
context of investment decision-making. Overconfidence bias can lead investors
to take greater risks than necessary and underestimate the risks present in their
portfolios.

Overconfidence Bias has been the subject of many investor studies (Alp
Coskun et al., 2023; Alsabban & Alarfaj, 2020; Amalia Yunia Rahmawati, 2020;
Isidore R & Christie, 2019; Koc, 2021; Lee et al., 2022; Madaan & Singh, 2019).
Research findings suggest that overconfidence bias, at times, can result in
impulsive and overly confident investment decisions. This creates imbalances
in investment portfolios, with risks that may not align with investment
objectives or investor risk tolerance. These findings illustrate the complexity of
overconfidence bias in the context of investment decision-making.

Implications and Relevance
The findings in this literature review have significant implications for

investment decision-making. Investors and financial professionals must
understand the influence and interaction of both biases in their efforts to make
more rational and prudent investment decisions. Awareness of the potential
negative impact of availability bias and overconfidence bias can aid in making
more balanced and rational decisions. Furthermore, further research in this field
can provide deeper insights into addressing cognitive biases in investment
decision-making.

This part allows you to elaborate on your results findings academically.
You must not put numbers related to your statistical tests here; instead, you have
to explain that numbers here. You have to compile your discussion with
academic supports to your study and a good explanation according to the
specific area you are investigating.
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CONCLUSIONS AND RECOMMENDATIONS

In order to comprehend investment decision-making more effectively,
this literature review has presented crucial findings regarding the influence of
availability bias and overconfidence bias. Availability bias, which tends to
direct attention to easily accessible information, and overconfidence bias, which
results in overestimation in judgments, have been proven to significantly
impact investor behavior in the context of investment decisions.

The findings from this literature review assert that both biases can lead
to less rational and overly confident investment decisions, with the potential to
disrupt the balance within investment portfolios. These biases can also interact
with each other, reinforcing negative effects in investment decision-making.
Awareness of the influence of these biases is a crucial step in creating wiser and
more balanced investment strategies. Addressing these cognitive biases
becomes essential in achieving more effective investment decision-making.

This literature review offers a strong foundational understanding of the
importance of recognizing and managing these biases in investment decision-
making. While providing valuable insights, there is still room for further
research in this field. Further exploration of the interaction between availability
bias and overconfidence bias, as well as methods to mitigate their negative
impacts, will be crucial steps in developing smarter investment strategies in the
future.

FURTHER STUDY
The limitation of this research lies in the relatively limited number of

gathered references. Therefore, for future researchers, it is encouraged to
explore and include a more extensive range of references to ensure the accuracy
and comprehensiveness of the study's outcomes.
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