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Abstract: The literature of heuristic factors and investment performance is less confirmatory. That is why it is
quite important to explore and quantify the mediation mechanism of stock market anomalies in a volatile envi-
ronment. For this research, the data were collected through a survey to stock investors who are actively involved
in investing. The findings of this study show that heuristic factors, availability, conservatism, and illusion of
control have a significant and positive direct relationship to investment performance. For heuristic factors like
anchoring and gambler’s fallacy, there has been an insignificant direct relationship to investment performance.
While in indirect relationship to the investment performance, illusion of control and conservatism generate both
fundamental and technical anomalies in the market, and they affect the investment performance via technical
and fundamental anomalies. Anchoring bias, availability bias and gambler fallacy do not generate both technical
and fundamental anomalies in market. Fundamental and technical anomalies have a significant and positive
relationship to investment performance.
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El papel de los factores heuristicos
en el rendimiento de las inversiones:
exploracion de las anomalias del mercado
de valores en un entorno voldtil

ResumenlLa literatura sobre factores heuristicos y rendimiento de la inversion no es muy precisa. Por eso
es muy importante explorar y cuantificar el mecanismo de mediacién de las anomalias del mercado de
valores en un entorno volatil. Los datos para esta investigacion se recopilaron a través de una encuesta a
inversores bursatiles que participan activamente en la inversion. Los hallazgos de este estudio indican que
los factores heuristicos, la disponibilidad, el conservadurismo y la ilusion de control tienen una relacion
directa significativa y positiva con el rendimiento de la inversion. Para factores heuristicos como el anclaje
y la falacia del apostador, ha habido una relacion directa insignificante con el rendimiento de la inversion.
Mientras que la ilusion de control y el conservadurismo, en relacion indirecta con el rendimiento de la
inversion, generan anomalias tanto fundamentales como técnicas en el mercado y afectan el rendimiento
de la inversion a través de ambas anomalias. El sesgo de anclaje, el sesgo de disponibilidad y la falacia del
apostador no causan anomalias técnicas y fundamentales en el mercado. Las anomalias fundamentales y
técnicas tienen una importancia y una relacion positiva con el rendimiento de la inversion.

Palabras clave: factores heuristicos, anomalias técnicas, anomalias fundamentales, bolsa de valores, ren-
dimiento de la inversion, analisis de mediacion.
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INTRODUCTION

Traditional finance and behavior
finance are different schools of thought.
According to the traditional finance
theory, every investor is rational
when making an investment decision.
However, after a series of research, it
was observed that human decisions
often depend on their nature, per-
ceptions, and behaviors, cognitive or
emotional biases hidden deeply in the
back of the mind. The new school of
thought of behavioral finance has star-
ted to change after gathering enough
information confirming specific human
behavior that conflicts with traditional
finance theory. Investment decision
processes based on estimates and much
knowledge of market participants are
being attracted more unrealistically
these days in global financial markets.

Behavioral finance is the study of the
impact of psychology on the behavior of
financial professionals and the resulting
effect on markets. Behavioral finance
helps to describe why and how mar-
kets can be inefficient (Sewell, 2007).
Behavioral finance is a comparatively

modern field of finance that has just
emerged to address the failures in the
reliability of the traditional assumptions
of predictable utility maximization with
the inefficient market of the rational
investor. Although psychology plays
a significant role in investor behavior,
it has only recently become popular.
Certainly, numerous economists and
psychologists have been trying to inte-
grate these fields relatively recently.
From the above discussion related to
behavioral finance, it is clear that beha-
vioral finance is a branch of finance
that concentrates on the study of the
decision-making process of market
investors, who may have irrational
behaviors, in the psychological aspect.
There are several behavioral factors
that affect the decision-making process
of investors, such as factors related
to heuristic theory, factors related to
prospect theory, market factors and
herding factors. The main focus of our
study is the impact of heuristic factors
on investor’s decision-making process
and investment performance. A discus-
sion of heuristic theory is raised in the
following paragraph.
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Heuristic theory defines the rule of
thumb thar investors use to facilitate
decision-making in uncertain and com-
plex situations (Ritter, 2003).

Previous research has been conducted
on the impact of heuristic factors on
investment outcomes of individuals
and institutional investors (Barber &
Odean, 2008). Most of the researchers
conduct researches on the direct rela-
tionship between heuristic factors and
investment performance and focus
less on multiple mediating mecha-
nisms between heuristic factors and
investment performance to fill the gap
between the multiple mechanisms for
further exploring the relationships and
discovering a mediating mechanism
that gives a better understanding of
the processes (Farooq et al., 2013). The
mediating mechanism between the
four heuristic factors and investment
performance provides a better unders-
tanding of investment decision making
and improved investment performance
(Plous, 1993). It offers a clear picture of
the relationship between the heuristic
factors and investment performance
and the understanding of the mediating
mechanism to provide details to the
financial advisor and investors (Peloza,
2009). To the best of our knowledge, the
study of the multi-mechanism related to
heuristic factors and investment perfor-
mance results in a better understanding
of investment processes.

64

The problem statement addressed in
this study is “the impact of heuristics
factors on investment performance:
exploring the mechanisms mediating
stock market anomalies”. To make an
efficient decision requires a basic eco-
nomic concept (Lusardi & Mitchell,
2005). Peoples make systematic thin-
king errors in making decisions.

This research is intended to address
the following objectives:To observe the
relationship between heuristic factors
and investment performance of indi-
vidual investors.

* To know the impact level of the
heuristic factors on investment per-
formance of individual investors in
the Pakistan stock market.

* To determine the level of impact of
the mediating role of stock market
anomalies (fundamental and tech-
nical anomalies) between heuristic
factors and investment performance.

Our study explores five factors -ancho-
ring, availability, gambler’s fallacy,
illusion of control, and use of conser-
vatism- as an independent variable
that searches the differential impact
on market anomalies and investment
performance. Understanding these
heuristic factors can help investors
improve their understanding of stock
picking behavior as well as make better
investment decisions.
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LITERATURE REVIEW

According to Bacho & Sechel (2013), for
the elements of fundamental analysis of
stocks, fundamental anomalies refer to
anomalies in the trading of financial
instruments. The basic principle of fun-
damental analysis refers to the fact that
the change in market prices of financial
securities is the result of supply and
demand for that financial instrument.
Well, technical anomalies are associated
with the elements of technical analysis
and technical analysis is very useful
for predicting price movement in the
market based on volume and past price
trends (Bacho & Sechel, 2013).

Anchoring Heuristic and Investment
Performance

Aziz & Khan (2016) examined the beha-
vioral factors that influence decisions
and investment performance of indivi-
dual investors. Result shows that there
has been a positive relationship between
the anchoring heuristic and investment
performance of individual investors.
According to Ishfaq & Anjum (2015),
anchoring has a positive and significant
effect on investment performance. The
study conducted by Menike et al. (2015)
found that anchoring has a positive
significant impact on the investment
performance. According to Ranjbar et
al. (2014), investment performance is
positively affected by anchoring bias.
Obara (2015) concluded that anchoring

positively impacts investment returns.
And according to Shah et al. (2018),
anchoring negatively affects investment
decisions and investment performance.

Availability Heuristic and Investment
Performance

The study carried out by Alrabadi et
al. (2018) found that availability bias
has significant impact on investment
performance of individual investors.
According to Khan (2015), availability
bias negatively affects investment
decisions and performance. Javed et al.
(2017) concluded that availability bias
positively and significantly impacts
investment performance.

Gambler’s Fallacy Heuristic and In-
vestment Performance

In the study of Anum (2017) to analyze
the behavioral factors and their impact
on investment performance and invest-
ment decisions, it is shown that there is
a significant and positive relationship
between the gambler’s fallacy heuris-
tics and investment performance. Aziz
& Khan (2016) found that gambler’s
fallacy positively affects the investment
performance of the individual investors.
According to Mahmood et al. (2016),
the gambler’s fallacy significantly
affects investment performance of indi-
vidual investors.
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Conservatism Heuristics and Invest-
ment Performance

According to Bakar & Yi (2016), con-
servatism bias has significantly impact
on investment decisions and investment
performance. In the study of Zhang
et al. (2015) they found that there is a
noteworthy relationship between the
conservatism heuristic, investment
decisions and investment performance.
Thomas (2018), meanwhile, investigated
the influences of behavioural biases on
retail investors and found that the con-
servatism bias has a remarkable impact
on investment performance. Chitra &
Jayashree (2014), in their study, analyze
the demographic profile differences
in investor behavior and uncover the
important relationship between conser-
vatism and investment performance.

Illusion of Control Heuristic and In-
vestment Performance

According to Bashir et al. (2013),
illusion of control heuristic signifi-
cantly affects investment decision and
investment performance. The study
conducted by Manuel & Mathew (2017)
found that illusion of control heuristic
has an important relationship with
investment performance.

66

Anchoring Bias Relationship with
Fundamental Anomalies and Techni-
cal Anomalies

According to Andersen (2010), ancho-
ring decision making is the human
propensity to rely too much on one
piece of information available in the
market, such as news, abnormal trading
volumes and extreme stock perfor-
mance. Investors focus on famous and
popular stocks and ignore market fun-
damentals. This type of investor focus
leads to fundamental anomalies.

Relationship of Availability Bias to
Fundamental Anomalies and Techni-
cal Anomalies In the Stock Market

According to Read & Grushka (2011),
when the investor makes the decision
based on readily available information,
then he ignores the fundamentals of
the stocks and leaves the fundamental
anomalies of the stock market.

As stated by Kirkpatrick & Dahlquist
(2010), in the selection of the stocks
or securities investor focus on the past
stock prices and stock volumes as base
factor. In line with Mizrach & Weerts
(2009), In technical analysis, prior stock
price and stock volume information are
key characteristics for predicting future
stock returns. In this situation, investors
use previous stock prices and stock
volume information to make invest-
ment decisions due to the presence of
availability bias.
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Gambler’s Fallacy Heuristics and Te-
chnical Anomalies

According to Bhattacharya (2012), the
investors believe that if something has
happened recently, the probability of
an opposite phenomenon decreases and
the probability of a similar phenomenon
increases. In this situation, investor
predicts future tendency of occurrence
event based on past event occurred in
the market. In accordance with Ceren
& Akkaya (2013), when investors
incorrectly forecast such a trend, they
can get it into trouble. The Gambler’s
Fallacy is said to occur when an investor
works under the perception that errors
in random events are self-correcting.

Relationship of the Illusion of Control
Heuristics to Fundamental Anoma-
lies and Technical Anomalies

Read & Grushka (2011) said that when
investors use the illusion of heuristic
control in their decision-making pro-
cess, in this situation investors may
overestimate the occurrence of the
kinds of event that is easily recalled by
non-frequency and easily accessible in
investors’ self-control. When the inves-
tor makes the decision by self-control,
fundamental anomalies are created
by ignoring the fundamentals of the
stock. Pompian (2011) said that most
investors are unaware of stock value
investment strategies due to the growth
intention of mutual funds and ignore
stock fundamentals.

Relationship of Conservatism Heuris-
tics to Fundamental Anomalies and
Technical Anomalies

As Bhattacharya (2012) states, when
situations change, some investors
under-react due to the natural tendency
to be slow to adapt to changes. Thus,
the conservatism bias is opposite to the
overreaction bias.

In line with Kirkpatrick & Dahlquist
(2010), in selecting stocks or securities,
the investor focuses on past stock pri-
ces and stock volumes as a base factor
and predicts future stocks prices by
using technical analysis. Such investor
behavior is why the market differs from
efficient market hypothesis (EMH).
According to the above arguments,
investor ignores technical analysis in
stocks selection.

Fundamental Anomalies and Invest-
ment Performance

Ul Abdin et al. (2017) investigated the
direct impact of prospect factors on
investment decisions and investment
performance at the individual level.
Result shows that there is a positive
relationship between the fundamental
anomalies and investment performance
of the individual investors. The said
authors (2017) explore the impact of
heuristics on investment decision
and performance through multiple
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mediation mechanism and find that fun-
damental anomalies have an impact on
investment performance.

Technical Anomalies and Investment
Performance

Ul Abdin et al. (2017) investigated the
direct impact of prospect factors on
investment decisions and investment
performance at the individual level

Availability

H3

Gambler's

fallacy

Illusion of

and found that there is no significant
relationship between technical anoma-
lies and investment performance. They
(2017) explore the impact of heuristics
on investment decision and investment
performance thorough multiple media-
tion mechanism. The results of this
study show that technical anomalies
lead to investment performance.

THEORETICAL FRAMEWORK

Fundamental

Anomalies H11

Investment
Performance

Technical
Anomalies

control

Hypothesis

H1: There is a significant relationship
between anchoring heuristic and invest-
ment performance.

H2: There is a significant relationship
between availability heuristic and
investment performance.

68

H3: There is a significant relationship
between gambler’s fallacy heuristic and
investment performance.
H4: There is a significant relationship
between conservatism heuristic and
investment performance.
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HS5: There is a significant relationship
between illusions of control heuristic
and investment performance.

H6 (a): The higher the level of anchoring
bias, the greater the production of fun-
damental anomalies in the stock market.
H6 (b): The higher the level of ancho-
ring bias, the greater the production of
technical anomalies in the stock market.
H7 (a): The higher the level of
availability bias, the greater the pro-
duction of fundamental anomalies in
the stock market.

H7 (b): The higher the level of availa-
bility bias, the greater the production of
technical anomalies in the stock market.
H8 (b): The gambler’s fallacy has fun-
damental anomalies.

H8 (b): The gambler’s fallacy has tech-
nical anomalies.

H9 (a): The conservatism has funda-
mental anomalies.

H9 (b): The conservatism has tech-
nical anomalies.

H10 (a): The illusion of control has fun-
damental anomalies.

H10 (b): The illusion of control has
technical anomalies.

H11: Fundamental anomalies impact
investment performance.

H12: Technical anomalies impact
investment performance.

Operationalization of Variables

To measure the heuristic factors, we
have focused on the five components
of heuristics —anchoring, availability,
gambler’s fallacy, illusion of control
and conservatism— used as indepen-

dent variables (Figure 1). Two items
measured the anchoring component
of heuristics adopted by Ul Abdin
et al. (2017). Two items studied the
availability component of heuristics
assumed by these authors (2017). Three
items focused on conservatism scale
implemented by Chitra & Jayashree
(2014). Two items measured the gam-
bler’s fallacy component of heuristics
endorsed by Kudryavtsev et al. (2013).
Three items measured the illusion of
control heuristic scale used by Ullah
(2015). In this research, the investment
performance is utilized as a dependent
variable. Investment performance has
been measured through the three items
used by Ul Abdin et al. (2017). In this
research, there are two fundamental and
technical stock market anomalies used
as mediating variables. Three items are
focused on measuring the fundamental
anomaly and two items used to measure
the technical anomalies used by Ul
Abdin et al. (2017).

RESEARCH METHODOLOGY

This study was conducted in an
unconstrained setting and is called
cross-sectional because the data
were collected at one point in time.
It was causal because cause and
effect relationships between variables
are investigated.

The target population was the individual
and institutional investors who invest in
the Pakistan stock market. The Pakistan
stock market is divided into three parts:
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Karachi stock market, Lahore stock
market and Islamabad stock market.
Data were collected through the help
of brokers and stock market managers.
Personally administered questionnaires
were used to collect data. Moreover,
some data were collected by online
Google form questionnaire. The tar-
get was a total of 400 respondents, of
which 250 responses were retrieved.
The questionnaire was composed of
21 items on a five-point Likert scale.
A convenient sampling technique was

used. Questionnaires from different
researchers were adopted. The ques-
tionnaire used contains two sections:
the first, 21 statements used to measure
the constructs in five-point Likert scale,
and the second, descriptive information.

The data were analyzed with SPSS
software. Factor analysis, reliability
analysis, t-test, ANOVA and multiva-
riate analysis were performed.

Table 1. Reliability Test of Instruments

Variables Cronbach’s alpha F (sig)
Anchoring 0.827 3-360 (0.001)
Availabilities 0.735 50.625 (0.000)
Gambler fallacy 0.900 6.255 (0.001)
Conservatism 0.805 7.098 (0.001)
lllusion of control 0.645 3.346 (0.001)
Fundamental anomalies 0.710 3.885(0.001)
Technical anomalies 0.717 36.184(0.000)
Investment performance 0.890 6.243 (0.001)

Table 1 indicates that the Cronbach’s alpha value of all variables is greater than 0.6 and
the F-test also shows the significance for each factor used in this study (Shah et al., 2018).
These results show that all items used in the variables are reliable for further analysis.

RESULTS AND DISCUSSION

Table 2. Descriptive Statistics for Demographic Variables

Category Frequency Percentage %
Gender Male 217 86.8
Female 33 13.2

Age 16-19 years 1 4

20-35 years 142 56.8
36-55 years 99 39.6
Above 55 years 8 3.2
Qualification High school and lower 13 5.2
Under-graduate 16 6.4
Bachelor 93 37.2
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Continuacién Tabla 2

Master 125 50.0
Others 3 1.2
Experience Under 5 years 135 54.0
5-10 years 70 28.0
Over 10 years 45 18.0
Nature of employment Businessman 86 34.4
Employee 164 65.6
Income Under 20000 25 10.0
20000-40000 137 54.8
41000-60000 55 22.0
61000-80000 24 9.6
Above 80000 9 3.6
Table 3. Correlation Model
Variables Mean SD 1 2 3 4 5 6 7 8
Anchoring 8.09 1.452 1
Availability 7.01 1.771 A37 1
Conservatism 12.06 2188  .228" 186~ 1

Gambler fallacy 7.488  1.984 1207

233" 319~ 1

lllusion of control 8.844 1.727 .044*

195" 114 0327 1

Fundamental 142* A270 152°  .006* 102 1
anomalies 15.97  2.239

Technical anomalies 7.93 1.443  -.001* .057** .013* -.072* 144 357" 1
Investment .039* 1300 163 .035* 212+ 221" 337" 1
performance 9.82 2.898

N=250, *p<0.05, **p<0.01***p<0.001

Table 3 presents the correlation analysis
between the variables. The results indi-
cate the correlation coefficient for eight
variables. The correlation results show
that each variable is correlated with
each other because the value of corre-
lation coefficient is on (r =1). The output
shows that anchoring heuristic is negati-
vely related to technical anomalies with
coefficient correlation of r = -.001 which
is significant at p<0.05. This means that
anchoring heuristics increase, and tech-
nical anomalies decrease. Anchoring
heuristics are positively related to

availability, conservatism, illusion of
control, fundamental anomalies, and
investment performance.

This means, in turn, that increasing the
anchoring heuristic also increases these
all variables. The output shows the avai-
lability heuristic positively correlated
with anchoring, conservatism, illusion
of control, fundamental anomalies,
and investment performance. The
output demonstrates that conservation
positively correlated with availability,
illusion of control, fundamental ano-
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malies, and investment performance.
The gambler’s fallacy correlates
negatively with technical anomalies
with a coefficient correlation r = -.072
with a significance of p<0.05. Illusion
of control is positively correlated with
anchoring, availability, conservatism,
gambler fallacy, technical anomalies
fundamental anomalies and invest-
ment performance.

Fundamental anomalies correlate
positively with anchoring, availability,
conservatism, gambler’s fallacy, illu-

sion of control technical anomalies and
investment performance. Technical
anomalies correlate negatively with
anchoring and gambler’s fallacy,
and positively with availability,
conservatism, illusion of control, fun-
damental anomalies, and investment
performance. Fundamental anomalies
are positively correlated with avai-
lability, conservatism, illusion of
control, anchoring, gambler’s fallacy,
and investment performance.

Table 4. Regression Analyses of Heuristic Factors for Investment Performance

Predictors R R2 Adjusted R2

H1 Anchoring .039 .002 -.002

H2 Availability 130 .017 .013

H3 Gambler fallacy .035 .001 -.003

H5 lllusion of control .212 .045 .041

H4 Conservatism 163 .026 .023

Table 5. Coefficients
. Standardized
MoBdel Unstandardized Coeff Coeff el s;ﬂl(ep)
Std. Error Beta(B)

(Constant) 3.060 347 8.817 .000
Anchoring .052 .084 .039 .620 .536
(Constant) 2,774 .248 11.168 .000
Availability 142 .069 130 2.070 .039
(Constant) 3.146 .239 13.147 .000
Gambler fallacy .034 .062 .035 544 587
1 (Constant) 2.225 313 7114 .000
lllusion of control .355 104 212 3.410 .001
1 (Constant) 2.406 .339 7.097 .000
Conservatism .215 .083 163 2.595 .010
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The output shows that there is an
insignificant relationship of anchoring
to investment performance with sig-
nificance value of >0.05. So that H1 is
rejected. It means that investment per-
formance does not change due to change
in anchoring heuristic. Availability
heuristic has a positive and significant
relationship to investment performance
with the beta (P) value at .130, value of
t =2.07 and significance level of < 0.05,
and the value R2=0.017 expresses that
investment performance 1.7% changed
due to change in availability heuristics.
Hypothesis (H2) is accepted. It means
investment performance changes due
to change in availability heuristic.
The output indicates that there is an
insignificant relationship of gambler’s
fallacy heuristic to investment per-
formance with significance value of
>(0.05. So that H3 is rejected. It denotes
that investment performance does not
change due to change in gambler fallacy
heuristic. Illusion of control heuristic
has a positive significant relationship
to investment performance with the (j3)
value .212, value of t =3.41 and signi-
ficance level of < 0.05 and R2= 0.045.
It means that investment performance
4.5% changes due to change in illusion
of control heuristic. Hypothesis (H4)
is accepted. Meaning that investment
performance changes due to change in
availability heuristic.

Conservatism heuristic has a positive
and significant relationship to invest-
ment performance with the (B) value at
.163, value of t =2.595 and significance

level of < 0.05, and R2=.0.026 indica-
tes that investment performance 2.6%
changes due to change in availability
heuristic (Table 5).

Results of the Regression Analysis of
Mediation

Results in tables 6 and 7 indicate
that there is an insignificant indirect
relationship between investment per-
formances and the anchoring heuristic
through fundamental anomalies with
a significance value greater than 0.05.
The indirect relationship between
availability bias and investment is
insignificant across fundamental stock
market anomalies with a significance
value greater than 0.05. The indirect
relationship of the gambler’s fallacy is
insignificant with a significance value
greater than 0.05. The output shows that
there is indirect positive relationship
between conservatism and investment
performance through fundamental stock
market anomalies (R2=0.066 signifi-
cance level >0.05). It shows that 6.6%
changes in investment performance
through fundamental stock anomalies.
The result indicates that there is indirect
positive relationship between illusion
of control and investment performance
through fundamental stock market
anomalies (R2=0.085 significance level
>0.05). It means that 8.5% changes in
investment performance through fun-
damental stock anomalies. The result
of the above table shows that H9a and
H10a are accepted and H6a, H7a and
H8a are rejected.
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Table 6. Model summary

M Unstandardized Coeff = Standardized Coeff Sig.(p
odel value)
B Std. Error Beta(B) T value

(Constant) 9.180 1.041 8.817 .000
Anchoring .079 127 .039 .620 536
(Constant) 5.133 1.538 3.338 .001
Anchoring .016 125 .008 130 .897
Fundamental anomalies .285 .081 .220 3.512 .001
(Constant) 8.321 745 11.168 .000
Availability 213 103 130 2.070 .039
(Constant) 4.320 1.401 3.084 .002
Availability A70 102 104 1.671 .096
Fundamental anomalies .269 .081 .208 3.346 .001
(Constant) 9.438 718 13.147 .000
Gambler fallacy .050 .093 .035 .544 .587
(Constant) 4.882 1.458 3.349 .001
Gambler fallacy .048 .091 .033 .535 .593
Fundamental anomalies .286 .080 221 3.565 .000
(Constant) 6.675 .938 7114 .000
lllusion of control .355 104 .212 3.410 .001
(Constant) 2.805 1.490 1.882 .061
Illusion of control .321 103 191 3.125 .002
Fundamental anomalies .261 .079 .202 3.300 .001
(Constant) 7.218 1.017 7.097 .000
Conservatism 215 .083 163 2.595 .010
(Constant) 3.547 1.512 2.346 .020
Conservatism A75 .082 132 2122 .035
Fundamental anomalies .261 .081 .201 3.235 .001

Table 7. Coefficient

Predictors R R2 Adjusted R2

H6a Anchoring .039 .002 -.002
Fundamental anomalies 221 49 41
H7a. Availability 130 017 .013
Fundamental anomalies 224 .06 .052

H8a. Gambler fallacy .035 001 -.003
Fundamental anomalies 224 .05 .042
H9a. lllusion of control 212 .045 .041
Fundamental anomalies 292 .085 .078

H10a. Conservatism

Fundamental anomalies 163 0.26 023

.257  .066 .058
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Table 8. Model Summary

Predictors R R2 Adjusted R2
H6b Anchoring .039 .002 -.002
Technical anomalies .339 115 113
H7b. Availability 130 A7 .013
Technical anomalies .355 126 119
H8b Gambler fallacy .035 .001 -.003
Technical anomalies 342 M7 110
H9b. lllusion of control 212 .045 A1
Technical anomalies 375 A41 134
H10b. Conservatism 163 .026 .023
Technical anomalies 372 138 131
Table 9. Coefficient
Unstandardized Coeff Standardized Coeff Sig.(p
Model Std. value)
B Error Beta(B) T value
(Constant) 9.180 1.041 8.817 .000
Anchoring .079 127 .039 .620 .536
(Constant) 3.816 1.369 2.788 .006
Anchoring .079 119 .040 .661 .509
Technical anomalies .676 120 337 5.625 .000
(Constant) 8.321 745 11.168 .000
Availability 213 103 130 2.070 .039
(Constant) 3.277 1.150 2.849 .005
Availability 183 .098 112 1.871 .062
Technical anomalies .663 120 .330 5.544 .000
(Constant) 9.438 718 13.147 .000
Gambler Fallacy .050 .093 .035 .544 .587
(Constant) 3.743 1.209 3.097 .002
Gambler fallacy .086 .088 .059 .984 .326
Technical anomalies .685 120 341 5.687 .000
(Constant) 6.675 .938 7114 .000
lllusion of control .355 104 212 3.410 .001
(Constant) 2.363 1.213 1.949 .052
lllusion of control .280 100 167 2.797 .006
Technical anomalies .628 120 313 5.247 .000
(Constant) 7.218 1.017 7.097 .000
Conservatism .215 .083 163 2.595 .010
(Constant) 1.959 1.334 1.468 143
Conservatism .210 .078 158 2.680 .008
Technical anomalies 672 119 335 5.666 .000
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The result demonstrates that there
is an indirect positive relationship
between conservatism and investment
performance via technical stock market
anomalies (R2=0.138 significance level
>0.05). It means that 13.8% changes
in investment performance through
technical stock anomalies. The result
indicates that there is an indirect pos-
itive relationship between illusion of
control and investment performance via
technical stock market anomalies (R?2
=.141 significance level >0.05). It sug-
gests that 14.8% changes in investment
performance through technical stock
anomalies. The result shows that ancho-
ring, availability, and gambler’s fallacy
do not produce technical anomalies of
the stock market affecting the investor’s
investment return with a significance
value greater than 0.05. The result
shows that H9b, H10b are accepted and
Ho6b, H7b, H8b are rejected.

The result of mediation regression
shows that conservatism and illusion
of control impact on investment per-
formance by producing fundamental

and technical anomalies of the stock
market. Anchoring, availability, and
gambler’s fallacy do not influence
investment performance through the
involved technical and fundamental
stock market anomalies.

Results of Regression Analyses of
Stock Market Anomalies for Invest-
ment Performance

The output shows that a positive and
significant relationship of fundamental
anomalies to investment performance
with (B) value at .287 at significance
level of .000. R2=.049 that means 4.9%
investment performance changes by
changing in fundamental anomalies,
and therefore, H11 is accepted. The
output indicates that positive and
significant relationship of technical
anomalies with investment performance
with (B) value at .676 at significance
level 0.000. R2= .113 shows that 11.3%
changes in investment performance due
to change in technical anomalies, and
therefore, H12 is accepted.

Table 10
Predictors R R? Adjusted R?
H11 Fundamental 221 049 045
anomalies
H12 Technical anomalies .337 113 110
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Table 11

Model Unstandardized coeff Standardized coeff
Beta Standard error Beta T value Sig P
value
Constant 5.241 1.293 221 4.054 .000
fundamental anomalies .287 .080 3.574 .000
Constant 4.456 .967 .337 4.606 .000
technical anomalies .676 120 5.631 .000

FINAL DISCUSSION

Regression results of dependent and
independent variables show that there
is a significant positive relationship
between availability heuristic, illu-
sion of control bias and conservatism
heuristic to investment performance.
It indicates that the involvement of
these heuristics in investment decisions
influences individual investor’s overall
investment performance (Venkatapathy
& Sultana, 2016). The findings show
that there is no significant impact of
anchoring bias on investment per-
formance. This finding is consistent
with the result from Ul Abdin et al.
(2017). The results show that there is a
significant impact of availability bias
on investment performance. This fin-
ding is consistent with the result from
Alrabadi et al. (2018) and Javed et al.
(2017). The result further determines
that the illusion of control bias has a
positive significant impact on investors’
investment performance. This result is
in line with the indications documented
in studies such as that of Bashir et al.
(2013). In addition, conservatism bias
has a significant impact on investors’
investment performance which is con-

sistent with the conclusions of Bakar &
Yi (2016) and Zhang et al. (2015). The
study result shows that anchoring and
gambler’s fallacy bias do not affect the
individual investors’ overall investment
performance. In the mediation regres-
sion result, conservatism and illusion
of control produced fundamental and
technical stock market anomalies and
affected investors’ investment returns
through fundamental and stock market
technical anomalies. The findings show
that conservatism bias is significantly
linked with fundamental analysis. This
result is in line with the indications
documented in Bhattacharya’s studies
(2012). The findings show that conser-
vatism bias is significantly linked with
technical analysis. This result is consis-
tent with the indications documented in
Shen & Loh’s studies (2004). Our study
result indicates that anchoring bias,
availability heuristic and gambler’s
fallacy do not produce stock market
fundamental anomalies; it means
that these variables do not influence
investment performance by stock mar-
ket fundamental anomalies, and that
anchoring bias, availability heuristic
and gambler’s fallacy bias do not pro-
duce stock market technical anomalies,

77



The Role of Heuristic Factors in Investment Performance: Exploring the Market Anomalies in a Volatile Environment

Kaleem Ullah Malik Muhammad Shaukat Malik Muhammad Irfan Hussain Mehdi

indicating that these variables do not
influence investment performance by
stock market technical anomalies.

CONCLUSIONS

Our study result indicates that stock
market fundamental and technical
anomalies have influenced individual
investors’ investment performance.
The findings show that there is a
significant impact of fundamental
anomalies on investment performance.
This finding is in line with the result of
Ul Abdin et al. (2017).

The study draws an overview of the
impacts of behavioral factors on the
investment performance of individuals
and the mechanism of mediating stock
market anomalies in the Pakistan stock
market. This study is based on behavio-
ral finance approaches, which differs
from the previous studies in Pakistan
mainly based on traditional finance.
This research is one of the few studies
on the factors influencing stock market
investment decisions in Pakistan using
behavioral finance. In addition to
individual investors, who can directly
benefit from the findings of this study,
securities organizations can use these
findings as a reference for their analysis
and prediction of stock market trends.
Corporations, which raise capital from
shareholders, can use the findings of
this study to make good decisions to
attract investors to buy their shares.
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This research has several limita-
tions that can be addressed in future
research. First, this study only focuses
on the impact of heuristic factors on
investment performance. There are
many other factors, such as perspec-
tive factors and market factors, that
generate anomalies in the stock market
and disrupt overall investment perfor-
mance. Second, the measurement scale
of this study contains two to four items
to measure a variable. Future research
should increase the scale items in the
study. The third limitation is the small
sample size. In this study, 250 respon-
dents were used for data analysis in
order to increase the sample size and
obtain more accurate results. Fourth,
another limitation is that in this study
only the reliability test and, subse-
quently, the construct validity test were
used. Fifth, an additional limitation is
that SPSS software was used in this
study for data analysis, but Amos or
smart Pls software could be used in
future research or in the extension of
the same research.
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