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ABSTRACT 

 The outcomes of rational and irrational decisions in stock market 

investments have been mixed. Though our rational thoughts indicate that for 

optimizing the stock investment decisions, one needs to balance both, studies 

that have proved this are limited in Indian contexts. The three ways of decision 

making namely, rational, irrational (measured as intuitive decisions) and 

balanced decisions are analyzed for the specific impact on the outcomes of the 

decisions. It was found that the variance of the outcomes with the balanced 

decisions was more effective that of the other two ways. The comparison of 

decision making strategies across demographic variables also showed significant 

association.  
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INTRODUCTION 

 Intuitive decision making is defined as “the primarily subconscious process 

of identifying a decision and selecting a preferred alternative” (Hitt et al. 2005). 

It also refers to the domain-specific capability to reach an appropriate decision 

without deliberately balancing various alternatives and without reflecting on a 

task (Myers 2002). The role of intuitions in management decisions cannot be 
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neglected. The efficacy with which the managers save time and resources 

determines their success, thus leaving the modern managers with little time to 

take decisions, but the outcome necessarily being effective. Similarly, in stock 

market, the major challenge of retail investors is  to maximize their limited 

resources to maximize returns within the limited time available. Their decisions 

are highly time-bound. In India, majority of the retail investors trade in stock 

market as a part-time activity. Within the limited time and financial resources, 

they need to optimize their decisions. This group of investors could be compared 

easily with the managers who operate in “bounded rationality” as per Simon 

(1957). It would be interesting to test whether rational decision making approach 

or intuitive-based decision making approach that fetched maximum gains for the 

retail investors.  

RESEARCH OBJECTIVES 

 The study was aimed to measure the attitude of the respondents towards the 

three types of decision making approaches namely rational, irrational and a 

combination of both as the most effective in maximizing the expected outcome 

and to compare the results of the decisions.  The second objective was to 

compare the ways of decision-making across socio-demographic variables like 

age, gender, income, qualification, and the objective with which stock 

investment was made.   

REVIEW OF LITERATURE 

 Studies had proved the application of intuitive dimensions to stock market 

decisions. Intuition is gaining importance and is being deliberately utilized in 

every  field,  as diverse as business, clinical practice, coaching, consulting, 

decision-making, entrepreneurship, hiring, investment, interviewing, 

investigation, manufacturing, marketing, research and development, and sports 

(Agor, 1989; Eisenhardt, 1989; Glaser, 1995; Weintraub, 1998; Fields, 2001; 

Myers, 2002;). Intuition makes use of knowledge-resources secured through 
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individuals’ professional experiences, but of which they might not be necessarily 

aware. This intuition is held to give experts advantage over persons who do not 

act intuitively (Hogarth 2001). Findings suggest that decision-making behaviour, 

in reality, is not always completely rational (Simon 1955), and experts have 

recognized patterns in complex arrangements that enable them to respond 

spontaneously. Harteis and Gruber (2008) had found that most of the times 

intuitive predictions of stock market were better than that of rationally predicted.  

 Agyakwa (1988) identified two discrete ways by which human knowledge 

is possible: deduction/induction and the other way of knowing—intuition. 

Herbert Simon analyzed the components of behavior and though he  included 

intuitive decision making under irrational behavior, he found it suitable for 

effective management.  Jon Aarum Anderson (1999) found intuition as a 

characteristic of many managers through a survey done on 200 managers. Olsen 

(1997) found that investment managers exhibit “wishful thinking” when they 

forecast economic events. Schiller (1997)  found that overconfidence was also 

present among investors. Paul Gallimore, Hansz and Gray (1999) found that 

Discounted Cash Flow technique is used as a tool to experiment and perform 

sensitivity analysis with numbers to develop an intuitive sense of investment 

rather than as a strict decision-making criterion. Holder, Bob Jin (1995) 

discovered the role of intuitive decision making in solving problems. Burke, 

Lisa A.; Miller, Monica K.(1999)  found that intuitive decision making had 

become a viable approach in decision making.  Hayashi, (2001), Alden M  

opined that although top executives whom they had interviewed had confirmed 

that they engage in intuitive decision making, they call it as “ gut instinct” 

“hunches” etc.  There is evidence that feelings significantly influence decision-

making, especially when the decision involves risk and /or uncertainty (Zajonc, 

1980; Schwarz, 1990; Forgas, 1995; Isen, 2000; Loewenstein et al., 2001).   

 Selton (2002) argues that full rationality in decision making requires 

unlimited cognitive resources and capabilities.  Miller (1956)  justified the 
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importance of intuition by stressing that the human knowledge-processing is 

quite limited. Because of these constraints, it has been proven that managers do 

not consider all aspects and facets before taking decisions. They stop the process 

as soon as the goal is achieved. Simon (1957) went ahead by stating that 

decision making is process of seeking an appropriate solution and not optimal 

solution. Hence, he called this a “satisfycing” solution, a combination of 

satisfying and sufficiency. Studies such as Kotler (1988), Howard (1989), Engel 

et al, (1968)  explored consumer behavior through rational decision-making 

theory. According to Robbins (2002), a rational decision maker is one who 

generally makes decisions based on certain logic and systematic decisions 

procedures. Mitzberg et al (1976) described three stages of rational decision 

making processes like seeking essential information and problem-solving 

methods and selection element.  Keeney (1998) and Hammond et al. (2002) 

outlined six procedure criteria to evaluate an effective rational decision; Daft 

(2003), Osland et al. (2006) and Robbins (2002) suggested eight steps on it; and 

McMahon (2007) proposed seven effective way to go about the decision making 

process. Although decision makers varied with respect to their beliefs, opinions, 

and preferences, rationality deals with the notion that these factors should be 

coherent (Shafir and LeBoeuf, 2002). Robbins and Judge (2007) argued that a 

rational decision ultimately involves a robust and systematic decision-making 

process and then focuses on maximizing anticipated profits. Drawing parallels, 

individual investors involved in choosing financial products always undergo a 

deliberative evaluation that appears similar to rational investment decision 

making. Rational decision making strategy involves carefully planned decision 

making. 

 The review conducted revealed that studies reported the merits as well as 

demerits of both rational and irrational decisions. This also made understandable 

that a study that attempted to analyze the “balancing acts” of the investors in 
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maximising the gains out of both rational and irrational decisions was necessary. 

The current study is attempted to fill the gap in the existing literature   

SAMPLING DESIGN 

 A sample of 130 retail investors was selected at random across the country 

from a private broking house. This sample represented the population, which 

comprised of all the investors in the master database of the broking house. The 

existing literature had scales that tested either rational decision-making and/or 

irrational decision making strategies. But a scale that tested the balancing act of 

the retail investors were not to be found. So a scale that tested the decisions of 

the investor based on all the three ways of decision making was developed, and 

distributed to the respondents. The three strategies were tested as latent 

constructs and the data was put to analysis using the Statistical Package SPSS. 

RELIABILITY AND VALIDITY TESTING 

 The Cronbach alpha coefficient was used to test the reliability coefficient of 

the variables. The statements against which the Alpha value was less were 

removed and not included for further study. The validity of the questionnaire 

was tested by circulating the questionnaire to the experts in the industry. The 

statements that were considered irrelevant for the study were also removed. 

 The Table numbered 1 presents the Cronbach Alpha values for the variables 

grouped under the extracted constructs. The Cronbach alpha is the most widely 

used index for determining internal consistency (Kerlinger, 1986). The values of 

Cronbach Alpha coefficient was generally expected to be more than 0.6. For the 

current study, it was estimated to be 0.90.The individual coefficients for the 

latent constructs were also above 0.8 proving the internal consistency of the 

scale. The Table also presents the average agreement of the respondents towards 

the statements. It indicated that all the variables were above the average 2.5 in a 
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scale the value of which ranges from 0 to 5. This denoted the agreeability of the 

respondents towards the statements given in the questionnaire.  

Table 1 : Agreement and reliability scores for the Variables 

Tested 

Statements Cronbach 
Alpha 

Average 
Score 

In stock market the pay-offs from  quick decisions 
are higher 

0.943 2.84 

Investors have limited time and resources  2.54 

Last minute decisions need not be based on the 
analysis done earlier  

2.57 

Baseless decisions too tend to give better pay-offs 
at times 

3.00 

Effective decisions are the outcomes of planning 
and gut instincts  

2.58 

Investing in consultation with experts and brokers 
always give better pay-offs 

0.914 

3.35 

Pre-planned investment decisions tends to give 
higher returns 

3.40 

Periodicals, magazines, Televisions etc too help in 
taking decisions  

3.33 

Extensive quantitative analysis of the data is vital 
for stock market decisions.  

3.16 

Never trust the gut feelings about what to do in 
stock decisions 

3.26 

The flashes on investments, at times, surprises 
even the investors 

0.893 

2.53 

More often, effective decisions on stock trading 
come as spontaneous flashes in the minds of 
investors 

3.18 

Risky decisions are mostly taken according to gut 
instinct and intuitions 

2.95 

The best decisions often come as intense or vivid 
thoughts when the investor is under significant 
pressure  

2.95 

The sources for flashes, thoughts etc still remains 
unknown 

3.24 
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 The questionnaire was further tested for its validity by the KMO and 

Bartletts tests. The KMO statistics revealed a score of 0.899. The Bartletts test 

for significance of the matrix revealed a significance value of 0.000 which is less 

than 0.01, thus rejecting the Null hypothesis that the all the variables are 

correlated. The value of the determinant was 1.54 and the inter-item correlations 

varied between 0.857 and -0.676. The data was further analyzed using the data 

reduction technique Principal Component Analysis. The latent root technique 

that specifies the minimum Eigen value of more than 1 for  retaining the 

variables was applied. Applying the Oblique rotation using Promax, the entered 

fifteen variables were reduced to three factors. The factor loadings indicated that 

all the variables exhibited  high levels of correlation with the construct except 

the variable that states “the source of the intuitions remains unknown”. The 

variables were grouped according to their correlation with the construct and 

named suitably. The first set of variables contributed to 47.88% of the total 

variance, where as the second and the third sets contributed 21.35% and 7.27% 

respectively indicating the supremacy of the first set of variables over the others. 

Table 2 :  Grouping of variables and their corresponding 

Contribution to the Total Variance 

Statements 
Factor 

loadings 

Eigen 

value 

Percentage 

Of 

Variance 

Explained 

In stock market the pay-offs from  quick decisions 

are higher 

0.865 

 

7 .182 
47.88 

Investors have limited time and resources 0.799 

Last minute decisions need not be based on the 

analysis done earlier 

0.905 

Baseless decisions too tend to give better pay-offs at 

times 

0.905 
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Effective decisions are the outcomes of planning and 

gut instincts 

0.902 

Investing in consultation with experts and brokers 

always give better pay-offs 

0.832 

 

3.202 
21.35 

Pre-planned investment decisions tends to give 

higher returns 

0.836 

Periodicals, magazines, Televisions etc too help in 

taking decisions 

0.848 

Extensive quantitative analysis of the data is vital for 

stock market decisions. 

0.798 

Never trust the gut feelings about what to do in stock 

decisions 

0.885 

The flashes on investments, at times, surprises even 

the investors 

0.853 

 

1.018 

 

6.785 

More often, effective decisions on stock trading 

come as spontaneous flashes in the minds of 

investors 

0.604 

Risky decisions are mostly taken according to gut 

instinct and intuitions 

0.915 

The best decisions often come as intense or vivid 

thoughts when the investor is under significant 

pressure 

0.921 

The sources for flashes, thoughts etc still remains 

unknown 

0.537 

 

 The Table also revealed that the variables grouped into three were able to 

explain 76% of the total variance. The inter-factor correlation showed negative 

correlation with the first two factors  at -0.526 and the first and third  -0.268. 

The second and third factors were correlated at -0.115. The latent constructs 

were named as presented below. 
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Construct 1: Balanced decisions 

 This construct was named balanced decisions. This included statements that 

described the scarcity of time and resources for investors, importance of quick 

decisions, and using combination of planned and unplanned decisions for better 

pay-offs were included in this. It was interesting to observe that the statement 

that described that last minute decisions need not be based on prior-planning was 

also grouped under this.  

Construct 2 : Conservative decisions : 

 The statements that stressed on pre-planned investment habits were grouped 

under this construct. The variables that measured the behavior of the investors 

towards planning ahead, following the advice of their brokers, investment 

managers etc., following the analysis were included here. It was interesting to 

note that the statement that emphasized on not to believe the gut instincts for 

stock decisions was also grouped under this construct.  

Construct 3  - Intuitive decisions 

 The third set of variables were grouped as intuitive decisions. The analysis 

indicated that a certain group of investors engaged in taking decisions based on 

their gut-feelings and instincts. These decisions were also based on the flashes 

that come to their minds at the time of taking decisions. The variables that 

measured  “guts”, “instincts”, “feelings”, “flashes” etc. were grouped under this 

construct. This indicates that the investors used their instincts to take stock 

investment decisions.  

Tests for relationship between decision-types and socio-demographic 

characteristics  

 The next step was to analyze whether the decision making styles were 

related to socio-demographic characteristics of the investors. The hypotheses 

tested in this regard included 
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Ho1: There is no association between the age of the investors and the ways of 

decision making. 

Ho2: There is no association between the gender of the investors and the ways 

of decision making. 

Ho3: There is no association between the qualification of the investors and the 

ways of decision making. 

Ho4 : There is no association between the sources of finance for investment  

ways of decision making. 

 Ho5: There is no association between the objective with which stock 

investment is made and  the ways of decision making. 

 The results of Chi-square ( Fishers exact tests, wherever necessary) are 

presented in the Table 4. It was interesting to note that all the socio-demographic 

characteristics showed association with the ways of decision making.  

Table 3 : Socio-Demographic Characteristics and Ways of Decision 

Making 

Socio-demographic 
characteristics 

Number of investors  in 
each group of decisions 

Fisher’s exact 

statistic/chi-square 
statistic 

Significance 
value 

Qualification 

Graduate 10 13 20 

15.13 0.02 

Under 
graduate 

11 19 12 

Post graduate 5 8 6 

Technical / 
professional 

15 5 6 

Age 

Young  10 17 3 

53.5 0.00 Middle  27 13 9 

Old 4 15 34 

Objective 
Constant 
income 

11 25 9 
21.34 0.02 
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Additional 
income 

11 14 17 

Quick returns 5 2 7 

Long term 

 returns 

5 2 2 

All of the 
above 

6 2 4 

Nospecific 
objective 

3 1 4 

Source of 
Income for 
investment 

Salary  29 3 5 

72.73 0.00 Other income 12 22 7 

Both 1 28 9 

Gender 
Male 12 22 38 

31.07 0.00 
Female 29 23 10 

 

Variance of the outcome with the types of decisions 

 The next step was to analyze the variance of the outcomes or results of the 

decisions with the types of decisions. It was  important not only, to find whether 

the outcomes varied with these decisions, but also to find whether the outcomes 

significantly varied with any of these decisions in particular. The hypotheses that 

was tested in this regard are as under.  

Null Hypothesis: There is no significant difference between average outcomes 

of three types of decisions. 

Alternate Hypothesis: There is a significant difference between the outcomes 

of the three different types of decisions. 

 The decision making styles were grouped as 1 for combined, 2 for 

conservative and 3 for intuitive decisions. The outcomes of the decision making 

styles were measured using five statements on a scale of five that indicated 

satisfaction levels of the respondents. The five points were scaled between 1 and 

5, where 1 indicated “strongly disagree” and 5 indicated “ Strongly Agree”. The 
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Greater the score, indicated greater satisfaction levels. The statements were “The 

decisions always yielded the best result”, “Many times, the decisions had 

become ineffective”, “At times, the outcomes were mixed”, “The probability of 

getting  a positive outcome is very less”, “The loss incurred had, many a times, 

been offset by the profit from the next investment” 

 The one-way ANOVA test conducted in this regard, showed that the F 

statistic was 37.65 and the p value as 0.00. This  made the null hypothesis get 

rejected at 5% significance level. Thus it could be concluded that the outcomes 

of investment decisions were dependent on the types of decisions. The next step 

was to analyze whether the outcomes significantly varied with any one of these 

ways of decisions.  

 The three different ways of decisions namely Combined, Conservative and 

Intuitive were numbered 1,2 and 3 respectively and the outcomes of these 

decisions were compared for specific association using the Tukey test. The 

Brown-Forsythe statistic was 33.3 and the significance value was 0.00. This 

made the data qualify for the post hoc test.  

Table 5 : Comparison of the groups for their influence over the 

Outcomes 

Grouping of the Decision 
making styles before the Post 

Hoc tests 

Mean 
differences 

Significance 
value 

Grouping of decision 
making styles after the 
Post Hoc tests with the 
means  and standard 

deviation of the 
outcomes 

1 2 5.09* 0.00 
1(22.56, 1.61) 

3 5.76* 0.00 

2 1 -5.09* 0.00 
2(17.47, 3.31) 

3 0.699 0.59 

3 1 -5.79 0.00 
2 (16.77,4.40) 

2 -0.699 0.59 
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 The results are summarized in the Table numbered 5. It could be observed 

that the decisions numbered 1, which indicated combination of conservative and 

intuitive, varied significantly from the other two groups. It was also interesting 

to observe that the average of the outcomes of the first group was significantly 

different from the other two groups. 

 It could be thus inferred that the combination of both the styles yielded 

maximum results than the other two decision making strategies.  

FUTURE DIRECTIONS 

 It was attempted, through this study, to analyze the impact of balanced 

decisions on the stock-investment outcomes of the investors. It was proved that 

the selected investors could maximize their expected outcomes by balancing 

rational and irrational decision making approaches. It was also interesting to 

note that the decision making strategies were significantly associated with  

gender, age, income, educational qualification of the investor, the objective with 

which investments were made. The statement that highlights the unknown 

source of intuitions remains a mystery still. Further studies could explore the 

source of intuitions. Reasonable knowledge,  however. tells that it is careful 

planning and preparation that remain as source  of intuitions as these are likely 

to lay a foundation in the minds of the investor, and later come as “flashes”, 

“hunches” and “guts” at the time of actual decision making. But studies that 

have proved plans and prior knowledge as important source of intuition is 

limited.  
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