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THE EFFECT OF INVESTOR DEMOGRAPHICS ON CONFIRMATION BIAS OF INDIVIDUAL TRADING 

DECISIONS AT THE NAIROBI SECURITIES EXCHANGE 
 

SHADRACK MTURI KATANA 

PRINCIPAL 

YOUNG MEN CHRISTIAN ASSOCIATION 

MOMBASA 

 

ABSTRACT 
The main objective of this study was to establish the effect of investor demographics on confirmation bias on individual trading decisions at the Nairobi Securities 

Exchange. The target population of this study was 1.67 million investors with a sample size of 60 respondents and relied on primary data sources. To conduct the 

study, questionnaires were issued to investors of Nairobi Securities Exchange. There was a 65% response rate that is a total of 39 respondents. Data collected for 

this study was analyzed using descriptive statistics and regression analysis. Regression analysis was used to analyze relationship between investor demographics 

and confirmation bias. The investor demographics studied were gender, age, income, experience and level of education. The results indicated that investors are 

affected by confirmation bias in their trading decisions. There was also no significant relationship between confirmation bias and investor demographics of the 

study. The study found out that there exists a negative relationship between the investor demographics and confirmation bias with R (0.346). The co-efficient of 

the variables in the model was - 0.076 for gender, -0.535 for education, - 1.078 for age, -0.528 for income and only experience had a positive relationship with a 

value of 0.070. The study recommends that investors should get knowledge of confirmation bias and learn how to overcome it. Finally, the study suggests that 

research on biases can be done in various security markets across the region. 

 

KEYWORDS 
confirmation bias, investor demographics, trading decisions.  

 

JEL CODE  
General G11 

 

1.0 INTRODUCTION 
nvestors are affected by many biases as they make decisions on what to trade or what not to trade in. The confirmation bias is exhibited when investors 

have a biased search for information, they interpret information in a biased way or still they try to remember information that affirms to their stand point 

and shrug off the one that is against what they believe is true. In so doing investors are more likely not to accept new information which might even be 

beneficial to their investment decisions and thereby end up losing out. Investors that are not affected by confirmation bias are more open minded in their trading, 

they accept information even though it’s against what they believe is true, change their way of viewing the trade environment and eventually are bound to make 

more gains in their trading. 

Confirmation bias is the tendency to favor information that confirms one's beliefs or hypotheses People display this bias when they gather or remember infor-

mation selectively, or when they interpret it in a biased way. The effect is stronger for emotionally charged issues and for deeply entrenched beliefs. People also 

tend to interpret ambiguous evidence as supporting their existing position. Biases at the Nairobi Securities Exchange show the presence of investor irrationality. 

Investors trade too much (over trading) on stocks that perform; this over trading is a result of over confidence and sensation seeking. Individual investors often 

extrapolate recent good stock or fund performance even when it shows little to no persistence; this shows a level of bias in the trading. Also as a result of availability 

and familiarity of companies, investors trade in securities from companies that are local, thus showing the home bias, familiarity and even availability bias. 

Investment decisions are made by investors and investment managers. Investors commonly perform investment analysis by making use of fundamental analysis, 

technical analysis and judgment. Investment decisions are often supported by decision tools. It is assumed that information structure and the factors in the market 

systematically influence individuals’ investment decisions as well as market outcomes (Ritter, 2003). Investor market behaviour derives from psychological princi-

ples of decision making to explain why people buy or sell stocks. These factors focus on how investors interpret and act on information to make investment 

decisions. No matter how much an investor is well informed, has done research, studied deeply about the stock before investing, he also behaves irrationally with 

the fear of loss in the future. This different behaviour in the individual investors is caused by various factors which compromise the investor rationality. An indi-

vidual investor is one who purchases generally small amounts of securities for his or her own account. 

 

2.0 LITERATURE REVIEW 
2.1 OVERVIEW OF NAIROBI SECURITIES EXCHANGE 

The Nairobi Securities Exchange is the principal securities exchange in Kenya. It began in 1954 as an overseas stock exchange while Kenya was still a British Colony 

with permission of the London Stock Exchange. The NSE is a member of Africa Stock Association. The Nairobi Securities Exchange is self-regulating organization 

for listed instruments (Muga, 1974). The NSE use two indices; the NSE 20-Share Index which has been in use since 1964 and measures the performance of 20 blue 

chip companies with strong fundamentals and which have consistently returned positive financial results. In 2008, the Nairobi Securities Exchange All Share Index 

(NASI) was introduced as an alternative index. The index incorporates all traded shares of the day. Its attention is therefore on the overall market capitalization 

(NSE, 2010) 

At the NSE, security prices move in excess of the fundamental market expectations. The most recent being the IPO where the Safaricom shares were oversubscribed 

by almost twice and some investors went to the extent of taking loans to purchase the shares which resulted to losses as the share price did not increase as 

expected. This is a case of herding in that the investors bought the shares because everybody did. This is also witnessed during the corporate earnings announce-

ment. When the performance of the company is good the share price goes up for a short while then they fall in prices. This is attributed to disposition effect where 

investors rush to sell the stock when the prices are up in the fear that it may go down (Shikuku, 2014). 

2.2 EFFECT OF INVESTOR DEMOGRAPHICS ON CONFIRMATION BIAS OF INDIVIDUAL TRADING DECISIONS 

Rabin and Schrag (1999) Psychological research indicates that people (despite their gender, age, income, religion, race, and geographical location) have a cognitive 

bias that leads them to misinterpret new information as supporting previously held hypotheses. They showed in a simple model that such confirmatory bias 

induces overconfidence: given any probabilistic assessment by an agent that one of two hypotheses is true, the appropriate beliefs would deem it less likely to be 

true. Indeed, the hypothesis that the agent believes in may be more likely to be wrong than right. The study also showed that the agent may come to believe with 

near certainty in a false hypothesis despite receiving an infinite amount of information. 

Kleinman and Knobloch-Westerwick (2012) tested the hypotheses on confirmation bias and information utility driving selective exposure prior to an election and 

confirmed that information utility can override a confirmation bias and motivate exposure if a government change is likely and the favored party is likely to lose 

the election. Klayman and Ha (1987) presented an approach that disputed the view of humans as hypothesis confirmers; they proposed that many phenomena of 

human hypothesis testing can be understood in terms of a general positive strategy. According to this strategy you test a hypothesis by examining instances in 

which the property or event is expected to occur (to see if it does occur), or by examining instances in which it is known to have occurred (to see if the hypothesized 

I 
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conditions prevail). The reverse of the positive test strategy is the negative test strategy; this is when the hypothesis is falsified. Negative test strategy can also be 

used to test the confirmation bias.  

2.3 CONFIRMATION BIAS 

According to Nickerson (1998) Confirmation bias implies the seeking or interpreting of evidence in ways that are partial to existing beliefs, expectations or a 

hypothesis at hand. It connotes a less explicit, less consciously one-sided case building process. It refers usually to unwittingly selectivity in the acquisition and use 

of evidence. The line between deliberate selectivity in the use of evidence and unwitting molding of facts to fit hypotheses or beliefs is a difficult one to draw in 

practice, but the distinction is more meaningful conceptually and confirmation bias has more to do with the latter than the former. 

An investor will exhibit confirmation bias if they have the tendency to selectively search for and consider information that confirms one’s beliefs. They would trade 

in stocks that endorse their beliefs, thus repeating past trading patterns. When an investor has a strong, emotional belief about something, say company X, they 

see everything that confirms it, and their mind skips over what contradicts it. 

2.4 FACTORS AFFECTING DEMOGRAPHICS IN INDIVIDUAL TRADING 

Amount of investment (wealth) the total resources owned by the investor is a demographic that may influence trading of an investor. The increase in wealth raises 

the quantity demand on an asset. Also the disposable income will determine how investors spend as more income might lead to careless expenditure. More 

income would translate to more trading at the Stock Market.  

Education also is expected to play a role in the investor decision making since more educated investors are expected to employ decision making tools such as 

Technical Analysis when trading as compared to the less educated investors. On Gender, women are expected to trade more than men and (Onsomu, 2014) are 

affected more by Confirmation Bias than men. On Age younger traders are expected to have an appetite for risk than older traders. Experienced investors tend to 

be keener on what they invest in, as they have a firsthand experience on trading than those that are starting out.  

 

3.0 IMPORTANCE OF STUDY 
Understanding behavioral factors that underlie individual decision making will help investment managers to set better investment outcome and achieve a better 

advisory relationship with their clients. The study will assist existing and potential investors to make investment decisions soberly now that they would know other 

factors influencing their behavior. The study will also assist the practitioners and government agencies to develop programs that will rectify any distortions or 

anomalies that are in the bourse and which investors encounter while making investment decisions. This will be through policy formulation and regulation by the 

Capital Markets Authority and the Nairobi Securities Exchange. 

 

4.0 STATEMENT OF THE PROBLEM 
Investors are affected by many biases as they make decisions on what to trade or what not to trade in. The confirmation bias is exhibited when investors have a 

biased search for information, they interpret information in a biased way or still they try to remember information that affirms to their stand point and shrug off 

the one that is against what they believe is true. In so doing investors are more likely not to accept new information which might even be beneficial to their 

investment decisions and thereby end up losing out. Investors that are not affected by confirmation bias are more open minded in their trading, they accept 

information even though it’s against what they believe is true, change their way of viewing the trade environment and eventually are bound to make more gains 

in their trading. Biases at the NSE show the presence of investor irrationality. Investors trade too much (over trading) on stocks that perform; this over trading is 

a result of over confidence and sensation seeking. Individual investors often extrapolate recent good stock or fund performance even when it shows little to no 

persistence; this shows a level of bias in the trading. Also as a result of availability and familiarity of companies, investors trade in securities from companies that 

are local, thus showing the home bias, familiarity and even availability bias. Most studies set out to establish the existence of irrationality at the NSE and the 

determination of the behavioral factors affecting the investment decisions of investors at the NSE. From review of studies no study has been done to directly show 

the effect of investor demographics on confirmation bias on individual investor trading decisions. 

 

5.0 OBJECTIVES 
Studies found out that there are five behavioral factors affecting the investment decisions of individual investors at the Nairobi Securities Exchange: Herding, 

Market Prospect, Overconfidence, gambler’s fallacy, and Anchoring-availability bias. These studies set out to establish the existence of irrationality at the Nairobi 

Securities Exchange and the determination of the behavioral factors affecting the investment decisions of investors at the Nairobi Securities Exchange. Therefore, 

the research sought to find out the effect of investor demographics on the relationship between confirmation bias and the individual trading decisions at the 

Nairobi Securities Exchange. 

 

6.0 HYPOTHESES 
Confirmation bias is shown when the investors give more weight to information that affirms what they consider to be true. They gather and remember information 

that confirms what they think and when they approach new information they interpret it in a biased way. It was therefore necessary to conduct this study to 

investigate the effect of demographics on investor trading decisions at the Nairobi Securities Exchanges. 

 

7.0 METHODOLOGY 
The study utilized a descriptive research design, descriptive studies provide information about the demographics, behavior, attitudes or other characteristics of a 

particular group. The population of the study comprised all the individual investors at the NSE. In the determination of Sample size, Roscoe (1975) suggests that 

studies involving two or more variable quantities (multivariate), the sample size should be at least ten times larger than the number of variables being considered. 

The variables studied were; Confirmation Bias, Age of Investors, Education Level, Experience, Gender and Income Level. Since these variables are six then the 

sample size was 60. 

A sample of 60 individual investors from the population was selected to represent all individual investors in the country. The sample was obtained by presenting 

6 questionnaires to 10 identified stock brokerage firms. This sample is appropriate as the variability of retail investors is usually deemed to be low. The systematic 

sampling technique was used to randomly select 6 respondents from each of the 10 brokerage firms. The study was based on primary data which was collected 

using questionnaires. A semi-structured questionnaire was prepared consisting of closed ended questions to elicit information from respondents. MS Excel was 

then be used for data analysis. The data was analyzed using Regression Analysis. Tables were also used in data presentation because of their ability to bring up a 

relative form to the otherwise abstract nature of results. Means, frequencies and percentages was computed. 

 

8.0 RESULTS AND DISCUSSION 
8.1 RELATIONSHIP BETWEEN CONFIRMATION BIAS AND DEMOGRAPHICS 

A composite score for confirmation bias was computed by recoding the various factors under; investors buying stocks for the first time from a company, when 

investors were selling a performing stock after negative comments from analysts and when making an investment decision at the stock market after collecting 

information. The following tables show the findings. 
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TABLE 8.1: CO-EFFICIENTS OF THE MODEL 

 Unstandardized Coefficients Standardized Coefficients t Sig. Collinearity Statistics 

B Std. Error Beta Tolerance VIF 

Constant 34.023 5.612  6.063 .000   

Gender (X�) -0.076 1.298 -.011 -.059 .954 .720 1.389 

Education(X�) -.535 .965 -.186 -.554 .583 .236 4.236 

Age(X�) -1.078 .682 -.304 -1.582 .123 .721 1.387 

Income(X�) -0.528 .922 -.208 -.572 .571 .201 4.971 

Experience (X5) .070 .521 .026 .134 .894 .699 1.430 

From the Table 8.1, the Regression Model was as follows: 

Confirmation Bias = 34.023 − 0.076X� − 0.535X� − 1.078X� − 0.528X� + 0.070X! 

From this model it can be deduced that gender, education, age and income relate negatively with confirmation bias except experience. 

Gender affected confirmation bias negatively, an increase in one unit leads to a decrease in confirmation bias by 0.076 units. There exists a negative relationship 

between confirmation bias and education implying that the more an investor gets educated the less they will exhibit confirmation bias, as an increase in one unit 

of education results in a decrease of confirmation bias by 0.535 units. Age affects confirmation bias negatively implying that the older an investor gets the less 

confirmation bias they will exhibit, as an increase in one unit of years results in a decrease of confirmation bias by 1.078. Income also affects confirmation bias 

negatively and the more income an investor has the less confirmation bias they would exhibit an increase in one unit of income leads to a decrease in confirmation 

bias by 0.528. Lastly there exists a positive relationship between confirmation bias and experience implying that increase in one year of experience will result in 

an increase in 0.070 units of confirmation bias. 

8.2 TESTS OF SIGNIFICANCE 

TABLE 8.2: MODEL SUMMARY FOR CONFIRMATION BIAS AND INVESTOR DEMOGRAPHICS 

Model R R Square Adjusted R Square Std. Error of the Estimate Durbin-Watson 

1 .346 .120 -.013 3.34641 1.802 

The value of R (0.346) indicates a positive but weak relationship between confirmation bias and investor demographics. Table indicates that predictor variables 

only influenced 12 % of variations in confirmation bias as indicated by the R square statistic 0.120. The R-square value can be interpreted to mean that 12% of the 

variability in confirmation bias can be explained by the investor demographics. Overall, this means that investor demographics do not explain very much of the 

confirmation bias, given that 88% of the variability is unaccounted for. In other words, the variable confirmation is like better explained by the combination of 

different unobserved variables.  

From above Table testing the significance of the coefficients, reveals all coefficients of the variables are insignificant since the values 0.954, 0.583, 0.123, 0.571, 

0.894 are all greater than 0.05 representing Gender, Education, Age, Income and Experience respectively. 

8.3 MULTICOLLINEARITY AND AUTOCORRELATION 

Multicollinearity of predictor variables was tested using variance inflation factors (VIFs). Multicollinearity is the undesirable situation where the correlations among 

the independent variables are strong. It Exists in the model if VIF ≥ 10. The VIF for Gender was 1.389, VIF for education is 4.236, VIF for age was 1.387, VIF for 

Income was 4.971 and VIF for experience was 1.430. This meant that variance inflation factors for all predictor variables were less than 10 hence Multicollinearity 

was not in existence. 

Autocorrelation was tested using Durbin-Watson value. From table 8.2, the value of Durbin- Watson was 1.802 hence there was no existence of autocorrelation 

since the value was far below the threshold for autocorrelation of 7. 

 

9.0 FINDINGS 
9.1 DEMOGRAPHICS AND CONFIRMATION BIAS 

The study found out that females would wait for more information if they receive information that is opposite to what they think is true while male investors 

would reject any information that is contrary to what they think is true. Therefore, male investors show higher levels of confirmation bias than female investors. 

Older investors exhibited confirmation bias in decision making than younger investors. Investors with more than three years’ investment experience were more 

infected by confirmation bias than investors with less than three years’ experience. Investors with less income showed more confirmation bias than those with 

more income. Investors who were graduates were undecided when asked whether they would analyze the company first then buy the stock, an instance where 

they are buying stock for the first time. 

The study found that in the model, investor demographics (gender, education, age, income and experience) influenced 12% of variations in investor confirmation 

bias as depicted by the R square statistic of 0.120 (refer to table 8.2). The bulk of the variation (in confirmation bias) being accounted for by residuals/ other 

exogenous factors (88.0%). The study, however, found investor demographics to be insignificantly related to confirmation bias. 

Gender had a negative relationship with confirmation bias with a value of -0.076 from the model. Education also had a negative relationship with confirmation 

bias with a value of - 0.535 implying that the more an investor is educated the less confirmation bias they would show. Also age had a negative relationship with 

confirmation bias with a value of -1.078, showing that with age investors tend to exhibit less confirmation bias, income related negatively with confirmation bias 

with a value of -0.528. Experience related positively with confirmation bias with a value of 0.070 
 

10.0 RECOMMENDATIONS 
From the findings in the study, confirmation bias influences the individual investor trading decisions. Investor advisors should help the investors in this regard and 

they should organize different training programs to minimize this bias. Investor advisors should also consider investment biases and personality traits as important 

factors in designing investment programs so that the desired investment objectives can be achieved. 

The study recommends that investors should be aware of the existence of the confirmation bias in trading decisions and that it should be provided for in the 

decision making process. 
 

11.0 CONCLUSIONS 
The study found out that, investors at the NSE exhibit confirmation bias in their individual trading decisions. Since they are affected by confirmation bias in their 

decision making despite their diversity in demographics.  

The study found out that there is a relationship between confirmation bias and investor demographics. This relationship was also found to be positive, weak and 

insignificant.  
 

12.0 LIMITATIONS 
The availability of the required data was a challenge since most respondents were reluctant to divulge sensitive information especially on the average monthly 

income. The study concentrated on the investors who are based in Mombasa County. This could have limited the study since it was confined to a small geographical 

area compared to the whole country.  
 

13.0 SCOPE FOR FURTHER RESEARCH 
Further research can be done by having a larger sample size. This would increase the coverage to more respondents. The study can also be replicated in other 

countries in Africa, especially in the East African region, Tanzania’s Dar es salaam Stock Exchange, Uganda Securities Exchange. 
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