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In the article the issues of trading decision making are being discussed in
the lights of cognitive biases in uncertainty. The process of trading stocks
requires buy/sell decision making in uncertain conditions under extreme time
constraints. In ever-changing market decisions are made momentarily and
cognitive biases and heuristics determine the speed and quality of decisions.
Information and expectations are the core of cognitive component of the process
and can influence biases.
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NCTOYHUKN UHDOPMALLUM MPU NPUHATUN MHBECTULLMOHHBDIX
PELLEHWIA KAK ONMPELENAIOLLUE PAKTOPbI KOTHUTUBHBbIX
NPELYBEXEHUIA

Apesur 260aH (Epesatrckuli 2ocydapcmaenHbili yrusepcumem, Epesar, Apmerus)

B ctatbe obcympatotca BONPOChI MPUHATNA UHBECTULMOHHbIX peLleHnit ¢
TOYKM 3PEHUA KOTHUTUBHBIX MPEAUCTIOBUI B YCOBUAX HeonpepeneHHocTy. po-
LLlecc TOpProBAu akumAMK TpebyeT MPUHATMA peLleHnil O NOKyNke/npojaxe B He-
onpefeneHHbIx YCNOBUAX U 3KCTpeManbHbIX OrpaHnueHmnaAx no spemeHn. Ha noc-
TOAHHO MEHAIOLLLEMCA PbIHKE peLIeHUA NMPUHUMAOTCA MIHOBEHHO, @ KOTHUTUB-
Hble npeaybemaeHna U 3BPUCTUKN ONPELENAIOT CKOPOCTb U KAYECTBO peLLEeHWii.
MHdopmaLma n omuaaHua ABNAIOTCA OCHOBOW KOrHUTUBHOTO KOMMOHEHTa Npo-
Lilecca v MOTyT BAWATL Ha npepybempeHuna.

KnroyeBbie cnosa: uHsecmuyusa;, npuHsmue pewerull; npedybexOeHus; 38puc-
muka; HeonpedeneHHoCMb; (PUHAHCOBbIE UHCMPYMeHMbl; OXUOaHus; nosedeHue, Ha-
npasneHHoe Ha NOUCK UHopMayuU.
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LM rNRUU3PL NPNSNRULENP UUSUSU UL SE16UUSYULUUL
U1P3NRPLENE NPNMBU AULUANMIULUL UNQAULULULNRG3UL
qnronuuer

Upuply <Gpmjwls (Gplwbh wEpwlwt hwdwuwnwb, Gplwt, <wjwugpwb)

Annywdnwd  putwplynud U wunpnonpiwl hpwyhbwynud  ubipn-
pnudwiht npnanuiubiph Yuwywgdwtu hwpgbpp wuwsnnulwu Ynnduwwine-
pjwu [nyuh ubippn: Pwdubinndubph wnlwnph gnpdpupwgp wwhwuonid L
gubnyJwéwntint npnanuitip Yuwjwgub) wunpng b dwjpwhtn dwdwuwyw-

Ihtu uwhdwbuwthwyndubph ywjdwuubpnw: Upnwwbu hnihnfuynn onwyw-
jnuwd npnondubipt punnwiynud B wlupwpenpbit, bW dwuwsnnuywu Ynnduw-
Yuwinipniutbpp U kphunhlwubipp ywydwuwynpnwd Gu npngnuiubph wipw-
gnieintu nL npwiyp: Skntlwwnynipintup b wlulwihpubpp gnpdpupwgh tw-
Uwsnnwlwt pwnwnphsh wnwugptu Gu W upnn Gu wqnb) YnnduwYuwne-
R Ynw:
Lwiagmguyhti pwnbp’ ubpnpnud; npnpdwt Guywgmd; Ynnduwlwynyaynil; -
phuipphlyw; wbnpnpnieynil; phtiwbiuwlywls gnpdhptlin; whtiyuhptbp; pbntliupyni-
gt thutppnn wppuwghé:

Relevance: Stock trading is the buying and selling shares of publicly traded
companies with the aim of making a profit based on fluctuations in their market
prices. Day trading is a short-term trading strategy where traders buy and sell
financial instruments, such as stocks or cryptocurrencies, within the same trading
day, aiming to profit from intraday price movements. The number of traders
worldwide fluctuates between 13,8-50 million, with 5 million new traders emerging
after 2017 with internet financial tools giving access to trading stocks and
cryptocurrencies to general public. Based on market sentiment, economic events,
global markets can capture millions to billions trading transactions daily. As of 2022
forth quarter, 58200 companies are traded publicly worldwide [2] . As an example,
General Electric captured daily average of 7.39 million shares traded between
294000 entities and individuals, meaning daily decisions were made by some traders
to either sell, buy, or hold their part of 7.39 million shares to make the maximum
profit of their decision. The decisions of buying, selling, holding is the essence of
trading [6]. These decisions are the product of market analysis, risk management,
timing, and execution. Besides previously known earnings reports and financial
analysis channels, internet also created countless sources of information on stock
movements and suggestions on trading strategies in social media, through
newsletters, videos on YouTube, live trading actions on websites, etc.

Traditional finance and neoclassical economy tent to view decision-makers as
rational agents who optimize behavior for maximum profitability [5]. Studies from
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1970-s and on have proven that rationality is limited as decision-makers have a
fraction of information at given moment with impossibility of knowing every piece of
data and our abilities of processing given information are limited [1]. Market changes
can somewhat be predicted, never certain. Risk factors and expectations of stock
price. movement cannot be known due to number of transactions per minute.
Research in behavioral finance and further dive info psychological aspects of cog-
nition and decision-making have proven that prospect of decision has the key role in
the process and our brains have developed useful mental shortcuts or practical rule-
of-thumbs that allows individuals to make decisions or solve problems quickly and
efficiently. It is a cognitive strategy or approach that simplifies complex tasks by using
easily understandable, approximate, or "good enough" methods to reach a solution,
even if it may not be the most accurate or optimal one [4]. They help individuals make
reasonably informed decisions or judgments without having to engage in exhaustive
analysis or computation. However, because heuristics rely on simplifications and ge-
neralizations, they can sometimes lead to errors or biases, known as heuristic biases,
in specific circumstances. Some of known heuristics in financial decision making are:
Availability Heuristic: Estimating the likelihood of an event based on how easily ins-
tances or examples of it come to mind; Representativeness Heuristic: Making judg-
ments or decisions based on how well something matches a prototype or precon-
ceived stereotype; Anchoring and Adjustment Heuristic: Starting with an initial
reference point (anchor) and adjusting subsequent judgments based on that anchor;
Confirmation Bias: Focusing on information that confirms existing beliefs or
hypotheses while ignoring or downplaying contradictory evidence[3].

PURPOSE AND HYPOTHESIS: The purpose of research is to understand how
information-seeking mechanisms and sources determine heuristics and biases in
trading decision-making process. The hypothesis of research states that sources of
information chosen by the individual can validate and further deepen heuristics and
determine cognitive and emotional components of decision-making.

DESCRIPTION OF THE SAMPLE: The preliminary research survey has been
conducted with 50 individuals who are trading stocks and participated in the research
on voluntary bases. Trading individuals had various trading experience, had a global
geographical location and participated in the survey based on online participant
search announcement via social networks as LinkedIn and Facebook

RESEARCH METHODS AND TECHNIQUES: The survey was prepared by the
author and aimed to illuminate the most used and trusted information sources for
trading decisions, the least trusted sources for participants. This preliminary re-
search prepared a base for content analysis, which was the following step of our
research. Since there are close to infinite sources of information for trading decision
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making, our goal was to identify main trusted sources and continue conducting con-
tent analysis of these sources to identify possibly mechanisms of activation of biases
and heuristics among decision-makers.

Questions for preliminary research were regarding trading experience, the use
of additional sources of information and trust in specific sources such as official
media outlets, financial institutions, social media platforms like Facebook, Twitter,
Instagram, TikTok which give a space to people for sharing their knowledge and
experience of trading, as well as some demographical information.

RESULTS:
Trading Experience
Among 50 participants the trading experience breakdown is presented below:

The majority of

15 10 20 202nd participants, 43%, had 1 to 4
6% m;.re years’  experience.  As
-4 ”6\ provided in the introduction,

10 to 15;"-\ 1 t24 with  SARS-COVID-19 pan-
6% S 43% demic influence on trading

technology development and
influx  of  cash-on-hand
among general public and
spare time , apps/software
of trading of non-professio-
nals had an exponential rise.
The second largest group
had the trading experience
of 4 to 10 years. Groups of
15-20 & more than 20 years of trading experience had 6% representatives
respectively.

In regard to age and gender breakdown of participants, our sample had below
picture: 62 % of participants were male and 38% were female. Based on research
conducted by the experts of finmaster.com 90% of all active day traders are male.
66.3% of all day traders are white. Our preliminary research doesn’t have a race
breakdown. Half of all participants were between age of 30-40, which represents the
high interest of young professionals in trading (short-term day trading or long-term
trading). The second largest group is in 40-50 group. The interesting fact is that in
USA considering contributions to pension funds and 401K funds, some “traders”
become traders not voluntarily, their employers are providing 2-3 options of utilizing
their contributions in ETF funds (which consolidated largest publicly traded
companies). This may be a specific point in our further research, as motivations in
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this form of investing and day trading, for example, may be completely different,
hence cognitive factors and biases work differently in these groups.

Influence of information on decision making process:

40 of research participants, 80% of all participants indicated that they are using

3to6
30%

6tol0 O
6% 2%

1to3
62%

Figure 2. Rating of outside information influence
on trading decisions.

sources of
information when making
decisions on trading. 20%
indicated that they normally
do not utilize additional
sources  of  information.
However further research is
needed with participants to
identify methods and
mechanisms of decisions in
“vacuum” as they self-
assessed.

98% of participants ra-
ted some sort of influence of
outside information sources
on their trading decision -ma-
king process. Only 2% of par-
ticipants indicated that outside
information has no influence

additional

on their decision-making process. 2/3 of participants indicated that additional sources
of information had minimal ( 1 to 3 rating) influence on them and 1/3 rated moderate
influence. Only 6% of participants indicated that additional sources of information do
actually have high impact.

On question on the most used sources of information, our preliminary research
has shown below table:

Table 1. The most used sources of information.

Choice Totals

° News/mass media 10
Financial Institutions/Bloomberg 22
Facebook groups 19
Twitter 6
Instagram 9

° TikTok 4

° Newsletters 16

° YouTube 12
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: ‘ Other | 6 |
Half of the participants, regardless of trading experience, gender and other
variables, indicated the use of well-known financial institutions analytical tools such
as Bloomberg financial, Yahoo finance, etc. which give generalized overview of
markets and movements of individual stocks. 84% of participants answered YES to
the question of trust in official channels of information and only 16% didn’t trust
official sources of information. Company earnings reports, dividend announcements,
official news released by companies and financial institutions and experts’ ratings are
combines into “official information” sources by the financial experts. Another utilized
source is the newsletters such Seeking Alpha, Barron’s etc., which provide brief
market movements and analysis, individual stock movements and suggestions daily to
email addresses of participants. In our opinion, both these methods are more passive
information seeking sources, as the participants have more passive role in
information seeking and filtering, as general information is being delivered to them
via email and websites. Another source that had a very high utilization is the social
media platform Facebook, which has dedicated groups for investing, investing for
individuals whoa re just starting, groups dedicated to movement and analytics of
individual stocks, providing decision-makers a platform to discuss, share personal
experience, explain opinions and decision-making process and is more personal than
other 2 sources mentioned higher. A quick Facebook group search shows groups
with 500.000-800.000 participants, smaller groups of 500-1000 and even more
niche groups for people located in a very specific geographical location and interested
in very specific stocks. Facebook groups allow participants to receive more diversified
information. It allows participants to initiate discussions and provide explanation/logic
of decisions. In contrast, social media platforms like Instagram, TikTok, YouTube
provide more one-sided interaction with very specific sender and receivers, hence
sharpening the idea of influence, influencers and passive receivers of information.
When provided with various and relatively popular sources of information and

opinions/influences, the participants provided below trust rating:
Table 2. Trust rating results.

RATING of X(formerly
TRUST Mass media YouTube Facebook TikTok Twitter)

0 4% 0% 0% 4% 0%

1t03 58% 60% 58% 86% 74%
3106 32% 38% 34% 8% 26%
61010 6% 2% 8% 2% 0%

When reviewing the rating of trust of specific sources, we can see that with
Facebook being the most used source, it also has a relatively the highest rating as the
most trusted source. TikTok is the least trusted source, possibly determined by short-
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span video format and overall trust to this application among general public and trust
in content creators. YouTube personalities have average trust rating, possibly
determined by longer video format, where the influencing person has more ways of
reasoning and wider audience, but still being one-sided interaction of influencer with
his influences/followers. X ( formerly known as Twitter) also has a low trust rating.

This comparison allows us to hypothesize, that information sources and
platforms that are more personal, allow two-sided interaction and allow influencers
to reason/explain their thinking, have higher trust among decision-makers and are
more preferred as sources.

OPEN QUESTION RATING OF THE MOST
TRUSTED SOURCE

combination

|

network

earnings, news = -

FB e ——

1G P

Figure 3. Open question rating of the most trusted source.

When asked on sources the participants prefer, allowing then to answer it as
an open question and elaborate on their thinking, we have below picture: newsletters
and earning reports are highly trusted, from social media platforms Facebook is the
most trusted, but participants combine sources for decisions, such as social media
and earning reports, news and peer discussions. Open questions reflect similar
results as rating questions.

MOST IMPORTANT TRADING SKILLS (0Q)

analytical skills

fast DM

system creation

max info

knowing when to stop
risk

patience

overall knowledge

techical charts

Figure 4. Most important trading skills (0Q).
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Another open question for our research was the most important question of
trader for successful trading and we have noted below answers which were in some
cases contradictory, such as speed and patience, risk and ability to stop losses. The
most important skills are considered to be patience and overall knowledge of market.
Assume that such a contradictory image is caused by different types of traders and
their expectations and goals, as day traders maximize their investments within very
short periods bidding on minimal changes within opening and closing of markets and
long-time traders who invest in stocks for years and bid on the quality and reputation
of the company, hoping that they purchased stocks at the dawn when company is
undervalued and their potential can be bought for less than they value. Our future
research is to understand and define how different sources of information may
activate one or another bias/heuristic and influence us to skew our thinking. We
hypothesize that below mechanisms may determine out decision-making.?

Table 3. The possible impact of possible biases.

Bias/Heuristic Explanation Possible impact
Availability The tendency to overestimate the | Social media and fin.
Heuristic likelihood of events having greater | Institutions reports

"availability" in  memory may be | repetition may activate
influenced by how recent the memories | bias

are or how unusual or emotionally
charged they may be.

lllusory Truth | The tendency to believe a statement to | Social media and fin.

Effect be valid if it is easier to process or if it | Institutions reports
hasalready been said several times, | repetition may activate
regardless of its actual truth content. bias

Mere-Exposure The tendency to express undue liking | Para-social influence of

Effect for things merely because of familiarity | content creators may
with them. activate this bias

Base Rate Fallacy | The tendency is to ignore general | Para-social influence of
information and focus on information | content creators may
only about the specific case, even when | activate this bias

the available information is more
important. Base rate fallacy, also called
base rate neglect or bias is a form of
fallacy.

DISCUSSION AND CONCLUSION: The current state of information distribution
and wide range of trading platforms allowed professional and amateur traders be
part of ever-changing global markets transactions. Countless information sources
and platforms allows virtually anyone to generalize and produce and spread
information. Based on trading experience, the sources and trust in them fades and
decision-making style with main cognitive components are determining factors in
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heuristic activation. Heuristics are also activated by the influences traders choose to
subject themselves to while seeking information.
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