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ABSTRACT

In the past few years, Indian financial markets have seen a notable increase in retail investor involvement, especially among millennials and Gen Z. This change
has brought about a heightened impact of digital media, resulting in a behavioural trend identified as the Fear of Missing Out (FOMO). FOMO denotes the stress
that investors feel when they see others gaining substantial profits, leading to hasty investment choices fueled by emotion instead of careful analysis. This review
article investigates the psychological foundations of FOMO from the perspective of behavioural finance and analyzes its effect on retail investment trends in
India. It examines actual cases like the IPO surge, cryptocurrency excitement, and the impact of social media sites and financial influencers. The piece also
explores the outcomes of decisions driven by FOMO, such as heightened risk exposure, inadequate diversification, and a focus on the short term. Ultimately, it
underscores the significance of financial literacy, consistent investing, and regulatory measures to encourage rational actions among retail investors. The results
highlight the necessity for greater awareness and behavioral education to assist investors in making informed and sustainable financial choices.
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Introduction

In recent times, the count of retail investors in India has surged quickly. As technology advances, mobile trading applications, and increased internet
accessibility have led more individuals—particularly the youth—to begin investing in the stock market. The COVID-19 pandemic significantly
impacted retail involvement, as numerous individuals sought new methods to earn and enhance their savings during the lockdown phase.

Nonetheless, this increase in investment has introduced new obstacles. A prevalent psychological tendency observed in today's investors is the Fear of
Missing Out (FOMO). FOMO describes the feeling of unease or concern that others are gaining advantages while you are missing out. Due to this
anxiety, numerous individuals rush into investment choices without conducting sufficient research. They might put their money into popular stocks,
initial public offerings (IPOs), or cryptocurrencies simply because others are participating.

Social media and online platforms such as YouTube, Telegram, and Instagram significantly contribute to the dissemination of this behavior. Numerous
influencers and investment firms generate excitement about specific stocks or sectors, causing investors to join the trend without considering the risks
or their long-term objectives.

This article examines the influence of FOMO on the choices made by Indian retail investors. It employs real-world scenarios to illustrate how
emotional investing can result in unfavorable consequences like increased risk, minimal returns, and regret. The review also examines how fundamental
financial education, understanding of behavioral biases, and disciplined investing can enable retail investors to make wiser decisions.

By grasping FOMO and its effects, investors can steer clear of typical errors and concentrate on developing long-term wealth through well-informed
choices.

Operational Definition

Retail Investors:

Retail investors are private individuals who use their personal funds to invest in the financial markets. They are neither professional investors nor
institutions. They typically purchase limited quantities of stocks, mutual funds, or other investments through trading apps or brokers. In contrast to large
investors (such as banks or corporations), individual investors typically invest to increase their personal savings or to achieve financial objectives like
purchasing a home or saving for retirement.

Financial Markets:
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Financial markets refer to venues (either physical or digital) where individuals and organizations trade financial products such as stocks, bonds, mutual
funds, and currencies. These markets facilitate connections between individuals looking to invest funds and those seeking financial support to expand
their businesses or government initiatives. Instances in India comprise stock exchanges such as NSE (National Stock Exchange) and BSE (Bombay
Stock Exchange).

Behavioural finance:

Behavioural finance examines how feelings, routines, and thought processes influence individuals' financial decision-making. In contrast to
conventional finance, which presumes that investors consistently behave rationally, behavioral finance examines actual behaviors—such as panic
selling in a market downturn or succumbing to FOMO by following the crowd.

Literature Review

Sarthak Goswami et al. (2020) explored different behavioral biases common among Indian investors, including anchoring, overconfidence, and herd
mentality, offering perspectives on how these biases influence investment choices.

Tarak Nath Sahu (2020) explored how personal variations in awareness and risk perception affect psychological biases and, in turn, investment
behavior of retail investors in West Bengal, India.

Aseem Singru et al. (2021) examined how prospect theory of loss aversion (Kahneman & Tversky 1979) may shed light on retail investor behavior in
India regarding small-cap and mid-cap stocks during crises like the 2008 recession and the COVID-19 pandemic.

Jitender Kumar et al. (2024) explored the ways in which FOMO and investment intentions influence the connection between behavioral biases (such as
herding, overconfidence, and loss aversion) and investment choices made by Indian retail investors. It offers empirical proof regarding the notable
influence of FOMO among various job sectors.

Anurag Shukla et al. (2024) focused on investors in North India, examining the impact of biases such as overconfidence, representativeness, and
herding on their stock trading choices. It highlights the importance of behavioral elements in influencing investment practices.

Overview

Numerous research studies have sought to understand how Indian retail investors make decisions, particularly under the influence of emotions such as
FOMO (Fear of Missing Out) and various behavioral biases. These studies indicate that many individual investors do not consistently make rational or
well-informed decisions when investing in the stock market. Instead, they are often swayed by their emotions, habits, and the behavior of those around
them.

A study compared salaried investors and self-employed individuals, revealing that both groups are affected by FOMO. When they see others profiting
from the stock market, they fear missing out and rush into investments without proper preparation. Another study clarified that investors fear losing
money more than they feel excited about making profits. This emotional reaction often leads them to make poor decisions during financial crises, such
as selling out of fear or completely avoiding risks.

Additional studies focused on biases such as overconfidence (believing they possess more knowledge than they do), herd behavior (copying others
without evaluation), and anchoring (relying on initial data). These behaviors can lead investors to make decisions based on trends or hearsay rather than
conducting their own analysis.

Some studies have also found that factors like income, education, and financial literacy influence individuals' vulnerability to these biases. The greater
an investor's knowledge, the better their chances of making sound decisions.

In summary, these studies suggest that emotions and psychological factors significantly impact the behavior of retail investors in India. Understanding
these behaviors may help investors avoid common mistakes and make more informed financial choices.

Rise of Retail Investors In India

In recent years, India has experienced a significant increase in retail investors—this refers to ordinary individuals such as students, working
professionals, homemakers, and small business owners who are investing their personal funds in the stock market.

In the past, buying stocks was primarily undertaken by large corporations, financial institutions, and wealthy individuals. However, due to
advancements in technology and smartphones, any individual with a mobile application can easily open a Demat account and begin investing within a
matter of minutes.

There are multiple explanations for this increase:

 Online services such as Zerodha, Groww, and Upstox simplified investing and reduced costs.
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 COVID-19 lockdowns allowed individuals more time to understand stocks and invest their savings.

 Social media and YouTube contribute to the dissemination of financial knowledge, even in rural areas.

 Increasing income levels and heightened awareness led individuals to seek alternatives to merely saving in banks.

 Numerous individuals viewed the stock market as a method to attain fast cash, particularly after observing others profit.

 Consequently, an increasing number of young individuals and novice investors are joining the market. Nonetheless, this indicates that many
are investing without complete understanding and are frequently swayed by trends, news, or the fear of missing out (FOMO).

How Social Media & Finfluencers affect retail investors

Currently, numerous retail investors in India utilize social media, track finfluencers (financial influencers), and participate in online forums to gain
insights into investing. These platforms have transformed the way individuals receive information regarding the stock market.

Positive Impact:

 Convenient access to information: Sites such as YouTube, Instagram, and Twitter offer rapid advice and news regarding stocks, mutual
funds, and personal finance.

 Learning simplified: Finfluencers break down complicated financial subjects into easy language, aiding novices in grasping how to invest.

 Peer support: Digital communities such as Reddit and Telegram groups enable investors to exchange ideas, pose questions, and gain insights
from the experiences of others.

Negative Impact:

 Misinformation and exaggeration: Not every finfluencer is an authority. Certain individuals offer guidance without adequate understanding
or endorse perilous stocks for attention.

 FOMO (Fear of Missing Out): Social media generates a compulsion to imitate others, particularly when someone displays gains. Numerous
individuals invest merely to keep up with the trend, without conducting adequate research.

 Emotional choices: Constant updates and opinions can confuse investors, making them buy or sell based on fear, excitement, or rumors
instead of facts.

In recent times, numerous Indian firms have introduced their Initial Public Offerings (IPOs)—indicating they provided their shares to the public for the
first instance. Notable instances include Zomato, Paytm, and Nykaa.

Real-World Examples of FOMO-Driven Investing in India

When these firms revealed their IPOs, a significant excitement erupted on social media, news outlets, and YouTube. Numerous individuals, particularly
novice investors, hurried to put their money in. They did not consistently monitor the company's earnings or future strategies. They simply didn't want
to be left out—this sensation is referred to as FOMO (Fear of Missing Out).

Let us examine what took place:

Zomato (2021):

Zomato was among the earliest tech startups in India to introduce an IPO. It received an overwhelming reaction, particularly from younger investors.
Numerous individuals submitted applications simply because “everyone else was participating.” Although the stock initially rose, it subsequently
dropped, resulting in losses for many investors.

Paytm (2021):

Paytm's IPO was among the largest in India, and it generated significant excitement. However, following the listing, the stock price plummeted
drastically. Those who purchased solely due to the thrill ended up losing a significant portion of their funds.

Nykaa (2021):

Nykaa’s IPO generated FOMO among investors, particularly among young women who were fans of the brand. The stock showed strong performance
briefly, but subsequently its price declined as well.

What we understand:

These instances demonstrate how FOMO can result in hasty investment choices. Individuals frequently invest without researching the company, simply
because it’s popular. It serves as a reminder to conduct thorough research rather than merely following the masses.
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Consequences of FOMO on Retail Investment

The Fear of Missing Out (FOMO) often pushes retail investors to make quick and emotional investment decisions. When they see others making fast
profits or hear exciting tips online, they may feel pressured to invest without careful thought. This can lead to several problems:

 Wrong Investment Decisions

People may invest in popular stocks without checking if the company is actually strong or reliable. This can lead to losses when the stock price drops
after the excitement ends.

 Investing at Expensive Rates

When a lot of people buy a stock out of FOMO, the price usually goes up. Many investors enter late at these high prices and end up losing money when
the price falls.

 Selling in Fear

If the market drops, FOMO-driven investors often panic and sell their investments quickly, which results in a loss. They react emotionally instead of
staying invested calmly.

 Losing Focus on Personal Goals

Instead of following their own financial plans and risk limits, people chase popular trends. This can move them away from their actual long-term goals.

Role of SEBI, AMFI, and Regulatory Bodies

In India, there are special organizations that make sure the stock market works fairly and safely. These are called regulatory bodies. The two main ones
that look after retail investors are SEBI and AMFI.

SEBI (Securities and Exchange Board of India)

SEBI is the primary governmental organization that oversees the stock market. Its role is to safeguard investors and make sure that firms, brokers, and
advisors adhere to just regulations.

What SEBI does:

 Prevents fraud and scams in the stock market.

 Ensures that businesses provide accurate and truthful details.

 Establishes regulations for initial public offerings, mutual funds, and stock market transactions.

 Sanctions individuals who deceive investors or violate regulations.

 Conducts investor awareness initiatives to inform individuals.

AMFI (Association of Mutual Funds in India)

AMFI is an organization that looks after mutual fund companies and promotes safe investing in mutual funds.

What AMFI does:

 Ensures mutual fund companies follow ethical practices.

 Helps investors by sharing correct information about mutual funds.

 Makes sure mutual fund advisors are properly trained and certified.

 Runs campaigns like "Mutual Funds Sahi Hai" to spread awareness.

Challenges and Barriers

 Absence of Financial Understanding: Numerous investors lack a complete grasp of market functions and make investments without
adequate research.

 Impact of Social Media & Finance Influencers: Individuals frequently adhere to popular recommendations from YouTube, Instagram, or
Telegram without verifying their reliability.
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 Emotional Investment: Anxiety, desire for profit, and social influence result in hasty choices, such as purchasing at elevated prices or selling
in a panic.

 Restricted Availability of Expert Guidance: Financial advisors can be expensive or hard to find, particularly in smaller towns or for small-
scale investors.

 Challenges of the Investment Procedure: For beginners, the process of opening a Demat account, comprehending forms, or selecting the
appropriate product can be perplexing.

 False Information and Frauds: False information, gossip, and scam tactics deceive investors into dangerous or incorrect investments.

 Immediate Attention: Numerous investors anticipate rapid gains and become impatient, rather than considering a long-term strategy.

Conclusion and Discussion

In the rapidly evolving financial landscape today, an increasing number of retail investors in India are getting involved in the stock market. Although
this is an encouraging indication, it also presents fresh difficulties—particularly regarding emotional investment and FOMO (Fear of Missing Out).
Numerous investors are swayed by social media, financial influencers, and digital trends. They frequently invest without adequate research, merely
because they want to avoid missing opportunities that others are discussing. Such conduct may result in poor choices, significant losses, and monetary
strain.

The analysis indicates that behavioral biases such as herd behavior, excessive confidence, and anchoring frequently occur among retail investors. IPO
instances such as Zomato, Paytm, and Nykaa illustrate how FOMO can result in hasty investments and letdown when share prices fall.Concurrently,
initiatives by SEBI, AMFI, and various regulatory agencies are enhancing investor protection and knowledge. Their initiatives and regulations
significantly contribute to fostering trust and promoting well-informed choices.

Nonetheless, the path is challenging. Numerous obstacles remain, including insufficient knowledge, restricted access to guidance, emotional choices,
and the dissemination of misleading financial advice.
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