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ABOUT US

The International Journal for Legal Research & Analysis (IJLRA) (ISSN: 2582-6433) is a peer-
reviewed, academic, online journal published on a monthly basis. The journal aims to provide
a comprehensive and interactive platform for the publication of original and high-quality legal

research.

IJLRA publishes Short Articles, Long Articles, Research Papers, Case Comments, Book
Reviews, Essays, and interdisciplinary studies in the field of law and allied disciplines. The
journal seeks to promote critical analysis and informed discourse on contemporary legal, social,

and policy issues.

The primary objective of IJLRA is to enhance academic engagement and scholarly dialogue
among law students, researchers, academicians, legal professionals, and members of the Bar
and Bench. The journal endeavours to establish itself as a credible and widely cited academic
publication through the publication of original, well-researched, and analytically sound

contributions.

IJLRA welcomes submissions from all branches of law, provided the work is original,
unpublished, and submitted in accordance with the prescribed submission guidelines. All
manuscripts are subject to a rigorous peer-review process to ensure academic quality,

originality, and relevance.
Through its publications, the International Journal for Legal Research & Analysis aspires to

contribute meaningfully to legal scholarship and the development of law as an instrument of

justice and social progress.
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THE ROLE & INFLUENCE OF IT ON THE CAPITAL
MARKET AND THE INVESTORS

AUTHORED BY - SHREYASI BOSE AND ARKA MAJI
Amity Law School Kolkata

ABSTRACT

The integration of Information Technology (IT) has fundamentally reshaped the landscape of
modern capital markets, transitioning them from traditional intermediated systems to direct,
data-driven ecosystems. This research examines the dual role of IT in driving structural changes

within the market and influencing the psychological and behavioral patterns of investors.

At the structural level, IT advancements—including electronic trading, high-speed
communication, and distributed cloud environments—have enhanced market efficiency,
liquidity, and global connectivity. However, the study highlights that IT’s influence on investor
behavior is multifaceted. While digital tools like Robo-advisors and Big Data analytics promote
disciplined, bias-aware decision-making, the "gamification” of trading platforms and the speed
of social media-driven information can exacerbate irrational tendencies such as herd behavior

and speculative trading.

Ultimately, the paper argues that investor behavior serves as a primary catalyst for market
stability and price discovery. Phenomena like the disposition effect and sentiment-driven
capital reallocation directly impact market volatility and systemic stability. By synthesizing
literature on behavioral finance and technological adoption, this study concludes that while IT
democratizes market access, its impact on market flow is deeply intertwined with the evolving

cognitive biases of the modern digital investor.

Keywords: Information Technology, Capital Market, Investor Behavior, Behavioral Finance,
Robo-advisors, Market Liquidity, Digital Transformation.
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WHAT IS INFORMATION TECHNOLOGY

Information Technology (IT) refers to the comprehensive architecture of hardware, software,
and telecommunications utilized to manage, process, and secure digital data. At its core, IT
involves the deployment of enterprise resource planning (ERP) systems and relational database
management systems (RDBMS) to facilitate the seamless flow of information across global
networks. It encompasses the entire lifecycle of data, from raw input and algorithmic
processing to the storage of high-fidelity output within distributed cloud environments or

localized on-premise servers.

In the modern landscape, IT is defined by its focus on scalability and interoperability. Engineers
leverage Application Programming Interfaces (APIs) to integrate disparate platforms, while
virtualization allows for the abstraction of physical hardware into multiple logical units.
Beyond mere computation, the field prioritizes cybersecurity protocols—such as end-to-end
encryption and multi-factor authentication—to maintain data integrity and prevent
unauthorized access. By utilizing Big Data analytics and machine learning models, IT
transforms static information into actionable intelligence, driving the digital transformation of

contemporary socio-economic infrastructures?.

LITERATURE REVIEW

Research into the Chennai capital market indicates that investor behavior is significantly
influenced by demographic factors such as age, education, and income levels. A study by
Singaravel found that nearly 83% of investors fall under the age of 45, a demographic that
typically exhibits a higher risk-bearing capacity and a preference for equity-related instruments
to combat inflation?. However, despite the availability of diverse investment avenues, a lack of
specialized knowledge often steers retail investors toward traditional options like fixed deposits
and insurance, rather than mutual funds or derivatives®.

The transition from traditional finance to behavioral finance highlights that investors do not
always act rationally. Keskin and Boztosun emphasize that investment processes are a

"multidimensional structure” shaped by cognitive biases, emotions, and social influences®.

! CompTIA, what is information technology, CompTIA (18" February 2025), https://www.comptia.org/en-
us/blog/what-is-information-technology/.

2 Sankar Singaravel, A Study on Behaviors of Investors with Reference to Capital Market in Chennai, 10 (9)
INT’L J. CREATIVE RSCH. THOUGHTS (IJCRT) 412, 415 (2022).

%1d. at 416.

4 Meltem Keskin & Dervis Boztosun, Fundamentals of Investor Behavior: Concepts, Types, and Psychological
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During periods of financial crisis, these irrational behaviors—such as herd mentality,
overconfidence, and loss aversion—tend to escalate, leading to excessive market volatility and
persistent price fluctuations®.

The integration of IT has fundamentally altered the structural flow of funds within capital
markets. The development of electronic trading processes and high-speed communication
allows investors to access real-time price data and news, reducing transaction errors and
eliminating the need for exchange specialists®. Empirical studies across sixty countries
demonstrate a strong correlation between IT development indicators (such as internet usage
and broadband subscriptions) and stock market efficiency, specifically in terms of turnover
ratios and market capitalization relative to GDP’.

Recent evidence suggests that the intention to invest, particularly among younger generations,
is driven by a combination of financial literacy and "automatic investment technology" like
Robo-advisors®. These digital tools use trading algorithms to provide automated portfolio
rebalancing, making investment more affordable and less complex for individuals with low
portfolio values®. Furthermore, digital financial literacy has emerged as a critical mediator,
encouraging the use of online platforms for informed decision-making and mitigating the

impact of peer influence on investment choices®.

RESEARCH OBJECTIVE
To prove-
1. Information technology impacts the change of the capital market.
2. Information technology influences the behavior of the investors in the capital market

leading to the change in the capital market.

Factors, in CURRENT DEBATES IN SOCIAL SCIENCES 1, 7 (2026).

> Meltem Keskin, Behavioral Analysis of Stock Prices During Financial Crises: The Case of Borsa Istanbul, 11
(1) J. BUS. ECON. & MGMT. 45, 48 (2022).

& Impact of Modern Technology on the Stock Market in India and Its Future, 11 (3) INT’L RSCH. J. SOC. SCI.
26, 27 (2022).

7 Mohammad Ali Dolatabadi & Fatemeh Faghani, Impact of Information Technology Development on Stock
Market Development: Empirical Study in the World’s Leading Capital Markets, 2 (4) J. ACCT. & MGMT. 1, 5
(2012).

8 Sitti Aisa, Do Financial Literacy and Technology Affect Intention to Invest in the Capital Market in the Early
Pandemic Period?, 5 (2) J. ECON. BUS. & ACCT. VENTURE 231, 235 (2021).

%1d. at 236.

10 The Impact of Financial Literacy on Investment Decisions: The Mediating Role of Peer Influence and the
Moderating Role of Financial Status, MUNICH PERS. REPEC ARCHIVE (MPRA) Paper No. 127313, 12
(2026).
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RESEARCH QUESTION

1. Does information technology impacts the change of the capital market?
2. Does information technology influences the behavior of the investors in the capital

market leading to the change in the capital market?

HYPOTHESIS
HO = Information technology has a significant influence on the capital market or on the
behavior of the investors in the capital market.
H1 =information technology does not have a significant influence on the capital market or on

the behavior of the investors in the capital market.

RESEARCH METHODOLOGY

This study employs a qualitative and descriptive research design to explore the intersection of
Information Technology and capital market dynamics. The methodology is structured as
follows:

1. Theoretical Framework: The research utilizes the Technology Acceptance Model
(TAM) to analyses how the perceived ease of use of digital platforms correlates with
investor adoption rates. It further integrates principles of behavioral finance to contrast
classical rational-agent theories with real-world irrational behaviors like
overconfidence and loss aversion.

2. Data Collection: The study relies on a secondary data approach, involving a
comprehensive literature review of existing empirical studies across sixty countries.
This includes the analysis of demographic-specific data, such as investor trends in the
Chennai capital market and the impact of IT development indicators (e.g., broadband
subscriptions) on market turnover ratios.

3. Analytical Approach: The analysis is divided into two primary vectors:

a. Technological Impact: Evaluating how IT infrastructure (APIs, ERP systems,

and cybersecurity protocols) facilitates the structural flow of funds.
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b. Behavioral Impact: Investigating how digital "dopamine loops™ and automated
investment technologies influence individual decision-making and aggregate
market phenomena like asset bubbles and "liquidity dry-ups".

4. Hypothesis Testing: The study aims to test the significance of IT's influence on the
behavior of investors against a null hypothesis (HO) suggesting a significant

relationship and an alternative hypothesis (H1) suggesting no significant influence.

ANALYSIS

l. How it influences the behavior of the investors
The integration of Information Technology (IT) into capital markets has catalyzed a paradigm
shift in investor behavior, moving from traditional intermediated models to direct, data-driven
engagement. This transformation is characterized by the democratization of market access, the
mitigation—and in some cases, intensification—of behavioral biases, and the rise of

algorithmic decision-making.

i.  Democratization and increased participation

IT has significantly lowered entry barriers for retail investors by reducing transaction costs and
providing seamless mobile accessibility. Digital trading platforms utilize user-friendly
interfaces that align with the Technology Acceptance Model (TAM), where perceived ease
of use directly correlates with higher adoption rates!!. In emerging economies like India, the
rise of "discount brokers" has led to a surge in first-time investors who rely on real-time app

notifications and instant execution capabilities rather than traditional financial advisors®2,

ii. Influence on behavioral biases
The impact of IT on investor psychology is dual-natured. On one hand, Robo-advisors and Al-

driven tools provide a disciplined, "bias-aware” environment. By employing automated

11 Sitti Aisa, Do Financial Literacy and Technology Affect Intention to Invest in the Capital Market in the Early
Pandemic Period?, 5 (2) J. ECON. BUS. & ACCT. VENTURE 231, 235 (2021).

12 Fintech Adoption and Trading Behavior: Evidence from Retail Investors in India, 11 (2) INT’L J. PUB.

RSCH. (IJPUB) 9, 14 (2026).
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portfolio rebalancing and objective risk assessments, these technologies substantially mitigate

common cognitive errors such as overconfidence and loss aversion®3.

Conversely, the "gamification™ of trading interfaces—featuring instant feedback loops and
social connectivity—can encourage speculative, gambling-like tendencies'®. Research
indicates that approximately 9.5% of modern retail investors exhibit problematic trading

patterns exacerbated by digital "dopamine loops" and social media-driven herd behaviour?®.

i, Information asymmetry and sentiment-driven trading

IT has shifted the primary source of investment intelligence from formal financial reports to
digital sentiment. In volatile sectors like cryptocurrency, investor behavior is increasingly
dictated by "information surge" regimes driven by social media platforms like X (formerly
Twitter) and Reddit®. While this provides transparency, it also leaves investors susceptible to
"echo chambers™ and misinformation, where the speed of information often outpaces the
accuracy of the datal’.

. How the behavior of the investor’s changes the flow Of the capital market

The behavior of investors serves as the primary catalyst for market liquidity, price discovery,
and the overall structural stability of the capital market. While classical economic theory
suggests markets are efficient and investors are rational, contemporary behavioral finance

reveals that psychological drivers significantly alter the directional flow of capital.

I. Market liquidity and the disposition effect
Investor behavior directly dictates the volume and velocity of capital flow. A critical

phenomenon is the "disposition effect,” where investors tend to sell winning assets too early

13 Mugdha Shailendra Kulkarni et al., The Role of Robo-Advisors in Behavioral Finance, Shaping Investment
Decisions, 13 (1) COGENT ECON. & FIN. 2571403, 2571410 (2025).

14 The Digital Transformation of Investment Behavior: A Systematic Review of Gambling Tendencies in Modern
Financial Markets, 13 (1) COGENT ECON. & FIN. 2568643, 2568650 (2025).

151d. at 2568652.

16 A Study on the Impact of IT on Investor Behavior towards Stock Market and Cryptocurrency Investment: A Data
Mining Approach, 11 (6) INT’L J. INNOVATIVE RSCH. IN TECH. (IJIRT) 857, 862 (2025).

17 The Influence of Technological Advancements on Retail Investment Decisions, 7 (3) INT’L J. FOR
MULTIDISCIPLINARY RSCH. (IJFMR) 463, 468 (2025).
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while holding onto losing assets for too long*®. This behavior creates artificial resistance in the
market flow; when a large segment of retail investors refuses to liquidate losing positions, it
can lead to "liquidity dry-ups,” where the bid-ask spread widens and the market’s ability to

absorb large trades diminishes®.

i Herding behavior and asset bubbles

The "flow" of the capital market is often redirected by collective irrationality, known as herding
behavior. When investors ignore their private information and follow the actions of the crowd,
capital flows disproportionately into specific sectors or asset classes, regardless of their
intrinsic value?®. This concentration of capital creates speculative bubbles. As more capital
flows into a "hyped" asset, prices decouple from fundamentals. Eventually, when the sentiment
shifts, the sudden reversal of these flows—often triggered by panic selling—Ileads to market

crashes and systemic instability?*.

iii. Information processing and price discovery

The efficiency of the capital market depends on how quickly and accurately investor behavior
reflects new information in asset prices. "Noise traders"—investors who trade based on rumors
or incorrect beliefs rather than fundamental data—distort the flow of information??. These
behavioral noise flows cause prices to overreact or underreact to news. In the short term, this
behavior causes prices to deviate from their "mean," altering the allocation of capital across the
economy by potentially overfunding overvalued companies while starving undervalued ones

of necessary investment?,

18 Nicholas Barberis & Wei Xiong, What Drives the Disposition Effect? An Analysis of a Long-Standing Puzzle,
64 (2) J. FIN. 757, 762 (2009).

19 The Impact of Investor Behavior on Stock Market Liquidity: Evidence from Emerging Markets, 12 (4) INT’L

J. FIN. STUD. 88, 91 (2024).

2 Meltem Keskin & Dervis Boztosun, Fundamentals of Investor Behavior: Concepts, Types, and Psychological
Factors, in CURRENT DEBATES IN SOCIAL SCIENCES 1, 14 (2026).

21d. at 18.

22 Brad M. Barber & Terrence Odean, The Behavior of Individual Investors, in 2 HANDBOOK OF THE
ECONOMICS OF FINANCE 1533, 1540 (George M. Constantinides et al. eds., 2013).

23 The Influence of Sentiment-Driven Trading on Capital Allocation and Market Efficiency, 15 (2) J. BEHAV. FIN.
204, 209 (2025).

10
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Iv. Risk appetite and capital reallocation

Fluctuations in aggregate investor sentiment drive the "flight to quality" phenomenon. During
periods of high anxiety or macro-economic uncertainty, investor behavior shifts the flow of
capital away from high-risk equity markets toward "safe-haven™ assets like government bonds
or gold?. This defensive behavior can lead to a credit crunch in the capital market, as firms
find it increasingly difficult to raise equity capital, thereby slowing down industrial growth and

overall economic expansion®.

Observation And Conclusion
I Observation
The research project highlights several key developments regarding the intersection of
technology and finance:

1. Democratization of Trading: IT has lowered barriers to entry for retail investors by
reducing transaction costs and providing mobile accessibility through "discount
brokers™ and user-friendly interfaces.

2. The Dual Role of Technology in Psychology:

a. Mitigation: Tools like Robo-advisors and Al-driven platforms help mitigate
cognitive biases like overconfidence and loss aversion through automated,
objective risk assessments.

b. Exacerbation: Conversely, the "gamification™ of trading apps and social media
"information surges™ can trigger speculative "dopamine loops" and herd
behavior.

3. Shift in Information Sources: Investment intelligence has transitioned from formal
financial reports to digital sentiment found on platforms like Reddit and X (formerly
Twitter).

4. Demographic Trends: Research suggests younger demographics (under 45) exhibit a

higher risk-bearing capacity but often lack specialized knowledge, steering them

24 Global Capital Flows and Investor Sentiment: A Study of Flight-to-Safety Mechanisms, 44 (3) J. BANKING &
FIN. 112, 115 (2024).

%5 Impact of Investor Psychology on the Flow of Funds in the Indian Capital Market, 11 (5) INT’L J. MGMT. &
BUS. STUD. 32, 35 (2026).

11
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toward traditional options unless guided by digital financial literacy.
Structural Market Efficiency: There is a strong correlation between IT development
indicators (broadband subscriptions and internet usage) and increased stock market

efficiency in terms of turnover ratios and market capitalization.

Conclusion

Based on the analysis and the stated research objectives, the following conclusions can

be drawn:

1.

Impact on Market Structure: Information technology has fundamentally changed the
structural flow of funds. It has removed the need for exchange specialists and reduced
transaction errors through high-speed communication and real-time data access.
Behavioral Transformation: IT influences investor behavior by shifting the paradigm
from intermediated models (using advisors) to direct, data-driven engagement. While
it empowers investors with transparency, it also makes them susceptible to "echo
chambers" and misinformation.

Market Stability and Liquidity: The behavior of these tech-enabled investors serves as
the primary catalyst for market liquidity and price discovery. However, irrational
behaviors—like the disposition effect or herding—can lead to "liquidity dry-ups,"”
speculative bubbles, and systemic instability when sentiment shifts suddenly.
Validation of Hypothesis: The document aims to prove that IT impacts the capital
market and influences investor behavior. The analysis supports HO, suggesting that
Information Technology has a significant and multifaceted influence on both the capital
market and the behavioral patterns of the investors within it.
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