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Introduction

The realm of investment decision-making, traditionally viewed through the lens of
rational economic theory, is increasingly understood to be profoundly influenced
by psychological factors and behavioral biases. A substantial body of research
consistently challenges the notion of fully rational economic agents, revealing that
investors often exhibit cognitive and emotional biases that lead to deviations from
optimal financial choices. This emerging field of behavioral finance provides crit-
ical insights into the human element of financial markets, exploring how psycho-
logical heuristics and cognitive errors shape individual and collective investment
behavior.

For example, research conducted in Pakistan delves into how financial knowledge
moderates the influence of specific behavioral biases, such as overconfidence,
herd mentality, and anchoring, on investment decisions [1].

This study indicates that while these biases significantly shape investor choices,
an increase in financial knowledge can substantially reduce their detrimental ef-
fects, thereby fostering more rational financial behavior. Similarly, an investigation
into the Vietnamese stock market explores the impact of various behavioral biases,
including overconfidence, anchoring, and herding, on individual investment deci-
sions [2].

The findings from this region underscore the considerable influence these psy-
chological factors exert on investor behavior, frequently resulting in suboptimal
financial choices.

A broader perspective on the field comes from systematic literature reviews. One
such review synthesizes existing research on behavioral finance and investment
decisions, pinpointing key biases like loss aversion, mental accounting, and herd-
ing [3].

These biases are shown to cause investor choices to diverge from rational eco-
nomic theory, offering a comprehensive overview of the field's evolution and its
primary themes. Another study from Saudi Arabia examines how both financial
literacy and various behavioral biases affect investment decisions [4].

It highlights that while financial literacy is crucial for shaping investor behavior,
psychological biases, such as overconfidence and heuristic-driven decisions, sig-
nificantly impact investment choices, often leading to outcomes that depart from
pure rationality.

Expanding on the foundational concepts, a systematic review critically examines
investor rationality within the behavioral finance framework, drawing upon exten-
sive empirical evidence [5].

This review emphasizes that investors commonly display cognitive and emotional

biases, thereby challenging the conventional assumptions of perfectly rational eco-
nomic agents and stressing the widespread impact of psychological factors on fi-
nancial markets. Further regional studies highlight specific biases. Research on
the Pakistani stock market, for instance, investigates the impact of mental account-
ing on individual investors’ decisions [6].

This study reveals that investors tend to categorize and evaluate their money dif-
ferently based on its source and intended use, leading to suboptimal investment
choices and deviations from rational economic behavior.

Another systematic literature review further synthesizes research on the role of
behavioral biases in investment decision-making within financial markets [7].

It meticulously identifies and discusses a wide array of psychological heuristics
and cognitive errors that influence investor behavior, emphasizing their pervasive
effect on market efficiency and individual portfolio performance. The implications
of behavioral finance extend beyond individual investment choices to corporate fi-
nance as well. A review in this area provides a synthesis of behavioral finance and
its applications in corporate finance, bridging the gap between individual decision-
making biases and their effects on corporate policies and outcomes [8].

This work explores how psychological factors influence managerial decisions con-
cerning capital structure, investment, and mergers and acquisitions, offering a
more realistic understanding of corporate financial behavior.

Moreover, the influence of individual differences like personality traits on invest-
ment outcomes is also explored. A study focusing on Indian investors investigates
the complex relationship between personality traits, behavioral biases, and invest-
ment performance [9].

It demonstrates how distinct personality characteristics correlate with specific cog-
nitive biases, which, in turn, significantly influence investment decisions and ul-
timately affect portfolio returns, thereby illuminating the psychological underpin-
nings of financial outcomes. Lastly, the phenomenon of herding behavior is a sig-
nificant aspect of collective investor irrationality. Research from the Egyptian stock
market empirically examines herding behavior among investors, showing how in-
dividuals often follow the actions of a larger group rather than relying on their own
analysis [10].

This collective irrationality can significantly impact market dynamics and investor
returns, particularly in emerging markets, reinforcing the critical need to under-
stand the psychological dimensions of financial markets globally.
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The diverse collection of studies presented here offers a multifaceted exploration
into the field of behavioral finance, illuminating how psychological factors system-
atically influence investment decisions across various global markets. A central
theme underpinning much of this research is the recognition that investors fre-
quently depart from the rational behavior assumed by traditional economic theo-
ries, instead exhibiting a range of cognitive and emotional biases that profoundly
shape their financial choices.

One prominent area of investigation concerns the direct impact of specific be-
havioral biases on investment decisions. For instance, studies from both Pakistan
and Vietnam shed light on how biases such as overconfidence, herd mentality, and
anchoring significantly affect individual investors [1, 2]. These studies conclude
that such psychological inclinations often lead to suboptimal investment outcomes,
challenging the notion that investment decisions are solely driven by objective fi-
nancial analysis. The pervasive nature of these biases is further reinforced by
research in Saudi Arabia, which identifies overconfidence and heuristic-driven de-
cisions as crucial psychological factors influencing investor choices and leading to
deviations from purely rational results [4]. Additionally, the phenomenon of herd-
ing behavior, where investors mimic the actions of a larger group rather than their
own analysis, has been empirically observed in emerging markets like the Egyptian
stock market [10]. This collective irrationality significantly impacts market dynam-
ics and investor returns, highlighting the need for a deeper understanding of social
influences on financial behavior.

Beyond the direct impact of biases, research also explores moderating factors that
can influence their effects. A key finding from the Pakistani market, for example,
demonstrates that financial knowledge plays a crucial moderating role [1]. While
behavioral biases strongly influence investor choices, greater financial knowledge
substantially reduces their adverse effects, suggesting that education can em-
power more rational financial behavior. Similarly, the study from Saudi Arabia
underscores the critical role of financial literacy in shaping investor behavior, even
while acknowledging the significant influence of psychological biases [4]. These
findings collectively advocate for financial education as a tool to mitigate the neg-
ative consequences of inherent human biases in investment.

Another significant area of focus involves specific cognitive biases like mental
accounting. Research focusing on the Pakistani stock market reveals that indi-
vidual investors tend to categorize and evaluate their money differently based on
its source and intended use [6]. This mental accounting process often leads to
suboptimal investment choices, indicating a fundamental deviation from rational
economic behavior where money should be fungible regardless of its origin. This
bias, along with others like loss aversion, is consistently identified in systematic
literature reviews as a key factor steering investor choices away from theoretical
rationality [3].

Systematic literature reviews further synthesize and consolidate the understanding
of behavioral finance. These comprehensive reviews provide a broad overview of
the field, identifying key behavioral biases that steer investor choices away from
rational economic theory [3, 7). They critically examine the concept of investor
rationality, challenging traditional assumptions by highlighting the consistent ex-
hibition of cognitive and emotional biases among investors [5]. These reviews
are instrumental in mapping the evolution of behavioral finance, discussing a wide
range of psychological heuristics and cognitive errors that influence investor be-
havior, and emphasizing their pervasive impact on market efficiency and individual
portfolio performance [7]. The scope of behavioral finance also extends to corpo-
rate decisions, bridging individual biases with their effects on corporate policies
and outcomes, such as capital structure, investment, and mergers and acquisitions
[8]. This perspective offers a more realistic view of corporate financial behavior by
incorporating psychological factors.

Finally, the role of individual personality traits in predisposing investors to certain

Page 2 of 3

biases and affecting investment performance is a crucial area of study. Evidence
from India shows an intricate relationship between distinct personality characteris-
tics and specific cognitive biases [9]. These biases, in turn, significantly influence
investment decisions and ultimately affect portfolio returns, providing deeper in-
sights into the psychological underpinnings of financial outcomes. This body of
work collectively reinforces that understanding and addressing behavioral biases,
potentially through enhanced financial education, is paramount for both individual
investors seeking optimal returns and for policymakers aiming to improve overall
market efficiency.

Conclusion

This compilation of studies delves into the complex interplay between human psy-
chology and financial markets, particularly focusing on how behavioral biases
shape investment decisions. Across diverse geographical contexts, including Pak-
istan, Vietnam, Saudi Arabia, India, and Egypt, research consistently demon-
strates that investors frequently deviate from purely rational economic behavior
due to cognitive and emotional influences. Key biases identified include overconfi-
dence, herding, anchoring, loss aversion, mental accounting, and heuristic-driven
decisions. These biases often lead to suboptimal investment choices and impact
individual portfolio performance and market dynamics.

One significant recurring theme is the moderating role of financial knowledge and
literacy. Studies suggest that greater financial understanding can substantially
reduce the adverse effects of these biases, empowering investors to make more
rational choices. While behavioral biases are shown to significantly influence in-
vestor choices, the capacity for education to mitigate these effects offers a path-
way toward improved financial outcomes. Furthermore, the systematic literature
reviews provide a comprehensive overview of the field, synthesizing existing re-
search on behavioral finance and its applications, from individual investment de-
cisions to corporate finance policies. This collective body of work underscores
the pervasive influence of psychological factors on both micro and macro financial
behaviors, challenging traditional economic models that assume full rationality.

Acknowledgement

None.

Conflict of Interest

None.

References

1. Muhammad Usman, Syed Khurram Shahzad, Noman Arshed, Syed Adnan Haider
Bukhari. “The moderating role of financial knowledge on behavioral biases among
individual investors in an emerging market.” Journal of Behavioral and Experimental
Finance 38 (2023): 100787.

2. Le Thanh Hoa, Dang Anh Tuan, Nguyen Thi Phuong Thao. “The impact of behav-
ioral biases on investment decision-making: Evidence from the Vietnamese stock
market.” Journal of Behavioral and Experimental Finance 30 (2021): 100518.

3. Muhammad Ali, Tahir Mahmood, Mudasar Ali, Mehak Masood, Muhammad Naveed.
“Behavioral finance and investment decisions: A systematic literature review.” Jour-
nal of Behavioral and Experimental Finance 30 (2021): 100516.


https://www.sciencedirect.com/science/article/pii/S221463562300057X
https://www.sciencedirect.com/science/article/pii/S221463562300057X
https://www.sciencedirect.com/science/article/pii/S221463562300057X
https://www.sciencedirect.com/science/article/pii/S221463562300057X
https://www.sciencedirect.com/science/article/pii/S221463562100021X
https://www.sciencedirect.com/science/article/pii/S221463562100021X
https://www.sciencedirect.com/science/article/pii/S221463562100021X
https://www.sciencedirect.com/science/article/pii/S2214635621000191
https://www.sciencedirect.com/science/article/pii/S2214635621000191
https://www.sciencedirect.com/science/article/pii/S2214635621000191

Jensen C.

J Bus Fin Aff, Volume 14:3, 2025

. Mohammad Imtiaz, Hamad Hamed Al-Jabri, Syed Khurram Shahzad. “Impact of
Financial Literacy and Behavioral Biases on Investment Decisions: Evidence from
Saudi Arabia.” Journal of Risk and Financial Management 15 (2022): 84.

. Md. NurAlam, Sheikh Morshed Jahan, Mohammad Zahid Hossain, Md. Abir Hasan.
“Are Investors Rational? A Systematic Review on Behavioral Finance.” Journal of
Economic Analysis 4 (2022): 151-164.

. Muhammad Safiullah, Muhammad Kashif Khan, Asadullah Qazi, Ali Hasan. “The Im-
pact of Mental Accounting on Investment Decisions of Individual Investors: A Study
on Pakistani Stock Market.” Global Management Journal for Academic & Corporate
Studies 11 (2021): 6-17.

. Amna Butt, Muhammad Qasim, Muhammad Saeed. “The role of behavioral biases
in investment decision-making in financial markets: A systematic literature review.”
International Journal of Finance & Economics 8 (2023): 1-18.

10.

. Mehmood Shah, Muhammad Nadeem, Waqas Hanif. “Behavioral finance and cor-

porate finance: A review and synthesis.” Corporate Governance and Organizational
Behavior Review 8 (2022): 1-12.

. Ashutosh Bhardwaj, Sachin Kumar Mangla, Shailja Dixit, Sudhir Kumar Sharma.

“Personality Traits, Behavioral Biases and Investment Performance: Evidence from
India.” Review of Behavioral Finance 13 (2021): 253-273.

Mohamed Hassan, Tamer Elshandidy, Amira El-Gezawy. “Herding Behavior and
Investment Decisions: A Study on the Egyptian Stock Market.” Emerging Markets
Review 44 (2020): 100742.

How to cite this article: Jensen, Clara. "Psychology, Biases, Investment Deci-
sions, and Literacy.” J Bus Fin Aff 14 (2025):530.

*Address for Correspondence: Clara, Jensen, Department of Public Health Research, University of Copenhagen, Copenhagen, Denmark, E-mail: clara@jensen.dk

Copyright: © 2025 Jensen C. This is an open-access article distributed under the terms of the Creative Commons Attribution License, which permits unrestricted use,
distribution and reproduction in any medium, provided the original author and source are credited.

Received: 01-Jun-2025, Manuscript No. jbfa-25-174141; Editor assigned: 03-Jun-2025, PreQC No. P-174141; Reviewed: 17-Jun-2025, QC No. Q-174141; Revised: 23-Jun-
2025, Manuscript No. R-174141; Published: 30-Jun-2025, DOI: 10.37421/2167-0234.2025.14.530

Page 3 of 3


https://www.mdpi.com/1911-8074/15/2/84
https://www.mdpi.com/1911-8074/15/2/84
https://www.mdpi.com/1911-8074/15/2/84
https://www.econanalysis.org/index.php/jea/article/view/28
https://www.econanalysis.org/index.php/jea/article/view/28
https://www.econanalysis.org/index.php/jea/article/view/28
https://businessperspectives.org/journals/global-management-journal-for-academic-and-corporate-studies/issue-381/the-impact-of-mental-accounting-on-investment-decisions-of-individual-investors-a-study-on-pakistani-stock-market
https://businessperspectives.org/journals/global-management-journal-for-academic-and-corporate-studies/issue-381/the-impact-of-mental-accounting-on-investment-decisions-of-individual-investors-a-study-on-pakistani-stock-market
https://businessperspectives.org/journals/global-management-journal-for-academic-and-corporate-studies/issue-381/the-impact-of-mental-accounting-on-investment-decisions-of-individual-investors-a-study-on-pakistani-stock-market
https://businessperspectives.org/journals/global-management-journal-for-academic-and-corporate-studies/issue-381/the-impact-of-mental-accounting-on-investment-decisions-of-individual-investors-a-study-on-pakistani-stock-market
https://www.ijfe.com.pk/index.php/ijfe/article/view/28
https://www.ijfe.com.pk/index.php/ijfe/article/view/28
https://www.ijfe.com.pk/index.php/ijfe/article/view/28
https://businessperspectives.org/journals/corporate-governance-and-organizational-behavior-review/issue-377/behavioral-finance-and-corporate-finance-a-review-and-synthesis
https://businessperspectives.org/journals/corporate-governance-and-organizational-behavior-review/issue-377/behavioral-finance-and-corporate-finance-a-review-and-synthesis
https://businessperspectives.org/journals/corporate-governance-and-organizational-behavior-review/issue-377/behavioral-finance-and-corporate-finance-a-review-and-synthesis
https://www.emerald.com/insight/content/doi/10.1108/RBF-07-2020-0239/full/html
https://www.emerald.com/insight/content/doi/10.1108/RBF-07-2020-0239/full/html
https://www.emerald.com/insight/content/doi/10.1108/RBF-07-2020-0239/full/html
https://www.sciencedirect.com/science/article/pii/S156601412030022X
https://www.sciencedirect.com/science/article/pii/S156601412030022X
https://www.sciencedirect.com/science/article/pii/S156601412030022X
mailto:clara@jensen.dk
https://www.hilarispublisher.com/business-and-financial-affairs.html

