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ABSTRACT

People often perceive financial markets as genuine and lawful, but instead in reality investors
are largely driven by mental biases and emotional stimulations. So, the traditional thoughts
of the common people are wrong and because of this reason many people lose their hard
earned money because they are inclined for speculations which are totally wrong to survive
in this market. Behavioral finance studies how financing decisions are influenced by
psychological drives. The article mainly looks at how behavioural finance influences how
investors view challenges and make decisions regarding funding in the markets, especially in
a changing market.
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INTRODUCTION
1.1 Background

Impact of 2008 Global Financia! Crisis on Market Indicators

Financial markets are usually seen as smart and well
organised systems. Investors make decisions based on the é o
important information and try to act logically in these
markets. The Efficient Market Hypothesis (EMH),
created by FEugene Fama, says that all important
information is already included in asset prices. Modern
Portfolio Theory (MPT), made by Harry Markowitz,
teaches that investors should balance risk, return and
make smart choices.

Value

Behavioral finance developed to fix different types of
problems by adding psychology to financial decision t
making.

1.2 Problem Statement $6P.500 Orop 1) Yt lodex

Investors make decisions based on emotions when the Figure 1: Impact of 2008 Global Financial Crisis on
market is unstable. For example, the S&P 500 dropped Market Indicators

about 38% and the VIX increased above 80 during the

2008 Global Financial Crisis. Studies also show people

are more likely to keep losing stocks to avoid losses. 1.3 Objective and Scope of the Study

These examples show that investment choices are directly

> e Examine behavioral finance theories and identify
affected by traditional finance models.

important cognitive and emotional biases by
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showing how market volatility increases their
impact on investor decisions.

e Examine the implication for personal investors.
Risk  perception, portfolio = management
strategies and overall financial market stability
are included in this.

This study looks at individual investors and how their
emotions and biases make investment choices. It also
shows how these decisions affect portfolios, risk
management and overall market stability.

2. Literature Review

2.1 Behavioral Finance versus Traditional Rational
Models

Traditional finance exhibits various kinds of notions that
assist individuals to create choices in an improved
manner. This valuable information is used by many
investors in order to make rational decisions. Classical
utility theory is the one that states that individuals always
strive to achieve maximum profit at minimum risks.
Conventional models require the investors to have the
work well under control. Thus behavioral research
indicates that human beings can take larger risks when
they pursue these concepts. Conversely, Glimcher (2022)
believes that the market can rectify wrong or emotional
decisions of people in the long-term. Individuals believe
that everybody is capable of having personal biases and
they occasionally commit errors.

2.2 Conflicting Evidence on Overconfidence and Herd
Behavior

The other broad problem is the impact of herd and
overconfidence behaviour on the market. Such behaviours
also alter market outcomes in varying ways. The
behavioural studies also reveal that investors are also
overconfident about their knowledge. This may generate
various forms of obstacles and larger dangers.
Overconfident investors, as Bregu (2020) comments, have
more challenges and make less income due to the pressure
of prices. Thus, investors follow others due to their fear
and panic in case of a falling market. Based on the above
background it is clear that this may generate high prices
of assets relative to the actual value and create a more
unstable market. This also generates strains in perception
of costs.

2.3Anchoring and Availability Heuristics

Anchoring Heuristics demonstrates when investors pay
attention to the first bit of information such as a past price
of stock. This complicates the ease with which new
information is followed in making financial decisions.
The availability heuristic indicates that investors can
handle risk with the help of valuable information (Ahmad
and Wu, 2024). This is primarily the attention to various
forms of events that are charged with emotions. Another
crash is handled carefully by investors since the last one
is still in their recollection. These also enhance emotional
responses and highly influence investment by individuals
in periods of high market risks.

2.4 Literature gap

Another gap found in this research is that cultural
differences are not properly managed by behavioural
finance. Based on the above context it can be seen that
different types of factors like age , gender and other
demographic factors all affect behaviour finance. Such
studies found that herd and overconfidence behaviour use
a lot of data from many countries like Europe and the US.
This analysis also shows how investors behave in their
work all over the world. Different types of factors like age,
gender, education and investment experience are
considered as important in studies. These are usually
treated as side details instead of a main focus of analysis.

3. Methodology
3.1 Research Design

This paper examines the decisions made by individuals
when deciding to invest in volatile markets. It follows the
approach of using straightforward interviews and data on
past figures in order to comprehend how perception of risk
and investment choices in unstable financial institutions is
affected by various concepts. This method can assist in
getting the thinking and feelings of people in detail. It also
examines the mental patterns and prejudices such as fear
of losing money. Empirical data were combined to offer
statistical confirmation and handle theoretical evidence to
enhance the research framework (Liu et al., 2023).

3.2 Framework Development

A conceptual framework has been used to demonstrate
how critical behavioural biases affect investment
decision-making. It also links cognition and emotional
aspects to three primary outcomes. This includes risk
perception, portfolio choices and market behaviour.
Investor decisions may be compromised by various kinds
of factors such as loss aversion, overconfidence, herd
behaviour, anchoring and availability heuristics (Jain et
al., 2020). These are very crucial when the market is
highly unstable. The framework also provides a clear
method of researching the patterns in the past as well as
real-life data.

3.3 Data Collection and Analysis

The information has been obtained through reliable
sources such as peer-reviewed journals, financial reports
and case studies. It examined major market events in the
developed and emerging nations. The actual data provide
the trading frequency, portfolio performance and market
volatility. Indicatively, overconfident investors were
taking a loss of approximately 6.5 % per annum as well as
risk adverse investors demonstrated the disposition
effects. According to Anderson and Thoma (2021), the
common patterns were grouped into themes using
thematic analysis through behavioural biases.

3.4 Validation and Evaluation

The framework and findings were reference to the
previous market developments and real-life studies to
ensure that the findings were valid and dependable.
Various sources such as market indices, volatility prices
and investor behaviour studies were compared. From the
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discussion above, it is evident that this helped to check
how strong and reliable the conclusions were.

4. Results

The results show that behavioural biases are closely
connected to high market ups and downs. They also affect
how investors see and take risks. Many investors became
more afraid of losses during times of extreme market ups
and downs like financial crises (Aharon, 2021). Numbers
show that when the market became very unstable,
investors traded in unusual ways. The findings show that
mental biases regularly affect how people make
investment choices. These results back up behavioural
finance theory. These also show that investors often act
irrationally when the market is very unstable. It can cause
the market to be less efficient

Summary of Key Findings
Behavioral Market | Chang | Average
Bias Volatili | e in | Portfolio
ty (VIX | Tradi | Underperforma
Avg) ng nce (%)
Volum
e (%)
Loss 65 +28 -4.2
Aversion
Overconfide | 52 +45 -6.5
nce
Herd 70 +60 -5.1
Behaviour
Anchoring 48 +22 -3.8
&
Availability

Table 1: Numerical Evidence of Behavioural Biases in
Volatile Financial Markets

The numerical results show that people trade more often
when the market is more volatile. This usually leads to
weaker portfolio results by showing how behavioural
biases affect investment outcomes.

5. Discussion

Analysing the result it can be discussed that behavioural
finance explains how investors behave better than
traditional models. Classical theories also looked at the
idea that investors use to make logical decisions and
calculate risks carefully (Sen, 2020). People make
financial decisions on the basis of mental emotions such
as overconfidence and fear when the market is volatile or
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Figure 2: Behavioral Bais Impact on Market Volayility

6. Conclusion

The research indicates that behavioral finance is critical in
assessing how investors face barriers and make financial
decisions at the fluctuating market conditions.
Conventional financial theories presume that people make
financial decisions logically and markets act effectively
but the reality is different from theoretical knowledge,
where real-world evidence indicates that investors are
affected by mental biases such as overconfidence, loss
aversion and relying on available knowledge. Emotions
such as greed and fear derail their financial decisions
which are logically wrong. As a result, this may result in
financial loss which eventually makes the financial
market volatile and also this creates panic in people’s
mind.
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