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Abstract- This theory of finance disagrees that investors
are always logical and that markets are always efficient.
This theory instead points out that things like psychology,
cognitive biases, and emotions play a key role in making
investment choices and in the rise and fall of markets
(Kahneman & Tversky, 1979; Thaler, 1985). The paper
investigates how fear, overconfidence, loss aversion, and
herd behavior impact investors' judgment of risks and
financial decisions. Understanding that prospect theory
and the adaptive markets hypothesis highlight these
behavioral impacts together; the analysis points out that
they may create ongoing differences in the market and
explain things like market bubbles and crashes (Shiller,
2000; Lo, 2005). Based on combining knowledge from
psychology and finance, this study claims that focusing on
behavioral drivers supports more reliable investment
approaches and effective policy enactments. This
hypothesis encourages researchers to look into how biases
can differ among cultures and consider the impact of new
technologies, like algorithmic trading, on these biases in
financial markets (Kirilenko et al., 2017).

Keywords: Behavioural Finance, Investment Decision,
Emotions, Cognitive Biases, Market Trends, Investor
Psychology, Loss Aversion

L INTRODUCTION

In recent decades, finance has moved past the view
that markets are perfect and investors are always
reasonable. The Efficient Market Hypothesis (Fama,
1970) is the traditional view that argues price changes
for assets happen immediately after all information is
revealed, making it difficult for prices to be misleading
for long. Even so, many episodes in which markets
bubbled, panicked, and were subject to irrational
trading led people to investigate what drives such
financial judgments (Shiller, 2000). Behavioral
finance was developed to address the problems found
in classical financial theory. It points out that
emotions, mental tricks, and social factors influence
investment decisions that standard economic models
cannot explain (Kahneman & Tversky, 1979; Thaler,
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1985). During market unpredictability, sometimes
people get scared or too optimistic, leading to
investment choices that do not match their long-term
aims (Loewenstein et al., 2001). Also, tendencies like
loss aversion and anchoring usually result in poor
trading choices and add to the mispricing seen in
financial markets (Shefrin & Statman, 1985).

Behavioral finance has helped explain why people do
not always act rationally. This means that financial
decisions are influenced by expected returns, risk
assessments, differing interpretations of information,
and what others think and do (Barberis & Thaler,
2003). These findings play a role beyond research
because knowing about behavioral trends can guide
people in managing their money, planning advice for
others, and making policies that ensure a strong market
(Akerlof & Shiller, 2009). It examines how emotions
and mental errors affect investors' investment choices
and how markets respond. The article points out that
the Prospect Theory and the Adaptive Markets
Hypothesis are key theories that show how they affect
decision-making processes (Lo, 2005). This study
provides evidence that bringing psychology into
modern financial practice is important. It also insists
that identifying and understanding these behaviors is
essential for managing today's more complex and
interconnected world markets.

IL. LITERATURE REVIEW

There has been a significant increase in studies on
behavioral finance, giving us practical details about
the effect of psychology on investing. A breakthrough
in this field is Prospect Theory, which Kahneman and
Tversky created in 1979. The theory rejects the
classical economics idea that people decide using
expected utility. So, even though gains are often
rewarded, investors generally avoid losses more
strongly than they aim for gains. The upshot of loss
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aversion is regularly noticed in real investments: it
makes people stick with losing investments for too
long while selling winning ones early (Shefrin &
Statman, 1985). Superseding these ideas, Thaler
(1985) suggests in his mental accounting concept that
people view their money in different sections instead
of as a single big pool. Because of this mental split,
people can choose to invest their funds otherwise
when these are considered risky compared to safer
funds. By looking into human mental shortcuts, Thaler
saw how they affect investment choices, and now
financial advisors use this knowledge to create client
portfolios.

Further significant biases found in the literature are
overconfidence and anchoring. Because of
overconfidence, many investors think they can predict
the market, trade too much, and suffer from financial
problems (Odean, 1998). According to Tversky and
Kahneman's (1974) explanation, anchoring means
people base their judgments mainly on the first bit of
information, sometimes when it is not relevant
anymore. These biases make people more likely to
judge wrongly, leading to more market ups and downs
and irregular prices (De Bondt & Thaler, 1985).
Besides individual biases, the way people interact in
society shapes investment decisions. In their study,
Bikhchandani, Hirshleifer, and Welch (1992) explain
how herd behavior happens when people choose the
same actions as those around them instead of using
their skills. Such actions of investors can create
situations like asset bubbles in the Dot-com Bubble
and the U.S. housing market (Shiller, 2000). Shiller
(2017) points out that what guides market behavior are
stories and shared beliefs, not only data.

In addition, the study of neuroscience has given new
insights into behavioral finance. As Kuhnen and
Knutson (2005) found, brain regions dealing with
reward and fear, such as the amygdala and nucleus
accumbens, are involved in financial decisions. They
imply that emotions have a significant role in
investors' decisions about risk and reward,
highlighting again the strong link between markets and
human mindset. Lo (2005) suggested in the Adaptive
Markets Hypothesis that markets grow and adapt
depending on the changes they see and how people
involved learn. While the Efficient Market Hypothesis
bases everything on unchanging decisions, Lo's theory
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accepts that investor moods change with new
information, resulting in investors behaving
inefficiently and causing wild price fluctuations. New
studies look at how bias differs in various cultures and
technological settings. For instance, research points
out that the ways people in different countries react to
financial changes depend largely on cultural and
economic factors (Akerlof & Shiller, 2009). With
increases in algorithmic trading and digital investment
platforms, there is now another challenge since
automated systems can magnify group investor
actions, sometimes resulting in sharp changes in the
market, like during the 2010 Flash Crash (Kirilenko et
al., 2017). These studies highlight that cognitive
biases, emotions, and social factors strongly impact
how people choose their investments. They contradict
the idea that markets are always perfectly rational and
make a good case for studying behavioral traits to
boost investment success and keep markets calm.

Table 1: Behavioural Finance Theories Summary

Theory Key Concept | Implications for
Investors
Prospect Losses weigh | Avoid panic
theory more than | selling and
gains chasing returns
Adaptive The market | Stay  flexible,
Market evolves with | update strategies
Hypothesis the learning
Mental Treating Combine to
Accounting money in | manage risk and
separate opportunity.
"buckets."

The image below illustrates some examples of
behavioral finance biases.

Behavioral Finance Biases

N

Confirmation
bias

Experiential
bias

\

Disposition
bias

Overconfidence

\

Mental
accounting

Loss aversion

Familiarity
bias

Fig 1: Behavioural Finance Biases Examples
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A. The Role Of Emotions In Investment Decisions
Negative or positive emotions can take over and make
investors decide in one direction, causing significant
movements in the financial markets. Classical
economies assume that humans make investment
choices to gain the highest rewards. However,
behavioral finance points out that emotions such as
fear, greed, and excitement usually play a more critical
role (Loewenstein et al., 2001). Because of these
emotions, changes in the market can become
exaggerated, and values can deviate from what they
should be. When there is much uncertainty, fear often
significantly affects investors' decisions. Sometimes,
when markets drop sharply, investors become very
afraid and decide to sell their holdings too quickly
before thinking about the deeper reasons behind the
change (Kuhnen & Nutson, 2005). Amateur investors
and professional traders may act unexpectedly because
of a strong urge to prevent losses. When the market is
bullish, people may ignore caution and choose high-
risk investments to make fast profits. This intense
feeling often leads to speculative bubbles, as shown by
the Dot-com Bubble of the late 1990s and what
followed (Shiller, 2000).

Feelings of regret have a significant effect on
investment decisions. People often feel regret for
opportunities they did not take, which can result in
decisions that ignore proper investment strategies.
When a rally is missed, an investor could try to regain
their loss by putting additional funds into risky
investments, ignoring signs that tell them to be
cautious (Zeelenberg & Pieters, 2007). The effect can
make financial markets swing between overreacting
and underreacting. As the market booms, people might
stop using logic as they are too excited. When assets
increase in value quickly, investors may feel confident
and overlook possible risks of overpaying (Akerlof &
Shiller, 2009). Exciting situations can activate sections
of the brain reward center, pushing us to get more and
increasing the possibilities of risky behavior (Kuhnen
& Knutson, 2005).

The role of feelings in investment choices is essential
outside of theory alone. Findings from research
indicate that such feelings can change how an investor
perceives risk and choose their investments, possibly
going against what the investor thinks they can handle
(Loewenstein et al., 2001). For example, fear and
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regret might cause someone to stick with plain
investments, missing opportunities to grow, while
desiring quick profit can guide investors into unsafe
deals that could result in a significant loss. Noticing
these emotional factors significantly minimizes their
effects by setting up disciplined trades, automating
your actions, or gaining more investment knowledge.
Overall, feelings are the basis for investment
decisions. They affect how individuals react to market
news and determine if risks are worth the possible
gains. Because behavioral finance uses more
psychology and neuroscience, it shows that emotions
are key to understanding financial markets and
investor actions.

Table 2: Emotions and Market Behaviour

Emotion Typical Market | Examples

Reaction (Market Events)

Fear Panic selling, | 2008 Financial
pulling out of | Crisis
investments

Greed Overinvesting, Dot-com Bubble
ignoring risks

Regret Chasing after | Sudden  jumps
missed into hot stocks
opportunities

Excitement | Speculative Bitcoin and

buying, neglect | cryptocurrency
of caution surges

This graph represents the typical emotional phases
investors experience when a financial market rises and
falls—optimism, euphoria, anxiety, panic, relief, and
happiness again—showing that emotions lead many
investors when making financial decisions.
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Emotional Rollercoaster of Markets

Optimism

Anxiety

Emotions

Relief

Market Cycle

Fig 2: Emotional Rollercoaster of Markets

B. Cognitive Biases And Mental Shortcuts

Fear and greed impact investors during difficult
market periods, and regular investment decisions are
guided mainly by cognitive biases and mental
shortcuts known as heuristics. To explain things
briefly, the brain introduces bias into decision-making
and, in doing so, commits the same kinds of
predictable mistakes in judgments (Tversky &
Kahneman, 1974). Loss aversion, which occurs when
individuals are more likely to avoid loss, is considered
one of the leading biases in behavioral finance.
Prospect Theory (Kahneman & Tversky, 1979) states
that individuals react more strongly to losses than to
gains in value. This difference makes investors keep
losing assets longer than they should to avoid feeling
disappointed in loss (Shefrin & Statman, 1985).

On the other hand, some investors might sell their
winners immediately after seeing a gain so they do not
miss out on more growth. Because of these actions,
there are problems with how portfolios perform and
fairness in trading. This bias, also known as anchoring,
causes investors to concentrate on a particular number,
typically the purchase price or a previous best market
value when they make financial moves (Tversky &
Kahneman, 1974). When the market conditions have
significantly shifted, keeping this anchor can give
people unrealistic ideas about future results. So, an
investor might not sell a stock that has declined
because they keep in mind its former high value rather
than focusing on new market changes.
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Confirmation bias is significant in the process of
choosing what to invest in. Because of this bias,
individuals may trust evidence that agrees with their
opinions but discount data that contradicts them
(Nickerson, 1998). In finance, such a tendency can
lead investors to notice only news or analyses that
support their beliefs, build on their mistakes, and make
riskier decisions. If the market is bullish, an investor
might overlook signs of a possible fall because such
signs fit into their optimistic outlook for the market.
Overconfidence bias has been well studied, leading
investors to wrongly believe they can predict what the
market will do (Odean, 1998). Because of this bias,
traders are encouraged to buy and sell too much and
believe they can always do better than the market.
Studies prove that overconfident traders who make
many trades tend to lose money because the costs and
timing problems cut their profits (Barber & Odean,
2001).

Mental accounting, explained by Thaler (1985),
describes how some investors create mental bounds
for their money, assigning different values or
intentions to each type. Because of this, people may
decide to keep lottery winnings or dividends separate
from their usual income, which is against typical
economic reasoning. Even though this approach helps
manage finances, it may result in noticeable
inconsistencies in choosing investments and their
amounts. All in all, these thinking patterns show that
investors cannot examine every opportunity without
bias. For this reason, they use quick, automatic
decisions created by patterns in how the mind thinks
and sees the world (Gigerenzer & Gaissmaier, 2011).
Knowing these biases is very important for individual
investors and financial professionals. Being aware of
these mistakes, investors can improve by creating
detailed investment strategies, consulting others, or
relying on technology to guide their decisions and
avoid errors.

The pie chart below shows the approximate
breakdown of how different behavioral biases,
including loss aversion, overconfidence, anchoring,
and herd behavior, affect investors' actions.
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Investor Bias Prevalence

Herd Behavior
Other Biases

1009 15.0%
.0%

Anchoring
20.0%

30.0%
Loss Aversion

25,0%

Overconfidence

Fig 3: Investor Bias Prevalence

Table 3: Key Cognitive Biases and Their Effects on

Investing
Bias Type Definition Impact on
Investment
Decision

Loss Aversion | Feeling losses | Holding on
more strongly | to losing
than gains investments

for too long

Overconfidence | Overestimating | Excessive
one's knowledge | trading, poor
market
timing

Anchoring Relying too | Ignoring new
much on the | information
first information

seen
Confirmation Focusing on | Ignoring
bias info that | warning
supports signs,
existing beliefs | reinforcing
risky
decisions

C. Social Dynamics And Herd Behaviour
Society's customs and characteristics are significant
factors in how individuals choose their investments
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and how the market acts. Herd behavior means
investors often imitate the behavior of others instead
of making their own choices (Bikhchandani,
Hirshleifer, & Welch, 1992). Because of this, the
mood of the stock market can change, setting prices
aside from their fundamental values and reinforcing
both hopeful and pessimistic cycles in the market. It is
during market panic or excitement that herding
behavior becomes the most noticeable. If most market
players are trading an asset in the same direction,
investors could think it is based on good news, even
without much concrete proof (Shiller, 2000). When
everyone follows the same trend, prices can skyrocket
very fast, such as during the tech boom of the late
1990s Dot-com Bubble. During the panic, investors'
actions to match others' behavior can speed up market
falls, which we saw in 2008.

Institutional investors are also affected by the power
of social proof and group behavior. Professional
investors may be affected, too, as they often want to
match the market's results or not be ranked as the worst
performers (Cialdini, 2001). A part of the problem
could be that fund managers imitate top portfolio
strategies, even when they disagree, to seem current.
Shiller's (2017) research explains that stories and
beliefs people share can encourage herding behavior.
The news about potential technological advancements
or the danger of the whole system failing can be shared
quickly by different media sources, which affects how
people invest and encourages group actions. Listening
to such personal experiences often touches people
emotionally, strengthening biases and encouraging
people to behave similarly. Advancements in
technology make herding have a more substantial
impact on animals. Using automated trading and
investing can make large-scale and fast movements
easier for crowds. According to Kirilenko et al. (2017),
high-frequency trading algorithms increase market
volatility because many react to price signals
simultaneously, causing hidden swings and shocks, as
during the 2010 Flash Crash.

How herd behavior affects the market and the
outcomes for investors is major. Being part of the
crowd may bring some quick returns, but it usually
raises the chance of investing in a bubble or facing a
market crash. Understanding how social forces work
is necessary to put plans to resist what many people
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want to do together. Some investors focus on long-
term planning and devise a strong strategy that stays
the same even as the market increases. Policymakers
and regulators must know about herding behaviors to
design laws that protect the financial system and
market integrity. All in all, herd behavior shows that
people make investment decisions while being
affected by others and the environment around them.
Through exploring group effects and familiar market
narratives, behavioral finance explains why markets
often act unpredictably and why people's emotions and
social situations shape their investments.

III.  IMPLICATION FOR INVESTORS AND
POLICY

Behavioral finance shows that investors and
policymakers need to be aware of human psychology
and emotions when dealing with finances. Knowing
behavioral biases is necessary for improving
performance in the investment markets, preventing
significant risks, and improving how money is
managed (Akerlof & Shiller, 2009). Investors should
realize that being self-aware and disciplined matters a
lot. Seeing overconfidence, anchoring, and loss
aversion as biases can help investors prevent making
costly blunders. Odean (1998) found that self-
confident investors trade too often and thus experience
lower net returns because of extra costs and missed
opportunities. Recognizing these patterns allows
investors to use planned ways—such as set asset
distributions and  automatic  rebalancing—to
discourage choices made based on emotions.

Financial advisors are essential in guiding their clients
to achieve favorable investment results. Helping
advisors use behavioral insights can allow them to
explain biases and make investment decisions that
support long-term goals. For example, investors may
handle their investments in separate groupings, often
because of mental accounting (Thaler, 1985). Using an
advisor may support better diversification and risk
management. The role of policymakers includes
writing financial regulations to discourage herd
mentality and keep the market stable. According to
Shiller (2017), asset bubbles and crashes are
influenced mainly by stories and the crowd's actions.
Misinformation and euphoria during market rises can
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be managed using communication strategies and
investor education. Tools like circuit breakers and
disclosure requirements may keep investors from
following the herd when the market falls (Kirilenko et
al., 2017).

Behavioral finance includes the idea that both culture
and technology influence the biases of investors.
Akerlof and Shiller (2009) mention that people's
attitudes toward risk and saving are not the same
everywhere, shaping their biases differently. When
technology improves, algorithmic trading could make
collective biases more visible and cause the market to
swing more often (Kirilenko et al., 2017). For this
reason, regulators must check people's prejudices and
how these prejudices mix with technology to bring
about vulnerabilities. Behavioral finance shows
leaders need to think logically and keep emotions in
check. Looking at emotional and social aspects helps
investors and policymakers create stronger strategies
and support more robust financial markets.

IV.  DISCUSSION

Research in behavioral finance demonstrates that
emotions and thoughts can significantly influence
people's financial decisions. This means looking at the
psychology of individuals when they deal with
income, dangers, and opportunities. Failing to stay
calm or overestimating themselves, investors may not
make the right choices for their goals or the current
market. When stock prices fall quickly, many
investors wish to sell all their shares as soon as
possible. Watching your money go down is something
no one likes to see. A rush can result in greater losses
than taking time to think. On the other hand, if the
stock market is full of people cheering on a stock that's
increasing, some individuals feel tempted to buy it,
even with a very high price. Reactions driven by
emotions can make markets act in a way that does not
reflect the correct secular facts.

Dealing with gains and losses is a significant aspect of
people's lives. The pain of losing money affects people
more than the happiness of making money. Because of
this, some people keep trying to improve a failing
investment instead of ending it. At the same time,
many investors sell their winners early because they
fear things will not work out well in the long run. Both
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of these actions can eventually harm a person's
investment achievements. We sometimes help
ourselves when we believe we are more informed than
we are. Confidence is reasonable, but it might make
you take significant risks if you become
overconfident. Many expect to outperform the market,
but research finds that even the most experienced
investors face difficulties. This type of overconfidence
often makes people trade a lot, take on too much risk,
and overlook the dangers.

Many social factors have a significant impact, too.
People regularly use the actions of others to guide their
actions. If stocks everyone else buys go up, you may
not do as well if you do not participate. Such behavior
by traders can make price changes more extreme,
either up or down. This has happened before,
especially in the dot-com bubble of the late 1990s and
the housing crisis of 2008. When stories and headlines
become known, people often work together before
they have all the facts. How we feel can influence
whether we regret or look forward to a result. Getting
caught up in the excitement of a popular market may
make someone forget about the possible risks. Facing
regret, some people might try to earn money from
investments that are now out of reach. Trying to deal
with these emotions may cause a person to act in ways
that do not match their overall financial strategy.

That is especially important to know—we do these
biased things, just like we do many other things, again
and again. They are a way people handle unpredictable
situations and fears of failing. Being aware of these
patterns can make people better investors. Some
individuals put their money into regular automatic
investments to avoid getting side-tracked by their
feelings. A few work with financial advisors to help
them make a plan that suits their habits. Those in
charge must know about such biases to design sound
financial regulations. It includes more than just giving
advice—we build systems that keep people from
making common errors. Circuit breakers ease tensions
in the market when many investors feel nervous. Good
and straightforward information helps people decide
what to do, even through rapid changes in the market.

To conclude, behavioral finance tells us that investing
is influenced by factors other than numbers. The
purpose is to realize how people experience their

IRE 1710107

feelings, thoughts, and actions. By noticing these
human elements, investors can pick better strategies,
policymakers can make smarter rules, and everyone
can continue advancing toward their goals.

A. Future Research Directions

Behavioral finance has made it possible to understand
the thinking behind how we handle our finances. But
the learning process never really ends. The subject is
constantly improving, and more research will help
address lingering problems and extend our awareness
further. An important point is how someone's culture
and background can help define their investment
habits. Biases like overconfidence and herd behavior
exist in various situations but affect things differently
in different areas (Akerlof & Shiller, 2009). Due to
their past and the state of their economy, people in
each country have distinct opinions about risk, saving,
and investing. Studies in the future might look at how
different cultures influence people's responses to both
market happenings and financial advice. Awareness of
cultural differences allows advisors and policymakers
to develop more suited and effective ways to address
problems.

It is essential to discuss the influence of new
technology. Because of social media and digital
investment websites, information moves swiftly and
readily. Because of this, people may begin acting
alike, which could lead to new difficulties for investors
(Kirilenko et al., 2017). Communities like Reddit's
WallStreetBets proved that social action can push
markets fast, like what happened with GameStop in
2021. Research might also focus on how online groups
affect investor actions and whether they strengthen or
weaken the stability of markets. People are also
interested in algorithmic trading and automated
investment tools. Algorithms are programmed to
behave according to rules without human feelings, yet
people make them with biases (Lo, 2005). It would be
worthwhile to study whether these algorithms make
biased behaviors stronger or weaker among investors.
High-speed trading systems can react instantly to price
changes, causing the market to become much more
fragile (Kirilenko et al., 2017). Scientists could
explore how to manage market efficiency and fairness
at the same time.
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Many now believe emotions are essential in finance,
thanks to technological advances such as brain
imaging (Kuhnen & Knutson, 2005). Neurofinance
studies have found that regions in the brain associated
with feelings such as fear and excitement can affect
decisions concerning risks and rewards. Future studies
could explore how emotions differ in different
financial markets and how they impact long-term
investment returns. Another critical focus could be
following how our biases progress with time. Most
studies deal with fast decisions, yet investing for the
longer term has its problems. People's attitude towards
risks may depend on their recent experiences; they
might be more cautious after a crisis or more confident
after consistent gains in the market (Barberis & Thaler,
2003). Watching how these attitudes change can assist
investors and those managing their investments.

There is still a lack of real-world research on applying
what we know. Being aware that emotions and biases
affect people is not the same as designing solutions
that support them. Further research might explore
options to help people stick to their plans even with
volatile markets. Such efforts consist of experimenting
with computer-based investing, introducing financial
classes, or finding ways to give investment advice that
touches on its emotional side (Thaler, 1985). In brief,
behavioral finance has proved that factors besides
numbers shape the markets. They deal with people and
what they hope for, fear, and tell themselves. Suppose
we understand how culture, technology, and emotions
play a role in shaping financial stories. In that case,
future studies can help us create an economic world
that is efficient and caring for people.

B. Limitations

Behavioral finance has shown many reasons people do
not always behave rationally; however, there are still
some limits to be aware of. There isn't just one answer
for why people invest; humans are not simple. Our
knowledge of biases and emotions is gathered from
controlled experiments or history. Actual markets and
lives are not clean or easy to predict. So, though loss
aversion and overconfidence appear in many studies,
they may have different outcomes for different people.
How someone interprets risk and opportunity can be
affected by personal experiences, family, or
unexpected events; these are not always easy to
explore in a lab or textbook.
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It is also an issue that these theories usually assume
everyone reacts similarly to certain sights or
experiences. What people do in such cases can change
based on various things, such as their age, money, or
mood of the day. How much people invest and what
they invest in may also depend on social and cultural
trends (Akerlof & Shiller, 2009). In some places, a
decision that looks risky is seen as safe. It is also true
that behavioral finance mainly studies the behaviors
shown by people in the past. Since markets can change
at any time, using new tech and investing methods can
also cause people's actions to change. Due to social
media and instant trade apps, it is now simpler for
people to react quickly and follow what everyone else
is doing (Kirilenko et al., 2017). There is still
uncertainty about how these modern tools change
familiar patterns. Although behavioral finance teaches
us how to manage our biases—Ilike setting up autopay
for investing or consulting an advisor—it is not always
simple to do these things. While individuals usually
understand the need for rational actions, this doesn't
always make them act rationally. Strength and self-
control are needed to resist your gut feelings when
dealing with money. They don't affect the worth of
behavioral finance, which is constantly growing and
developing. Noticing these challenges will lead
researchers to develop better ways of understanding
money choices and helping everyone use their money
more wisely.

V. CONCLUSION

The field explains why investors and financial markets
commonly go against the models of traditional
economic theories. Feelings, mental habits, and the
impact of social factors play a significant role in
explaining why investors behave differently and why
markets can fluctuate (Kahneman & Tversky, 1979;
Barberis & Thaler, 2003). Mistakes arising from loss
aversion and overconfidence when making choices
also occur because of herd mentality, which drives
bigger market fluctuations and causes asset bubbles
(Shiller, 2000). It is clear from the evidence that these
psychological forces impact investment results and
financial market stability. In the argument made by Lo
(2005) in the Adaptive Markets Hypothesis, the
behavior of investors is influenced by emotions,
pressures from society, and even shortcuts in thinking,
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which change and affect financial markets. Knowing
these behaviors is essential for investors to reduce
mistakes and increase their earnings. Policymakers
should ensure the rules they set take into account and
control human biases, given the rise of technology in
financial sectors (Kirilenko et al., 2017).

In conclusion, including behavioral finance in
financial practice helps us better understand markets
and deal with intense feelings of fear and greed. If
investors and policymakers remember that both
statistics and human factors influence the markets,
they can find strategies that help manage the
challenges of today's global finance (Shiller, 2017).
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