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Abstract 

The rise in complexity of the financial markets has expanded the significance of the process of 

comprehending the investor behavior especially concerning the issues of financial literacy and 

behavioral biases. This paper examines the methodological frameworks and attempts to study 

the complex interconnection between financial literacy and behavioral biases and their effect 

on shaping investment choices. Financial literacy, which is the knowledge of an individual in 

relation to his/her financial abilities to cope and apply different financial capabilities or 

knowledge on different issues like personal financial management, budgeting, and investing are 

well known important factors that define good financial behaviour. Yet, there is evidence that 

even educated people, with decent financial literacy, are vulnerable against cognitive and 

emotional biases, like overconfidence, anchoring, herding, and loss aversion. 

 

This study will attempt to synthesize and critically analyze the methodological strategies that 

have been used in the past to conduct a research on this topic. Quantitative and qualitative forms 

of research are discussed to comment on their strength, weaknesses, and the ability to pick up 

the complex interrelationship between psychology and knowledge. The slightly more 

quantitative methods that are going to be applied to quantify level of financial literacy and 

existence of biases, as well as their impact on investment outcomes include structured surveys, 

psychometric scale, and regression analysis. Another technique is Structural Equation Modeling 

(SEM) and logistic regression because of their ability to model a complex relationship. 

 

The qualitative approaches to investigation such as in-depth interviews, focus group 

discussions, and behavioral experiments, on the one hand, will allow understanding investor 

motivations and real life decision making situations more closely, and there is the tendency to 

identify nuances which might be lost in quantitative instruments. In addition, the paper talks 

about the assimilation of mixed-method techniques that unite the rigidity of numerical studies 

with the insights of qualitative information, providing a better perspective regarding the conduct 

of investors. 

 

At the end of the review, the conclusion is as follows: Although one methodological approach 

can provide useful tips, the multi-dimensional approach is required to ensure the robust and 

sound exploration. It proposes that future studies should focus on strategies that are adaptive 

and interdisciplinary, at the ground level of making new progress in this field by using 

breakthroughs in behavioral finance, cognitive psychology, as well as data analytics. Insights 

into the combinations of financial literacy with behavioral biases have significant repercussions 

on policy-writers, financial teacher, and investment counselor in instituting more successful 

financial training programs and laws. The research is helpful to the literature since it charts out 
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the course of research methodology and provides insight as to the way forward on empirical 

research on financial behavior. 

 

Introduction 

Over the past few years the world financial landscape has changed tremendously to be based 

on the aspect of technology changes, the emergence of complicated investment instruments and 

the opening of capital markets to a much larger number of individuals. In this age of initiatives, 

citizens are increasingly becoming responsible to take wiser financial choices that can affect 

future and long-term financial welfare of the person. Nevertheless, even with the proliferation 

of financial information, it has been observed that many investors are displaying less than 

optimized investment patterns. The paradox has elicited a lot of interest in two salient concepts 

in the field of behavioral finance, namely financial literacy and behavioural biases. 

 

The concept of financial literacy can be defined as the capacity of a person to disrupt, analyze, 

and use information on finance with the aim of making economic decisions. It covers various 

abilities such as budget, invest, risk assessment and finance product knowledge. It is also 

assumed that financial literacy results in more logical financial decisions, the greater the level 

of this literacy. Nonetheless, there is empirical evidence claiming that even the most informed 

investors are not immune to the systematic deviation of rationality as it is mostly caused by 

behavioral biases. Moreover, such biases as overconfidence, loss aversion, anchoring, mental 

accounting, and herding tend to affect the decision-making process in an unintended and 

predictable manner. 

 

It is important to recognize the twofold effect of the two concepts of financial literacy and 

behavioral biases since a combination of both of them impact investment choices of people. On 

the one hand, financial literacy provides an opportunity to improve decision-making ability, 

whereas, on the other hand, the behavioral biases can interfere with it, resulting in ineffective 

performance in terms of investments, i.e., risk-taking, inadequate diversification, or trading 

emotions. The interaction between the two is tricky research problem and a close thought-out 

methodological approach is needed to delve into the method of capturing and analysing investor 

behavior. 

 

The proposed study is a research which proposes to study various methodological strategies 

used in the other studies in investigation of effects of financial literacy and behavioral biases in 

investment decision. It is necessary not merely to chart the instruments and methods applied 

but rather to critically evaluate how well they can carry out the disclosure of the cognitive 

processes and informational incompleteness underlying the investment activity. This study also 

helps improve empirical techniques employed in behavioral finance and psychology of 

investors by determining its strengths, constraints and promising directions. 

 

Further, the knowledge aquired in the current research can be used practically in the area of 

financial education programs, regulatory policy and advisory services. Improved knowledge of 

the relationship between financial literacy and behavioral biases will help to deploy highly 

directed responses to enhance rational behavior among investors, foster financial inclusion and 

stabilize the economy at the personal and societal levels. 

Nature and Scope of the Study 

This study is analytical and exploratory in nature and is based on the interdisciplinary field of 

behavioral finance, financial psychology and investment decision-making. It examines the 
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extent to which a methodological approach is used to examine the correlation between financial 

literacy and behavioral biases as applied to individual investment choices. The analytical part 

will entail a critical analysis of the quantitative, qualitative and mixed-method approaches 

deployed in the past studies whereas the exploratory aspect will aim at establishing the gaps, 

emerging patterns and methodological prowess that help in developing a better understanding 

of investor behavior. 

 

Centrally, the study accepts the fact that the investment choices are never made out of pure 

knowledge or sensible calculations only, and that they are also greatly predetermined by mental 

course and psychological biases. The required body of knowledge on evaluation of risks, 

returns, and financial options is offered by financial literacy, whereas behavioral biases impair 

our perception and judgment to produce often absurd results. Such a duality presupposes that 

the research is rather complicated and requires using a wide diversity of research tools that can 

reflect not only the measurable levels of knowledge but also the subjective trends of behavior. 

 

Despite that extent, the research will span a wide survey of the approaches used in the literature 

either in terms of a survey-based approach to research, experimental framework, econometric 

modeling, structural equation modeling (SEM), content analysis, and observational research. It 

involves also the comparative work of disparate demographic cohorts, investor types, and socio-

economic scenarios to comprehend how the effect of the financial literacy on them fluctuates 

and what are the sources of biases. The research aims at identifying cross-cultural pitfalls and 

situational variables along with their impact on investment strategies by lowering into the 

developed markets, as well as emerging ones. 

 

Moreover, the paper takes into consideration the hypothetical incorporation related to 

behavioral economics, cognitive psychology, and decision science in financial studies to 

provide interdisciplinary views. The broadness of this enables greater and more profound 

insight on how and why people choose to invest in the real world context. 

 

Overall, the study is both critical, comparative and reflective in its nature as it inquires into the 

methods of study of behavioral finance whereas is broad in its methodological paradigms, 

contexts and disciplines. The knowledge that is gained in this research is expected to have 

positive impacts on scholars, teachers, policymakers, and financial professionals as it will direct 

the future theoretical research and implementations towards an informed, rational, and biases-

conscious investment behavior. 

 

Significance of the Study 

This study may be interpreted as highly relevant because it addresses such an important problem 

that currently has a critical moment where financial literacy and behavioral biases collaborate 

to influence personal investment choices, which is becoming increasingly important in the 

modern-day rapidly fluctuating financial landscape. The financial markets have become 

democratized and the platforms to invest in are more accessible to the people hence enabling 

them to make their own financial decisions. Nevertheless, they are also vulnerable to the risk 

of having poor financial literacy and psychological bias created as a result of this empowerment. 

The study is part of an evolving area in behavioral finance area that evaluates the way 

methodological techniques have been employed to research these components providing both 

practical and theoretical worth. 
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The significance of the study is that it can fill the breach between theoretical models of financial 

markets and the actual behavior of investors. The view of traditional financial theories is that 

in order to make decisions investors are rational, however, behavioral finance indicates that 

very often people are not rational in their choices, which is caused by the influence of the 

cognitive and emotional factors. In the process of identifying and testing the methodologies 

used in the study of these deviations, the study assists in narrowing or fine tuning the empirical 

procedures to suit investor realities. 

 

To policymakers and financial educators, the study presents effective ideas on the direction in 

which financial literacy programs should be designed and channeled. The stakeholders are also 

able to implement interventions to deal not only with informational lapses but also behavioral 

traps by knowing the approaches that will help in capturing the two dimensions well. It can be 

important especially in developing economies where the financial inclusion initiative is gaining 

momentum and where long-term result of negative investment judgments can be dramatic. 

 

Moreover, this study is a guide to a researcher and an academic who wants to conduct a financial 

behavior study since it gives the strengths, weaknesses, and the changing trends in conducting 

the research topic. It advocates methodological rigor and embracement of interdisciplinary tools 

that are based on psychology, economics and data science with a view to providing an investor 

with a more comprehensive perspective of making their investment decisions. 

 

In the view of financial advisor and practitioners, the study can give the understanding of the 

client behavior that is deeper than just the superficial data. With a cognizance of the power of 

behavioral biases coupled with financial literacy, it is possible to make a more effective and 

personal financial plan. 

 

Essentially, the research is not only notable academically but also has practical implications on 

academic work on behavioral finance and the promotion of educational, advisory and regulatory 

efforts to promote sound and bias-conscious investment behavior. 

 

Review Of Literature 

Lusardi and Mitchell (2014) carried out an international research aimed at the study of 

individual investment impacts using financial literacy. They found out that financial illiteracy 

denotes bad savings habit and ineffective investments. On the foundation of comprehensive 

survey data of different countries, their studies indicated that financial education should not be 

the sole prerequisite against irrational behavior since people may continue to be swayed by the 

effects of cognitive biases, including overconfidence and framing decisions. They stressed the 

necessity of the incorporation of financial education programs that include a behavioral sense 

of awareness. It was also observed that there are gender and age disparities where women and 

the older individuals were less financially literate. Regression models employed during the 

research indicated that financial literacy had a positive correlation with planning and building 

of wealth. But the individuals which were most financially knowledgeable were also subjective 

to the psychological biases. The authors recommended an integrated approach of formal 

education and behavioral training to make things better. It also stressed the need of further 

experimental work and real life intervention studies. They find them interesting in promoting 

policy to create specific financial literacy campaigns. Notably, their work has been quoted 

around the world as the basis of inclusion of financial education in school curriculums. The 

article has directed a number of financial inclusion projects, particularly in third world 
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countries. In the study, the researcher recommended the use of longitudinal design in future 

studies, to measure the changes in behavior as time goes by. It has also contributed a lot in 

literature because it connected literacy to psychology in decision-making. The mixed-method 

type of research allowed the study to become wholesome and far-reaching. They were 

recommending the application of mobile and digital tools in developing awareness as part of 

their policies. They have also outlined cultural differences which affect the process through 

which people perceive the financial information. Subsequent studies on the role of trust and 

social norms on investment behavior were motivated by the paper. They promoted the role of 

economists, educators and psychologists working together with each other. On the whole, the 

investigation provided an excellent basis to the research of financial literacy coupled with 

behavioral finance. 

 

Barberis and Thaler (2003) gave the first exposition of behavioral finance with an analysis of 

cognitive errors in deriving financial resultants. The systematic review included such 

phenomena as loss aversion, mental accounting, herding, and overconfidence of investors. They 

disfirmed the efficient market hypothesis based on empirical evidence and observation in the 

market, stating the fact that investors tend to be irrational most of the time. The rationale of 

their arguments was that even an informed person could also be influenced by biases, and the 

predictions and rational decisions in the market are not valid. The paper they published 

demonstrated how there are psychological shortcuts such as the use of the heuristics that leads 

to repeated and persistent misjudgment of the risk. They proposed theoretical models to 

combine traditional finance and cognitive psychology creating a foundation to behavioral 

economics. The authors have put up case studies of market bubble and investor panics to explain 

irrational mass behavior. They advised on application of psychological profiling and 

experiments to analyze investor judgment. The criticism of the models of rational agents caused 

behavioral factors to be introduced in the textbooks and education in financial studies. They 

suggested that better investor behavior could be dictated by policy tools e.g. the default settings 

and the framing effects. The article also suggested the replication of the conduct experiments 

in a monetary setting in an empirical fashion. It has become a typical reference in works that 

talk about the weaknesses of the rational investment models. Presence of noise traders in 

markets still prevails is also signified by the authors going against classical theories. Their 

efforts are the basis of the efforts going on today to formulate investor-friendly laws based on 

behavioral clues. The examples of real-life trading were used which gave the practical 

importance on what they were trying to prove mathematically. The research supported the 

dynamic model to imply the psychology of investors as they change. They also promoted the 

notion of greater interdisciplinary work in the financial research. The paper made a great 

contribution to the mainstream recognition of behavioral finance. It motivated several 

subsequent experiments that tried to deal with financial markets in the real world being 

unpredictable. The legacy of the study is in showing that irrationality is not an exception, it is 

the rule to the investment decisions. 

 

Glaser and Weber (2007) had investigated the effects that overconfidence has on investment 

choices and trading. The authors have relied on experimental and market-based data to prove 

their assertion that overconfident investors frequently trade and many of them experience low 

returns. They also indicated that self-attribution bias and the illusion of knowledge effect might 

be behind overestimation of financial capability of the individual. They also formulated a set of 

risk assessment models in order to study the accuracy of decision-making and established a 

significant correlation between overconfidence and poor performances in a number of 
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investments. The participants always felt that their predictions were more accurate than it turned 

out to be. Majority of them still overestimated their financial knowledge even in cases where 

they had given the corrective information. The researchers found out that male and higher 

income investors had greater overconfidence. The authors cautioned that wealthy people tend 

to exchange gains and become bankrupt because of misguided confidence through overtrading. 

The character of their approach was a mixture of psychological surveys and real-life trading 

performance. They even made a comparison between novice and experienced investor in order 

to note the behavioral differences. In the study, self-awareness and behavioral training were 

found to be of fundamental importance in financial literacy initiatives. The article substantiates 

the idea that financial education should not just be an information provision process. Through 

the determination of behavioral attributes, the paper adds value to establishing interventions 

that focus on various types of investors. The authors also suggested that they could train the 

investors to detect the biases by making use of simulations. Their contributions have been 

frequently noted in the study of behavioral finance and policy of investor behavior. The paper 

precipitated the need to monitor the investor behavior when the market environment was 

varying. It proposed to incorporate behavioral measures into risk profiler tools utilized by the 

advisors. In general, this article presented a good case to recognizing and correcting 

overconfidence in investor education. 

 

Kahneman and Tversky (1979) introduced Prospect Theory that was a revolutionary change 

in the perception of gain and loss by people. The paper proved that people never estimate the 

results in an absolute way but comparatively relative to another point that result into 

inconsistent and frequently irrational decisions. It was observed that losses tend to more 

elaborate psychological influence than gains of the same magnitude, which is the reason behind 

tendencies such as loss aversion. Their way of experiments revealed that people also tend to 

make decisions that contrast expected utility theory. The work forms the basis of modern 

behavioral finance questioning the rationality of the traditional economic models assumptions. 

Through well-designed decision-making activities, the researchers focused on assessing the 

manner in which individuals appraise risk. They had found systematic departures of rational 

financial decisions in levels of income and education. The paper gave the reason as to why 

investors prefer to keep losing stocks more than winning ones. Their theory has been utilized 

in other fields such as insurance, real estates, and planning of retirement. The authors suggested 

the framing of investment choices taking into consideration the biases. In their work, they said 

that it is important to establish the aspect of financial education in order to cover both emotional 

and intellectual features of investment. It aided the regulators to see why sunlight is not a 

sufficient ingredient in securely stimulating rational behavior. The results re-shaped the policies 

concerning the default choices of retirement plans. Their model has become common in the 

field of behavioral economics, marketing and finance. The study was of long-lasting impact, as 

it is currently covered in almost any program in behavioral finance discipline. The theory 

enhanced monetary predictive instruments by imitating the actual decision-making. It has 

become one of the main sources in the risk perception and irrationality of an investor. They also 

provided new thoughts which led to further research on heuristics, mental accounting as well 

as time inconsistency. The paper has had a permanent effect on the field of psychology as well 

as economics. Kahneman was later awarded the economics New Nobel Prize because of this 

work. The theory has remained to direct the approach of financial advisors to the formulation 

of advise, which is compliant with investor psychology. It is applicable in the modern intricate 

financial world. 
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Ricciardi and Simon (2000) offered a theoretical paper on psychological effects in choosing 

investments. They have listed the behavioral biases as cognitive errors and emotional bias and 

described the impact of the former and the latter on the outcome of investment. The authors 

claimed that confirmation bias and hindsight bias along with many other cognitive biases have 

their basis in faulty information processing. Biases based on emotions, they said, such as loss-

aversion, fear and over-optimism are harder to overcome since they are part of the personality 

of an investor. The paper has noted the shortcomings of the conventional finance theories in 

predicting irrational behavior of investors. They applied a qualitative synthesis of a behavioral 

economics literature and finance psychology. In the paper, it was hypothesized that until 

financial education reflects an understanding of emotions, it will not help. The authors had 

suggested establishing of investor profiles through psychological tests. They also advised the 

financial planners to give their announcements in the light of the behavioral trends. Their studies 

became central in how their biases remain even when one is highly financially educated. They 

also encouraged application of behavioral coaching in order to assist an investor deal with 

emotions. They also pointed out the relevance of reflective thoughts to contain impulsive 

investment decisions. Their contribution made way to the behavioral finance advisory tools. 

The research recommended incorporation of behavior training within the professional 

certification course. Their propositions required scenario learning and Investor education 

feedbacks. The article is useful in both the scholarly and practical terms of financial planning. 

It led to a wider appreciation of the irrationality on the part of investors than that which is 

defined within the market anomalies. Their contribution also played a core role in promoting 

interdisciplinary research on investment behavior. The authors pointed out to the fact of social 

influences and media that impact behavioral errors. They also came up with the conclusion that 

the major tool towards long-term success in investment is self-regulation. The article led to the 

further research on how types of investors can be segmented according to their behavior. Their 

added value has been to associate the theoretical concepts of bias with the intervention of 

practical investment behavior. 

 

Pompian (2006) initiated the development of the practical application of behavioral finance by 

advancing investor behavioral types depending on biases and financial knowledge. He 

categorized investors in four categories i.e. Passive Preservers, Friendly Followers, 

Independent Individualists, and Active Accumulators. The groups were associated with 

prevailing behavioural biases as well as different styles of investment. Pompian suggested that 

there were specialized asset allocation plans and advancing approaches per each kind. His work 

stated that behavioral characteristics are stable and quantifiable thus fit to be profiled. He 

developed a model in the form of a questionnaire to determine the type of investors and their 

proneness to biases. The research was a combination of both qualitative information and 

behavioral analytics. It also proved that even risk tolerance and behavioral biases tend to 

conflict, which affects portfolio building. The author pointed out the constraints related to the 

financial education in conditions when emotions prevail over the decision making. What 

Pompian emphasized is that the advisors should not be viewed solely as suppliers of 

information, rather, they should take on the role of behavioral coaches. He used real life 

situations on how various types of investors react to market instability. This study was one of 

the early studies to provide useful practical tools on how to incorporate behavioral information 

into wealth management. It favored the move to behavioral goal oriented financial planning. 

His literature has found its way in many investment consultancies and even, training on finance. 

It has been shown that the behavioral classifications have held true in populous groups of 

investors. Guidelines of bias-aware portfolio rebalancing were given in the paper. It also 



 

 

European Economic Letters 

ISSN 2323-5233 

Vol 15, Issue 2 (2025) 

http://eelet.org.uk 

4946 

proposed the adoption of behavioural nudges so as to encourage disciplined investing. The 

model developed by Pompian aided the advisors in the mitigation of panic among clients in 

cases of financial crises. The model is good in accordance with the advancing robo-advisory 

platforms. The paper stressed that financial planning should be customised even at a 

psychological level. His input has had an impact to both the industry best practices and 

academia research. It still serves as a recommendable repertory of incorporating behaviorally 

driven approaches in investing. 

 

Hilgert, Hogarth, and Beverly (2003) examined the interaction between the financial 

knowledge and the financial behavior in the households of the United States. With national 

survey data they discovered that the more the financial knowledge, the more the financial 

management, like budgeting and saving. Nevertheless, the study also found out that knowledge 

alone was not enough in enhancing the best behavior. Although most of the respondents were 

well informed, they still made poor investment decisions owing to biases and a shortage of self-

control. The authors observed that the personality and habitual behavior played a crucial role in 

the actions of finances. They found that it was necessary to include behavioral training in 

financial education. The analysis was based on the logistic regression models to determine the 

influence of multiple predictors on financial behavior. They suggested developing educational 

intervention that would support the positive financial behavior. Their study led to the attitude 

behavior gap of personal finance. The authors also proposed behavioral strategies like goal 

setting, feedback, and reminder. The aspects of the peer influence and social learning to 

financial decision-making were also discussed. The research was among the first ones to use an 

empirical connection between financial literacy and real behavior. It also discussed the 

influence of such demographic factors as income and education. This research had an 

implication on the structure of financial education activities funded by the U.S. government. 

The interventions that the authors suggested were at the school-level and were provided in 

electronic format. They came to a conclusion that behavior-oriented teaching will contribute to 

a more successful result than the learning that is knowledge oriented. They used a cross-

sectional and a longitudinal approach. The article highlighted reasons why training should be 

repetitive and conducted in the field in form of simulations. It has been a major point of 

reference in policy based financial literacy. The research article contributed to the shift of the 

emphasis on accumulation of knowledge in the study of financial literacy towards behavior 

change. 

 

Shefrin (2002) in the book Beyond Greed and Fear, he addressed how financial choices can be 

influenced by affects of psychological factors such as fear, greed and regret and mental short 

cuts. He exemplified how such feelings result to inefficient timing in the market, over investing, 

and low diversification. The findings of the book were synthesized with results in cognitive 

psychology, economics and behavioral finance. On the explanation of why investors behave 

illogically, Shefrin claimed that traditional models of finance do not provide answers on this. 

He explored the behavior of crazy decision-making by investors using real life market 

situational examples such as the dot-com bubble. The author singled out behavioral biases main 

of them are disposition effect, mental accounting, and status quo effect. He underlined the 

importance of self-discipline of behavior and thoughtfulness. The book appealed to both the 

academic and practitioner readers and led theory to practice. It contained some measures to deal 

with behavioral traps of clients by their advisors. Shefrin proposed to design policies of 

behavioral investments according to the psychology of clients. He has suggested decision aids 

and checklists that can be used to mitigate impulsivity and decision making according to 
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emotion. His work impacted the application of automatized tools of investment that restrict 

behavioral interference. Scenario planning and loss-framing were suggested by the author to 

control expectations. In portfolio management, he also touched on group decision-making 

behavior. The book is still a classic in teaching behavioral finance and in training programs. 

The works of Shefrin were able to influence a behavior-sensitive financial advice in the 

industry. The job focused on the fact that emotional intelligence is as valuable as financial 

literacy. His utility tools are still in use in finance and fiduciary practice. Its book gave an input 

in designing nudging policies of investors after the crisis of 2008. It has led to emerging studies 

on behavioral investing as well as financial therapy. 

 

Statman (2014) it has investigated the nature of normal, non-rational behaviour on subsequent 

investment decision and market consequences. He criticized the classical view that investors 

are always rational and utility maximization. He based on behavioral finance and claimed that 

people usually demand expressive and emotional payoffs of investment. The research indicated 

the difference between behavioral and mean-variance optimized portfolios. Statman has 

analyzed regrets aversion, representativeness and house money effect. He showed results of 

market surveys, test data and behavior models. The author has pointed out that the investors 

make financial decisions utilizing utilitarian and psychological perspectives. He criticized the 

concept of a rational investor and came up with the character of a normal investor. His 

contributions helped in the reconsideration of financial planning on the realistic human behavior 

principles. The paper had advocated the need to match financial counsel with psychological 

needs of an investor. It addressed the manner in which the behavioral finance might describe 

such phenomena as socially responsible investing and crypto mania. The part of an investor 

behavior influenced by a cultural and religious background was also studied by Statman. He 

suggested a correlation of financial planning and life objectives as well as emotional 

preferences. The study noted that investor stories were important and were necessary to make 

behavior-based advising. He urged the shift to human-centric guidance in the financial advise, 

over algorithmic. The author has pointed at the inefficiency of risk profiling instruments that 

consider the behavioral aspects. The article employed a narrative-empirical research technique 

to argue its points. His work was used in the creation of the behavioral value investing 

frameworks. The paper called upon the financial sector to maintain efficiency and empathy. It 

has been a vital input in rehumanising financial decision-making in practice and policy. 

 

Baker and Ricciardi (2014) gave an in-depth account of behavioral limitations and their 

application on the investor and financial experts. They divided biases into cognitive and 

emotional ones and described how both of them can distort financial decisions. The authors 

provided elaborate instances of how the actual lies equal anchoring, overconfidence, and 

framing is applied in real life investment situations. The article emphasised the need of financial 

advisors to be aware of client biasses and help confront them in the consultations. They made 

it clear that ‘in investor behavior, irrational expectations are back in fashion particularly in 

turbulent markets. The authors recommended on structured interviewing and diagnostic 

measurements as part of behavior tendency testing. They were promoting the infusion of 

behavioral training courses in financial advise certification courses. They worked based on 

applied behavioral finance which provided practical information to industry players. The paper 

also considered the effect of groupthink and media influence as the enhancer of irrational 

market behavior. The authors suggested that advisors apply such techniques as reframing, 

default options, as well as, reminders to aid in improved decisions. They demanded 

incorporation of behavioral principles in the designing of products, risk communication, and 
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interaction with clients. The research advocated hybrid models of advisors with the mixture of 

human emotions and AI assisted instruments. The article continues to be well referenced in 

advisors training courses and financial consultancy schooling. Their contributors helped the 

case of behavioral wealth management. The authors emphasised the importance of knowledge 

of psychology of the client which will result in more ethical, practical advice. They further 

talked about the place of trust and emotion in the longer-term investment success. Their analysis 

has enduring impacts on the development of such something as investor-centric financial 

services. They decided that behavior-conscious investing leads to better satisfaction and 

finance. Their study enhanced connection between academic theory and practice advisory. 

 

S.No. 
Author(s) & 

Year 
Title / Focus 

Methodology / 

Model Used 
Key Findings 

1 

Lusardi & 

Mitchell 

(2014) 

Financial literacy 

and decision-

making globally 

Cross-country 

surveys, 

regression analysis 

Financial literacy is essential but not 

sufficient; behavioral biases 

influence even knowledgeable 

investors. Gender and age gaps are 

significant. 

2 
Barberis & 

Thaler (2003) 

Behavioral finance 

theory overview 

Literature review, 

market case 

studies 

Investors systematically deviate from 

rationality; biases like 

overconfidence and loss aversion 

affect investment behavior. 

Behavioral models needed. 

3 
Glaser & 

Weber (2007) 

Overconfidence in 

investing 

Experimental data, 

trading records 

Overconfident investors trade 

excessively, leading to lower returns. 

Males exhibit higher overconfidence. 

Behavioral education needed. 

4 

Kahneman & 

Tversky 

(1979) 

Prospect Theory and 

decision-making 

Controlled 

experiments 

People fear losses more than they 

value equivalent gains. Decisions are 

reference-point dependent. Biases 

like loss aversion shape investment. 

5 
Ricciardi & 

Simon (2000) 

Behavioral biases in 

finance 

Conceptual 

analysis 

Investors are influenced by cognitive 

(e.g., anchoring) and emotional (e.g., 

fear) biases. Financial education must 

integrate psychological aspects. 

6 
Pompian 

(2006) 

Behavioral investor 

types 

Investor profiling, 

psychometrics 

Identified four investor types based 

on dominant biases. Customized 

advisory strategies help mitigate 

irrational decisions. 

7 

Hilgert, 

Hogarth & 

Beverly 

(2003) 

Link between 

financial knowledge 

and behavior 

National survey, 

logistic regression 

Knowledgeable people may still 

behave poorly due to habits and 

biases. Financial education should 

include behavioral training. 

8 
Shefrin 

(2002) 

Emotions in 

investment 

decisions 

Case studies, 

behavioral 

modeling 

Emotions like greed and fear drive 

irrational investment. Investors need 

behavioral tools like decision aids 

and planning checklists. 



 

 

European Economic Letters 

ISSN 2323-5233 

Vol 15, Issue 2 (2025) 

http://eelet.org.uk 

4949 

S.No. 
Author(s) & 

Year 
Title / Focus 

Methodology / 

Model Used 
Key Findings 

9 
Statman 

(2014) 

Behavioral finance 

with "normal 

people" 

Narrative and 

empirical 

approach 

Investors pursue emotional and 

expressive goals, not just rational 

utility. Financial advice should match 

psychological needs. 

10 

Baker & 

Ricciardi 

(2014) 

Practical behavioral 

biases in investing 

Applied finance 

models, 

practitioner 

insights 

Biases like anchoring and framing are 

common. Advisors must use 

diagnostics and nudges to help clients 

make sound decisions. 

 

Objectives 

To investigate the role that financial literacy plays on the behavior of individuals when making 

an investment decision. 

To determine and study the presence of typical behavioral drifts that influence financial 

decisions of investors. 

To identify and analyze methodological methods applied to the study of financial literacy and 

behavioral finance conducted so far. 

In order to determine how well quantitative, qualitative, and mixed-method research designs 

can capture financial behavior. 

Investigate the interplay between investments and fiscal knowledge and also psychological 

biases in investment decision-making. 

To suggest a full-scale methodological approach to the future study in the instinct of investors 

and behavioral finance. 

 

Findings and Suggestions 

Findings  

In the study, financial literacy has been shown to be crucial in the determination of decisions 

about investments yet it is normally not widely enough to guarantee the rationality of financial 

actions by individuals. It is a repeating theme in literature evaluated that even an informed 

investor shows behavioral biases like overconfidence, loss aversion, anchoring, mental 

accounting and herding. These biases often conquer smart financial planning and cause 

unreliable or less than optimal investment choices. As an illustration, overconfident investors 

engage in too much trading whereas loss-averse investors fail to take advantage of desirable 

risk taking because of the fear of losses. It is also reflected in the literature that financial literacy 

is not enough to eradicate these biases (and more so emotional ones) which have established 

roots deep into the psychology of investors. 

 

In methodological terms the study discovers that the majority of researchers prefer to apply to 

such forms of quantitative methods as the structured survey, regression analysis and 

econometric modelling. Much though this method is valid in taking measures of financial 

knowledge and draw up correlations, it is not apt most of the time in understanding the subtle 

dimensions of mind and emotion in the behavior of investors. Whereas on the other hand, 

qualitative studies, including interviews and behavioral experiments provide more knowledge 

about how individuals choose to decide but are little used in practice. 

 

There is increased popularity of mixed-method research designs because of their capability to 

integrate the statistical strength of quantitative research and the specificity of qualitative 
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research. Nevertheless, these designs are demanding to incorporate carefully and are also not 

fully utilized in behavioral finance research. The results also point out demographic differences; 

age, gender, income and cultural backgrounds determine how people process financial 

information and react towards biases. It is noteworthy that studies on it are highly concentrated 

in developed countries and it cannot be applied easily in the case of emergent markets. 

 

It is also observed in the study that there is no standardization in the measurement of behavioral 

biases and financial literacy and this makes it impossible to make comparisons of studies. It 

also restricts the availability of evidence since it is limited to the long-term behavior effects of 

financial literacy intervention. Lastly, recognition of the dynamic and situation nature of 

financial behavior has led to increased realization of the need to have dynamic and situation-

responsive methodological frameworks. Such results give an indication that any future studies 

of investment behavior should be more interdisciplinary, more global and more contextual. 

 

Suggestions  

To this end, it appears, based on the finding, that there are a number of important 

recommendations that can be made towards enhancing research methodologies and practical 

applications of research findings in the context of financial literacy and behavioral biases. To 

begin with, the next step in research should be the development of interdisciplinary approaches 

based on behavioral economics, psychology, finance, and data science findings. This would 

help give a better picture of cognitive and emotional elements in the decision making of 

investments. Inclusion of behavioral measure in form of emotional intelligence, personality and 

risk assessment into empirical models will enhance the analysis. 

 

Two, mixed-method research designs will be more acceptable. A combination of quantitative 

phenomena-based surveys, econometric simulations, and qualitative phenomena-based 

interviews, case study, and experimental model simulations will enable us to realize the width 

and depth of the behavior of investors. Such direction may help to be closer to the reality of 

decision-making and offer the applicable roadmap. 

 

Third, financial literacy programs need to be restructured to contain behavioral aspects. Such 

programs must not only teach people the basics of finance, but also how they should internalize 

their biases in order to realize and control them. Self-awareness and abilities to make decisions 

could be improved with the help of interactive learning tools, behavioral simulations, and 

scenario-based training. These programs ought to be demographically or rather set according to 

age group, education level, income and culture. 

Finally, fourth, it is important to perform behavioral training of financial practitioners and 

financial advisors with the purpose to understand their clients and serve them. By knowing 

about biases, advisors can change their behavior with the help of behavioral nudges and 

idiosyncratic communication strategies to lead the clients toward more financially rational 

choices. The use of behavioral tools in the advisory platforms and fintech applications can also 

contribute to this purpose. 

 

Fifth, policy makers and regulators ought to embed behavioral findings inside investor 

protection policies. Cognitive biases tend to influence retail investors; however, their effects 

can be reduced through policy instruments, including default investments, simple disclosures, 

and choices aids. Long-term studies which assesses the effectiveness of such interventions 

should also be included in the support of the regulatory bodies. 
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Finally, the culturally adaptive research is required in emerging markets. The local social norms, 

economic conditions as well as institutional trust influence investment behavior. Thus, it is 

necessary to pay attention to regional contexts in order to achieve effective and pertinent 

dimensions of policy and education models. Such strategy will help guarantee the inclusion of 

growth and financially safe engagement globally. 

 

Conclusion 

The research of methodological approaches to the study of financial literacy and behavioral bias 

in making investment decisions shows the dynamic connection between knowledge, 

psychology, and situational determinants. The element of financial literacy is surely a vital 

precondition of being provided with the opportunity of making productive investment 

decisions. Nevertheless, the research shows quite convincingly that there is definitely more to 

the rational financial behavior than knowledge. Cognitive behavioral biases always cloud 

investor sentiment and knowledge and result in market behavior being against what would have 

been considered rational in classic economic considerations. 

 

The article also indicates the major significance of methodology in identifying the profundity 

of the behavior of the investor. All the quantitative methods such as survey and econometric 

analysis might serve to estimate the broad trends and the statistical dependences but usually do 

not embody the subjective and changing nature of personal decision-making. The less 

commonly used qualitative method offers significant findings as to how and why investors 

make decisions under the effect of specific psychological and emotional factors. The rise of 

mixed-methodology is also an encouraging development, as the method allows to get a balanced 

representation of the picture combining numerical information and a focus on behavior. 

 

The second important conclusion that can be made due to this study is the importance of the 

demographic and cultural variables to determine the correlation between financial literacy and 

the behavior. Individual factors of differences in age, gender, income, level of education and 

cultural setting of a person play significant roles in determining the acquisition, perception and 

usability of financial knowledge. In addition, the majority of the studies are conducted in the 

developed world and they emphasize a significant gap in the comprehension of the pattern of 

behaviors of investors in developing or emerging countries, where the social and economic 

realities are very different. 

The research posits a paradigm change with regard to the designing and delivery of financial 

literacy programs. These programs need to include some aspects of behavioral training rather 

than thinking only about conveying the knowledge of how to deal with their biases. Financial 

advisors and policymakers should evolve as well with advisors building strategies based on 

behavioral insights, and policymakers building rules based on a symbiotic understanding of 

how investors really conduct themselves. 

 

To wrap it up, more rational and responsible investment decisions can be made on the way to 

more holistic research and education framework, which recognizes the inaccuracy of financial 

knowledge when subjected to the absence of behavioral tendencies. Better methods and 

methodological variety and behavioral awareness of researchers, educators, and financial 

institutions could construct more resilient and psychologically informed financial systems 

together. This practice is not only beneficial to the personal financial health but is also helpful 

in stabilizing and inclusiveness of the economic environment as a whole. 
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Future Scope of the Study 

Future directions of the study on financial literacy and behavioral bias in the topic of investment 

decisions indicate a vast scope of possibilities in terms of future academics and policy 

formulation as well as pragmatic application. With the development of financial markets as well 

as their increased accessibility due to technology, the behavior of the investors is likely to 

become even more complex. This calls not only upon the need to measure financial 

understanding but to take greater focus in conducting research studies by looking in lengths to 

exposing the psychological as well as emotional undertones that drive financial decisions. The 

newer variables the results of which can be extrapolated in future studies include digital 

financial platforms, robo-advisors, and social media, which either increase or reduce behavioral 

biases. 

 

One of the major potential research directions is the design and experimentation of 

interdisciplinary models, which will combine behavioral finance with neuroscience, data 

analytics and cognitive psychology. In this way, the researchers will be able to get a clearer 

picture of how decision-making takes place in real time considering different levels of economic 

and emotional pressure. Further longitudinal research is also needed to determine the changes 

in financial literacy and behavioral trends as time goes by, especially in case of financial crisis, 

change of legislation, and technological interruptions. 

 

Geographically, more all inclusive studies in the emerging and developing economies are 

urgently needed. The literature mainly focuses on research mostly in the western countries or 

developed areas, with little understanding of how investor behavior is determined by socio-

economic, cultural and institutional aspects in different contexts. These studies can be used to 

obtain policy and education approaches in a specific region. 

 

In the realm of practicality, the future research might be on the assessment of the effectiveness 

of behaviorally enriched financial literacy programs conducted in schools and universities, in 

workplaces, and online. Furthermore, since the implementation of behavioral diagnostics in the 

tools of investor profiling may assist financial advisors to offer more personal guidance. 

Lastly, the research leaves opportunities in policy research, as well as the framing of regulatory 

environments that are within the parameters of behavioral restrictions. Potential future policy 

programs would aim at developing protecting margins like default investment schemes, easy-

to-read disclosures and behavioral nudges. 

 

Overall, future horizons of this research can be seen as the topic of methodological ingenuity, 

advancement of disciplinary and sub-disciplinary partnership, and the need to make research 

and policy more inclusive of ground realities of a heterogeneous investor base. All these will 

accelerate financial inclusion, investor stamina, and monetary residency. 
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