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Abstract— The influence of behavioural economics on consumer decision-making in relation to financial goods is 

examined in this study article. Conventional economic models assume that customers make logical decisions, but in reality, 

cognitive biases often cause consumers to make poor financial decisions. The study looks at major biases that affect choices 

on mortgages, investments, insurance, and savings, including present bias, overconfidence, and loss aversion. Through an 

examination of the interface between psychology and economics, the research emphasises how these prejudices impact 

consumer conduct, often resulting in illogical financial choices. The article also explores how financial institutions may 

utilise behavioural insights to create more successful products and services, and how policymakers can use these results to 

help consumers make better financial decisions and become more financially literate. In an increasingly complicated 

financial environment, the study attempts to provide a thorough knowledge of the role behavioural economics plays in 

financial decision-making and provides suggestions for encouraging better informed and advantageous consumer choices. 

Keywords— Behavioral Economics, Consumer Decision-Making, Financial Products, Cognitive Biases, Risk Perception, 

Savings Behavior, Financial Literacy, Investment Choices, Prospect Theory and Mental Accounting. 

I. INTRODUCTION 

The study of behavioural economics, which combines economic theory with psychological insights, has greatly improved 

our comprehension of consumer decision-making. Economic models have always assumed that people maximise their 

utility by acting rationally in light of the information at hand. Nevertheless, actual judgements often depart from these 

models, particularly when it comes to financial items. Consumer decisions are greatly influenced by a variety of factors, 

including social influences, emotions, and cognitive biases. Decisions involving complicated financial goods, where 

customers often confront uncertainty, risk, and long-term effects, such as mortgages, insurance policies, investment 

portfolios, and retirement plans, exhibit this deviation from rationality.A number of biases, including present bias, loss 

aversion, and overconfidence, may affect consumers when they make financial choices and result in less than ideal financial 

results. For example, those who suffer from loss aversion—the inclination to place a higher value on avoiding losses than 

on gaining gains—tend to be excessively careful when making investments. Short-term thinking may result from present 

bias, which is the desire for instant gratification above long-term advantages. Examples of this include choosing high-

interest loans or undersaving for retirement. 
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Fig. 1. Components Influencing Consumer Decision-Making 

 

This study looks at how consumer decision-making and behavioural economics interact, with a particular emphasis on the 

financial goods industry. The article will demonstrate how behavioural biases impact financial product selection and use 

by a careful analysis of the body of current research and case studies. It will also look at how legislators and financial 

institutions may use these findings to create better actions and products that take consumer behaviour into consideration. 

The goal of the research is to provide light on methods for enhancing consumer financial literacy and decision-making, 

which should eventually result in more advantageous and informed decisions. Comprehending behavioural economics will 

be crucial for consumers and industry stakeholders to promote better financial outcomes as financial products become more 

complex. 

 

 
Fig. 2. Relationship Between Behavioral Economics Concepts and Consumer Decision-Making 

 

1.1. Conventional and Behavioural Economic Frameworks 

Conventional economic models operate on the premise that customers are logical agents who, given the information at 

hand, maximise their utility. Behavioural economics, on the other hand, disputes this notion by acknowledging the 

significant importance of psychological elements on decision-making, including emotions and cognitive biases. 

Behavioural models explain the intricacies of human psychology in the context of financial goods, exposing how customers 

often make poor decisions. Knowing the drawbacks of conventional models makes it easier to understand why customers 

would choose less-than-ideal financial products, including high-interest loans or insufficient retirement savings. 

 

1.2. Cognitive Biases in the Making of Financial Decisions 

Cognitive biases have a big influence on how people see financial items. Common biases that influence choices regarding 

loans, savings, and investments include anchoring, overconfidence, and loss aversion. For example, customers with loss 

aversion are excessively cautious and avoid taking risks even when the possible benefits exceed the risks. While 

anchoring—relying too strongly on preliminary information—may lead to customers making subpar comparisons between 



  
   

  
 

2443 

European Economic Letters 

ISSN 2323-5233 

Vol 14, Issue 3 (2024) 

http://eelet.org.uk 

financial items, overconfidence may result in risky investing choices. These prejudices draw attention to the discrepancy 

between sensible conduct and practical financial decision-making. 

 

1.3. Emotions' Influence on Financial Decisions 

When making financial choices, emotions typically take precedence over reasoned reasoning. For instance, fear may keep 

people from making riskier but possibly profitable investments, yet greed may be the motivation behind rash financial 

decisions like speculative stock trading. Financial losses may be substantial when emotional reactions to market swings 

cause panic buying or selling during a bubble. According to behavioural economics, decision-making may be enhanced by 

addressing emotional impacts via improved financial education and product design. 

 

1.4. Current Predisposition and Long-Term Budgeting 

The propensity to value short-term gains above long-term ones is known as present bias, and it often impedes long-term 

financial planning. This bias appears in the context of financial goods as low retirement savings, a reluctance to acquire 

insurance, or a preference for high-interest loans over savings for future purchases. Customers often don't realise the long-

term effects of financial goods or the compounding advantages of starting savings early. Behavioural treatments that 

encourage more future-focused financial choices, including automated savings programs or nudging tactics, may help 

lessen the impact of present bias. 

 

1.5. Behavioural Economics and Financial Literacy 

When it comes to reducing the impact of emotions and cognitive biases on decision-making, financial literacy is essential. 

Research in behavioural economics has shown that even rudimentary understanding of financial goods may lead to better 

decisions. However, since creating successful financial education programs requires a knowledge of human behaviour, 

literacy alone may not be sufficient. Consumers may better manage complicated financial products, including retirement 

plans and investment portfolios, by integrating behavioural economics insights with financial literacy. This can help them 

make better decisions and enhance their financial well-being. 

 

The conventional wisdom in behavioural economics questions the idea that consumers make logical financial decisions by 

emphasising the ways in which emotions and cognitive biases often result in less-than-ideal judgements about loans, 

savings, and investments. Decision-making is impacted by biases including present bias, overconfidence, and loss aversion, 

which lead people to take unnecessary risks, undervalue long-term financial planning, or make snap decisions. Poor 

financial judgements are made worse by emotions like fear and greed, especially when there are market volatility. To 

facilitate improved decision-making, behavioural insights must be integrated with financial literacy, notwithstanding its 

importance. These ideas are being used more and more by financial institutions and legislators to create regulations and 

products that take human behaviour into account, including automated savings programs or incentives that encourage sound 

financial practices. Behavioural biases may impact consumer behaviour and market results, as shown by real-world case 

studies such as the 2008 financial crisis. This emphasises the need of including behavioural economics into frameworks 

for financial decision-making. 

 

II. LITERATURE REVIEW 

The Thaler group (2018): 

In their investigation of behavioural economics' effects on financial decision-making, Thaler et al. focused on how nudging 

may help consumers make better decisions. Their findings showed that little changes, such as retirement savings plan 

default settings, had a big impact on customer behaviour. Financial organisations may assist people in making better long-

term financial choices by taking into account cognitive biases like status quo prejudice and present bias. The research 

demonstrated how automatic enrolment in savings plans led to improved financial outcomes and increased participation 

rates, indicating that nudges may successfully direct people towards making more sensible financial choices[1] 

 

Statman and Shefrin (2019): 

Shefrin and Statman studied the impact of emotions on investing choices, especially in erratic markets. Their findings 

showed that investors often have emotional reactions to changes in the market, which may result in illogical actions like 

panic selling and herding. They discovered that investors make less-than-ideal judgements as a result of behavioural biases 

such overconfidence and loss aversion. Their research emphasises the need for financial products and advisory services 

that take these emotional reactions into consideration. These services should also include solutions to help customers 

improve their long-term financial stability and lessen the detrimental effects of emotional biases in their investing 

decisions[2] 
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In 2020, Benartzi et al. 

Benartzi et al. looked at how internet platforms may be used to influence consumers' financial choices via digital nudging. 

The research examined the effects of behavioural cues and interface design on fintech platforms on users' choices of 

financial products. They discovered that even little changes, like emphasising affordable investing alternatives or 

recommending retirement plans, had a big impact on customer results. Their results highlight how crucial it is to use digital 

interfaces to counteract cognitive biases such as the framing and anchoring effects, which will eventually assist users in 

making better financial choices when interacting with digital content[3] 

 

In 2020, Campbell et al. 

The study conducted by Campbell and colleagues focused on how financial knowledge might help reduce behavioural 

biases in consumer decision-making. Their findings showed that while financial education helps customers comprehend 

financial goods better, biases including present bias and mental accounting are still prevalent. The research found that 

default settings and automatic savings tools, among other behavioural interventions, may improve decision-making when 

combined with financial literacy training. It was suggested by them that policymakers use behavioural and educational 

strategies to help consumers make better financial decisions, especially when it comes to loan selection and retirement 

planning[4] 

 

Mitchell and Lusardi (2021): 

The relationship between behavioural biases in retirement planning and financial literacy was studied by Lusardi and 

Mitchell. Their study revealed that while those with financial literacy are more inclined to save for retirement, they are 

nevertheless vulnerable to prejudices like overconfidence and optimism bias. The research came to the conclusion that 

financial knowledge is not enough to overcome cognitive biases and recommended that in order to increase retirement 

security and offset these biases, financial product designs should include nudges such automated contributions and 

personalised guidance. Their research sheds light on how to create financial solutions that better suit the needs of 

customers[5] 

 

In 2021, Akerlof et al. 

The impact of social norms on financial decision-making was examined by Akerlof et al. The study focused on how societal 

norms and pressures influence consumer behaviour in the financial markets, specifically with regard to lending and 

investment choices. They discovered that people often follow perceived standards, even when doing so results in less than 

ideal financial decisions. According to their research, social signals should be included into financial regulations and 

products to encourage improved decision-making. Higher savings rates were achieved, for instance, by showcasing the 

saving practices of peers in the same demographic. The significance of social impacts on consumer financial behaviour is 

shown by this study[6] 

 

The Barberis group (2022): 

The impact of overconfidence on consumer behaviour in financial markets was investigated by Barberis et al. According 

to their study, customers who are overconfident are more prone to make speculative investments and fail to recognise the 

hazards involved in using sophisticated financial products. This prejudice often increases one's vulnerability to financial 

losses and market volatility. According to the report, financial advisers may help clients avoid overconfidence by giving 

them customised investment plans and more precise risk assessments. The results emphasise how crucial it is to provide 

financial products with improved risk disclosure and advising services to assist reduce overconfidence[7] 

 

et al. Mullainathan (2022): 

The emphasis of Mullainathan et al. was on how behavioural changes might lessen the buildup of debt. Their research 

revealed that present bias and hyperbolic discounting—the practice of prioritising short-term gains above long-term 

financial security—cause consumers to often fall into debt traps. They looked into how customers might manage debt more 

skilfully with the use of interventions like debt consolidation programs and behavioural nudges (like reminders for 

impending payments). According to their study, by assisting customers in making more financially responsible choices for 

the future, behavioural economics may be included into the design of loan products to decrease overborrowing and enhance 

financial stability[8] 

 

Choi and associates (2022): 

The impact of framing effects on customer choice among insurance products was investigated by Choi et al. According to 

the survey, customers often make poor decisions because they misunderstand insurance rates and benefits due to the way 

they are presented. When premiums were presented as a little monthly cost instead of a substantial yearly payment, for 

example, customers were more inclined to choose full coverage. According to the study's findings, repositioning financial 

products to place more emphasis on long-term advantages than on immediate expenses will assist customers in making 

more informed decisions, which will decrease underinsurance and increase financial stability[9] 
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As of 2022, Loewenstein et al. 

The function of emotional regulation in financial decision-making was examined by Loewenstein et al. According to their 

research, investors who could control their emotions—especially fear and greed—made more sane choices. Financial 

organisations might decrease impulsive decision-making by providing tools like emotionally aware financial planning 

applications, which notify users when their actions could be influenced by their emotions. The study emphasises how 

behavioural economics may be used to develop goods that assist users in controlling their emotional reactions and achieving 

better long-term financial results[10] 

 

Olivola and Sussman (2023): 

Sussman and Olivola investigated how customers' assessments of financial goods are impacted by mental accounting. Their 

study revealed that people often divide their financial resources into distinct mental accounts (for example, savings for a 

vacation vs retirement), which results in illogical spending and saving practices. For example, rather of using their tax 

returns to pay off high-interest debt, consumers were more inclined to spend their money on luxuries. In order to enhance 

overall financial health and decision-making, the research suggested that financial products could assist customers in 

consolidating accounts and placing a higher priority on debt repayment than discretionary spending[11] 

 

As of 2023, Bucher-Koenen et al. 

The effect of financial education on mitigating biases in retirement product selection was investigated by Bucher-Koenen 

et al. The research discovered that because of biases including loss aversion and anchoring, consumers often underestimate 

the risk and return profiles of various retirement products, especially annuities and pension plans. Programs for financial 

education that emphasised a clear, accessible explanation of these goods lessened the impact of these biases and enhanced 

decision-making. The study underscored the need of providing customers with focused information on certain financial 

products to enable them to make well-informed choices about retirement planning[12] 

 

Reisch and Sunstein (2023): 

The influence of choice architecture on consumer financial decision-making was examined by Sunstein and Reisch. They 

discovered that customer behaviour may be greatly impacted by the way alternatives are presented, whether on lending 

platforms or in investing platforms. Customers were less overwhelmed by complicated information when there were fewer 

alternatives presented and comparable, straightforward measurements were used, for example, which improved decision-

making. According to their results, reducing options and streamlining financial product information might lessen cognitive 

overload and promote more logical decision-making. The research emphasises how improving customer financial outcomes 

requires clear product design[13] 

 

Hershfield & Associates (2024): 

The impact of future-self visualisation on enhancing long-term financial planning was investigated by Hershfield et al. 

They discovered that people were more inclined to prepare for retirement and make cautious investing decisions when they 

were urged to consider their future selves. This method, which is often used in behavioural economics, encourages 

customers to give long-term objectives priority in order to mitigate current bias. Financial products with future-self 

visualisation built in, including interactive retirement calculators, encouraged saving more money and helped consumers 

make more long-term financial choices. The study emphasises how cutting-edge behavioural technologies may enhance 

consumer financial planning[14] 

 

RESEARCH GAPS 

 

• Impact over Time: Little is known about how behavioural interventions affect consumers' long-term choices 

about financial goods. 

 

• Cultural Influence: Research on how cultural variations impact the financial behaviour and decision-making 

processes of consumers is lacking. 

 

 

• Digital Finance: The use of behavioural economics to digital financial products and fintech technologies has not 

received enough attention. 

 

• Emotional Factors: Little is known about the emotional and psychological aspects of complicated financial 

products that influence customer trust and decision-making. 
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• Behavioural Bias Mitigation: Few workable frameworks exist for reducing cognitive biases in consumer 

financial decision-making by designing products or policies. 

 

 

OBJECTIVES 

 

The goal of the research project "Behavioural Economics and Consumer Decision-Making: A Study of Financial Products" 

is to investigate the ways in which behavioural and psychological aspects impact customer decisions within the financial 

industry. This study aims to close the knowledge gap that exists between conventional economic theories and actual 

customer behaviour, particularly in the context of intricate financial products. Gaining an understanding of these 

behavioural patterns may help financial institutions create better consumer-friendly policies and products, which will 

improve financial literacy and decision-making in the long run. 

 

• Determine Important Behavioural Factors: Investigate the emotional triggers and cognitive biases that 

influence the financial product choices made by consumers. 

 

• Evaluate the Effect on Financial results: Examine the ways in which these behavioural aspects affect the 

financial results for consumers, including risk management, investments, and savings. 

 

• Offer Behavioural Interventions: Create plans and tactics to help consumers make better decisions by lowering 

their prejudices and raising their level of financial knowledge. 

 

III. ALGORITHMS 

Important mathematical models like Prospect Theory, the Discounted Utility Model, the Expected Utility Theory, and the 

Capital Asset Pricing Model (CAPM) are examined in this research paper on "Behavioural Economics and Consumer 

Decision-Making: A Study of Financial Products" in order to comprehend how risk perceptions and cognitive biases affect 

consumer decisions regarding financial products. These formulas provide a framework for examining temporal preferences, 

risk aversion, and decision-making in ambiguous situations. Examining relevant behavioural economics research, using 

these models on consumer data, and assessing how biases like mental accounting and loss aversion affect financial choices 

are all part of the technique. The research uses these equations to illustrate the differences between realistic economic 

models and real-world consumer behaviour, offering suggestions for better financial product design and interventions 

related to decision-making. 

• Expected Utility Theory: 

Expected utility theory helps in analyzing consumer choices under uncertainty, such as selecting financial products with 

varying levels of risk and return. 

 

𝐸(𝑈) =  ∑ 𝜌𝑖  .  𝑢(𝑥𝑖)
𝑛
𝑖=1     (1) 

 

𝐸(𝑈): Expected utility 

𝜌𝑖: Probability of outcome i 

𝑢(𝑥𝑖): Utility of outcome xi 

 

 

• Capital Asset Pricing Model (CAPM): 

CAPM describes the relationship between risk and expected return, useful in analyzing consumer investment decisions. 

 

𝐸(𝑅𝑖) =  𝑅𝑓 +  𝛽𝑖(𝐸(𝑅𝑚) − 𝑅𝑓)     (2) 

 

𝐸(𝑅𝑖): Expected return on the investment 

𝑅𝑓: Risk-free rate 

𝛽𝑖: Beta of the investment (measure of risk) 

𝐸(𝑅𝑚): Expected return of the market 

 

 

• Cumulative Prospect Theory: 
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This equation is an extension of prospect theory, incorporating probabilities into decision-making, reflecting how 

consumers weigh potential outcomes. 

 

𝑉 =  ∑ 𝜋𝑖 (𝑝𝑖)𝑣(𝑥𝑖)     (3) 

 

𝑉: Value function 
∑ 𝜋𝑖 (𝑝𝑖) : Probability weighting function 

𝑣(𝑥𝑖) : Value of outcome xi 

 

 

• Mental Accounting Equation: 

Mental accounting captures how individuals categorize, perceive, and evaluate money, often leading to suboptimal 

financial decisions. 

 

𝑀𝐴 =  ∑ (𝑤𝑖 . 𝐶𝑖)
𝑛
𝑖=1     (4) 

 

𝑀𝐴: Mental account 

𝑤𝑖: Weight assigned to each category i 

𝐶𝑖: Consumption or expenditure in category i 

 

 

When examining "Behavioural Economics and Consumer Decision-Making: A Study of Financial Products," a number of 

crucial equations show how risk perceptions and cognitive biases influence financial decision-making. The Expected Utility 

Theory captures how consumers assess financial goods depending on different degrees of risk and reward, offering insights 

into decision-making under uncertainty. Understanding how investors balance risk and anticipated return is made easier 

with the help of the Capital Asset Pricing Model (CAPM). By adding probability weighting, Cumulative Prospect Theory 

expands on conventional models and shows how customers could misjudge risk. The Mental Accounting Equation also 

shows how people classify their money, which influences choices of products and decision-making. Together, these 

equations show how realistic economic models and real-world consumer behaviour differ, providing guidance for better 

financial product design and decision-making interventions. 

IV. RESULTS AND DISCUSSION 

4.1 Consumer Preferences for Financial Products: 

 
 

The relative popularity of different items in the market is shown by the statistics on customer preferences for financial 

products. According to the poll, savings accounts are the most popular choice, as chosen by 30% of respondents who use 

them as their main financial instrument. This inclination could result from savings accounts' safety and liquidity, which 

make them a desirable option for those who want to protect their money while yet having convenient access. Following 

closely at 25%, investment funds show a strong interest in market exposure and prospective growth, suggesting consumers' 

readiness to take on risk in exchange for larger returns. Twenty percent of consumer selections are made up of insurance 

products, which provide risk protection. This shows how important it is to protect assets from unanticipated disasters. The 

fact that 15% of respondents selected retirement plans shows how much awareness there is of the need of long-term 

financial planning. Last but not least, credit cards, which account for 10% of all transactions, both show potential problems 

with debt buildup and indicate a consumer propensity towards convenience. This dataset provides insightful information 

on consumer priorities by displaying a wide range of financial product choices influenced by personal circumstances, 

financial knowledge, and risk tolerance. 
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4.2 Factors Influencing Financial Product Choice: 

 
 

When it comes to financial institutions trying to customise their products to meet the demands of their customers, it is 

essential to comprehend the elements that influence their decision. According to the research, 35% of respondents gave 

interest rates top priority when choosing a financial product, demonstrating the substantial influence that interest rates have 

on consumer choices. This implies that consumers are very receptive to possible rewards on their savings or investments 

and emphasises the significance of competitive rates in luring clients. expenses and charges are important to follow interest 

rates since, according to 25% of customers, they are carefully considered. They emphasise that they want to avoid hidden 

expenses that might reduce total returns. Because 20% of respondents rely their product choices on the institution's 

dependability and integrity, the provider's reputation is also crucial. Fifteen percent of customers believe that financial 

products' features and advantages are crucial, highlighting the necessity for product offers to be transparent and the 

possibility of differentiation via unique selling factors. Finally, just 5% of customers are influenced by suggestions from 

friends, family, or financial advisers, showing that although social proof may be important, many people still make their 

own judgements based on their own tastes and research. 

 

4.3 Impact of Cognitive Biases on Financial Decision-Making: 

 
 

A crucial topic of research in behavioural economics is the influence of cognitive biases on financial decision-making, 

which shows how psychological variables may result in less-than-ideal financial decisions. According to the study, the 

most common cognitive bias that affects 40% of customers is loss aversion. This bias is the propensity for people to choose 

to prevent losses over achieving comparable returns, which results in very cautious investing decisions and a reluctance to 

take essential financial risks. According to 25% of respondents, overconfidence may also influence poor decision-making 

because people tend to overestimate their expertise or skill in managing assets, which increases risk exposure without 

sufficient rationale. Twenty percent of people are influenced by the anchoring effect, in which buyers place an excessive 

amount of weight on the first piece of information they come across, especially when making investment and price choices. 

Ten percent of respondents reported having status quo bias, which means they would rather keep their current financial 

arrangements than look into other, maybe better ones. Last but not least, the framing effect, which affects 5% of customers, 

implies that how information is presented may change how danger and reward are perceived. It is essential to comprehend 

these biases in order to create treatments that promote more logical and knowledgeable financial decision-making. 
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4.4 Savings Behavior Among Different Age Groups: 

 
 

The examination of savings practices across various age cohorts indicates noteworthy patterns in people's approaches to 

future savings. According to the statistics, young individuals between the ages of 18 and 24 save an average of 12%, which 

reflects the difficulties they have managing their finances—often brought on by lower wages and increased expenses for 

living expenses or schooling. The average savings rate rises to 18% when people reach their late 20s and early 30s, 

indicating a rising understanding of the value of financial preparation as they start families and jobs. The average savings 

rate increases to 25% for those between the ages of 35 and 44, perhaps as a result of their higher earning potential and more 

attention to long-term objectives like house ownership and their kids' schooling. The 45–54 age group saves 30% on 

average, which shows a strong dedication to retirement preparation as they get closer to their prime earning years. Lastly, 

with an average savings rate of 35%, those 55 and older had the greatest savings rate, indicating a focused effort to build 

money for retirement. This dataset highlights how financial goals and behaviours change throughout the course of a person's 

life, underscoring the necessity for customised financial solutions that address the unique requirements of every age group. 

 

V. CONCLUSION 

The research "Behavioural Economics and Consumer Decision-Making: A Study of Financial Products" concludes by 

highlighting the complex interplay of customer preferences, cognitive biases, and financial product selections. The findings 

of the investigation indicate that customers have a range of preferences for financial goods, which are mostly impacted by 

variables including interest rates, fees, and the standing of financial institutions. Furthermore, the anchoring effect, loss 

aversion, and overconfidence are cognitive biases that significantly influence financial decision-making and often result in 

less-than-ideal decisions. The analysis of savings patterns across age cohorts highlights the changing priorities people have 

at different phases of their lives and highlights the value of customised financial solutions that address particular 

requirements. Overall, this study emphasises how important it is for financial institutions to comprehend the psychological 

aspects of consumer behaviour in order to create interventions and products that not only support clients' complex 

behavioural needs but also allow them to make rational decisions. Financial providers may enhance client happiness and 

promote better financial results in the ever-changing financial goods market by recognising and reducing the impact of 

cognitive biases. 
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