
Behavioral finance challenges the assumptions of the 
traditional theories of rationality, efficient market hypothesis 
and the modern portfolio theory. This study utilizes the tools 
of a survey in which 25 individual investors were surveyed to 
try to uncover any variances from a rational model. The study 
attempts to further the argument that most investors are 
indeed not rational, and that markets and theories should not 
treat them as such. 

The results of the study are displayed in the pictures below. This study found that each of 
the participants tested positive for at least one behavioral bias. These behaviors can be 
particularly detrimental to an investor’s portfolio because if people act irrationally, their 
asset allocation may suffer as a result. 

A little over half of the participants’ (13) results indicated that they tested positive for the 
additional fourth bias. This proportion is the second most leading category, with only loss 
aversion beating it out with 21 of the participants testing positive. According to rational 
economic theory, none of the participants should have tested positive for any of these 
behavioral traits. 

These types of behaviors can have consequences to any type of portfolio, but they have 
greater ramifications if they are present in those portfolios with higher risk involved.  An 
investor with a higher risk tolerance will invest in riskier assets and thus require a higher 
rate of return. However, these behavioral indicators can conflict with the stated risk level 
and can cause problems in the market. 

Of the 25 participants, five scored in the risk-seeking range. This sample was then 
compared to Part 1 of the survey to find any contradictions. The comparison found that 
each of the 5 participants tested positive for loss averse behavior. The inconsistency and 
irrationality for investors to be both risk seeking and risk adverse at the same time is a key 
finding in the study. 

• Purpose- To uncover behavioral biases that individual 
investors have by utilizing a survey study

• Participants- 25 investors, all genders, age range of 25-65
• What is being tested- In Part 1, for all participants, three 

biases were tested in each survey. Those biases include: 
mental accounting, loss aversion, and framing. An 
additional bias was tested for, picked at the researchers 
discretion. Part 2 of the study is a risk tolerance 
assessment to determine a traditional level of risk
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Utilizing the survey instrument provided by this study, participants 
were given a two-part survey for two reasons. The first being to try 
to ascertain whether or not individual investors were actually 
rational as stated in traditional economic theory. Second, if an 
investor indicated a specific risk tolerance, how that conflicted 
with the results in part one.  

The work done in this study can be expanded in future research. 
The sample in this study, while sufficient, can be extended further 
and reach more participants while still requiring the qualification 
of being an investor. From there, more tests can be done to see if 
people suffer from more biases. Additionally, a deeper case study 
could be useful in showing exactly what the change should be in 
investors’ portfolios given their behavioral characteristics in 
conjunction with their risk tolerance. Recommendations can 
further be made about how joining behavioral finance with an 
appropriate asset allocation to provide an investor with the best 
possible outcome can be given. 

Continual research needs to be done to uncover how people and 
the markets should appropriately take in realistic investor behavior. 
This study is only a starting point for the theory, but it provides 
many points of conflict with traditional theory, and helps build 
towards a more behavioral approach to finance. 

Behavioral Finance, a branch of finance that began in the 
1960s, is a combination of finance, psychology, and 
sociology. The research done by scholars attempts to prove 
that people have both cognitive and emotional behaviors that 
do not line up with rational models. If this is found, then any 
assessment to measure an investor’s risk may not accurately 
reflect their true risk tolerance. The purpose of this 
investigation is to support this claim by testing actual 
investors. 
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