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 Investment decisions play a vital role in maintaining 
economic stability and enhancing a country’s productive 
capacity. In the context of global economic uncertainty, 
investor behavior is often not entirely rational. This study 
examines the relationship between rationality, uncertainty, 
and behavioral factors influencing investment decisions. The 
behavioral finance approach reveals that cognitive biases, 
emotions, and risk perceptions play crucial roles in the 
investment decision-making process. Using a literature 
review method, this research analyzes academic works 
published over the past five years to understand patterns of 
rational and irrational decision-making under global 
uncertainty. The findings indicate that investors who can 
effectively balance rational and psychological aspects are 
better positioned to minimize risks and enhance the long-
term effectiveness of their investments. Furthermore, the 
study contributes to the body of financial literature by 
emphasizing the importance of integrating rational analysis 
with psychological awareness in the investment decision 
process. Such integration is essential for developing adaptive, 
sustainable, and informed investment strategies in an 
increasingly volatile economic environment.  
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1. Introduction 

Investment constitutes one of the main pillars in supporting global economic 

growth and maintaining the stability of the financial system. Through the allocation 

of funds to the right investment instruments, productive activities in the economy 

can develop significantly because capital flows will be directed to sectors requiring 

financing, thus encouraging job creation, increasing productivity, and accelerating 

innovation (Sen, 2020). Investment decisions made based on rational consideration 

and comprehensive analysis not only provide financial returns for investors but also 

contribute to long-term economic development. However, the increasingly complex 

dynamics of the global economy due to market fluctuations, geopolitical turmoil, 

changes in monetary policy, and macroeconomic uncertainty pose new challenges 

for investors in making optimal investment decisions. 

Within the framework of classical economic theory, it is assumed that 

investors always behave rationally and are oriented towards achieving maximum 

profit by calculating risks calculatively. However, empirical developments show that 

investment decisions are not solely determined by logical considerations and 

mathematical calculations. Instead, psychological and social factors also influence 

investor behavior, which subsequently results in deviations from the principles of 

economic rationality (Sattar et al., 2020). This idea became the foundation for the 

birth of behavioral finance theory, which explains that cognitive biases, subjective 

perceptions, and emotions play a critical role in shaping investment decision-making 

patterns. 
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In conditions of global economic uncertainty, investors are often confronted 

with imperfect information, volatile market situations, and increasing risk of loss. In 

such situations, irrational behaviors such as herding behavior, overconfidence bias, 

and loss aversion often emerge and dominate the decision-making process. The 

research findings of Gabhane et al. (2023) show that behavioral biases such as 

anchoring and confirmation bias have a significant influence on individual 

investment decisions, especially when the market is under high pressure. Decisions 

that should be based on in-depth analysis and empirical data are instead influenced 

by subjective perceptions and limited information received by the investor. 

Furthermore, Sohail et al. (2020) explains that the emergence of global crises 

such as the COVID-19 pandemic has strengthened the urgency of understanding 

behavioral factors in investment decisions. Extreme uncertainty during a crisis 

period causes investors to face a dilemma between maintaining the principle of 

rationality or following psychological instincts to avoid risk. In conditions like this, 

the ability to integrate data-driven analysis with awareness of psychological biases 

becomes very important in avoiding impulsive decision-making errors. This 

indicates that investment behavior in the modern era cannot be separated from the 

individual’s psychological dynamics. 

Based on this phenomenon, this study aims to comprehensively analyze how 

aspects of rationality and psychological behavior interact in influencing investment 

decisions during global economic uncertainty. This research is structured using the 

library research method by reviewing the latest scientific literature in the last five 

years that discusses the relationship between investor behavior, cognitive bias, 
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profitability, financial literacy, risk tolerance, and their implications for investment 

decision-making. By reviewing various empirical and theoretical studies, this 

research aims to identify investor behavior patterns and examine how a balance 

between rationality and psychology can be achieved in the context of modern 

investment decisions. The results of this study are expected to provide theoretical 

contributions to the development of financial science, particularly in the field of 

behavioral finance, and offer practical implications for investors, regulators, and 

financial institutions to design investment education strategies and risk mitigation 

policies that are adaptive to market behavioral dynamics. By understanding the 

interaction between rational and psychological aspects, investors are expected to be 

able to form decisions that are more objective, measurable, and oriented towards 

long-term sustainability.  

2. Literature Review 

2.1. Rationality in Investment Decisions Amidst Economic Uncertainty 

Rationality is a fundamental principle in classical financial theory which states 

that every investor acts based on logical considerations and objective analysis 

regarding the risk and potential return of an investment instrument. In this approach, 

investors are assumed to have the ability to evaluate all information efficiently to 

generate decisions that provide maximum utility. However, global phenomena 

fraught with economic instability indicate that the application of pure rationality in 

practice often has limitations. Sen (2020) asserts that in uncertain economic 

situations, investors must consider external factors such as market turmoil, changes 
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in monetary policy, and international geopolitical dynamics which have direct 

implications for investment risk. Therefore, investment decisions are not only based 

on rational calculations but are also influenced by subjective expectations and 

perceptions of risk and opportunity. 

Within the framework of rational choice theory, investors are believed to 

make decisions by systematically considering all possible outcomes and their 

probabilities to maximize utility. However, this view is considered incomplete in 

explaining the reality of modern investor behavior. Sohail et al. (2020) explains that 

increasing global economic uncertainty has changed the pattern of investment 

decision-making, where psychological, social, and emotional factors play a significant 

role in shaping risk preferences. Thus, rationality in the contemporary context must 

be viewed more comprehensively as a combination of data-driven analysis and 

awareness of cognitive and emotional influences that can affect investment 

valuation. This perspective opens space for integration between conventional 

economic theory and behavioral finance to understand decision-making more 

realistically. 

2.2. The Role of Behavioral Finance in Investment Decisions 

Behavioral finance developed in response to the limitations of conventional 

financial theory which assumes that every investor acts completely rationally. This 

field emphasizes that financial decision-making is not only influenced by economic 

logic but also by psychological factors, cognitive biases, and social dynamics. Sattar 

et al. (2020) argue that biases such as overconfidence, anchoring, and loss aversion 

are the main determinants of investment behavior that deviates from rationality. 



Intan Tsania Putri 

                                                                                           |   62 
 

Investors who experience overconfidence tend to have excessive belief in their 

ability to read market direction, often ignoring the level of risk inherent in 

investment instruments. 

Furthermore, the research findings of Gabhane et al. (2023) show that the 

phenomenon of herding behavior, which is the tendency of investors to follow the 

actions of the majority without conducting in-depth analysis, is increasingly 

dominant when the market experiences high volatility. This behavior not only 

encourages the formation of market bubbles but also increases systemic risk which 

can have a widespread impact on global financial stability. In an integrated 

international economic environment, the collective behavior of investors can 

accelerate the spread of financial crises across countries. 

Moreover, Rashid et al. (2022) introduces the concept of bounded rationality 

to explain that investors are not always able to perfectly analyze all available 

information. Limitations in time, access to information, and cognitive capacity mean 

that investment decisions are often not entirely based on rational considerations, but 

are a combination of logical analysis and intuition. Thus, understanding the 

psychological factors of investors becomes very important for formulating more 

adaptive decision-making strategies in facing uncertain market dynamics. 

2.3. Integration of Rationality and Psychology in Investment Decision-

Making 

The integration between rational theory and behavioral aspects is becoming a 

new direction in modern financial research. This approach seeks to combine the 

principles of economic rationality with an understanding of human psychology. 
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According to Sohail et al. (2020), this hybrid approach provides a more realistic 

framework for explaining investment decisions under the pressure of global 

uncertainty. For example, when the market experiences a sharp decline, investors 

who are aware of their psychological biases can control emotional reactions and 

maintain long-term investment strategies. In addition, Parnell’s (2020) research 

highlights the importance of financial literacy in helping investors manage behavioral 

biases. Adequate financial knowledge allows investors to understand risk and return 

more objectively. Financial education can also reduce the influence of negative 

emotions such as fear and greed on investment decisions.  

Cross-country studies show that the integration of rational and psychological 

aspects contributes to improving the quality of investment decisions in developing 

markets. In this context, public policies that encourage information transparency, 

financial education, and strengthening capital market regulation can help create a 

more stable investment ecosystem. As explained by Sattar et al. (2020), investment 

strategies that consider behavioral aspects tend to be more adaptive to changes in 

global economic conditions compared to strategies based on pure rationality. Thus, 

this literature review shows that investment decisions cannot be separated from the 

interaction between economic rationality and psychological factors. In facing global 

uncertainty, investors who are able to manage behavioral biases and still adhere to 

rational principles have a greater chance of achieving optimal and sustainable 

investment results. 
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3. Method 

The research method used in this study is library research, which focuses on 

an in-depth review of various scientific literature sources related to rational 

investment decisions and behavioral finance in the context of global economic 

uncertainty. This approach was chosen because it can provide a comprehensive 

theoretical overview and allows researchers to identify the development of concepts, 

empirical analysis, and academic debates relevant to the dynamics of modern 

investor behavior. Sen (2020) asserts that library research has a strategic role in 

tracing the evolution of rationality theory and the paradigm shift in investment 

decision-making due to increasing global uncertainty. The data used is sourced from 

international and national journals indexed in academic databases such as Google 

Scholar or Research Gate, with a limitation period of the last five years to ensure 

relevance to contemporary investment conditions.  

These sources cover research discussing variables of rationality, behavioral 

bias, financial literacy, risk tolerance, and their influence on investment decisions. 

This method allows researchers to carry out explorations based on scientific 

arguments with a high level of analytical depth without limitations of territory or 

specific research subjects. The research stages were carried out through four 

systematic procedures. First, the stage of secondary data collection in the form of 

scientific articles, research results, and academic publications relevant to the research 

focus. Second, the source selection stage by assessing the credibility, journal 

reputation, and its contribution to the development of investment theory and 

behavioral finance. Third, the content analysis process, which includes reviewing 
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concepts, relationships between variables, and empirical findings related to investor 

behavior in volatile market conditions. Fourth, the synthesis stage, which is 

integrating various scientific perspectives to formulate a complete and in-depth 

conceptual framework. 

This study applies a descriptive qualitative analysis approach as proposed by 

Sattar et al. (2020), which focuses on conceptual interpretation and theoretical 

reasoning without conducting statistical tests. Through this approach, researchers 

identify patterns of thought and the gap between classical financial theory based on 

rationality and the behavioral finance approach based on investor psychology. In 

addition, the research uses the principle of source triangulation to strengthen the 

validity of the results. Information from various publications is critically compared 

to minimize interpretative bias and ensure the accuracy of the findings. Thus, this 

method is expected to produce significant scientific contributions in formulating a 

conceptual framework for investment rationality that is more adaptive to the reality 

of global economic uncertainty. 

4. Results 

The results of this study indicate that rational investment decision-making in 

situations of global economic uncertainty is significantly influenced by psychological, 

social, and emotional factors. Analysis of academic literature over the last five years 

confirms that although classical economic theory emphasizes the importance of 

rationality in the investment decision-making process, the reality is that investor 

behavior often deviates from this principle. According to Rizani et al. (2023), 
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investors in various countries face tremendous pressure due to the rapid dynamics 

of the global economy, including geopolitical instability, pandemics, and the 

development of digital financial technology. In such conditions, external 

environmental factors play an important role in encouraging irrational behavior that 

overrides objective financial analysis. 

Investors often show an exaggerated reaction to negative news, which in turn 

triggers a sharp increase in market volatility. This phenomenon strengthens the 

empirical evidence that emotional contagion and market sentiment have a substantial 

influence on the direction of international capital market movements. Similar 

findings were conveyed by Jain et al. (2020) who assert that behavioral biases such 

as overconfidence, loss aversion, and anchoring effect are the main causes of 

deviations from rational investment decisions. In the empirical context, investors 

with excessive confidence tend to trade excessively without considering the inherent 

fundamental risk of the investment instrument. Conversely, the tendency of loss 

aversion encourages investors to hold on to losing assets longer than they should 

because they are reluctant to admit losses. Consequently, the investment portfolio 

becomes inefficient, so the potential for long-term profit also decreases. 

Research by Banerji et al. (2023) who observed the behavior of individual 

investors in South Asia also provided consistent results. The study found that 

behavioral biases have a significant influence on investment decision-making amid 

economic uncertainty. Social factors such as group pressure and public opinion also 

contribute to creating herding behavior in the capital market, which is the tendency 

of investors to follow trends without conducting rational analysis of the fundamental 
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value of an asset. This strengthens the empirical evidence that social influence plays 

an important role in shaping collective and often irrational investment behavior. 

Meanwhile, Haidari (2023) highlights that the utilization of data analysis technology 

and artificial intelligence has the potential to reduce the impact of behavioral biases 

in investment decision-making. Through the application of machine learning 

algorithms, investors can assess market movement patterns more objectively and 

minimize emotional influence in the analysis process.  

However, Haidari also warns of the emergence of a new risk in the form of 

automation bias, which is the tendency of investors to rely entirely on the results of 

automatic system analysis without considering intuition or healthy human 

consideration. In the realm of economic theory, Sen (2020) asserts that investment 

decisions under uncertainty are multidimensional. Investors not only consider 

financial factors such as potential profit and risk, but also non-financial aspects such 

as market confidence, government policy, and social stability. In a global context full 

of uncertainty, investors who are able to adapt to external changes tend to produce 

more stable and near-rational decisions. 

In addition, Wang (2023) emphasize the importance of understanding 

cognitive biases as a fundamental step in improving the quality of investment 

decisions. Their research identified various forms of bias, including confirmation 

bias and representativeness heuristic, which can result in distortions in risk 

assessment. The results of this study show that investors who are aware of the 

existence of these biases tend to be more cautious and measured in making decisions, 

especially in volatile market conditions. Parnell’s (2023) research introduces the 
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concept of bounded rationality which explains that investors are not always able to 

process all available information optimally due to limitations in time, cognitive 

capacity, and analytical resources. Therefore, the decisions taken are often satisficing 

or merely satisfying, not optimal. In the context of global economic uncertainty, this 

phenomenon becomes increasingly real, where investors prefer conservative 

strategies to avoid large risks rather than pursuing maximum profit.  

In an empirical study conducted in Pakistan, Haidari (2023) also found a 

positive relationship between the level of financial literacy and the ability to make 

rational investment decisions. Investors with adequate financial knowledge are able 

to control emotions, assess risks objectively, and understand the implications of 

every investment decision. Conversely, investors with low literacy levels are more 

easily influenced by market rumors and inaccurate information. Meanwhile, Rizani 

et al. (2023) underscores the significant importance of psychological stability in 

helping investors endure the challenges of global economic uncertainty. His research 

findings reveal that individuals with strong emotional regulation abilities can sustain 

their investment portfolios even during prolonged periods of market turbulence and 

volatility.  These investors tend to rely on analytical reasoning and maintain discipline 

when market conditions fluctuate, allowing them to avoid rash or panic-driven 

actions.  

In contrast, those who are easily influenced by fear, anxiety, or euphoria often 

succumb to impulsive decision-making, resulting in financial setbacks and portfolio 

instability. Rizani’s study ultimately emphasizes that maintaining emotional 

equilibrium and psychological resilience is essential for achieving consistent 
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investment performance, especially amid unpredictable global market dynamics. 

Cross-country research by Jain et al. (2020) and Banerji et al. (2023) further 

strengthens the conclusion that the behavioral finance approach is becoming 

increasingly relevant in explaining the dynamics of the modern global market. In the 

digital era, which is characterized by the rapid spread of news and public opinion, 

collective emotions can create significant waves of instability in the capital market.  

Therefore, behavioral analysis is an important element for understanding the 

mechanism of contemporary investment decision-making. From a practical 

perspective, these research results provide strategic implications for policymakers 

and financial institutions.  

 Financial education programs are needed that emphasize the introduction of 

various types of behavioral biases and their control strategies. Financial institutions 

can develop early warning systems based on data analysis to detect patterns of 

irrational behavior in the market. Monetary and fiscal policies should consider the 

psychological aspects of the community in responding to global economic 

uncertainty.  The findings of this study confirm that rationality and behavior are not 

two conflicting concepts, but rather two complementary dimensions. Effective 

investment decision-making amid global economic uncertainty demands the 

integration of analytical logic and emotional awareness. Investors who are able to 

combine these two aspects have a greater chance of surviving volatile market 

conditions and achieving optimal investment results in the long term. 
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5. Discussion 

The findings of this study confirm that rationality and investor behavior have 

a complementary relationship in determining the quality of investment decisions. In 

the context of a global economy full of uncertainty, the classical financial approach 

that assumes perfect rationality is no longer adequate to explain the complexity of 

modern market dynamics. This is in line with Rizani’s (2023) view, which emphasizes 

that external factors such as geopolitical crises, exchange rate volatility, and 

international monetary policy can trigger irrational behavior among investors, even 

when they have adequate analytical capabilities. 

This discussion shows that the behavioral finance approach provides a more 

comprehensive and realistic understanding of the financial market mechanism. As 

explained by Jain et al. (2020), cognitive biases such as overconfidence and loss 

aversion not only have implications for individual behavior but can also give rise to 

systemic impacts on the stability of the global financial market. When most investors 

experience similar biases, the market can show phenomena of overreaction or 

underreaction to economic information, which has the potential to create extreme 

price fluctuations and disrupt market efficiency. 

In addition, financial literacy emerges as a crucial factor in suppressing the 

negative impact of behavioral biases. The research results of Mulyadi et al. (2023) 

show that increasing the level of financial literacy plays a role in strengthening the 

investor’s ability to recognize and manage their own cognitive biases. Thus, financial 

literacy functions as an internal control mechanism that helps investors reduce 

reliance on emotions and subjective perceptions of risk. Investors who have high 
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literacy tend to be more rational in analyzing information and making investment 

decisions based on objective data. From a macroeconomic perspective, Sen (2020) 

asserts that rational investment decisions can contribute directly to global financial 

stability. When investors act based on fundamental analysis and are not driven by 

emotional speculation, financial markets will become more efficient and resilient in 

facing external shocks. Therefore, strengthening analytical capacity and rational 

reasoning among investors should be made a priority economic policy at national 

and international levels (Subkhan & Hutajulu, 2023). 

The integration between rationality and behavioral finance can then be viewed 

as a new paradigm in understanding the behavior of global financial markets. 

Investors who are able to manage cognitive biases while still adhering to logical 

analysis have a greater chance of producing stable and profitable decisions. 

Awareness of psychological factors is not intended to negate rationality, but rather 

to enrich the analytical approach in facing increasingly complex market dynamics. 

Thus, this discussion confirms that the success of investment decisions in the era of 

global uncertainty is highly dependent on the investor’s ability to combine two main 

dimensions: rational analysis and psychological control. This integrative approach 

can serve as a basis for the development of investment strategies that are more 

adaptive, sustainable, and oriented towards long-term stability and resilience.  

6. Conclusion 

This research concludes that rational investment decisions in conditions of 

global economic uncertainty cannot be separated from the influence of investor 
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behavioral and psychological factors. Classical economic theory, which assumes that 

investors are always rational, proves not to be fully applicable in modern practice, 

especially amid market volatility and the complexity of global information. The 

behavioral finance approach provides a deeper understanding of how cognitive 

biases, emotions, and risk perceptions affect individual and institutional investment 

decisions. The review of the literature shows that investors who are able to balance 

analytical logic and psychological awareness have a greater chance of achieving 

optimal investment results. 

 In this regard, financial literacy is a key factor in shaping rational behavior 

amid the pressure of global uncertainty. Therefore, the integration between 

economic rationality and behavioral understanding needs to be strengthened both in 

academic research and investment practice. Governments, financial institutions, and 

investors need to work together to increase financial education, strengthen market 

information systems, and build risk control mechanisms based on human behavior. 

Thus, global financial stability and market efficiency can be achieved sustainably. 
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