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Abstract
This study investigates the role of behavioral economics in household financial
decision-making in post-crisis markets. Focusing on the influence of cognitive biases
such as loss aversion, mental accounting, and risk aversion, the research analyzed data
from 500 Nigerian households affected by economic crises, including the 2014-2017
oil price crash and the COVID-19 pandemic. The findings suggest that households
with higher loss aversion tend to increase their savings rate, while those engaging in
mental accounting are more likely to treat different sources of income differently.
Risk aversion significantly reduces investment in risky assets, with conservative
financial behaviors more prominent among rural households and lower-income
groups. The study emphasizes the need for addressing behavioral biases through
financial education and policy interventions to improve financial decision-making and
promote long-term financial security.

Keywords: Behavioral economics, Household financial decision-making, Loss
aversion, Mental accounting, Risk aversion

Introduction

Behavioral economics is a field that blends insights from psychology with traditional

economic theory to understand how individuals make financial decisions. The

traditional economic model assumes that people are rational actors who always make

decisions that maximize their utility. However, behavioral economics challenges this

assumption by acknowledging that people often make irrational decisions, influenced

by cognitive biases, emotions, and social factors. These decisions are especially

evident in the domain of household financial decision-making, where choices about

spending, saving, and investing are crucial for financial well-being.

In post-crisis markets, the behavior of households in managing finances can

significantly differ from pre-crisis patterns. Economic crises often result in shifts in
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the perception of risk, altered consumption patterns, and changes in savings behavior.

The aftermath of financial crises such as the 2008 global recession, as well as the

economic shocks resulting from the COVID-19 pandemic, has provided a fertile

ground for studying the ways in which individuals respond to financial uncertainty

and instability. Household financial decisions in such markets are shaped not only by

economic factors but also by psychological and behavioral tendencies that become

more pronounced in times of economic turmoil.

The central goal of this paper is to investigate how behavioral economics can help

explain the household financial decision-making process in post-crisis markets.

Specifically, it aims to explore how economic crises affect the financial decisions of

households, and how behavioral biases, such as loss aversion, overconfidence, and

framing effects, influence their financial choices in the aftermath of a crisis. This

study will provide a comprehensive understanding of how households adapt to

financial uncertainty and how these adaptations impact economic recovery.

The theoretical framework for this study draws upon key behavioral economics

theories, including prospect theory and mental accounting. Prospect theory, developed

by Kahneman and Tversky, posits that individuals are more sensitive to potential

losses than to equivalent gains, leading them to make decisions that avoid perceived

losses rather than maximizing gains. Mental accounting, on the other hand, refers to

the tendency of individuals to treat money differently depending on its source or

intended use, which can lead to suboptimal financial decisions. These theories will be

applied to explore the behavioral tendencies of households in post-crisis markets,

where financial insecurity often heightens cognitive biases.

The findings from this study will be crucial for policymakers and financial institutions

that aim to design effective interventions and policies to support households in

managing their finances during and after economic crises. By understanding the

behavioral factors that influence financial decision-making, these institutions can

develop strategies that improve financial literacy, encourage saving, and help

households make more informed financial choices in the face of economic uncertainty.

LITERATURE REVIEW

Behavioral economics offers valuable insights into the study of household financial

decision-making, particularly in the context of post-crisis markets. The classical
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economic model, which assumes that individuals act rationally in their economic

decisions, has been increasingly challenged by findings from behavioral economics,

which highlight the significant role of psychological factors, biases, and heuristics in

financial decision-making. This section reviews the key literature on the topic,

critically examining the empirical evidence on household financial decision-making

in post-crisis markets, and discussing two important behavioral theories that help

explain the phenomena observed in these contexts: prospect theory and mental

accounting.

Behavioral Economics in Household Financial Decision-Making

The traditional economic model of rational decision-making assumes that individuals

make decisions to maximize their utility, meaning that they weigh the costs and

benefits of every choice and act in their best interest. However, behavioral economics

argues that people are often influenced by cognitive biases, emotions, and social

pressures that lead to decisions that deviate from optimal rationality. This departure

from rationality is particularly evident in household financial decision-making, where

individuals face a myriad of choices related to saving, spending, borrowing, and

investing. These decisions are influenced by psychological factors that are not

accounted for in traditional economic models, such as loss aversion, anchoring,

mental accounting, and overconfidence.

Loss aversion, a central concept in prospect theory (Kahneman & Tversky, 1979),

suggests that people experience the pain of losses more intensely than the pleasure of

equivalent gains. In the context of household financial decision-making, loss aversion

can explain why individuals are often reluctant to sell losing investments or make

riskier financial choices, even when such decisions could improve their financial

outcomes. For instance, in the aftermath of a financial crisis, households may become

more risk-averse, avoiding investments that might offer higher returns but also carry

higher risks. This heightened sensitivity to losses can lead to suboptimal financial

decisions, such as maintaining an overly conservative investment portfolio that does

not generate sufficient returns to meet long-term financial goals.

Mental accounting, another concept rooted in behavioral economics, refers to the

tendency of individuals to categorize money into different "accounts" or "buckets,"

such as savings, spending, and investment, and to treat money differently depending
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on its source or intended use (Thaler, 1985). This cognitive bias can have significant

implications for household financial behavior. For example, individuals may treat

their tax refund or bonuses as "found money" that is free to be spent, rather than

saving or investing it. Similarly, households may engage in mental budgeting, where

they allocate specific amounts of money to different categories, sometimes at the

expense of making decisions that maximize In essence utility.

Financial Decision-Making in Post-Crisis Markets

In the aftermath of an economic crisis, household financial behavior often undergoes

significant changes, as individuals adapt to a new economic reality characterized by

heightened uncertainty, reduced income, and increased financial stress. A key feature

of post-crisis markets is the shift in risk perception. Following a financial crisis,

individuals may become more risk-averse, focusing on preserving wealth rather than

seeking opportunities for wealth growth. This shift in behavior is influenced by a

variety of factors, including the emotional toll of financial loss, the desire for financial

security, and the negative experiences of economic instability.

Empirical studies have shown that in the aftermath of a financial crisis, households

often increase their savings rate, reflecting a desire to build a financial cushion in the

face of uncertainty. For instance, after the 2008 global financial crisis, many

households in advanced economies, such as the United States, exhibited increased

saving behaviors (Lusardi & Mitchell, 2011). This trend was particularly noticeable

among lower-income households, who were more vulnerable to the economic

downturn and felt a greater need for financial security. However, this heightened

focus on saving can also be influenced by behavioral biases, such as hyperbolic

discounting, where individuals give greater weight to short-term needs and goals,

sometimes at the expense of long-term financial stability (Laibson, 1997).

Households' financial decisions are also shaped by framing effects in post-crisis

environments. The way financial information is presented or framed can influence

household decision-making, leading individuals to make different choices depending

on how the information is structured. For example, research has shown that

individuals are more likely to invest in risky assets when the potential for gains is

emphasized rather than the possibility of losses (Tversky & Kahneman, 1981). In

post-crisis markets, financial institutions and policymakers may use framing
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techniques to encourage households to save, invest, or take on credit, despite the

presence of economic uncertainty.

The Role of Behavioral Theories in Post-Crisis Decision-Making

Prospect theory and mental accounting provide a robust framework for understanding

how households make financial decisions in the wake of economic crises. These

theories offer valuable insights into why households often make decisions that may

not align with their long-term financial interests. For example, prospect theory

suggests that the aversion to loss is particularly pronounced during times of crisis,

when the fear of further financial loss may cause households to avoid investment

opportunities or other decisions that could potentially increase their financial security.

Mental accounting, on the other hand, can help explain why households may treat

different sources of income differently or make financial decisions based on arbitrary

categories, rather than considering the In essence impact of their choices on financial

well-being.

In post-crisis markets, these behavioral tendencies can be compounded by emotional

reactions to the crisis itself. For many households, financial crises evoke strong

emotions, including fear, anxiety, and anger, which can lead to impulsive financial

decisions. For example, in the aftermath of the 2008 crisis, many individuals sought to

reduce their exposure to risk by liquidating investments or avoiding the stock market

entirely. While this may have been a rational decision for some, it was often driven

more by emotion than by a careful analysis of the potential long-term benefits of

staying invested.

Empirical Evidence on Household Financial Decision-Making

A growing body of literature has explored the behavioral factors that influence

household financial decision-making in post-crisis markets. For example, a study by

Fuster et al. (2020) examined how the 2008 financial crisis affected household saving

behavior in the United States. They found that households that experienced significant

financial losses during the crisis were more likely to increase their savings rate

afterward, reflecting a desire to rebuild lost wealth and avoid future financial hardship.

Similarly, an analysis by Cohn et al. (2015) found that households that were exposed

to the 2008 crisis showed an increased aversion to risk, with a preference for low-risk,
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low-return assets, even when higher-risk investments could provide better long-term

returns.

In addition to changes in saving behavior, post-crisis markets also see shifts in

household borrowing and spending patterns. Studies have shown that during periods

of economic instability, households tend to reduce consumption and delay major

purchases, opting instead to pay down debt and prioritize essential expenses. For

example, after the COVID-19 pandemic, many households in emerging economies,

including Nigeria, exhibited a reduction in discretionary spending, choosing to

allocate more funds toward savings and debt repayment (Ogunniyi et al., 2021). This

trend reflects the growing importance of financial security in post-crisis contexts, as

households seek to protect themselves from future financial shocks.

METHODOLOGY

This study adopts a quantitative research approach to examine the impact of

behavioral economics on household financial decision-making in post-crisis markets.

The focus is on understanding how cognitive biases, such as loss aversion, mental

accounting, and risk perception, influence household financial choices in the

aftermath of an economic crisis. This section outlines the research design, data

collection methods, sampling strategy, and data analysis techniques used to

investigate these phenomena. The methodology is framed around a large-scale survey

conducted among households in Nigeria, a country that experienced significant

economic instability during the 2014-2017 oil price crash and more recently due to

the COVID-19 pandemic.

Research Design

The research design is a cross-sectional survey that captures a snapshot of household

financial decision-making behavior during a post-crisis period. Cross-sectional

surveys are effective in gathering data at a single point in time, providing insights into

current household behavior in response to previous economic shocks. This design is

particularly suitable for examining the relationship between behavioral economics and

household financial decisions because it allows for the identification of patterns and

correlations without requiring longitudinal data. The study focuses on households that

experienced direct financial effects from the crises (e.g., job losses, income reductions,
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or investment losses) and explores how these experiences have influenced their

financial decision-making in the subsequent period. By targeting households that have

lived through these crises, the study aims to examine the long-term effects of

economic instability on financial behavior.

Data Collection

Data for this study were collected using a structured questionnaire, which was

distributed to a representative sample of Nigerian households. The questionnaire was

designed to capture information about household financial decisions, risk tolerance,

savings behavior, investment choices, and the impact of emotional and cognitive

biases on these decisions. The questions were based on well-established measures of

behavioral economics, including questions related to loss aversion, mental accounting,

overconfidence, and risk perception. In addition to standard demographic questions

(such as income, education, and household size), the questionnaire included sections

designed to assess the emotional and psychological effects of the crisis on financial

decisions. For instance, respondents were asked about their attitudes toward financial

risk before and after the crisis, how they perceive the potential for future financial

losses, and whether they treat different sources of income differently (e.g., regular

income versus bonuses or tax refunds). These questions were adapted from existing

behavioral economics research, including the work of Thaler (1985) on mental

accounting and Kahneman & Tversky (1979) on prospect theory.

Sampling Strategy

The sample for this study consisted of 500 households across various regions of

Nigeria, selected through a stratified random sampling method. Stratified sampling

ensures that the sample is representative of different segments of the population,

taking into account factors such as income level, geographical location, and

household size. The survey targeted households in both urban and rural areas,

recognizing that financial decision-making may vary across different demographic

groups. To ensure diversity in the sample, the stratification was based on two key

variables: income level (low, medium, high) and geographical location (urban vs.

rural). Within each stratum, households were randomly selected to participate in the

study. This sampling method was chosen to ensure that the results are generalizable to
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the broader Nigerian population, as well as to account for potential differences in

financial behavior across different socioeconomic groups.

DATA ANALYSIS

The data collected were analyzed using statistical techniques to identify patterns in

household financial behavior and to test the hypotheses related to behavioral biases in

post-crisis financial decision-making. The main techniques used include:

Descriptive Statistics: This technique was employed to summarize the demographic

characteristics of the sample, as well as to provide an overview of the financial

behaviors exhibited by households in the study. Descriptive statistics such as means,

frequencies, and percentages were used to describe patterns in household saving,

spending, and investment behavior.

Regression Analysis: Regression analysis was used to examine the relationship

between various independent variables (e.g., risk aversion, loss aversion, mental

accounting) and dependent variables (e.g., savings rate, investment choices).

Specifically, multiple linear regression was employed to assess how cognitive biases

and emotional responses to the crisis influence financial decision-making. The model

tested the following hypotheses:

Hypothesis 1: Households that experience higher levels of loss aversion are more

likely to increase their savings and reduce investment risk in the post-crisis period.

Hypothesis 2: Mental accounting leads households to treat different sources of

income differently, affecting their saving and spending patterns.

Hypothesis 3: Increased risk aversion following a crisis results in more conservative

financial decision-making, including lower levels of risky asset investment.

Factor Analysis: Factor analysis was employed to identify underlying patterns or

factors that explain variations in financial decision-making behavior. This method

helped to uncover latent constructs such as "financial insecurity" and "crisis-induced

risk aversion," which may not have been directly observable from individual survey

questions. By examining the correlation between different variables, factor analysis
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allowed the researcher to group variables that shared a common underlying factor,

providing a clearer picture of how various aspects of behavioral economics influence

financial decisions.

Chi-Square Tests: Chi-square tests of independence were used to determine whether

there were significant differences in financial behavior based on categorical variables

such as income level and geographic location. This analysis helped to identify if

specific household groups (e.g., low-income urban households vs. high-income rural

households) exhibited different financial decision-making patterns in response to the

crisis.

Mathematical Framework

To explore the relationship between cognitive biases and household financial

decisions, the following regression model was used:

Yi=β0+β1X1+β2X2+β3X3+ϵi​

Where:

Yi​ represents the dependent variable (e.g., savings rate, investment choice) for

household i,

X1,X2,X3 are the independent variables representing behavioral factors (e.g., loss

aversion, mental accounting, risk perception),

β0​ is the intercept,

β1, β2, β3​ are the coefficients for the independent variables,

ϵi​ is the error term.

Ethical Considerations

This study adhered to ethical guidelines by ensuring that all participants were

informed about the nature and purpose of the study and gave their consent before

participating. Confidentiality was maintained throughout the research process, with

personal data being anonymized and securely stored. Participants were assured that

their responses would be used solely for research purposes and would not be shared

with third parties.
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RESULTS

This section presents the quantitative findings of the study on household financial

decision-making in post-crisis markets. The analysis was conducted using data

collected from 500 households in Nigeria, following the framework outlined in the

methodology. The results focus on the influence of behavioral biases, such as loss

aversion, mental accounting, and risk perception, on financial decision-making.

Descriptive Statistics

The demographic characteristics of the sample are summarized in the table below.

These characteristics provide context for the subsequent analysis and help understand

the variations in household behavior across different income groups and geographic

locations.

Table 1: Demographic Characteristics of the Sample

Characteristic Category Frequency (n) Percentage (%)

Income Level Low 150 30%

Medium 200 40%

High 150 30%

Geographical Location Urban 300 60%

Rural 200 40%

Gender Male 250 50%

Female 250 50%

Age Group 18-30 120 24%

31-45 220 44%

46+ 160 32%

The data shows a balanced distribution of participants across different income levels,

geographical locations, and gender, with a slight concentration in the medium-income

group and urban areas. The age distribution indicates a strong participation of

individuals in the working-age groups (31-45 years), which is typical for financial

decision-making studies.
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Regression Analysis

To test the hypotheses related to the influence of behavioral biases on household

financial decisions, a multiple linear regression analysis was conducted. The model

examined the relationship between the independent variables representing cognitive

biases (loss aversion, mental accounting, risk aversion) and dependent variables such

as savings rate and investment choices.

Table 2: Multiple Linear Regression Results on Savings Rate

Variable Coefficient (β) Standard Error t-Statistic p-value

Loss Aversion 0.45 0.12 3.75 0.000

Mental Accounting 0.32 0.14 2.29 0.023

Risk Aversion 0.25 0.11 2.27 0.025

Income Level (Low) 0.20 0.08 2.50 0.012

Income Level (High) 0.18 0.09 2.00 0.046

Geographical Location (Rural) 0.15 0.10 1.50 0.133

Constant 0.35 0.08 4.38 0.000

The regression analysis reveals several key findings:

Loss aversion has a significant positive relationship with savings rate, meaning

households with higher loss aversion are more likely to save after a crisis. The

coefficient (0.45) suggests that for every unit increase in loss aversion, the savings

rate increases by 0.45 units.

Mental accounting also influences savings behavior, with a coefficient of 0.32. This

suggests that households who engage in mental accounting, treating different sources

of income differently, are more likely to increase their savings post-crisis.

Risk aversion has a positive but weaker effect on savings (coefficient of 0.25),

indicating that more risk-averse households tend to save more as they seek to avoid

the risks associated with investment losses.
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Income level is positively associated with the savings rate. Households in the low-

income group have a higher tendency to save compared to high-income households,

likely due to the higher financial insecurity faced by low-income groups.

The geographical location (urban vs. rural) does not have a significant impact on the

savings rate, though rural households appear to have a slightly lower savings rate.

Table 3: Regression Results on Investment Choices

Variable Coefficient (β) Standard Error t-Statistic p-value

Loss Aversion -0.38 0.15 -2.53 0.012

Mental Accounting -0.21 0.17 -1.24 0.216

Risk Aversion -0.51 0.14 -3.64 0.000

Income Level (Low) -0.27 0.10 -2.70 0.007

Income Level (High) -0.33 0.12 -2.75 0.006

Geographical Location (Rural) -0.22 0.11 -2.00 0.046

Constant 0.65 0.12 5.42 0.000

In the regression for investment choices, the findings indicate that:

Loss aversion is negatively associated with investment in riskier assets, with a

coefficient of -0.38. This suggests that households who are more loss averse are less

likely to engage in investments with higher risks post-crisis.

Mental accounting has a weak, non-significant effect on investment choices. This

finding suggests that while households may treat different sources of income

differently, this behavior does not significantly impact their investment decisions in

the post-crisis period.

Risk aversion has a strong negative impact on investment choices, with a coefficient

of -0.51. This result supports the notion that households become more conservative in

their investments following a crisis, preferring safer, lower-return assets to avoid

potential losses.
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Income level continues to influence investment decisions, with lower-income

households showing a greater reluctance to invest in riskier assets, likely due to their

financial insecurity.

Geographical location (rural vs. urban) is significant in investment decisions, with

rural households being less likely to invest in risky assets compared to urban

households. This may reflect differences in financial knowledge, access to investment

opportunities, and economic stability between rural and urban areas.

Factor Analysis

Factor analysis revealed two major latent factors that explain the variance in financial

decision-making behavior:

Factor 1: Financial Security (comprising items such as savings rate, risk aversion, and

financial planning behavior).

Factor 2: Risk Perception (comprising items such as investment choices, exposure to

financial losses, and attitudes toward financial risk).

These factors provide insight into the underlying psychological constructs that drive

financial decision-making in post-crisis markets. Households exhibiting high levels of

financial security tend to increase their savings rate, while those with high risk

perception are more likely to engage in conservative investment behavior.

Conclusion

The goal of this study was to examine how behavioral economics influences

household financial decision-making in post-crisis markets, particularly focusing on

the roles of cognitive biases such as loss aversion, mental accounting, and risk

aversion. Through a comprehensive analysis of household financial behaviors in

Nigeria following economic crises, the study revealed that behavioral biases

significantly shape financial decision-making, especially in times of financial

insecurity and uncertainty. The findings from the study highlight that loss aversion

https://greenresearchng.com/journal/International%20Journal%20of%20Accounting,%20Economics%20and%20Financial%20Systems%20(IJAEFS)


Peer Reviewed | Open access
Greenresearch © 2026 Issue II Vol.4
International Journal of Accounting, Economics and Financial Systems (IJAEFS)

14

plays a substantial role in increasing savings rates post-crisis, as individuals who are

more sensitive to potential losses tend to seek security and avoid risky investments.

This tendency for increased saving can be seen as a protective mechanism during

times of economic instability. Similarly, mental accounting influences how

households treat different sources of income, with many individuals categorizing

money into separate "accounts" (such as tax refunds or bonuses) that often lead to

suboptimal decisions. For example, households may treat these funds as expendable,

rather than saving or investing them for long-term financial benefit.

Additionally, risk aversion has a strong negative correlation with investment behavior.

Households that experience greater risk aversion in the aftermath of a crisis are more

likely to reduce their exposure to risky assets and prefer safe, low-return investments.

This behavior reflects a desire to preserve wealth, even at the cost of lower long-term

returns, thereby reducing potential future financial growth.

The study also found that households in lower income brackets were more likely to

exhibit increased saving behavior, reflecting a need for greater financial security

following a crisis. In contrast, households in higher income brackets demonstrated a

more balanced approach to saving and investing. Geographical location (urban vs.

rural) also emerged as a factor influencing financial decisions, with rural households

displaying more conservative financial behaviors than their urban counterparts. These

findings underscore the importance of considering socioeconomic and regional factors

when analyzing household financial decision-making.

The implications of this research are far-reaching. Understanding the behavioral

tendencies that influence financial decision-making can aid policymakers, financial

institutions, and other stakeholders in designing more effective interventions to

support households during and after economic crises. For example, financial literacy

programs that address common cognitive biases could help households make better

decisions regarding savings, investments, and debt management. Additionally,

policies that encourage risk diversification and promote long-term financial planning

could help mitigate the negative effects of post-crisis financial behavior.

This study confirms that behavioral economics offers valuable insights into household

financial decision-making in post-crisis markets. By examining how cognitive biases

shape financial choices, the study provides a clearer understanding of how households
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respond to economic instability and highlights the need for targeted interventions to

improve financial decision-making and support economic recovery in the aftermath of

a crisis.
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