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Abstract. In today’s world, cryptocurrencies are no longer a technological miracle for a small group of programmers.
They have become a very common investment instrument that attracts the attention of both traditional investors (funds and
traders) and those who are not interested in classical markets and investing in general. This is especially true for bitcoin.
The purpose of the study was to investigate the influence of behavioural psychology in making investment decisions in
cryptocurrency markets. The research methods included analysing historical data on cryptocurrency prices, as well as
observing investors’ reactions to important events and news related to cryptocurrencies. In addition, behavioural analysis
methods were used to understand and predict investors’ reactions to various incentives and situations in the cryptocurrency
markets. The results of the article describe the main provisions of behavioural finance, which are necessary for an overview
of the cryptocurrency market. The impact of the main topics of behavioural finance research is also considered. It should be
noted that in the absence of a large amount of data, the study of the cryptocurrency market and the behaviour of participants
is mainly a hypothetical assessment, and the empirical aspects of the study are copied from the behavioural finance of the
classical market. Considering the cryptocurrency market from the point of view of behavioural finance, the main points
of view of different parties were considered: both supporters of cryptocurrency and those who consider this phenomenon
to be an economic bubble in a technological wrapper. The information reflecting the main biases of behavioural finance,
which relate to both classical markets and cryptocurrency markets, is systematised. The study of cryptocurrencies from
the point of view of behavioural finance reflects the practical value in understanding the impact of behavioural factors on
price dynamics and investment decisions in cryptocurrency markets
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INTRODUCTION

Cryptocurrencies are a cheap, convenient and technologi-
cally advanced way of conducting settlement transactions
on a global scale and are a promising form of investment.
Given the current development of cryptocurrencies in
the world (2023), the focus is on blockchain technology
and the bitcoin cryptocurrency, which is also the most

expensive cryptocurrency available. In addition, the inter-
est of the economically active population in financial inno-
vations in the information economy is growing.

After the global financial crisis of 2008, it directly affect-
ed the stability of the financial system, especially the bank-
ing industry, and people’s trust in the country’s traditional
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financial institutions was shaken (Lyvdar, 2022). The rapid
development of IT technologies and the information econ-
omy has intensified research into new information-based
financial instruments. Cryptocurrency has become one of
these financial innovations. Unlike traditional currencies,
cryptocurrencies do not require a central bank or any other
centralised authority to ensure security or maintain control
over the money supply. The same opinion is shared by most
researchers (Honcharova & Vereshchaka, 2018; Ustenko &
Zagorovsky, 2019).

Cryptocurrencies are breaking new ground in the
modern financial world, but their market dynamics are
inextricably linked to human behaviour. By looking at
this topic from the perspective of behavioural finance, it
is possible to better understand the deviations from clas-
sical financial models and take into account the emotional
component in financial decisions. The author D. Kahne-
man (2019), one of the pioneers of behavioural econom-
ics, highlights the concepts of system one (quick and
intuitive thinking) and system two (more deliberate and
rational). The cryptocurrency market is often influenced
by system one, where investors react to market events in-
tuitively and emotionally, not always following strategies
or rational analysis. Another important aspect is the con-
sideration of cryptocurrencies as an “emotional commod-
ity”, as highlighted in the research of R. Thaler (2021). The
author argues that the degree of excitement or panic in
the cryptocurrency market can be a strong emotional re-
action to news or events. This can lead to significant price
fluctuations and determine the mood of the market. Be-
havioural finance also identifies cognitive errors in finan-
cial decision-making. The author B.Y. Al-Mansour (2020)
explores the impact of heuristic simplifications and sys-
tematic errors that can lead to incorrect analysis and risk
assessment in the cryptocurrency market.

The cryptocurrency phenomenon is a unique area of
research for behavioural finance, as it is essentially a typ-
ical combination of finance and psychology (except for
programming). Most researchers believe that behavioural
finance is the key to building a pricing model for the cryp-
tocurrency market in the future, and it will be based on the
psychological characteristics of the behaviour of individ-
uals and social groups, rather than the usual fundamen-
tal analysis of traditional financial markets. The research
aimed to study how various aspects of behavioural finance,
such as psychological biases, emotional response to risk,
and buy-in, influence investors’ decisions about crypto-
currency assets.

MATERIALS AND METHODS
The theoretical and methodological basis for the study of
cryptocurrency markets is the scientific work of Ukraini-
an and European scientists on cryptocurrency behaviour-
al finance, materials from Internet sources, periodicals,
educational materials and scientific works of authors who
have studied the influence of behavioural psychology in

making investment decisions in cryptocurrency mar-
kets. The study was based on the analysis of cryptocur-
rency exchange rate statistics for 2013-2023 (CoinMar-
ketCap, 2023). In order to solve the tasks set, the study
uses general scientific and specific research methods.
In particular, a literature review was applied: analysis of
scientific articles, books, dissertations and other sources
covering the theories and concepts of behavioural finance
in the context of cryptocurrencies. The descriptive-ana-
lytical method was used to summarise and systematise
the results obtained on the impact of behavioural factors
on price dynamics and investment decisions in crypto-
currency markets. The method of statistical analysis was
used to interpret the behaviour of players in the crypto-
currency markets. SWOT-analysis is used to reveal the
economic nature of cryptocurrency and the peculiarities
of its circulation as an innovative means of payment. Sys-
tematic methods, such as classification and categorisa-
tion, were used to identify the main behavioural partners
in the cryptocurrency market. Logical generalisation was
applied to ensure the logical sequence of the material.
Dialectical methods, such as induction and deduction,
were used to draw general conclusions from specific facts
and vice versa. The method of analysis and synthesis was
used to present an adequate picture of the movement of
processes in the context of general events. The graphical
method was used to present the results of the study in a
visual way.

RESULTS AND DISCUSSION

Behavioural finance should not be contrasted with mod-
ern corporate and public finance, let alone personal or
household finance. This concept of finance is only a com-
plement to the general theory of finance, although it is
extremely important. Psychological phenomena have a
significant impact on financial activities, as financial de-
cision-making is often accompanied by risk and uncer-
tainty. Therefore, the creation of a theoretical framework
for the influence of human psychology and other social
factors on financial decision-making is one of the most
pressing tasks of modern economic science, especially fi-
nancial research. There are many scientifically formalised
effects of behavioural finance, paradoxes and other pat-
terns, but, according to many scholars, the main task of
building the theory of behavioural finance into a single
and systematic doctrine remains unresolved (Nikiforov &
Marich, 2022).

Behavioural finance is the study of the influence of
psychology on the behaviour of investors or financial an-
alysts. It studies various psychological influences on deci-
sion-making and the impact of these effects on markets.
Behavioural finance, in particular, is based on the fact
that investors are not always rational, have limits to their
self-control, and are influenced by their own biases (Ilyas-
henko, 2017). A comparison of behavioural finance with
traditional financial theory is presented in Table 1.
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Table 1. Comparison of behavioural finance with traditional financial theory

Traditional financial theory

Theoretical hypotheses of behavioural finance

1. The market as a whole, especially investors, is rational. That is,
they act in their own interests and make the best decisions.

2. Investors are most interested in maximising utility. That is, all
their decisions depend on the ultimate, most profitable outcome
for them. This factor determines that the market itself, as a set of
all participants, is always regulated to maximise utility.

3. Investors’ self-control is absolute. Their decisions are not
influenced by emotions, moods and personal attitudes to risk.

4. Investors’ decisions are not influenced by bias. Investors are not
subject to cognitive errors.

1. Investors are perceived as “normal” rather than “rational”. It is
the irrationality of human behaviour that is taken into account.

2. Their self-control is effectively limited. Their decisions are
influenced by emotions, moods and personal attitudes to risk.

3. Investors are influenced by their own biases.

4. Investors’ cognitive errors can lead to poor decisions.

Source: developed by the authors on the basis of M. Baker & J. Wurgler (2015); D. Kahneman (2019)

Thus, the main achievement in behavioural finance is
the realisation that in finance, as in all other areas of ac-
tivity, people make decisions and act under the influence
of stereotypes, preconceived ideas, illusions of percep-
tion, errors in information analysis, and ordinary emo-
tions. In 2023, humanity is at the centre of an economic
phenomenon. Thousands of dollars are paid by people
for what is essentially a reward for actions in computer
games. Cryptocurrencies have no physical embodiment,
are sometimes used in very dubious ways, are hardly
regulated, and basically only exist if enough computers
can confirm their existence. At this point, it can be as-
sumed that this is the largest economic bubble in history,
and it may have just begun to spread. Concerned about
the hysteria of mass greed and corruption among young
people, governments have been forced to deny the value
of cryptocurrencies or restrict trading in them (Ballis &
Verousis, 2022).

They exist in software environments that are maintained
and developed mostly by volunteer programmers, and no
one seems to know the true identity of their creators. Cryp-
tocurrencies are a historically significant financial, political
and social phenomenon that could turn into an outright
farce or perhaps the beginning of a completely new glob-
al payment system. Since 2010, the Internet and the media
have been abuzz with various opinions and assumptions
about cryptocurrencies. However, most of them are based
on classical financial analysis and historical considerations,
combined with personal emotions and bias. Representative
bias is prevalent in most cryptocurrency reviews and valu-
ations. When trying to evaluate the concept of cryptocur-
rency in the context of such things, it is as irrelevant as com-
paring smartphones and telephones. In order to reveal the
economic nature of cryptocurrencies and the peculiarities
of their circulation as an innovative means of payment, it is
advisable to summarise the results of the analysis (Table 2).

Table 2. SWOT-analysis of cryptocurrency circulation

Strengths

Weaknesses

¢ anonymity and protection of users’ personal data;
* decentralised issuance;

+ making payments without intermediaries;

¢ high transaction speed (compared to fiat money);
* Jow maintenance costs;

¢ lack of centralised management;

* resistance to inflation;

¢ high level of security.

+ used as a means of payment in the illicit goods market;

+ technical complexity of use;

¢ Jack of material form;

¢ inability to cancel transactions;

¢ narrow scale of distribution in the consumer sphere;

+ high dependence on the information environment
and consumer trust.

Features

Threats

¢ a convenient means of payment
for international online trade;
¢ creating competition for the traditional payment system;
¢+ high investment potential;
¢ growing number of consumers in the world.

¢ high risks of volatility;

+ unstable income;

¢ legal and regulatory framework of national governments;

. changes in consumer tastes;

¢ competition from new types of cryptocurrencies;

¢ computer system failures and hacker attacks;

¢ difficulty in forecasting the exchange rate using traditional methods.

Source: developed by the authors on the basis of O. Perchuk et al. (2020)

Elements of traditional finance and economics are
partially present in the cryptocurrency phenomenon,
but only the set of elements present in it makes crypto-
currency a unique phenomenon. Thus, it is more correct
to consider this phenomenon from the perspective of

behavioural finance. One of the aims of this paper is to
add a behavioural dimension to the current discussion
on cryptocurrencies and to raise awareness of the impact
of behaviour on financial markets. This should be seen
in the context of the fact that behavioural science is a
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relatively new approach to the study of financial markets,
and there is little empirical evidence to accurately measure

the impact of specific behavioural factors on cryptocur-
rency markets (Fig. 1).

Behavioural factors

Emotions

Cognitive processes

Self-confidence Persistence of beliefs . He,““S“F Theory.of
simplifications perspectives
s Theory of regret |1 Status quo i
Optimism Y & d Representativeness Avoidance of
losses
The anticipation effect The effectiof Fear of uncertainty Lmkl?g. to the Differentiated
ownership original risk appetite
information
Self-attribution Confirmation effect —— Cognitive dissonance Framing |>

Figure 1. Classification of behavioural factors

Source: developed by the authors on the basis of M. Lipych (2014); B. Liu et al. (2016)

According to those involved in the study of behaviour-
al sciences, it is difficult to avoid being fascinated by the
phenomenon of cryptocurrencies, which is marked by their
high attractiveness for analysis and research. After all, it is
one of the major developments that has taken place since
behavioural research began to be studied in the context of
financial analysis. For those studying behavioural finance,
this is comparable to what happened after physicists at the
Large Hadron Collider discovered new atomic particles.
The cryptocurrency market is the most behaviourally driv-
en of all markets (Hirshleifer et al., 2016). Characteristic fea-
tures of the cryptocurrency market in behavioural finance:

¢ Fear of loss;

¢ Fear of herd mentality;

¢ Envy;

¢ Speculation (Liivamagi, 2016).

In addition, investors are basically putting their faith in
a completely new concept. Regardless of the final outcome,
the cryptocurrency market phenomenon will provide the
most interesting information and data on the emotional
and psychological mechanisms that drive people’s financial
decision-making (Adil et al., 2022). It is widely believed
that the cryptocurrency market is completely irrational.
From the perspective of classical finance, this is true, but
irrationality is an inherent part of financial decision-mak-
ing, and this view has led to the classical market crises of
1987, 2000 and 2008 being seen as inexplicable, when they
are not. Human behaviour violates the principle of ration-
al utility in many cases, and trying to empirically argue
against it is counterproductive. From the perspective of
classical finance, people do not behave as they should, and
anyone who contradicts this is trying to impose reality on
an abstract model.

Cryptocurrency reached its highest value in 2021,
valued at almost USD 3 trillion. As talk of an economic

downturn began, cryptocurrency values began to fall
(Parveen et al., 2023). During the biggest drop, the two
largest digital currencies lost almost three quarters of their
value. As of January 2023, the cryptocurrency market was
valued at almost USD 993 billion (Abdeldayem & Aldu-
laimi, 2023). When evaluating a cryptocurrency from the
perspective of traditional finance, its price is zero, and the
market value appears abnormal. From the viewpoint of
behavioural finance, one can analyse potential pricing as a
global currency, the hypothetical value of a gold substitute,
cryptography as a value security, and blockchain as a tool
for internationalising the economy (Bernheim et al., 2019).

Talks of a looming recession make the public anxious
and abandon riskier assets such as stocks and cryptocur-
rencies. Consumer confidence starts to drop with thoughts
of arecession. Cryptocurrencies are based on consumer de-
mand, and due to the higher cost, people may not have the
money to invest in cryptocurrencies. It is unclear whether
the value of cryptocurrencies can fall during a recession
because digital assets have not survived it for a long pe-
riod. However, researchers C.-H. Chang & S.-J. Lin (2015)
believe that cryptocurrencies will fight the fear of recession
like other riskier investments.

In general, it can be said that to fully assess any mar-
ket, it is also necessary to look at the behaviour of partici-
pants and their influence on each other. In today’s markets,
let alone historical markets, even professional analysts are
rarely able to do this effectively. Market analysis, whether
fundamental, economic or technical, is often too limited
for a number of reasons. Contextual limitations, vested
interests, and various biases prevent analysis from being
fully adequate. And last but not least, insufficient attention
to behavioural finance, the emotional and psychological
sphere of human activity, makes this analysis incomplete
(Nikiforov & Marich, 2022).
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The founders of Bitcoin are not taking this lightly or
looking at it in isolation. They have clearly defined goals
aimed at addressing the problem of overpriced fiat cur-
rencies, distrust of financial institutions, high transaction
costs, and the impracticality of using gold as a store of val-
ue. I. Makarchuk & O. Perchuk (2020) note that all of this
concerns different target audiences and adds an important
social component to the cryptocurrency market. Neverthe-
less, there have been many populist statements about the
future of cryptocurrencies around the world. They have
expressed high levels of distrust and frustration with the
actions and policies of governments and mainstream finan-
cial institutions (Grosshans & Zeisberger, 2018).

For many who buy bitcoin and other cryptocurren-
cies, it is not so much an investment as a political donation.
From their point of view, these investments show that they
support the basic terms of the plan. By design (and as a
direct nod to central banks), bitcoin is also positioned as a
possible alternative to gold. Due to the inherent advantag-
es of this argument from a practical point of view (ease of
storage, limited supply, etc.) and good technical appeal to
younger generations, bitcoin is experiencing a speculative
boom (Kaustia et al., 2016). This introduces a group of peo-
ple looking for easy and quick money into the market. Since
2009, bitcoin has been a rather interesting experiment,
which even in 2023 is not taken seriously by many, except
for the benefits of the underlying blockchain technology.
However, the tipping point was reached in June 2017, when
prices broke out of a long, slow, multi-year uptrend and be-
came parabolic. After the sharp drop in the bitcoin price
in 2017 and the great hype, the cryptocurrency market has
become more stable and is gradually developing (CoinMar-
ketCap, 2023). The absence of uncontrolled behaviour of
participants makes the cryptocurrency market more inter-
esting from the point of view of behavioural finance.

According to T. Zheliuk & O. Brechko (2016), cryp-
tocurrency is a stable and universal instrument of global
financial payments, and at the same time a financial in-
strument with high capitalisation and a competitive form
of international capital flows. However, such a statement
does not fully reflect the essence of the concept under
study and does not take into account its main features,
which were revealed in the above study. V. Soslovskyi &
I. Kosovskyi (2016), on the other hand, consider crypto-
currency as a means of payment that does not have a ma-
terial form, but exists in the form of software code using
cryptographic security methods, the issue and accounting
of which is often decentralised and known to the partici-
pants in the settlement. Although this opinion of the au-
thors is supported by the above, the essence of this issue
should be interpreted through the prism of the concept of
“digital currency”.

When looking at crypto markets through the lens of
behavioural finance, they will appear not only as a new
concept with unique characteristics, but also with differ-
ent appeal to different people. There are also cognitive er-
rors that affect investment decisions, especially heuristic

simplifications that usually reduce decisions to one or more
reasons. It is possible to isolate these underlying factors and
define market segments around them. Although this is an
oversimplification of the market, it is very useful for estab-
lishing at a high level the key psychological variables, as
discussed in N. Shamanska & O. Shamanska (2015). People
buy cryptocurrencies not only because of the properties of
fiat currencies. For example, some people buy smartphones
because they are the latest generation of phones, while oth-
ers are interested in using a smartphone as an audio player
or a camera. The third group is interested in quick access
to data storage, and the fourth group is interested in con-
stant and fast access to the Internet. Although there are
some simplifications in these examples, smartphones have
become incredibly popular precisely because they meet the
different needs of different groups, and cryptocurrencies
have similar properties.

Thus, behavioural finance is a more realistic assessment
of how financial decisions are made than classical financial
theory, as it is impossible, or rather wrong, to consider hu-
man activity while dismissing behavioural psychology.

CONCLUSIONS

The study found that cryptocurrencies are a historically sig-
nificant phenomenon in the areas of finance, politics and
society that may evolve before the start of a new global pay-
ment system. The cryptocurrency market is distinguished
by the fact that its dynamics are largely determined by hu-
man behaviour, making it the most manageable of all mar-
kets. Regardless of the final outcome, the cryptocurrency
market phenomenon provides information and data on the
emotional and psychological mechanisms that influence
people’s financial decision-making. From the point of view
of classical finance, people do not always act in accordance
with theoretical models, and those who deny this will try to
impose reality on abstract models.

The article analysed the cryptocurrency market from
the perspective of behavioural finance, which allowed to
consider the possible price of a global currency, the hypo-
thetical value of a gold substitute, cryptography as a means
of ensuring value security, and blockchain as a tool for in-
ternationalising the economy. It also analysed cognitive er-
rors that affect investment decisions, identifying the main
factors and market segments around them. In summary,
behavioural finance is a more realistic assessment of how
financial decisions are made than classical financial theory,
as it is difficult, or rather wrong, to consider human activity
while ignoring behavioural psychology.

This study has shown that the cryptocurrency mar-
ket opens up wide opportunities for studying the impact
of social media and mass media on investment decisions.
This can serve as a prospect for further research, as ob-
serving market dynamics and investors’ reactions to news
and events reflects important aspects of group psychology
and collective behaviour. The integration of social media
analysis, emotional and psychological factors into crypto-
currency market research allows to better understand and
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predict price movements and investment trends. This ap- ACKNOWLEDGEMENTS
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AHOTaLLiA. B cyqacHOMY CBiTi KPUIITOBAIIOTY IIEPECTA/IN 0TI TEXHOTOTIYHIM YBOM /ISl HEBEMKOI TPYIIN IIPOrPaMICTiB.
Bonu cranm gy>ke NOIMPEHNM iHBECTUIIIIHNM iHCTPYMEHTOM, AKNUII IPUBEPTAE YBary AK TPaguLiliHUX iHBECTOPiB
(ponpu Ta Tpeiigepn), Tak i TUX, XTO He IIiIKaBUTbCA KIACMYHUMY PMHKAMU Ta iHBeCTyBaHHAM 3arajioM. Oco61mBo Le
crocyerbes HiTkoiHa. MeToro po60Tu Oy10 HOCIiPKeHH A BIVIMBY HOBEiHKOBOI IICUXOJIOTII IpY IIPUITHATTI iHBeCTUIHTHUX
pillleHb Ha pUHKaX KPUIITOBAIOT. MeTou JOCTi/[KeHHA BK/II0Ya M aHali3 iCTOPMYHMX JJaHUX IiH KPUIITOBAMIOT, a TAKOX
CIIOCTepeXKeHH: 3a peaKIli€lo iHBeCTOpiB Ha BaXk/IMBi NOJil Ta HOBMHI, ITOB’A3aHi 3 KpunroBamoTamu. Kpim toro, Oymn
BUKOPMCTAHI METO[M aHa/Ii3y MOBEAiHKM /11 PO3YMiHHSA Ta IIPOTHO3YBAHHs PEAKIili iHBECTOPIB Ha PiSHOMAHITHI CTUMY/IN
Ta CUTyalil Ha pUHKaX KPUIITOBAIIOT. Y pe3y/lIbTaTaX CTAaTTi OMCAHO OCHOBHI II0/I0XKeHH: ITOBeiHKOBYX (hiHAHCIB, AKi
€ IOTPIOHMMU JI OIVIAAY PUHKY KPUITOBAMIOTH. TaK0X PO3IIAHYTO BIUIMB OCHOBHUX TeM JOC/IPKeHb IIOBEeiHKOBUX
¢inanciB. Crig 3a3Ha4nTY, IO 3@ BiICYTHOCTI BeNMKOI Ki/IBKOCTI JaHUX, HOCIIKEHHA PUHKY KPUIITOBAJIIOT i IOBEiHKM
Y4YaCHUKIB € IIEPEBAXKHO TIIOTETUYHOIO OLIIHKOIO, a eMIIiPMYHI MOMEHTY JOC/IIXKEHHA CKOIIiIIOBaHi 3 ITOBEJiHKOBMAX
¢iHaHCiB KTacMYHOrO pUHKY. PO3I/IAgady KPUIITOBAIIOTHNIL PUHOK 3 TOYKM 30Py MOBEAIHKOBUX (iHAHCIB, 6yI10
POSIIAHYTO OCHOBHI TOYKM 30PY Pi3HUX CTOPIiH: AK IPUXUIbHMUKIB KPUIITOBAIIOTY, TAK i TUX, XTO BBAXKAE 1i€ ABUIE
eKOHOMIYHOI0 6y/Ib6AIIKOIO0 y TeXHOIOriuHil o6ropTui. CucreMarnsoBaHo iHgopMmaliio, o Bifobpa’kae OCHOBHI
ylepeXKeHH IOBeNiHKOBYX (iHAHCIB, AKi CTOCYIOTbCA AK KJIACMYHMX PUHKIB, TaK i pMHKIB KpUIITOBAIIOT. JOCTiKeHHA
KPUITOBAIOT 3 TOYKY 30py ITOBeiHKOBYUX BiHAHCIB BifoOpaskae MPaKTUYHY LiHHICTD Y pO3yMiHHI BIUIMBY IOBEMiHKOBIX
YMHHMKIB Ha IIiHOBY AMHAMIKy Ta iHBECTULIIIHI pillIeHHS Ha PUHKAX KPUIITOBAJIIOT

Knto4oBi cnoBa: 6irkoity; BipTyaabHa BaIIOTa; IVIATDKHA CHCTEMa; iHpOpMaliliHa eKOHOMIKa; TOBeiHKOBI YMHHUKY
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