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ABSTRACT

The main objective of this research is to investigate the complex interplay between education, inves-
tment experience, and specific socioeconomic characteristics, and their resulting influence on the
behavior and decision-making of individual investors in the Western Balkans. The study particu-
larly focuses on investors’ attitudes towards different financial asset classes, including stocks, bon-
ds, and mutual funds. Using a quantitative research methodology, based on a survey of individual
investors, coupled with a comprehensive analysis of extant literature, this study aims to test several
key hypotheses regarding investor behavior in this specific transition market context. The analysis
reveals a notable, statistically significant correlation between higher educational attainment and
increased risk tolerance, suggesting that education fosters a greater appetite for risk. Furthermore,
the length and nature of investment experience are found to significantly shape both the perception
of market knowledge and overall investor confidence. Socioeconomic factors, such as age, gender,
and occupation, also play a crucial role in shaping preferred investment strategies and portfolio
allocation. These findings underscore the critical need for customized financial literacy resources
and targeted educational programs designed to enhance the decision-making processes of individu-
al investors in the region and mitigate potential investment risks. The paper concludes by outlining
directions for future research, which should include larger, more diverse samples, a greater focus
on female investor representation, and an examination of psychological biases and macro-financial
influences specific to the Western Balkans.

Keywords: Individual investors, investment behavior, Western Balkans, education

INTRODUCTION

The behavior of individual investors is a criti-
cal component of financial market dynamics
worldwide. Their decisions, often influenced
by a complex mix of financial, demographic,
psychological, and sociological factors, have
significant aggregate effects on market stability,
asset pricing, and capital allocation. Despite the

global importance of this field, the specific con-
text of emerging and transition economies, par-
ticularly those in the Western Balkans, remains
significantly under-researched.

The Western Balkans region (Bosnia and Her-
zegovina, Serbia, Montenegro, North Macedo-
nia, Albania, and Kosovo) presents a unique
environment for studying investor behavior.
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These countries share a recent history of transi-
tioning from centrally planned to market-based
economies, characterized by relatively underde-
veloped capital markets, low financial literacy
levels, and lingering effects of political and eco-
nomic instability. This transitional context sug-
gests that traditional Western models of inves-
tor behavior may not fully apply, necessitating
tailored local research.

The problem addressed by this research stems
from the noticeable gap in academic literature
concerning the determinants of individual
investor behavior within the post-transition
economies of the Western Balkans. While global
studies have broadly examined the influence of
factors like education and socioeconomic sta-
tus, a focused empirical investigation is needed
to assess how these variables specifically affect
the regional investors’ risk tolerance, asset allo-
cation, and market confidence. Understanding
these localized influences is essential for poli-
cymakers, regulators, and financial institutions
aiming to develop effective strategies for market
growth and investor protection in the region.

The main objective of this research is to empiri-
cally determine the impact of education, invest-
ment experience, and various socioeconomic
characteristics on the decision-making and be-
havior of individual investors across the West-
ern Balkans.

The specific objectives are to:

- analyze the relationship between an
investor’s level of formal education and
their perceived financial literacy and risk
tolerance

- evaluate how the duration and nature of
investment experience influence market
confidence and the choice of financial
asset classes.

- identify the influence of key socioecono-
mic factors (age, gender, occupation, and
income) on the formulation of investment
strategies and portfolio diversification.

Based on the research problem and objectives,
the following hypotheses are formulated and
tested:

H1 (Main Hypothesis): The investment habits
and financial decisions of individual investors
in the Western Balkans are significantly influ-
enced by a combination of their education, in-
vestment experience, and socioeconomic char-
acteristics.

Hla: There is a statistically significant positive
relationship between the level of formal educa-
tion and an individual investor’s risk tolerance
and perceived market knowledge.

H1b: Greater personal investment experience
significantly and positively influences an in-
vestor’s confidence and preference for actively
traded asset classes (e.g., stocks over bonds).

H1c: Socioeconomic characteristics (specifically
age, gender, and income) significantly impact
the choice of investment strategies, including
the level of diversification and portfolio size.

LITERATURE REVIEW

The study of individual investor behavior is
inherently interdisciplinary, drawing heavily
from financial economics, behavioral finance,
and sociology. This section reviews the key
theoretical perspectives and empirical findings
concerning the impact of education, experience,
and socioeconomic factors, alongside behavio-
ral biases, on investor decision-making, pro-
viding a robust foundation for the hypotheses
tested in this paper.

Financial literacy, often proxied by formal edu-
cational attainment, is consistently highlighted
in literature as a fundamental determinant of
sound investment decisions. High levels of fi-
nancial knowledge equip individuals with the
skills necessary to process complex financial in-
formation, evaluate risk, and select appropriate
investment products.

Prior research confirms a strong link between
education and investment outcomes. Hla
posits a positive relationship between educa-
tion and risk tolerance, a finding supported by
literature suggesting that greater educational
achievement is associated with a higher ability
to absorb and manage complex risks, leading
to a greater inclination to invest in high-return,
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high-risk assets (Lewellen et al., 1977). For in-
stance, Baihaqqy et al. (2020) found a significant
correlation between an investor’s education lev-
el and their understanding of financial literacy,
which subsequently influenced their investment
decisions in the capital market. Investors with
higher education are generally better positioned
to consider various factors related to invest-
ment activities before acting (Christanti & Ma-
hastanti, 2011).

Investment experience represents another cru-
cial, non-demographic factor influencing in-
vestor behavior, as stated in H1b. Experience
transforms theoretical knowledge into practical
understanding, shaping an investor’s confi-
dence, trading frequency, and strategic com-
plexity.

Empirical evidence suggests that experienced
investors exhibit different behavioral patterns
compared to novices. However, experience is a
double-edged sword. While H1b suggests that
experience positively influences market confi-
dence and a preference for actively traded as-
sets, this enhanced confidence can often lead to
the behavioral bias of overconfidence (Barber &
Odean, 2001). Gervais and Odean (2001) mod-
eled this process, showing how initial invest-
ment success causes investors to “learn to be
overconfident.” The findings of Fachrudin and
Fachrudin, (2016) further emphasize that mere
experience may be insufficient without strong
financial literacy, particularly in emerging mar-
kets where informational asymmetries are com-
mon.

Socioeconomic factors, which form the basis
of Hlc, provide the context within which edu-
cational and experiential influences operate.
These include age, gender, occupation, and in-
come.

Older investors are generally found to be more
risk-averse, reflecting shorter investment ho-
rizons and preservation goals (Jianakoplos &
Bernasek, 1998). Conversely, higher income
and specific high-status occupations are typi-
cally associated with greater participation in
the stock market and higher risk tolerance, due
to greater financial capacity to absorb potential

losses. Chattopadhyay and Dasgupta (2015)
confirmed that demographic characteristics like
age and marital status drive risk attitudes, in-
creasing risk aversion. Lotto (2023) highlighted
that higher education and employment status
are important factors influencing investment
choices. Kaur and Kaushik (2016) also explored
how demographic characteristics are key deter-
minants of investment behavior towards spe-
cific products like mutual funds.

This stream of research directly challenges the
assumption of rational economic agents (Fama,
1970) by incorporating psychological factors
into financial models (Barberis, Shleifer, &
Vishny, 1998).

Overconfidence: Overconfident traders tend to
trade more frequently, which can negatively
impact their net returns due to transaction
costs. Chuang and Susmel (2011) conducted an
important comparison, finding that individual
investors are often more susceptible to overcon-
fidence than their institutional counterparts, a
phenomenon also explored by Igbal et al. (2013)
regarding investor type and market anomalies.

Sentiment and Biases: Investor sentiment—the
general mood or optimism in the market—is a
key driver of security returns, particularly for
small, high-volatility, and growth stocks (Baker
& Wurgler, 2006). Studies show that a host of
other biases, including regret aversion, avail-
ability bias, and anchoring, significantly impact
individual decision-making (Antony & Joseph,
2017; Cao et al., 2021). The moderating role of
financial literacy on these biases is explored by
Adil et al. (2022), underscoring that cognitive
and emotional biases often override rational
thought, particularly in complex situations
like those observed during market turbulence
(Fanyi Wang et al., 2022).

Herding behavior, defined as the tendency of
investors to ignore their own beliefs and mimic
the actions of the market consensus, is a promi-
nent feature in both developed and emerging
markets. Christie and Huang (1995) first dem-
onstrated that herding can occur around market
returns, leading to concentrated movements.
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In emerging and transitional markets, where
informational efficiency is lower, herding can
be more pronounced as investors rely on the
presumed informed actions of others. Studies
have confirmed herding in various contexts,
including Chinese stock markets (Demirer &
Kutan, 2006; Tan et al., 2008), the crypto market
(Senarathne & Jianguo, 2020), and a compari-
son of investor types (Li, Rhee, & Wang, 2017),
which showed that institutional investors can
also engage in herding, although often for dif-
ferent reasons than individuals. The presence
of herding and other biases is also confirmed
in markets comparable to the Western Balkans,
such as the Athens Stock Exchange (Maditinos,
Sevié, & Theriou, 2007).

The Western Balkans region operates under
unique constraints that necessitate localized
research. As transitional economies, they share
structural issues that impact financial decision-
making:

- market characteristics - the capital mar-
kets are often shallow, illiquid, and cha-
racterized by high concentration and low
regulatory transparency (Djogo et al.,
2021). Research on local market dyna-
mics, such as the testing of market ano-
malies in the BiH market (Gruji¢ & Raj-
¢evié, 2020), highlights the institutional
vulnerabilities that individual investors
face.

- asset diversification and emerging tech-
nologies - beyond traditional assets, in-
dividual investors in emerging markets
are increasingly exposed to high-risk,
non-traditional assets like cryptocurren-
cies. Although the literature often focu-
ses on the rational integration of these
assets into institutional portfolios, local

research confirms their relevance. Grujic
(2021), for example, demonstrated that
Bitcoin is a justified source of diversifi-
cation for institutional investors, even for
those who are risk-averse. This finding,
while institutional in focus, is critical for
understanding the market landscape that
influences individual investors, who may
mimic such portfolio decisions, often
without the same level of analytical rigor
or capital base.

- local financial expertise - the regional
academic work on financial systems and
markets (Gruji¢, 2022) provides the ne-
cessary theoretical understanding of the
modus operandi of these specific financi-
al environments.

- integrity and trust - a critical contextu-
al factor in emerging markets - is the
heightened risk of financial crime and
weak institutional governance. Gruji¢
and Sikman (2020) specifically analyzed
the manifestation and challenges of
proving money laundering in emerging
markets, pointing out that such illegal
activities undermine the integrity of the
financial system and erode investor trust.
This environment, characterized by the
persistence of illegal financial flows, fun-
damentally alters the risk calculus for in-
dividual, non-professional investors.

The synthesis of this literature confirms that
while global financial theory provides a basis,
the combination of low financial literacy, sus-
ceptibility to behavioral biases, and the unique
structure of transitional markets warrants a
focused empirical study on the investors in the
Western Balkans.
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Table 1. Differences Between Individual and Institutional Investors

Difference

Institutional Investors

Individual Investors

Source

Long-term, often related to

Short-term, often focused on

Lietal., 2017; Jianakoplos

Goals pension funds or other long- achieving quick profits. & Bernasek, 1998
term obligations.
Large resources, Limited resources often .
Resources  sophisticated analysis tools,  rely on publicly available i?bgloeztlal., 2013; Caoeet
expert teams. information. N
. Access to a wide range of Mainly rely on publicly Maditinos et al., 2007;
Information information, including available information and .
. : ) Barberis et al., 1998
private and confidential data. media.
N Based on thorough analysis, It can be influenced by. Maditinos et al., 2007;
Decisions it often includes fundamental ~emotions, market sentiment, Antony & Joseph, 2017
and technical analysis. and limited information. Y PR
Higher risk tolerance due Risk tolerance highly variable .
. . but can exhibit speculative Chuang & Susmel, 2011;
Risk to long-term horizon and . . . .
T risk-taking due to behavioral ~ Ahmad & Singh, 2015
portfolio diversification. bi
iases.
. . Short-term, often measured Baker & Wurgler, 2006;
Time Long-term, often multi-year . .
. in months or even weeksand ~ Senarathne & Jianguo,
Horizon or even decades.
even days. 2020
Reculation Subject to stricter regulations Less regulated, greater Baker & Wurgler, 2006;
5 and restrictions. flexibility in decision-making.  Djogo et al., 2021
Often act as a “steady hand” ~ Can amplify market
Market on the market, and their fluctuations due to emotional ~ Gervais & Odean, 2001;
Behavior activities can influence reactions and limited Christie & Huang, 1995
prices. information.
Market Use fqndamentgl and Rely on public information Iqbal et al., 2013; Grujié,
. technical analysis, as wellas  and often react to market
Analysis oo . 2022
quantitative methods. sentiment.
Emotional rL:jcstgg:eafafn;;mgl::e d More influenced by emotions,  Chuang & Susmel, 2011;
Factors > Andlyzing prone to overconfidence. Gervais & Odean, 2001
on data.
METHODOLOGY market knowledge, attitudes towards invest-

This research employed a two-phase methodol-
ogy combining literature analysis and primary
data collection via a survey questionnaire. The
literature review involved analyzing scientific
papers from Web of Science and Scopus to es-
tablish a theoretical foundation.

The primary research, conducted in January
2025, utilized a Google Forms-based survey dis-
tributed to individual investors in the Western
Balkans. The questionnaire gathered data on de-
mographics, investment experiences, financial

ment strategies (covering aspects like gender,
age, education, portfolio size, and knowledge
level about financial markets on a scale of 1 to
5.), investment goals, expected returns, risk tol-
erance, and concerns.

Quantitative data were analyzed using descrip-
tive statistics and inferential statistics (t-tests
and ANOVA) to identify significant differences
across groups. Qualitative data were also con-
sidered to provide a comprehensive under-
standing of individual investor behavior.
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RESULTS

Based on the analyzed data, we can draw several
key interpretations about the behavior of indi-
vidual investors in the Western Balkans.

Out of the total sample of 510 respondents,
76.27% are male (389 respondents), while fe-
males constitute 23.73% (121 respondents).
The average age of respondents is 48.08 years,
specifically 49.05 years for males and 44.94
years for females. Males rated their knowledge
of financial markets with an average score of
3.2667, while females rated it slightly higher at
3.3125. Although the differences are minimal,
this small variation suggests that women may
have slightly more confidence in their knowl-

Table 2. Analysis by gender

edge of these markets. The standard deviation
for male respondents is 0.8430, while for fe-
males it is 0.8544. This similarity in standard
deviation indicates that both genders are equal-
ly variable in their self-perceptions of knowl-
edge. The average risk tolerance score for males
is 2.8611, while females have a slightly higher
score of 2.9583. This difference may suggest
that women tend to have a higher risk tolerance
compared to men, which is contrary to common
perceptions of men being more risk prone. The
standard deviation for males is 0.7151, and for
females is 0.7133, meaning that the samples
from both genders are similar in their risk toler-
ance (Table 2).

Average Average Standard Standard deviation
Gender Count Percentage scoreof  score of Risk deviation of of knowledge of risk
KFM tolerance  knowledge of FM tolerance
Male 389 76.27% 3.2667 2.8611 0.843 0.7151
Female 121 23.73% 33125 2.9583 0.8544 0.7133
Total 510 100.00% 3.302 2.9196 0.8497 0.7333

Analyzing the data on the respondents’ edu-
cational level, we can draw several key conclu-
sions about their knowledge of financial mar-
kets and risk tolerance. Interestingly, the group
with secondary education (IV degree) demon-
strates the highest average self-assessment of
knowledge about financial markets (3.7500),
despite representing only 7.06% of the sam-
ple (36 respondents). Their risk tolerance is
average (3.0000), but the standard deviation
of both knowledge and risk tolerance is rela-
tively high, indicating significant variability
within this group. Conversely, the group with
higher education (VSS), which constitutes the
largest portion of the sample (83.73%, 427 re-
spondents), shows a lower average knowledge
score (3.1111) but the highest risk tolerance
(3.3333). This suggests that while formal edu-
cation might not directly correlate with per-

ceived financial knowledge, it could influence
risk-taking behavior (Table 3).

Furthermore, the Master’s/Magistar group
(4.31%, 22 respondents) exhibits the lowest risk
tolerance (2.8367) and a moderate knowledge
score (3.2500), with the least variability within
the group. The doctoral group (4.90%, 25 re-
spondents) shows a higher knowledge score
(3.3636) and a risk tolerance of 3.1818, with sig-
nificant variability. Overall, the average knowl-
edge score for the entire sample is 3.3020, and
the average risk tolerance is 2.9196. These find-
ings indicate that while educational level plays a
role in shaping financial knowledge and risk tol-
erance, other factors also significantly influence
these aspects. The notable variability across all
groups underscores the complexity of investor
behavior and the need for a multifaceted ap-
proach to understanding it.
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Table 3. Analysis by professional qualifications

Professional Average Average Standard Standard
ualification Count  Percentage score of scoreof  deviation  deviation of
q KEM RT of KFM RT
Secondary vocational 3¢ 7.06% 3.75 3 0.9612 0.9155
education — IV level
Higher vocational 427 83.73% 31111 33.333 0.928 1
education - VSS
Master 22 4.31% 3.25 28.367 0.8214 0.6455
Doctor of science 25 4.90% 33.636 31.818 0.9244 10.787
Total 510 100.00% 3.302 29.196 0.8497 0.7333

The analysis of investment periods reveals dis-
tinct patterns in investors’ knowledge and risk
tolerance across different timeframes. The largest
segment of respondents (84.31%, 430 individu-
als) has been investing for more than three years.
This group exhibits a slightly below-average risk
tolerance (2.8061) and a near-average knowledge
of financial markets (3.2959). Their standard de-
viations for both knowledge and risk tolerance
are the lowest, suggesting a more homogenous
group with consistent investment behaviors.
This indicates that long-term investors, who have
weathered market fluctuations, tend to adopt a
more conservative approach to risk, possibly due
to accumulated experience and a focus on long-
term stability rather than short-term gains.

In contrast, those who have been investing for less
than six months (7.06%, 36 individuals) show
a higher risk tolerance (3.1875) and a moderate
level of financial market knowledge (3.2500).
Their standard deviation for risk tolerance is the
highest, indicating significant variability within
this group. This suggests that novice investors
may be more willing to take risks, perhaps driven

Table 4. Analysis by investment experience

by optimism or a lack of understanding of po-
tential pitfalls. The group investing between one
and three years (8.63%, 44 individuals) displays
the highest risk tolerance (3.5000) and a slightly
below-average knowledge score (3.0625). This
group’s standard deviation for knowledge is also
the highest, highlighting a wide range of expertise
levels. This could reflect a phase where investors,
having gained some experience, are more confi-
dent in taking risks, though their knowledge may
still be developing.

Overall, the data suggests that investment peri-
od significantly influences both knowledge and
risk tolerance. Long-term investors, who have
experienced various market conditions, tend to
be more risk-averse and have more consistent
investment behaviors. Conversely, newer inves-
tors, particularly those with 1-3 years of experi-
ence, exhibit higher risk tolerance, potentially
due to overconfidence or a lack of comprehen-
sive market understanding. These findings un-
derscore the importance of investor education
and experience in shaping investment strategies
and risk perceptions (Table 4).

Average  Average  Standard Standard

Investment period Count Percentage scoreof  scoreof deviation  deviation
KFM RT of KEM of RT
less than six months 36 7.06% 3.25 3.1875 0.75 0.9811
between one and three years 44 8.63% 3.0625 3.5 0.9662 0.7303
more than three years 430 84.31% 3.2959 2.8061 0.8356 0.6588
Total 510 100.00% 3.302 29196 0.8497 0.7333
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The data presented in Table 5 reveals a clear pref-
erence for stocks among the respondents, with
81.57% (416 individuals) indicating that stocks
are the predominant asset class in their portfo-
lios. This group also exhibits the highest average
knowledge of financial markets (3.3661) and a
relatively moderate risk tolerance (2.8197). The
low standard deviations for both knowledge and
risk tolerance suggest a homogenous group with
consistent investment behaviors. This indicates
that investors with a focus on stocks tend to
have a higher self-perceived expertise in finan-
cial markets and are moderately risk-averse.
This preference for stocks is likely influenced
by their perceived accessibility and potential for
higher returns compared to other asset classes.

Conversely, cryptocurrencies, despite their
volatility, attract a smaller segment of investors
(5.88%, 30 individuals). This group displays the
lowest average knowledge of financial markets
(2.6250) but the highest risk tolerance (4.0000).
The standard deviation for risk tolerance is
relatively low, indicating a consistent high-risk
appetite within this group. This suggests that
investors drawn to cryptocurrencies are more

willing to take on significant risks, possibly
driven by the allure of high potential returns,
even with limited financial knowledge. Real es-
tate, bonds, and ETFs attract even smaller seg-
ments of investors, each with varying levels of
financial knowledge and risk tolerance. Nota-
bly, ETF investors exhibit the lowest risk toler-
ance (2.4615) and a moderate level of financial
knowledge (3.1538), indicating a preference for
diversified and potentially less volatile invest-
ment options.

Overall, the data underscores the dominance of
stocks in investor portfolios, reflecting a balance
between perceived knowledge and risk toler-
ance. The contrasting profiles of cryptocurrency
investors highlight the diverse motivations and
risk appetites within the investor population.
The findings suggest that asset class preferences
are closely linked to investors’ self-perceived
knowledge and risk tolerance, with stocks at-
tracting a knowledgeable and moderately risk-
averse crowd, while cryptocurrencies appeal to
risk-seeking individuals with potentially lower
financial expertise.

Table 5. Which asset class is dominant in your portfolio?

Average Average Stz_m(_iard Standard
Assets Count Percentage score of score of RT deviation of deviation of RT
KEM KFM

Stocks 416 81.57% 3.3661 2.8197 0.8181 0.6231
Cryptocurrencies 30 5.88% 2.625 4 0.7806 0.7071
Real Estate 12 2.35% 25 3 0.5 0.5774
Bonds 20 3.92% 3.3 2.7 0.6403 0.9

ETFs 32 6.27% 3.1538 24615 0.9484 0.4985
Total 510 100.00% 3.302 29196 0.8497 0.7333

Source: Authors calculation

The data presented in Table 6 examines the re-
lationship between portfolio size, self-perceived
knowledge of financial markets, and risk tol-
erance. The largest segment of respondents,
66.27% (338 individuals), falls within the port-
folio size category of up to €50,000. This group
exhibits a near-average level of knowledge
(3.2959) and risk tolerance (2.8994), with mod-

erate standard deviations, suggesting a relatively
homogenous group. This indicates that the ma-
jority of individual investors in the sample have
smaller portfolios and demonstrate a balanced
approach to both knowledge and risk. Notably,
the group with portfolios between €250,000 and
€500,000 shows the highest average knowledge
score (3.6667) but the lowest risk tolerance
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(2.6667). This suggests that investors with larg-
er portfolios in this range may prioritize capital
preservation over high-risk, high-return strate-
gies, potentially reflecting a more conservative
investment approach as their wealth increases.

Investors with portfolios between €50,000
and €250,000 show a slightly higher risk toler-
ance (2.9245) compared to the largest group,
and a similar level of knowledge (3.2830). The
standard deviation for knowledge is the high-
est among all groups, indicating a wider range
of expertise levels within this segment. Inter-
estingly, the groups with portfolios between
€500,000 and €1,000,000 and those with port-
folios exceeding €1,000,000 exhibit identical
average knowledge (3.3333) and risk tolerance
(3.0000) scores. This suggests that investors at
the higher end of the wealth spectrum tend to

have similar investment behaviors, regardless
of the exact size of their portfolios. The standard
deviations for these groups are also identical,
indicating a consistent level of variability.

Overall, the data suggests that portfolio size
influences both knowledge and risk tolerance,
although the relationship is not strictly lin-
ear. Investors with portfolios in the mid-range
(€250,000 - €500,000) tend to exhibit the high-
est knowledge and lowest risk tolerance, while
those with smaller portfolios and those at the
very high end show more moderate levels of
both. The variability in knowledge and risk
tolerance across different portfolio sizes un-
derscores the diverse investment strategies and
risk appetites within the investor population.
(Table 6).

Table 6. Portfolio size
Average Average Standard Standard
Amount Count  Percentage  score of score o thT deviationof  deviation
KFM KFM of RT

up to €50,000 338 66.27% 32,959.00 28,994.00 0.79 0.75
between €50,000 0
and €250,000 106 20.78% 32,830.00 29,245.00 0.98 0.62
between €250,000 0
and €500,000 18 3.53% 36,667.00 26,667.00 0.87 0.50
between €500,000 0
and €1,000,000 24 4.71% 33,333.00 30,000.00 10,328.00 0.63
over €1,000,000 24 4.71% 33,333.00 30,000.00 10,328.00 0.63
Total 510 100.00% 32,763.00 28,816.00 0.84 0.71

Table 7 examines the relationship between the
percentage of the total investment portfolio
allocated to cryptocurrencies, self-perceived
knowledge of financial markets, and risk toler-
ance. The largest group of respondents, 57.65%
(294 individuals), reported having 0% of their
portfolio invested in cryptocurrencies. This
group exhibits the highest average knowledge of
financial markets (3.5102) and a relatively mod-
erate risk tolerance (2.9524), with the lowest
standard deviation for risk tolerance (0.5881).
This suggests that investors who avoid crypto-
currencies tend to have a higher self-perceived

expertise in financial markets and a balanced
approach to risk. The data implies that these in-
vestors may prioritize more traditional and sta-
ble investment options over the high volatility
of cryptocurrencies. In contrast, the group with
more than 25% of their portfolio invested in
cryptocurrencies (6.27%, 32 individuals) shows
the highest risk tolerance (4.0000) and a moder-
ate level of knowledge (3.1875). This indicates
that investors with a significant portion of their
portfolio in cryptocurrencies are willing to take
on substantial risks, possibly driven by the po-
tential for high returns, despite not having the
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highest self-perceived financial knowledge. The
group investing less than 1% in cryptocurren-
cies (21.57%, 110 individuals) exhibits the low-
est risk tolerance (2.2909) and a moderate level
of knowledge (3.0545). This suggests that even
those who dabble in cryptocurrencies but allo-
cate a very small portion of their portfolio tend
to be more risk-averse.

The group investing between 5% and 10% in
cryptocurrencies (11.76%, 60 individuals)
shows a moderate level of knowledge (2.9667)
and a slightly higher risk tolerance (3.2333).
This indicates that investors with a moderate
allocation to cryptocurrencies are willing to

take some risk, but not as much as those with
more than 25% allocation. The variability in
knowledge and risk tolerance across different
cryptocurrency investment percentages under-
scores the diverse investment strategies and
risk appetites within the investor population.
The findings suggest that investors’ allocation
to cryptocurrencies is closely linked to their risk
tolerance and self-perceived knowledge, with
those avoiding cryptocurrencies exhibiting the
highest knowledge and moderate risk tolerance,
while those heavily invested in cryptocurrencies
show the highest risk tolerance and moderate
knowledge (Table 7).

Table 7. Percentage of total investment portfolio invested in cryptocurrencies

P Average Average St@(}ard Sta1'1de.1rd
ercentage Count  Percentage score of KEM  score of RT deviationof  deviation
KFM of RT
0% 294 57.65% 3.5102 2.9524 0.787 0.5881
less than1% 110 21.57% 3.0545 2.2909 0.7274 0.4563
from 5% to 10% 60 11.76% 2.9667 3.2333 1.0246 0.7217
10-25% 14 2.75% 2.8571 2.8571 0.663 0.663
more than 25% 32 6.27% 3.1875 4 0.9311 0.7184
Total 510 100.00% 3.302 2.9196 0.8497 0.7333

Source: Authors calculation

Table 8 explores the relationship between in-
vestors’ stated investment goals, their self-
perceived knowledge of financial markets, and
their risk tolerance. The dominant investment
goal among respondents is “investing for retire-
ment,” with 77.06% (393 individuals) selecting
this option. This group exhibits a relatively high
average knowledge of financial markets (3.3842)
and a moderate risk tolerance (2.8757). The
standard deviations for both knowledge and
risk tolerance are also moderate, indicating a
consistent and balanced approach among these
long-term investors. This suggests that the ma-
jority of respondents prioritize long-term finan-
cial security and are willing to adopt a balanced
approach to risk and knowledge acquisition to
achieve their retirement goals.

In contrast, the goal of “short-term profit” at-
tracts the smallest segment of investors, with

only 2.94% (15 individuals) selecting this op-
tion. This group exhibits the lowest average
knowledge of financial markets (2.2857) and
the lowest risk tolerance (2.0000). The absence
of standard deviation data for risk tolerance in
this group suggests a highly homogenous group
with a consistent low-risk appetite. This indi-
cates that investors focused on short-term gains
may lack confidence in their financial knowl-
edge and prefer to minimize risk. The goal of
“earning more than in a bank” attracts 12.16%
(62 individuals) and shows the highest standard
deviation in financial knowledge (1.1860). This
suggests a highly diverse group of respond-
ents, potentially with a broad range of financial
knowledge, and an average risk tolerance of 3.

Other investment goals, such as “investing
for buying or selling real estate” and “enter-
tainment,” attract relatively small segments
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of investors. The “real estate” group exhibits
a moderate level of knowledge (3.2143) and
risk tolerance (3.0000), while the “entertain-
ment” group shows the lowest knowledge score
(2.0000) and a moderate risk tolerance (3.0000).
Overall, the data underscores the prevalence of

Table 8. Investment objectives

long-term investment goals, particularly retire-
ment planning, among the respondents. The
variability in knowledge and risk tolerance
across different investment goals highlights the
diverse motivations and risk appetites within
the investor population (Table 8).

Average  Average Standard Standard

Investment objectives Count Percentage  scoreof  scoreof deviationof  deviation of

KFM RT KFM RT
short term earnings 15 2.94% 23 20 0.7559 -
investment with the
intention of selling and 30 5.88% 32 30 0.8926 -
buying real estate
investment for old age 393 77.06% 34 29 0.7829 0.8163
fun 10 1.96% 20 30 - -
the desire to earn more 0
than in the bank 62 12.16% 26 30 11,860 -
Total 510 100.00% 33 29 0.8497 0.7333

Source: Authors calculation

Table 9 presents the relationship between inves-
tors’ expected rates of return, their self-perceived
knowledge of financial markets, and their risk tol-
erance. The largest group of respondents, 48.63%
(248 individuals), expects an annual return be-
tween 10% and 15%. This group exhibits the
highest average knowledge of financial markets
(1.8089) and the highest risk tolerance (1.5041)
among all groups, with the lowest standard de-
viations for both knowledge and risk tolerance.
This suggests a relatively homogenous group
with a balanced approach to risk and knowledge
acquisition. Respondents expecting a moderate
return seem to have a more realistic view of mar-
ket possibilities and a higher level of confidence
in their investment abilities.

Conversely, groups expecting higher returns,
such as those between 50% and 100% or over
100% annually, show lower average knowledge
scores and varying levels of risk tolerance. The
group expecting between 35% and 50% returns
exhibits the lowest average knowledge score
(1.1429), indicating that unrealistic expecta-
tions may be associated with a lack of under-
standing of market dynamics. The data suggests
that investors with overly optimistic return
expectations may have a less informed perspec-
tive on financial markets. These findings high-
light the importance of realistic expectations in
investment planning and the potential risks as-
sociated with pursuing excessively high returns,
especially without a solid understanding of the
market (Table 9).
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Table 9. Expected rate of return

Average Standard Standard
Expected rate of Count Percentage score of Risk deviationof  deviation of
return 8 knowledge tolerance knowledge  knowledge of
of FM of FM risk tolerance
0,
Between 10% and 248 48.63% 18.09% 15.04% 32.90% 30.30%
15% per year
0,
Between 15% and 151 29.61% 1633%  1340%  35.08% 41.90%
25% per year
0,
Between 25% and 62 12.16% 14.12% 14.56% 52.51% 39.34%
35% per year
0,
Between 35% and 15 2.94% 1143%  1429%  3631% 18.16%
50% per year
0,
Between 50% and 15 2.94% 14.29% 17.14% 51.36% 25.68%
100% per year
0,
}lﬁgie than 100% per g 3.73% 16.16%  15.00%  52.08% 34.30%
Grand Total 510 100.00% 33.02% 29.20% 84.97% 73.33%

Source: Authors calculation

Table 10 examines the relationship between the
time investors spend daily monitoring the mar-
ket, their self-perceived knowledge of financial
markets, and their risk tolerance. The largest
segment of respondents, 49.02% (250 individu-
als), spends between three and four hours daily
monitoring the market. This group exhibits the
highest average knowledge of financial markets
(3.5200) and a moderate risk tolerance (2.9120),
with the lowest standard deviation for risk toler-
ance (0.5228). This suggests that investors who
dedicate a significant amount of time to market
monitoring tend to have higher self-perceived
expertise in financial markets and a balanced
approach to risk. Their consistent behavior, as
indicated by the low standard deviation, sug-
gests that frequent market monitoring allows
them to make informed decisions and manage
their risk effectively.

Conversely, the group that spends more than
four hours daily monitoring the market (9.02%,
46 individuals) shows the lowest average knowl-
edge of financial markets (2.5217) and a slightly

higher risk tolerance (3.0870). This indicates
that excessive time spent on market monitor-
ing may not necessarily translate to higher fi-
nancial knowledge and could be associated with
a higher risk appetite. The group that spends
less than an hour daily monitoring the market
(32.16%, 164 individuals) exhibits a moderate
level of knowledge (3.2317) and risk tolerance
(2.8171), with the highest standard deviation
for risk tolerance (0.9151). This suggests that
investors who spend minimal time monitoring
the market may have a diverse range of risk ap-
petites. The group that spends between one and
two hours daily monitoring the market (7.06%,
36 individuals) shows a slightly higher level of
knowledge (3.3889) and risk tolerance (3.0556)
compared to the “less than an hour” group.
Overall, the data suggests that there is a corre-
lation between the time spent monitoring the
market and self-perceived financial knowledge,
with investors who dedicate a moderate amount
of time exhibiting the highest knowledge and a
balanced approach to risk (Table 10).
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Table 10. How much time do you spend per day monitoring the financial markets?

Average Standard Standard
Daily market Count Percentage . SCOT¢ of Risk deviation of  deviation of
monitoring 8 knowledge tolerance knowledge  knowledge of
of FM of FM risk tolerance
less than an hour 164 32.16% 32 28 0.748 0.9151
between an hour 36 7.06% 34 31 0.7281 0.984
and two
between two and 14 2.75% 29 29 0.663 0.663
three hours
between threeand 5, 49.02% 35 29 0.8076 0.5228
four hours
more than four 46 9.02% 25 31 0.9601 0.5898
hours
Total 228 100.00% 33 29 0.8437 0.7142

Source: Authors calculation

Table 11 examines the relationship between in-
vestors’ primary sources of information, their
self-perceived knowledge of financial markets,
and their risk tolerance. The data reveals a di-
verse range of information sources utilized by
investors. The group relying solely on “friends”
as their information source exhibits the high-
est average knowledge of financial markets
(3.7833) and a moderate risk tolerance (2.7667).
This suggests that personal networks can be a
valuable source of information, and investors
who rely on this source may have a high level of
confidence in the insights they receive. Howev-
er, the group relying on “daily news, analytical
platforms, newsletters, and friends” shows the
lowest average knowledge (2.1667), potentially
indicating that reliance on multiple sources
without critical evaluation can lead to confusion
or information overload. The group that follows
“daily news and influencers” have a high aver-
age knowledge score (3.6346) and moderate risk
tolerance (2.6923) indicating that these sources
can be used to gather relevant information.

The group relying solely on “analytical plat-
forms and newsletters” constitutes the largest
segment (29.61%, 151 individuals) and exhibits
a moderate level of knowledge (3.2179) and risk
tolerance (3.0128). This suggests that profes-
sional information sources are widely used and
associated with a balanced approach to risk. The
groups relying on “social media,” “forums,”
and “influencers” show varying levels of knowl-
edge and risk tolerance, indicating that these
sources can be used to gather relevant infor-
mation. The variability in knowledge and risk
tolerance across different information sources
underscores the diverse information-seeking
behaviors and risk appetites within the inves-
tor population. The findings suggest that inves-
tors’ reliance on specific information sources is
closely linked to their self-perceived knowledge
and risk tolerance, with those relying on person-
al networks and professional sources exhibiting
higher knowledge and balanced risk tolerance.
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Table 11. Where do you get the most information about investment opportunities?

Average Standard Standard

Source of information =~ Count  Percentage oS LS COuOIEE - CEn o

knowledge tolerance knowledge knowledge of

of FM of FM risk tolerance

from a friend 58 11.37% 38 28 0.5552 0.7673
from daily news, from
analytical platforms 25 4.90% 2 28 0.5647 0.4423
and newsletters, from
friends
from daily news, I 102 20.00% 36 27 0.6241 0.6397
follow influencers
from daily news, from
social networks, from 20 3.92% 32 38 0.9235 0.8085
friends
from analytical
platforms and 151 29.61% 32 30 0.9658 0.5901
newsletters
from the social network 13 2.55% 28 28 0.7177 0.7177
from forums dedicated g 9.41% 32 29 0.7276 0.4526
to financial markets
I follow influencers 46 9.02% 33 30 0.6574 10,306
from the daily news 47 9.22% 31 29 0.8025 0.8431
Total 510 100.00% 33 29 0.8497 0.7333

Source: Authors calculation

DISCUSSION

This study on Western Balkan individual in-
vestors reveals complex relationships between
demographics, investment habits, and risk per-
ception. Contrary to traditional views, women
showed slightly higher self-assessed financial
knowledge and risk tolerance. This contrasts
with the traditional notion of men being more
risk-prone yet aligns with some recent studies
suggesting shifts in women’s investment behav-
ior. When examining educational levels, it be-
comes evident that while highly educated inves-
tors represent the largest segment of the sample,
those with secondary education demonstrate
the highest self-assessment of financial market
knowledge. This implies that practical experi-
ence and self-learning significantly contribute
to perceptions of knowledge, alongside formal
education.

The evaluation of investment duration reveals
that long-term investors tend to adopt a more
conservative approach and exhibit more con-
sistent investment behaviors, aligning with
Baker & Wurgler’s (2006) findings regarding in-
stitutional investors’ long-term horizons. Con-
versely, new investors show a higher risk toler-
ance, which may correlate with overconfidence,
as noted by Gervais & Odean (2001). An analysis
of asset classes indicates that stocks are the most
favored option among investors, corresponding
with Li et al.’s (2017) findings related to return
maximization. Cryptocurrency investors, how-
ever, exhibit the highest risk tolerance, consist-
ent with Chuang & Susmel’s (2011) research
on individual investors’ preferences for riskier
securities. Further analysis by portfolio size in-
dicates that investors with larger portfolios tend
to be more conservative, in line with Igbal et
al’s (2013) findings on institutional investors’
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portfolio diversification. Assessing the percent-
age of cryptocurrency investments shows that
those who avoid cryptocurrencies possess the
highest self-assessment of knowledge, echo-
ing Gruji¢ & Rajcevi¢’s (2020) conclusions on
the impact of investor sophistication on stock
market anomalies. Investment goals reveal that
saving for retirement is the most prevalent ob-
jective, aligning with Baker & Wurgler’s (2006)
research on the long-term aspirations of institu-
tional investors.

The assessment of expected rates of return
demonstrates that investors with more realistic
expectations exhibit a higher level of self-as-
sessment of knowledge, consistent with Igbal’s
(2013) findings on the effect of overconfidence
on stock market anomalies. An analysis of daily
market monitoring indicates that investors
dedicating a moderate amount of time to such
activities report the highest self-assessment
of knowledge, highlighting the importance of
balancing information gathering with avoiding
over-analysis. The evaluation of information
sources illustrates that reliance on personal
networks and professional resources is linked
to increased knowledge and a balanced risk ap-
proach, aligning with findings by Maditinos et
al. (2007) regarding individual investors’ de-
pendence on public information.

CONCLUSION

This research successfully investigated the in-
fluence of education, investment experience,
and socioeconomic factors on the behavior of
individual investors in the specific context of
the Western Balkans, providing empirical evi-
dence essential for understanding the unique
dynamics of this transition market. The find-
ings generally confirm the main hypothesis
(H1), establishing that investment habits and
financial decisions are significantly influenced
by a combination of personal characteristics.
The results support the premise of hypothesis
Hla, showing that formal education and self-
learning significantly enhance an investor’s
perceived knowledge and risk tolerance, which

is evidenced by the correlation between higher
self-assessed knowledge and more realistic
return expectations. Hypothesis H1b is also
confirmed, as practical experience and long-
term engagement shape decision-making, with
new investors exhibiting higher risk tolerance,
suggesting early speculative tendencies, while
long-term engagement correlated with more
conservative practices. Furthermore, hypoth-
esis Hlc is validated, as the analysis showed
distinct differences based on demographics, no-
tably that women demonstrated slightly higher
self-assessed knowledge and risk tolerance, and
asset class preference, particularly for stocks
and cryptocurrencies, strongly differentiated
investor types, with cryptocurrency investors
exhibiting the highest risk appetite. This study’s
results carry significant implications for both
theoretical understanding and practical policy,
validating the relevance of behavioral finance
concepts within post-transition markets. Prac-
tically, the research underscores a critical need
for customized financial literacy programs that
target specific demographic groups, address the
unique risks associated with new digital assets,
and enhance trust in local institutions, which is
akey concern given the context of market integ-
rity and financial crime. However, the study has
several limitations, including its Western Bal-
kans-specific sample, reliance on self-assessed
measures for knowledge and risk, and a cross-
sectional design, which limits the generalization
of results and the establishment of strict causal-
ity. Future research should focus on employ-
ing larger, more diverse samples and utilizing
objective measures of financial literacy and risk
appetite, while implementing longitudinal stud-
ies to better establish the causal links between
experience, education, and investment out-
comes over time. Further exploration is neces-
sary to isolate the impact of digital technologies
and social media on investment behavior and to
deeply examine specific regional factors, such as
the relationship between investor decisions and
the trust (or lack thereof) in local financial insti-
tutions and regulatory bodies.
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RAZUMIJEVANJE INDIVIDUALNIH INVESTITORA
NA ZAPADNOM BALKANU

SAZETAK

Glavni cilj ovog istrazivanja je ispitati slozenu interakciju izmedu obrazovanja, investicionog
iskustva i specifi¢nih socioekonomskih karakteristika, te njihov rezultiraju¢i uticaj na ponasanje
i donosenje odluka individualnih investitora na Zapadnom Balkanu. Studija se posebno fokusira
na stavove investitora prema razlicitim klasama finansijske aktive, ukljuc¢ujuci dionice, obveznice i
investicione fondove. Koristenjem kvantitativne istrazivacke metodologije, zasnovane na anketi in-
dividualnih investitora i pracene sveobuhvatnom analizom postojece literature, ova studija nastoji
testirati nekoliko klju¢nih hipoteza o ponasanju investitora u ovom specificnom kontekstu tranzi-
cionog trzista. Analiza otkriva primjetnu, statisticki znacajnu korelaciju izmedu videg nivoa obra-
zovanja i povecane tolerancije na rizik, sugeri$u¢i da obrazovanje podstice veci apetit za rizikom.
Nadalje, utvrdeno je da duzina i priroda investicionog iskustva znacajno oblikuju percepciju znanja
o trzistu i cjelokupno povjerenje investitora. Socioekonomski faktori, kao $to su godine, pol i za-
nimanje, takode igraju klju¢nu ulogu u oblikovanju preferiranih investicionih strategija i alokacije
portfolija. Ovi nalazi naglasavaju kriticnu potrebu za prilagodenim resursima za finansijsku pis-
menost i ciljanim obrazovnim programima osmisljenim da poboljsaju procese donosenja odluka
individualnih investitora u regionu i ublaze potencijalne investicione rizike. Rad se zakljuc¢uje defin-
isanjem smjernica za buduca istrazivanja, koja bi trebalo da ukljucuju vece, raznovrsnije uzorke,
veci fokus na zastupljenost investitora Zenskog pola i ispitivanje psiholoskih pristrasnosti i makro-
finansijskih uticaja specifi¢nih za Zapadni Balkan.

Klju¢ne rijeci: Individualni investitori, investicijsko ponasanje, Zapadni Balkan, obrazovanje
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