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Abstract 

This study explores the influence of behavioral finance factors specifically cognitive 

biases and risk perception, on the decision-making processes of entrepreneurs in 

Gjirokastra, Albania. Using a mixed-methods approach, the research integrates 

experimental simulations, surveys, and in-depth interviews with 15 local entrepreneurs. 

The study identifies prevalent cognitive biases such as overconfidence, anchoring, and 

confirmation bias, and assesses their impact on financial decision-making. Additionally, 

it examines entrepreneurs' risk perception and its influence on their decision-making 

strategies. 

The findings reveal a significant presence of cognitive biases, with overconfidence being 

the most common among participants. Despite this, a moderate level of risk perception 

was predominant, suggesting a balanced approach to risk-taking influenced by personal 

experiences and cultural norms. Experimental simulations highlighted a tendency 

towards risk-averse decision-making, contrasting with the self-reported overconfidence 

bias. 

The research contributes to the understanding of the complex relationship between 

psychological factors and entrepreneurial behavior in an emerging economy context. The 

insights gained from this study are pertinent for entrepreneurs, financial institutions, and 

policymakers, providing a foundation for developing more effective financial strategies 

and support mechanisms in Gjirokastra and similar environments. This study not only 

enriches the academic discourse in behavioral finance and entrepreneurship but also 

offers practical implications for enhancing entrepreneurial success in emerging 

economies.  
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1. Introduction 

1.1 Overview 

This research aims to delve into the intricate relationship between behavioral finance 

principles and entrepreneurial decision-making processes in Gjirokastra, Albania. 

Behavioral finance, a subfield of economics, blends psychological insights with financial 

theory to understand why and how individuals make financial decisions, particularly in 

the context of entrepreneurship. This study recognizes the pivotal role cognitive biases 

and risk perceptions play in shaping entrepreneurial outcomes. 
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1.2 Contextual Background 

Gjirokastra, with its unique socio-economic landscape, presents a compelling case for 

studying entrepreneurial behaviors. As an emerging economy, Albania faces distinct 

financial challenges and opportunities, which are even more pronounced in its historical 

and culturally rich city of Gjirokastra. The entrepreneurial ecosystem here is ripe for 

investigation, especially regarding how local entrepreneurs navigate financial decision-

making amidst traditional practices and emerging market dynamics. 

1.3 Rationale of the Study 

The rationale behind this study lies in the understanding that entrepreneurial success in 

emerging economies like Albania is not solely contingent on economic factors, but also 

significantly influenced by the entrepreneurs' behavioral traits. Unraveling these 

behavioral aspects provides critical insights that could lead to more robust financial 

strategies, better financial education for entrepreneurs, and more informed policy-making 

to foster a supportive environment for business growth. 

1.4 Research Gap 

While behavioral finance has been extensively studied in the context of established 

markets, there is a notable gap in literature specifically focusing on its application in the 

entrepreneurial decision-making processes in emerging economies, particularly in regions 

like Gjirokastra. This research aims to bridge this gap by providing empirical evidence 

from this unique context. 

1.5 Objectives of the Study 

The primary objective is to examine the influence of cognitive biases and risk perception 

on the financial decisions of entrepreneurs in Gjirokastra. The study seeks to: 

• Identify the most common cognitive biases affecting local entrepreneurs. 

• Analyze how these biases impact risk assessment and financial decision-making. 

• Explore the relationship between these biases and the overall success and 

sustainability of entrepreneurial ventures. 

1.6 Significance of the Study 

The significance of this research lies in its potential to: 

• Enhance the understanding of behavioral finance in an Albanian entrepreneurial 

context. 

• Provide entrepreneurs with insights into their decision-making processes, 

potentially leading to improved financial strategies. 

• Offer policymakers and financial institutions data-driven recommendations to 

support entrepreneurial activities in Gjirokastra and similar regions. 

 

2. Problem Formulation 

2.1 Definition of the Problem 

The core problem this research seeks to address is the influence of behavioral finance 

factors - specifically cognitive biases and risk perception - on the decision-making 

processes of entrepreneurs in Gjirokastra, Albania. Despite the critical role these factors 

play in financial decision-making, there is a lack of comprehensive understanding and 

empirical data, particularly in the context of emerging markets like Albania. This gap 

hinders the development of effective strategies to support entrepreneurs in making more 

informed and rational financial decisions. 
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2.2 Scope of the Problem 

The scope of this problem extends beyond individual financial decisions. It encompasses 

the broader implications these decisions have on the success and sustainability of 

entrepreneurial ventures, the overall health of the local economy, and the efficacy of 

financial policies and support systems in place. Understanding these behavioral finance 

dynamics is crucial in a market like Gjirokastra, where traditional financial practices 

intersect with modern entrepreneurial endeavors. 

2.3 Detailed Exploration 

2.3.1 Cognitive Biases in Entrepreneurial Finance: 

• Aim: To identify and categorize the specific cognitive biases (such as 

overconfidence, anchoring, and confirmation bias) prevalent among entrepreneurs in 

Gjirokastra. 

• Relevance: Cognitive biases can lead to suboptimal financial decisions, 

impacting the allocation of resources, investment choices, and risk assessment. 

2.3.2 Risk Perception and Financial Decision-Making: 

• Aim: To analyze how entrepreneurs perceive and respond to financial risks 

and uncertainties. 

• Relevance: Risk perception directly influences key financial decisions, 

including investment in new ventures, funding strategies, and responses to market 

fluctuations. 

2.3.3 Cultural and Economic Influences: 

• Aim: To explore how the unique cultural and economic context of 

Gjirokastra shapes the behavioral finance traits of local entrepreneurs. 

• Relevance: Cultural norms and economic conditions can significantly affect 

financial behaviors and decision-making patterns. 

2.3.4 Impact on Entrepreneurial Success and Sustainability: 

• Aim: To assess the relationship between identified biases and risk 

perceptions, and the overall success and longevity of entrepreneurial ventures. 

• Relevance: Understanding this relationship is vital for developing strategies 

to enhance entrepreneurial success rates and economic growth in the region. 

2.4 Significance of Addressing the Problem 

Unraveling the complexities of how cognitive biases and risk perceptions impact 

entrepreneurial finance in Gjirokastra is not just academically significant but also crucial 

for practical applications. Insights from this study could lead to: 

• Enhanced financial education and training tailored for entrepreneurs. 

• Improved financial strategies and support mechanisms by financial institutions 

and policymakers. 

• A foundation for further research in behavioral finance within emerging 

economies. 

Addressing this problem offers a path to empowering entrepreneurs in Gjirokastra with 

the knowledge and tools necessary to navigate the complexities of financial decision-

making more effectively. It also provides a framework for stakeholders, such as financial 

institutions and policymakers, to better understand and support the entrepreneurial 

ecosystem in the region. 
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3. Methodology 

The study utilized a mixed-methods approach, integrating experimental simulations, 

surveys, and in-depth interviews. The research involved 15 participants, comprising a 

diverse group of entrepreneurs from Gjirokastra. 

3.1 Research Design 

a. Mixed-Methods Approach: 

• The study adopted a blend of quantitative and qualitative methods to achieve a 

holistic understanding of behavioral finance in the local entrepreneurial context. 

• It comprised three primary components: experimental simulations, surveys, and 

in-depth interviews. 

b. Experimental Simulations: 

• Conducted to observe real-time decision-making in controlled financial scenarios. 

• Designed to reflect common financial decisions faced by entrepreneurs, 

emphasizing cognitive biases and risk assessment. 

c. Surveys: 

• Aimed to collect quantifiable data on the entrepreneurs' attitudes, beliefs, and 

decision-making patterns. 

• Included psychometric scales for measuring cognitive biases and risk tolerance. 

d. In-Depth Interviews: 

• Conducted to extract qualitative insights from the entrepreneurs' experiences. 

• Utilized a semi-structured format to allow for both guided and open-ended 

responses. 

3.2 Sampling Strategy 

Target Population: The study targeted entrepreneurs in Gjirokastra, representing various 

industries and business stages. 

Sampling Method: A purposive sampling approach was employed to select 15 

participants who offered diverse and relevant perspectives. 

3.3 Data Collection Methods 

1) Experimental Simulations: 

a. Each participant engaged in a series of simulated financial decision-making tasks. 

b. The simulations were designed to highlight decision-making patterns influenced 

by cognitive biases. 

2) Surveys: 

a. Distributed and completed by the 15 participants, focusing on structured 

questions about their financial decision-making processes. 

3) In-Depth Interviews: 

• Conducted individually with each participant. 

• Each interview lasted approximately 45-60 minutes, offering an in-depth 

view of personal experiences and perceptions. 

3.4 Data Analysis 

1) Quantitative Data: 
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• Statistical analysis was performed on survey responses to identify patterns and 

correlations. 

• Analysis focused on linking cognitive biases and risk perceptions with decision-

making trends. 

2) Qualitative Data: 

• Thematic analysis of interview transcripts identified common themes related to 

behavioral finance. 

• Responses were coded and categorized to understand the nuances of decision-

making in the entrepreneurial context. 

3) Experimental Data: 

• Analysis of decisions made during simulations provided insights into 

real-time decision-making influenced by behavioral factors. 

3.5 Ethical Considerations 

1. Informed Consent: 

• All participants were fully informed about the study's aims and provided 

written consent. 

2. Confidentiality and Anonymity: 

• Participant confidentiality was strictly maintained, and data anonymized 

in the study's findings. 

3.6 Limitations and Adaptations 

1. Sample Size: 

• The limited number of participants (15) may not fully represent the 

broader entrepreneurial community in Gjirokastra. 

• However, the study provided valuable preliminary insights and identified 

trends worthy of further investigation. 

2. Adaptations Due to Sample Size: 

• The smaller sample size necessitated a more qualitative focus, 

particularly in interpreting interview data and experimental results. 

 

4. Data analysis  

The data analysis for this study was conducted based on the responses and results 

obtained from the experimental simulations, surveys, and in-depth interviews with the 15 

participating entrepreneurs in Gjirokastra.  

4.1 Analysis of Cognitive Biases (Survey Data) 

The survey results identified several cognitive biases among the entrepreneurs.  
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Figure 1: Cognitive Biases Among Entrepreneurs 

 

• Overconfidence was the most prevalent bias, noted in 9 out of 15 participants. 

• Anchoring and Confirmation Bias were also significant, observed in 7 and 8 

participants respectively. 

• Loss Aversion and Herd Behavior were identified but to a lesser extent. 

4.2 Risk Perception Analysis (Survey Data) 

The pie chart represents the distribution of risk perception levels among the participants: 

• The majority (60%) exhibited a Moderate level of risk perception. 

• A smaller proportion showed a High (26.7%) and Low (13.3%) risk perception.  

Figure 2: Risk Perception Levels 

 

4.3 Decision-Making Patterns in Experimental Simulations 

Analysis of the decisions made during the experimental simulations revealed the 

following: 

• 60% of the decisions were Risk-Averse. 

• 40% showed a tendency towards Risk-Seeking behaviors. 
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Figure 3: Decision Types in Simulations 

 

4.4 Thematic Analysis of In-Depth Interviews 

Qualitative analysis of the interview transcripts highlighted several themes: 

1. Impact of Personal Experience: Many entrepreneurs referenced past experiences 

as a significant influence on their current financial decisions. 

2. Cultural Influences: Cultural norms and societal expectations played a role in 

shaping risk tolerance and decision-making styles. 

3. Adaptability: Participants displayed a degree of adaptability in their decision-

making, often influenced by the dynamic economic environment of Gjirokastra. 

4.5 Synthesis of Findings 

The synthesis of quantitative and qualitative data suggests a complex interplay between 

cognitive biases, risk perceptions, and decision-making. The prevalence of 

overconfidence could be linked to the risk-averse decisions observed in the simulations, 

potentially indicating a misjudgment of risk due to overestimation of personal 

capabilities. However, the moderate level of risk perception among most entrepreneurs 

suggests a balanced approach to risk-taking, influenced by personal, cultural, and 

experiential factors. 

4.6 Limitations in Data Analysis 

• The small sample size limits the generalizability of the findings. 

• Self-reporting in surveys and interviews may introduce biases. 

• Experimental simulations might not fully capture the complexities of real-world 

financial decision-making. 

 

5. Conclusions 

5.1 Summary of Key Findings 

1) Prevalence of Cognitive Biases: 

• The study identified a significant presence of cognitive biases among the 

participants, with overconfidence being the most common. This finding is in line with 

existing literature, suggesting that overconfidence can lead entrepreneurs to 

underestimate risks or overestimate their capabilities. 
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2) Risk Perception: 

• A majority of the entrepreneurs exhibited a moderate level of risk 

perception. This balanced approach to risk-taking could be attributed to a combination of 

personal experience, cultural influences, and the particular challenges and opportunities 

presented by the Albanian economic landscape. 

3) Decision-Making Patterns: 

• The experimental simulations revealed a tendency towards risk-averse 

decision-making, despite the prevalence of overconfidence. This dichotomy suggests a 

complex relationship between self-perception and actual decision-making behaviors. 

4) Influence of Cultural and Personal Factors: 

• The thematic analysis of interviews underscored the impact of personal experiences 

and cultural norms on financial decisions, highlighting the importance of contextual 

factors in entrepreneurial behavior. 

5.2 Implications of the Study 

1) For Entrepreneurs: 

• An awareness of cognitive biases can lead to more mindful and informed 

financial decisions. Entrepreneurs might benefit from training or workshops focusing on 

behavioral finance principles. 

2) For Financial Institutions and Policymakers: 

• Understanding the behavioral patterns of entrepreneurs can aid in 

designing more effective financial products and policies that cater to the actual needs and 

behaviors of business owners. 

3) For Future Research: 

• This study opens avenues for further research, particularly in expanding 

the sample size and exploring the impact of specific interventions on reducing the 

negative effects of cognitive biases. 

5.3 Limitations of the Study 

The study's primary limitation is its small sample size, which may not fully capture the 

diversity of the entrepreneurial community in Gjirokastra. Additionally, the reliance on 

self-reported data and simulated decision-making scenarios might not completely reflect 

real-world behaviors. 

5.4 Recommendations for Future Research 

Future studies should consider a larger and more diverse sample to enhance the 

generalizability of the findings. Additionally, longitudinal studies tracking entrepreneurial 

decision-making over time could provide deeper insights into how behaviors evolve and 

are influenced by various factors. 
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