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ABSTRACT 

Greed and fear are powerful psychological phenomena that play a huge role in financial decision-making and the 
behavior of economic institutions. This review closely examines how these drivers contributed to instability during 
the 2008 financial crisis, with greed pushing for short-term gains and fear fueling widespread panic. By analyzing 25 
studies from Psychology and Economics, this review dives into how weak governance and poor regulations let these 
emotions get out of control, leading to risky decisions and market chaos. Greed can motivate ambition and growth, 
but without ethical oversight, it causes major trust issues and reckless behavior. On the other hand, fear often leads to 
hasty sell-offs that destabilize the market even more. The research shows that strong governance and balanced regu-
lations are crucial to managing these forces, focusing on long-term stability instead of short-term wins. This review 
breaks down the relationship between greed, fear, and financial instability, while pointing out areas that need more 
research. Moving forward, better governance and smarter regulations are critical for handling these psychological 
drivers and protecting the stability of financial systems. 

Introduction 

Greed is defined as an unending desire to acquire more concerning wealth, possessions, or power (Zeelenberg, 2022). 
Economists have found that greed plays a significant role in the functioning of economic institutions (Kirchgässner, 
2014; Juurikkala, 2008; Malhtora, 2012). These institutions, which include banks, investment funds, and government 
organizations, manage the economic distribution of money, goods, and services. The decisions within such institutions 
are driven by profit motives, risk assessments, legal compliance, and market conditions, but also by psychological 
phenomena like fear and greed. This literature review explores the psychological drivers of financial instability and 
how corporate governance and legal frameworks seek to manage it. By analyzing 25 studies in the fields of Psychology 
and Economics, this review provides insights into how greed shapes economic behavior and points to areas where 
further research is necessary. 

The Role of Fear in Financial Decision-Making 

Several studies have examined the psychological factors driving greed within economic institutions (Nikelly, 2006; 
Lambie, 2019). Bernanke et al. (2020) explain how fear significantly triggered panic during the 2008 financial crisis. 
Investors and creditors, in their rush to minimize exposure to mortgage-backed securities, caused market-wide insta-
bility, including loss of sales and margin calls. This reaction exposed the fragility of financial systems dependent on 
short-term borrowing and long-term lending. Bernanke et al. emphasize that fear and existing system-wide issues 
intensified the crisis and its economic impact. 

Psychological research examines how emotions, particularly fear, influence financial decision-making, often 
leading to more cautious behaviors (Loewenstein, 2001; Lee & Andrade, 2011). In their study, Lee and Andrade 
(2011) showed that fear significantly impacts investors' tendency to sell assets prematurely in high-risk environments. 
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Their results reveal that fearful participants in a stock market simulation were more likely to take part in early sell-
offs compared to those in a neutral emotional state. This behavior is explained as social projection, wherein fearful 
investors assume others share their fears, speeding up market sell-offs. The findings align with Bernanke et al.'s (2020) 
analysis of the 2008 financial crisis, where widespread fear led to rapid asset liquidations and market instability. These 
studies highlight the critical connection between psychological factors like fear and economic behaviors, highlighting 
how emotions can destabilize financial systems. 

The Role of Greed in Decision-Making 
 
Economists have found that greed can be associated with ambition and economic drive (Seuntjens, 2015; Seuntjens, 
2015; Wang, 2011). In their empirical study of the effect of greed on job performance, Zhu et al. (2019) found that 
greed acted as a double-edged sword, enhancing both job task and contextual performance through employee motiva-
tion for increased social status but inhibiting both task and contextual performance through perceived distributive 
injustice (employees questioned whether tangible or intangible rewards and benefits were distributed relatively). Other 
researchers support the claim that greed can harm outcomes without regulation and ethical boundaries (Bagga, 2015; 
Balot, 2001). Kirchgässner et al. (2014) paper finds that greed is not inherently harmful but becomes dangerous when 
uncontrolled. Their research shows that unchecked greed leads to riskier behaviors, especially in the financial sector, 
where immediate profits overshadow long-term planning. In their analysis of the 2008 financial crisis, the researchers 
point to speculative investments, driven by short-term gains, as a critical factor contributing to the collapse of several 
major financial institutions. 

This perspective aligns with the research conducted by Oskari Juurikkala of The Acton Institute (2008), who 
examines the ethical implications of greed in economic decision-making. Juurikkala asserts that when profit is prior-
itized without regard for ethics, financial institutions contribute to a loss of trust within the markets. This behavior, 
driven by greed, creates major risks that hurt the stability of institutions and markets alike. 
 

The 2008 Financial Crisis 
 
The economic literature often points to the 2008 financial crisis as a prime example of how unchecked greed can 
destabilize entire economies (Knowledge at (Wharton Staff, 2009; Arner, 2009; Trickey, 2017). MIT Sloan Economist 
Cate Reavis's (2008) study highlights how the structure of incentives for executives, particularly performance-based 
incentives like bonuses for short-term financial gains, played a critical role in promoting greed-driven behavior. These 
incentive plans encouraged executives to invest in risky ventures like mortgage-backed securities (MBS). Fueled by 
the desire for quick profits, these investments contributed significantly to major financial institutions' collapse and the 
subsequent global financial meltdown. 

Additionally, the study also emphasizes that legal failures contributed to the crisis. The lack of sufficient 
oversight laws allowed these greed-driven activities to flourish, ultimately destabilizing the financial markets. The 
Acton Institute (2008) supports this view, arguing that the financial crisis was not only a result of policy shortcomings 
but also a moral failure. According to Juurikkala, greed led financial institutions to abandon ethics, focusing exclu-
sively on maximizing profits at the expense of market stability. 
 

Greed and Corporate Governance 
 
Corporate governance is defined as the system of rules, practices, and processes that guide a company's direction and 
control (Chen, 2024). This plays a crucial role in managing the influence of greed within economic institutions 
(Erkens, 2012; Rehman & Hamdan, 2023). Harvard Economist Deepak Malhotra (2012) emphasizes how weak gov-
ernance systems fail to mitigate the risks of greed-driven decision-making. Their research points out that performance-
based compensation models, which reward short-term financial performance, incentivize executives to prioritize 
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immediate profits without carefully considering long-term risks. As a result, these failures allow greed to dominate 
decision-making, ultimately destabilizing individual firms and the overall economy. 

However, Malhotra’s study also highlights companies that successfully align executive compensation with 
long-term value creation (Malhotra, 2022). These firms balance profit motives with ethical responsibility by focusing 
on sustainable growth over immediate financial returns. Kirchgässner et al. (2014) support this view, arguing that 
solid governance frameworks are essential for balancing the pursuit of profit with the need for ethical oversight. 
 

Regulatory Responses to Greed in Economic Institutions 
 
Many economists have found that regulation is critical in managing greed within financial institutions (Li, 2021; Hopt, 
2021; Allen, 2018). In his case study of the 2008 financial crisis, Reavis (2008) discusses how the deregulation of the 
financial sector, notably repealing the Glass-Steagall Act in 1999, allowed commercial banks to engage in riskier 
investment activities. By blurring the lines between traditional banking and high-risk trading, deregulation enabled 
greed-driven behavior to destabilize the global financial system. 

Reavis (2008) suggests that legal frameworks must be strong enough to curb the overreach of greed within 
financial institutions. Financial markets become vulnerable to speculative behavior that prioritizes short-term profits 
over long-term stability without proper oversight. The Acton Institute (2008) supports this view, calling for more 
robust legal measures to prevent future greed-driven crises. They argue that effective regulation alone is insufficient 
to manage greed and emphasize the need for moral accountability alongside legal frameworks. 

Kirchgässner et al. (2014) advocate for a balanced approach to regulation. While acknowledging the need for 
oversight to prevent the negative effects of greed, they caution against overly restrictive policies that could slow down 
innovation and economic growth. Instead, they suggest that regulation should promote transparency and accountability 
rather than imposing blanket restrictions on financial activities. 
 

Conclusion 
 
The literature on greed in economic institutions reveals a complex interplay between profitability, ethics, and regula-
tion. Research in Psychology and Economics finds that fear and greed contribute to decision-making that disregards 
long-term consequences, often leading to high-risk behaviors that threaten financial stability (Lo, 2002; Plassmann, 
2024). Kirchgässner et al. (2014) provide a nuanced perspective, arguing that greed can drive economic growth when 
balanced with ethical oversight and robust governance structures. However, the destructive potential of unchecked 
greed, as demonstrated by studies from MIT Sloan Economist Cate Reavis (2008) and The Acton Institute (2008), is 
evident in the 2008 financial crisis. These studies emphasize the need for strong legal frameworks and ethical govern-
ance to mitigate the risks posed by greed. Moving forward, further research should explore how legal frameworks and 
governance structures can be strengthened better to manage the influence of greed within economic institutions while 
accounting for the psychological factors that drive these behaviors. 
 

Acknowledgments 
 
I would like to thank ABC college for enim ad minima veniam, quis nostrum exercitationem ullam corporis suscipit 
laboriosam, nisi ut aliquid ex ea commodi consequatur? Quis autem vel eum iure reprehenderit qui in ea voluptate 
velit esse quam nihil molestiae consequatur, vel illum qui dolorem eum fugiat quo voluptas nulla pariatur.  
 
 
 

Volume 14 Issue 1 (2025) 

ISSN: 2167-1907 www.JSR.org/hs 3



   
 

   
 

References 
 

1. Allen, F., & Carletti, E. (2012). The role of financial intermediaries in corporate governance. Psychological 
Bulletin, 138(1), 87-110. https://psycnet.apa.org/record/2012-18781-003 
 

2. Bagga, C.K., Noseworthy, T.J. & Dawar, N. (2016). Asymmetric consequences of radical innovations on 
category representations of competing brands. Journal of Consumer Psychology, 26: pp. 29–39. 
https://doi.org/10.1016/j.jcps.2015.04.005 
 

3. Balot, R. K. (2001). Greed and injustice in classical Athens. Princeton University Press. 
https://press.princeton.edu/books/hardcover/9780691048550/greed-and-injustice-in-classical-athens 
 

4. Bernanke, B. S. (2020, February 12). Fear and financial crisis. Yale University Press. 
https://yalebooks.yale.edu/2020/02/12/fear-and-financial-crisis/ 
 

5. Erkens, D. H., Hung, M., & Matos, P. (2012). Corporate governance in the 2007–2008 financial crisis: 
Evidence from financial institutions worldwide. Journal of Corporate Finance, 18(2), 389–411. 
https://doi.org/10.1016/j.jcorpfin.2012.01.005 
 

6. Hopt, K. J. (2021). Corporate governance of banks and financial institutions: Economic theory, supervisory 
practice, evidence, and policy. European Business Organization Law Review, 22(1), 13–42. 
https://doi.org/10.1007/s40804-020-00201-z 
 

7. Investopedia. (n.d.). Corporate governance. Retrieved from 
https://www.investopedia.com/terms/c/corporategovernance.asp 
 

 
8. Juurikkala, O. (2008, January 16). Greed hurt. Causes of the global financial crisis. The Acton Institute. 

https://www.acton.org/pub/commentary/2008/01/16/greed-hurts-causes-global-financial-crisis 
 

9. Kirchgässner, G. On self-interest and greed. J Bus Econ 84, 1191–1209 (2014). 
https://doi.org/10.1007/s11573-014-0737-1 
 

10. Knowledge at Wharton. (2021). Hope, greed, and fear: The psychology behind the financial crisis. 
Retrieved from https://knowledge.wharton.upenn.edu/podcast/knowledge-at-wharton-podcast/hope-greed-
and-fear-the-psychology-behind-the-financial-crisis/ 
 

11. Lambie, G. W., & Haugen, J. S. (2019). Understanding greed as a unified construct. Center for Community 
and Innovation Education. Retrieved from https://ccie.ucf.edu/wp-content/uploads/sites/12/2020/07/HGS-
TrainingManual.pdf 
 

12. LEE, C. J., & ANDRADE, E. B. (2011). Fear, Social Projection, and Financial Decision Making. Journal 
of Marketing Research, 48, S121–S129. http://www.jstor.org/stable/23033470 
 

13. Li, M. (2021). The case for financial regulation. Harvard Undergraduate Capital Partners. Retrieved from 
https://www.harvardcap.org/rundown/2021/3/26/the-case-for-financial-regulation 
 

Volume 14 Issue 1 (2025) 

ISSN: 2167-1907 www.JSR.org/hs 4

https://psycnet.apa.org/record/2012-18781-003
https://doi.org/10.1016/j.jcps.2015.04.005
https://doi.org/10.1016/j.jcps.2015.04.005
https://press.princeton.edu/books/hardcover/9780691048550/greed-and-injustice-in-classical-athens
https://yalebooks.yale.edu/2020/02/12/fear-and-financial-crisis/
https://yalebooks.yale.edu/2020/02/12/fear-and-financial-crisis/
https://yalebooks.yale.edu/2020/02/12/fear-and-financial-crisis/
https://doi.org/10.1016/j.jcorpfin.2012.01.005
https://doi.org/10.1007/s40804-020-00201-z
https://www.investopedia.com/terms/c/corporategovernance.asp
https://www.acton.org/pub/commentary/2008/01/16/greed-hurts-causes-global-financial-crisis
https://doi.org/10.1007/s11573-014-0737-1
https://knowledge.wharton.upenn.edu/podcast/knowledge-at-wharton-podcast/hope-greed-and-fear-the-psychology-behind-the-financial-crisis/
https://knowledge.wharton.upenn.edu/podcast/knowledge-at-wharton-podcast/hope-greed-and-fear-the-psychology-behind-the-financial-crisis/
https://ccie.ucf.edu/wp-content/uploads/sites/12/2020/07/HGS-TrainingManual.pdf
https://ccie.ucf.edu/wp-content/uploads/sites/12/2020/07/HGS-TrainingManual.pdf
http://www.jstor.org/stable/23033470
https://www.harvardcap.org/rundown/2021/3/26/the-case-for-financial-regulation


   
 

   
 

14. Lo, A. W., & Repin, D. V. (2002). The psychophysiology of real-time financial risk processing. Journal of 
Cognitive Neuroscience, 14(3), 323-339. https://web.mit.edu/~alo/www/Papers/AERPub.pdf 

 
15. Loewenstein, G., Weber, E. U., Hsee, C. K., & Welch, N. (2001). Risk as feelings. Psychological Bulletin, 

127(2), 267–286. https://doi.org/10.1037/0033-2909.127.2.267 
 

16. MIT Sloan School of Management. (n.d.). Global financial crisis 2008: The role of greed, fear, and 
oligarchs. Retrieved from https://mitsloan.mit.edu/teaching-resources-library/global-financial-crisis-2008-
role-greed-fear-and-oligarchs 
 

17. Nikelly, A. G. (2020). Corporate governance in a global economy: A new framework. Applied Economics, 
52(25), 2695–2706. https://doi.org/10.1002/aps.50 
 

18. Plassmann, G. (2023). Behavioral finance: The psychology behind financial decision-making. Academy of 
Accounting and Financial Studies Journal, 27(4), 1-9. https://www.abacademies.org/articles/behavioral-
finance-the-psychology-behind-financial-decisionmaking.pdf 
 

19. Raghavan, S. (n.d.). The dynamics of corporate governance in the modern economy. Harvard Business 
School. Retrieved from https://www.hbs.edu/faculty/Pages/item.aspx?num=44223 
 

20. Rehman, S. U., & Hamdan, Y. H. (2023). CEO greed, corporate governance, and CSR performance: Asian 
evidence. Administrative Sciences, 13(5), 124. https://doi.org/10.3390/admsci13050124 

 
21. Seuntjens, T. G., Zeelenberg, M., Breugelmans, S. M., & van de Ven, N. (2015). Defining greed. British 

Journal of Psychology, 106(3), 505-525. https://doi.org/10.1111/bjop.12100 
 

22. Seuntjens, T. G., Zeelenberg, M., van de Ven, N., & Breugelmans, S. M. (2015). Dispositional greed. 
Journal of Personality and Social Psychology, 108(6), 917-933. https://doi.org/10.1037/pspp0000031 
 

23. Trickey, E. (2017, March 15). Lesson from the big crash. Harvard Law Today. 
https://hls.harvard.edu/today/lesson-big-crash/ 
 

24. Zeelenberg, M., & Breugelmans, S. M. (2022). The good, bad, and ugly of dispositional greed. Current 
Opinion in Psychology, 44, 152–156. 
https://www.sciencedirect.com/science/article/pii/S2352250X22000355 
 

25. Zhu, Y., Sun, X., Liu, S., & Xue, G. (2019). Is Greed a Double-Edged Sword? The Roles of the Need for 
Social Status and Perceived Distributive Justice in the Relationship Between Greed and Job Performance. 
Frontiers in Psychology, 10, 469121. https://doi.org/10.3389/fpsyg.2019.02021 

Volume 14 Issue 1 (2025) 

ISSN: 2167-1907 www.JSR.org/hs 5

https://doi.org/10.1037/0033-2909.127.2.267
https://mitsloan.mit.edu/teaching-resources-library/global-financial-crisis-2008-role-greed-fear-and-oligarchs
https://mitsloan.mit.edu/teaching-resources-library/global-financial-crisis-2008-role-greed-fear-and-oligarchs
https://doi.org/10.1002/aps.50
https://www.abacademies.org/articles/behavioral-finance-the-psychology-behind-financial-decisionmaking.pdf
https://www.abacademies.org/articles/behavioral-finance-the-psychology-behind-financial-decisionmaking.pdf
https://www.hbs.edu/faculty/Pages/item.aspx?num=44223
https://doi.org/10.3390/admsci13050124
https://doi.org/10.1111/bjop.12100
https://doi.org/10.1037/pspp0000031
https://hls.harvard.edu/today/lesson-big-crash/
https://www.sciencedirect.com/science/article/pii/S2352250X22000355
https://doi.org/10.3389/fpsyg.2019.02021



