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Abstract 

This paper deals with behaviour and misbehaviour of financial markets in 

the advanced countries and countries in transition. The author puts a special 

emphasis to the early stages of capital market development  in transition 

economies. He describes the process of transition based on psychology of 

financial investors on the capital market and their cognitive capacities when 

it comes to making (i)rational decisions on buying and selling financial ass-

sets. The author also presents the interplay between the process of building 

institutional infrastructure in Bosnia and Herzegovina and the imperfections 

of capital market structure. Although focused on the psychology of partici-

pants in the early phases of capital market development the paper also 

deals with the theoretical foundations of capital market development as they 

have been set up in the modern theory of finance and the critique of those 

models developed by the founders of behavioural finance. The paper ends 

with a conclusion that herd behaviour has been the main feature of the psy-

chology of financial investors in both groups of countries – the advanced 

and countries in transition regardless of how well the institutions have been 

developed prior to the crisis of 2008 and since then.  
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Behaving and misbehaving: A prologue 

On Friday, June 24, 2016, the share prices of the companies that make up the 

FTSE 100, the key UK index, lost an average of more than 5% of their value 

over the first four hours of trading on the London Stock Exchange, to recover 

by the end of the day to a loss of just 3.7%.  That same day, the German DAX 

was down more than 8%, the French CAC around 10%, and the Spanish IBEX 
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