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INTRODUCTION

The spotlight effect is a cognitive bias in which individuals systematically overestimate
how much others notice and evaluate their actions, appearance, or decisions. The concept was
first empirically demonstrated by Gilovich et al. (2000), who observed that individuals believed
their behaviour was far more observable than it actually was. This bias stems from egocentric
anchoring, in which individuals rely heavily on their own perspective and fail to account for
others’ limited attention adequately. Although initially examined within social psychology, the
spotlight effect has notable implications for financial decision-making.

SPOTLIGHT BIAS AND YOUTH FINANCIAL BEHAVIOUR

Behavioural finance challenges the traditional assumption of fully rational economic
agents. Foundational work by Kahneman and Tversky (2013) demonstrated that decisions
under risk are systematically influenced by cognitive biases such as loss aversion and framing
effects. Subsequent behavioural finance research further documents biases, including
overconfidence and herd behaviour, in financial markets (Barber & Odean, 2013). While the
spotlight effect has received less direct attention in finance, its mechanism, exaggerated
perceived social scrutiny, can meaningfully shape consumption and investment behaviour,
particularly among socially connected youth.

In Malaysia, young adults are increasingly embedded in digital environments that amplify
social comparison. One practical manifestation of the spotlight effect can be observed in
purchasing behaviour for gadgets. For instance, a university student may believe that peers are
closely observing the brand or model of their smartphone. Although most classmates are
unlikely to pay sustained attention, the student perceives that using an older device signals
lower socioeconomic status. As a result, the student may purchase a high-end smartphone
through instalment plans or Buy Now, Pay Later (BNPL) services, even without a stable income.
Such behaviour reflects spending motivated by perceived social evaluation rather than by utility
maximisation.
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Festive consumption during Hari Raya Aidilfitri or Chinese New Year provides another
example. Young adults may feel compelled to wear branded clothing or host elaborate
gatherings because they believe relatives are evaluating their financial success. In reality, social
attention is rarely as intense as assumed. However, the spotlight effect magnifies perceived
judgment, leading to overspending and reduced savings. Research suggests that social
comparison significantly influences materialistic consumption tendencies among young adults
(Dittmar et al., 2014).

Social media intensifies these pressures. Young professionals often curate lifestyle
images online, posting vacations, dining experiences, or luxury purchases, while simultaneously
believing that peers are constantly monitoring their financial status. Accordingly, this perception
can lead to lifestyle inflation, in which disproportionate increases in discretionary spending
accompany rising income. Furthermore, studies indicate that financial literacy plays a significant
role in moderating such behaviours among Malaysian youth (Tan, 2022). Nevertheless, when
financial knowledge is limited, socially driven spending may dominate rational planning.

The spotlight effect also influences investment decisions. A young investor may
participate in trending stocks or cryptocurrencies out of fear that peers will notice their absence
from popular investment discussions. This dynamic interacts with herd behaviour and Fear of
Missing Out (FOMO), both of which are documented drivers of speculative trading
(Bikhchandani & Sharma, 2000). Malaysian evidence further suggests that behavioural biases
significantly influence youth investment decision-making (Wei Liang & Kar Jun, 2023). When
perceived social scrutiny combines with limited risk assessment skills, young investors may face
substantial financial losses.

The broader consequences are concerning. Studies on financial literacy in Malaysia
indicate that young adults often demonstrate moderate knowledge, though with inconsistent
financial management practices (Tan, 2022). When exaggerated perceptions of social judgment
discourage open discussion with regard to financial struggles, individuals may delay seeking
advice or restructuring debt. Ironically, the belief that others are closely evaluating their financial
behaviour can prevent corrective action, thereby worsening long-term outcomes.

Addressing these issues requires integrating psychological awareness into financial
education initiatives. Traditional financial literacy programs emphasise budgeting, saving, and
investing. Nonetheless, without recognising cognitive biases such as the spotlight effect,
individuals may continue to make socially driven rather than economically rational decisions.
Hence, encouraging internal financial benchmarks, objective self-evaluation, and reduced social
comparison may strengthen youth financial resilience.

CONCLUSION

In conclusion, the spotlight effect offers a valuable psychological lens for understanding
unhealthy spending and risky investment behaviour among Malaysian youth. By overestimating
the degree of social observation, young adults may engage in unnecessary consumption,
speculative trading, and debt accumulation. Incorporating behavioural insights into financial
education and policy design is therefore essential to fostering sustainable financial well-being in
an increasingly socially visible digital economy.
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