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Background: Numerous studies have predicted investment decision-making behavior as one of the
most important decisions of individuals and the effects of financial literacy on it. But research that
has simultaneously mediated the role of financial self-efficacy and financial literacy in relation to
cognitive abilities and investment decision-making behavior has Been neglected.

Aims: The aim of this study was to determine the relationship between cognitive abilities and
investment decision-making behavior of Tehran Stock Exchange investors with mediating role of
financial self-efficacy and financial literacy.

Methods: In the present descriptive-correlational study, the study population included all active
investors in Iran's capital market. From the statistical population, 380 people were selected by
available sampling method. During the sampling process, it was attempted to select investors with at
least one year of activity in the capital market. The research instruments included the Cognitive
Abilities Questionnaire (nejati, 2013), the Financial Self-Efficacy Questionnaire (lown, 2011), the
Financial Literacy Questionnaire (Bongomin et al, 2016), and the Decision Decision Behavior
Questionnaire (lim, 2012). The collected data were analyzed by structural equation modeling.
Results: The results showed that cognitive abilities have a positive and significant relationship with
investment decision-making behavior (p<0.05). Bootstrap results also showed that financial self-
efficacy and financial literacy can mediate the relationship between cognitive abilities and investment
decision-making behavior (p<0.05).

Conclusion: Improving cognitive skills and abilities, high financial self-efficacy and high financial
literacy can affect the quality of investor's decision-making behavior. Therefore, it is necessary to
pay attention to these factors in improving the quality of investment decision-making behavior.

Citation: Moradzadeh, M., Kord, B., Ghasemi, M., Yaghoubi, N.M., & Rigi Koteh, B. (2022). The relationship between cognitive abilities and
decision making behavior of exchange investors mediated by financial self-efficacy and financial literacy. Journal of Psychological
Science, 21(116), 1562-1579. https://psychologicalscience.ir/article-1-1658-fa.html

Journal of Psychological Science, Vol. 21, No. 116, November, 2022
© 2021 The Author(s). DOI: 10.52547/JPS.21.116.1562

ieielo

X Corresponding Author: Bager Kord, Associate Professor, Department of Public Administration, Faculty of Management and Economics,
University of Sistan and Baluchestan, Zahedan, Iran.
E-mail: bagerkord@yahoo.com, Tel: (+98) 9151412191

1562



https://orcid.org/0000-0000-0000-0000
https://orcid.org/0000-0000-0000-0000
https://orcid.org/0000-0000-0000-0000
https://orcid.org/0000-0000-0000-0000
https://orcid.org/0000-0000-0000-0000
mailto:b.rigikooteh@zaums.
https://psychologicalscience.ir/article-1-1658-fa.html
https://psychologicalscience.ir/article-1-1658-fa.html

Journal of

Extended Abstract

Introduction

Financial decision is one of the most important
decisions made by people. Due to cognitive
limitations and low level of financial literacy, many
decisions made by people violate the proper financial
principles. Many of these behaviors can be explained
by the known principles of the cognitive sciences
(Frydman and Camerer, 2016). The goal hidden in the
heart of behavioral and experimental economics is to
achieve a better understanding of the behaviors
through observation so that the economic models can
be improved. Nonetheless, despite predictions of
classic economics, researchers encounter numerous
behaviors heterogeneities. A way to better understand
such a heterogeneity is to approve that investors have
many differences from each other and these
differences can considerably help perceive different
economic behaviors (Brafias-Garza and Smith 2016).
One of these differences is related to cognitive
abilities. Investment behaviors are highly related to
cognitive abilities both through direct investment and
indirect investment (Christelis et al, 2010). People
might not have the necessary cognitive abilities to
overcome complex financial problems or might do
impulsive actions without receiving appropriate
consultations (Kiss et al, 2016). Cognitive abilities
include a wide range of abilities such as reasoning,
problem-solving, and abstract thinking (Gottfredson,
1997).

In the financial behavior literature, another important
variable affecting financial behavior is financial
literacy. In this regard, Grohmann (2018), by
investigating the relationship between financial
literacy and financial behavior, concluded that higher
financial literacy would improve financial decisions.
Financial literacy is basically the knowledge and skill
to manage financial affairs (Palameta et al, 2016). In
recent years, the effect of education on financial
behavior has been highly regarded in the financial
literature. Experimental evidence indicates that
financial literacy significantly affects risk-taking
behavior (risk tolerance) (Bazley et al, 2021). Self-
efficacy is a variable that results from cognitive,
behavioral, and social approaches. Self-efficacy
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means a belief that enables an individual to overcome
a situation and create a positive result. If this variable
iIs combined with specific goals and perception of
performance, it will determine future behaviors
(Bandura, 1977). Self-efficacy is a form of self-
referential thinking by which individuals can evaluate
and adjust their thoughts and behaviors. This self-
belief affects the individuals' behavior, decision, and
efforts to do a task (Van Dinther et al, 2011). If we
want to utilize the concept of self-efficacy in the field
of financial management, we can argue that the
individuals with higher self-confidence in their
financial management capacities will assume any
financial problem as a challenge, not a threat
(Bandura, 1994). Self-efficacy and financial literacy
both provide the ground for changing financial
behavior (Bandura, 1994). Therefore, the present
paper is aimed to answer the question "Can cognitive
ability, considering the mediating role of financial
self-efficacy and financial literacy, directly or
indirectly justify the investors' investment decision
making in Tehran Stock Exchange or not?".

Method

In the present descriptive-correlational study, the
study population included all active investors in Iran's
capital market. From the statistical population, 380
people were selected by available sampling method.
During the sampling process, it was attempted to
select investors with at least one year of activity in the
capital market. To describe the data, descriptive
statistic methods such as mean, standard deviation,
and correlation were used. The cognitive abilities
were measured using Nejati Cognitive Abilities
Questionnaire (2013), which consisted of 30 items
and 7 subscales. The subscales included memory,
selective attention, inhibitory control, planning,
sustainable attention, social cognition, and cognitive
flexibility. Financial self-efficacy was assessed using
lown's financial self-efficacy scale (2011), which has
been designed based on the general scale developed
by lown (2011), Amatucci and Crawley (2011), and
Rowley et al. (2012). They modeled this
questionnaire  directly from  Jerusalem and
Schwartzer General Self-efficacy scale (1989)
supported by Bandura's Self-Efficacy Scale (1977).
Also, financial literacy was measured by Bongomin
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et al.'s questionnaire (2016) in which financial
literacy includes 4 dimensions and 10 items. To
assess the decision-making behavior, Lim's Decision-
Making Behavior Questionnaire (2013) was used,
which includes 4 items. Moreover, the research
hypotheses were tested using structural equation
modeling in AMOS software.

Results

In the present study, prior to modeling the structural
equations, the presumptions were investigated. The
first presumption was related to the examination of
the missed data. In this work, there were no missed
data. His next presumption was to examine the
univariate normality and multivariate normality. To
assess univariate normality, the skewness and
kurtosis measure were used. The absolute value of
skewness and kurtosis for normality of variables was
less than 3 and less than 10, respectively (Kline,
2010). According to Table (1), the skewness and
kurtosis of the variables were less than 3 and less than
10, respectively. Therefore, normality of the research
data was approved. The third presumption was the
lack multi-collinearity of independent variables with
each other. The variance inflation factor (VIF) is a
method to recognize collinearity. If the VIF value is
bigger than 10, then the multi-collinearity will be
high. But the VIF values smaller than 0.1 indicate the
lack of multi-collinearity. In the present work, the
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VIF wasn't smaller than 0.1 and bigger than 10 for
none of the variables. The fourth presumption was
related to the outliers. The outlier data were examined
using Box-and-Whisker test, based on which no data
were found beyond the upper and lower bounds.
Table (1) shows the fitness indices for the proposed
structural pattern. The results in Tables (1), after
being modified, confirm all fitness indices. Based on
these results, the obtained GFI is equal to 0.91, thus
the model has a good fitness. The values of CFI, NFl,
and IFI are also above 0.9, indicating good fitness of
the model. Results of the direct effects, indirect
effects, and total effects of the research variables are
given in Table (2). The standard coefficients in Table
(2) indicate significance of all direct paths in the
proposed model so that, regarding the direct effect,
the cognitive abilities have positive and significant
effect on financial self-efficacy. Also, the findings
indicate the direct and significant effects of the
cognitive abilities on financial literacy and
investment decision-making behavior. To examine
the research hypotheses stating the mediating role of
financial self-efficacy and financial literacy in the
relationship  between cognitive abilities and
investment decision-making behavior, the bootstrap
test was used. The results in Table (2) approve the
mediating role of financial self-efficacy and financial
literacy in the relationship between cognitive abilities
and investment decision-making behavior.

Table 1. Model fit indices

Fit index X2/df P GFI NFI CFlI IFI RMSEA
Initial model 3.84 0.0001 0.85 0.88 0.86 0.89 0.06
The final model 221 0.0001 0.91 0.92 0.90 0.91 0.05
Acceptable level of fit <5 >0.90 >0.90 >0.90 >0.90 <0.08
Good level of fit <3 >0.95 >0.95 >0.95 >0.95 <0.06

Table 2. Direct, indirect and total effects in the final model

Direction

Direct effect P

Indirect effect  Total effect P

Cognitive abilities to financial literacy
Cognitive abilities to financial self-efficacy
Cognitive abilities to investment decision-making behavior
Financial literacy to investment decision-making behavior
Financial self-efficacy to investment decision-making behavior

0.65 = - 0.65 ==
0.24 wox - 0.24 o
0.45 o 0.12 0.57 o
0.48 o - 0.48 xokk
0.12 o - 0.12 o

Conclusion

The present study aimed to develop a structural
pattern for predicting the investors' investment
decision-making behavior in Tehran Stock Exchange
based on the cognitive abilities assuming the
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mediating role of financial literacy and financial self-
efficacy. Findings of the present work indicated that
cognitive abilities have direct and significant effect
on the investment decision-making behavior, which
is consistent with findings of (lubis, 2020;
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salahodjaev and malikova, 2020; dohman, falk,
Huffman and sunde, 2010) who showed that
cognitive abilities can predict the investment
decision-making behavior. The results showed that
cognitive abilities was able to predict financial self-
efficacy and financial literacy positively and
significantly. These findings are consistent with
studies (delvande, rohwedder and Willis, 2008; cole,
Sampson and zia, 2011; munoz-murillo, alvarez-
franco and restrepo-tobon, 2020; tang, 2021; Forbes
and Kara, 2010). To justify this finding, it can be said
that in the process of re-evaluation of the capacities,
strengthening the memory, increasing the analytical
and mathematical abilities and increasing the abilities
to perform the duties can potentially influence the
individual's sense of self-efficacy (lippke, 2020).
Furthermore, to explain the effect of the cognitive
abilities on financial literacy, it can be said that since
financial literacy is a human capital investment and
achieving additional knowledge incurs cost and time,
cognitive abilities or, in other words, the ability to
process mental data to achieve the final result is a key
determinant factor in the costs of achieving additional
financial literacy (lusardi et al, 2017). Another
finding of the present work indicated the positive and
direct effect of financial self-efficacy on investment
decision-making behavior, which is consistent with
findings of (liu and zhang, 2021; tang, 2021; day et
al, 2021). Self-efficacy is related to targeting,
achievement, success, starting a behavior, attempts to
confront, and stability in facing adverse experiences.
These skills and qualities play important role in
achieving optimal financial behavior (bandura, 1991,
lippke, 2020). One of the findings confirmed the
positive and direct effect of financial literacy on
investment decision-making behavior. Inability to
perceive economic and financial issues is an
inhibitory factor in becoming a stockholder. Also, the
lack of financial literacy makes the households to
avoid investing in stock markets (mouna and anis,
2017; Van rooij et al, 2011). Besides, findings
showed that cognitive abilities directly affect the
investment  decision-making behavior through
financial self-efficacy and financial literacy. To
justify this finding, it can be said that cognitive
abilities reflect the differences in individual abilities
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and help justify the changes in financial results.
Considering the self-efficacy channel, the individual
cognitive abilities and its achievements can
significantly affect the individuals' belief in the
ability to control and influence different aspects of
life, i.e. self-efficacy. Individuals with low self-
efficacy expect low return from attempts at the
present time and show less insistence on financial
problems; as a result, they achieve less financial goals
and have lower quality in financial decisions (lippke,
2020; kuhnen and melzer, 2018; asebedo and payne,
2019; bandura, 1991; bandura, 1994). On the other
hand, high cognitive abilities facilitate learning and
reduce the knowledge acquisition costs. Financial
illiteracy cause that people are more deceived by
financial institutions. Usually, individuals with less
financial literacy will pay more costs, will achieve
less return and savings, will obtain less wealth, and
will have less knowledge about features and
characteristics of financial assets (Mufioz-Murillo et
al, 2020).

In summary, investigating the relationships between
the variables of this study will lead to a better
understanding of the determinant factors of the
investors' investment decision-making behavior in
Tehran Stock & Exchange market. Therefore, a
person with higher cognitive abilities will be able to
exhibit better decision-making behavior, which will
lead to better financial welfare for that person. Also,
higher cognitive abilities will grant the individuals
higher financial literacy so that they will have more
belief in their financial abilities to make optimal
investment decisions. The consequence of these
decisions in terms of psychological aspect is the
reduction and control of the investors' emotional
behaviors and in terms of financial aspect is the
higher welfare in the long term for the individuals.
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