Journal of Advances in Finance and Investment
Volume 5, Issue 1, 2024

pp. 193-230.

Paper type: Research paper

The effect of personality traits on investment decisions with the
mediating role of risk tolerance

Arezou Pouresgandar Raziabad?, Alireza Fazlzadeh?, Vahid Ahmadian?,
Sajad Naghdi*

Received: 28/09/2022 Accepted: 30/03/2024
Extended Abstract

Introduction

According to the traditional theories, researchers state that individual investors
make investment decisions that are totally based on publically available market
information. This decision-making approach makes them rational investors. The
investors try to make a rational investment decision, but are unable to due to some
psychological and cognitive factors that impact investment decision making.
Research on investor psychology is fairly a new development in the field of
psychology and has invited the attention of psychologists and investment
professionals. Behavioral finance states that investors' decisions are not entirely
rational and many factors influence investors' decisions such as personality traits
and characteristics, demographic characteristics, culture and emotions, etc.
Behavioral finance leads to a better understanding of psychological results in the
decision-making process. With the advent of behavioral finance theories in recent
decades and the challenge of classical financial theories that states investors'
decisions are rational, studies and investigations of behavioral factors affecting
investors' decisions have become increasingly important. In recent years, the
cognizance of these factors and their impact on the performance and decisions of
investors has been the focus of many researchers.

This study investigates the effect of personality traits on investment decisions with
the mediating role of risk tolerance. Personality traits are classified according to
the Big Five taxonomy: extroversion, agreeableness, conscientiousness,
neuroticism and openness to experience. Keeping in consideration that the
financial markets in Iran are driven by the investment decisions of the investors
in response to the stock market fluctuations. Therefore, it is necessary to
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investigate the impact of personality traits on the risk tolerance level that
ultimately have an impact on the investment decisions of the individual investor.
So, the main purpose of the study is to find out whether personality traits have an
impact on the investment decision of individual investors in Tehran Stock
Exchange, taking risk tolerance as a mediator. This study and its results have
theoretical and practical implications for the investors, financial planners and
managers.

Literature Review

The findings of personality psychology show that one of the important factors that
determine people's behavior is their personality. One of the important concepts
that is prominent about the investment decision of individual investors and the
level of risk is psychological factors, which describes factors such as personality
and their importance in the entire decision-making process of individual investors.
Studies such as Durand et al. (2008; 2013 and 2019), Lin (2011), Lin and Lu
(2015) and Patterson and Daigler (2014) have focused on the influence of investor
personality characteristics on the investment decision process and the display of
cognitive biases. They found a significant effect of investor personality
characteristics and risk-taking attitude on cognitive biases and investment
decision-making process. According to the studies of McGhee et al. (2012), Nga
and Ken Yien (2013), Pak and Mahmood (2015) and Kubilay and Bayrakdaroglu
(2016), the findings show that there is a significant relationship between
personality traits and risk tolerance. Also, many researchers, including Doustar et
al. (2014), Ebrahimi Lifshagard et al. (2019), Jalilvand et al. (2016), Nategh
Golestan and Zeinabi (2021) and Ashari et al. (2022) have tried to establish the
relationship between the characteristics of Examine personality and investment
decisions and risk tolerance.

Research Methodology

This research was done in 2022; In this research, the used questionnaire was used
to measure each of the variables. All variables are measured on a seven-point
Likert scale from strongly disagree to strongly agree. Primary data was collected
from 386 individual investors from Tehran Stock Exchange. Descriptive analysis
of the data was run on SPSS, reliability of the constructs was assessed through
Cronbach's alpha method (Cronbach, 1951), whereas, Structural Equational
Modelling (SEM) by using smartplswas used to conduct hypothesis testing
through path analysis.

Results

As per the results, personality traits have a significant effect on investment
decisions and risk tolerance, and also risk tolerance has a significant effect on
investment decisions. Mediation analysis confirmed that risk tolerance partially
mediated the relationship between personality traits and investment decisions.



Discussion and Conclusion

According to the studies carried out, it can be stated that according to the collected
data, the first hypothesis of the research states that personality traits have an
impact on investment decisions. Traditional financial theories state that investors'
behavior and decisions are rational, while some research findings doubt the
rationality of investors' behavior and show that decisions can be made under the
influence of psychological and behavioral factors (Pak and Mahmood, 2015).
Also, according to this research, personality traits have a significant effect on risk
tolerance, so according to the studies carried out, it can be stated that according to
the collected data, the second hypothesis of the research that the influence of
personality traits on risk tolerance is confirmed. The result of this hypothesis states
that personality traits are one of the factors influencing the level of risk tolerance
of investors, and it affects the risk-taking attitudes in different areas of people's
lives, including social decisions, gambling and investment. The third hypothesis
of this research shows that the effect of risk tolerance on investment decisions is
significant. Therefore, according to the results, it is stated that according to the
collected data, the effect of risk tolerance on investment decisions is confirmed.
Mediation analysis confirmed that risk tolerance partially mediated the
relationship between personality traits and investment decisions. The literature
review shows that the results of the influence of individual dimensions of
personality traits on risk tolerance and investment decisions vary according to the
statistical population under test. Perhaps it can be said that the time period of the
research and the level of awareness of the people and the state of the capital market
in question can be effective in the research. Therefore, we observe the significant
difference in results and the direction of influence of the five dimensions of
personality characteristics in the conducted researches. The study and its results
have theoretical and practical implications for the investors, financial planners and
managers.
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Table (1) frequency distribution of respondents according to age
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Table (2) frequency distribution of respondents according to education
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Table (3) frequency distribution of respondents according to gender
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Table (4) descriptive indices of the studied variables
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Table (5) the results of the normality of the variables in the research
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Table (6) Pearson correlation coefficients between research variables
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Figure (2) research model with standardized factor load coefficients (evaluation of measurement models)
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Figure (3) research model with t-values coefficients (evaluation of measurement models)

1. Composite Reliability (CR)
2. Average Variance Extracted (AVE)
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Table (8) results of convergent validity investigation with Average Variance Extracted criterion
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Table (9) results of divergent validity by Fornell and Larker method (Fornell and Larcker, 1981)
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G (B) e Ll 3l Jin slao
/AYY -[FEA Sy Jood el sl Sy
FIYD ANAS MLl Cloranss  wasid gla Sy
V-5 SIYY- NSk o Slogonas Sy Jod

2 dg290 dianly g Jaiune (sl yuxio dlS o odddumlne (S pdlie (V¢) Jodo gl das gl
Odgcwlio sdimd i JHle 4 g A Hblixe 1oy A0 maw > g 039 VA G YL e
IRV Ry 3 vES W KPS

1. t-values



VFeY )LQ,V/ | o)lmﬁ/ mo)93/d)|fd%b)w9glp L;Lzz:us),m.)

Y

at
a5
a6
o7
ad \
2 \
a0 P
all ‘/ o
kmﬂ/ B
a28
i e 0783 —
ualish aiabsg - 0.656 -y
0.616 928
_—
0703
wplslasar ale pu Silagans 30
082 pss3s 0763 w)lis A
/ g31
q13 ql4 qi5

(5 5 ool csln Jao (ool el ono il calys b gy e (F) S

Figure (4) research model with standardized factor load coefficients (evaluation of structural and

general models)
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Figure (5) research model with t-values coefficients (evaluation of structural and general models)
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Table (12) Q? coefficients of the main research variables
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1. Goodness of Fit (GOF)
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Table (13) results of the general fit of the model with the goodness of fit
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Table (14) of the analysis results of hypothesis 1
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Table (15) the analysis results of hypothesis 2
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Table (17) results of examining the effect of personality traits on investment decisions regarding the mediating
role of risk tolerance
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Figure (6) Conceptual model of the influence of personality traits on investment decisions based
on standard coefficients (without the intervention of the mediator variable)
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Figure (7) Conceptual model of the influence of personality traits on investment decisions based
on significant values (without the intervention of the mediator variable)
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Figure (8) research model with standardized factor load coefficients (investigating the influence of
the dimensions of personality traits)
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Figure (9) of the research model with t-values coefficients (investigating the influence of the
dimensions of personality traits)
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Table (18) results of the analysis of the influence of the dimensions of personality characteristics
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