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Abstract

In recent years, fluctuations in financial markets and the emergence of various investment options
have drawn researchers' attention to the role of investors' psychological characteristics in financial
decision-making. This study aimed to examine the impact of personality traits on the willingness to
invest in both financial and parallel markets, with behavioral biases (beliefs and expectations) serving
as a mediating factor. The study’s statistical sample consisted of 369 active individual investors in
2024. Data was collected using a locally standardized questionnaire and analyzed through structural
equation modeling. The results indicated that personality traits influence investors' willingness to
invest through their beliefs and expectations. Moreover, beliefs and expectations played a significant
mediating role in the relationship between personality characteristics and investment willingness.
These findings can help policymakers and financial institutions better understand investor
psychology and design financial tools and services that align with investors' behavioral tendencies.
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Introduction

The Efficient Market Hypothesis (EMH) posits that stock prices reflect all available
information and that investors act rationally (Fama,1965). In contrast, behavioral finance
theories emphasize the role of emotions and irrational behaviors in price determination,
arguing that investment decisions are influenced by psychological factors such as
personality, beliefs, preferences, and social interactions. These theories suggest that
investors often exhibit irrational behavioral patterns (Jiang et al., 2024; Zeynivand et al.,
2023).

Personality is defined as the unique patterns of thinking, believing, and behaving that
characterize each individual (Baker et al., 2021). Research has shown that personality traits
influence various aspects of life, including health, academic and professional success, and
economic decision-making. It is therefore reasonable to conclude that these traits also affect
investment decisions (Becker et al., 2012). Among the various personality theories, the Five-
Factor Model, comprising openness, extraversion, neuroticism, agreeableness, and
conscientiousness, is widely accepted and reflects consistent patterns in individuals' thoughts
and emotions (Akhtar et al., 2018; Costa & Mccrae, 1992).

Investors' expectations and beliefs represent their overall attitudes toward the financial
market (Baker & Wurgler, 2007). Previous research has demonstrated a direct link between
investors’ expectations and beliefs and their decision-making processes (Haritha & Uchil,
2020). Empirical findings indicate that these factors significantly influence individual
investors, affecting how they evaluate opportunities and risks (Jiang et al., 2024; Kamath et
al., 2023).

According to the theoretical framework proposed by Jiang et al. (2024), investors' beliefs
can be examined across three fundamental dimensions: optimistic or pessimistic
expectations, beliefs about tail events, and extrapolative beliefs regarding financial markets
and economic conditions.

Optimistic or pessimistic expectations refer to an investor’s outlook on the likelihood of
positive or negative events in the market. Excessive optimism or pessimism can lead to
exaggerated assessments of an investment’s potential, resulting in unrealistic evaluations of
risk and return. For example, optimistic individuals may believe in their ability to outperform
the market, making them more inclined to invest in high-risk assets.

Beliefs about tail events reflect investors' tendencies to overestimate the likelihood of rare
but impactful events. Such beliefs can lead to skewed risk assessments and result in either
overly aggressive or overly conservative investment behaviors, depending on whether the
outlook is excessively optimistic or pessimistic.

Extrapolative beliefs describe the inclination to project past market trends into the future,
even without sufficient justification. Investors with this mindset assume that current trends
will persist, often ignoring the potential for sudden reversals. This cognitive bias can lead
individuals to pursue high-risk investments under the assumption that upward trends will
continue.

Awareness of these three belief dimensions is essential for understanding investor behavior
and designing more effective investment strategies.
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Given the significance of the factors outlined above, the primary objective of this research
Is to examine the impact of personality traits on investment decisions and to explore the
mediating role of beliefs about tail events, extrapolative beliefs, and investors' expectations
in this relationship. A more comprehensive exploration of these interrelationships may yield
deeper insights into investors’ decision-making processes.

The central research question is: Do investors’ beliefs about the market and economic
conditions mediate the relationship between personality traits and investment decisions?

Methodology

To test the hypotheses and collect research data, a 32-item standardized questionnaire,
adapted from the study by Jiang et al. (2024), was used. The questionnaire consisted of
sections designed to measure personality traits, investor beliefs in three areas—expectations,
belief in extreme events, and beliefs about extraversion—as well as investment decisions
across five different market types. The statistical population for this research included all
active individual investors in financial and parallel markets.

Given the broad scope of the population and the lack of precise statistics, the sample size
was determined using the method outlined in Hooman’s (2014) research, as shown in
Relation (1):

Relation (1) 5¢<n<15q

Where g is the number of items in the questionnaire, and n is the sample size. Since the
questionnaire in this study contained 32 items, 600 questionnaires were distributed via email,
social media, and in person to meet the sample size threshold. After several months, 397
questionnaires were returned. Of these, 28 were discarded due to incomplete answers or
responses to the “I prefer not to answer” option. Finally, considering the limitations in
accessing the statistical population, the analysis was conducted using data from the
remaining 369 completed questionnaires. The collected data were analyzed using descriptive
statistics (via SPSS software) to present demographic information and inferential statistics
(via Structural Equation Modeling with Partial Least Squares approach and AMOS
software).

Findings

The results showed that extremist beliefs, extrapolative beliefs, and investor expectations
had a positive and significant effect on investment decisions. Among the personality traits,
extraversion had a positive and significant effect, while conscientiousness had a negative
and significant effect on extremist beliefs. Openness to experience, on the other hand, had a
negative and significant effect on investor expectations. Additionally, the trait of openness
to experience positively and significantly influenced real estate investment decisions;
agreeableness had a positive and significant effect on stock investment decisions,
extraversion negatively and significantly affected all investment decisions,
conscientiousness had a positive and significant effect on investment decisions in
cryptocurrencies, gold, jewelry, and banking, and neuroticism negatively and significantly
affected cryptocurrency investment decisions.

The results also indicated that extremist beliefs mediated the relationship between
extraversion and conscientiousness and all investment decisions. Extrapolative beliefs
mediated the relationship between openness to experience, extraversion, and investment
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decisions in cryptocurrencies, gold, and banking. Finally, investor expectations mediated the
relationship between openness to experience and all investment decisions.

Conclusion and Implications

The findings of this research suggest that individuals with stronger beliefs about tail events,
more pronounced extrapolative beliefs, and more optimistic expectations are generally more
inclined to invest. In contrast, individuals with higher levels of extraversion and lower levels
of conscientiousness are more likely to hold strong beliefs about tail events, while those with
lower openness to experience tend to have more optimistic expectations.

The results also indicate that individuals high in openness to experience prefer to invest in
long-term, relatively low-risk assets, such as real estate. In contrast, agreeable individuals
are more inclined toward high-risk assets like stocks, while those high in extraversion
generally exhibit a lower overall propensity to invest. Additionally, neurotic individuals tend
to avoid high-risk investments, such as digital currencies, whereas conscientious individuals
demonstrate a strong preference for low-risk assets like banks and gold.

By highlighting the psychological and behavioral factors that influence investment
decisions, these findings emphasize the growing significance of behavioral concepts in
capital markets. They can help policymakers and financial institutions gain a deeper
understanding of investor psychology and design financial instruments and products tailored
to various personality profiles and social needs.

Based on these insights, companies and organizations in financial services and investment
advisory can benefit from incorporating behavioral biases—such as investors' expectations
and beliefs—into their frameworks to improve the quality of financial guidance. Overall, the
results of this study contribute to the development of more sophisticated and accurate models
for predicting investor behavior. These models can enhance investment decision-making,
inform the design of financial products suited to diverse personality traits and social
contexts, and support more effective educational and advisory strategies that integrate key
behavioral factors into profit-oriented investment planning.
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Figure 1: Standard Model of the Mediating Role of Investment Belief about Tail Events on Relationship Between
Personality Traits and Investment Decisions
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Figure 2: Standard Model of the Mediating Role of Extrapolative Beliefs on Relationship Between Personality
Traits and Investment Decisions
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Figure 2: Standard Model of the Mediating Role of Investment Expectations on Relationship Between Personality
Traits and Investment Decisions
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