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Highlights
e Cognitive factors significantly influence investors’ financial well-being through their
effects on decision-making processes and risk-taking behavior.

e Investment decision-making mediates the relationships between both financial literacy
and mental budgeting with financial well-being.

e Risktolerance moderates the relationship between financial literacy and investment decision-making,

e  Findings emphasize enhancing financial education and cognitive planning to improve
financial well-being.

Abstract

The primary aim of this study is to examine the relationship between financial literacy,
mental budgeting, and self-control with financial well-being, considering the mediating role
of investment decision-making and the moderating effect of risk tolerance. The study is
descriptive-survey in methodology. The data were gathered through a standardized
questionnaire, with the target population comprising all individual investors in Iran's capital
market during the year 2025. A total of 442 valid responses were obtained. Structural equation
modeling (SEM) and Smart PLS software were employed for data analysis. The findings
revealed that financial literacy, mental budgeting, self-control, and investment decision-
making all have a significant positive impact on financial well-being. Investment decision-
making was found to mediate the relationship between both financial literacy and mental
budgeting with financial well-being, while no significant mediation was observed in the
relationship between self-control and financial well-being. Regarding the moderating effect
of risk tolerance, a significant interaction was only observed between financial literacy and
investment decision-making. The hypotheses concerning the moderating role of risk tolerance
in the relationships involving mental budgeting and self-control were not supported. These
findings highlight the importance of promoting financial education, enhancing self-control,
and designing investment tools aligned with varying levels of risk tolerance in improving
individuals’ financial well-being,
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Introduction

Financial well-being, as a vital component of quality of life, is a
multidimensional concept that encompasses an individual’s ability to
manage financial resources, cope with economic crises, and achieve long-
term financial goals. In recent years, in the wake of global economic events
such as the 2008 financial crisis, the COVID-19 pandemic, and
geopolitical conflicts like the Russia-Ukraine war, the importance of
financial well-being as a determining factor in mental health, economic
security, and life satisfaction has increased significantly. In Iran, harsh
economic conditions due to sanctions, chronic inflation, market volatility,
and political instability have led to a decline in the financial well-being of
various segments of society. According to official statistics, about 30% of
the population lived below the poverty line in 2023, emphasizing the
urgent need to address financial well-being.

Academic literature emphasizes that financial well-being is not
limited to economic variables but also depends heavily on factors such as
financial literacy, self-control, mental budgeting, and risk tolerance.
Financial literacy, defined as the ability to understand financial concepts
and make logical decisions, enables individuals to manage their resources
effectively. Mental budgeting, as a cognitive strategy for organizing
expenses and income, plays a key role in controlling financial behavior.
Self-control allows individuals to resist financial temptations and
prioritize long-term goals over short-term needs. Risk tolerance also
plays a decisive role in coping with market fluctuations and making
investment decisions. In today’s complex and highly unstable world,
attention to financial well-being is essential as part of overall economic
and social security. Those with high financial well-being are less
vulnerable to financial crises and more capable of making successful
long-term investment decisions.

This study aims to fill existing research gaps and contribute Iranian
insights to the global literature on financial decision-making. The study has
multiple social and economic implications. One of its most significant
potential outcomes is enhancing financial literacy in society. Given that a
large portion of the Iranian population is directly involved in financial
markets, the findings can be valuable in educational planning to improve
investment skills. Furthermore, by increasing investor awareness and
improving financial decision-making, the Iranian stock market can become
a more stable and transparent institution. This study aims to provide a
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comprehensive model of the causal relationships between cognitive and
behavioral factors and financial well-being, contributing to better
policymaking and educational and psychological interventions at a macro
level.

Methodology

This applied, descriptive-survey study was conducted to structurally
analyze the relationships between cognitive factors and financial well-
being. The statistical population included individual investors active in
Iran’s capital market in 2025. This group was selected because they are
directly affected by market volatility, and their daily financial decisions
have a direct impact on their financial well-being. Using a simple random
sampling method, 442 respondents completed valid questionnaires
distributed both in person and online.

The main data collection tool was a structured and standardized
questionnaire based on previous studies. It contained 46 items measured
on a five-point Likert scale (from strongly disagree to strongly agree) and
assessed variables including financial literacy, mental budgeting, self-
control, investment decision-making, risk tolerance, and financial well-
being.

To increase scientific accuracy, the research instruments were validated
using factor loading analysis for each item, with all values exceeding the
minimum standard (0.4). Convergent and discriminant validity were
confirmed using AVE (>0.5) and HTMT (<0.9), respectively. In addition
to evaluating the measurement models, the data analysis involved
assessing the structural model, causal pathways, and direct, indirect, and
interaction effects. The Sobel test was used to assess mediation effects, and
interaction models were used to examine moderating effects.

Result

Based on the analysis of the collected data, the results indicated that the
mean scores for all variables were above the theoretical average,
suggesting a relatively favorable status among respondents in terms of
financial literacy, mental budgeting, financial self-regulation, and personal
financial well-being. Mental budgeting had the highest mean, indicating a
strong tendency among participants to plan expenses and categorize
financial decisions. Descriptive statistics also revealed considerable
variance in investment decision-making and risk tolerance, reflecting
individual differences in financial preferences and styles. In other words,
even with financial literacy, responses to market conditions and risk-taking
vary significantly. This indicates the need for personalized and flexible
intervention strategies, as a one-size-fits-all policy may not be effective.
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In testing the main hypotheses of the study, the results derived from
structural equation modeling indicated a positive and significant
relationship between the four cognitive variables—financial literacy,
mental budgeting, self-control, and investment decision-making—and
financial well-being. This finding suggests that higher levels of financial
knowledge and cognitive-behavioral skills increase the likelihood of
achieving better financial well-being. These results align with theories in
behavioral economics and financial psychology, emphasizing that
cognitive factors such as perception, internal control, and the ability to
organize finances play a crucial role in shaping financial and investment
decisions. Moreover, the mediating role of investment decision-making in
the relationship between financial literacy and mental budgeting with
financial well-being was statistically confirmed. This implies that, beyond
their direct impact, these two variables enhance financial well-being by
improving the quality of investment decisions. However, the mediating
role of investment decision-making in the relationship between self-control
and financial well-being was not significant, indicating that self-control
exerts a more direct and unmediated effect. In the analysis of interaction
effects, among all possible combinations, only the interaction between
financial literacy and risk tolerance was significant in predicting
investment decision-making. In other words, individuals with high
financial literacy and greater risk tolerance tend to make more accurate,
rational, and effective investment decisions. Other interaction effects were
statistically insignificant and warrant further investigation in future
research.

Conclusion

The findings demonstrate that enhancing financial literacy,
empowering individuals in mental budgeting, and developing self-control
skills can significantly improve financial well-being. These effects
manifest both directly and indirectly through better financial and
investment decision-making. In particular, financial literacy stands out as
a foundational factor in shaping investors’ mental frameworks and
facilitating optimal decision-making.

A key insight from the study is that while mental budgeting contributes
to financial well-being, it may also discourage individuals from pursuing
investment opportunities, especially in high-risk environments like Iran.
Additionally, self-control is more closely linked to expense management
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and saving behavior than to investment decision-making. This highlights
the need for targeted educational interventions that translate positive
psychological traits into effective economic behaviors.

Ultimately, interpreting the findings within Iran’s cultural, economic,
and institutional context is crucial. The capital market still faces challenges
such as lack of transparency, unpredictable fluctuations, and unequal
access to information. These factors may prevent even financially literate
individuals from engaging in effective investment. Therefore, increasing
public trust, developing information infrastructure, and reforming legal
frameworks should complement educational and psychological initiatives.

Furthermore, strengthening interdisciplinary research between
financial psychology, behavioral economics, and management sciences
can lead to more precise and effective intervention models. In this regard,
universities and policy-making institutions have a key role in training
informed human resources and designing targeted programs.

This study is limited by its cultural and economic context (Iran) and by
its use of self-report instruments and a cross-sectional design, which
restricts causal inference and generalizability. Important contextual
variables such as income level and prior investment experience were not
controlled. Future research should adopt longitudinal designs, cross-
cultural studies, and mixed-method approaches. Evaluating the impact of
financial education, counseling, and psychological interventions, and
incorporating moderating variables like financial stress and decision-
making styles, can enhance the development of more realistic and robust
conceptual models.
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