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GENERAL & APPLIED ECONOMICS | REVIEW ARTICLE

Behavioral finance factors and investment 
decisions: A mediating role of risk perception
Bashar Yaser Almansour1*, Sabri Elkrghli2 and Ammar Yaser Almansour3

Abstract:  Modern finance theory assumes that the stock market is efficient, and 
stock prices reflect all available information. However, behavioral finance theory 
argues that stock prices can be influenced by psychological and emotional factors. 
This study aims to examine the impact of behavioral finance factors on investment 
decisions in the Saudi equity markets through the mediating variable of risk per-
ception. An online questionnaire was distributed to 150 individual investors, out of 
which 134 were returned and ready for analysis. The data is analyzed using struc-
tural equation modeling (SEM). The results show that herding, disposition effect, and 
blue chip bias have a significant positive impact on risk perception. Overconfidence 
has a significant positive effect only on investment decision making, but not on risk 
perception. Risk perception is found to be significantly positively related to invest-
ment decision making. All four behavioral finance factors have a significant positive 
indirect effect on investment decision making through risk perception. This study is 
conducted in a particular cultural context, namely Saudi Arabia, and may not be 
generalizable to other cultural contexts. Moreover, this study focused only on four 
behavioral finance factors, and there may be other factors that could impact risk 
perception and investment decision making. The results highlight the importance of 
considering an individual’s perception of risk when making investment decisions, as 
it can significantly impact their willingness to take risks and ultimately affect the 
performance of their investment portfolio. The results suggest the need for inves-
tors to consider their behavioral biases and for advisors and policymakers to 
develop strategies to mitigate their impact.

Subjects: Economic Psychology; Economics; Finance 

Keywords: behavior finance; risk perception; investment decisions

JEL Classifications: G40; G41; D91

1. Introduction
The traditional finance theory assumes that investors always make rational decisions based on 
complete information, but behavioral finance argues that investors are influenced by their emo-
tions, biases, and cognitive limitations (Almansour & Arabyat, 2017). The debate between modern 
finance theory and behavioral finance theory on the influence of non-financial factors on stock 
prices is ongoing. Modern finance theory posits that the stock market is efficient and that stock 
prices reflect all available information, while behavioral finance theory asserts that psychological 
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and emotional factors can impact stock prices (Almansour, 2015). The impact of behavioral finance 
factors on investment decisions has been extensively studied in the scientific community. 
Researchers have identified a wide range of behavioral finance factors that can influence invest-
ment decisions, including biases, emotional biases, social influences, perception of risk, and 
personality traits (Ahmad, 2022; Lather et al., 2020; Menon et al., 2023). Numerous studies have 
examined the impact of these factors on investment decisions and have found that they can lead 
to suboptimal decision making (Goswami et al., 2020; Kartini & Nahda, 2021; Mahapatra & Mishra,  
2020; Sharma et al., 2021; Singh et al., 2016).

Investors exhibit a risk-averse attitude when it comes to investing, preferring a smoother and 
more stable level of risk tendency (Wildavsky & Dake, 1990), risk perception (Hossain & Siddiqua,  
2022; Putri Pa et al., 2022), and risk propensity (Mahmood et al., 2011; Vlahovic et al., 2021). While 
an investor’s risk attitude tends to remain stable, their risk perception is dynamic and can change 
in different situations. Increased risk perception leads to higher transaction frequency and reduced 
investment in the stock market (S. U. Ahmed et al., 2022; Cho & Lee, 2006). Due to a low-risk 
perception, market participants tend to engage in herding behavior, which adversely affects their 
investment decisions. Herding behavior has a significant impact on the decision-making processes 
of investors (Madaan & Singh, 2019).

The Saudi stock market, known as “Tadawul,” was established in 1985 and has become one of 
the largest stock markets in the Arab region (Alshammari, 2021). It has experienced rapid growth 
in recent years, reaching a market capitalization of $2.6 trillion by the end of 2022.1 However, stock 
market bubbles are notorious for their detrimental effects on investments and the overall econ-
omy. In financial economics, a bubble occurs when an asset’s trading price deviates systematically 
from its fundamental value (S. U. Ahmed et al., 2022; Burton, 2017). Specifically, a stock market 
bubble arises when the trading price of an asset surpasses the discounted value of expected future 
cash flows (Aljifri, 2023). Throughout history, various instances of bubbles have been observed, 
including the Dutch Tulip Mania in 1634, Black Monday in the 1920s, the Dot Com bubble, the Saudi 
stock market crash in 2006, the subprime crisis in 2008, and the COVID-19 pandemic. The crash of 
the Saudi stock market in 2006 was primarily attributed to investors’ irrational behaviors. Between 
2003 and 2005, the Tadawul All Share Index (TASI) experienced significant growth, reaching its 
peak on February 25, 2006, before a market collapse ensued. By the end of that year, TASI had lost 
approximately 65% of its value. During this period, many Saudi investors heavily relied on bor-
rowed funds or had to sell their assets to finance their investments. The loans granted to Saudi 
citizens saw a substantial increase, reaching a gross balance of US$48 billion (SAR 180 billion) by 
the end of 2005. These behaviors had severe consequences, particularly for average Saudi families 
who faced challenges in repaying their loans.

The relevance of this research is evident in emerging markets, specifically the financial markets 
of Saudi Arabia. This is because behavioral finance biases can have a significant impact on 
investors’ gains and losses (Parveen et al., 2020). For example, the overconfidence bias may lead 
to high brokerage costs and make investors vulnerable to significant losses due to excessive 
trading without sufficient financial knowledge. Similarly, the representativeness bias may result 
in the purchase of overpriced stocks due to the tendency to associate new events with known 
events. Suboptimal investment decisions are a critical issue that leads to poor returns for investors 
in stock exchanges (Jaiyeoba et al., 2018). In particular, investors tend to overreact to negative 
news and underestimate the probability of rare events, which can lead to inefficient markets and 
suboptimal investment decisions (Grable et al., 2020; Kim et al., 2022). Other examples of beha-
vioral finance factors that have been studied include loss aversion, heuristics, prospect, trust, 
herding behavior and financial literacy (Ababio, 2020; Mouna & Anis, 2015; Ossareh et al., 2021; 
Raveendra et al., 2018; Stella et al., 2022). The financial literacy plays a significant role in shaping 
investors’ risk perception. When investors possess a higher level of financial literacy, they are 
better equipped to understand and evaluate the risks associated with investment.
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Including the risk perception variable as a mediator is essential to establish the common thread 
between behavioral finance, risk perception, and investment decision making (S. U. Ahmed et al.,  
2022). Behavioral finance recognizes that individuals’ cognitive biases and emotional responses 
can influence their investment decision. Risk perception, in this context, serves as a crucial inter-
mediary variable that helps explain how individuals perceive and interpret risks, which subse-
quently affects their investment decisions. By examining the relationship between risk perception 
and investment decision making, we gain insights into the psychological mechanisms underlying 
financial behavior. It allows us to understand how individuals’ subjective evaluations of risk can 
impact their willingness to take risks and ultimately shape their investment choices. Therefore, by 
considering risk perception as a mediator, we can uncover the intricate interplay between beha-
vioral factors, risk perception, and investment decision making, providing a comprehensive under-
standing of the decision-making process in finance.

As far as the authors are aware, there has not been any research conducted on the mediation 
role of risk perception in the impact of behavioral finance factors on individual investment 
decisions in the Saudi equity market. The absence of research on this topic is significant because 
the Saudi equity market has been growing rapidly in recent years, and investors’ decision-making 
processes play a crucial role in shaping the market’s behavior. Behavioral finance factors have 
been shown to influence individual investment decisions in various contexts, but it is unclear how 
these factors interact with risk perception in the Saudi equity market. Therefore, further investiga-
tion into the mediation role of risk perception in the impact of behavioral finance factors on 
individual investment decisions in the Saudi equity market is needed to gain a more comprehen-
sive understanding of the market’s behavior. This knowledge could help investors make more 
informed investment decisions, and regulators could use it to develop policies that promote 
a stable and sustainable equity market.

2. Literature review and hypotheses development
Behavioral finance, a branch of finance that explores the influence of psychological factors on 
financial decision making, reveals a significant limitation in traditional finance models. Almansour 
(2015) argues that these models inadequately capture the irrational behavior exhibited by investors, 
resulting in suboptimal investment decisions. To address this shortcoming, behavioral finance the-
ories emphasize the impact of cognitive biases, such as overconfidence, loss aversion, and herd 
mentality, on investors’ decision-making processes, which can lead to irrational investment choices.

One critical aspect related to investment decision making is risk perception, which pertains to 
how individuals perceive and evaluate the level of risk associated with an investment. Researchers, 
such as Bazley et al. (2021), Gonzalez-Igual et al. (2021), and Ventre et al. (2023), have investi-
gated risk perception and highlighted its multifaceted nature, influenced by various factors. These 
factors encompass individual characteristics, market conditions, and cognitive biases. By consider-
ing the influence of behavioral finance biases on risk perception, behavioral finance sheds light on 
the complexities of investors’ decision-making processes. It emphasizes that individuals’ risk 
perceptions are not solely determined by objective factors but are also subject to biases and 
heuristics that may deviate from rational decision making. Thus, the study of risk perception within 
the framework of behavioral finance provides valuable insights into understanding the cognitive 
and psychological mechanisms behind investment decisions. The mediating role of risk perception 
suggests that the relationship between behavioral finance and investment decision making can be 
explained by the way investors perceive and evaluate risk (Areiqat et al., 2019). For example, an 
overconfident investor may perceive a risky investment as less risky than it actually is, leading to 
a higher likelihood of making an investment that is not suitable for their risk profile. Alternatively, 
a loss-averse investor may perceive a low-risk investment as riskier than it actually is, leading to 
a missed opportunity for investment gains.

The literature on behavioral finance can be categorized into five main strands, each examining 
different aspects of risk perception and investment decision making. The first strand investigates 
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the impact of herding behavior on risk perception and investment decisions, studies conducted by 
Balcilar et al. (2013), Dickason et al. (2018), Mundi et al. (2022), Lim et al. (2018), and Zhang et al. 
(2022) have explored this relationship. The second strand focuses on the effect of the disposition 
effect on risk perception and investment decisions, researchers such as Richards et al. (2017), Ullah 
et al. (2020), and S. U. Ahmed et al. (2022) have delved into this area of study. The third strand 
explores the influence of blue chip stocks on risk perception and investment decisions. Hau (2001), 
Shiva and Singh (2020), and S. U. Ahmed et al. (2022) are among the scholars who have examined 
this relationship. The fourth strand centers on the impact of overconfidence on risk perception and 
investment decisions. Parveen et al. (2020), Wattanasan et al. (2020), and Areiqat et al. (2019) 
have contributed to the understanding of this phenomenon. Lastly, the fifth strand focuses on the 
connection between risk perception and investment decisions. Chen et al. (2018), 
Worawachtanakul et al. (2018), and Wattanasan et al. (2020) are among the researchers who 
have explored this relationship.

2.1. The effect of herding behavior on risk perception and investment decision
Herding behavior arises from the influence of risk perception on stock returns, as suggested by 
Balcilar et al. (2013). Many investors tend to follow the crowd or exhibit overconfidence biases 
when making investment decisions. This herding behavior stems from investors’ low-risk propen-
sity or risk avoidance, driven by their desire to minimize the risk of financial loss (Dickason et al.,  
2018). During herding, individuals who are otherwise rational start behaving irrationally by relying 
on the judgments of others. This behavior may stem from a lack of investment knowledge or the 
inclination to follow the opinions and directions of others (Wattanasan et al., 2020).

Balcilar et al. (2014) reveal a compelling connection between herding behavior and risk-return 
dynamics. The authors observed that herding behavior tends to increase during periods of high 
market uncertainty and volatility. This increased herding behavior amplifies the potential risks 
associated with investments, as investors are more likely to make decisions based on market 
sentiment rather than objective risk assessment. Bekiros et al. (2017) examine herding behavior in 
relation to risk and uncertainty, finding its prevalence in the US stock market. Dickason et al. (2018) 
find that the relationship between behavior factors and investment performance is significantly 
mediated by risk perception. Similarly, Mundi et al. (2022) shows that individual differences in risk 
perception can explain the relationship between overconfidence and investment decisions. Other 
studies by Lim et al. (2018) and Zhang et al. (2022) find that risk perception mediates the 
relationship between behavioral finance factors and investment decision making. S. U. Ahmed 
et al. (2022) find that risk perception does not mediate the relationship between herding behavior 
and investment decisions. Other studies find a negative association between risk perception and 
the behavioral biases of individual investors (Areiqat et al., 2019; Gonzalez-Igual et al., 2021; 
Hossain & Siddiqua, 2022; Zhang et al., 2022). Implying that with an increase in the degree of 
risk perception, the probability of investors confronting behavioral biases diminishes. Therefore, the 
study hypothesizes:

H1. There is a significant effect of herding on risk perception

H2. There is a significant effect of herding on investment decision

H3. Risk perception mediates positively the effect of herding on investment decision

2.2. The effect of disposition effect on risk perception and investment decision
The disposition effect is a behavioral bias observed in investors, characterized by a tendency to 
hold onto losing investments for an extended period while selling winning investments prema-
turely (Richards et al., 2017). In essence, it reflects investors’ inclination to retain stocks when 
prices decline and promptly dispose of them when prices increase, prioritizing the avoidance of 
realized losses over potential gains (Chang, 2020). The impact of the disposition effect is more 
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pronounced in long positions compared to short positions (Madaan & Singh, 2019). Ploner (2017) 
provides strong evidence supporting the existence of the disposition effect in investment behavior.

In a study conducted by Richards et al. (2017), the disposition effect is a bias commonly 
observed in investment behavior. The disposition effect refers to the tendency of investors to 
hold onto stocks that have experienced losses for a longer period compared to stocks that have 
generated gains. This bias is associated with lower investment performance and is more prevalent 
among investors who have less experience and sophistication. The study emphasizes the use of 
stop losses as a means to manage susceptibility to the disposition effect. By analyzing the trading 
records of individual investors in the UK stock market between 2006 and 2009, the study demon-
strates that incorporating stop losses into investment decisions effectively mitigates the impact of 
the disposition effect. Furthermore, the findings indicate that investors who employ stop losses 
tend to have less experience, and when they do not utilize stop losses, they exhibit a greater 
reluctance to realize losses compared to other investors. Ullah et al. (2020) focus on behavioral 
biases in investment decision making, specifically examining the role of the disposition effect. The 
findings indicate that the disposition effect has a significant and positive impact on investment 
decisions. The results indicate that the positive moderating role of the overconfidence bias in 
investment decisions was evident. S. U. Ahmed et al. (2022) find that risk perception does not 
mediate the relationship between disposition effect and investment decisions. Chang (2020) 
declares that the disposition effect has a significant influence on investment decision. Grosshans 
and Zeisberger (2018) find that the disposition has a significant impact on risk perception. 
Therefore, the disposition effect is found to have a strong direct relationship with investment 
decisions and risk perception. Therefore, the study hypothesizes:

H4. There is a significant effect of disposition on risk perception

H5. There is a significant effect of disposition on investment decision

H6. Risk perception mediates positively the effect of disposition on investment decision

2.3. The effect of blue chip stocks on risk perception and investment decision
Blue chip stocks are those of well-established companies with a stable history of financial perfor-
mance. However, investors may exhibit a bias towards these stocks, leading them to make 
investment decisions based on this perception. Shiva and Singh (2020) investigate the relationship 
between overconfidence, risk perception, and the blue chip stocks bias. The study find that over-
confident investors are more likely to exhibit a bias towards blue chip stocks, but high-risk 
perception investors are less likely to exhibit this bias. S. U. Ahmed et al. (2022) conducted 
a study to investigate the relationship between behavioral biases and investment decisions 
among individual investors in the Pakistan Stock Exchange. Using structural equation modeling 
and a sample size of 450 questionnaires, the study find that risk perception mediates the relation-
ship between blue chip stocks and investment decisions, but does not mediate the relationship 
between herding bias, disposition effect, and investment decisions. Lastly, Hau (2001) examine the 
role of cognitive biases, including the blue chip stock bias, on investment decision making. The 
study finds that cognitive biases, along with risk perception and other behavioral factors, influence 
investment decisions, suggesting that these factors play a critical role in investment decision 
making. Therefore, the study hypothesizes:

H7. There is a significant effect of blue chip stocks bias on risk perception

H8. There is a significant effect of blue chip stocks bias on investment decision

H9. Risk perception mediates positively the effect of blue chip stocks bias on investment decision
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2.4. The effect of overconfidence on risk perception and investment decision
Overconfidence is a cognitive bias where investors overestimate their investment abilities and 
often take unnecessary risks. Parveen et al. (2020), overconfident investors exhibit a positive risk 
perception and are more inclined towards adopting a risky attitude when making investment 
decisions. The study highlights that behavioral biases such as herd bias, anchoring, mental 
accounting, and overconfidence bias can significantly influence the decision-making process of 
investors. Wattanasan et al. (2020) examine the impact of emotional and psychological factors on 
investors’ decisions in the securities market, focusing on biases such as conservatism bias, over-
confidence bias, availability bias, herding, and level of risk-taking. They find that appreciation had 
a significant influence on investors’ psychology, followed by reducing tax and income generation. 
A study by Areiqat et al. (2019) investigate the impact of behavioral finance variables, including 
overconfidence on stock investment decision making at the Amman Stock Exchange. According to 
a study, this suggests that their confidence in their abilities leads them to actively pursue invest-
ments that carry higher levels of risk. In a study conducted by Abdin et al. (2017), the impact of 
overconfidence on the investment decisions of individuals was examined. The findings of the study 
revealed that overconfidence significantly influences investment decision making. This suggests 
that individuals who exhibit overconfidence tend to make investment choices that are influenced 
by their exaggerated self-belief in their own abilities. The results showed that overconfidence is 
one of the most significant behavioral factors affecting investment decisions. The relationship 
between overconfidence and investment risk taking is, therefore, mediated by perceived risk 
(Kirchler & Maciejovsky, 2002). Therefore, the study hypothesizes:

H10. There is a significant effect of overconfidence on risk perception

H11. There is a significant effect of overconfidence on investment decision

H12. Risk perception mediates positively the effect of overconfidence on investment decision

2.5. The effect of risk perception on investment decision
Several studies have investigated the relationship between risk perception and investment deci-
sions in general. Worawachtanakul et al. (2018) examine the impact of environmental risk percep-
tion on investment decisions. The study find that higher environmental risk perception is 
associated with fewer investment decisions. Wattanasan et al. (2020) explore the association 
between investment risk perception, financial literacy, and investment behavior in a cross- 
country study across several European countries. They discover that individuals with high invest-
ment risk perception were more likely to exhibit cautious investment behavior, and financial 
literacy moderated this relationship. Chen et al. (2018) examine how the inclusion of historical 
risk perception data could improve investment decision making. They find that including historical 
risk perception data improved the accuracy of predicting investment returns, suggesting that risk 
perception plays a crucial role in investment decision making. Therefore, the study hypothesizes:

H13. Risk perception is positively correlated with investment decision

In conclusion, the literature review has shown that risk perception plays a crucial role in the 
relationship between behavioral finance factors and investment decision making. Risk perception 
mediates the relationship between various behavioral finance factors such as overconfidence, loss 
aversion, herding behavior, and anchoring bias. The findings of the reviewed studies suggest that 
investors need to be aware of their own risk perception and biases when making investment 
decisions to avoid making irrational investment decisions.
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3. Methods

3.1. Population and sample and procedure
Targeting the population refers to the process of selecting a specific group of individuals from 
whom data will be collected (Hair et al., 2015). When analyzing data, people often tend to give 
more importance to recent patterns while disregarding the underlying characteristics of the 
population that generated the data (Fama, 1998). In this study, the population consists of 
investors who are directly or indirectly involved in trading stocks in the Saudi stock market. The 
aim is to assess the overall level of investment behavior within this population and evaluate the 
presence of behavioral biases in the equity market. The sample size of the study is 150 ques-
tionnaires which were given to investors who are currently trading in the Saudi equity market, only 
134 questionnaires were completely filled out by individual investors and considered for analysis. 
This represents a response rate of 89%. Purposive sampling is used to ensure that the sample 
aligns with the research objectives and can provide valuable insights and information. Researchers 
continue selecting respondents until data saturation is reached, meaning that additional partici-
pants are unlikely to provide new or significant information. By carefully selecting participants who 
closely match the topic of interest, purposive sampling enhances the trustworthiness of the data 
and results, thereby improving the overall rigor of the research (Campbell et al., 2020). Hence, in 
this study, purposive sampling is employed to gather data from investors in the Saudi stock market 
to explore the potential mediating role of risk perception in the relationship between behavioral 
factors and investment decision making. The data on investors are obtained from stock market 
brokers who provided information about both male and female investors. An online questionnaire 
was distributed to the brokers, who then shared it with the investors for data collection.

3.2. Instruments
The questionnaire used in the study contained 45 questions, which were designed to elicit 
information on a range of factors that may influence investment decisions. The questions were 
divided into two main categories: demographic information (Table 1) and investment behavior 
factors. The demographic information section included questions on gender, age, education, and 
experience. The investment behavior factors section included questions on risk perception, herding, 
disposition effect, blue chip stocks bias and overconfidence. Of the 45 questions, 38 were specifi-
cally aimed at measuring the behavioral factors that influence investment decisions. These ques-
tions were designed to assess the psychological and emotional factors that may affect an 
investor’s decision-making process. The remaining 7 questions were focused on measuring the 
investment decision itself, including the types of investments made and the level of risk involved. 
The scale used to assess behavioral finance and investment decision dimensions ranged from 1= 
strongly disagree to 5 = strongly agree (Pompian, 2011). The collected data were tabulated and 
refined using SPSS. Once normality was confirmed, the dataset was utilized for advanced analysis 
using Structural Equation Modeling (SEM) with AMOS software to test the hypotheses of the 
conceptual framework.

The sample consists of 84% male and 16% female respondents, the high proportion of male 
respondents (84%) compared to female respondents (16%) in the study implies that there may be 
a gender imbalance in the participation of Saudi nationals in the equity market. This finding may 
reflect the cultural and social norms prevalent in Saudi Arabia, where women are generally 
underrepresented in the workforce and face cultural barriers in accessing financial opportunities. 
Such gender disparities may also impact women’s access to investment education and opportu-
nities, ultimately leading to their lower participation in the equity market compared to men.

In terms of age, the result indicates that the majority of respondents, almost half of them (49%), 
are within the age range of 30–40 years old. This finding implies that the research focused on 
a relatively young cohort of investors who are at the beginning of their investment journey. This 
may have implications for the results of the study since the investment behavior of younger 
investors may differ from that of more experienced investors. For instance, younger investors 
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may have a higher risk tolerance and a longer investment horizon, which can affect their decision- 
making processes.

In terms of education level, the fact that 73% of the respondents hold a Bachelor’s degree 
indicates that the study may be more representative of individuals with higher levels of education 
and training. It is essential to note that individuals with lower levels of education may have 
a different understanding and approach towards investing in the equity market. In other words, 
individuals with lower levels of education may have different financial goals, risk preferences, and 
investment strategies compared to those with higher levels of education. For instance, they may 
be more risk-averse and prefer safer investment options, such as savings accounts or fixed 
deposits, rather than investing in the stock market.

The experience level of the respondents is also an important factor to consider when evaluating 
the findings of the study. The fact that the majority of respondents (87%) have less than 5 years of 
experience in the Saudi equity market suggests that the study is capturing the behavior of 
relatively inexperienced investors. Additionally, it is important to note that the Saudi equity market 
has undergone significant changes and developments in recent years. For example, the opening of 
the Tadawul to foreign investors in 2015 and the inclusion of Saudi Arabia in the MSCI Emerging 
Markets Index in 2019 have led to increased international interest and investment in the market. 
Investors with more experience may have a different perspective and approach towards investing 
in the market in light of these developments.

3.3. Measurements
The measurement of behavioral finance factors and investment decisions in this study was 
informed by previous researches that utilized similar questions to assess the variables of 
interest. The investment decision questions were adapted from Almansour and Arabyat 
(2017), Khawaja and Alharbi (2021) and Liang and Reiner (2009). The questions pertaining to 
herding behavior were derived from Almansour and Arabyat (2017), Balcilar et al. (2013), 

Table 1. Demographic and Experience Profile of Individuals Involved in the Saudi Equity 
Market
Criteria n %
Gender Male 112 84%

Female 22 16%

Total 134 100%

Age less than 30 years 47 35%

From 30–40 66 49%

From 40–50 13 10%

More than 50 years 8 6%

Total 134 100%

Secondary School 16 12%

Education Level Bachelor Degree 98 73%

Master Degree 16 12%

PhD Degree 4 3%

Total 134 100%

Experience less than 5 years 117 87%

From 5 - less than 15 
years

14 10%

From 15 - less than 25 
years

3 2%

Total 134 100%
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Kumari et al. (2022) and Marjerison et al. (2023). The disposition effect questions were adapted 
from Adil et al. (2022), Ballis and Verousis (2022), Paraboni and da Costa (2021) and Verma 
and Verma (2018). The assessment of blue chip stocks questions involved the utilization of 5 
items that were adapted from S. U. Ahmed et al. (2022), Chua et al. (2023) and Shiva and 
Singh (2020). The measurement of overconfidence was derived from Adil et al. (2022), Liang 
and Reiner (2009), Mushinada and Veluri (2019) and Renu Isidore and Christie (2018), consist-
ing of a total of 7 items. Finally, the measure of risk perception was derived from (Gonzalez 
et al., 2021; Hossain & Siddiqua, 2022; Oyekale, 2022; Putri Pa et al., 2022), comprising a total 
of 10 items. The specific variables and their corresponding literature sources are presented in 
Table 2.

4. Data analysis

4.1. Preliminary analysis
Table 3 presents the Cronbach’s alpha coefficients for the measured factors, which indicates the 
level of reliability for each factor. By conducting this analysis, the study ensured that the collected 
data was reliable and could be utilized to draw valid conclusions about the behavior factors that 
impact investment decisions in the Saudi equity market.

In order to examine the hypotheses outlined in the research model, the study employed 
structural equation modeling (SEM). First, confirmatory factor analysis (CFA) was performed to 
assess the measurement model’s quality, including the convergent and discriminant validity of 
constructs. Subsequently, a structural model was developed to investigate the direct effects of 
behavioral finance components on investment decisions. Lastly, a mediating model was con-
structed to examine both the overall and specific indirect effects of risk perception. The results 
demonstrate that the sample size was adequate for factor analysis, as evidenced by Kaiser-Meyer- 
Olkin’s (KMO) value of 0.809, surpassing the recommended threshold of 0.5 (Sarstedt et al., 2019). 
This was further confirmed by a significant Bartlett’s test of Sphericity (p < 0.001) (Hair et al., 2015).

Table 2. Variables and Literature Sources Used for Measurement
Behavior/Decision Items Authors
Investment Decisions 7 Almansour and Arabyat (2017), 

Khawaja and Alharbi, (2021), Liang 
and Reiner, (2009)

Herding 10 Almansour and Arabyat, (2017), 
Balcilar et al., (2013), Kumari et al., 
(2022), Marjerison et al., (2023)

Disposition Effect 6 Adil et al., (2022), Ballis & Verousis, 
(2022) Paraboni & da Costa, 2021, 
Verma & Verma, (2018)

Blue Chip Stocks 5 S. U. Ahmed et al., (2022), Chua 
et al., 2023, Shiva and Singh, 
(2020)

Overconfidence 7 Adil et al., (2022), Liang and Reiner, 
(2009), Mushinada and Veluri, 
(2019), Renu Isidore and Christie, 
(2018)

Risk Perception 10 Gonzalez-Igual et al., (2021), 
Hossain & Siddiqua, (2022), 
Oyekale, (2022), Putri Pa et al., 
(2022)

Notes: The responses for each behavior/decision were measured on a 5-point Likert scale, with participants indicating 
their level of agreement on a scale from “strongly disagree” (1) to “strongly agree” (5). 
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4.2. Descriptive statistics
In the context of Table 4, it summarizes the descriptive statistics of six variables that were 
measured in the study. The mean score for investment decision, herding effect, blue chip stocks, 
risk perception, and overconfidence were all in the range of moderate to moderately high.

The table above shows the descriptive statistics for various factors related to behavior finance 
and investment decisions in the Saudi equity market. The figures suggest that, on average, the 
participants in the survey had a moderate level of investment decision, herding effect, disposition 
effect, and blue chip stocks. However, they exhibited a higher level of overconfidence and risk 
perception. The skewness and kurtosis values suggest that the figures are slightly skewed and has 
a moderate level of Peakedness. Overall, the table provides insights into the behavioral finance 
factors that influence investment decisions in the Saudi equity market.

4.3. Hypotheses testing and discussion
Following the establishment of the measures’ validity and reliability, the study proceeds to test the 
proposed relationships through a structural model, which is visually represented in Figure 1. This 
model serves as a valuable tool for exploring the complex interplay between the behavioral 
finance factors and their impact on risk perception and investment decision making. By utilizing 
this model, the study can examine the relationships between the various constructs under inves-
tigation, providing a more comprehensive understanding of the factors that influence investment 
behavior. The goodness-of-fit indices were analyzed, and it was observed that they met the 
recommended guidelines as suggested by Wang and Wang (2012) (Table 5), thereby confirming 
the appropriateness of the structural model for the data.

Table 6 summarizes the regression results on the direct effect (Panel 1) and indirect effect 
(Panel 2). Panel 1 shows the results of the direct effect which displays the effect of behavior 
finance factors on risk perception and investment decision without considering the mediator. Panel 
2 shows the results of the indirect effect which displays the effect of behavior finance factors on 
the investment decision that is mediated by risk perception.

The findings reveal that herding, disposition effect, and blue chip bias are all associated with 
a significant positive impact on risk perception, as indicated by their corresponding coefficient 
values of 0.18, 0.223, and 0.274, respectively. The acceptance of these hypotheses at the 1% and 
5% levels of significance, suggesting that these behavioral finance factors can have a significant 
impact on an individual’s perception of risk when making investment decisions. The positive 
coefficient values for herding, disposition effect, and blue chip bias indicate that these behavioral 
finance factors contribute to an increase in risk perception among investors. This means that 
investors who exhibit these behaviors are more likely to perceive investments as riskier than they 
may objectively be, potentially leading to suboptimal decision making and portfolio outcomes. The 
combination of herding behavior and blue chip bias results in a lack of diversification in investors’ 

Table 3. Results of Measurement Testing
Dimensions Cronbach’s Alpha N of Items
Investment Decision .861 7

Herding Effect .859 10

Disposition Effect .891 6

Blue Chip Stocks .874 5

Overconfidence .850 7

Risk Perception .915 10

Notes: All variables in the study had Cronbach’s alpha coefficients higher than 0.70. This indicates that the measured 
dimensions were reliable and consistent in measuring the intended constructs. The high values of Cronbach’s alpha 
coefficients in this study provide further support for the reliability of the measured variables. 
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portfolios, making them more vulnerable to market downturns and specific risks (Cristiana, 2021). 
The disposition effect leads to missed opportunities for growth as investors hold on to under-
performing assets instead of exploring better prospects (Mavruk, 2022). These biases also increase 
sensitivity to market movements, causing reactive decision making based on short-term fluctua-
tions. Furthermore, the concentration in blue chip stocks amplifies losses during market down-
turns, making portfolios more susceptible to the performance of a few large companies. This result 
is in line with other studies findings (Areiqat et al., 2019; Gonzalez-Igual et al., 2021; Hossain & 
Siddiqua, 2022; Zhang et al., 2022). Interestingly, the overconfidence demonstrates a statistically 
significant positive impact on investment decision making, while no significant association is 
observed between overconfidence and risk perception. This implies that overconfidence does not 
directly contribute to an augmentation in perceived risk, but it does influence the frequency of 
investment decisions made by investors. However, the lack of a substantial effect of overconfi-
dence on risk perception suggests that overconfident individuals may possess an inadequate 
ability to accurately evaluate and acknowledge the risks inherent in their investment decisions. 
They may tend to underestimate potential downsides or overestimate their competence in mana-
ging and mitigating those risks. This result is in line with other study findings (Areiqat et al., 2019; 
Wattanasan et al., 2020).

The findings highlight also a noteworthy outcome concerning the relationship between risk 
perception and investment decision making. The result reveals a significant positive association 

Figure 1. Structural model.

Table 5. Testing model fit
Model fit indices

Description of 
model

CFI IFI GFI NFI RMSEA

1.000 1.000 1.000 1.000 0.409

Threshold ≥0.900 ≥0.900 ≥0.900 ≥0.900 ≤0.060

Notes: CFI: comparative fit index; IFI: incremental fit index; GFI: the goodness of fit index; NFI: normed fit index; 
RMSEA: root mean square error of approximation 
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between risk perception and investment decision making, as evidenced by the coefficient value of 
0.442, which is accepted at the 1% level of significance. This implies that individuals who possess 
a heightened perception of risk are inclined to exercise greater caution when making investment 
decisions. Delving deeper into this relationship, it becomes crucial to consider the implications for 
Saudi investors in the context of the Saudi stock market. The significance of risk perception in 
shaping investment behavior is particularly relevant for Saudi investors who operate within the 
unique dynamics of the local stock market. Factors such as geopolitical events, market volatility, 
regulatory changes, and macroeconomic conditions specific to Saudi Arabia contribute to the 
overall risk landscape (Nekhili, 2020; Trabelsi, 2019). The significant positive relationship between 
risk perception and investment decision making carries notable implications for various stake-
holders in the Saudi financial landscape. Financial institutions, regulatory bodies, and investment 
advisors should recognize and address the influence of risk perception on investor behavior. This 
entails providing comprehensive investor education programs that promote a thorough under-
standing of risk and its implications, as well as offering appropriate tools and resources for risk 
assessment and management. Moreover, stakeholders in the Saudi stock market can develop 
strategies to support Saudi investors in navigating the complexities and uncertainties inherent in 
the market. This includes facilitating access to timely and accurate information, promoting 

Table 6. Hypotheses confirmation

Path
Regression 
coefficient Critical value Results

Panel 1: The effect of behavior finance factors on risk perception and investment decision
Herding → Risk Perception .180** 3.094 Accepted

Disposition Effect → Risk 
Perception

.223*** 4.234 Accepted

Blue Chip bias → Risk 
Perception

.274*** 5.011 Accepted

Overconfidence → Risk 
Perception

.106 1.855 Rejected

Herding → Investment 
Decision

.288*** 3.856 Accepted

Disposition Effect → 
Investment Decision

.134 1.920 Rejected

Blue Chip bias → 
Investment Decision

.092 1.246 Rejected

Overconfidence → 
Investment Decision

.148* 2.056 Accepted

Risk Perception → 
Investment Decision

.442*** 4.104 Accepted

Panel 2: The effect of behavior finance factors on investment decision through risk perception
Herding → Risk 
Perception→ Investment 
Decision

.622** 1.960 Accepted

Disposition Effect→ Risk 
Perception→ Investment 
Decision

.665** 1.963 Accepted

Blue Chip bias → Risk 
Perception→ Investment 
Decision

.716*** 2.581 Accepted

Overconfidence → Risk 
Perception→ Investment 
Decision

.548* 1.643 Accepted

Notes: The hypotheses are formulated to test the significance of the regression coefficients, and the critical values 
indicate the minimum level of significance required to accept the hypotheses. ***shows the 1% level of significance. 
**represent the 5% significance level. *shows the 10% significance level. 
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transparency and disclosure, and fostering a culture of risk aware investing. By aligning their 
efforts with the cautious investment approach influenced by risk perception, stakeholders can 
empower Saudi investors to make informed decisions and navigate the Saudi stock market with 
greater confidence. This result is consistent with the principles of modern portfolio theory, which 
suggest that investors tend to seek higher returns for higher levels of risk (Worawachtanakul et al.,  
2018). As such, the study highlights the importance of considering an individual’s perception of risk 
when making investment decisions, as it can significantly impact their willingness to take risks and 
ultimately affect the performance of their investment portfolio.

The findings also indicate that all four behavioral finance factors have a significant positive 
indirect effect on investment decision making through risk perception. Specifically, herding, dis-
position effect, blue chip bias, and overconfidence have indirect effects on investment decisions 
with coefficient values of 0.622, 0.665, 0.716, and 0.548, respectively. All of these indirect effects 
are accepted at the 5% level of significance or better. To elaborate further, the results of the study 
suggest that the impact of behavioral finance factors on investment decision making is not only 
direct but also indirect through an individual’s perception of risk. This means that behavioral 
finance factors influence how investors perceive risks associated with their investment decisions, 
which in turn affects their actual investment decisions. For example, herding behavior can influ-
ence an individual’s perception of risk by creating a sense of safety in numbers. Investors may 
perceive the risk of deviating from the herd as being too high, leading to a lack of diversification in 
their investment portfolio. The study demonstrates that such herding behavior indirectly affects 
investment decision making through its influence on risk perception. When investors witness 
a significant number of individuals engaging in a particular investment strategy or trend, it creates 
a perception of reduced risk. This perception stems from the belief that if many others are making 
similar investment choices, the probability of negative outcomes or losses may be lower. 
Understanding the prevalence and impact of herding behavior in investment decisions can help 
identify market inefficiencies and vulnerabilities. Investors can mitigate herding biases by being 
aware of the risks and adopting an independent decision-making approach. Policymakers and 
regulators can design interventions to reduce negative consequences through transparency, 
investor education, and promoting independent thinking.

Similarly, the result indicates that the disposition effect has a significant indirect effect on 
investment decisions through risk perception. The coefficient value of 0.665 suggests that for 
every one-unit increase in the disposition effect, there is a 0.665-unit increase in the likelihood 
of making an investment decision through the mediating factor of risk perception. This relationship 
is accepted at the 5% level of significance, indicating a strong statistical relationship. This behavior 
can lead to a skewed perception of risk as investors tend to overestimate the potential for 
a recovery in losing investments while underestimating the potential risks associated with winning 
investments. This, in turn, can lead to more investment decisions based on a flawed perception of 
risk. The finding suggests that investors who exhibit the disposition effect may perceive risks in 
a biased manner, which leads them to make investment decisions that are not necessarily aligned 
with their financial goals or risk tolerance. The disposition effect can distort investors’ perception of 
risk. Investors exhibiting this behavior often overestimate the potential for a recovery in their 
losing investments while underestimating the risks associated with their winning investments. This 
biased perception of risk can lead to more investment decisions based on flawed assumptions. For 
instance, investors may hold on to losing investments in the hope of a future rebound, even when 
the rational decision might be to cut losses and reallocate their capital. Conversely, they may 
prematurely sell winning investments, missing out on potential future gains. These decisions are 
influenced by the skewed perception of risk caused by the disposition effect.

The result shows that blue chip bias has a significant indirect effect on investment decisions 
through risk perception. The coefficient value of 0.716 suggests that for every one-unit increase in 
blue chip bias, there is a 0.716-unit increase in the likelihood of making an investment decision 
through the mediating factor of risk perception. This relationship is accepted at the 1% level of 
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significance, indicating a strong statistical relationship. Blue chip bias is a phenomenon where 
investors have a preference for investing in well-established, large-cap companies with a strong 
brand reputation. This behavior can lead to a biased perception of risk as investors may perceive 
these companies to be less risky than other investment options, which may not necessarily be the 
case. As a result, investors may make investment decisions that are not aligned with their risk 
tolerance or financial goals. The finding suggests that blue chip bias can lead investors to perceive 
risks in a biased manner, which, in turn, affects their investment decision making. Investors 
exhibiting the blue chip bias may prioritize investing in these large-cap companies based on 
their reputation, track record, and perceived stability. However, this bias can result in an imbal-
anced perception of risk. By predominantly focusing on blue chip stocks, investors may under-
estimate the risks associated with these investments and disregard other opportunities that may 
better align with their risk tolerance and financial goals. For example, investors may perceive blue 
chip stocks as less risky due to their established brand presence, market dominance, and historical 
performance. This perception can create a sense of safety and stability, leading investors to 
allocate a significant portion of their portfolio to these stocks. However, this concentration in 
a particular segment of the market may expose investors to undiversified risks, such as industry- 
specific risks or the potential impact of adverse events on these companies. By understanding the 
indirect effect of blue chip bias on investment decision making through risk perception, financial 
advisors can provide more targeted advice to clients to help them make more informed invest-
ment decisions.

The result shows that overconfidence have a significant positive indirect effect on investment 
decision making through risk perception in the context of the Saudi stock market. This indicates 
that overconfidence influences how investors perceive risks associated with their investment 
decisions, ultimately impacting their actual decision-making process. Specifically, the coefficient 
value of 0.548 with a significance level of 10% indicates that these forms of overconfidence 
indirectly affect investment decisions through the mediating factor of risk perception. When 
investors are overconfident, they may perceive risks as being lower than they actually are, leading 
to a higher likelihood of making investment decisions that may not be adequately aligned with the 
level of risk involved. For example, an overconfident investor may believe that their stock-picking 
abilities are superior and that they can consistently outperform the market. This belief can lead 
them to take on higher levels of risk by investing in more volatile or speculative stocks without fully 
considering the potential downside. Their overconfidence creates a skewed perception of risk, 
leading to investment decisions that may not be commensurate with the actual risks present in 
the market. This overconfidence-driven biased perception of risk can have significant implications 
for investment outcomes. Investors who are overconfident may engage in excessive trading, have 
a higher likelihood of making poor investment choices, and experience greater portfolio volatility. 
This behavior can lead to potential losses in the long run, especially if the investor continues to 
make investment decisions based on overconfidence rather than objective analysis of the market 
and individual investments.

By considering the indirect effects of these behavioral finance factors on investment decision 
making, the study provides a more nuanced understanding of the complex relationships between 
these factors and risk perception. This understanding is important for financial practitioners and 
policymakers as it provides insights into how investors make decisions and the factors that 
influence these decisions. By recognizing the importance of risk perception, practitioners and 
policymakers can design interventions that better align with investors’ decision-making processes 
and lead to more optimal investment outcomes.

5. Conclusion, implications, and recommendations for future studies
In conclusion, this study examined the impact of four behavioral finance factors, namely herding 
behavior, disposition effect, blue chip bias, and overconfidence, on risk perception and investment 
decision making. The findings suggest that these behavioral finance factors have a meaningful 
impact on an individual’s perception of risk and investment decision making. Specifically, herding 
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behavior, disposition effect, and blue chip bias were all found to have a significant positive impact 
on risk perception, whereas overconfidence had a significant positive effect only on investment 
decision making. Furthermore, the results indicate that risk perception has a significant positive 
relationship with investment decision making.

Interestingly, the study also found that all four behavioral finance factors have a significant positive 
indirect effect on investment decision making through risk perception. This suggests that these beha-
vioral finance factors influence how investors perceive risks associated with their investment decisions, 
which in turn affects their actual investment decisions. Therefore, the study highlights the importance of 
considering an individual’s perception of risk when making investment decisions, as it can significantly 
impact their willingness to take risks and ultimately affect the performance of their investment portfolio. 
It is also important for investors to be aware of their own behavioral biases and to take steps to mitigate 
their impact on their investment decision making. For example, investors should diversify their portfolio 
to avoid the negative impact of herding behavior and should develop a disciplined approach to buying 
and selling investments to mitigate the impact of the disposition effect.

Despite the significant findings and contributions of this study, there are several limitations that 
should be acknowledged. One limitation is the use of self-reported data, which could be subject to 
social desirability bias and may not accurately reflect participants’ actual behaviors. Additionally, the 
study was conducted in a specific cultural context (Saudi Arabia) and therefore may not be general-
izable to other cultural contexts. Furthermore, the study only focused on individual investors and did 
not consider the impact of institutional investors or market trends on investment decision making. 
Finally, the study only examined the impact of four specific behavioral finance factors and did not 
consider the impact of other potential factors that could influence investment decision making.

The economic implications of the study’s findings are significant. By highlighting the impact of 
behavioral finance factors on investment decision making, the study challenges the notion of 
market efficiency and rational decision making. This implies that financial markets may not always 
operate efficiently, as investor behavior influenced by biases can lead to mispricing and market 
inefficiencies. This mispricing can result in economic distortions, affecting resource allocation and 
potentially leading to market bubbles. Understanding the influence of behavioral biases on invest-
ment decisions is crucial for investors, financial institutions, and policymakers to make informed 
decisions and promote market stability.

The social implications of the study’s findings are noteworthy. Behavioral biases can have 
widespread consequences for individual investors and society as a whole. When investors succumb 
to herding behavior or overconfidence, it can lead to suboptimal investment decisions, jeopardizing 
their financial well-being. This can have broader societal implications, as individuals may suffer 
financial losses, impacting their overall economic stability and quality of life. By raising awareness 
of these biases, the study encourages individuals to adopt a more independent and objective 
decision-making approach. Improved financial literacy and investor education programs can 
empower individuals to make more informed investment decisions, promoting financial well- 
being and reducing the potential social costs associated with biased decision making.

The study’s findings have important implications for financial advisors, fund managers, and other 
professionals in the investment industry. Recognizing the impact of behavioral finance factors on risk 
perception and investment decision making, these professionals can adapt their strategies and 
practices accordingly. Financial advisors should educate their clients about the biases inherent in 
decision-making processes and work towards mitigating their influence. They can emphasize the 
importance of diversification, disciplined investment strategies, and long-term thinking to counteract 
biases such as herding behavior, disposition effect, and overconfidence. Fund managers can integrate 
behavioral finance insights into their investment processes to optimize portfolio construction and risk 
management. By considering behavioral biases, investment professionals can enhance their clients’ 
investment outcomes and foster long-term financial success.
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Based on the findings of this study, there are several recommendations for future studies in the field of 
behavioral finance and investment decision making. Firstly, future studies could investigate the impact 
of other behavioral finance factors on risk perception and investment decision making. This study 
focused on four behavioral finance factors, namely herding, disposition effect, blue chip bias, and 
overconfidence. However, there are many other behavioral finance factors that could also impact 
these variables, such as anchoring, framing, and confirmation bias. Therefore, future studies could 
investigate these factors and their impact on risk perception and investment decision making. 
Secondly, future studies could investigate the impact of cultural differences on the relationship between 
behavioral finance factors, risk perception, and investment decision making. The current study was 
conducted in a specific cultural context, namely Saudi Arabia. It is possible that the impact of behavioral 
finance factors on risk perception and investment decision making could differ in other cultural contexts. 
Therefore, future studies could investigate this issue by conducting cross-cultural comparisons. Thirdly, 
future studies could investigate the impact of different types of investments on the relationship between 
behavioral finance factors, risk perception, and investment decision making. The current study focused 
on stock investments. However, other types of investments, such as real estate or commodities, may 
have different relationships with behavioral finance factors, risk perception, and investment decision 
making. Therefore, future studies could investigate the impact of these different types of investments. In 
addition, it is also suggested that future research endeavors consider the potential role of entrepreneur-
ship spirit in relation to risk factors. This aspect should be further explored in the context of both 
traditional and modern financial theories, in order to gain a deeper understanding of the relationship 
between entrepreneurship and risk in financial markets. By addressing these research gaps, future 
studies could provide a more comprehensive understanding of the factors that influence risk perception 
and investment decision making, and inform the development of more effective investment strategies 
and policies. Finally, future studies could investigate the impact of financial education and literacy on the 
relationship between behavioral finance factors, risk perception, and investment decision making. It is 
possible that individuals who are more financially educated and literate may be less susceptible to the 
biases associated with behavioral finance factors. Hence, it is recommended that future studies explore 
this issue by conducting comparative analyses among individuals with varying levels of financial 
education and literacy. This research can shed light on the extent to which financial knowledge and 
literacy influence the relationship between behavioral finance factors, risk perception, and investment 
decision making. Understanding how individuals with different levels of financial education navigate 
behavioral biases can provide valuable insights for designing effective educational programs and 
interventions aimed at improving decision-making abilities and promoting overall financial well-being.
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