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ABSTRACT

This research paper examines the impact of emotional intelligence and financial
literacy on investment decision with a mediating role of risk perception. The data is
collected by using questionnaire, from a sample of 152 investors, from stock exchange
and banks. The results support that to make adequate investment decisions, investors
should be financially literate and have control on their emotions. However, risk
perception of investors does not mediate this relationship.

INTRODUCTION

To be a better decision maker one should have
control over his emotions. According to Hess and
Bacigalupo (2011) while making worth full decisions,
conflicts often arise, this can have a negative impact on
some constituency, even after conflicts are resolved. As
individual give more preference to the things with which
they are emotionally attached (Leary, Reilly, & Brown,
2008). Decision makers who recognize and understand
their emotions will effectively manage them in the process
of decision making, and will be able to solve the conflicts
arising in this process (Hess, & Bacigalupo, 2011).

Kilian (2012) explains emotional intelligence as the
ability to perceive and identify emotions in one self and
to manage it to enhance well-being and the quality of
one’s professional and personal relationships. Emotional
intelligence is the ability to recognize emotions and
connect them with beliefs in order to understand emotions
and to regulate them (Wang, & Wang, 2012).

Earlier it was considered that IQ factor is important
for the enhancement of the person’s ability to better
manage things in a sophisticated way. The history of
research on intelligence has proved that the success of an
individual in his/her personal life and career depend not
only on IQ but on other several factors as well. IQ is only
the function of general intelligence (Derksen, Kramer, &
katzko, 2002). According to Matthews (2012), EQ factor
is more significant than IQ factor in human dealings as
IQ factor will not be able to determine several aspects of
intelligence. EQ is a multidimensional construct which
is related to IQ but they both have dissimilar qualities
(Riggio, & Reichard, 2008). Now the focus is more on
EQ.

Keeping in view the concept of these researchers we
can say that emotional intelligence enhance the personality
of an individual and make him/her better at managing and
arranging things which lead to building up an ability for
accomplishing effective decision making. This ability of
emotional intelligence not only enhances the processes of
the decision making but also the outcome of the decision
making. In an organization, decision maker who have
self-awareness can make better decisions than other (Hess
& Bacigalupo, 2011). Like in other domains emotional
intelligence has significant importance in making financial
and investment decisions as well.

Emotional intelligence requires self-awareness,
and self-awareness has a positive relationship with
literacy level. Individuals who are more educated are
more aware of their emotions and have control on their
emotions, which help them to act appropriately in any
intense situation and also in decision making process. To
get fruitful outcomes in a particular field, an individual
must have appropriate knowledge of that field to get a
successful result of an investment; individual should have
an awareness of the appropriate investment tool to end
up with determined outcomes. Bohuslava, Csikova and
Antosova, (2013) explain financial literacy as the ability
to use skills, experience and knowledge of an individual
in order to make an appropriate decision regarding the
use and management of their own finances for long life
financial security for themselves.

Financial literacy affects the investment decision
process. Individuals who have more knowledge and
awareness of financial tools and stock market behavior
are more capable to perform better than those who have
low or don’t have knowledge of financial tools and market
activities. As Rooij, Lusardi and Alessie (2011) report that
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