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ABSTRACT 
This paper explores the relationship between cognitive abilities, self-efficacy, and financial behavior. It examines how cognitive 
abilities influence an individual's capacity to make sound financial decisions, and how self-efficacy mediates this relationship. 
Through a review of existing literature and analysis of empirical data, this study identifies key factors that impact financial behavior, 
offering insights into how cognitive and psychological factors can be leveraged to improve financial decision-making and literacy. 
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INTRODUCTION 
Financial behavior, which encompasses decisions related to 

saving, investing, and spending, is crucial for individual and 

societal economic well-being. Cognitive abilities and self-

efficacy are two psychological factors that significantly 

influence financial behavior. Cognitive abilities, such as 

memory, attention, and problem-solving skills, directly 

impact an individual’s ability to process financial information 

and make informed decisions. On the other hand, self-

efficacy, or the belief in one's capability to execute actions 

necessary to achieve specific goals, influences the confidence 

with which individuals approach financial decisions. 

 

Understanding the interplay between cognitive abilities and 

self-efficacy can provide deeper insights into financial 

behavior, potentially informing interventions aimed at 

improving financial literacy and outcomes. 

 

LITERATURE REVIEW 
Cognitive Abilities and Financial Behavior 

Cognitive abilities are essential for processing information, 

evaluating risks, and making complex decisions. Higher 

cognitive abilities have been linked to better financial 

outcomes, as individuals with greater cognitive capacity are 

more adept at understanding and managing financial 

products, such as loans, savings accounts, and investments 

(Lusardi & Mitchell, 2014). 

 

Research by Fernandes, Lynch, and Netemeyer (2014) 

suggests that cognitive abilities play a critical role in financial 

decision-making, particularly in complex financial 

environments. Individuals with higher cognitive abilities are 

better equipped to navigate financial risks, optimize savings, 

and make investment decisions that align with their long-term 

goals. 

 

Self-Efficacy and Financial Behavior 

Self-efficacy reflects an individual's belief in their ability to 

succeed in specific situations. Bandura (1997) posits that self-

efficacy influences how people think, behave, and feel about 

their actions. In the context of financial behavior, higher self-

efficacy is associated with greater financial planning, saving, 

and responsible credit use (Farrell, Fry, & Risse, 2016). 

 

Self-efficacy impacts financial behavior by fostering a 

proactive approach to financial management. Individuals 

with high financial self-efficacy are more likely to engage in 

budgeting, saving, and investment activities, even when faced 

with financial challenges (Shobe & Page-Adams, 2001). 

 

The Interaction Between Cognitive Abilities and Self-

Efficacy 

Cognitive abilities and self-efficacy do not operate in 

isolation but interact to shape financial behavior. Cognitive 

abilities provide the foundation for understanding financial 

concepts, while self-efficacy determines the confidence with 

which individuals apply this knowledge (Lown, 2011). For 

instance, a person with high cognitive abilities but low self-

efficacy may understand financial principles but lack the 

confidence to apply them effectively in real-world situations. 

Moreover, self-efficacy can enhance cognitive abilities by 

motivating individuals to engage in continuous learning and 

application of financial knowledge, thereby improving their 

financial behavior over time (Montalto, Heckman, & Hanna, 

2006). 

 

METHODOLOGY 
This paper employs a mixed-methods approach, combining a 

review of existing literature with an empirical analysis of 

survey data. The literature review synthesizes findings from 

key studies on cognitive abilities, self-efficacy, and financial 

behavior. The empirical analysis involves a survey of 

individuals from diverse demographic backgrounds, 

assessing their cognitive abilities, financial self-efficacy, and 

financial behaviors. 

 

RESULTS 
The analysis indicates a significant positive correlation 

between cognitive abilities and sound financial behavior. 

Individuals with higher cognitive abilities demonstrated 

better financial decision-making skills, were more likely to 
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engage in regular saving and investment activities, and were 

less prone to financial mistakes. 

 

Self-efficacy also emerged as a significant predictor of 

financial behavior. Participants with higher self-efficacy 

reported more proactive financial management practices, 

such as budgeting and long-term financial planning. 

 

The interaction effect between cognitive abilities and self-

efficacy was particularly noteworthy. The data suggest that 

self-efficacy moderates the relationship between cognitive 

abilities and financial behavior. Individuals with high 

cognitive abilities and high self-efficacy exhibited the most 

effective financial behavior, while those with high cognitive 

abilities but low self-efficacy were less consistent in applying 

their financial knowledge. 

 

DISCUSSION 
The findings highlight the importance of both cognitive 

abilities and self-efficacy in shaping financial behavior. 

While cognitive abilities provide the necessary tools for 

understanding and processing financial information, self-

efficacy determines the extent to which individuals feel 

confident in their ability to manage their finances effectively. 

These results have important implications for financial 

education programs. Enhancing both cognitive abilities and 

self-efficacy could lead to better financial outcomes for 

individuals. For instance, financial education programs that 

incorporate confidence-building exercises alongside 

technical financial training may be more effective in 

improving financial behavior. 

 

CONCLUSION 
This paper underscores the significant influence of cognitive 

abilities and self-efficacy on financial behavior. By 

understanding the interplay between these factors, 

policymakers, educators, and financial advisors can develop 

more targeted interventions to enhance financial literacy and 

behavior. Future research should continue to explore the 

dynamic relationship between cognitive and psychological 

factors in financial decision-making. 
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