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Abstract:

Cash management and illusion are among the most vital aspects of financial management and play a key role in organizational success.
Accordingly, the present study aimed to evaluate the model of factors affecting cash management and investor illusion. This research, in
terms of overall strategy, was quantitative; in terms of implementation, it was field-based; and in terms of analytical technique, it was
descriptive—correlational. The statistical population of this study included experts and managers of investment companies. The sampling
method was convenience sampling. The sample size, based on the Krejcie—Morgan table and considering an error level of a = 0.05, was
determined to be 72 individuals. To collect data, a researcher-made questionnaire on cash management and illusion (reliability a = 0.66)
was used. The validity of the instrument was confirmed by management and psychology scholars. Data were analyzed using SPSS 22 and
Smart PLS software through the structural equation modeling method. The causal conditions, through axial categories, influenced
investment strategies and their consequences. In addition, intervening conditions and contextual conditions also had a direct impact on
strategies. The research findings regarding the validation of the proposed model, after testing the paths, indicated the confirmation of the
paths and the presented model. By achieving a better understanding of the factors and mechanisms influencing cash management and
illusion, it is possible to improve financial decision-making and reduce the risks arising from investor illusions.
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Extended Abstract

Introduction

Cash management and investor illusion have emerged as central themes in contemporary financial management research,
directly influencing organizational performance and market stability (Hassan, 2023). The ability to plan, organize, and control
cash flows effectively is a critical determinant of firms’ liquidity, resilience, and capacity to invest in innovation and respond
to market shocks (Fakhari & Talebi, 2024; Knudsen et al., 2023). Simultaneously, investor behavior is profoundly shaped by
cognitive and emotional biases, collectively known as behavioral finance, which challenge the assumptions of rational
decision-making (Jain, 2022; Rasool, 2021). These biases—such as overconfidence, illusion of control, framing, and loss
aversion—often distort risk perceptions, cause mispricing, and lead to volatility in capital markets (Motafaker azad et al,,
2022; Pakdelan et al., 2022). In emerging markets, where financial infrastructures and investor protection mechanisms are
still maturing, understanding these behavioral distortions becomes even more urgent (Mirlohi & Mohammadi Todashki, 2019;
Wali, 2019).

The global expansion of behavioral finance theory underscores that investor decision-making is not only driven by rational
analysis but also by psychological and contextual factors (Hossein Zadeh & Shafi'l, 2022; Soleimani & Daneshyar, 2021).
Scholars have emphasized that illusions such as perceived control or skill can cause investors to overtrade, mismanage
liquidity, and amplify systemic risk (Wielen, 2020; Xiao, 2019). This is particularly evident during market cycle transitions,
where emotions intensify and lead to herd-like responses and irrational liquidity management (Harefa, 2023; Shabani, 2023).
While research in advanced economies has extensively explored these behavioral mechanisms, evidence from emerging
markets remains limited (Hessian, 2024; Salas-Molina et al., 2023). Moreover, few studies have systematically integrated cash
management models with behavioral and psychological determinants in one coherent framework (Mariska et al., 2025;
Wibowo & Setiany, 2023).

Addressing these gaps, the present study develops and tests a conceptual model linking antecedent, contextual, and
intervening conditions to cash management strategies and their internal and external outcomes. The study provides an
integrated perspective that considers both rational-technical and behavioral-psychological factors, responding to calls for
multi-dimensional frameworks in corporate liquidity and investor behavior research (Hassan, 2023; Panahi & Habibi Rad,
2021). By analyzing the dynamic interplay between market cycles, cognitive distortions, and strategic liquidity decisions, this
research aims to enrich behavioral finance theory and offer practical guidance for risk management and financial decision-
making.

Methods and Materials

This study adopted a quantitative, applied research design using a field-based data collection approach with a descriptive—
correlational analytical technique. The statistical population consisted of experts and senior managers from investment
companies. Sampling was performed using a convenience method, and the sample size was determined to be 72 individuals
based on the Krejcie—-Morgan table at an error level of a = 0.05. Data collection employed a researcher-developed
questionnaire designed to measure cash management and investor illusion, verified through content and face validity by
subject matter experts in management and psychology. The questionnaire used a five-point Likert scale and included 28

items. Reliability was confirmed with Cronbach’s alpha exceeding 0.60 overall. Data analysis involved structural equation
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modeling (SEM) using SPSS 22 and Smart PLS software. Prior to SEM, assumptions of normality, multicollinearity, and outlier
detection were tested and met.

Findings

The structural model analysis revealed that causal conditions—particularly market cycle phases of distribution and
decline—significantly influenced the central categories of cognitive and individual illusions among investors. These core
constructs, in turn, strongly affected investment strategies, especially those based on experiential and psychological factors.
The results indicated that as markets enter distribution and downturn phases, investor illusions escalate, leading to riskier
liquidity decisions and less rational cash flow management. The direct effects of the central categories on experiential and
professional factors (B = 0.120, t > 6.58) and on psychological factors (f = 0.111, t > 2.35) were significant.

Intervening conditions showed complex effects. Macroeconomic factors and indirect influences significantly shaped
psychological strategies and regulatory reinforcement mechanisms, demonstrating that economic uncertainty and systemic
signals can exacerbate or mitigate behavioral biases in cash management. Conversely, direct factors had no significant impact
on strategic components. Contextual economic and cultural variables, unexpectedly, did not directly influence investment
strategies, suggesting that their role might be mediated through education, investor literacy, or institutional quality rather
than exerting immediate effects.

Furthermore, strategic components linked to experiential and psychological dimensions exhibited significant positive
relationships with both internal and external organizational outcomes. These included enhanced liquidity resilience, better
risk adjustment, and improved investor confidence. Specifically, experiential and professional strategies improved internal
financial flexibility (B = 0.090, t > 3.55) and external performance indicators (B = 0.111, t > 3.83). Similarly, psychological
strategies were associated with stronger internal risk mitigation (B = 0.138, t > 3.85) and improved external adaptability (B =
0.147, t > 2.38). Goodness-of-fit indices confirmed the robustness of the model, with an overall GoF of 0.67, indicating strong
explanatory power.

Discussion and Conclusion

This study expands the understanding of cash management by integrating behavioral finance insights with traditional
liquidity frameworks. The finding that market downturns intensify investor illusions highlights the need to consider
psychological vulnerability alongside technical liquidity planning. Illusion of control emerged as a critical cognitive distortion,
echoing prior research that shows overconfidence and misjudged skill perceptions can lead to overtrading and poor cash
allocation (Motafaker azad et al., 2022; Pakdelan et al., 2022). The interplay between market phases and psychological
responses aligns with behavioral finance literature that links economic sentiment shifts to liquidity shocks and volatility
(Rasool, 2021; Wielen, 2020).

The observed significance of experiential and psychological strategies underscores the protective role of investor expertise
and self-regulation. Experienced decision-makers with psychological awareness can temper emotional impulses and sustain
sound liquidity positions, consistent with studies advocating behavioral training and cognitive bias mitigation (Hassan, 2023;
Hossein Zadeh & Shafi'l, 2022). Conversely, the limited direct effect of contextual economic and cultural conditions suggests
that these factors alone are insufficient to reshape behavior in the absence of targeted educational and regulatory

mechanisms (Panahi & Habibi Rad, 2021; Soleimani & Daneshyar, 2021). This nuance is vital for emerging markets, where
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policy interventions should focus not merely on macroeconomic stability but also on enhancing financial literacy and
behavioral awareness (Mirlohi & Mohammadi Todashki, 2019; Wali, 2019).

Strategically, linking psychological and experiential capabilities to improved internal and external outcomes reinforces the
importance of hybrid decision-making models. Integrating quantitative analytics with behavioral safeguards can help
organizations optimize cash reserves, anticipate liquidity stress, and adapt to market uncertainty (Knudsen et al., 2023; Salas-
Molina et al., 2023). Moreover, regulatory frameworks that encourage transparent information dissemination and behavioral
risk assessment could protect investors from cycles of illusion-driven mismanagement (Hessian, 2024; Mariska et al., 2025).

Overall, this research contributes to closing a key theoretical gap by presenting a multidimensional model that bridges
traditional cash management theory and behavioral finance in an emerging market context. Practically, it provides actionable
insights for managers and policymakers to strengthen liquidity governance, train decision-makers in bias recognition, and
build resilience against market-driven psychological distortions. By adopting such integrated approaches, financial institutions
and investors can make more informed, stable, and sustainable cash management decisions despite behavioral

vulnerabilities.
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