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Methodology: The research employs an interpretive paradigm and thematic
analysis approach. In the qualitative phase, using purposive sampling, 16 interviews
were conducted with investors until theoretical saturation was reached. The
interview data were analyzed through open coding, producing a network of themes
related to investors’ sentiments and behavioral reactions concerning portfolio risk
tolerance. These themes were categorized into 46 basic themes, 15 organizing
themes, and 4 global themes: perceptual biases, judgment biases, emotional
(affective) biases, and cultural factors. In the quantitative phase, to validate the
qualitative model, a questionnaire based on qualitative findings was designed and
completed by 256 experts, managers in the stock exchange field, and university
professors. Cronbach's alpha and average extracted variance (AVE) for all
components were above 0.7 and 0.5, respectively, and the composite reliability also
exceeded the 0.7 threshold, confirming reliability and convergent validity.
Findings: Quantitative findings confirmed the validity of each of the four global
themes, including perceptual, judgment, emotional biases, and cultural factors. The
ranking results of the global themes indicated that judgment bias, with an average
score of 5.13, had the highest rank in terms of likelihood and impact, significantly
affecting investor sentiments and behavioral reactions concerning portfolio risk
tolerance. Likewise, the other indicators, including perceptual biases, cultural
factors, and emotional biases, followed in the subsequent ranks.

Conclusion: This study demonstrated that judgment biases play a more prominent
role than other biases in shaping investor sentiments and behavioral reactions
toward portfolio risk tolerance. These findings can assist analysts and financial
managers in designing optimized strategies for managing investor behavior.
Keywords: Investor Behavior, Behavioral Finance, Portfolio, Risk Tolerance.
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EXTENDED ABSTRACT
Introduction

The perspective of behavioral finance suggests that certain fluctuations in securities prices lack
any fundamental rationale, with emotional behavior playing a significant role in price determination. This
area has drawn significant interest as financial markets increasingly reveal the impact of investor
psychology on decision-making (Shahraabadi & Yusefi, 2007). Behavioral finance studies suggest that non-
rational factors, such as emotional biases and personal judgments, frequently affect investors’ choices
(Kim & Liandong, 2010). Investor sentiments, including risk tolerance and perceptions of market volatility,
significantly contribute to price fluctuations, often independent of fundamental valuations (Grable &
Lytton, 1999; Kannadhasan, 2015). Given the evolving financial landscape, understanding these
psychological mechanisms becomes essential for managing portfolios effectively and designing
interventions that minimize adverse reactions to market fluctuations (Eyshi Ravandi et al., 2024). The
current study aims to investigate investor behavior concerning portfolio risk tolerance, focusing on
behavioral indicators and sentiments that influence risk-related decisions.

Methodology

The study utilized a mixed-methods approach, combining qualitative and quantitative phases. In
the qualitative phase, thematic analysis was performed on 16 interviews with expert investors using open
coding to develop themes around behavioral reactions to risk tolerance. This process yielded 46 basic
themes, 15 organizing themes, and four global themes: perceptual, judgmental, emotional, and cultural
biases. These themes informed the development of a structured questionnaire, which was administered to
256 financial managers and academic experts in the quantitative phase. Reliability was established with a
Cronbach's alpha greater than 0.7, while composite reliability confirmed the convergent validity of the
thematic framework.

Findings

Results from the quantitative analysis validated the qualitative model, highlighting that judgmental
bias was the most influential global theme, with an average score of 5.13. This bias includes aspects such
as overconfidence and self-serving judgments, which substantially affect investor sentiments and
reactions. Following judgmental bias, perceptual biases, cultural factors, and emotional biases also
contributed to portfolio decisions but had relatively lower impacts. Statistical testing via Friedman’s rank
test confirmed significant differences among these biases, substantiating the prominence of judgmental
biases in shaping risk tolerance.

Discussion and Conclusion

The findings of this study emphasize the significant impact of behavioral biases on investment
decisions, especially in risk tolerance within stock portfolios. The research categorizes these biases into
four main types: perceptual, judgmental, emotional, and cultural. Perceptual biases, such as stereotyping
and limited attention, align with previous research indicating that investors often rely on cognitive



shortcuts, leading to incomplete evaluations of financial opportunities (Kartini & Nahda, 2021; Yazdan Panah
& Ahmadi Mousavi, 2023). These biases can drive market overreactions or underreactions, with investors
overlooking specific stock information due to stereotypical or limited focus (De Bondt & Thaler, 1985; Eyshi
Ravandi et al., 2024; Hasanzadeh et al., 2023).

Judgmental biases, including self-serving bias and overconfidence, reveal that investors rely more
on personal judgment than objective analysis, especially in uncertain environments. This reliance can
result in unfavorable investment decisions and reduced portfolio diversification. Supporting findings from
Tehran’s stock market confirm that excessive confidence in personal information leads to unstable, less-
diversified portfolios (Karimi & Mousavi Nejad Kamachali, 2023; Kuzmanovic et al., 2019).

Emotional biases, particularly loss aversion and regret avoidance, are consistent with Kahneman
and Tversky’s prospect theory (1979), which asserts that losses impact investors more strongly than
equivalent gains (Asadi & Morshedi, 2019; Tuyon & Ahmad, 2016; Wei et al., 2022). This study finds that
regret aversion inhibits investors from selling low-performing assets, resulting in suboptimal portfolio
outcomes. Other research highlights that fear of loss exacerbates irrational market behaviors, deeply
affecting investment choices (Banchit et al., 2020).

Finally, cultural factors, such as locus of control and investment habits, shape risk tolerance,
indicating that cultural values significantly influence investment strategies. Prior studies corroborate that
cultural preferences affect transaction frequency and portfolio diversity in Tehran’s stock market
(Seifollahi & Seifollahi Anar, 2021). Similarly, Naumer and colleagues (2023) stress that cultural inclinations
distinctly shape investment decisions, reinforcing the cultural role in risk management and asset allocation
(Naumer & Investors, 2023).

This study has limitations, as its sample comprises only participants from the Tehran Stock
Exchange, possibly restricting generalization to other cultural or economic contexts. Self-reported data
might also introduce bias, as participants may underreport or misinterpret their cognitive and emotional
biases. Moreover, due to the qualitative nature of thematic analysis, findings rely heavily on subjective
interpretation, which may affect reproducibility.

Future research should explore similar behavioral patterns in diverse cultural and economic
environments to identify biases that are universal or culture-specific. Quantitative methods, such as
experimental designs, could add objectivity to findings. Researchers could also examine the long-term
effects of emotional and cultural biases on portfolio performance, particularly in volatile or high-risk
markets.

Practically, investment advisors could educate clients on behavioral biases to foster awareness of
irrational tendencies. Incorporating emotional regulation techniques into investment education could aid
investors in managing losses and making balanced decisions. Regulatory bodies may also stabilize
culturally influenced markets by implementing guidelines to reduce extreme cultural-driven reactions,
helping to mitigate stock market volatility.
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