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Objective: This study aimed to develop a comprehensive model of psychological factors
influencing investors’ decision-making in the Tehran Stock Exchange and to explain the dynamic
interactions among cognitive, emotional, social, contextual, and institutional factors.
Methodology: This qualitative study was conducted using Strauss and Corbin’s grounded theory
approach. Data were collected through in-depth semi-structured interviews with 23 participants,
including active investors, capital market analysts, and portfolio managers in the Tehran Stock
Exchange. Participants were selected through purposive and snowball sampling, and data collection
continued until theoretical saturation was reached. The interviews were recorded, transcribed
verbatim, reviewed repeatedly, and analyzed through open, axial, and selective coding. MAXQDA
software was used to manage, organize, and trace the coding process.

Findings: The analysis led to the identification of the core category: “the investment decision-
making process under the influence of dynamic interactions among cognitive, emotional, and social
factors.” Six main biases, including overconfidence, loss aversion, anchoring, availability bias,
confirmation bias, and herding behavior, emerged as causal conditions of biased investment
decisions. Financial emotions, prior experience and learning, and macroeconomic-political factors
functioned as intervening conditions. Risk perception, financial information transparency, informal
information sources, trading technologies, socio-cultural context, and the institutional structure of
the Iranian capital market were identified as contextual conditions. The consequences of the model
appeared at three levels: financial performance, psychological well-being, and capital market
stability. The mean Cohen’s kappa coefficient was 0.80, indicating acceptable to strong coding
reliability.

Conclusion: The findings indicated that investors’ decision-making in the Tehran Stock Exchange
is not merely the result of rational analysis, but is shaped by the complex interaction of cognitive
biases, emotions, social influence, informal information networks, and institutional market
conditions. The proposed model can inform behavioral financial literacy programs, information
transparency policies, interventions to reduce herding behavior, and psychological or regulatory
strategies aimed at improving investment decision-making.

Keywords: behavioral finance, cognitive bias, investment decision-making, grounded theory,
Tehran Stock Exchange, herding behavior, financial emotions.
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EXTENDED ABSTRACT
Introduction

Financial markets are not merely technical arenas in which investors process information rationally
and select optimal portfolios; rather, they are complex psychological and social environments in which
decisions are shaped by cognitive shortcuts, emotional responses, perceived risk, social influence,
technological mediation, and institutional uncertainty. Behavioral finance has therefore challenged the
classical assumption of fully rational investors by demonstrating that real-world investment behavior often
deviates from normative models of utility maximization and efficient information processing
(Kanapickiene et al., 2024; Malik et al., 2025; Nain, 2025). Recent studies have shown that investor decisions
are influenced by overconfidence, loss aversion, anchoring, availability bias, confirmation bias, herding
behavior, and other cognitive patterns that distort judgment and risk evaluation (Herathmenike et al., 2025;
Jaber, 2025; Wang, 2025; Yi, 2024). Overconfidence may encourage excessive trading and underestimation
of market risk, while loss aversion can lead investors to hold losing stocks too long or sell winning stocks
prematurely (Rawat, 2024; Shahzad et al., 2024; Tian & Xiong, 2024; Tian, 2024). Similarly, anchoring,
heuristics, availability, and selective information processing may cause investors to rely on initial prices,
recent news, emotionally salient events, or information that confirms prior beliefs (Amudha & Chander,
2024; Li, 2024; Nandan et al., 2024; Rahmawati & Santi, 2023).

Beyond cognitive biases, investor decisions are also affected by emotions, personality traits, risk
tolerance, and perceived behavioral control. Fear, greed, regret, anxiety, and unrealistic optimism can
disrupt analytical judgment and intensify market volatility, especially in uncertain or rapidly changing
markets (Goud et al., 2024; Haidari, 2023; Masood, 2024; Pant, 2025). Risk perception plays a mediating role
between psychological bias and investment action, because investors do not respond only to objective risk
but to their subjective interpretation of uncertainty, potential loss, and expected return (Almansour et al.,
2023; Ger et al., 2025; Singh et al., 2024). Furthermore, social influence and collective behavior have become
increasingly important in financial decision-making. Herding behavior, imitation of influential investors,
reliance on informal recommendations, and social media-based signals may replace independent analysis
and lead to collective buying or selling waves (Gurung et al., 2024; Rehman et al., 2025; Sathya & Gayathir,
2024). Emerging technological tools and machine-learning-based studies have further emphasized that
investor psychology can be traced through behavioral patterns, digital trading platforms, and market trend
data, although such approaches may not fully capture the lived experience and contextual meanings behind
investor behavior (E et al., 2025; Harshitha et al., 2026; Tariqg, 2025).

In the Tehran Stock Exchange, these issues are particularly significant because investment
decisions are shaped not only by individual psychology but also by macroeconomic instability, inflation,
currency fluctuations, sanctions, government behavior, weak institutional trust, and the widespread
participation of retail investors. Iranian studies have shown that investor sentiment affects returns, cash
flows, discount rates, and firm performance, while macroeconomic variables and government actions
influence emotional behavior and capital flows in the stock market (Dadgar et al., 2023; Khodri Gharibvand
& Sinaei, 2023; Rahmanian Koshkaki & Saadat, 2023). Other domestic evidence indicates that financial
satisfaction, mental models of retail investors, and responsiveness to analysts’ recommendations are
deeply connected to psychological biases, institutional trust, and prior market experiences (Nemati &



Rahmani Norouzabad, 2023; Rostami Norouzabad et al., 2023; Shah Tala et al., 2022). Although previous
literature has provided valuable insights into behavioral finance, many studies have focused on isolated
biases or quantitative relationships, while less attention has been paid to the dynamic interaction of
cognitive, emotional, social, technological, contextual, and institutional factors in an emerging market
such as Iran (Bibi et al., 2023; Padmavathy, 2024; Paradiso, 2025; Rahmah et al., 2023). Therefore, the present
study aimed to explain a comprehensive model of psychological factors affecting investors’ decision-
making in the Tehran Stock Exchange and to identify the dynamic interactions among cognitive,
emotional, social, contextual, and institutional factors.

Methods and Materials

This study was conducted using a qualitative research design based on the grounded theory
approach of Strauss and Corbin. The qualitative strategy was selected because the study sought to develop
a context-based explanatory model rather than test predetermined hypotheses. The research field consisted
of individuals with direct and extensive experience in investment decision-making in the Tehran Stock
Exchange, including active investors, capital market analysts, and portfolio managers. Participants were
selected using purposive sampling at the initial stage and snowball sampling during the continuation of
the fieldwork. Inclusion criteria included at least five years of continuous activity in the capital market,
direct experience of investment decision-making under different market conditions, and diversity in
demographic and professional characteristics.

Data were collected through in-depth semi-structured interviews with 23 participants, including
15 active investors, 6 capital market analysts, and 2 portfolio managers. The interview guide was
developed based on the objectives of the study and included questions about investment decision-making
processes, emotional experiences, perceived risk, information sources, reactions to market fluctuations,
successful and unsuccessful investment experiences, social influence, and strategies used in uncertain
market conditions. Interviews were conducted in a private and suitable environment after obtaining
informed consent. The duration of interviews ranged from 45 to 90 minutes. With participants’ permission,
interviews were audio-recorded and transcribed verbatim. When recording was not permitted, detailed
field notes were taken and reconstructed immediately after the interview.

Data analysis was conducted simultaneously with data collection through open, axial, and selective
coding. In open coding, interview texts were examined line by line and initial concepts were extracted.
Through constant comparison, conceptually similar codes were grouped into subcategories. In axial
coding, relationships among categories were organized according to the paradigm model, including causal
conditions, central phenomenon, contextual conditions, intervening conditions, strategies, and
consequences. In selective coding, the core category was identified and the final theoretical model was
developed around it. MAXQDA software was used to manage, organize, and trace the coding process. To
enhance trustworthiness, credibility, transferability, dependability, and confirmability were addressed
through member checking, rich description, systematic documentation, peer review, reflective notes, and
preservation of an audit trail.

Findings

The analysis of qualitative data led to the identification of 130 initial codes, 21 axial categories,
and an integrated paradigm model explaining the psychological factors influencing investor decision-
making in the Tehran Stock Exchange. The core category was identified as “the investment decision-
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making process under the influence of dynamic interactions among cognitive, emotional, and social
factors.” This core category reflected the multidimensional and contextual nature of investment behavior
in the Iranian capital market.

Six main categories were identified as causal conditions: overconfidence and financial self-
concept, loss aversion and mental accounting, anchoring and insufficient adjustment, availability and
representativeness bias, confirmation bias and selective information search, and herding behavior and
social conformity. Overconfidence appeared through exaggerated belief in price prediction ability,
underestimation of systematic risk, and belief in informational superiority. Loss aversion was reflected in
holding losing stocks, premature selling of winning stocks, and the tendency to return to the break-even
point. Anchoring was observed in dependence on purchase price, historical price ceilings, and initial
earnings forecasts. Availability and representativeness biases emerged through reliance on recent news,
successful stories, and short-term stock performance. Confirmation bias appeared in selective attention to
favorable information and rejection of contradictory evidence. Herding behavior was reflected in imitation
of large investors, following Telegram channels, buying popular stocks without fundamental analysis, and
fear of missing out.

Three categories were identified as intervening conditions: financial emotions, experience and
financial memory, and macroeconomic-political factors. Fear, greed, regret, anxiety, anger, and unrealistic
hope influenced decision intensity and direction. Prior losses, selective memory of gains, learning from
peers, and repeated unsuccessful behavioral patterns shaped investors’ interpretations of new market
situations. Macroeconomic and political factors, including monetary policy, inflation, exchange rate
fluctuations, sanctions, and domestic political news, intensified uncertainty and affected investors’
expectations.

Six categories formed the contextual conditions: perception and interpretation of risk, quality and
transparency of financial information, informal and media-based information sources, technology and
trading platforms, socio-cultural and demographic context, and the institutional and structural context of
the Iranian market. The findings showed that investors often underestimated liquidity risk, credit risk,
interest rate risk, inflation risk, and portfolio concentration risk. Although formal financial information
was available, many investors relied on incomplete social media information, rumors, family advice, and
financial influencers. Trading technologies and platforms facilitated market access but also encouraged
impulsive trading through instant notifications, gamified interfaces, and easy order execution.

The strategies identified in the model included diversification and portfolio management, time
horizon and strategic patience, and fundamental analysis and valuation. However, these strategies were
often implemented incompletely. Investors showed excessive concentration in specific stocks, inadequate
attention to asset correlation, frequent trading, short-term profit orientation, and insufficient use of
fundamental valuation methods. The consequences were identified at three levels: financial performance
and investment return, psychological well-being and quality of life, and capital market efficiency and
stability. Biased decision-making led to reduced risk-adjusted returns, increased portfolio volatility,
realized capital losses, financial stress, regret, reduced self-confidence, family tension, intensified market
volatility, lower informational efficiency, price bubbles, sudden crashes, and declining public trust in the
capital market. Inter-coder reliability was supported by a mean Cohen’s kappa coefficient of 0.80,
indicating good to excellent agreement across axial categories.



Discussion and Conclusion

The findings indicate that investment decision-making in the Tehran Stock Exchange is a complex
behavioral process shaped by the interaction of individual psychology and market context. Investors do
not merely respond to financial data; instead, they interpret information through cognitive biases,
emotional reactions, prior experiences, social influences, and perceptions of institutional conditions. The
identification of overconfidence, loss aversion, anchoring, availability bias, confirmation bias, and herding
behavior as causal conditions shows that biased decision-making is not accidental or isolated, but
systematic and recurrent. These biases affect how investors collect information, evaluate risk, define
opportunity, and respond to uncertainty.

The study also demonstrates that emotions are not peripheral to financial decision-making. Fear,
greed, regret, anxiety, and hope actively shape investment choices, especially in volatile market
conditions. When investors experience uncertainty, they may shift from analytical decision-making to
emotionally driven responses. This is particularly visible during market booms and crashes, when
collective emotions can intensify individual biases and transform them into market-level instability. The
role of experience and financial memory further shows that learning in the market is not always rational.
Investors may learn from losses, but they may also selectively remember gains, repeat ineffective patterns,
or become more vulnerable to emotional reactions based on previous crises.

The contextual findings highlight the distinctive features of the Iranian capital market.
Macroeconomic uncertainty, inflation, currency fluctuations, sanctions, institutional weakness, policy
instability, and reliance on informal information sources create an environment in which psychological
biases become more powerful. In such a context, herding behavior is intensified by social media channels,
informal networks, and low trust in official information. Digital platforms also play a dual role: they
increase market access and provide analytical tools, yet they can encourage impulsive and frequent trading
by reducing decision friction.

Overall, the proposed model explains investor decision-making as a dynamic chain in which causal
biases interact with emotional, experiential, macroeconomic, informational, technological, cultural, and
institutional factors, leading to specific investment strategies and multilevel consequences. The
consequences are not limited to individual financial loss; they extend to psychological well-being and
market stability. Therefore, improving investment decision-making requires interventions at several
levels. Investors need behavioral financial literacy, emotional self-regulation, structured decision rules,
and better risk assessment. Market institutions need to strengthen information transparency, reduce
misinformation, regulate informal signal channels, and design trading platforms that discourage impulsive
behavior. Policymakers should also recognize that macroeconomic and institutional instability directly
influence investor psychology and market efficiency. The study concludes that a grounded, context-
sensitive behavioral model is necessary for understanding and improving investment decision-making in
the Tehran Stock Exchange.
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