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Extended Abstract

Background and Purpose: Behavioral finance has emerged as a significant area of study by
several financial thinkers in the last two decades, capturing widespread attention among
scholars, experts, and students in the financial domain worldwide. Understanding the
decision-making processes of investors and the myriad factors that shape these decisions is of
paramount importance in investment discourse. Behavioral studies rooted in cognitive
psychology shed light on human behavior, revealing that even the most rational individuals
can fall prey to behavioral distortions. These distortions often stem from limited knowledge or
deviations from reality, resulting in occasional irrational reactions that stray from logical
reasoning. Acquiring comprehensive awareness of these inherent human behavioral
tendencies is pivotal in enhancing decision-making wisdom. Notably, perception errors
significantly influence investors' financial decisions, exerting a profound impact on their
choices in buying and selling stocks. The assumption of investors' complete rationality falls
short of explaining their behaviors within the stock market. Psychological factors play a
pivotal role, leading individuals to exhibit behaviors that deviate from rationality in their
investment decisions. This research aims to explore the intricate relationship between
behavioral biases, cognitive tendencies such as ambiguity avoidance, familiarity orientation,
self-attribution, and procrastination, and their influence on the volatility of stock returns
within companies listed on the Tehran Stock Exchange.

Methodology: This research is practical in terms of purpose and survey research in terms of
working methods. The statistical population comprises experts, managers, consultants, and
professionals in financial affairs, with a sample size of 160 individuals. Employing a practical
approach, the research methodology centers on survey techniques, specifically employing
semi-structured interviews as the primary data collection tool. To ensure a comprehensive
understanding, purposeful and snowball sampling methods were adopted. For sampling
purposes, the research attained theoretical saturation through 30 in-depth semi-structured
interviews conducted with experts.
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Findings: The research findings revealed a significant impact of cognitive biases—
specifically ambiguity avoidance, familiarity, self-attribution, and procrastinationon the
volatility of stock returns within companies. The path coefficients (beta) were calculated for
each bias separately, which determined its effect on stock return fluctuations.

Discussion: Within standard general equilibrium models, efficiency in simultaneous
exchanges is presumed contingent upon accurate pricing set by the auctioneer. However,
recent literature posits that when consumers opt for sequential decision-making over
simultaneous decision-making, imitative behaviors or emotional inclinations among investors
impede the free flow of information within the economy. Sequential decision-making
processes can disproportionately influence long-term economic outcomes, with policymakers
expressing concerns that emotional behaviors in financial markets may incite market
imbalances, augmenting the fragility of financial systems. In scenarios where public
information gains a slight advantage, all firms tend to mimic these actions. Yet, if this
information is incorrect, it leads to the proliferation of emotional behaviors in the wrong
direction. Consequently, within contexts susceptible to emotional behavior, the market
mechanism fails to attain an optimal social state. Notably, emotional behaviors foster a
precarious uniformity, emerging when investors opt to replicate observable decisions made by
others. While such behavior may seem rational from an individual standpoint across various
contexts, it fails to foster market efficiency necessarily. However, these behaviors are deemed
rational in the pursuit of utility maximization, assuming that other market components possess
superior information. As personal information ceases to flow, the situation arises where
incoming participants contribute to lesser information reflected in prices. This underscores the
imperative for further research into the behavioral factors influencing investors and impacting
stock price fluctuations within the Tehran Stock Exchange. The findings of this research not
only bridge existing research gaps in this domain but also hold the potential to assist
managers, investors, stock market policymakers, and other stakeholders in making informed
decisions. Contrary to the prevalent assumption in modern financial theory that decision-
makers act entirely rationally to maximize profits, studies in behavioral finance reveal the
inherently non-rational nature of human decision-making. These studies predominantly
scrutinize financial-behavioral factors shaping investor perceptions and reactions to diverse
financial market conditions, emphasizing the influence of investors' personalities, cultures,
and judgments on investment decisions. Recognizing behavioral biases enhances investor
self-awareness in the decision-making process; when confronted with biases, investors can
respond adeptly and steer clear of decision-making deviations. Hence, this research aims to
formulate a model delineating stock yield fluctuation intertwined with investors influenced by
cognitive biases.
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