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Extended Abstract
Background and Purpose: Behavioral finance has emerged as a significant topic among
financial scholars over the past two decades, swiftly gaining the attention of experts. In
behavioral finance discussions, understanding the decision-making processes of investors and
the factors influencing these decisions is crucial. Financial theories have exhibited two
distinct approaches in recent decades. The first approach is the neoclassical one, which posits
that markets are efficient and investors behave rationally. Over time, however, research has
revealed numerous anomalies and disturbances in financial markets that could not be
explained by efficient market theories alone. This realization led to a behavioral revolution in
financial discussions, notably marked by Kahneman and Tversky's seminal work in 1979.
According to this behavioral approach, investment decisions are influenced not only by
economic indicators and rationality but also by various other factors. Typically, investors aim
to maximize their utility by investing in high-return assets. Nevertheless, these decisions are
also shaped by issues such as age, gender, income, intelligence, temperament, and attitude.
One of the factors influencing people's decisions is their mental state at different times.
Mental states are primarily shaped by emotions (Ired Musa et al., 1401:3). When these
emotional conditions are accompanied by uncertainty about the market situation, behavioral
biases become more pronounced (Saber, Mohammad, and Shahar, 2018). Consequently,
investor sentiment is considered a potential driver of stock market reactions (Ahmed, Rasool,
Salim, Ali Khan, and Kanwal, 2022). It is argued that an investor's emotions during decision-
making are influenced by their risk attitude and perception. The level of risk that investors are
willing to bear depends on their individual and psychological characteristics (Halahan, Faf,
and McKenzie, 2004). This research aims to examine two common behavioral biases: the
tendency effect and herd behavior. It investigates the relationship between these biases and
investors' decisions, considering risk perception, thereby addressing a gap in the existing
literature. To enhance understanding beyond previous research, this study focuses on the
Iranian stock market, where stock market investments constitute a substantial proportion of
total market transactions. Given the limited research on the actual performance of individual
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investors in Iran, this study provides an in-depth analysis of real investors in the Iranian stock
exchange.

Methodology: In the current research, the library method was employed to compile the
literature and background information, while the field method was used to collect data related
to the research variables. The statistical population consisted of investors in the Tehran Stock
Exchange market. To estimate the sample size, Morgan's table was utilized, resulting in a
random sample of 384 stock market investors. The designed questionnaire comprises two
parts: the first part includes demographic information such as gender, age, and marital status,
and the second part contains questions related to the research variables. Both descriptive and
inferential statistical techniques were used to analyze the data. Descriptive statistics
techniques, such as creating frequency tables and drawing statistical charts, were employed to
categorize the questionnaire responses and convert them into research variables. Data analysis
was performed using SPSS26 and Smart-PLS3 software.

Findings: To evaluate the structural model, we calculated the path coefficients and factor
loadings and then assessed their significance using the PLS algorithm to obtain t-values. The
first hypothesis examines the impact of desire on investment decisions. The path coefficient
(beta) between the inclination effect variable and the investment decision variable is 0.339,
with a standard deviation of 0.051, yielding a t-value of 6.607 (p < 0.01). This result indicates
that desire significantly impacts investment decisions. The second hypothesis explores the
influence of herd behavior on investment decisions. The path coefficient is 0.196, with a
standard deviation of 0.056 and a significant t-value of 3.511 (p < 0.01). These results confirm
that herd behavior significantly affects investment decisions. The third hypothesis investigates
the impact of risk perception on investment decisions. The path coefficient between the risk
perception variable and the investment decision variable is 0.211, with a standard deviation of
0.059 and a significant t-value of 3.594 (p < 0.01). This indicates that risk perception has a
significant effect on investment decisions. The fourth hypothesis examines the effect of desire
on risk perception. The path coefficient between the tendency effect variable and the risk
perception variable is -0.324, with a standard deviation of 0.052 and a significant t-value of
6.227 (p < 0.01). These results show that desire has a negative and significant effect on risk
perception. The fifth hypothesis evaluates the influence of herd behavior on risk perception.
The path coefficient is 0.328, with a standard deviation of 0.053 and a significant t-value of
6.210 (p < 0.01). This demonstrates that herd behavior significantly impacts risk perception.
Discussion: The results indicated that desire, herd behavior, and risk perception have a
positive and significant effect on investment decisions. Additionally, there is a negative and
significant relationship between desire and risk perception. Finally, it was found that herd
behavior also significantly affects risk perception. Overall, these findings emphasize that
behavioral and cognitive factors play a crucial role in influencing investment decisions
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