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Abstract

While the traditional financial perspective considers investors’ behavior rational, behavioral
finance believes that investors’ decision-making is not only based on logic but is also
shaped by emotional factors and behavioral biases. These biases can cause deviations in
investors’ decision-making and lead to anomalies in financial markets. The purpose of the
present study is to examine the effect of behavioral biases on investors’ decision-making
with the mediating role of risk perception and the moderating role of financial literacy,
emotional stability, and market segmentation preferences in the Tehran Stock Exchange.
This research, in terms of methodology, is descriptive—correlational and, in terms of
purpose, is classified as applied research. Moreover, the statistical population of the present
study consists of active investors in the Tehran Stock Exchange. The research data were
analyzed using information collected from 384 statistical samples in the spring of 2025. To
collect data, a questionnaire was used, and for data analysis, the method of structural
equation modeling with the use of Smart-PLS software was applied. The results obtained
from the data analysis show that behavioral biases have a direct and significant effect on
investors’ decision-making. In addition, risk perception plays a mediating role in this
relationship, and the variables of financial literacy and emotional stability also have
significant moderating effects. However, the moderating role of market segmentation
preferences in the relationship between the effect of behavioral biases on investors’
decision-making was not found to be significant. The findings of this research can help
financial policymakers, investment advisors, and educational institutions to improve the
quality of investment decisions by gaining a better understanding of the factors influencing
decision-making.
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Background and Objective: In recent years, behavioral finance, as an integration of
psychology and economics, has gained a prominent position in analyzing investor behavior.
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This approach, by examining the influence of psychological factors on financial decisions, has
shown that, contrary to traditional financial theories that emphasize the complete rationality
of investors, individuals in unstable market conditions are often influenced by emotions and
behavioral biases, leading to irrational decisions. Numerous behavioral biases have been
identified by researchers, each of which can, in some way, affect the investor decision-making
process. Among the most important of these biases are anchoring, overconfidence, risk
aversion, herding behavior, and affect heuristic, which significantly influence investors'
decisions and can drive them to make irrational investment choices. Some of these biases
have a minor impact on investor behavior, while others strongly contribute to irrational
behaviors. A clear example of such behavior can be observed in the Iranian stock market
during 2019 and 2020, where, alongside multiple reasons, one of the causes of the unrealistic
growth and subsequent sharp decline in the market was the entry of investors lacking financial
knowledge, who entered the market under the influence of emotions and made decisions that
had significant negative effects on the market and economy. In this context, variables such as
emotional stability, financial literacy, and risk perception play an important role in controlling
and mitigating the effects of these biases and can guide investment decisions toward rational
behavior. Financial literacy helps investors achieve a more accurate understanding of
financial concepts, opportunities, and investment risks, enabling them to make more rational
and informed decisions. Similarly, emotional stability, as a key factor in the investor decision-
making process, enhances their ability to control emotional reactions and cope with market
pressures, facilitating logical and stable decision-making. On the other hand, market
segmentation preferences, by providing more precise insights into different market segments,
help investors better manage existing risks and allocate their financial resources more
intelligently. Ultimately, this study aims to provide new insights to better understand the
influence of behavioral biases on investor decision-making, considering the mediating role of
risk perception and the moderating roles of financial literacy, emotional stability, and market
segmentation preferences.

Methodology: This research is classified as applied in terms of objective and descriptive-
correlational in terms of methodology. The statistical population includes all active
shareholders of the Tehran Stock Exchange. Considering that the population size is unlimited,
Cochran’s formula for infinite populations was applied, resulting in a sample size of 384
participants. Data were collected using a validated questionnaire assessing independent
variables including overconfidence, risk aversion, herding behavior, affect heuristic,
representativeness, and anchoring; moderating variables including financial literacy,
emotional stability, and market segmentation preferences; the mediating variable of risk
perception; and the dependent variable of shareholders’ investment decisions. The
questionnaire’s validity was confirmed using the CVR and CVI indices. Reliability was
confirmed through Cronbach’s alpha and composite reliability. To examine data normality,
the Kolmogorov—Smirnov test was applied. Since the significance level of each variable was
less than 0.05, the data distribution was non-normal. Structural equation modeling (SEM)
using Smart PLS software was employed to test the research hypotheses.

Findings: The findings indicate that investor decision-making in financial markets is
influenced by behavioral biases such as overconfidence, risk aversion, herding behavior,
affect heuristic, representativeness, and anchoring. These biases primarily exert their effect
through risk perception and can lead to decisions that do not fully align with market realities.
The results also demonstrate that financial literacy and emotional stability play significant
moderating roles in mitigating the negative effects of these biases on shareholders’ investment
decisions; investors with higher financial literacy can better analyze market information and



10 IPRE SRR (RS BRPS TP+ TR Y KT P PUUREPINK SUPI SVRPIN ISP PP SUC SO 1

make logical decisions, while those with higher emotional stability are less influenced by
emotions and psychological pressures, thereby avoiding impulsive reactions. Market
segmentation preferences, however, do not have a significant effect on reducing the impact of
these biases. These findings highlight the importance of considering behavioral biases and
enhancing financial literacy and emotional skills as key tools for improving the quality of
investment decision-making and provide a scientific and practical framework for guiding
investors toward optimal decisions.

Discussion: This study demonstrates that behavioral biases have a significant role in investor
decision-making, primarily through risk perception. Moreover, enhancing financial literacy
and emotional stability can reduce the negative effects of these biases and facilitate more
optimal decision-making. The results emphasize the importance of considering behavioral and
psychological dimensions in the analysis of investment decisions and can serve as practical
and effective guidance to improve the quality of financial decision-making by investors.

Authors retain the copyright and full publishing rights.
Published by Islamic Azad University, Isfahan (Khorasgan) Branch. This article is an open
access article licensed under the Creative Commons Attribution 4.0 International (CC BY 4.0)
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