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Abstract

Investor behavior has long been recognized as a critical determinant of financial market
dynamics, particularly in emerging economies where market inefficiencies and behavioral
biases play a stronger role (Benartzi & Thaler, 1995). Two of the most prominent behavioral
biases—Iloss aversion and overconfidence directly influence investment decisions, risk-taking
behavior, and asset allocation. Loss aversion reflects the tendency of investors to experience
the pain of losses more intensely than the pleasure of equivalent gains (Kahneman & Tversky,
2013), which often leads to conservative or irrational trading patterns (Benartzi & Thaler,
1995). Overconfidence, on the other hand, leads investors to overestimate the accuracy of their
information or their predictive abilities, which can drive excessive trading and market volatility
(Heydari Far & Qeyqobadi, 2018). In the context of the Tehran Stock Exchange (TSE),
understanding these biases is particularly significant. Iran’s banking sector, as a central
component of its economy, is susceptible to fluctuations in investor sentiment, market
expectations, and regulatory conditions (Hashemi et al., 2024). Banks listed on the TSE provide
a unigue opportunity to study how psychological biases shape future scenarios of market value
and asset returns. Despite the growing recognition of behavioral finance, empirical studies on
these issues within Iran’s financial markets remain limited (Hashemi et al., 2024). This
research, therefore, aims to analyze the role of loss aversion and overconfidence among
investors in shaping future scenarios for the market value and asset returns of banks listed on
the Tehran Stock Exchange, employing a futures research approach to offer policy and
managerial insights.
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Background and Purpose: Behavioral biases are increasingly being recognized as influential
drivers of financial market dynamics, especially in emerging markets characterized by/defined
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by (high) information asymmetry and economic volatility. In Iran’s capital market, the banking
sector plays a central role in channeling financial resources and shaping macroeconomic
stability. However, the valuation and performance of listed banks appear to be significantly
affected by investors’ cognitive biases among which loss aversion and overconfidence stand
out as particularly influential ones, altering risk perception, distorting investors’ decision-
making and influencing market reactions. Loss-averse investors tend to overestimate potential
loss relative to gains, consequently exhibiting conservative trading behavior and
showing/having delayed responses to adverse signals, while overconfident investors
characteristically overestimate the accuracy of their judgments, displaying excessive risky
behaviour and thus showing valuation anomalies. Taken together, these biased behavioral
patterns/these (cognitive) biases may shift market value trajectories and asset return in ways
left inexplicable by traditional financial models relying on/rooted in the pre-
assumption/presupposition of investors’ rationality and the lack of any psychological bias in
their cognitive faculty. This study examines the extent to which loss aversion and
overconfidence among investor’s affect/influence/alter the future scenarios of market value and
asset return of banks listed on the Tehran Stock Exchange (TSE). Employing a foresight-
oriented analytical approach, the study seeks to identify the underlying behavioral mechanisms
affecting financial outcomes, assessing implications of those cognitive-behavioural responses
for market stability and providing forward-looking insights into investors’ behavior in Iran’s
banking sector. The study also highlights the structural and psychological factors that reinforce
these biases and also offer evidence-based perspectives to improve decision-making and
enhance the resilience of financial markets.

Methodology: The study employed a descriptive-analytical research design characterized by
both quantitative modeling and techniques of scenario planning (Judge et al., 1998). Initially, a
comprehensive review of the literature on/about behavioral finance was conducted to identify
the key variables/determinants influencing investors’ decision-making, with particular
emphasis on loss aversion and overconfidence (Rad et al., 2013). Data were collected from
banks listed on the TSE over the period 2010-2022, covering financial statements, market
performance indicators, and investor behavior proxies (Rad et al., 2013). To perform a causal
analysis, a panel data regression model was applied (Arab et al., 2022; Baltagi, 1995), allowing
for the simultaneous consideration of both time-series and cross-sectional dimensions of the
dataset and enabling the research to capture the dynamic interplay between investor behavior
and bank performance over time. To generate prospective insights/To construct potential future
insights for market value and asset return under different assumptions of investors’ behavior
(Rad et al., 2013), the study utilized the futures research method, specifically scenario analysis.
The scenario-building process comprised four stages as follows:

1. Identifying driving forces (economic indicators, regulatory frameworks, and investors’

affective response).

2. Assessing how behavioral biases (i.e., loss aversion and overconfidence)

affect/influence these driving forces.

3. Developing internally consistent scenarios based on different combinations of high/low

levels of the two biases.

4. Interpreting the implications of each scenario for the banking sector and policymakers.
Current combined methodology provided both empirical rigor and forward-looking insights.
Findings: The results show that loss aversion significantly reduces bank asset return and market
value since higher sensitivity to loss can reduce trading activity and erodes investors’
confidence, leading to lower valuations. Increases cohesion and coherence although moderate
risk tolerance can (partially) mitigate this effect, its moderating impact still remains limited.
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Conversely, investors’ overconfidence has a positive yet unstable influence on asset returns, as
insatiably aggressive trading activity by overconfident investors can temporarily enhance
liquidity and bank valuations but simultaneously increase the risk of speculative bubbles and
sharp market corrections.
The analysis of the scenario further highlighted the following four potential futures for the TSE
banking sector:
1. Cautious Stability (high loss aversion, low overconfidence): characterized by subdued
returns, accompanied by stable but limited growth.
2. Speculative Boom (low loss aversion, high overconfidence): rapid market expansion
followed by heightened volatility.
3. Risk-Averse Decline (high loss aversion, high overconfidence): conflicting investors’
behavior and leading to unpredictable outcomes and subsequent reduced valuations.
4. Balanced Growth (low loss aversion, moderate overconfidence): sustainable increases
in asset return with manageable risk levels.
Overall, the findings confirm that investors’ psychological makeup affects both current
performance and future trajectories of banks’ market value.
Discussion: The study concludes that cognitive-behavioral biases should be incorporated into
financial forecasting models and policy design/formulations, particularly in emerging markets
such as the ones in Iran, as traditional models assuming investors as rational actors cannot fully
explain the effects of biases like loss aversion and overconfidence. By integrating cognitive-
behavioural insights with futures analyses, this/our research shows how these biases can
implicitly shape the long-term evolution/transformation of bank market value and asset return.
For policymakers, the results highlight the need for financial-literacy programs, improved
disclosure, and regulatory measures to reduce excessive loss aversion and curb speculative
overconfidence. And when it comes to bank managers, greater transparency of communication
and scenario-based planning can strengthen investor trust and reduce market instability.
Overall/collectively, the study adds a futures-oriented perspective to behavioral finance in Iran
and encourages the consideration of psychological driving forces to foster a more stable and
resilient financial system.
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3. Radetal.
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