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Objective: This study examines the critical factors influencing individual
investors' decision-making processes in stock selection within the Tehran
Stock Exchange (TSE).

Method: The research adopts a descriptive-survey methodology, utilizing
an online questionnaire administered to 133 retail investors selected through
convenience sampling. Data analysis was performed using both the one-
sample t-test and Friedman's ranking test to validate the hypotheses and
prioritize the identified factors.

Results: The findings reveal that investors' decisions are predominantly
influenced by five key factors, ranked in order of importance: company
credibility and reputation, transparency of accounting information,
recommendations from third-party sources (including financial advisors and
social networks), corporate image and brand perception, and individual
investor characteristics. Notably, the results demonstrate that Iranian investors
incorporate both traditional financial metrics and ethical-social considerations
into their investment decisions. The study further reveals significant
behavioral patterns, indicating that investors exhibit substantial susceptibility
to cognitive biases and herd behavior, particularly during periods of market
volatility and economic uncertainty.

Conclusion: Based on these findings, the study concludes that effective
investment decision-making in emerging markets like Iran s
multidimensional, encompassing both rational financial analysis and
behavioral aspects. The research emphasizes the crucial need for enhanced
financial literacy programs, improved corporate transparency standards, and
specialized behavioral finance research tailored to emerging market contexts.
These insights provide valuable implications for regulatory bodies in
developing evidence-based policies to stabilize markets and protect investor
interests. The study ultimately contributes to the understanding of behavioral
finance in emerging markets and offers practical recommendations for market
participants and policymakers alike.
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Introduction

Investment has emerged as a fundamental activity in modern economic systems, manifesting
in diverse forms ranging from stock and bond transactions to participation in pension plans,
life insurance, and real estate investments. Achieving a reasonable return necessitates the
formation of a diversified portfolio of assets; however, this return is invariably accompanied
by a degree of risk borne by the investor. According to the fundamental risk-return principle,
the expected return should increase with a higher level of risk tolerance. The investment
process, broadly speaking, pertains to decision-making regarding the type, volume, and timing
of resource allocation to securities. This process is conceptualized within frameworks such as
policy determination, analysis, portfolio formation, and evaluation, or through two main pillars:
"security analysis" and "portfolio management."

Investment choices are shaped by numerous and complex factors. While conventional
financial literature envisions the investor as a perfectly rational entity who acts solely based on
risk and return criteria to maximize utility, empirical findings and the emergence of "behavioral
finance" challenge this proposition. Based on behavioral finance theories, financial decisions
are not merely the outcome of rational analyses but are systematically influenced by investors'
psychological factors, emotions, cognitions, and cognitive biases. Factors such as investment
horizon, risk tolerance, self-confidence, trust in the market, and emotional tendencies play a
decisive role in directing individuals' behavior and investment style. In other words, behavioral
finance, by focusing on the psychological principles governing the decision-making process,
seeks to explain behaviors that cannot be logically accounted for within traditional economic
models.

This issue holds particular significance in emerging and developing markets, including the
Tehran Stock Exchange (TSE). Evidence suggests that one of the key reasons for significant
volatility in this market is the irrational and emotional behavior of retail investors, who account
for a major share of market transactions and liquidity. The decisions of this investor group are
often influenced more by the principles of behavioral finance than by being a mere function of
future cash flows and risk calculations. Therefore, identifying and deeply understanding the
factors affecting the stock selection process of these key market players has become a high-
priority research problem.

Statement of the Problem and Research Questions

The main problem of this research is to determine and prioritize the factors influencing stock
selection by retail investors in the TSE. The central question is whether these decisions are
primarily influenced by objective and performance-based indicators of companies (such as
forecasted earnings, financial statements, industry economic status, and historical returns) or
whether behavioral and perceptual factors (such as corporate credibility and reputation, brand
image, social responsibility, professional ethics, recommendations from social networks and
advisors, as well as individual characteristics like risk tolerance and self-confidence) play an
equally or even more prominent role. This study seeks a scientific answer to the question:
"What is the combination and hierarchy of importance of economic-performance and
behavioral-psychological factors influencing the decision-making of retail investors in the
Tehran Stock Exchange (TSE)?"

The overarching objective of this research is to provide a comprehensive map of the
determining factors and decision-making priorities of retail investors in the Iranian stock
market. Specific objectives include: 1) identifying and categorizing these factors into two main
groups, rational and behavioral, and 2) ranking them based on importance from the investors'
perspective.

The necessity of this study is multifaceted. First, its results can assist individual investors in
recognizing cognitive biases and improving their decision-making process. Second, it provides
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a basis for the Securities and Exchange Organization and regulatory bodies to design effective
educational programs and regulatory policies aimed at increasing transparency and reducing
volatility stemming from herd behavior. Third, it aids managers of listed companies in
understanding shareholder expectations and improving their communication strategies. Fourth,
it enriches the indigenous literature of behavioral finance in Iran and provides a framework for
similar studies in other emerging markets.

The structure of this article consists of a review of the relevant literature, a detailed description
of the research method, presentation and analysis of findings, and finally, discussion,
conclusions, and suggestions.

Method
This study employs a quantitative, applied, and semi-experimental research design, utilizing
a descriptive-survey approach. Data were collected through a structured questionnaire adapted
from Jagongo and Mutswenje (2014), with a Cronbach’s alpha of 0.865, indicating high
internal consistency. The target population comprised individual investors in the TSE, from
which a sample of 133 participants was drawn using convenience sampling.
The questionnaire assessed five categories of influencing factors using a five-point Likert
scale:
1. Neutral (unbiased) information
2. Accounting and financial disclosures
3. Personal financial goals and constraints
4. Recommendations from third parties
5. Alignment between investor perception and corporate image
Data analysis was conducted using SPSS version 27, incorporating both descriptive and
inferential statistical methods. A one-sample t-test was used to test the study's hypotheses, and
Friedman's test was employed to rank the relative importance of the individual-level decision
factors.

Results

The findings suggest that individual investment decisions are significantly influenced by an
interplay of behavioral biases and external informational cues. The most influential factors
include:

* Historical stock performance and current pricing

* Expected dividend payouts

* The company's position within its respective industry

* Risk aversion and mitigation strategies

* Ethical conduct and corporate reputation

Notable behavioral biases identified in the data include herding behavior, the disposition
effect, anchoring, regret aversion, mental accounting, loss aversion, risk tolerance, and
overconfidence. These biases frequently mediate or distort rational assessment, particularly in
volatile or uncertain market conditions.

The results are largely consistent with prior literature in the field of behavioral finance,
particularly within emerging markets characterized by limited financial literacy and heightened
emotional responses. Additionally, the roles of accounting reports, analyst opinions, and social
media content were found to be substantial, although often filtered through individual cognitive
frameworks.

Conclusions

This study aimed to identify the key factors influencing individual investment decisions in
the Tehran Stock Exchange (TSE), utilizing the theoretical framework of behavioral finance.
The findings indicate that investor behavior in this emerging market is driven by a complex
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interaction of psychological, informational, social, and personal determinants, extending
beyond traditional financial models that assume purely rational decision-making.

The analysis of the proposed hypotheses yielded several core insights. First, investors
prioritize unbiased information, with corporate credibility and social responsibility emerging
as significant factors shaping investment attitudes. This suggests a paradigm shift in which
ethical and social criteria are increasingly integrated with conventional economic metrics.
Second, the quality and transparency of accounting information were confirmed as critical,
enhancing decision reliability and mitigating uncertainty—a finding consistent with
foundational literature in the field. Third, recommendations from third-party sources, such as
financial analysts and social networks, exert considerable influence, highlighting the
prevalence of herd behavior and social proof among investors. Fourth, a positive corporate
image significantly builds investor trust and strengthens investment intent, underscoring the
strategic value of reputation management. Finally, individual characteristics and inherent
biases—including personal motivations and risk preferences—play a decisive role, reinforcing
the relevance of behavioral finance perspectives in explaining investor actions in the Tehran
Stock Exchange (TSE).

A ranking of influential factors, derived from statistical analyses such as the Friedman test,
identified the following as most salient from the investors' perspective: corporate credibility,
individual economic outlook, corporate financial performance and transparency, professional
ethics, risk minimization, and expected returns. Additional factors, such as share price,
historical performance, and industry standing, were also noted as relevant.

When contextualized within the broader academic discourse, the results exhibit both
alignment and divergence with recent studies. The observed impact of market volatility on herd
behavior and the role of cognitive biases, such as those reported in studies on behavioral
finance, corroborate findings in international markets. However, the pronounced influence of
ethical and reputational factors—and the heightened susceptibility of Iranian retail investors to
behavioral biases—appears more distinctive, potentially reflecting the specific socio-economic
and institutional context of Iran’s emerging capital market. These distinctions underscore the
importance of contextual and cultural nuance in behavioral finance research, particularly in
non-Western settings.

Based on these conclusions, this study offers two primary recommendations for policymakers
and market regulators:

1. Enhanced Investor Education: Regulatory bodies, such as the Securities and
Exchange Organization of Iran, should develop targeted financial literacy programs,
delivered through formal and informal channels, to improve investors' understanding
of market risks and behavioral biases. Mandatory foundational training for new
investors could also be considered to mitigate irrational trading behavior.

2. Increased Transparency and Support for Research: Companies should be
encouraged—or regulated—to improve the clarity and accessibility of financial and
non-financial disclosures. Furthermore, institutional support for ongoing behavioral
finance research within the TSE is essential to deepen the understanding of local
investor psychology and inform evidence-based policymaking.

This study is subject to limitations inherent in survey-based research, including potential
response bias and the static nature of questionnaire data. Future research could explore
longitudinal designs, incorporate personality typologies, and examine the effects of
macroeconomic shifts on investor behavior in the TSE. Nonetheless, the present findings
contribute to the growing literature on behavioral finance in emerging markets and provide a
foundation for more nuanced investigations and practical interventions in Iran’s capital market.
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