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Abstract

This study examines the impact of psychological and economic factors on individual investment judgment and
decision in the Tehran Stock Exchange market. The motivation of this study is to provide insight to the
stakeholders of investment in the Tehran Stock Exchange market by establishing and examining the relationship
between economic factors and psychological factors affecting investment decisions. This research was a survey
research of questionnaire data collection tool. The data of this study was collected through 104 questionnaires
distributed among the investors of Tehran Stock Exchange in the first half of 1403 and analyzed with SPSS and
SMART PLS software. The findings show that among the variables related to economic factors, the profitability
variable and the overall performance of the company and among the variables related to behavioral factors, the
variable related to overconfidence has a positive and significant effect on the judgment and decision-making of
investors. It can be concluded that both classical finance and behavioral finance have a significant effect on the
Iranian capital market and investors do not make decisions in a completely rational manner.

Keywords: Psychology, Economics, Finance, Classic Finance, Judgment And Decision Making, Behavioral
Finance.

Introduction

In the capital market, achieving a reasonable return is the primary goal of investors, which is influenced by
changes in stock prices and dividends. While traditional finance theory emphasizes rational decisions and market
efficiency, recent evidence and behavioral finance theory suggest that psychological factors also play a
significant role in investors’ decision-making. Given the critical importance of investment decisions for retail
investors and their impact on financial outcomes, this research aimed to investigate the influence of
psychological and economic factors on individual investors’ decision-making in the Tehran Stock Exchange
(TSE). This study seeks to explain how these two categories of factors, both independently and collectively,
affect investment choices and judgments, and whether the behavior of investors in Iran aligns with the
assumptions of behavioral finance.

Method and Data

This research is applied in nature and employs a descriptive-survey methodology. Structural Equation Modeling
(SEM) using Smart PLS software was utilized for data analysis, which accounts for measurement error. Data
collection involved library research for theoretical foundations and fieldwork through questionnaires. The
statistical population of the study comprised active investors in the Tehran Stock Exchange, from whom 104
individuals were selected using convenience sampling and completed the questionnaires. The sample
demographics included 83% males, over 50% with a Bachelor’s degree or higher, approximately 40% with at
least three years of investment experience, and over 60% under 30 years old.
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Findings

The structural equation modeling analysis revealed that the proposed model effectively explains a significant
portion of the variance in investor decision-making, accounting for 72.6% of the changes in “decision-making
satisfaction” and 68.4% in “skill efficiency.” Specifically, among psychological factors, “overconfidence”
emerged as the sole significant predictor, positively impacting both “decision-making satisfaction” (p=0.272,
t=4.512) and “skill efficiency” ($=0.134, t=2.828): while other psychological dimensions, though positive, were
not statistically significant. Concurrently, from an economic perspective, both “overall company performance”
(B=0.185, t=3.943) and “profitability” (f=0.137, t=3.152) demonstrated a positive and significant effect on
“decision-making satisfaction,” with other economic indicators showing no significant impact. In a
comprehensive view, “profitability,” “overall company performance” and “overconfidence” collectively proved
to have a robust positive and significant impact on investors’ overall judgment and decision-making among the
twelve dimensions investigated.

Conclusion and discussion

The findings of this research confirm that investors in the Tehran Stock Exchange are influenced by behavioral
biases in addition to fundamental economic factors. The results indicate that “overconfidence,” as a cognitive
bias, plays a crucial role in the decision-making of Iranian investors, which can lead to risky or suboptimal
decisions. This is particularly important in Iran’s volatile market, where asymmetric information and market
emotions play a more prominent role. On the other hand, the significant impact of “profitability” and “overall
company performance” underscores the importance of fundamental analysis and investors’ attention to
companies’ intrinsic and long-term values. The non-significance of “price movement information” also suggests
that investors are less influenced by short-term fluctuations. Overall, this study demonstrates that both
psychological factors (such as overconfidence) and economic factors (such as profitability and overall company
performance) jointly and significantly shape investors’ judgment and decision-making in the Tehran Stock
Exchange. These findings, consistent with behavioral finance theory and previous research, provide important
insights for financial advisors and investors to adopt a more informed and realistic approach to investment and
manage their behavioral biases.
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