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Abstract

Behavioral finance, as an alternative to the Efficient Market Hypothesis, explains the herding behavior of
investors in financial markets. Under the influence of certain factors, market participants often abandon their
own beliefs and follow the prevailing market consensus. This phenomenon leads to instability and fragility in
stock markets and results in inefficient financial systems by driving prices away from their fundamental values.
This study aims to investigate the impact of social factors including age, gender, education, occupation, and
experience in the stock market and psychological factors such as emotions, fear, and cognitive biases on herding
behavior among investors. This investigation is conducted through eight hypotheses. The statistical population is
the Tehran Stock Exchange activists, the opinions of 385 of whom were collected as a random sample through a
questionnaire and analyzed using Minitab 22 software and one-sample t-tests, proportion, and Fisher's exact test.
The findings decisively confirm all eight hypotheses, indicating that the aforementioned social and psychological
factors significantly influence herding behavior among investors and these factors give rise to herding behavior
and should be considered parallel to classical financial models in financial markets.
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Introduction

The prevailing paradigm in classical and modern financial theory rests on the assumption of rationality and the
maximization of expected utility. However, over the past four decades, a growing body of research grounded in
real-world observations has challenged these assumptions. Evidence from social and psychological studies
suggests that investors often behave in ways that diverge from theoretical predictions. The integration of
economic, social, and psychological perspectives on investor behavior, especially within the framework of
behavioral finance, has highlighted fundamental differences from classical finance theories. In particular,
concepts such as market efficiency and risk have been questioned. Behavioral finance posits that human beings,
while capable of rational thought, are not always successful in optimizing their decisions. For this reason,
researchers emphasize the importance of recognizing psychological tendencies and social influences in financial
decision-making. A well-functioning financial system directs capital toward productive markets, thereby
fostering economic efficiency through investment and job creation. Yet, uncertain conditions, cognitive errors,
and individual characteristics can lead investors to abandon their own beliefs and follow market consensus. This
phenomen on commonly referred to as herding behavior (also known as mass movement or flock-like behavior)
undermines market stability and efficiency by driving prices away from their fundamental values.
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While much of the literature on behavioral finance has focused on documenting the existence of herding
behavior, less attention has been paid to its underlying causes. The present study seeks to identify the social and
psychological factors that foster herding behavior and to examine their implications for financial markets.

Method and Data

This study aims to contribute to healthier investment practices by exploring the systematic relationship between
social and psychological factors and herding behavior among investors. Accordingly, the research is applied in
purpose and descriptive correlational in method. The theoretical framework and literature review were developed
through library research. Empirical data were collected from capital market participants who, within the past five
years, had traded at least 10 billion rials’ worth of stocks on the Tehran Stock Exchange. Their views were
obtained via a structured questionnaire administered in fall 2024. The dependent variable is investors’ herding
behavior. The independent variables consist of social factors: age, gender, education, occupation, and stock
market experience. Psychological factors: emotions, fear, and biases. Altogether, eight hypotheses were
formulated, each reflecting the influence of one of these factors on herding behavior. Data analysis was
conducted in two phases. The descriptive analysis reported the distribution of respondents according to
occupation (employee, self-employed, trader), education (up to diploma, bachelor’s, master’s, PhD), market
experience (2-4 years, 4-6 years, over 6 years), age (25-40, 41-55, over 55), and gender (male, female). The
frequency of agreement, disagreement, and neutrality with questionnaire items was also presented. The
inferential analysis employed mean tests and proportion tests, supplemented with Fisher’s exact test, to
statistically assess the dominance of agreement over disagreement.

Findings

Out of the 385 valid responses analyzed, the results showed that nearly 82% of respondents were employees. A
large proportion of participants held higher education degrees. Almost half had more than six years of stock
market experience. About 91% were young investors (25-55 years old). 79% of respondents were men. For each
of the 25 questionnaire items, the distribution of responses was further examined across occupation (employee,
self-employed, trader), education (up to diploma, bachelor’s, master’s, PhD), market experience (2—4 years, 4-6
years, over 6 years), age (25-40, 41-55, over 55), and gender (male, female). A clear trend emerged agreement
responses substantially outweighed disagreemen. Inferential results, obtained via Minitab 22, confirmed these
findings. All 25 mean tests yielded p-values of zero, supporting the acceptance of all eight hypotheses. Similarly,
in proportion tests (including Fisher’s exact test), all 25 items produced p-values of zero, again confirming the
hypotheses. To ensure robustness, an additional 375 proportion tests were conducted, considering 15 personal
characteristics across each of 25 questions. Of these, 345 tests (92%) produced p-values below 0.05, reinforcing
the reliability of the findings.

Conclusion and discussion

Research on the limitations of the efficient market hypothesis indicates that, in line with behavioral finance,
investors’ herding behavior driven by individual and psychological traits can destabilize markets and cause
prices to diverge from their fundamental values. The present study examined the effects of social factors (age,
gender, education, occupation, stock market experience) and psychological factors (emotions, fear, biases) on
investors’ herding behavior in the Tehran Stock Exchange. These factors have been identified in the past using
expert opinions, and in this study, the opinions of investors in the Tehran Stock Exchange were collected
through a questionnaire in the fall of 2024 and, after processing, were tested with mean and ratio tests including
Fisher's exact test in the form of eight hypotheses that originated from the questionnaire questions. The results of
statistical inference analysis show that the average and proportion of those in favor of the questionnaire
questions are superior to those against them, and all eight research hypotheses have been confirmed. So, age,
gender, education, occupation, stock market experience, emotions, fear, and biases all significantly influence
investors’ tendency to herd. These findings are consistent with: Sachdeva, Lehal, Gupta & Garg (2023) on age,
education, occupation, emotions, and fear. Mir Hashemi Nasab, Mohammadzadeh, Mohammad Nourbakhsh
Langeroudi & Akhoondi (2019) on age, education, experience, and gender. John & Jureis (2022); Aharon
(2020); Kashif, Palwishah, Ahmed, Vveinhardt & Streimikiene (2020) on emotions and fear. Dina (2018) on
biases. Da Costa, Goulart, Cupertino, Macedo & Da Silva (2013) on stock market experience. Overall, this study
reinforces the behavioral finance perspective that psychological and social dimensions must be considered
alongside classical financial models to better understand and manage investor behavior in financial markets.
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