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Abstract: The present study investigated the role of investors'
behavioral biases on traders' financial performance, focusing on the
moderating role of financial literacy. Behavioral biases, which include
psychological and emotional deviations in financial decision-making,
can have significant effects on investment performance. Narcissism
and stress were examined as the two main behavioral biases in this
study. This study is applied in terms of purpose and descriptive
survey method. The statistical population of the study consists of
capital market traders in Tehran. Theoretical information was
collected using the library method, and practical data using a
questionnaire. Sampling was carried out using the convenience
method, and using the Cochran formula for an unlimited population,
the sample size was determined to be 384 people. To ensure data
adequacy, 410 questionnaires were distributed, of which 384
questionnaires were ultimately analyzable. The results showed that
there is a significant relationship between investors' narcissism and
traders' financial performance. Also, investors' stress has a negative
and significant effect on their performance. In addition, financial
literacy, as a moderating variable, has affected the relationship
between investors' narcissism and stress on their financial
performance. This study emphasizes the need to improve financial
literacy to reduce the negative effects of behavioral biases and improve

investment performance.
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Extended Abstract

Introduction

After experiencing a stock market crash, investors are more likely to consider carefully examining
the investment environment before making investment decisions (Islam et al., 2024). Standard
financial theories are based on rational economic assumptions, but these theories cannot predict
investor behavior in stock markets. When investors have ideas about the stock market, they should
follow logic, and the assumptions about stock investment. Standard theories suggest that investors
should check stock prices daily, follow buy-and-hold trades, and invest for the long term
(Chowdhury, 2021). Researchers have shown that stock transactions should occur when the
expected return is equal to or greater than the transaction costs. In contrast to standard financial
theories, behavioral finance theories argue that the actual decisions of stock investors are based on
behavioral biases and that most investors act irrationally when it comes to rational assumptions
about investing in stocks (Belo et al., 2018).

Case Study

In the Iranian stock market, which is characterized by high volatility, lack of sufficient
transparency, and a large presence of retail investors, the impact of behavioral biases is more
noticeable. In the meantime, improving financial literacy through specialized training, holding
workshops, and providing simple analytical tools can reduce the effects of these biases and
improve investment decision-making. Paying attention to these factors can help improve the
overall performance of the stock market and create stability in it.

Theoretical framework

Investor behavioral biases are known as systematic deviations in the economic decision-making
process that arise from psychological factors and individual emotions. These biases cause
investors to act based on irrational mental patterns instead of making rational decisions based on
the analysis of available data and information. Such behaviors can affect the performance of
financial markets and create undesirable results for investors and the market. Behavioral bias refers
to systematic deviations in the decision-making process that result from psychological factors,
misperceptions, and emotions (Gupta & Shrivastava, 2021). These biases cause individuals to
deviate from logic and rational principles in their decision-making and resort to behaviors based
on mental models and irrational assumptions. Behavioral biases in the field of finance and
investment have profound effects on how information is analyzed, risk assessment is assessed, and
investment options are selected (Bineshian & Dehdar, 2018). These biases not only affect
individual behaviors, but can also cause irrational fluctuations in financial markets at the macro
level. Identifying these biases and understanding their effects is essential for investors and
financial analysts so that they can minimize the impact of these deviations by adopting more
rational approaches (Lone & Bhat, 2022).

Methodology

The present research method is considered to be applied research, descriptive in nature and survey
in data collection, and its spatial scope is capital market traders in Tehran. The statistical
population of this research consists of capital market traders in Tehran. The library method was
used to collect information in the theoretical dimension, and a questionnaire was used to answer
questions and test hypotheses. The Morgan table was used to determine the number of samples,
and due to the unlimited statistical population, the number of samples was determined to be 384.
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Considering that it was expected that some questionnaires would be incomplete or outliers, about
410 questionnaires were distributed, of which 384 questionnaires were selected for analysis. The
sampling method in this study was convenience sampling.

Discussion and Results

According to the convergent reliability and validity values, the fit of the measurement model was
confirmed. The relationships in the model were significant, thus indicating the suitability of the
structural model. Also, the R2, Q2 and T-value values also indicate the fit of the structural model.
To examine the overall model, there is a GOF criterion and three values, 0.01, 0.25 and 0.36, are
considered as weak, medium and strong values for this criterion. According to Table 4, the
criterion value was equal to 0.38, which indicates a strong fit of the conceptual model of the
research.

Conclusion

The first hypothesis of the study examined whether there is a significant relationship
between investor narcissism and investor performance. Narcissism may lead to increased
self-confidence in financial decision-making. Investors who are narcissistic tend to view
themselves as highly competent and knowledgeable, and they tend to over-trust their own
analysis and judgment. This self-confidence can be beneficial in situations where quick
and decisive decisions are required. However, on the other hand, this same overconfidence
can lead to ignoring important information, making incorrect analyses, and taking
irrational risks. Empirical studies also support this theory. For example, research
examining the relationship between narcissism and investment performance has shown
that narcissistic investors tend to make unstable and risky decisions in volatile and
complex market conditions. These individuals tend to over-react to their own successes
and attribute their failures to external factors. According to the results obtained, it can be
stated that investor narcissism affects investor performance and the research hypothesis is
confirmed. Since the path coefficient is negative, it can be stated that with an increase in
investor narcissism, investor performance decreases. In comparison with the research
conducted by Lin et al. (2023), they examined the differences between self-esteem and
narcissism and their consequences on traders' behaviors. The results of the study showed
that investor narcissism has a significant relationship with investor performance, which is
consistent with the results of this study.
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