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Introduction

The bursting of the stock price bubble in the late 1990s in America increased the
importance of understanding the irrational behavior of investors and caused the
spread of words such as "normal” man versus "rational™ man. "Normal" human
being in behavioral finance is a description of real human behavior in economic
decision-making. A person who has behavioral tendencies and biases and people
are exposed to these biases to different degrees, so that some of them can be easily
observed in the daily behavior of humans (Pompian, 2006). Behavioral capital
considers how various psychological characteristics influence the way individuals
or groups act as investors, analysts, and portfolio managers. This research attempts
to understand how emotions and cognitive errors affect the behavior of individual
investors (Kengatharan and Kengatharan, 2014). Many researchers believe that all
investors do not have the same understanding of the received information and do
not show the same reaction to the trends. As a result, their decisions are not always
in accordance with economic theories. Behavioral studies examine this issue in a
more realistic way. Ambiguous future conditions and cognitive mistakes that are
rooted in human psychology cause investors to make systematic mistakes and face
cognitive biases in forming expectations, making decisions and judgments.

Literature Review

The history of behavioral finance roughly dates back to the early 1970s. This
combined branch of financial sciences, which actually uses psychological
sciences and sometimes sociology to better analyze the problems of its financial
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markets, often investigates the decision-making process of investors and their
reactions to different financial market conditions and emphasizes It is more about
the influence of personality, culture and judgments of investors on investment
decisions. Behavioral science is one of the applied sciences that has entered the
field of science in the form of a specialized field called psychology. The basic
foundation of this knowledge is man and his inherent complexities, behavior and
personality, which require understanding and recognition in a scientific
framework under the title of psychology. Behavioral finance theory, which is
based on psychology, seeks to understand how emotions and cognitive errors
affect the behavior of individual investors (Kengatharan and Kengatharan, 2014).
According to Gitman and Joehnk (2008), researchers in behavioral finance believe
that investors' decisions are influenced by a number of beliefs and preferences.
The resulting beliefs and prejudices make investors overreact to a certain type of
financial information and help others make irrational decisions and affect their
risk (Asiabi et al., 2021).

Research Methodology

The spatial scope of the research was the companies admitted to the Tehran Stock
Exchange and the temporal scope was the years between 2014 and 2021. In this
research, stock valuation errors and overreaction in the market are considered
independent variables and dependent variable investment decisions. The current
research is in the category of applied research, if the classification of types of
research is considered based on the nature and method, then the current research
method is in the descriptive research category in terms of nature, and in terms of
method, it is considered in the correlation research category. In this research, the
library method was used to collect data and information. Based on the systematic
elimination method, 125 companies were selected as a statistical sample. In order
to analyze the data, first, pre-tests of heterogeneity of variance, Flimer test,
Hausman test and Jarek-Ber test were performed, and then multivariate regression
test was used to test the research hypotheses with the help of Eviuse software.

Results

As a general conclusion and taking into account the cases mentioned in the
literature section of the research topic, it can be concluded that stock valuation
errors and extreme reaction in the market have an impact on the company's
investment decisions. These results can increase the understanding and knowledge
of investors and researchers in the field of capital market, and in light of that, it
may be possible to identify other factors that have the ability to explain changes
in investment decisions.

Discussion and Conclusion

All investors do not have the same understanding of the received information and
do not show the same reaction to the trends, as a result, their decisions are not
always in accordance with economic theories. Financial and economic policy
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makers and capital market decision makers should have sufficient knowledge of
their behavior in order to attract funds from this segment of society and help them
make the right decisions in the capital market so that they can achieve their
investment goals. The analysis of investor behavior is a new scientific field in the
space of financial behavior, which is considered a good tool for acquiring this
knowledge.
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Table (7) Summary of the results of hypothesis 2 using the cross-sectional method in companies
with high and low levels of information shock
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Table (8) Summary of the results of hypothesis 3 using the cross-sectional method in companies
with high and low levels of information transparency
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Table (9) summarizes the results of hypothesis 4 using the cross-sectional method in companies
with high and low levels of information shock
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Table (10) summarizes the findings of the investigation of the relationship between research
variables
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