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Introduction

The outbreak of the COVID-19 pandemic has generated widespread
disruptions across global economic systems, profoundly impacting labor
markets, consumer behavior, supply chains, and most notably, financial
markets. As uncertainty and volatility surged, both institutional and retail
investors faced significant challenges in processing new information,
assessing risk, and making timely investment decisions. These conditions
revealed fundamental limitations in traditional financial models, which
assume that investors are rational actors who respond logically to available
data and probabilistic outcomes. In contrast, the behavioral response of
investors during the pandemic highlighted the pervasive role of psychological
factors, especially when fear, ambiguity, and market stress intensify. In the
context of Iran, the Tehran Stock Exchange (TSE) experienced heightened
sensitivity to both global pandemic-related news and domestic
macroeconomic fluctuations. Retail investors, who constitute a substantial
segment of the TSE, often lacked access to professional financial advisory
services or comprehensive risk assessment tools, making them particularly
susceptible to cognitive and emotional biases. The sudden onset of COVID-
19, combined with existing economic pressures such as inflation, sanctions,
and political instability, created a fertile ground for irrational investment
behaviors. This study seeks to examine the behavioral biases exhibited by
individual investors during this critical period and identify the contributing
factors at three levels: individual (e.g., demographics, risk tolerance),
organizational (e.g., firm characteristics), and macro-environmental (e.g.,
economic and political uncertainty). The research aims to provide a robust
analytical framework to better understand investor psychology during crises
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and to inform policy, regulation, and investor education initiatives in the
Iranian financial system.

Literature Review and Background

Behavioral finance challenges the foundational premises of classical finance
by emphasizing that investors do not always behave rationally, especially
under uncertain conditions. While traditional models assume fully informed
and utility-maximizing individuals, behavioral finance introduces the idea
that psychological factors such as cognitive limitations, emotional states, and
social influences play a significant role in shaping financial decisions. Biases
such as overconfidence, anchoring, loss aversion, and herding are now widely
recognized as systematic, not random, deviations from rational behavior.
These biases tend to become more pronounced during times of crisis. Events
that trigger fear, uncertainty, and ambiguity such as financial crashes,
geopolitical instability, or pandemics create environments where cognitive
distortions intensify and investor decision-making deteriorates. During such
periods, irrational behaviors including panic selling, herd-driven investing,
and speculative overreaction often dominate market activity, undermining
both individual investment outcomes and broader financial stability. The
impact of behavioral biases is especially significant in emerging markets.
Structural weaknesses such as low financial literacy, limited investor
protection, institutional fragility, and underdeveloped regulatory systems
amplify the effects of these psychological tendencies. Moreover, cultural
values, informal norms, and societal stressors contribute to collective
behavioral patterns that deviate from classical financial assumptions. In
countries like Iran, where macroeconomic volatility, political uncertainty,
and rapid policy shifts prevail, understanding investor behavior through a
behavioral lens is critically important. Despite a growing global body of
literature on this subject, localized empirical studies in the Iranian context
remain limited. This research seeks to address this gap by systematically
identifying and validating the key behavioral biases that influenced investor
behavior in Iran’s stock market during the COVID-19 pandemic. Drawing on
established behavioral finance frameworks and incorporating individual,
organizational, and macroeconomic variables, this study aims to contribute
to both theoretical advancement and practical strategies for improving
investor decision-making in times of systemic crisis.

Methodology

This study employs a mixed-methods research design, integrating both
qualitative and quantitative approaches to comprehensively explore and
validate the behavioral biases of investors during the COVID-19 pandemic.
In the exploratory phase, a structured Delphi method was utilized to identify
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relevant behavioral biases and their underlying determinants. The Delphi
process involved engaging a panel of 24 financial experts comprising senior
auditors, investment consultants, accountants, and capital market managers
who were selected through snowball sampling. This sampling strategy
allowed for the recruitment of individuals with specialized knowledge of
investor behavior in Iran's capital market. Expert input was solicited across
three iterative rounds to ensure convergence of opinions and theoretical
saturation. The resulting insights were used to construct a preliminary
conceptual model encompassing both cognitive and contextual factors
influencing behavioral decision-making. In the confirmatory phase, the study
employed a quantitative survey method to empirically test and validate the
model developed during the qualitative phase. A structured questionnaire
comprising 39 items was designed based on the constructs identified through
the Delphi rounds. The items were measured using a 5-point Likert scale,
ranging from “strongly disagree” to “strongly agree.” Using Cochran's
formula for an infinite population, a sample of 384 individual investors in the

Tehran Stock Exchange was targeted for data collection. A total of 289 valid

responses were received and included in the analysis. To assess the

psychometric properties of the model and examine the relationships between
latent variables, the study applied Partial Least Squares Structural Equation

Modeling (PLS-SEM). This technique was selected due to its robustness in

handling complex models with multiple constructs and its suitability for

exploratory modeling, particularly in the context of behavioral finance.

Results

The Delphi process revealed seven major behavioral biases among Iranian

stock investors during the COVID-19 period: Herd Behavior, Underreaction,

Over-attention to rumors, Myopia (short-sightedness), Disposition effect,

Recency bias, Loss aversion.

These biases were found to be significantly influenced by 32 variables

categorized into four major groups:

1. Individual Characteristics: age, gender, education, personal norms,
experience, ethnicity, and risk tolerance.

2. Decision-making Context: pandemic context, decision protocols, access
to information, expert consultation, and trust in pandemic control.

3. Firm Attributes: financial reporting quality, credit rating, financial
leverage, profitability, firm size, ownership concentration, audit
quality, etc.

4. Macroeconomic Conditions: sanctions, currency volatility, inflation,
regulatory instability, political uncertainty, monetary and fiscal policies.
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PLS-SEM confirmed the validity and reliability of the proposed model. All

constructs showed AVE > 0.5, CR > 0.7, and Cronbach's alpha > 0.7. R?

values exceeded 0.80 for most dependent variables, indicating strong

explanatory power. Goodness-of-fit indices (y*/df = 2.70, RMSEA = 0.015,

GFI = 0.94) supported the model's overall adequacy.

Discussion and Conclusion

The findings confirm that irrational behaviors among investors escalate

during crises due to emotional and cognitive stressors. Notably, herding, loss

aversion, and rumor-driven trading emerged as dominant patterns,

confirming previous findings from studies in Pakistan, India, and Vietnam.

However, this study is distinct in proposing a comprehensive, localized

model validated using SEM in a developing market context. The role of

macroeconomic instability (e.g., sanctions, inflation) and institutional trust

deficits were particularly prominent in the Iranian case. This underlines the

importance of tailoring investor education programs and regulatory

interventions to the specific socio-economic context. Practical implications

include the need for:

o Enhanced investor education focused on emotional regulation and
decision-making under uncertainty.

e Development of real-time advisory platforms by brokers and financial
advisors.

e Regulatory frameworks that enhance information transparency and
mitigate market panic.
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