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Introduction

The rise of behavioral finance as a challenge to the assumptions of classical
financial theory has renewed scholarly attention to the psychological determinants
of investment decision-making. Contrary to the axioms of rationality
underpinning traditional portfolio theory, accumulated evidence reveals that
investor behavior is deeply shaped by cognitive constraints, emotional reactions
and stable personality traits. Extraversion and neuroticism (two fundamental
dimensions of the Big Five personality framework) have been repeatedly
implicated in risk-taking tendencies, risk perception biases and the formation of
return expectations. These behavioral patterns are particularly salient in emerging
markets, where structural inefficiencies and heightened uncertainty amplify the
role of individual investor psychology. In the Iranian context, the Tehran Stock
Exchange (TSE) has witnessed unprecedented growth in retail investor
participation, accompanied by sharp volatility, herding tendencies and sentiment-
driven price movements. Understanding how stable personality traits influence
investors’ perception of risk, their willingness to engage with risky assets and their
expectations about market returns provides critical insights for regulators, firms
and investment advisors.

The study addresses a notable research gap: although prior literature has
separately examined the effects of personality traits on risk attitudes or return
expectations, few studies have simultaneously modeled the joint impact of
extraversion and neuroticism across all three constructs (risk attitude, risk
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perception and return expectations) within a unified structural equation
framework. Moreover, limited empirical research exists for the Iranian capital
market using standardized international psychometric measures combined with
field data from active investors. This research responds to these gaps and offers a
comprehensive empirical analysis grounded in real market dynamics.

Literature Review

Behavioral finance posits that investors deviate systematically from rational
norms due to emotional, cognitive and contextual biases. Foundational theories
such as Prospect Theory (Kahneman and Tversky, 1979) highlight loss aversion
and probability weighting, shaping both risk attitude and perceived risk.
Personality traits serve as antecedent factors that channel these biases.
Extraversion is associated with sociability, positive affect, optimism and sensation
seeking. These traits contribute to higher risk tolerance, increased trading activity
and elevated expectations of returns, as documented by Pan and Statman (2013),
Becker et al. (2012) and Nicholson et al. (2005). Conversely, neuroticism
manifests as anxiety, emotional instability, pessimism and heightened sensitivity
to negative information. Prior findings regarding its effects are mixed: while
several studies (Becker et al., 2012; Nicholson et al., 2005) associate neuroticism
with increased risk aversion, others (Durand et al., 2008) reveal contexts where
neurotic investors paradoxically accept higher risk to avoid perceived losses.
Furthermore, empirical research demonstrates that risk perception functions not
merely as a cognitive evaluation of probabilities but as a subjective and
emotionally influenced appraisal of danger or opportunity. Weber et al. (1992;
2013) show that risk attitude is relatively stable over time, whereas perceived risk
fluctuates with market conditions and investor emotions. Likewise, return
expectations reflect cognitive anchoring, recency bias and sentiment-driven
optimism, as evidenced in Fisher and Statman (1997) and Ryu et al. (2017).
Iranian studies also corroborate the behavioral determinants of investment
behavior, emphasizing psychological characteristics, emotional biases and
cultural factors (Mirbozorgi et al., 2022; Moradzadeh et al., 2024).

Despite extensive theoretical foundations, inconsistencies across studies
(especially regarding neuroticism) indicate the need for localized evidence and
standardized measurement. This study positions itself within this scholarly
discourse, contributing both empirical clarity and contextual relevance.

Research Methodology

The research adopts an applied, descriptive-survey design, integrating library-
based theoretical groundwork with field data collected from investors active in the
TSE during the period of October to December 2023. A structured questionnaire
was employed, consisting of validated measures: items for extraversion and
neuroticism were drawn from Mirbozorgi et al. (2022), while risk attitude, risk
perception and return expectations were measured using established scenarios
from Oehler and Wedlich (2018). Extraversion and neuroticism were assessed
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through Likert-scale items, risk attitude through a five-point scale of willingness
to take financial risks, risk perception through respondents’ assessment of the
riskiness of a hypothetical stock and return expectations through a three-point
(low, high, best-estimate) prediction of future price movements.

A sample of 384 investors was selected via Cochran’s formula, ensuring statistical
representativeness. Data collection yielded a high valid response rate (87.2%).
Content validity was confirmed through expert review, involving academic
scholars and seasoned market professionals. Reliability analysis indicated robust
Cronbach’s alpha values (all above 0.7). For inferential analysis, a two-step
structural equation modeling (SEM) approach based on Partial Least Squares
(PLS) was employed using SmartPLS. The measurement model was assessed
through factor loadings, composite reliability (CR) and average variance extracted
(AVE). Convergent validity was confirmed (CR>AVE) and the structural model
was evaluated using path coefficients, t-statistics from bootstrapping and
coefficients of determination (R2). Indicators of model fit and predictive relevance
(Q?) demonstrated strong explanatory power for all endogenous variables.

Results

Descriptive findings reveal that among the studied constructs, extraversion
displays the highest mean score, suggesting a predominantly socially engaged and
outward-oriented investor population. Return expectations recorded the lowest
mean, reflecting cautious market sentiment during the study period.

The measurement model demonstrated excellent reliability and convergent
validity: factor loadings exceeded recommended thresholds, AVE values were
above 0.5 and composite reliabilities were strong across all constructs. The
structural model yielded significant R2 values for risk attitude, risk perception and
return expectations, indicating substantial explanatory power.

Hypothesis testing produced the following statistically significant results:

1. Extraversion — Risk Perception: Positive and significant (t=3.869, p<0.001).
Extraverted investors perceive risks more clearly, likely due to greater information
exposure and optimism.

2. Neuroticism — Risk Perception: Positive and significant (t=4.469, p<0.001).
Investors high in neuroticism tend to amplify perceived risks due to emotional
sensitivity.

3. Extraversion — Risk Attitude: Positive and significant (t=3.320, p=0.001).
Extraverted individuals exhibit a higher willingness to take risks.

4. Neuroticism — Risk Attitude: Positive and significant (t=3.869, p<0.001). In
this sample, neuroticism increases reported risk aversion, consistent with fear-
driven behavior.

5. Extraversion — Return Expectations: Strongly positive and significant
(t=7.134, p<0.001). Extraverts are more optimistic about future returns.
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6. Neuroticism — Return Expectations: Strongly positive and significant
(t=7.891, p<0.001). Neurotic investors expect higher returns, potentially as
compensation for perceived risks or anxiety.

This combined pattern reveals that both personality traits jointly shape the full
decision framework from risk perception through risk attitude to expected
outcomes.

Discussion and Conclusion

The findings reinforce the theoretical foundations of behavioral finance by
demonstrating that stable personality characteristics exert systematic and
significant effects on investment-related cognitions and preferences among
Iranian investors. Extraversion enhances openness to risk, elevates optimism and
increases willingness to engage in dynamic investment behavior. This aligns with
prior research indicating that extraverts engage more actively with financial
markets, benefit from higher social information flows and display greater long-
term investment commitments.

Neuroticism’s effects are more nuanced. Consistent with cognitive—emotional
models, neurotic individuals exhibit heightened risk perception due to attentional
biases toward potential losses. While this should theoretically reduce risk-taking,
the observed increase in return expectations suggests a compensatory
psychological mechanism: anxious investors may demand unrealistically high
returns to justify participation in risky markets. This duality helps explain
inconsistencies in prior studies and highlights the importance of context-specific
research.

Implications for practitioners include the need to tailor financial advisory
processes to personality-driven biases. Regulators and market institutions may
incorporate behavioral profiling into investor education programs, emphasizing
cognitive debiasing, risk literacy and emotional awareness. Improved awareness
of personality-driven investment behavior could reduce market-wide behavioral
anomalies, including herding, overreaction and excessive volatility.

Future research could extend this study by investigating mediating variables such
as financial literacy, investor sentiment, or trading experience; exploring cross-
cultural comparisons; or applying advanced analytical tools such as machine
learning to further model behavioral heterogeneity.
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