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The purpose of this study was to identify, analyze, and validate the patterns of cognitive biases
among managers and investors in the Iranian capital market and to examine the role of artificial
intelligence in reducing and managing these biases. This study was developmental in purpose
and adopted an exploratory mixed-methods design with a dominant qualitative approach. Data
were collected through in-depth semi-structured interviews with capital market experts,
including managers, analysts, and investors with more than five years of professional experience.
Through qualitative content analysis, 456 initial codes were extracted from the interviews and
systematically categorized into 35 major components using thematic analysis. To validate the
identified components, a two-round Delphi technique was employed involving 12 capital market
experts. Consensus Ratio (CR) values were also calculated to determine the level of agreement
among participants and identify the final components suitable for the conceptual model of the
study. The findings revealed that fundamental cognitive biases obtained the highest mean score
(4.8), followed by cognitive bias reduction strategies (4.7), investment and financial biases (4.6),
and informational and analytical biases (4.5). Applications of artificial intelligence in reducing
biases achieved a mean score of 4.4, while advanced Al mechanisms scored 4.1. In the second
Delphi round, 10 final components were confirmed with consensus ratios ranging from 0.75 to
1. The results demonstrated that artificial intelligence significantly contributes to reducing
cognitive biases through large-scale data analysis, behavioral pattern recognition, scenario
simulation, generation of alternative perspectives, and intelligent warning systems, thereby
improving investment decision quality and analytical accuracy The study concluded that
cognitive biases substantially influence managerial and investment decision-making in the
Iranian capital market and may lead to reduced analytical quality, irrational risk-taking, and
emotionally driven behaviors. Artificial intelligence, through data-driven analysis, hidden
pattern detection, and enhancement of human judgment, can serve as an effective tool for
managing and mitigating these biases. Furthermore, integrating human intelligence with
artificial intelligence can facilitate the development of smarter decision-making systems,
improve investment efficiency, and strengthen the stability of financial markets.
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Extended Abstract

Introduction

Financial markets are increasingly influenced by psychological, behavioral, and technological
factors that shape managerial and investor decision-making. Traditional financial theories assume that
investors act rationally and maximize utility through logical analysis; however, behavioral finance
research has demonstrated that cognitive biases, emotional reactions, and heuristic thinking significantly
affect financial decisions (Ipek & Mandaci, 2025; Shahzad, 2025). These biases often lead to irrational
investment behaviors, inaccurate risk assessments, and inefficient portfolio management. In emerging and
volatile markets, such as the Iranian capital market, cognitive biases become even more influential because
uncertainty, inflation, information asymmetry, and emotional trading intensify behavioral distortions.

Among the most influential behavioral biases in investment decision-making is overconfidence
bias, which causes investors and managers to overestimate their analytical abilities and predictive
accuracy (Karki et al., 2024; Kumar & Prince, 2023; Singh et al., 2024). Overconfident investors tend to trade
excessively, underestimate market risks, and rely heavily on subjective judgment. Meta-analytic studies
have shown that overconfidence significantly reduces investment performance and increases market
inefficiency (Ipek & Mandaci, 2025). In addition, personality traits and behavioral tendencies can amplify
irrational financial behaviors and risk-taking decisions (Loebiantoro et al., 2025). Studies on institutional
and retail investors also indicate that psychological and behavioral determinants play a central role in
shaping investment decisions in uncertain financial environments (Azad & Sharma, 2025; Uma & Maheswari,
2025).

Another important bias affecting financial decision-making is confirmation bias. Investors often
seek information that confirms their previous beliefs while ignoring contradictory evidence (Peters, 2022).
Such selective processing of information reduces analytical objectivity and contributes to distorted market
pricing (Vafacimehr et al., 2023). Anchoring bias similarly influences investment behavior by causing
investors to rely excessively on initial information or reference prices when making financial decisions
(Owusu & Laryea, 2023). These biases are particularly problematic in volatile markets because they delay
adaptation to new market conditions and reinforce irrational investment patterns.

Herding behavior is another major phenomenon in financial markets. Investors frequently imitate
collective market behavior rather than conducting independent analysis (Gupta & Shrivastava, 2022; Yawen
et al., 2020). Herding can generate speculative bubbles, excessive volatility, and market instability.
Research has shown that social pressure, investor sentiment, and fear of missing out significantly
contribute to herding behavior among investors (Gavrilakis & Floros, 2022; Shah et al., 2024). Studies in
emerging markets further demonstrate that emotional reactions and collective behavior intensify under
uncertain economic conditions (Phan et al., 2021). In the Iranian capital market, the rapid spread of financial
information through social media and informal communication networks may strengthen herd-driven
investment decisions.

Investor sentiment also has a substantial impact on stock returns and market fluctuations. Positive
sentiment encourages excessive optimism and speculative trading, whereas negative sentiment increases
risk aversion and panic selling (Ben Aissia, 2020; Dalika & Seetharam, 2020; Perez Liston, 2020). Recent
studies have shown that firm-specific investor sentiment can significantly affect daily stock returns and
market performance (Seok et al., 2024). Furthermore, stressful events such as economic crises, political

instability, and terrorist attacks can intensify emotional reactions and irrational trading behavior (Hasso et
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al., 2020). Under stressful conditions, investors become more vulnerable to cognitive biases and impulsive
decisions (Kariofyllas et al., 2017).

The development of artificial intelligence and digital technologies has created new opportunities
for improving financial decision-making and reducing behavioral biases. Artificial intelligence systems
can process large amounts of financial data, identify hidden behavioral patterns, and provide data-driven
investment recommendations (Johnson, 2019; Mitchell et al., 2013). Studies indicate that digitalization and
machine learning technologies can reduce cognitive biases among financial planners and investors by
improving analytical objectivity (Athota et al., 2023). Artificial intelligence-based portfolio optimization
models and predictive systems have also demonstrated strong capabilities in stock selection and risk
management (Chaweewanchon & Chaysiri, 2022; Narang et al., 2022). Moreover, machine learning
algorithms can forecast stock market movements more accurately than traditional analytical approaches
(Basak et al., 2019; Bustos & Pomares-Quimbaya, 2020).

Artificial intelligence can also contribute to emotional regulation and behavioral management in
financial environments. Robo-advisors and intelligent decision-support systems are capable of identifying
irrational trading patterns, generating alternative scenarios, and warning investors about risky emotional
decisions (Ahmad et al., 2025). Al-driven sentiment analysis tools can monitor investor psychology in real
time and improve the quality of investment strategies (Rihan et al., 2020). Consequently, integrating
artificial intelligence with behavioral finance may significantly reduce cognitive distortions and improve
market efficiency (Bisht et al., 2022; Yawalkar, 2019).

Despite the growing literature on behavioral finance and artificial intelligence, comprehensive
studies investigating the cognitive bias patterns of managers and investors in emerging financial markets
remain limited. Existing studies have mostly focused on specific biases or isolated behavioral dimensions
(Jain et al., 2022; Rehman et al., 2024). Furthermore, limited attention has been given to the role of artificial
intelligence in reducing cognitive biases within the context of the Iranian capital market. Therefore, the
present study aimed to identify and analyze the cognitive bias patterns of managers and investors and to
investigate the role of artificial intelligence in managing and reducing these biases in the Iranian capital
market.

Methods and Materials

This study employed an exploratory mixed-methods design with a dominant qualitative approach.
The research was developmental in nature and aimed to identify the major cognitive bias patterns
influencing managers and investors in the Iranian capital market while exploring the role of artificial
intelligence in mitigating these biases.

The participants consisted of capital market experts, including university professors, financial
analysts, portfolio managers, and investors with more than five years of active experience in the stock
market. Data were collected through in-depth semi-structured interviews. The interviews focused on
identifying common behavioral biases, emotional investment patterns, organizational influences, and
technological solutions related to decision-making processes in financial markets.

Qualitative content analysis and thematic analysis were employed to analyze the interview data.
Through inductive coding procedures, 456 initial codes were extracted from the interview transcripts.
These codes were systematically categorized into major conceptual themes based on semantic similarities
and theoretical relevance. The extracted themes included cognitive biases, informational and analytical
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biases, investment-related biases, organizational and cultural biases, artificial intelligence applications,
advanced Al mechanisms, institutional solutions, and organizational learning dimensions.

To validate the identified components, the Delphi method was conducted in two rounds involving
12 financial experts and academic specialists. In the first Delphi round, participants evaluated the
identified components using a five-point Likert scale. Components with sufficient average scores were
retained for the second round. In the second Delphi round, consensus ratios were calculated to determine
agreement among experts and validate the final conceptual components.

Findings

The qualitative analysis resulted in the extraction of 456 initial codes from interview data, which
were subsequently categorized into 35 major components. The findings demonstrated that cognitive biases
among managers and investors in the Iranian capital market encompass a wide range of psychological,
analytical, organizational, and investment-related dimensions.

The first Delphi round revealed that “fundamental cognitive biases” received the highest average
score (4.8), followed by “cognitive bias reduction strategies” (4.7), “investment and financial biases”
(4.6), and “informational and analytical biases” (4.5). “Applications of artificial intelligence in reducing
biases” achieved an average score of 4.4, while “advanced Al mechanisms” received a score of 4.1.
Components such as “digital-era emerging biases,” “international biases,” and “organizational cultural
components” received lower scores and were excluded from the final conceptual model.

The findings indicated that overconfidence bias, confirmation bias, anchoring bias, loss aversion,
illusion of control, and herd behavior were among the most dominant cognitive patterns identified in the
interviews. Investors frequently relied on emotional judgments, social influence, and subjective intuition
when making investment decisions. Many participants acknowledged that social media, online financial
communities, and informal market rumors significantly influenced their trading behavior.

The results also showed that investor sentiment strongly affected market reactions and portfolio
decisions. Emotional responses to political uncertainty, inflation, and market fluctuations often resulted
in impulsive buying and selling behaviors. In addition, many investors demonstrated a tendency to hold
losing assets for extended periods while selling profitable assets too early, reflecting the disposition effect
and loss aversion.

Another important finding was the role of informational overload and analytical distortions in
financial decision-making. Participants reported that the rapid flow of financial news and excessive market
data often reduced analytical quality and increased confusion among investors. Many experts emphasized
that investors tended to rely on easily accessible information rather than objective analysis.

The study further revealed that artificial intelligence can significantly reduce cognitive biases and
improve investment decisions. Al-based systems were found to enhance analytical objectivity through
large-scale data processing, behavioral pattern detection, scenario simulation, and predictive modeling.
Participants indicated that intelligent decision-support systems and robo-advisors could help investors
avoid emotional decisions and reduce reliance on subjective intuition.

The second Delphi round confirmed 10 final components with consensus ratios ranging from 0.75
to 1.00. The confirmed components included fundamental cognitive biases, bias reduction strategies,
narrative biases, informational biases, organizational biases, investment-related biases, Al applications,
advanced Al mechanisms, bias consequences, and organizational learning dimensions.

Discussion and Conclusion
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The findings of this study demonstrated that cognitive biases significantly influence managerial
and investor decision-making in the Iranian capital market. Behavioral distortions such as overconfidence,
herd behavior, confirmation bias, anchoring, and loss aversion were found to shape financial decisions
and contribute to irrational investment patterns. These findings indicate that psychological and emotional
factors remain central determinants of financial behavior, particularly in volatile and uncertain market
environments.

The results also revealed that investor sentiment and social influence strongly affect market
performance and investment decisions. Emotional reactions to market events and the influence of
collective behavior often reduce analytical rationality and increase speculative trading. Such conditions
may contribute to inefficient portfolio allocation, excessive market volatility, and financial instability.

Another important conclusion of the study is that artificial intelligence can serve as an effective
mechanism for reducing behavioral biases and improving investment quality. Intelligent systems are
capable of providing objective analysis, identifying hidden patterns, monitoring emotional behavior, and
generating data-driven investment recommendations. By reducing dependence on subjective intuition and
emotional judgment, artificial intelligence can improve the rationality of financial decisions and enhance
market efficiency.

The study further emphasized the importance of combining human judgment with artificial
intelligence capabilities. While Al systems can improve analytical precision and predictive accuracy,
human expertise remains essential for interpreting complex market dynamics and ethical considerations.
Therefore, the integration of behavioral finance and artificial intelligence may provide a comprehensive
framework for developing intelligent and sustainable financial decision-making systems.

Overall, the study contributes to the behavioral finance literature by presenting a comprehensive
conceptual model of cognitive bias patterns among managers and investors in the Iranian capital market.
It also highlights the strategic role of artificial intelligence in reducing cognitive distortions, strengthening

analytical objectivity, and improving financial decision-making processes in emerging markets.
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