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1- INTRODUCTION

The role of financial decision-making has long been a critical area of
interest in financial management, especially in emerging markets. This
study investigates the impact of behavioral irregularities (referred to as
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"bounded rationality") on investment decisions within Iran's capital markets.
Capital markets, particularly in developing countries like Iran, are exposed
to a range of external and internal factors, making the process of optimal
decision-making both complex and vital. Investors in these markets are
often influenced by behavioral biases, such as overconfidence and fear,
which deviate from traditional economic models of rational decision-
making. The study seeks to explore these phenomena and assess how
bounded rationality manifests in Iran's capital market, focusing on the
factors that drive investment behavior and financial decision-making.

2- THEORETICAL FRAMEWORK

The theoretical foundation of this research draws from behavioral
finance and the limitations of rational choice theory, specifically bounded
rationality and the influence of cognitive biases on financial decision-
making. Traditional financial theories assume that investors act rationally,
making decisions based on available information to maximize their returns.
However, behavioral finance challenges this assumption by highlighting that
psychological factors, emotions, and cognitive biases significantly influence
decision-making. Concepts such as overconfidence, loss aversion, and herd
behavior play crucial roles in shaping investor behavior, leading to
deviations from optimal financial strategies. This study applies these
theoretical perspectives to analyze how Iranian investors navigate market
complexities and how bounded rationality affects their investment choices.

3- METHODOLOGY

This study employs a qualitative research methodology based on
grounded theory and statistical data analysis. Data were collected through
in-depth interviews with 10 financial experts and professionals in the
Iranian capital market, conducted in 2023. The grounded theory approach
allows for an inductive analysis of the data to identify patterns and
relationships in the investment decision-making process. Additionally,
secondary data from market reports and financial statements were analyzed
to support the findings. Data coding and analysis were conducted by using
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NVivo software, enabling the identification of key themes such as risk
management, investor psychology, and behavioral irregularities.

4- RESULTS & DISCUSSION

The findings indicate that bounded rationality significantly affects
investment decisions in the Iranian capital market. Behavioral biases, such
as overconfidence and fear, were identified as major factors leading to
suboptimal decision-making. Investors often overestimate their ability to
predict market movements, which leads to excessive risk-taking. On the
other hand, fear of loss causes many investors to pull out of the market
prematurely and missing potential gains. The analysis also revealed that
external factors, such as economic instability and inflation, exacerbate these
behavioral biases. Additionally, the role of institutional investors was
highlighted as both stabilizing and potentially contributing to market
fluctuations, depending on their behavior.

The results obtained from this study indicated that the role of
economic and financial components, market mechanism and executive
functions, functions of institutions and financial and accounting components
and the index of managerial and legal strategies in irregularities in capital
decision making. It was 0.72, 0.55, 0.69 and 0.65 respectively.

5- CONCLUSIONS & SUGGESTIONS

In conclusion, this study underscores the importance of understanding
behavioral irregularities in financial markets, particularly in emerging
economies like Iran. Investors and financial managers should develop
strategies to mitigate the effects of behavioral biases, such as using tools
like financial forecasting and risk management models. Policymakers are
encouraged to enhance market transparency and provide better financial
education to help investors make more informed decisions. Future research
should focus on the long-term effects of bounded rationality in other sectors
and explore the impact of technological innovations on investment behavior
in volatile markets.
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