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Abstract:

This study aimed to design a decision-making model for individual investors in portfolio selection with emphasis on
behavioral, cognitive, informational, environmental, and managerial factors. This applied study employed a mixed
guantitative—qualitative design and was conducted as field research. The qualitative population consisted of active individual
investors in the Tehran capital market with more than five years of continuous experience, stock market experts with more
than ten years of professional experience, and experienced academics in accounting and financial management. Snowball
sampling was used, and 16 experts were selected until theoretical saturation was achieved. Data were collected through
library studies and semi-structured interviews. The qualitative data were analyzed using thematic analysis, followed by the
fuzzy Delphi technique to validate the extracted themes. Interpretive structural modeling was then applied to determine
causal—-hierarchical relationships among the organizing themes. Instrument validity was assessed through face validity and
the content validity ratio. The findings indicated that 161 basic themes were extracted from 222 initial codes. After applying
the fuzzy Delphi technique, 137 basic themes were finally confirmed by the expert panel. These themes were categorized
into 26 organizing themes and five global themes: financial and economic factors, psychological and behavioral factors,
informational and knowledge-related factors, environmental and social factors, and portfolio-related factors. The interpretive
structural model revealed a five-level hierarchy. Behavioral and cognitive factors, including cognitive biases, negative
emotions, herd behavior, emotion regulation, and behavioral discipline, were positioned at the most fundamental level.
Portfolio structuring, diversification, and investor-specific goal setting emerged as the final outcome level. Individual
investors’ portfolio-selection decisions are shaped by a multidimensional interaction of cognitive, emotional, environmental,
analytical, and risk-management factors. Improving decision quality therefore requires a systematic approach that begins
with controlling behavioral biases and extends to structured analysis, information management, trading discipline, and
integrated risk-management strategies.
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Extended Abstract

Introduction

Portfolio selection is one of the most consequential decisions made by individual investors because it determines how
financial resources are allocated across assets with different levels of return, risk, liquidity, time horizon, and uncertainty. In
traditional finance, investors are generally assumed to be rational agents who process available information objectively and
select portfolios that maximize expected utility. However, evidence from behavioral finance has repeatedly shown that actual
investment decisions are not formed solely through rational analysis of risk and return; rather, they are shaped by cognitive
biases, emotional reactions, personality traits, market sentiment, social influence, information-processing limitations, and
macroeconomic conditions (Kahneman & Tversky, 2020; Sahi, 2017; Singh & Shivaprasad, 2018). In contemporary financial
markets, individual investors face an increasingly complex decision environment due to the expansion of investment
instruments, rapid information flows, digital trading platforms, algorithmic tools, and Al-driven financial arrangements (Hasan
et al., 2026; Panwar et al., 2025). Although broader access to information can support better investment decisions, it may
also produce information overload, increase uncertainty, and intensify reactive or emotional trading when investors lack a
structured decision-making framework (Haidari, 2023; Tadla, 2023). Behavioral finance provides a useful lens for
understanding these complexities by explaining how investors deviate from full rationality in conditions of ambiguity,
volatility, and risk. Prospect theory emphasizes that individuals evaluate gains and losses asymmetrically and often become
more sensitive to losses than to equivalent gains (Kahneman & Tversky, 2020). Similarly, mental accounting shows that
investors may classify financial resources into separate psychological accounts and therefore evaluate portfolio components
inconsistently (Santi et al., 2019). Risk aversion, loss aversion, overconfidence, herding, anchoring, and confirmation bias can
all distort portfolio construction and lead investors to hold poorly diversified portfolios, trade excessively, or respond
impulsively to market fluctuations (Abani et al., 2018; Weixiang et al., 2022). Personality traits also play a major role in shaping
investment behavior. Prior studies have demonstrated that differences in risk-taking tendency, openness, conscientiousness,
neuroticism, financial self-efficacy, need for cognition, and emotional bias affect investors’ financial decisions and portfolio
outcomes (Breivik et al., 2020; De Bortoli et al., 2019; Firth et al., 2023; Jiang et al., 2024; Khan et al., 2021; Raheja & Dhiman,
2017; Sadykov, 2022). Social and collective behavior is another critical dimension, especially among individual investors who
may rely more heavily on informal information, market rumors, recommendations, and the behavior of other investors.
Herding behavior can amplify volatility, weaken independent analysis, and contribute to price bubbles or market instability
(Nath et al., 2023). In the context of the Tehran Stock Exchange, previous studies have also confirmed the importance of
behavioral biases, financial-behavioral components, personality traits, technical information, financial advice, and investor-
specific characteristics in shaping trading behavior and portfolio selection (Abdolrahimian et al., 2018; Asiabi Aghdam et al.,
2021; Hejroudi et al., 2018; Jamshidi & Ghalibaf-Asl, 2018; Nazaripour & Zakizadeh, 2022; Salmani Mojaveri & Khosravian,
2018; Zeinivand et al., 2021). More recent studies have further emphasized that behavioral preferences, investor memory,
experience, and risk perception should be integrated into portfolio optimization and decision-support models (Azad &
Sharma, 2025; Mousavi Kakhki & Khatabi, 2024; Weinel, 2023). Despite this growing body of research, many previous studies
have focused mainly on identifying isolated factors or testing limited relationships among variables. Less attention has been
paid to developing an integrated hierarchical model that clarifies how behavioral, environmental, informational, analytical,

operational, and portfolio-related factors interact in the decision-making process of individual investors. Therefore, the
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present study aimed to design a decision-making model for individual investors in portfolio selection by identifying, validating,
and structurally organizing the factors that influence this process.

Methods and Materials:

This study was applied in terms of purpose and used a mixed-methods design with qualitative and quantitative
components. It was also field-based in terms of data collection. The qualitative population consisted of active individual
participants in the Tehran capital market with more than five years of continuous investment experience, experts with more
than ten years of professional experience in the stock exchange, and experienced academics in accounting and financial
management. Because the qualitative population was indeterminate, snowball sampling was used. A total of 16 experts
participated in the study until theoretical saturation was reached. Data were collected through library studies, including the
review of books, articles, theses, and dissertations, and through semi-structured interviews with experts. The qualitative data
were analyzed using thematic analysis to extract initial codes, basic themes, organizing themes, and global themes. To assess
the validity of the extracted themes, the fuzzy Delphi technique was applied in expert panels. Face validity was examined,
and the content validity ratio was used to evaluate the adequacy and relevance of the research instrument. After validating
the themes, interpretive structural modeling was used to identify hierarchical relationships among the organizing themes and
to develop the final structural model of individual investors’ decision-making in portfolio selection.

Findings:

The results of thematic analysis showed that 302 initial codes were extracted from 16 interviews. After reviewing semantic
overlaps and duplicate codes, 112 repeated codes were identified in 32 separate groups. Following the removal of repeated
items, 222 initial codes remained. From these codes, 161 basic themes were extracted. These basic themes were then
organized into 29 organizing themes and assigned to five global themes. After applying the fuzzy Delphi technique to the 26
organizing themes and 161 basic themes, approximately 24 basic themes were eliminated due to lower importance or weaker
expert agreement. Finally, 137 basic themes were confirmed by the experts. The final confirmed themes were classified into
26 organizing themes and five global themes: financial and economic factors, psychological and behavioral factors,
informational and knowledge-related factors, environmental and social factors, and portfolio-related factors. The
psychological and behavioral category included cognitive biases, bias management, negative emotions and impulsive
behavior, emotion regulation and self-control strategies, social and collective behavior, and behavioral discipline. The
financial and economic category included fundamental analysis and valuation, technical analysis and market indicators,
macroeconomic variables, risk-return concepts, and combined methods and scenario planning. The informational and
knowledge-related category included information deficiencies, integration of quantitative and qualitative data, dynamic and
multilayered analysis, structured decision-making, and management of information flow and uncertainty. The environmental
and social category included market sentiment, economic shocks and news, policy and regulatory factors, and informal social
interactions. The portfolio-related category included portfolio structuring and diversification, goal setting and portfolio
alignment with investor characteristics, trading rules and limits, periodic monitoring and revision, risk-management tools,
and crisis-related risk strategies. The interpretive structural modeling results produced a five-level hierarchical model. At the
most fundamental level were behavioral and cognitive factors, including cognitive biases, management and control of biases,
negative emotions, emotion regulation, collective behavior, and behavioral discipline. The fourth level included

environmental and macro factors such as macroeconomic variables, information deficiencies, market sentiment, economic
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shocks, policy changes, and informal information flows. The third level consisted of analytical and informational factors,
including fundamental and technical analysis, risk-return concepts, combined analytical methods, data integration, dynamic
analysis, structured decision-making, and information management. The second level included risk-management and trading-
operation factors, such as trading rules, periodic portfolio review, risk-management principles, and crisis strategies. The first
and final level consisted of outcome-related factors, namely portfolio structuring and diversification, and goal setting aligned
with investor characteristics.

Discussion and Conclusion:

The findings indicate that individual investors’ portfolio-selection decisions are not merely the result of financial
calculations, but rather the outcome of a layered and interactive process. The most important implication of the model is
that behavioral and cognitive factors occupy the deepest level of the decision structure. This means that biases, emotions,
collective tendencies, self-control, and behavioral discipline shape how investors perceive market conditions, process
information, respond to uncertainty, and implement trading decisions. Therefore, any attempt to improve portfolio-selection
quality must begin with behavioral awareness and bias management. The placement of environmental and macro factors in
the next level shows that investors’ decisions are formed within a broader market context. Economic shocks, policy changes,
market sentiment, and informal information flows can activate or intensify behavioral reactions and influence how investors
interpret analytical data. The analytical and informational level plays a mediating role by converting environmental signals
and investor perceptions into structured judgments. However, analysis alone is insufficient unless it is translated into
operational rules. This is why trading rules, periodic review, and risk-management mechanisms appear immediately before
the final portfolio outcomes. The final level of the model, consisting of portfolio structuring, diversification, and investor-
specific goal alignment, should therefore be understood as the result of all preceding levels. Overall, the study demonstrates
that effective portfolio selection requires an integrated and systematic approach. Individual investors need not only financial
knowledge, but also emotional regulation, structured information processing, disciplined trading behavior, and consistent
risk-management strategies. The model can be used by investors, financial advisors, brokerage firms, portfolio managers, and
capital-market policymakers to design decision checklists, behavioral training programs, advisory systems, risk-control tools,
and investor education frameworks. By showing the hierarchical relationships among the determinants of decision-making,
the study contributes to behavioral finance literature and provides a practical framework for improving the quality of

individual investors’ portfolio-selection decisions.
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