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The trend of stock market movements and changes is a window for
future economic behavior because it reflects investors' expectations
of future economic conditions. The main purpose of this study was to
identify and rank the factors affecting the forecast of stock returns in
companies listed on the Tehran Stock Exchange. The present research
raises two general questions. The first question is related to the factors
affecting the forecast of companies' stock returns. The second
question deals with the method of prioritizing effective factors and the
importance assigned to each factor? Based on the analysis of the field
of knowledge, microeconomic factors were identified and based on a
survey of experts and Delphi-fuzzy technique, the importance of the
identified factors was assessed and refined. According to the results,
among the main factors affecting the forecast of stock returns of
companies, the priority factors of dividend to price, price-to-profit
ratio, price-to-profit adjustment ratio, profit growth ratio, risk-free
return, return on distribution, fluctuation range yield, Pearson
skewness coefficient, standard skewness coefficient, elongation
coefficient, dividend ratio and average return deviation play an
important role in the order mentioned.
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EXTENDED ABSTRACT

Introduction

The trend of movement and changes in stock market returns is a window for future
economic behavior because it shows investors' expectations of future economic conditions.
The main purpose of the present study was to identify and rank the factors affecting the
prediction of stock returns in companies listed on the Tehran Stock Exchange.

A significant part of previous studies dealt with the prediction of stock returns and
showed that the basic variables of accounting fundamentals, financial ratios, accounting and
markets have appropriate predictive power. (Zhou et al., 2018). Recently, risk metrics or
indicators of volatility and dispersion of returns have also been considered as effective
factors in strengthening the power of successfully predicting stock returns, and empirical
evidence has also supported the above-mentioned issue (Wali and Fabrik, 2018; Yang et al.,
2017). Firstly, the crucial significance of the present study is that the predictability of
returns or stock prices in the Iranian capital market and effective factors were investigated.
Secondly, the existence of economic interpretation in these estimations was evaluated
based on the analysis of the estimated coefficients using the econometric approach and the
interpretation of the relationship between predictor variables and stock returns. Thirdly,
additional supporting evidence for the application of capital asset pricing models was
considered by associating the predicting relationships with subsequent movements in
production growth, which reinforces our understanding of the relationship between
financial markets and the macroeconomics.

Methodology

In this research, two general questions were raised; first, what factors affect the forecast
of companies' stock returns? And second, how is the prioritization of effective factors and
how important is each factor? Based on the analysis of the field of knowledge,
microeconomic factors were identified and based on a survey of experts and Delphi-fuzzy
technique, the importance of the identified factors was assessed and refined.

In the first step, past research conducted in the field of stock returns were reviewed
and accordingly, the determining factors in the above-mentioned field were identified.
Then, classification importance taking into consideration and refinement of the identified
factors based on the combination of Delphi persuasive opinion polling from both experts
and the method of fuzzy multivariate analysis were discussed based on the mentioned
research method. Finally, the direction of future research and practical recommendations
were proposed.

Fuzzy Delphi technique was employed to identify and screen the most significant
factors. The Delphi technique is based on the attitudes of the respondents. For this reason,
a researcher-made questionnaire including twelve effective factors was prepared using a
Likert scale and open questions in each main factor to determine if there was another factor
to be taken into account. The validity of the questionnaires was determined based on face
validity. Therefore, after questionnaire design, their appearance and ease of answering
were approved by industry and university experts, including managers and professors.
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Table 1. Summary of factors affecting stock valuation or returns (Roi and Shijin, 2018).

Description of
Measures factors Type
Current ratio, acid - test ratio, current assets ratio, net working capital, Lo .
L . Liquidity ratios
liquidity ratios
Debt payment period, current assets turnover, fixed assets turnover, assets - . <
Activity ratios =
turnover g
Equity ratio, interest coverage ratio, debt ratio, long-term debt to capital, . . 9,
- Capital ratios =3
current debt to capital -
Net income to sales, operating profit to sales, gross profit to sales, ratio of &
net income to gross profit, return on net assets (ROA), net return on equity a
L . . . ’ Profitability ratios
rate of return on working capital, rate of return on fixed assets, interest
rate to the loan
Rit —Rge = a1 +f5 (Rme —Rype) + €ix
CAPM, (1974)
Beta, or market risk premium is the difference between the market rate of Sulenik
return and the risk-free rate of return
rm or systematic risk = expected market rate of return via EPS, DPS, EPS
forecast, EPS coverage, difference between actual and forecast EPS, EPS
growth over the previous year Gourden Model
P= g While DPS= EPS*DPR
Kample-Shiller
P/E, P
/E B[S Model %
- - =
Retained earnings 2
[¢]
Walter Model <
DPDPS+(EPS-DPS)r/k =3
Pz ———— ]
Stock risk premium, size, growth opportunities Fama and French's g
three-factor Model =3
Rit —Rge = a1 +f1 (Rme —Rye) + B2 SMBic + B3 HMLi¢ + € (1993) 73
Stock risk premium, size, growth opportunities, profitability Carhartt's 4-factor
Models (1997)

Ri,t —Rﬁt = a1 +ﬁ1 (Rm,t —Rﬁ[) + ﬁz SMBi,g + ﬁ_g HMLi,t + ﬁ4 WMLI"[ + Eit

Stock risk premium, size, growth opportunities, profitability, investment

Rit —Rge = a1 +B1 (Rme —Rye) + B2 SMByc + B3 HMLie + B+ RMWc + 5 CMAic + €i

Fama and French
5-factor models
(2013)

Stock risk premium, size, growth opportunities, profitability, investment,
human capital

Rit -Rygt = a1 +B1 (Rme —Ryt) + B2 SMBic + 3 HMLi¢ + 4 RMWi¢ + 5 CMAi¢ + s
LMA;: + €i¢

Roy and Shijin's
six-factor model
(2018)

Predicted total revenue, total revenue growth rate (actual total revenue
divided by the difference between predicted and actual total revenue),
margin estimated profit, profit margin growth rate (actual profit margin to
the difference between actual and predicted profit margin), and efficiency.
(Percentage of the exchange value to the value of the company in the
previous period)

Profit and loss report
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Conclusion

This research aimed at scrutinizing factors affecting the prediction of company stock returns.
It also studied how the prioritization of effective factors was carried out and determined the
importance of each factor. The findings revealed that the main factors affecting the prediction of
companies' stock returns are the factors of profit-to-price ratio, price-to-earnings ratio, adjusted
price-to-earnings ratio, risk-free return, return dispersion, range of return fluctuation, Pearson’s
skewness coefficient, standard deviation coefficient, drag coefficient, dividend yield ratio and
average deviation of returns in order mentioned. The results of this research can be considered
in line with the research of Ananthi and Vijayakumar (2021), Ghosh and Chowdhury (2021), Low
and colleagues (2019) and Shah and colleagues (2021).
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