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ABSTRACT

From the perspective of stock market, the company's profitability expectations can have
different effects on investors’ predictions i.e. about the company’s future profit and return in
proportion to the level of their expectations. As the topic indicates, this study intends to
investigate the stock market reaction to the seasonal profit behavior of high-tech companies
listed on the Tehran Stock Exchange. In order to study the subject matter based on the
regression model of combined data, during 2007-2018 period, data of 240 high-tech companies
listed on the Tehran Stock Exchange were collected and used to test research hypotheses. The
first hypothesis indicates the possibility of the information content modeling of quarterly
earnings based on the expected profits path. Therefore, unexpected earnings can negatively
affect the first earnings forecast. The second hypothesis is confirmed based on the fact that the
investors’ behavior in the market can be modeled by examining the path of expectations
created about companies’ profits. According to economic analysis and behavioral economics
discussions, quarterly profits in high-tech companies have the greatest impact on the
development of intellectual property in the company. The results of the research as a whole
indicate this issue and state that the expected profit path drawn in this research affects the
adjustment of the predicted profit and the behavior of investors.

Keywords: quarterly profit announcement, profit information content, stock market
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INTRODUCTION

After the research of Ball and Brown, many studies were conducted in an attempt to
examine and test between accounting numbers and companies' stock prices and
returns, and led to the development of this field of market research. In fact,
subsequent researches in this domain could largely improve the methods of
measuring profits and stock returns and used statistical methods to explain their
relationship. Many criterions were used in these researches, and generally profit and
return were homogenized through pricing or another variable, hence; unexpected
profit and unusual return were used more in these researches. Empirical evidence
from these studies also suggest that unexpected profits explain only a small amount
(less than 5%) of changes in returns. Therefore, the information content of companies'
profits is less than expected, which is probably due to the random step behavior and
the quarterly profits announcement. Stock market reactions differ from advertisement
and news, and in some cases, are not rational, leading to anomalies such as over- or
underpricing. Overreaction and under-reaction occur when people set prices more or
less than the actual amount based on new information. One of the main reasons for
this is the quantitative and qualitative information available to major market players
(Pearson, Sulaeman and Titman, 2018).

PURPOSE

The paper intends to investigate how the announcement of quarterly profits leads to
the provision of information signals to predict future profit expectations from the
perspective of investors and analysts. The study will also address the issue of
whether or not the expected path of current quarterly profits can reflect the future
return of the company's stock.

METHODOLOGY

Based on the accomplished researches, the conceptual framework of the present
study is shown in the above figure. In general, previous researches were analyzed
based on internal or external criterion, while in the holistic and optimal view,
centralized and integrated vision can greatly help an organization achieve its goals.
The present study is descriptive in terms of its purpose and correlational in terms of
nature and method. It is a type of applied research given that this can be used in the
decision-making process of investors. Here, to collect data and information, first the
library method has been used meaning the theoretical bases of the research are
gathered from specialized Persian and Latin books and journals. Then, data were
also collected from statistical and digital archives of the Tehran Stock Exchange
Organization and its official website as well as other related websites.



FINDINGS

The first hypothesis of the research states that the information content of quarterly
profits can be modeled by examining the expected profit path of companies. As can
be seen in the table, the probability level of the profit variable is equal to 0.0059 and
considering that it is less than 5%, the first hypothesis is confirmed. The second
hypothesis states that the behavior of investors can be modeled by examining the
expected path of companies' profits. As can be seen in the table, the probability level
of the profit variable is equal to 0.0162 and considering that it is less than 5%, the
hypothesis is confirmed.

Based on the results of approximation of patterns, it can be concluded that the
research patterns are significant because the amount of probability error level
related to F data is less than 5%. As a result, the significance of the model is accepted
at the 95% confidence level. Also, according to the amount of the camera-Watson
patterns, it can be concluded that the research patterns do not have the correlated
problem.

CONCLUSION

Behavioral economics is compiled to encourage the emerging discrepancy between
the efficient market hypothesis and reality, deeper psychology-focused insights as
an important factor in financial theory. Due to the integration of different scientific
knowledge, behavioral economics better explains market anomalies and financial
behavior of individuals. The theoretical assumption of the labor market believes
that investors set fair prices while competing for big profits. In order to better
understand individual financial behavior, behavioral theory of psychology,
sociology and anthropology is applied. An efficient market is associated with the
theory of logical expectations, including the evaluation of all information related to
property. However, if there are many irrational investors and their financial
behavior is not correlated and their transactions are unreliable and have impact on
prices, these are outcome of a very poor assessment of the impact of unsuitable
investors in the market. If investors are irrational, their financial decisions set
prices, although they do not change the value of financial assets. As a result, rational
investors can sell very valuable assets or buy low-value ones, and thus make a profit,
as long as the price of the valuable asset converges.

NOVELTY

With regard to research findings, board of directors should pay more attention to
conservative practices because, in case of non-implementation of related
procedures, it will take longer to determine the performance consequences.
Companies need to be aware of the risks and opportunities associated with changes
to the behavior of investors because they may provide an opportunity to improve
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performance, reduce risk, or delay the negative consequences of investment. In
other words, considering the effect of fluctuations in behavior on the expected
profit pattern increases the quality of the standard pattern. Current profit patterns
are based on the assumption that investors' expectations are determined through
corporate factors at one point of time and the cohesion and resistances effective on
them are not considered.
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REV = Last Firms’ forecast of quarter q earnings
— First Firms’ forecast of quarter q earnings

1. earnings expectation path
2. Sign of the Forecast Revision (REV)
3. Sign of the Earnings Surprise (SURP)
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