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Introduction

With the availability of detailed data on stock market transactions, research into
the behavior of factors affecting the stock market, including both individual and
institutional investors, has garnered more attention than ever before. This area has
become one of the most debated topics in finance since the pioneering study by
Cootner in 1962. Beyond identifying the key drivers of stock returns, it is crucial
to determine the best models for predicting the future dynamics of the stock
market. The importance of forecasting in financial markets has long been
recognized, and with the growing complexity and development of these markets,
this importance has only increased (Kaviani et al., 2020). Theoretical foundations
generally agree that a combination of financial and macroeconomic variables can
aid in predicting stock returns. Most studies in this area, particularly those
focusing on the U.S. stock market, highlight the predictive power of these
variables. Financial variables such as cash flow returns, the book-to-market value
ratio, and asset size are frequently associated with stock returns (Gupta et al.,
2014). Additionally, some research has emphasized a smaller set of
macroeconomic variables (Dahmene et al., 2021). In recent years, numerous
studies have been conducted in Iran (Badri & Davallou, 2015; Abbasinejad et al.,
2017; Gorjipour et al., 2021; Hatamerad et al., 2023), suggesting that if stock
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returns can be reliably predicted using these variables and models, it would create
more stable conditions in the stock market (Kaviani et al., 2020). Overall, the
ability to predict stock returns has significant implications for investment
decisions and strategies, as well as for understanding fundamental concepts such
as market efficiency. Extensive empirical research has explored the predictability
of stock returns (Campbell & Thompson, 2008), with many studies highlighting
the superior estimation power of nonlinear models over linear ones (Dahmene et
al., 2021; Doryab & Salehi, 2018).

Methodology

In terms of its practical purpose, this research falls under the category of
descriptive-correlational studies. Regarding data collection, it is classified as post-
event research. The necessary data, covering the period from 1991 to 2022, were
obtained from the databases of Iran, the Central Bank of Iran, and the World Bank.
The analysis involves regression models in both linear and nonlinear forms.
Results and Discussion

The results of the hypotheses indicate that the nonlinear relationship between all
independent and dependent variables is U-shaped. According to the analysis of
the linear model, in the short term, risk aversion, monetary shocks, and investor
sentiment have a significant negative effect on stock market index returns. In the
long term, the findings reveal that only monetary shocks have a positive and
significant effect on the performance of the Tehran stock market index.
Conclusion

Based on the findings of this research, it is recommended that analysts, investment
company managers, and investment fund managers place greater emphasis on the
emotional tendencies of investors, as these are crucial factors influencing stock
returns and market dynamics.

Keywords: Monetary shock, Risk aversion, Investor sentiment
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