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Abstract

The behavioral finance perspective posits that fluctuations in security prices are significantly influenced by investors' emotional
responses, which can, in turn, affect stock returns. Understanding the sources of stock price changes is critical within asset pricing
theory, highlighting the necessity of exploring the effects of investor sentiment on stock returns. This study aimed to investigate how
investor sentiment shocks impact both normal and abnormal returns in the oil products sector of the Tehran Stock Exchange. To
measure abnormal returns, we employed the six-factor model developed by Fama and French (2018). Investor sentiment was evaluated
using the Relative Strength Index (RSI), the Psychological Line Index (PLI), trading volume, and the Adjusted Turnover Rate (ATR).
Data were collected from 12 companies in the oil products industry over a period of 1,584 months, spanning from 2010 to 2020. The
findings revealed that the influence of sentiment shocks on normal returns was more pronounced than on abnormal returns. Conversely,
the impact of normal return shocks on sentiment was initially positive but became negative over time. Additionally, positive shocks to
abnormal returns adversely affected investor sentiment, with the peak effect observed after five periods. This research enhances the
understanding of how investor sentiment shocks influence normal and abnormal returns in the oil products sector, offering valuable
insights into behavioral differences among investors.
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Introduction

The analysis of stock return behavior is one of the most significant and extensively studied areas within financial markets. Investment
returns serve as the primary motivators and rewards for investors. A critical component in estimating expected returns is predicted
earnings; thus, understanding earnings forecasts and the factors influencing their deviations is essential. Among these factors, the ability
to predict earnings for individual stocks stands out as a fundamental determinant of stock prices. Stock returns act as a primary index
for evaluating company performance, providing vital information for investors and serving as a widely used metric for performance
assessment. A decline in this index can indicate underlying issues within a company and may not accurately reflect its true performance.
One crucial factor influencing returns is investor sentiment shock. Investor sentiment encompasses beliefs about risk and return that
may not necessarily align with reality. This research aims to determine whether sentiment shocks experienced by investors affect both
normal and abnormal returns. A review of existing literature indicates that this topic has not been extensively explored, either
domestically or internationally. Addressing these gaps, this study analyzes data from 1,584 months of observations to investigate the
effects of investor sentiment shocks on the normal and abnormal returns of the oil products sector within the Tehran Stock Exchange
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(TSE).
Materials & Methods

The sample consisted of 12 companies operating in the oil products sector listed on the Tehran Stock Exchange (TSE),
encompassing a dataset of 1,584 months from 2010 to 2020. Hypothesis testing was conducted using the Vector Autoregression (VAR)
model and EViews software. Abnormal returns were measured using the six-factor model developed by Fama and French (2018), while
investor sentiment was evaluated through several indicators, including the Relative Strength Index (RSI), the Psychological Line Index
(PLI), Trading Volume, and the Adjusted Turnover Rate (ATR). The data were obtained from various sources, including Codal,
TSETMC, and financial statements, with additional information sourced from the stock exchange library. The data were subsequently
transferred to Excel and Stata software for analysis, with results presented accordingly.

Findings

The findings indicate that sentiment shocks lead to an increase in normal returns after one period, followed by negative returns in the
subsequent period. The effect of sentiment shocks on normal returns diminishes and ultimately disappears after 12 months. The
influence of sentiment shocks on abnormal returns begins positively after one period but quickly turns negative. Additionally, the
impact of investor sentiment shocks on abnormal returns wanes over time, as depicted in the diagram. Abnormal returns are initially
positive; however, after a certain period, the effect of the shock becomes negative. The influence of normal return shocks on abnormal
returns reaches zero after 12 months. A positive shock to normal returns enhances investor sentiment, while the impact of these normal
return shocks diminishes to zero within eight periods. The response of normal returns to positive shocks in abnormal returns is initially
negative but shifts to positive after three periods. Conversely, the lower graph reveals that a positive shock to abnormal returns initially
causes investor sentiment to decrease but transitions to a positive sentiment after five periods. Finally, the effects of abnormal return
shocks are expected to diminish and ultimately disappear after 12 months.

Discussion & Conclusion

The primary objective of this study was to examine the impacts of investor sentiment shocks on both normal and abnormal returns in
the oil products sector of the Tehran Stock Exchange (TSE). The findings from the first and second hypothesis tests confirmed a
positive relationship between investor sentiment and both normal and abnormal returns. The results revealed that the impact of normal
returns on investor sentiment was less pronounced than the reverse effect; however, the duration of the positive impact was longer.
These results contrast with those obtained by Sohaili et al. (2019), which indicated that the effect of investor sentiment persisted without
dissipating over the 40 periods studied. Furthermore, the third hypothesis, which posited a positive effect of normal returns on investor
sentiment, was confirmed. In contrast, the fourth hypothesis, suggesting a positive effect of abnormal returns on investor sentiment,
was rejected. Additionally, it was observed that the impact of normal returns on abnormal returns was initially positive but subsequently
turned negative, while the effect of abnormal returns on normal returns was consistently negative, leading to the rejection of the sixth
hypothesis.
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Diagram (1) Reaction of variables of normal return, abnormal return and investor sentiment to investor
sentiment innovation
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Diagram (2) Reaction of variables of normal return, abnormal return and investor sentiment to normal return
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Diagram (3) Reaction of variables of normal return, abnormal return and investor sentiment to abnormal return
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Inverse Roots of AR Characteristic Polynomial
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Diagram (4) The inverse roots of the ar polynomial
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