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Abstract: This research aimed to investigate the validity of the adverse risk and
favorable risk model with regard to psychological variables in predicting
market fluctuations in the Iranian capital market. This research was done using
the quantitative method. The statistical population in the first quantitative part
is financial and accounting investors, whose number is unlimited, and based on
the unlimited sampling of Cochran's formula, the number of 384 people was
considered. In the second quantitative part, the Interpretive Structural
Modeling (ISM) method was used to stratify and examine the causal
relationships of the dimensions, and the participants in this stage included 10
financial and stock managers with experience of 10 years or more and a
management experience of at least ten years and a specialized field. They were
selected for financial management and accounting. In this research, a
questionnaire tool was used to collect the data, and Smart PLS software was
used to analyze the data. The results of this research, using the method of
structural equations, have shown a significant relationship between the
components of unfavorable risk and favorable risk about psychological
variables in predicting fluctuations in the Iranian capital market.

Keywords: Unfavorable Risk, Favorable Risk, Psychological Variables, Market
Fluctuations.

Extended Abstract

Introduction

In the financial literature, the relationship between return and risk has
been confirmed by studies conducted by various researchers. Risk is
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one of the characteristics of return, and in other words, risk is the other side of a coin that has
return on one side. In modern financial management, the fact that return should be in a reasonable
balance with risk is one of the basic principles. It can be said that the phenomenon of risk and its
measurement is one of the most controversial topics in financial theories. Risk can be considered
the result of the lack of complete information; so that in the absence of complete certainty of
success, there is risk. According to the new definitions of risk, which are also more consistent with
investors' perceptions of risk, an increase in the return on a financial asset is not considered a risk.
The conventional definition of risk refers to any volatility that includes valuable investment
opportunities. In the new definitions and the indicators designed on their basis, only adverse
changes (those observations that are less than a certain rate of return) are defined as risks (Desineh
et al., 2022). Developing a quantitative risk measure that, while used in an optimization model
based on utility theory, also considers the desirable potential and behavioral variables of investors
will solve many of the challenges facing investors. In this study, the researcher will seek to reduce
the gap in this field by examining the effectiveness of the risk measure based on undesirable risk,
desirable potential, and psychological variables in portfolio optimization in the Iranian capital
market and introduce a model for portfolio optimization that is based on maximizing returns and
minimizing undesirable risk, which is adjusted based on personal investment preferences with the
desirable potential of that investment opportunity. In light of what has been said, the main question
of the present study is: What is the validity of the undesirable risk and desirable risk model about
psychological variables in predicting market fluctuations in the Iranian capital market?

Theoretical framework

The measurable potential loss of an investment is called risk. In Webster's dictionary, risk is
defined as the chance and probability of harm or loss and loss, and the financial definition and
amount of risk is the distribution of the probability of return of any investment. In the dictionary
of management guidance, the risk is "anything that threatens the present or future of an asset or
the ability to earn an income of a company, institution, or organization™. Weston and Brigham
define the risk of an asset as follows: The risk of an asset is the possible change in the future return
from that asset. Nichols considers the concept of risk from different dimensions and divides it
conceptually into two categories. He believes that the term risk refers to the probability of loss,
the degree of probability of loss, and the amount of probability of loss. In this regard, the risk of
risk includes both the probability of profit and the probability of loss. Pure risk only includes the
probability of loss and does not include the probability of profit, such as the probability of flooding
(Baradaran et al., 2013). Any type of investment faces uncertainties that make the future return of
the investment risky. The risk of a capital asset is because there is a possibility that the return from
the asset will be less than the expected return. Therefore, risk is the probability of the difference
between the actual return and the expected return, or we can say that the risk of an asset is the
possible change in the future return from that asset. Weston Brigham considers the risk of an asset
such as a security to be the change in the probability of the future return from the asset. Therefore,
with the measure of the dispersion of the asset's return, risk can be defined as the standard deviation
of the rate of return. So, the dispersion of possible returns from the expected return can be
calculated with variance and considered as a measure of risk (Sarabadani et al., 2024).

In a general definition, it can be stated that “the volatility of investment returns is called investment
risk.” In other words, the more the return on an investment change, the riskier the investment
(Abzari et al., 2007).
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Methodology

This research is quantitative and uses survey and questionnaire-based approaches, and an inductive
approach will be used to validate the model. Since interpretive structural model and operations
research approaches have been used, the population under study consists of managers and financial
and accounting experts. The statistical population in the first quantitative part is financial and
accounting investors, whose number is unlimited, and based on the unlimited sampling of the
Cochran formula, 384 people are considered. In the second quantitative part, the interpretive
structural modeling (ISM) method was used to level and examine the causal relationships of the
dimensions. The participants in this stage included 10 financial and stock managers with 10 years
of experience and at least ten years of management experience and their field of specialization was
financial management and accounting. In this research, a questionnaire was used to collect
research data.

Discussion and Results

The present study was conducted to validate the model of explaining adverse risk and desirable
risk concerning psychological variables in predicting fluctuations in the Iranian capital market
with a quantitative approach. The results using the structural equation method showed that the
components of adverse risk and desirable risk concerning psychological variables in predicting
market fluctuations in the Iranian capital market have a significant relationship and the model is
confirmed. In terms of confirmation components and statistical fit, all indicators were also
confirmed.

Conclusion

Using the structural equation model, a significant relationship between adverse risk
components and favorable risk has been shown concerning psychological variables in
predicting volatility in the Iranian capital market. This means that there is a valid and
significant relationship between these components and psychological variables in
analyzing market risk. Also, the model has been validated, and in terms of validation and
statistical fit, all indicators have been validated. This means that the structural equation
model is well-matched with the data under study and has the ability to predict and explain
adverse risk and favorable risks using psychological variables. As a result, this model not
only shows significant relationships between psychological variables and risk components
but also statistically fits the existing data very well and has been validated.
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