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Abstract: 
Classic finance believes that stock price changes are related to systematic changes in the 

company's intrinsic values. However, recent research shows that behavioral factors play a very 

important role in determining stock prices and returns of investors, one of these behavioral 

patterns is noise trading. The purpose of this study is to investigate the effect of unsystematic 

risk fluctuations on noise transactions. 

   For this study, we use the random variance of the capital asset pricing model-disrupted 

unit as a measure of unsystematic risk fluctuations and for measuring noise trading We used a 

comparison of  company market value with industry companies the average market value. The 

research sample included 92 companies listed in the Tehran Stock Exchange during the period 

of 2011-2016. 

      The result of the test the hypothesis of the research showed that the relationship 

between unsystematic risk fluctuations and noise trading using is positive and significant and 

thus unsystematic risk fluctuations can be used as a criterion for detecting noise trading. 
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Introduction 

Investing is an essential and vital factor for the growth and development of 

each country. In order to provide the funds needed for this investment, there 

must be a number of sources for financing capital. 
The best source for providing capital is the retention of the people of a 

society. The stock exchange is the best mechanism that allows the use of 

postpayments in the production sector. Thus, the stock market, on the one 

hand, pushes the waves back to development and production, and on the other 

hand satisfies the financial needs of companies (Shafizadeh, 1996). 

Classic financial theory states that stock prices in financial markets 

represent the fundamental value of stocks and reflect the current value of future 

cash flows. Based on the market-efficient hypothesis, investors have rational 

behavior, which means that they process all available information and seek to 

maximize the expected utility (Talangi, 2004). 
However, evidence suggests that investors do not use quantitative methods to 

determine stock values. Judgments are based on mental imaginings and 

unscientific information and psychological and emotional conditions in the stock 

exchange. Emotional variables formed based on cognitive constraints examine the 

psychological conditions of stock market participants. (Chen et al., 2010). 

Behavioral Finance is one of the studies that have expanded rapidly in this 

regard, examining the process of investor decision making and their response to 

different financial market conditions. One of the founders of this area is Daniel 

Kahainman's famous financial psychologist (Shahr Abadi and Yousefy, 2007) 

The behavioral financial perspective shows that some of the price changes 

in the securities have no fundamental reason, and the emotional tendency of the 

investor plays an important role in determining the prices. (Kim, 2010). 

One of the most important issues in the field of behavioral finance is the 

noise traders, which creates major problems for the market efficiency 

hypothesis. Because noise traders mislead the intrinsic value of the stock 

(derived from the valuation equations) and their market value. However, it is 

necessary to note that the noise traders themselves prevent investors from 

benefiting from the ineffectiveness of the market (Black, 1986) 
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Literature review Related to Unsystematic Risk Fluctuate 

By referring to different scientific sources, several definitions of risk can be 

found. Risk is a term that is generally negative in the minds of the public and 

refers to conditions that should be avoided. For example, in Webster's 

dictionary, risk is defined as "exposure to danger or incident..  

Weston and Brygham write in the definition of asset risk: "The risk of an 

asset is the probable change in the future returns on that asset" 

Therefore, considering the total definitions above, the risk can be defined as 

follows: 
 Risk is the likelihood of a change in the benefits and benefits foreseen for a 

decision, an event, or a future state. 
Over time and doing different researches, researchers found many of the 

movements and nuisances in financial markets that were not justified by 

efficient market theories. This led to the emergence of a behavioral revolution 

in financial discussions with the article "Kahneman" and "Tversky" in 1979. 

Theories and financial theories, according to this approach, have pointed out 

that investment decisions are not only influenced by economic indicators and 

rationality, but also other factors have a significant effect on their behavior and 

their decision types (Borji Dolatabadi, 2008). 

In fact, behavioral finance is a branch of behavioral science that examines 

financial issues from a scientific, social and wider perspective, including 

attention to psychology, sociology, and the elimination of rational and logical 

fiscal frameworks of classical finance. 
Noise traders are often referred to as irrational investors who have a false 

and irrational belief in future returns of risk assets and respond to noise 

information that has nothing to do with future cash flows (Abbasian and 

Farzanegan, 2011). 

The existence of Noise traders can potentially affect many market forces, 

such as feedback trading (Kuraw, 2008), price bubbles (Diang et al., 1990), 

excessive volatility (Schiller, 1981). 

For the first time Kyle (1985) introduced the term noise into the literature of 

finance and economics. Kyle states in the definition of the word noise means 

that the effect of a large number of small factors is much stronger than the 

effect of a few of the larger factors. 
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Kyle mentions noise traders as traders who trade without regard to stock 

fundamental information in a random fashion. 
Kyle believes that not all demand changes seem rational, and some are 

responses to changes in expectations or feelings that are not fully justified by 

information. Such a change can be a response to a false signal that investors 

believe to provide information about the future period, while such information 

is not transmitted to a completely rational model. For such investors, Kyle has 

used the term noise traders. 
Mork et al. (2000) have shown that stock prices in weak economies are 

shifted more consistently comparing to strong economies, due to the shortage 

of fundamental active analysts in weak economies as well as the widespread 

impact of political events Extensive and on all stocks of companies in the 

market. 
Those، fluctuations in unsystematic risk, unrelated to fundamental stock 

changes, signaled the risk of noise traders. In addition, they believed that with 

any price changes in the stock of companies, the position of the arbitrage was 

created and the stock price returns to its fundamental value. 
Levin and Zajek (2001) showed that noise traders, in contrast to 

arbiteragers, are grouped in accordance with a mutual actions, trends, or 

emotions. For example, some noise traders believe that they have more 

information than the rest of the traders, who call them “Naive traders", and 

they can buy precious-bubble stocks and to sell these trades at a higher price 

and get a profit from this place. Of course, this type of behavioral bias will lead 

to failure in the end, and eventually the market share price will return to its 

fundamental value. 
Kaliva & Koskinen (2007) in their study of the causes and manner of 

identifying asset price bubbles in the financial markets showed that there was 

an acceptable explanation for the fact that stock prices deviated from its 

fundamental value and It is noise trading. 
 

Research hypotheses 

In order to identify the noise trading, the first hypothesis is expressed as 

follows: 
- The relationship between unsystematic risk fluctuations and noise trading 

is positive and significant. 
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In this field, another discussion is that there is relationship between 

fluctuations in market returns and noise trading, in other words, market 

fluctuations may increase noise trading, and thus we must identify the 

relationship between fluctuations in market returns and noise trading. 

Therefore, the second hypothesis is considered as follows: 
- The relationship between volatility of market returns and noise trading is 

positive and significant. 
If the first hypothesis is confirmed, in the study of the relationship between 

unsystematic risk fluctuations and noise trading, the effects of fluctuations in 

market returns should be moderated and only the relationship between 

unsystematic risk fluctuations and noise trading should be studied. For this 

purpose, the third hypothesis is as follows: 
- The relationship between unsystematic risk fluctuations and noise trading 

is positive and significant by adding a market volatility as a control variable. 
 

Research Methodology 

This paper describes the relationship between unsystematic risk fluctuations 

and noise trading is positive or not. Therefore, the present research is 

descriptive-correlative research and the combined data is used for this purpose. 
From the point of view of reasoning, it is also classified as inductive 

research, because in this research findings based on the sample are generalized 

to the whole society. 
As mentioned, this research seeks to answer the question of whether 

unsystematic risk fluctuations are capable of showing the effect of noise 

trading. 
To answer the above question, as well as to test the hypotheses of this 

research, first, the relationship between unsystematic risk fluctuations and 

noise trading is investigated and then we examine the relationship between 

market fluctuations and noise trading, and finaly we investigate the relationship 

between unsystematic risk fluctuations and noise trading with controlling the 

return on the market fluctuations. 
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Unsystematic risk fluctuation variable 

In this research, we use    (the random error variance) of the below 

equation, as the independent variable of the research and representative of 

unsystematic risk fluctuations, is used. 
             

  : Monthly return on share i relative to risk-free return; 
In this research, we used the interest rate of mosharekat sukuk as a risk free 

return rate. 
 : Beta 

  : Surplus market returns relative to risk free return 

  : Random error factor 

In order to calculate the   variable, we used the below formulla: 

    
       (         )  (             )

             
 

We have the following: 

     Stocks return i on day t 

    Stock price i at the end of day t 

      Stock price i at the beginning of day t 

    Is the dividend's share of i at the end of day t 

     Percent increase in capital from the claims and cash 

    Percentage increase in capital from the place of stock holding 

    The nominal amount paid by the investor for raising capital 

For calculating market return, we use brlow formula: 

              (                             )                 

We have the following: 
             : Market index at the end of the day 

                Market Index at the beginning of the day 

β: beta indicates the sensitivity of the yield fluctuations of securities in 

compare with fluctuations in market portfolio yields and results from the 

division of covariance of securities portfolio returns with market return on 

market portfolio yield variance. 
 In this way, the beta corresponding to the market for each share is obtained. 

   
   (     )
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In this step, the regression of the above-mentioned variables is performed 

according to the equation below and we obtain the independent variable of the 

random error fraction   . 
             

To calculate the variance of a random error, we also use the following 

equation: 

   
    

  (
   
 

  
 
) 

   
 : The variance of a random error factor 

  
 : Variance of excess stock i return versus risk-free returns 

   
 : Covariance between excess returns per share and market surplus 

returns 

  
 : Market Risk Output Variance versus Risk-free Return 

In this research, noise trading has been used as a dependent variable. 
To estimate the noise-trading variable, the following criteria are used: 
               

          (       )  (Aabo et all, 2017) 

        : The market value of corporate equity and debt 

 (       )  : The result of the company's sales multiple in the middle of the 

ratio (
        

    
)of the company's activity industry 

In addition, to prevent the effects of other variables on noise trading, we use 

the following variables as control variable: 
Size:  

In the present study, the size, logarithm of the value of the company's total 

assets is considered.  

Leverage:  

Indicating how much of the assets is provided from the place of debt and 

how much equity is available. In this research, we use the ratio of debt to the 

company's assets to calculate it. 
Profitability:  

In this research, we use return on asset (ROA) as a profitability criterion. 
 

Statistical population and research sample 

The statistical population of this study is all companies accepted in the 

Tehran Stock Exchange between 2011 and 2016. 
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In this study, the following filters were considered to increase the ability to 

compare companies in the sample, and companies that could not pass these 

filters removed from Sample. 
1- To increase the comparability of companies fiscal year, they will end in 

March, 
2- During the period from 2011 to the end of 2016, they did not change 

the fiscal year or change of activity, 
3- The companies in the research period have continuous activity and have 

no more than three months to stop trading, and 

4- Because the nature and operations of financial companies (financial 

intermediation, investment, etc.) are different from other companies, they are 

not part of these companies. 
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Research findings 

Results from the first hypothesis 

 
Results from the second hypothesis 
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Results from the third hypothesis 

 
Conclusion  
The present study seeks to investigate the relationship between unsystematic 

risk fluctuations and noise trading in order to detect Noise with unsystematic 

risk fluctuations and respond appropriately. The results of the test of the first 

hypothesis indicate that, with increasing unsystematic risk fluctuations, noise 

trading also increase, because according to the results from the first model, 

which was tested on the basis of the hypothesis, the coefficient (17.14) 

indicating the effect of unsystematic risk fluctuations on noise trading were 

positive and significant. In other words, with increasing unsystematic risk 

fluctuations, noise trading also increase. 
     The results obtained from the first hypothesis test are completely logical 

in terms of theoretical and empirical foundations in the subject area of the 

current research. For example, De long et al. (1990) found noise traders 

believed they had important information that affect price and, in fact, noise 

traders prevented distortions from market efficiency and make the deviation of 

stock prices from their fundamental values. Usually, when the stock market 

bubble is formed, the severity of the effect of such traders has increased. 
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According to the results, the relationship between company size and noise 

trading (0.087) is positive in contrast to expectations. In other words, it was 

expected to show more noise trading in smaller companies, but according to 

the results of this model, traders have been more noisy in large companies, and 

with increasing size companies have increased their noise trading during the 

review period. 
The relationship between the debt ratio and the noise trading (-29.57) is 

negative and significant, meaning that noise trading are seen in companies with 

higher debt ratios and noise traders tend to look for companies with low debt 

ratios. 
Also, the relationship between profitability of the company and noise 

trading (0.25) is positive and significant, which means that with increasing 

profitability of the companies, the noise trades on their stocks have also 

increased, and in fact the noise traders Most have been active in highly 

profitable companies. 
As discussed in the review of the goals and hypotheses of the research, 

based on the second hypothesis, it was expected that with the increase of the 

fluctuation of market returns, noise  trading would also increase, so the 

prediction in this study was through The following hypothesis was tested: 
"The relationship between fluctuations in market returns and noise  trading 

is positive and significant..  

Based on the results of fitting the model of the second hypothesis of the 

research, it can be claimed that the relationship between market returns and 

noise trading (0.04) is positive and significant, And this means that Noise will 

also increase when market volatility  incresing. 
To prove the third hypothesis, the relevant test was performed and it was 

found that the relationship between unsystematic risk fluctuations and noise  

trading (14.49) is positive and significant, that means, with the increase of 

unsystematic risk fluctuations, noise  trading also increase  .  

The relationship between market volatility and noise  trades (0.032) is 

positive and significant. In other words, with increasing market volatility, noise  

trading also increase. 
The relationship between the size of the company and the noise  trading 

(0.09) in contrast to expectations is positive. In other words, it was expected to 

show more noise  deals in smaller companies, but according to the results of 
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this model, traders have been more noise in large companies, and with 

increasing size Companies have increased their noise  trading during the 

review period. 

The relationship between debt ratio and noise  trading (-29.97) is negative 

and meaning that noise  trading are seen in companies with lower debt ratios 

and noise  traders tend to look for companies with low debt ratios. Also, the 

relationship between profitability of the company and noise  trading (0.198) is 

positive and significant, which means that with increasing profitability, the 

companies reviewed the noise trades on their stocks has also increased. 

  



133 

 

Studing the relationship between unsystematic risk fluctuations … 

 

References: 

1- Aabo Tom, Pantzalis Christos, Chul Park Jung (2017),” Idiosyncratic 

volatility: An indicator of noise trading? “ Journal of Banking and Finance, 

volume 75, 136-151 

2- Azar, Adil, Momeni, Mansour (2013), Statistics and Application in 

Management (Vol. 1 & 2), Publishing, Tehran. 
3- Ahmadpour, Ahmad, Rasekhi, Saeed, Nasiri Ghalesari, Seyyedeh 

Zahra, The Effect of Information Quality on Liquidity Risk, Accounting 

Knowledge and Management Audit, 2 (5), 85-98. 
4- Aflatooni, Abbas (2013), Statistical Analysis with EViews in 

Accounting and Finance Research, Terme Publishing House, Tehran. 
5- Borji Dowlat Abadi, Ibrahim (2008), Financial Behavior; Paradigm 

Governing the Financial Markets, Tadbir Monthly, 19 (191). 

6- Pumpin, Michel M, (2009), Behavioral Financial Knowledge and Asset 

Management, Ahmad Badri Translation, Kayhan Publications, Tehran. 
7- Talangi, Ahmad (2004), The Confrontation between New Financial and 

Financial Behavior Theory, Financial Research, 6 (1), 3-26. 
8- Tafazoli, Fereidoun (1999), Macroeconomics: Theories and Economic 

Policies, Publishing, Tehran. 
9- Tehrani, Reza, (2011), Financial Management, Shah Danesh 

Publication, Tehran. 
10- Johnson, Berke, Christensen, Lori (1391), Research Methodology in 

Educational Sciences: Quantitative, Qualitative, Interdisciplinary, Translated 

by Ali Akbar Khosravi Babadi, Kambiz Ossaneh, Moharam Aghazadeh, Third 

Edition, Aijiz Publishing, Tehran. 
11- Haydarpour, Farzaneh, Farhangzah, Farhangzadeh, Yardah, Mehrabi, 

Maryam, The Effect of Emotional Orientation of Investors on Stock Returns, 

Journal of Financial Knowledge, Securities Analysis, 6 (17), 1-13. 
12- Hafezienia, Mohammad Reza (1395), Introduction to the Research 

Method in Humanities, Department of Publications, Tehran. 
13- Khaki, Gholamreza (2011), Research Methodology with a Thesis 

Approach, Reflection Publication, Tehran. 
14- Raei, Reza, Talangi, Ahmad (2004), Advanced Investment, Tehran, 

Iran. 



134 

 

Iranian Journal of  Finance 

15- Raei, Reza, Saeedi, Ali (2004), Fundamentals of Financial Engineering 

and Risk Management, Tehran, Iran. 
16- Sarmad, Zohreh, Bazargan, Abbas, Hejazi, Elaheh, Research Methods 

in Behavioral Sciences, Tehran, Iran. 
17- Suri, Ali, (1393), Econometrics (Advanced): volumes one and two, 

publication of cultural science, Tehran. 
18- Shafizadeh Ali, (1996), Relationship Between Systematic Risk (Beta) 

and Stock Returns in Tehran Stock Exchange, Master Thesis, Faculty of 

Management, University of Tehran. 
19-  Shahr Abadi, Abolfazl, Yousefi, Raheleh (2007), Introduction to 

Behavioral Finance, Quarterly Journal of Tehran Stock Exchange, 2007 (69), 

pp. 33-24. 
20- Samadi, Saeed, Vaez Barzani, Mohammad Ghassemi, Mohammad Reza 

(2009), Behavioral Analysis of Price Bubble Formation in the Capital Market 

(Tehran Stock Exchange, 1997-76), Economic Research, 10 (4), 273 -297. 
21- Abbasian, Ezzatallah, Farzanegan, Elham, Nasir Islami, Ibrahim, 

(1394), Uncertainty of price bubble in Tehran Stock Exchange: Limitation 

Approach in Arbitrage, Quarterly Journal of Economic Research, 23 (76), 75 -

92 

22- Abbasian, Ezzatollah, Farzanegan, Elham (2011), The behavior of 

traders in noise  and bubble trades in the stock market, Journal of Economic 

Research, 46 (3), 133-153. 
23- Ezzati, Morteza, (2010), Research Method in Social Sciences: 

Application in Economic Issues, Nour Alam Publications, Tehran. 
24- Nabavi, Behrooz (1350), Introduction to the Research Method in the 

Social Sciences, Publication of the Institute of Accounting, Tehran. 

25- Black, F. (1986), “Noise”. The journal of finance, 41(3), 528-543.  

26- Chicken, J. C., & Chicken, J. C. (1994), “Managing risks and decisions 
in major projects” (pp. 5-13), London: Chapman & Hall.  

27- De Long, J. Bradford, et al, (1990) “Noise trader risk in financial 
markets”, Journal of political Economy, 98(4), 703-738.  

28- Dilip Abreu and Markus K. Brunnermeier, (2003), “Bubbles And 
Crashes” Econometrica, Vol. 71, No. 1, 173–204. 

29- Dontoh, Alex, Radhakrishnan, Suresh, Ronen, Joshua, (2004), “The 
Declining Value-relevance of Accounting Information and Non–Information-



135 

 

Studing the relationship between unsystematic risk fluctuations … 

 

based Trading: An Empirical Analysis”, Contemporary Accounting 

Research, Vol. 21 No. 4, pp. 795–812. 

30- Hommes, Cars & Florian, O. O. Wagener (2009), “Complex 
Evolutionary Systems in Behavior Finance”, In: Hens, T, Schenk-Hoppé, K.R. 

(Eds.), The Handbook of Financial Markets: Dynamics and Evolution. 

Academic Press: Amsterdam. 

31- Kaliva, Kasimir & Koskinen, Lasse, (2007), “Stock Market Bubbles, 
Inflation and Investment Risk”, International Review of Financial Analysis, 

17,592-603. 

32- Kim, T., & Ha, A, (2010), “Investor sentiment and market anomalies”, 
23rd Australasian Finance and Banking Conference. 

33- Kurov, A. (2008), “Investor sentiment, trading behavior and 

informational efficiency in index futures markets”, Financial Review, 43(1), 

107-127.  

34- Kyle Albert (1985) “continues auction and insider trading”, 
Econometrica, vol 53 .no 6. 

35- Komaromi, Gyorgy, (2004), “which Stock Market Fluctuations are 
Bubbles?”, Research in Economics: Aims and Methodologies, 2nd PhD 
Conference in Economics Pavia, Olaszorsza, 23-25. 

36- Levin, Sheen & Zajac, Edward.J, (2006), “the Social Life of Financial 
Bubbles”, Institutional Theory Conference, 2-10. 

37- McMillan, David, (2007), “Bubbles in the Dividend–Price Ratio? 

Evidence from an Asymmetric Exponential Smooth–Transition Model”, 
Journal of Banking and Finance, 31, 787-804. 

38- Mei-Chen Lin, (2010), “The Effects of Investor Sentiment on Returns 
and Idiosyncratic Risk in the Japanese Stock Market”, International Research 

Journal of Finance and Economics, vol 60, pp 29-43.  

39- Pontiff  Jeffrey, (2006), “Costly arbitrage and the myth of idiosyncratic 
risk”, Journal of Accounting and Economics, 42,35–52. 

40- Morck Randall, Yeung Bernard, Wayne Yu, (2000) “The information 
content of stock markets: why do emerging markets have synchronous stock 

price movements?”, Journal of Financial Economics, 58, 215-260. 

41- Roll, R., (1988),” R 2”, Journal of Finance, 43, 541–566. 



136 

 

Iranian Journal of  Finance 

42- Shiller, Robert, J. (1981), “do Stock Prices Move too much to be 

justified by Subsequent Changes in Dividends?”, American Economic 

Review, 71, pp. 421-736. 
43- Shleifer, Andrei & Lawrence, H. Summers (1990), “the Noise Trader 

Approach to Finance”, Journal of Economic Perspectives, 4(2), pp. 19-33. 

44- Shleifer, Andrei & Vishny, Robert (1997), “the Limits of Arbitrage”, 

Journal of Finance, 52, 35-55. 

45- Smith, Vernon L.; Suchanek, Gerry L. and Williams, Arlington W, 

(1988), "Bubbles, Crashes, and Endogenous Expectations in Experimental Spot 

Asset Markets." Econometrica, 56(5), pp.19-51. 

46- Taylor, Mark & Helen, Allen (1992), “the Use of Technical Analysis in 

the�Foreign Exchange Market”, Journal of International Money and 

Finance, 11, pp. 304–314. 

 

 

 

 

 

 


