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Abstract

This study focused on measuring investors' sentiments in the Tehran Stock Exchange (TSE) and evaluating their effectiveness in predicting
future market trends. The study utilized two indices, ARMS and BSlI, to gauge investors' sentiments and their performance in predicting stock
market behavior was assessed over different (monthly, three-month, and six-month) time periods. Back-testing was employed to determine the
accuracy of these indices. The findings revealed that the success rate of the indices in predicting stock prices was higher over a six-month
period compared to shorter durations. Moreover, the BSI indicated that institutional investors tended to have a more accurate prediction
capability than individual investors. Furthermore, the back-testing results demonstrated that the ARMS index outperformed the BSI index in
forecasting stock prices. Therefore, the ARMS index, particularly over a six-month timeframe, served as a reliable indicator for predicting
investors' sentiments. This research contributes by exploring the application of back-testing on investors' sentiment indices in the stock market,
providing an optimized index and recommending an appropriate time period to enhance its predictive power.

Keywords: Invettor’” Sentiee nt,, ARMS In. e., BSI Index, Back-Testing, Tehran Stock Exchange (TSE).

Introduction

Investor sentiment holds significant importance in financial markets as recognized in the financial literature (Sun et al., 2016). The
presence of sentiment and the potential risks and costs associated with arbitraging against sentiment-driven investors (Brunnermeier &
Pedersen, 2005) may lead rational investors to deviate from standard pricing principles. Behavioral finance, in contrast, provides a
fresh perspective for studying the influence of investor sentiment on stock market returns (Baker et al., 2007; Hribar & Mclnnis, 2012).
The reality is that investor sentiment can impact asset prices, allowing swing traders to generate profits and sustain their presence in
the market over the long term (Palomino, 2016).

In Iran, several studies have examined investor sentiment and its correlation with financial and economic variables. Noteworthy
studies include those conducted by Nadiri and Panahian (2023), Jalilvand and Rostami Nowroozabad (2018), Gholami Jamkarani et
al. (2019), Muridipour et al. (2020), Gol-Arzi and Piri (2022), Dadger et al. (2023), and Jalilvand et al. (2016). Furthermore, numerous
studies have demonstrated the predictive value of investor sentiment in forecasting stock returns (Brown & Cliff, 2004; Finter et al.,
2012; Kim et al., 2019; Lee et al., 2002). In this context, the present study aimed to introduce, for the first time, a more suitable index
for measuring sentiment in the Tehran Stock Exchange (TSE), utilizing the ARMS and BSI indices. Furthermore, through back-testing,
the study evaluated the appropriate timeframe for calculating this index.
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Materials and Methods

The research was conducted from 2019 to 2023, encompassing a 5-year period. The sample comprised 380 companies listed on the
TSE, of which 279 companies were selected for data analysis and measuring sentiment indicators. For sample selection in subsequent
years, all companies admitted to the TSE before 2019 were considered, unless they were delisted from the exchange or had ceased
operations for an extended period by the end of the research period in June 2023.

The research methodology involved calculating investor sentiment indices, specifically the ARMS and BSI indices, on a monthly
basis, as well as using simple and moving average calculations over quarterly and 6-month periods. Subsequently, a backtest was
conducted to estimate the success rate of the indices for different timeframes: monthly, quarterly, and 6 months. A success rate
exceeding 50% was interpreted as a measure of success, while a rate below 50% indicated failure. In other words, when the sentiment
indicators correctly predicted the future price direction of the stocks (based on both the number and market value of the desired shares)
in the upcoming period with an accuracy of over 50%, it was considered successful; otherwise, it was deemed a failure. Finally, based
on the performance of the most effective index, a market forecast for the upcoming period was provided.

Findings

The findings indicated that the ARMS sentiment measurement index exhibited a higher success rate in predicting stock price trends
on the TSE over a 6-month period compared to 3-month and monthly intervals. This suggested that the ARMS index provided a more
accurate forecast of the stock prices of listed companies over a longer timeframe. Similar observations were made for the BSI sentiment
measurement index. Furthermore, the BSI index highlighted that institutional investors offered more reliable predictions of market and
stock price trends than individual investors.

Table 1 presents the results of back-testing the investors' sentiment indices for stocks listed on the TSE. The table demonstrates
that the ARMS sentiment measurement index outperforms the BSI in predicting stock exchange price trends. Additionally, the success
rate of institutional investors' BSI index surpasses that of individual investors' BSI index. Based on these findings, the paper
recommends adopting the ARMS sentiment measurement index as a representative measure of investors' sentiment for stocks listed on
the TSE, particularly over a 6-month period.

Discussion & Conclusion

To date, no study has addressed the issue of identifying the appropriate index, either ARMS or BSI, for measuring investor
sentiment and predicting stock price behavior. Thus, the objective of this study was to propose a suitable index for measuring investor
sentiment and market behavior based on the past approach and behavioral finance theory. Our findings revealed that the ARMS index
exhibited a higher level of accuracy in predicting stock price trends over a 6-month period. This finding supported the hypothesis that
investor sentiment has a more pronounced impact on stock prices in an inefficient or weakly efficient market, such as the Tehran Stock
Exchange (TSE). The implications of this study are twofold. Firstly, shareholders and portfolio managers can utilize the results to
construct optimal stock portfolios by considering the future price behavior of stocks listed on the TSE. Secondly, regulatory bodies,
such as the Securities and Exchange Organization and the supervision departments of the exchange, can employ these findings,
particularly the recommended index for measuring investors' sentiments over a 6-month period in conjunction with other control tools
to monitor suspicious behavior by various market participants.



[P PR PRI
VPFSAYD o OF ¥ ler d(FF) by osled cdgl ol oas5lss JLo

VeIV b VEY/ENNE 23l 53 s

iR Al
O‘J‘KQLA}« ) W e ‘5;03‘.\3‘ BE BSI jARMS ‘5\Au.a.>'-u :\m.l\lo SR

plow Cood Ly Su e S b

SLI5a,8 (oot (oo
Ol O el Ol g oy oSl ST oS3 g il 5SS o S ks 05,5 bsles]
m_rostami@iau-tnb.ac.ir

il s

U//.:J/“J/j.g.’" 4/.5/.,4 U/J{-’ J)—l} dﬂ%ﬂ/)[)/’d@/) :g_:.:’/.::yl.a o‘m'/) :L}./[,d g_:::/,:,J.A ajjfzﬂj/wu)g
esfandyari88@gmail.com

S| s 3
‘J//:"/(/‘-M‘Lb 4@){).1./_)[0 o[f«if/.ﬁ ‘ng/.&/j L;JLAQN/K:}L& 5.,(.(@'/; :JL,AC;/ ojjf/z;am" ‘;/j;‘f.)

milad.shahrazi@gmail.com
Sty u'l‘é‘-:g o

U&/:UW/ de/aLfmiJ/: :.JL.@.".;/_} ‘_;J/.)/fjb o‘m'/.} :g_:.:’/.:’J.a ajj.(i}m.m'dbfj
aligolbabaei68@yahoo.com
aJ.:$.>~

T i 55 T b e Olime 5 (6, o3l 0l Sl Glusl oo 03 OIS Gl o Slo Ll gla ol (iass ool oo iblaal
ot 8 1 e 3k S 0L 5 S S sy bl Sl el 5 by ol 53 el o b5l plem I3
el ol Bome Conlie Lol

5w oSS glaegss gl Sluli 5 eslinad BSE s ARMS (axls 55 w0 s e Ll 51 08 wle o Slules! (. Se3100 51 155,
el 0 o3lital & g3 3l 5 el ) b ge Olsme oliol (6l el 0 o VEY B AYAA o3 350 5o asbe il

wale (25 53k 53 plem ed Ls) w53 BSI S ARMS Cluleal (6 18651l (slaastls Cai go do 3 313 0L Lawdly laatily
S S A el i e OIS Gl w3 i OIS ke e das e 0L BSH jaxls el dlale 5 anloas sbao3l 51 2o
Shombin i in BSEwos ARMS [asls das e 0L 55 08wl e loles] (ot ls & 5051 my JS S e 115
Sl 6 Se3lul saulel anle is slae, g3 53 ARMS il 6, Seslll jatls ol sl ckS e &l plem e g5 3l
Sgdier e O Jlle Bl o g 53 edda pdy plew o st 55 OIS e

S eplewr L3k L3 OIS Rl Sl (6803 Gastls O a5l oo 45 38 Sl sss i SRa0% 0nl osls 5091 8

il OF s 58 a5l slaa s nlis Sla3 653 gty 5 ainge ot ls

J s bk 5
5 ARMS e ls duslie g oy (VFY) . e coinly UL ch:)@: 3 BTSN T EIY-R I L- I rpgece c:l{T‘j}‘)}S s
SYO=NFF D VY o Jlo onli 5 o> S ik plgn Cnd iy gr iy O L OIS e v Sl (6, 8o 511 55BS]

_ @IOISIO)
2383-1189 © University of Isfahan ]

EY NC ND
This is an open access article under the CC BY-NC-ND/4.0/ License (https://creativecommons.org/licenses/by-nc-nd/4.0/).

d 10.22108/AMF.2024.138304.1807


https://portal.issn.org/resource/ISSN/2423-6950
https://creativecommons.org/licenses/by-nc-nd/4.0/
https://doi.org/10.22108/amf.2024.138304.1807
mailto:esfandyari88@gmail.com
mailto:milad.shahrazi@gmail.com
https://orcid.org/0000-0003-3244-5330

VEY Sl (FF) ol o sl el oslo onjlss Jlu e Jlo i 5 alls e YA

OLe Slsle Syl ey 03l BSI axls ARMS axls OIS gl e Slulus| tlae sl guls

4adle

Glacais 5 515 Olal s ml b 5 06 o 25 53 8 53 Olal plew LI5L OVFY L AYAY L 5D a3iS Jl VY s
S10LE ooz JS e ld WTAY (6310 BTN sl e YA 5D WYAY sladlu b &S gl S 4 sl o350 |5 (305
YT G YOLVEY SO o IS el 1744 5l e 14 B VYA OLT YV 5D 1Y ot , AQ, VYT 4 Y, VSV
S A 5 VOFAYYS £ V,0Y0,F4F 51016 oy JS Lastla VFY i gonyl VE B VR OLTY D VERY 5 (e
5 &b plew Jold) 1L 55 a3 eddad s alew (Ao ) Cnn 0 VY 4 S (0500 5 Gl 06 53 Olge o 2o
Ogs s by s 4w (V) Sl sed OFY 018 s 6ol g pde) ol 035 a2 ) (m o A5 (3L 2
by 3OS g OLE s JS perle ‘um)ofjlclﬁﬁj\m‘\SM;@ Olad ySde gladle by
35 e A

VEeY G AT ladle b Olg Slalg Gyl s JS oels Ly, (V) IS
Figure (1) The trend of the total index of the Tehran Stock Exchange during the years 2011 to 2023
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Table (2) Research period based on the indicators used
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Table (3) The process of systematically removing to select a sample
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Table (4) Summary of the ARMS index
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Table (5) Summary of the BSI index
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Table (6) Final summary of ARMS and BSI indices
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