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This research analyzes the impact of investors' sentiments on the
volatility of portfolio returns for companies with difficult pricing
characteristics, compared to companies with more easily
determined pricing. Information asymmetry leads to
disagreements about pricing, making it challenging to accurately
determine the value of certain companies. Investors are expected
to be more influenced by the emotional climate when dealing
with the shares of such companies.

To investigate this, hypotheses were developed and tested
using a sample of 173 companies from the Tehran Stock
Exchange (TSE) in 2011 and 2023. The hypotheses were
examined through the formation of a stock portfolio using
monthly data. Three criteria were used to identify companies
with difficult pricing characteristics:

1. Size

2. Book-to-market ratio

3. Hliquidity

The findings indicate that investors' sentiments have an
asymmetric effect on the volatility of portfolio returns for
companies with difficult pricing characteristics compared to
companies with more predictable pricing. Specifically:

e Book-to-market ratio and illiquidity amplify emotional
influences on the portfolios of companies with difficult pricing
more than on companies with easier pricing.

e Size, however, reflects investor sentiment effects more
strongly for companies with predictable pricing than for
companies with difficult pricing.

Thus, it can be concluded that for companies with high
illiquidity and a high book-to-market ratio, investors' emotions
exert a heightened impact on vyield volatility. As a result,
investors should exercise caution and account for the emotional
market atmosphere when trading such stocks.
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1. Introduction

Investor sentiment exhibits asymmetric effects on market volatility.
During periods of optimism, disruptive trader entry increases, leading to
lower volatility. Conversely, pessimistic sentiment generates heightened
uncertainty and, consequently, greater volatility (De Long et al., 1990).
Furthermore, market inefficiencies and arbitrage limitations amplify
volatility, particularly when sentiment is negative (Aydogan, 2017; Li et
al., 2002; Piccoli et al., 2018). Baker and Wurgler (2006) observed that
firms with complex valuation characteristics—such as small size, high
book-to-market ratio, and high illiquidity—experience heterogeneous
pricing, allowing investor sentiment to play a significant role in their
valuation. Previous studies have confirmed that in certain markets,
investor sentiment disproportionately affects the volatility of newly listed
firms or those exhibiting characteristics associated with valuation
uncertainty (Baker & Wurgler, 2006; Piccoli et al., 2018; Kumar & Lee,
2006).

Based on these findings, the core research question is: How does
investor sentiment influence the returns of companies with
valuation complexities compared to those without?

2. Research Hypotheses

This study examines the following hypotheses:

1. Investor sentiment has a greater impact on the volatility of
portfolio returns for firms with small size (complex pricing) than for
larger firms.

2. Investor sentiment has a greater impact on the volatility of
portfolio returns for firms with high illiquidity (complex pricing) than for
firms with low illiquidity.

3. Investor sentiment has a greater impact on the volatility of
portfolio returns for firms with a high book-to-market ratio (complex
pricing) than for firms with a low book-to-market ratio.

3. Research Method

This study is applied in terms of research purpose. It employs a
quantitative approach and follows a descriptive-correlational
methodology with regression analysis, aligning with positive research
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principles.

The statistical population consists of all companies listed on the
Tehran Stock Exchange during the 2013-2014 period, with a sample of
173 firms.

o Firm size is estimated using the logarithm of the company's year-
end market value of shares.

e The book-to-market ratio is calculated by dividing a company's
book value of common shares by its market value.

« llliquidity is measured using Amihud's illiquidity metric.

To determine the impact of investor sentiment on volatility,
regressions are performed using GARCH models, with return changes in
selected portfolios as the dependent variable. The two regression models
applied are:

(1) $$\sigma_{c t} =a 0 + \beta_3 Sent_t + \beta 4 PU_t + \beta 5
EC_t + \epsilon_t$$

(2) $$\sigma_{c_t} = a 0 + \beta_3 Sent_OPt + \beta_4 Sent_PEt +
\beta_ 5 PU_t +\beta 6 EC t + \epsilon_t$$

4. Research Findings

o Hypothesis 1: A significant positive relationship exists between
investor sentiment and the volatility of firms with a small size (complex
pricing), as well as firms with large size. However, Paternoster test
results indicate that investor sentiment has less impact on firms with
complex pricing. Thus, Hypothesis 1 is rejected.

« Hypothesis 2: Investor sentiment has a significant impact on firms
with high illiquidity (complex pricing) compared to those with low
illiquidity. Paternoster test results confirm this difference, supporting
Hypothesis 2.

« Hypothesis 3: A significant positive relationship exists between
investor sentiment and the volatility of firms with a high book-to-market
ratio, as well as those with a low ratio. However, Paternoster test results
indicate a greater effect on firms with a low book-to-market ratio,
confirming Hypothesis 3.

5. Discussion and Conclusion
This study examines the asymmetric effect of investor sentiment on
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market volatility, particularly among firms with valuation complexity.

« Findings contradict prior research regarding firm size, suggesting
that the size criterion may be an ineffective measure of pricing
complexity in Iranian markets.

o However, book-to-market ratio and illiquidity proved to be
significant indicators of pricing complexity, aligning with previous
studies.

For future research, alternative sentiment measures—such as closed-
end fund discounts—should be explored to assess their effect on Tehran
Stock Exchange volatility

Keywords: Investor Sentiment, Portfolio Volatility, Information
Asymmetry, Difficult Pricing Characteristics, Stock Market Behavior.
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