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Abstract

The behavioral finance perspective shows that some changes in stock prices are dependent on the emotional
reasons of investors. The emotional behavior of investors leads to returns in stocks. The purpose of this research
is to investigate the mediating effect of conservatism on the relationship between investor sentiment and excess
returns. The statistical population of the research included all the companies admitted to the Tehran Stock
Exchange, based on the conditions considered (systematic elimination method), 2767 companies were selected
during the period of 2010-2020. The results of the research hypotheses test showed that there is a negative
relationship between investor sentiment and conservatism and between investor sentiment and abnormal returns,
but the role of conservatism as a mediating variable between investor sentiment and excess returns has not been
confirmed. Changes in investors' sentiments lead to the identification of risks and opportunities related to
changes in the company's behavioral factors and provide conditions for improving the companies' performance.
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Introduction: Return is the most important issue that is taken into account in making decisions; getting
abnormal returns is one of the main concerns of investors. Since investors expect high returns, stock returns are
the most important indicators for evaluating companies' performance. When this index decreases, It isa danger
signal for the company and does not show the performance of the company at the appropriate level. If investors
do not pay attention to abnormal returns, they will face problems, And they may turn away from the company.
Shareholders consider conservatism asa monitoring method to reduce abnormal returns. Among the factors that
canaffectabnormal returns is investor sentiment, investor sentiment can be conceptualized as a belief about risk
and return that is not justified by reality. This research seeks to answer the question of whether investor
sentiment with the mediating role of conservatism has an effect on abnormal returns or not. By examining the
backgrounds, this issue has not been worked on despite the mediating role of conservatism inside and outside,
and considering the relevant limitations, 2767 companies, 377 companies from the Tehran Stock Exchange were
examined asmodels.Therefore, the purpose of this research is to investigate the mediating effect of conservatism
on the relationship between investor sentiment and abnormal returns.

* Corresponding author
Zare Bahnamiri, M.J., Sarlak, N., Balavar, S. (2024). Investor Sentiment and Excess Returns with Emphasis on
the Mediating Role of Accounting Conservatism. Quarterly Financial Accounting, 15(59): 73-92.


https://qfaj.mobarakeh.iau.ir/article-1-2733-en.html

[ Downloaded from gfaj.mobarakeh.iau.ir on 2025-08-16 |

Method and Data: In terms of dimension, this research is a developmental goal and the nature of original
research, and the method of measuring the variables is as follows: from the 6-factor model of Fama and French
(2018) to measure excess returns, and from the relative strength index (RSI), the psychologist's line index (PLI),
trading volume index (VOL) and adjusted stock turnover rate (ATR) have been used to measure investor
sentiment, as well as the Khan and Watts (2009) model for conservatism criteria. The information required for
this research is taken from the financial statements of 2767 years-companies, companies listed on the Tehran
Stock Exchange in the return 2010-2020. More than one method is used to collect information. In this research,
part of the information was taken directly from codal, tsetmc, tse, financialstatementsand another part from the
stock exchange library, and by transferring the information to Excel and Stata software, these data were analyzed
and their results were presented.

Findings: The dependent variable was investigated using two methods, cumulative average and arithmetic
average, in the arithmetic mean method, its analysis is as follows, Investor sentiment has a negative and
significant effecton abnormal returns, and in the cumulative average method, investor sentiment has a negative
and significant effect on excess returns; and the first research hypothesis is confirmed. The results of the second
hypothesis test indicate that investor sentiment has a negative and significant effect on conservatism, and the
research hypothesisis confirmed. Inthe third hypothesis, investor sentiment hasa negative and significant effect,
But conservatism does not have a significant effect on the relationship between investor sentiment and excess
returns, thus the mediation is rejected. The results of the additional test (Givoly and Hayn) are the result of the
fact that in the first hypothesis, in both methods, investors' tendencies have a negative and significant effect on
the excess return, the first hypothesis of the research is confirmed. In the second hypothesis, investor sentiment
has a negative and significant effect on conservatism, and the second hypothesis of the research is confirmed.
The third hypothesis, in the arithmetic mean method, investor sentiment has a negative and significant effect on
excess returns, and conservatism does not have a significant effect on the relationship between investor
sentiment and excess returns. In this method, the third hypothesis is rejected, But in the cumulative average
method, the conservatism variable has a significant effect on the relationship between investors' willingness and
excess returns, thus the mediation is rejected.

Conclusion and discussion: As stated, the purpose of this research is to investigate the mediating effect of
conservatism on the relationship between investor sentiment and excess returns. The result of the test of the first
hypothesis of this research is based on the negative relationship between investor sentiment and excess return, in
such a way that with the increase of investor sentiment, the company's excess return decreases. The result of this
research is contrary to the research of Jolanjad & et al (2021), Madnachi & et al (2018). The second hypothesis
of the research indicates that there is a negative and significant relationship between investor sentiment and
conservatism. This result is contrary to the research of Ge et al(2018). But in the test of the third hypothesis by
adding conservatism (mediating variable) to the model, contrary to the theoretical foundations of the research,
conservatism does not exist as a mediating variable between investor sentiment and excess returns. And the third
research hypothesis is rejected.
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