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Abstract

Objective: Investors which enter the capital market, seek to find ways and try to formulate and
apply strategies that can win in the market and earn additional returns. This view is in direct
opposition to the market efficiency hypothesis; Because the efficient market hypothesis states, there
is no specific trend and pattern in the performance of securities prices, and the behavior of prices
is random and unpredictable. According to the efficient market hypothesis, portfolio performance
is independent of its past performance; But in the trading strategies of acceleration, one tries to
predict the future performance by using the past performance and create additional returns. Based
on the hypothesis of an efficient market, acceleration trading strategies are among the anomalies
and exceptions of the capital market, which are used to take advantage of the serial correlation in
the yield of securities. There are different types of momentum trading strategies. Profit acceleration
and momentum strategies are two of the most widely used acceleration trading strategies.

In this regard, the concept of deviation from financial leverage to the average is one of the factors
that can affect this abnormality of the capital market. Deviation from the financial leverage to the
average means that the changes in the financial leverage have a deviation towards the average
regardless of the financing decisions and the existence of the target financial leverage. Deviation
from financial leverage to the mean seems a surprising concept at first sight; But the explanation
of this issue is very simple; Because there is a rationale for why the average debt ratio that is below
the limit increases and those that are above it decrease, even with random financing decisions. The
phenomenon of deviation from leverage to the mean is one of the factors affecting this anomaly
When the company seeks to use more equity for financial provision, the ratio of financial leverage
increases; Therefore, the company bears the cost of issuing shares and does not reach its goal,
which increases the cost of the company's profit and, as a result, reduces the profit acceleration
over time. Therefore, it seems that the deviation from the financial leverage to the average has a
negative effect on the additional return of the profit acceleration strategy.

On the other hand, increasing the percentage of debt in the capital structure increases the company's
risk and the attractiveness of the company's shares decreases for investors, and as a result, the share
price decreases, and this price decrease over time reduces the additional momentum return;
Therefore, the concept of deviation from the financial leverage to the average has a negative effect
on the excess return of momentum. The additional return of trading strategies including profit
acceleration and momentum strategies means that stocks that have recently had a surprise in profit
or stock price will continue to act in the same direction in the near future. In other words, a stock
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Abstract

that has had a positive adjustment will have a good yield in the near future. Based on what was
said, the company's financial leverage ratio, regardless of financing decisions, tends to the average
and affects changes in profit and momentum; Therefore, in this research, by using the Monte Carlo
simulation method and making random changes in the amount of debt and equity, the effect of the
concept of deviation from financial leverage to the average on the additional return of profit
acceleration and momentum strategies is investigated.

Method: This research in terms of its purpose is a part of applied research, and in terms of
methodology, it is a post-occurrence causal correlation research. In this research, to collect
information in the field of literature and research background, the required information has been
collected by reading books, articles and searching on internet sites. Also, in order to collect the
necessary information to test the hypotheses, Rahvard Navin software, Stock Exchange website
and Codal website were used. The additional return of acceleration trading strategies, including
profit acceleration and momentum is measured by buying past winning stocks and selling past
losing stocks, and the Bootstrap simulation method has been used to measure the variable of
deviation from leverage to the mean. For this purpose, a sample consisting of 1430 companies listed
on the Tehran Stock Exchange during the years 2008-2020 has been investigated using multivariate
regression.

Results: The results of the research showed that the deviation from leverage to the mean for 3- and
6-month strategies has a negative and significant relationship with profit acceleration and
momentum; But for 12- and 24-months strategies, the deviation from the leverage to the mean does
not affect on the profit acceleration and momentum. The negative and significant value of the
variable coefficient of deviation from the financial leverage to the average for the period of 3 and
6 months means that there is an inverse and significant relationship between the increase in the
deviation from the financial leverage to the average and the additional yield of profit acceleration
in the time period of 3 and 6 months. This result shows that by increasing the financial leverage
and moving away from the average (optimal financial leverage), the abnormal return rate around
the profit announcement in the time horizon of 3 and 6 months is reduced, and vice versa, as the
financial leverage decreases and approaches the optimal financial leverage, the return rate
Abnormality around earnings announcement increases in 3 and 6 month’s time horizon. In other
words, there is a possibility of increasing the additional yield of profit acceleration in the Tehran
Stock Exchange in the time horizon of 3 and 6 months by reducing the concept of deviation from
financial leverage to the average.

Conclusion: This result shows that the best strategy for investigating the effect of deviation from
leverage to the mean on the additional return of profit acceleration and momentum is short-term
and medium-term time strategies. One-year and two-year time strategies cannot explain the
phenomenon of deviation from leverage to the mean due to the long-term effect of economic factors
on profits and stock prices. Also, the phenomenon of deviation from leverage to the mean shortens
the managers' hands to optimize the leverage and reduces the profit acceleration and momentum
acceleration; Therefore, choosing the right optimal leverage and correcting it in a timely manner is
an effective factor in continuing the trend of future earnings and returns of companies.
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