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Abstract
The current research seeks to examine the relafprisetween company size and stock return in aedept
companies in Tehran stock exchange market. lissariptive research from methodology view, andraetational
research from studying view, an applied researdhrims of goal. Time span of the research stasta 2001 to 2011.
To analyze data, econometric methods and Regre$sgirand Advanced Regression Test,Augmented DiElkégr
(ADF),Philips Peron, and D.W statistic, and axiggfession Test have been used. The research findingsl that
there is a relationship between the variables ohpany size, and stock exchange return. And thearelse
hypotheses have been proved.
Key words: company size, stock return, companies growth rate.

L.Introduction

One of the basic criteria to make decision in stesichange is stock return. Stock return per se agut
informational content, and most of the implicit amdlicit investors use it for financial analysesl gredictions. If a
relationship is found between the independent tbeta of the study: company size and stock retubagve
mentioned factors, to the extent they relate, cardéemed as a criterion for evaluation and estigatbompany
stock return (Rahmani, 2008). A great deal of evigedealing with profitability informational contefior explaining
return indicate that profitability is an appropegtstification for stock return, especially wherean is obtained
from data in long run. However, some studies shioat, tin examining temporary relationships, the tietehip
between loss and interest is not stable, thatcispunting interest is not able to help stock futtgteirns prediction.
To cope with the problem, many researches testedlility of some other variables except profitiépilo improve
profitability model and initial return. One of tresariables which appealed to the academic cirngles company
size which is usually defined as market value @f finm. It is usually thought that small companies/e a high
profitability average, therefore, it is expectedake into account stock price in changes of setihpanies interest.
On the other hand, big companies have a low phifita average. No important change in their praifility is
usually expected, and not publishing of informattan affect a little on stock price changes. Ofrseuifferent
information channels can seem a justification f¢gGhaémi, 1998).
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Investing on such a market is one of the basicemséntial factors in economic growth and developmpetess of a
country. On the other hand, economic policies t#nhic Republic of Iran to attract private sectovestment and
directing these investments into construction acwhemic flourishing of the country causes a gooapprtion of

people tend to go to Tehran stock exchange. Thraugbenting capital as much as possible, investoascapital

market orient their own financial resources to direction with the least amount of risk and the trexmount of
return. Therefore, normal stock return is one o trery important factors in choosing the best itmest

opportunity for investors (Mahmudikhoshrou, 2004).

Therefore, normal stock exchange isone of the iepprtant factors in choosing the best investme@piootunity for

investors. Nowadays, in capital market, accoungmglution process plays a key role in system amdirag the

mentioned goals, and one of the accounting evalytimcess consequences is that investors and lcapit@rs use
previous researches dealing with relationships eetwaccounting information and stock market so they can
predict their stock return through this informatidn many empirical researches (Brad, 1989., Ashkgh994.,

Boen et al, 1987, StonVahriz 1991, Wilson, 1986pWjoet al, 2001., Riborn, 1986., Barlo and Liori#290., Yebour
and Lenzman, 1982) which have been conducted,efla¢ianship between cash and commitment accourstimth
companies stock return has been studied.

Therefore, the main question of the research determine the relationship between company sizenanthal stock
return of the companies accepted in Tehran stockange. It also seeks to answer the question hdhirwestors

can trust accounting information as an informatisaaource in predicting the companies normal staekurn.

2. Theoretical tenets

2.1. Sock return

Stock return is one of the vital factors to chotheebest investment opportunity for investors. Nowapital market,
economic system evolution process plays role areafrthe consequences of accounting evolution gscethat
investors use previous researches dealing withelationships between accounting information andlsteturn so
that they can predict their stock return (Mahmudi&liwrou, 2004).

Return is obtained as follows:

Return: return is a gift investors gains in investin(Tehrani, 2008). Return rate is obtained deva:

(R.-R)+D
P

t

Rt:

in which:

R1=return rate in period t,

D= recieved interest of other recievings

Pt-1= assets value at the end of financial period

Pt= assets value at the beginning of financialqukeri

Stock value return: systematic risk (B) and inteigewth are both interrelated concepts. Despigaldlities of
accounting variables in describing risk, it seeha& tnvestors pay attention to accounting varighiesybe the main
reason is the theoretic relationship between thesables. Systematic growth and risk is one o¢hfactors. To
understand it better, we will explain theoreticateinship between systematic growth and risk. Fats imagine
investors are avoiding risk at a certain time pbrend expect their profitability gets to the maximlevel. Also, we
consider another hypothesis called developing stackange market line, in a way that expected matfisecurities
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E(Rit)1, in period (t-1) to the period (t) is adldovs:

E(Rit)=Rft+[E(Rmt)-Rft]Bit

In this relation we have:

Rit: expected return rate of assets (i) in timaque(t), Rft: non-risk return rate in time periadl énd Bit: systematic
risk in time period (t). Systematic risk (Bit) oerssitivity coefficient (B) is calculated by the fmlving relation or
formula (Fakhari, Yosofnezhad, 2006, p:89-109).

Relation or equation (B) is obtained by (CAPM) tabassets pricing model. Therefore, to obtain @¥stematic
risk measurement index (market risk) securitiescfsbr assets), the following relation or equai®nsed, in which:

(CAPM)ZKi :ﬂx(Km_Kf)-l-Kf

(CAPM) =R =[*(R,~R;)+R;

— (Ri - Rf)

(Rm - Rf )
CAPM= model of pricing capital assets, Ki = Ri= Kexpected return rate of stockholders or invest§Fs= Rf =
non-risk return rate of stock or assets, Km = Rmssets or capital stock return rate, (B) = beta fment =

B

systematic risk measurement index (market risk)istes (stocks or assets).

Stock exchange market line determines a positilatioaship Rm,t and Bi,t. If Di,t is paying stoaktérest (i) during
time period (t), the following formula is obtained:

P, +D,
Rit o |tP it

it-1

In which:

Pi,tand Pi, t-1 are unknown incidental price indiperiod (t) and determined price in time (t-1).
Calculation of daily return rate based on timeesednd the following formula:

To obtain daily portfolio return rate, first dailgturn for existing stock in given portfolio is fodi as follows:

_ [p-‘—l _ p‘t
r=log," "~ =In(——)
Pit -1
In which: (Pjt) is stock price (j) in time (t) arfBjt — 1) is stock price (j) in time (t-1). Thenttvigining the same load

to each of the existig stocks in the given portfplhe portfolio return is obtained through thddaling formula:

Zn:rjt 1
rp =5 == (O)x )

n

Through giving the same load to shape time sefiegsearch returns based on time series, it isirdaby the
following relation:
(company stocks number) * (market value of eachpanmg stock i) = market value of each company i
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(total market value of portfolio)+ (market valueedch company i) = each company stock load

(total market value of portfolio)+ ((company stockember) * (market value of each company stock=i)) each
company stock load

2.2. Company size

In the majority of the previous researches, thaigant relationship between stock return and canypsize has
been proved. Most of these researchers believeiibatompanies with big sizes perform their auditiperations
sooner than smaller companies. Because first, tiotead or unintentional errors are less likely tappen because of
installing strong internal controlling systems iig lsompanies, consequently audits can rely moréghercompany
internal controlling systems and decrease incrgisiine amount of content test. Second, big cormggaoan recruit
more accountants with more expertise and highercathn, and more advanced informational systems
(Fadaeinezhad, 2004).

3. Research literature

Banze (1981) showed that increasing market valueoafpany owners’ rights (market equity) to systemask
index in regression between return and given fachoises the difference between companies stocknsestocks to
be described more and more.

Banze (1981) and Reinganum (1981) found out thegt &inarket value) has a significant effect on stoetkirn.
Smaller companies have more return than bigger eoiep.

In addition, Rosenberg and Stain (1985) added #atoff writing-off/market value ratio to the abovemtioned
factors, and could describe better return.

Fama and French (1992, 1995, 1996) presented a Hiackground for the relationship between size and
writing-off/market value ratio and stock return.ming single and multiple tests, they found a pessitelationship
between writing-off/market value ratio and stoctura, and a negative relationship between sizestmek return. In
fact, they doubt on beta sensitivity in capital edsspricing model, and generally stock return diffees are
described by two factors: company size and maraktevratio.

Puntif and Scall (1988) tested effect of writinghofarket value ratio on return. They used it todice return,
because market value is the representative of teghaash flow. Therefore, writing-off/market valtetio is the
representative of cash flow for the time being. Widiscount rate changes, price level changes, angeguently
this ratio changes. The results reveal that ther positive between writing-off/stock exchangeugaand return.
When other variables are considered to be independgiables, the power of predictability of théaio is of higher
statistical importance for explaining return.

Dater et al (1998) studied cash impact on stoakmetate. In this research, inventories circulatiate was used as a
criterion of cash. The time of research startednft®63 to 1991. Temporary regression line betweeckseturn
rate (dependent variable) and inventories circohatiate change (independent variable) indicated itheentories
circulation is correlated with stock return ratgatively.

Cosinidis (2005) sought to examine the relationglgfween stock return and accounting productivitg isample of
Greek companies. This research, also, tests srandhes dealing with adding variables of sizeamdpany age
circulation to improve stock return explanation powThe results show that productivity explanatifom
simultaneous returns is so weak. However, Chawstesived a significant instability during the timieresearch for
the relationship between productivity and returrhéf regression was mediated for measuring sizeltsemprove
and the theory that company size is an importastofan explanation of the relationship betweendmaiivity and
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return, is reinforced. However, obtained result mbt support the hypothesis that there is a siaif difference
between productivity informational content for eadping stock return regarding age circulation ssage

Amido (2007) studied to explain determining factof$anks capital structures in Ghana. The resflthis study
show that productivity, company tax, growth, cdpgaucture, and bank size influence on banks fifrem and
capital structure selection.

Guni, Livanerchild (2010) examined Chinese compsiniata in 12 different industries from 1994 to 800 he
results show that there is a significant differenetwveen companies liabilities in various industria addition, their
results show that the relationship between lidabditand goods competitive market is a non-linetatiomship
depending on the type of industry, size, and coryipagrowth opportunities, and Chinese companiesdrgecrease
their liabilities.

4. Resear ch method

The current research is applied in terms of goad, @expo-facto in terms of method. Essence of rekeiarseries
from time view and is obtained from time seriesagdan the other hand, because minimum of usuakrsgueas been
used to estimate in the hypothesis of researchnanessary condition for using regression modetdbhypotheses
is stability of sample variables, stability and riability tests must be run for the research Wwem To do so,
Augmented Dickey Fuller (ADF) is used (Saeidi, Katian, 2010, p: 109-128).

4.1. Research hypotheses

There is a significant relationship between compsiag and stock return changes, in other wordghigresearch,
company size is independent variable, and stocknés dependent variable.

4.2. Statistical population, sample, and samplirghod

Statistical population encompasses all non-findrmanpanies in Tehran stock exchange which werizeaétom
2001 to 2011, and their fiscal year ends in Apéil th addition, these companies should contain cehgnsive data
during the studied time period. Selecting industitethis research is based on the following deter

From 2001 to 2011, they are in stock exchangetlagidfiscal year ends in April 19.

The companies should contain comprehensive ddtaéperiod.

The companies shouldn’'t have losses based on lavafstock exchange dealing with being acceptedeimran
stock exchange.

They should be active as companies and industri&shran stock exchange at least during the lasettonsecutive
years.

In this research, we use daily data pertainingnéodompany and their industries indexes whichsstestn April 20,
2001 to April 19, 2011. In fact, to meet the reshagoals, offered models for stocks of companieepted in
Tehran stock exchange, are tested. The data issblein the website of Tehran stock exchangeimisdme other
sources.

Therefore, selected industries based on the gikemeamentioned criteria are as follows:
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Table (1): selected industries in Tehran stock arge from 2001 to 2011.

No vyear name of industry

13831389 publications and priniting
13801389 automobile

13801389 cement

13801389 chemical industry
13831389 ustry except sugfood ind
13831389 oil products

13801389 basic metals

13801389 metal products
13831389 metal productsion
13801389 machinary

13801389 metal products
13801389 medicine

© 0 N O o~ WN PP

R =
N P O

4.2.Data analysis

To analyze data and test hypotheses, multiple-blrianear regression models with software Eviews.
Hypotheses testing

The research hypothesis: there is a significaatimiship between company size and stock return.

Ho: there is no significant relationship between campsize and stock return.

H,: there is a significant relationship between conypsize and stock return.

Table (2): testing variables dealing with resedrghothesis in Tehran stock exchange during the peréod from
2001 to 2011.

Dependent Variable: SER01

Method: Least Squares

Date: 09/21/12  Time: 11:38

Sample (adjusted): 1/08/1380 8/31/1382
Included observations: 139 after adjustments

Variable Coefficient Std. Error  t-Statistic Prob.
SERO02 0.027005 0.00161 16.77041 0

C -4.77051 0.437006  -10.9164 0
R-squared 0.672442 Mean dependent var539568
Adjusted R-squared 0.670051 S.D. dependent var.640043
S.E. of regression 0.367648 Akaike info criterion .83D0903
Sum squared resid 18.51763 Schwarz criterion 893126
Log likelihood -57.1378 F-statistic 281.2465
Durbin-Watson stat 1.934397 Prob(F-statistic) 0

Table (3): structural equation (ARMA) to test statarity of pertinent variables to the model in flrst research
hypothesis in Tehran stock exchange from 2001 1d 20
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Estimation Command:

LS SER01 SER02 C
Estimation Equation:

SERO01 = C(1)*SER02 + C(2)
Substituted Coefficients:

SERO01 = 0.02700539024*SERO02 - 4.770509082
Yi+lyt-1+et 1)
Ayt=yYt-1+st  (y+opl-1) (2)

Avtzyv1+ T oidyt—it ey =0l -1 (3

AYi.t:in,t-l+EF=1 oidyit—i+atly =01—-1) (4

Source: research findings

Table(4):covariance matrix test of pertinent vaealio the model in the first research hypothesismf2001 to 2011.

SERO02 C
SERO02 5.364249 -1.44364
C -1.44364  0.518343

Table (5): correlation matrix test of pertinentiahtes to the model in the first hypothesis frond2@o 2011.
SERO1 SERO02
SERO1 1 -0.7939
SERO02 -0.7939 1

Series: Residuals
Sample 1380 1389
4 Observations 10

Mean -2.89%e-16
Median -0.286573
Maximum 2.392494
Minimum -0.965716

Std. Dev. 1.074250
Skewness 1.137119
Kurtosis 3.360977
1.
Jarque-Bera  2.209360
0 Probability 0.331317
10 -05 00 0.5 1.0 15 20 2.

0T T T T T 1 T 71
5

Diagram (1): estimation of dependent and indepenigezar equation of the first hypothesis of theearch.
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Diagram (2): histogram of dependent and independedbles of the first research hypothesis.

-3 T T T T T T
1382 1383 1384 1385 1386 1387 1388 1389

l —— Recursive Residuals --—--- +2 S.E.l

Diagram (3): OLS the first research hypothesis ddpat and independent variable.

Regarding the obtained findings in table (2) whatiows testing the variables pertinent to the fingbothesis
research, it can be said that there is a significatationship between company size and stock metlihis
relationship is significant at the confidence lewl99%. In other words, with confidence level &%, H1 is
accepted and HO is rejected. In addition, the almeationed hypothesis statistical results show thate is a
positive relationship between these two variallesther words, if company size increases, depanderable, that
is, companies stock return increases in high retate of companies, and vice versa.in additiongrmeihation
coefficient (R-Squared) which is (0.672442), deties the first hypothesis. Besides, regarding poiibarate of
variables pertinent to general validity, regresgieistatic) is significant at 99% confidence level.

5.Conclusion:

Stock return per se contains informational contenti most potential and real investors use itnarfcial analysis
and predictions. If there is a significant relasbip between independent variables of this reselétehsize and
stock return, above-mentioned factors can be censiblas a criterion to estimate company stockmetuthe extent
they relate. The current research findings showaetl there is a significant relationship between gany size and
stock return which is in line with Fama and Frerf@892, 1995, 1996) who found out that there is gatiee
relationship between company size and stock return.
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