Journal of Advances in Finance and Investment
Volume 5, Issue 1, 2024

pp. 131-162.

Paper type: Research paper

Index management in the capital market

Mojgan Safa!, Yaser Sadeghi?, Reza Shamsi?
Received: 25/07/2023 Accepted: 17/04/2024
Extended Abstract

Introduction

Taking a deep look at the developments of the Tehran Stock Exchange, it is not
hidden from any of the market participants that the sharp ups and downs of this
important financial market is caused by an abnormal trend, which is especially
clear and obvious during the last few years (2018 to 2021) and the evidence
indicates that this market is subjected to manipulations like other financial markets
and is biased by selfish motives and reflects the general market situation by
disrupting the correct perception of the performance of the stock market. It
provides securities for the beneficiaries. On the one hand, in developing countries,
the concern about the decline in the value of capital is accompanied by concerns
caused by evident instabilities in the economy (Pirani and Shahsavar, 2009).
Therefore, the damage caused by economic impulses can be explored from various
aspects. On the other hand, the ultimate goal of monetary policymakers is to
promote economic health (Ebrahimi and Shokri, 2011). However, some
governments, which are the ultimate policymakers in creating economic health
and economic transparency, manipulate and manage indices for various reasons,
and in this way show another aspect of mistrust of stock market indices to market
participants. Therefore, identifying unknown and known angles of disturbing
factors in forecasting is also of double importance. Considering the above, the
upcoming research tries to be able to identify the main factors of damage to the
manipulation of the influencing indicators in the decision-making of the capital
market stakeholders and raise them under the innovative topic of index
management, including real index management and artificial index management.

Literature Review

The related topics of previous researches show the importance of the issue. Many
researches regarding transparency in the capital market have been accompanied
by interesting results. For example, Ghasemi (2020) found that the principle of
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transparency of the stock market, the principle of fair competition in stock
transactions, the principle of supervision, the principle of formality of transactions
and the need to resolve professional disputes of the capital market through the
arbitration board of the stock market are the principles that are specific to this type
of transactions.

Research Methodology

This research, which is an exploratory study, is useful and appropriate considering
the importance of stock market indicators for the stakeholders. In this study, three
methods are used in conducting the research:

Theme analysis method: In the first step, theme analysis has been used to extract
the primary factors of index management, and based on the text cutting operation,
themes were separated and classified, and finally, the main themes considered in
the research were taken to extract the basics and primary factors of Tehran Stock
Exchange index management.

Delphi method: The Delphi technique was invented by Kahn and Wiener (1967)
to obtain the opinion of experts on a specific issue (Rahmani et al., 2020). After
preparing the initial lists of the effective research factors regarding the
management of Tehran Stock Exchange indexes obtained in the theme analysis
stage, the necessary consensus was formed using the opinions of the experts of
the statistical community in 2 rounds, and the aforementioned factors were
aggregated, modified, and finally the final factors and methods in the field of
index management were determined.

Delphi-fuzzy method: The third stage of research is fuzzy Delphi. At this stage,
after preparing the initial lists of research factors in the field of index management,
using the existing theoretical literature and the opinions of experts in the statistical
community, the aforementioned factors are aggregated and adjusted, and finally,
the final factors in the discussed field, which were obtained in the first and second
stages using theme analysis and a Delphi questionnaire, are examined this time
with the fuzzy technique in order to determine the impact of the factors
influencing the stock market indices by determining the relevant weighting factor.

Results

The evidence indicates that the capital market is subjected to manipulations like
other financial markets and has biases with self-interested motives, and the
reflection of the general situation of the market is accompanied by a disturbance
in the correct perception of the performance of the stock exchange.The pathology
of the artificial increase and decrease of the stock exchange indices in the period
of 2018-2021 and the intertwining of these important indices, as well as the great
impact that the top 50 companies can have on the total index and other influential
indices (from the users' point of view), and the economic system ruling the country
(quasi-state), causes the emergence of several methods of index management. In
the general classification used in this research, the management of indicators is
proposed in two general ways for this financial market, which are as follows:
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1) Real index management including:
* Acceptance of new companies
* Increasing government concentration in market management
* Encouraging real people to invest in the stock exchange

* Release of equity shares
2) Atrtificial index management including:

* Making changes in the financial situation of state-owned companies
through manipulation of discretionary accruals

* Change in base volume

* Oscillation range manipulation

* Increasing the floating share

* Cancellation of some influential transactions by the market supervisor

* The lack of transparency and clarity of the laws regarding the extent of
the authority of the market supervisor

* |_ess than actual change of the total index when the share falls
* Major shareholder percentage
* The formula of the total index of the fall barrier.

Discussion and Conclusion

This research, which is dedicated to the pathology of index management, and in
other words, the manipulation of stock market indices in the period of 2018-2021,
has been accompanied by useful and beneficial findings for the stakeholders of
this market. The results show that the stock market is prone to index manipulation.
According to the investigations carried out in this research, which was carried out
with thematic analysis, Delphi and Delphi-fuzzy methods and the analysis of
available sources, it is shown that the management of indicators (manipulation) in
this important financial market (stock exchange) is done in several ways, which
are presented as main and subcategories.
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Figure (2) The trend of total index changes (TSE)
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