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Abstract

Understanding the flow of information between options trading and stock markets is
one of the important topics in modern finance, and the growing trading volume in
Iran’s emerging options market increases the importance of examining its impact on
the stock market. The aim of this study is to examine the possibility of predicting stock
returns using changes in implied volatilities of options in the Tehran Stock Exchange.
In this study, implied volatilities are first calculated using the Newton-Raphson method
and binary search, and considering the Black, Scholes, and Merton pricing model along
with other factors related to the option and the underlying stock, they are used within
the Fama-MacBeth regression framework to predict stock returns. Moreover, in order
to investigate different time dimensions, three rolling periods of 40, 60 and 80 days are
analyzed. The data used in this study include information related to option transactions
in the Tehran Stock Exchange from the beginning of 2018 to the end of June 2023.
Based on the results obtained from the fitted regressions, it was found that in the
Tehran Stock Exchange, there are still several factors outside the framework of the
examined model that significantly affect trading trends and stock return behavior. Also,
during the study period, variables such as the gap between realized and implied
volatilities, the beta coefficient, and changes in implied volatilities do not have the
ability to predict future stock returns and have not had a significant effect on them. In
contrast, factors such as recent price trend (momentum) in all three models, and
company size and option trading volume in two models, have been able to influence
stock returns. Furthermore, in the model with the 40-day rolling period, short-term
return reversal and realized volatilities have also been identified as factors affecting

stock returns.

Keywords

Changes inimplied volatility, Stock return prediction, Black-Scholes-Merton
model, Fama macbeth regression.

1-Master of Science, Department of Finance and Banking, Faculty of Management and Accounting,
Allameh Tabataba’i University, Tehran, Iran. (Corresponding Author). usfjavidkia@gmail.com
2-Associate Professor, Department of Finance and Banking, Faculty of Management and Accounting,
Allameh Tabataba’i University, Tehran, Iran. m.peymany@atu.ac.ir

3-Assistant Professor, Department of Finance and Banking, Faculty of Management and Accounting,
Allameh Tabataba’i University, Tehran, Iran. amiry@atu.ac.ir

aA




