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Introduction

In traditional financial theories, there is this proposition that in every stock
exchange, efficiency prevails in stock markets, which means that stock prices are
determined fairly with the help of available information. In fact, the efficient
market hypothesis is the cornerstone of modern finance. However, there is
evidence of market anomalies, such as the momentum effect and the reversal
effect. The reverse effect describes the price phenomenon as follows: the shares
that had the best (worst) growth in the past tend to perform weak (good) in the
following periods. Investors overreact to new information, causing deviation in
pricing. Considering the weak efficiency of Tehran Stock Exchange based on
previous research and the importance of using the contrarian trading strategy as a
tool to help investors in forming a profitable portfolio, the purpose of this research
is to investigate the contrarian trading strategy performance under risk criteria.

Literature Review

One of the strategies for predicting future stock returns is the contrarian trading
strategy, which recommends selling stocks with good past performance and
buying stocks with poor performance. Under this strategy, the investment
portfolio consists of stocks that move against the market trend. According to
theoretical principles, the risk factor can intensify the shareholder's emotional
behavior in the transaction.

Research Methodology
This study is an experimental research. The method of this study is a descriptive
correlation type. The statistical population includes all companies listed to the
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Tehran Stock Exchange in the period from 2013 to 2020. With the help of
systematic elimination sampling, 118 companies were selected as a sample. In this
research, reverse profit was considered as dependent variable and systematic risk,
liquidity risk, credit risk and financial leverage were considered as explanatory
variables.

Results

The findings showed that systematic risk has a positive effect on the reverse profit
in all periods of portfolio formation and holding. Liquidity risk does not have a
significant effect on reverse profit. Credit risk has a positive effect on reverse
profit. Financial leverage has a positive effect on reverse profit. Also, the results
showed that the effect of systematic risk, credit risk and financial leverage on
reverse profit in 24month period is more than 12 and 36month period.

Discussion and Conclusion

Some investor's overreaction to the information about the stock beta can get
abnormal returns by selling stocks that have low risk and buying stocks with high
risk. Based on the theoretical structure, stocks with high beta have higher volatility
than stocks with low beta. The firm's liquidity risk cannot be considered as an
opportunity to gain abnormal returns due to the use of contrarian trading strategy
because investors consider the firm's liquidity situation more favorable than what
they report, and this is related to the manager's conservatism. Firms with high
credit risk are known by market participants as firms with low credit rating and
investors are pessimistic about the future returns of firms with a low credit rating
and it increases their sensitivity to a false rumor or suspicion that is perceived as
information. This factor causes abnormality in determining the relationship
between risk and return. Firms with high amount of debt in the capital structure
have to pay more financing cost. Paying more cost for external borrowing by the
firm is in the opposite direction of dividend and maximizing the shareholders'
wealth, which has a negative impact on their investment decision. In such a
situation where the level of firm financial flexibility has decreased, in order to
compensate for the risk and make the firm's shares more attractive, the firm must
obtain a higher return than the normal return. The results of this study suggest
investors and portfolio managers to consider firm risks when investing through
contrarian trading strategy. Future studies can be done on the development of new
economic models to detect the anomalies of reverse profit and test the validity of
these models.
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