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ABSTRACT

One of the most important concerns of investors in the capital market is choosing a portfolio that
is optimal in terms of profitability and risk. The purpose of this study is to compare the profitability
and risk level of portfolios containing different percentages of shares of agricultural and food
industry groups and other industries. For this purpose, the daily returns of 18 companies active in
the Tehran Stock Exchange for the metals, agriculture, food industry, banking, petrochemical, and
chemical groups during the period 2019-2020 were collected and classified into 11 portfolios. The
returns of the portfolios were simulated and the best portfolios were determined based on stochastic
dominance criteria. The results showed that if the degree of risk aversion of individuals is not
known, portfolios 10 and 6, which have 30% and 25% of shares of the agriculture and food
industry, respectively, are superior, and if the degree of risk aversion of individuals is clear,
portfolio 11 with 30% of shares of agriculture and food industry group is the best portfolio among
the risk portfolios. Also, for people with lower risk aversion, portfolio 6 with 25% of agricultural
and food industry shares and 20% of petrochemical group shares, and portfolio 4 with 80% of
petrochemical group without food and agriculture industry shares are superior portfolios, and for
people with a higher degree of risk aversion, portfolios 10 and 2 with 30% and 10% of the shares of
agriculture and food industry group, respectively, are superior to the other portfolios. The top
portfolios have the highest percentage shares of in the agriculture and food industry and the highest
percentage is related to the shares of the petrochemical group. Therefore, the shares of the
agriculture and food industries group, along with other shares, can contribute to the superiority of
the portfolio. Also, by increasing the percentage of petrochemical stocks in the portfolio, the utility
can be maximized.

Keywords: Risk Management, Portfolio Ranking, Stochastic dominance Criteria, Stock Market,
Iran

Introduction & objectives

One of the most important concerns of investors in the capital market is to choose a share or
portfolio that is optimally profitable. to manage investment risk, portfolio composition is important
for people. Before investing, people consider two criteria: the investment must create the maximum
possible return and this return must be constant and continuous. To date, portfolio risk management
in financial calculations and the selection of stocks and portfolios is such that the investment
allocated to stocks should be prioritized in terms of risk and return so, that investors can take into
account the financial possibilities and their degree of risk-taking, and form their desired portfolio.
Diversification, formation, and optimization of the portfolio are among the necessary conditions.
for success in efficient capital markets. The choice of a set of stocks is usually made by the
interaction between risk and return. In the real world, the degree of risk of individuals varies and

E-mail: f.fathi@shirazu.ac.ir 78 dabold : Jgtus ot g *


https://ijaedr.ut.ac.ir/issue_11148_11522.html
https://ijaedr.ut.ac.ir/article_85022.html

YEV O o lads « OY-Y 0,00 ()l (65,9LiS dnwgs 5 oladl Sliaxs alxe Y¥-

stock returns are unpredictable due to various factors affecting them, and because there is no
certainty about the future, investors are willing to reduce their risk, which they can achieve by
diversifying their portfolio. Portfolio selection is one of the main areas of financial decision-
making. The presence of uncontrollable variables has completely affected the decision-making
process, and this portfolio selection process is of great importance to investors, who are the final
decision-makers to allocate their budget to financial assets in the portfolio. In this study, the role of
stocks of different groups in portfolio diversification is investigated. Among the stocks of different
groups, the stocks of the agriculture and food industries have an important position due to their
high potential for creating added value. These industries fall into the category of industries affected
by government decisions. Appropriate government policies in this area can further activate its
potential for export by the activity of food industry companies in the capital market. Therefore,
investor support in the stock market is very important for the development of these industries. For
this purpose, the stochastic dominance method is used, to see whether portfolios containing
different percentages of shares of different groups have stochastic dominance over each other or
not. Therefore, investors divide the risk between different options by considering the diversity in
the portfolio. This study examines the role of stocks of different groups in portfolio diversification
from 2019-2020 and proposes optimal portfolios based on the share of different economic groups.

Methods

In order to determine the best portfolio, eleven portfolios containing different percentages of
shares of different groups were randomly formed. To compare the portfolios, stochastic
dominances including First-degree stochastic dominance, Second-degree stochastic dominance,
stochastic dominance with respect to a function (SDRF), and stochastic efficiency with respect to a
function (SERF) were used. Using stochastic dominance criteria for ranking is useful when risk
preferences cannot be accurately determined. Another advantage of this method is that it has a
random advantage over other methods, which requires a minimum of assumptions for the
functionality of investors and can include information about the total distribution of stock returns.

Results

The results showed, according to SSD criteria, that portfolios 6 and 10 are considered optimal
portfolios. Based on a criterion of SDRF and SERF, portfolio 11 is the best portfolio among the
risk portfolios. Portfolio 10 and Portfolio 6 are the best portfolios among the risk portfolios if the
degree of risk aversion is not clear and if the degree of risk aversion of individuals is known,
portfolio number 11 is the best portfolio for all levels of risk aversion that has a greater variety of
stocks. Also, for people with a lower degree of risk aversion, portfolio 6 and portfolio 4, people
with a higher degree of risk aversion, portfolio number 10 and portfolio number 2 are superior. The
selected portfolios have a higher percentage of shares in the agriculture and food industry than the
defeated portfolios, and in these superior portfolios, the highest share is related to the shares of the
petrochemical group.

discussion

Therefore, the shares of the agriculture and food industries group, along with other stocks, can
contribute to the dominance of the portfolio, and investors interested in investing in the Tehran
Stock Exchange can, by increasing the percentage of shares of Petrochemical Industries Group in
the portfolio, maximize their utility.
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