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Abstract

Investment strategy selection in capital markets depends on various factors, including firms’
fundamental characteristics and portfolio optimization techniques. A common approach in
the financial literature involves classifying stocks into value and growth portfolios and
evaluating their performance within asset pricing frameworks. This study aims to empirically
compare the explanatory power of value and growth portfolios optimized using the classical
Markowitz mean—variance approach and the Fruit Fly Optimization Algorithm (FOA).

To this end, stocks listed on the Tehran Stock Exchange are classified into value and
growth portfolios based on price-to-earnings and price-to-book ratios. Portfolio optimization
is then conducted separately for each group using both optimization methods. The
explanatory power of the resulting portfolios is assessed within the framework of the Fama—
French five-factor model (2014).

The empirical results indicate that portfolios optimized using the classical Markowitz
approach exhibit higher explanatory power than those constructed via the Fruit Fly
Optimization Algorithm in both value and growth categories. These findings suggest that
although metaheuristic algorithms may enhance the optimization process, such
improvements do not necessarily translate into greater explanatory power within asset pricing
models.

Keywords: Portfolio Optimization - Classical Method - Fruit Fly Algorithm — Growth stock
— Value stock
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