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Abstract

Objective

One of the main concerns of financial scholars is to identify an appropriate asset pricing
model that not only explains stock returns but also measures the expected rate of return with
a higher degree of confidence. Accordingly, this study aims to enhance the accuracy of asset
pricing models in measuring the expected return by incorporating consumption-based
accounting variables.

Methods

In the present study, data from 202 companies listed on the Tehran Stock Exchange and the
Iran Farabourse over the period 2010 to 2019 were used. Drawing on the theory of
consumption, the principle of income realization, and the concept of conservatism, the study
identified characteristics influencing expected profit growth and stock returns. These
accounting characteristics were then empirically tested using a panel data regression
approach. The period from 2010 to 2019 was tested. Then, using the cross-sectional
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regression approach, the relevant characteristics were summarized into a single factor called
the fundamental factor of expected return. This factor was then used over the period from
2015 to 2020 to develop multi-factor capital asset pricing models, including the Fama and
French three-factor model, the Carhart four-factor model, and the Fama and French five-
factor model. Finally, with the help of the panel data regression approach, the performance
of the expanded models was compared with the fundamental factor of expected return and
common pricing models.

Results

The findings of the research highlight the importance of financial statement information,
emphasizing its informational content and undeniable role in predicting the expected return.
The study also found that incorporating the fundamental factor—derived from accounting
variables related to consumption—into the Fama and French three-factor model, Carhart
four-factor model, and Fama and French five-factor model increases the adjusted coefficient
of determination. This indicates improved model performance and a significant enhancement
in the explanatory power of the models that include the fundamental factor of expected
return compared to their original versions. Additionally, the findings reveal a positive and
significant relationship between the fundamental factor of expected return and stock risk
across all three models.

Conclusion

Adding the fundamental factor of expected return to the models examined in this study
enhances their performance in explaining various patterns of stock returns, with the
improvement reflected in their explanatory power. Among the models, the Fama and French
five-factor model demonstrates superior performance compared to the Fama and French
three-factor model and the Carhart four-factor model. Therefore, it can be concluded that
accounting variables related to consumption increase the accuracy of these asset pricing
models in estimating the expected return.

Keywords: Asset pricing models, Expected return, Accounting variables, Consumption-based
factors, Fama-French and Carhart models.
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