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Comparative analysis of Fama - French model and Zhang model in
predicting corporation’s stock returns
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Abstract
Accurate prediction of asset returns is a key issue for investors and capital
market participants. The Fama-French five-factor model includes five factors
(market return, company size, value-to-market ratio, profitability and investment).
Zhang's g-factor model predicts stock returns by using factors such as profitability,
investment, company size, and the ratio of market to net asset value. In this
research, the performance of Fama-French and Zhang models in predicting stock
returns in Tehran Stock Exchange has been compared; The statistical population of
this research includes the companies admitted to the Tehran Stock Exchange, 120
companies have been selected randomly during a five-year period from the
beginning of 2016 to the end of 2024. The research method is analytical-
descriptive, and R software was used to analyze data, compare and analyze stock
returns. The results show that the profitability variable in the Zhang model has a
positive and significant effect on stock returns, while this effect is less significant
in the Fama-French model. The Zhang model performs better than the Fama-
French model, but none of these models alone can accurately predict stock returns.
This research can help to design effective investment strategies and formulate
capital market regulations.

Keywords

Fama-French model, Zhang model, forecasting stock returns, Tehran Stock
Exchange, risk factors.
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