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Abstract

This study examines the comparative power of market information and accounting information in explaining
stock returns, a critical topic in accounting and finance. Using data from companies listed on the Tehran Stock
Exchange from 2007 to 2021, the research evaluates the effectiveness of two valuation models: the CAPM
(Capital Asset Pricing Model) based on market information and an accounting-based model using earnings per
share and book value per share. Employing statistical tests like Spearman correlation and the Wilcoxon test, the
findings reveal that the CAPM model consistently demonstrates a stronger correlation with actual stock returns
and lower absolute errors compared to the accountingmodel. Despite the significance of financialstatements, the
results suggest that market information provides more accurate and meaningful insights for short-term stock
return predictions, highlighting limitations in the usefulness of financial statements for investment decisions. The
study underscores the potentialneed for refining accountingstandardsand encourages future research to explore
additional models and diverse markets for broader validation.
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Introduction: Valuation of companiesis an important topic in accounting and finance studies. Studies related to
this topic seek to answer the question of how the value of the company is affected by selected factors and
models. Undoubtedly, the most important of these factors are the company's financial situation and its external
economic environment. Financial statements (accounting information) provide a clear understanding of the
company's financial situation. Macroeconomic data and market returns (market information) also provide
information about the economic environment. Most valuation models can be classified based on these two main
classes of information. The main purpose of this research is to answer the question of which category of market
information or accounting information has more power in explaining stock returns. This answer is of great
importance for investors and market analysts, because it will help to focus on the most important information
and as a result, optimal valuation and selection. This answer also helps the compilers of accounting standards,
because the chosen method will be used as an indicator of the quality of financial statements and usefulness for
its users. Making the right decision by investors notonly leads to the maximization of their personal benefits, but
also helps in the optimal allocation of the society's limited financial resources and, as a result, the maximization
of social welfare.
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Method and Data: To answer this problem, stock returns are estimated based on market information and using
the CAPM model, aswell asbased onaccountinginformationand usinga model consisting of earnings per share
and book value per share. The higher the correlation between the actual and estimated returns of each share, the
better the explanatory power of the model. The focus of this research is onthe companiesadmitted to the Tehran
Stock Exchange in the period from 2007 to 2021. All the data used for each year, except the risk -free rate of
return, including the actual return of each share, the price of each share, the book value of each share, the profit
(loss) of each share, the beta coefficient of each share and the total index with the help of Rahvard Navin
software has been extracted. Also, the risk-free rate of return in each year is based on the interest rate of
government bank deposits (one-year investment deposit) and extracted from the economic time series database
of the Central Bank of the Islamic Republic of Iran. To check the existence and degree of correlation between
the actual return and the expected return of each of the estimators, according to the non -parametric distribution,
the Spearman correlation test was used and the absolute error (the absolute value of the difference between the
expected return of each estimator and the actual return) was calculated and non-parametric Wilcoxon test was
used to compare the absolute error of two estimators.

Findings: In total, during 11 years between the actual return and the expected return of the first estimator
(CAPM model), there is a significant correlation, which is 8 years for the second estimator (accounting model).
This means that in most cases, the expected return of the first estimator had a more meaningful correlation with
the actual return than the expected return of the second estimator. In the data of this research, although
significant correlation is observed in many cases, but the correlation was not strong in any case and only in 2017
the correlation between the expected return of the first estimator and the actual return was 0.53. Also, the non -
parametric Wilcoxon test has been performed to compare the absolute errors of the first and second estimator.
The mean absolute error of the first estimator in all years was 33.72 and the mean absolute error of the second
estimator was 35.15 in all years. The p-value of this comparison was 0.02, which means that there is a
statistically significant difference between these two estimators and the absolute error of the first estimator is
lower than the second estimator. Based on the obtained results, the estimates of the CAPM model are more
accurate. These estimates had a more meaningful correlation with the real returns than the accounting model.
Also, the absolute error of the CAPM model was significantly lower than the accounting model.

Conclusion and discussion: Based on these findings, it is concluded that models based on market information
have more power in explaining stock returns than models based on accounting information. This is the case at
least in the short term. These results prove that financial statements, despite their obvious importance, are not
able to meet the information needs of their users. This can be taken into consideration by the compilers of
accounting standards. One of the limitations of the current research is that one model was used as a
representative of each of the market information and accounting information, so it is suggested to researchers to
use different models to compare the predictive power of market information and accounting information. Also,
only the companies admitted to the Tehran Stock Exchange have been examined in this research. Therefore,
researchers can compare the explanatory power of market information and accounting information and for this
purpose, use similar models of this research in different markets.
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