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Abstract: From the perspective of quality premium drivers, a quality indicator based on expected
earnings growth (EEG) is constructed. The relationship between the indicator and expected stock
return is analyzed. Then, an EEG quality factor is constructed and incorporated into the
Fama-French three-factor model for the purpose of studying the pricing power of this factor.
The results show that the EEG quality indicator can measure a company’s expected earnings
growth. There is a significantly positive correlation between the EEG quality indicator and
expected stock returns, reflecting the significant presence of the EEG quality premium. The EEG
quality factor has a strong explanatory power for cross-sectional portfolio returns. The four-factor
model that introduces the EEG quality factor has higher pricing efficiency than the Fama-French
class model, which may enrich the theories related to asset pricing and provide valuable
references for investors to make rational decisions, and regulators to cultivate good investment

philosophy and improve market pricing efficiency.
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Table 1 Univariate and multivariate regression parameter estimates for predicting EEG
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Table 3 Regression coefficient results of size-EEG quality stock portfolio excess returns on the four factors

A fREEG B4 (LQ) " EEG iz (MQ) = BEG iz 41 (HQ)
EEG Jii iz K 7 ¥ (q) t(q) FE(q) t(q) () t(q)
NI (SS) —0. 24%%** -3.66 -0. 11* -1.83 0. 16%%** 2.80
FRRLAELZL (MS) —0. 24%* -2.41 -0. 00 -0.04 0. 27%%* 4.50
KHAEL (BS) —0. 76%** -14.38 -0.01 -0.13 0. 63%** 11.50
DiRZIEER FH(b) t(b) FE(Db) t(b) FE(Db) t(b)
INHIAEELL(SS) 0. 97+ 53.45 0. 96+ 43.58 0. 95%%* 53.58
FRHAR L] (MS) 1. 00*** 43.78 0. 98 33.51 1. 00%*** 45.04
KL (BS) 0. 95 34.40 1. 06%** 48.54 0. 9% 40. 02
FULA 7 ZE(s) t(s) 8 (s) t(s) 8 (s) (s)
NI (SS) 1. 05%** 30.90 1. 03%%* 30. 86 1. 00%** 24.23
FRHARLL (MS) 0. 70%** 11.59 0. 71#%% 13.12 0. 73%%* 18. 35
KHAEL (BS) —0. 16%%* -5.60 —0. 21 %% -4.95 —0. 16%+* -4. 65
T e T L F¥(h) t(h) FH(h) t(h) FE(h) t(h)
JNFIARZE (SS) -0.07 -1.25 0. 02 0.31 -0.07 -1.13
PR (MS) —0. 11* -1.67 -0. 08 -1.20 —0. 18%#* -3.78
KL (BS) -0. 06 -1.38 0. 15%* 2.09 -0.06 -1.21
M3 ATLIA EEG Jfi iz [H 7 (EEG_QMJ) iU R 8 (¢) i &

1) M#E-EEG Jfi &2 B 2240 &

I

3

Xf

ST oL, HAE R — MR P EEG Fiie
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R A AR X EEG B R i U R £ (g)
MR, B EEG [ XX e S A A 4 Wi i
HAT B i FERE ), 598 1 BEG Jot i B Sl LA
ARA B A PP A R

2) MUBE-EEG it IR 20 5 A 4 X T
P (R = R BB R K () BB - (SMB)
AU AR R () B3F 5 T ORI Z , RWITT
PRl RIS DR o B 555 A A ot 2 5 WAL i 114
AE 380, 172 45 WA 6 U T i (L LG P95 (HMIL )
AEUR R B (h) B35 5 T 0 IR D, SR I
T T L LU PR3 6 WA 1O A R RE s, il T
AR BLHML & ICA 1, REAE B A 3 45 [
THRA R, N AL 2 5 B+ A BR
T30, % T R B (), FE R — EEG Ui 4 v , AL
/I 2H AR N U DY T B AR R B () R
FWIA LERMUBL A 7], 8558/ w5 )
S AR AR S, BIDA ST A7 e /N USRS (T
NS R e TN ST N (R TS e I N =
T ] U ) AR IO ke 2 2 R % [N AT IE
A AL B, DL IR X (4) N AR AE 2 LA
[ ).

£ LT LI 4598 - 55— , EBG Jit i [ 1

G S A T ] A 2 L iR 1) i R BE T L 7E I
PR AR vy 3 T LA A, 5 BEG i SR
T 25 e o i, 4 08 ORI il EEG i & 1)
ERAE D EE S WA 5 T K R
PR =7 % G S A G T 2] 5 A 2 1 R B A,
GE 7 AR AL P T AN TT R L B
AR R BB (4 /N B A B B XU i 2 %) %
SR A, i O T T b DR X6 S S R T 4 A
5 P R 0 A, A U R TR O 4 1
GEER
2.2.3 JA EEG T & (% 9 F 7 B 5
Fama—French ZS A& M 50K LB M
Syt — 5T BEEG i R T 2 AR, AR
SCHCESSy B A EEG Ji R 1 il g (R 1455 A8 15
Fama—French = K T Fl 10 K T8 5 58 2 I 2508
1 e 9 M —EEG i [ 22 4 4 M A i 45 R
43590 Xof R AE TR o g R R AT [0S SR £ Bl
Gibbons 25" 4 H1 1Y) GRS 4t i 4+ LA & Fama 25
P2 AR AR A| o, | FHE bR A(Adj_R2) (4331575 9
A 1] = AR 0 46 %o {1 - YA 5 9 A T I R 58 I
PIA B 3446, A 34 DR B3R 1) 2 AL
ROGERIEL 4 PR .

%4 GRSZiTHE 3545 4|, [F3E4R4(Adj_R?)HIE
Table 4 Values of GRS test, indicator 4| e, | and indicator 4( Adj_R?)

B RE A GRS 4iiHi Alo,| /% A(Adj_R?)/%
Fama—French = [K 57 18. 50%*x* 0. 90 0.97
Fama-French 1. [K T4 17. 21%%% 0. 89 0.97

5| A\ EEG J fi: Rl 19 U P - 154 72 16. 45%%* 0.88 0.98

MR AT LIAE H

M GRS GEiH{EKF , WU 5 H 8L Y GRS 4¢
T E &/, FE W AH e Fama—-French =[N 75 1
FARAY, DY PR AR G AR - EEG it i i SR A
WS AN B RE AR SRR T 0, E M ASCR T 5

AR Ao, |ERF , DU R TR A o, |
& /)N, # B AH . Fama—French =K+ 5 1. A 1
BEAL, PO PR B AN HUBE-EEG Jit i SR 4 A v
i R PR WAL 2 B /D P I S O A5
T

MAEIR A(Adi_R?) FO{E K F , P P TR0
A(Adj_R?) i K, % WA M He Fama-French =
+ 5 R AR, O PR AR R X AR - EEG JiT
JRE L A S AL B RO BT, 7 N RCR T 1

25 LA LIS 4518 . 5] A EEG it i 14 2
A& DY R T4 A | Fama—French =K T 5 i [H 4%

AU RE N BCR T E— % . 13X 0] DL T 2 A5 K
(EEG) iX — Jit 2 Jai £ 9K 3y X 22 40 41 326 47 i 7
EEG Jii it K 60 & A e 1 SO RE Ty A s K
- 34N 55 4k B2 1 EEG {5 8., 10 B8R FTEwE 24>
K7 KRB (R IE BEG Jit 2 K 1 T 40 & 1 2 A4 4k
EEG {5 &, , N1l EEG [t [K 5~ 5 8 7070 HEHf Hu A
$2 f1 EEG 3K 3l 193 f , i 1575 58 77 2 M B Al v 2%
J¥ EEG Jit i [K ¥ B 0% fift B0 43 28 R 5 4 5% R
To ik A B AU 25, 8+ Fama—French — K+
55 R R E N ROR
2.3 REMHKE

R AR AR A R g, oA T DA
T IR O S REARE R A B T
FEAZE /NPT A B BT A RIREAS ;) AR e L
(1% J SRR R T AL A B B -BEG i 41 A U
Ry T RS U T T (L LA 365 P A — e 1 o
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T A 9K 31 K2R A0 AR AL 1 5L T EEG 1Y 5T i D BE 4R
b, 76 Al b4 15 H LA 3 EEG Jiit £ 368 1 1Y
EEG Jfi 5 A, ¥ Hin A Fama—French = [K Ff#
Y, 3 — D4R BEG i I+ B e M eg g

WE5E & M : O EEG Jii & B 8 b vl LA B2
A P B Av i K ;@ EEG i i i B & A AE, i
— A 15 1 EEG J5t £ DX 5% 5 S Ak 1T 2 51
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