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ABSTRACT

The objective of this independent study, ‘A Study on Using the Four-factor Pricing
Model to Measure Performance of Portfolios Constructed by Growth Rate of Earnings per Share
and Price-Earnings Ratio in the Stock Exchange of Thailand’ was to study the performance of
portfolios by using the Four-factor pricing model developed by Carhart. The portfolios’
performance was measured by assessing the excess returns observed from use of the Four-factor
pricing model using alpha.

The data were analyzed using multiple regression analysis, and data from a 120 month
period was tested, between July 1999 and June 2009, using the monthly closing prices of stocks
to represent the portfolios’ rate of return using the Four-factor pricing model method. The SET
index was used to represent the market rate of return, and the quarterly weighted average deposit
interest rate for the five largest commercial banks was used to represent the risk-free rate.

The results of the performance test using CAPM for the six portfolios constructed show
that a low growth rate of earnings per share and a high P/E ratio portfolio (ELPH), a high growth
rate of earnings per share and a low P/E ratio portfolio (EHPL), a medium growth rate of earnings
per share and a low P/E ratio portfolio (EMPL), and a low growth rate of earnings per share and a
low P/E ratio portfolio (ELPL), all had an excess return, but that when using the Four-factor

pricing model none of the portfolios revealed an excess return. The Four-factor pricing model had



an Adjusted R’ higher than CAPM, so the Four-factor pricing model was able to explain the
portfolios’ rates of return better than CAPM, because this model includes a sizing factor, a value
factor and a momentum factor.

This study found that any performance test of portfolios using alpha should consider
market, size and value factors in order to achieve accuracy, but that the momentum factor cannot
explain all portfolios’ rates of return. A portfolio suitable for investment should have a high

growth rate in terms of earnings per share and a low P/E ratio or value portfolio.



