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Abstract

CAPM hos been o great milestone in asset pricing theory, explaining
the risk-return chorocteristic of finonciol ossets. However, over o few
decades the volidity of CAPM has been put to test by alorge number of
reseorchers. In this study, we test the validity of CAPM in Indio.on the
stocks listed on the Noationol Stock Exchonge by using Fomo ond
McBeth (1973) two step procedure. Our results show obsence of ony
significont relationship between betas ond risk premiums ond therefore
we conclude that CAPM is not avalid test in explaining the risk-return
chorocteristics of assets listed on the National Stock Exchonge over the
somple period.

Keywords: CAPM, beto, NSE, premium, two step procedure.

Introduction

As on integrol port of finonciol system, copital morket ploys on
importont role in the development of on gconomy. The monner in
which securities are priced in a copitol market hos ottrocted the
attention of reseorchers from a long period of time. Investment
decisions ore primorily guided by the risk-return relotionship of
securities. Over the post few decades, economists, finonciol experts
ond stotisticions have been keenly developing models of stock price
behavior. Based on the risk-return chorocteristics of securities, o
rationol investor will always expect premium on gvery additionol risk
undertoken. Thus investors would demond higher returns for risky
ossets. The theories of osset pricing have been o topic of consideroble
debate during post few decades. Mony theories ond their associated
models thot have been proposed are primarily involved in mapping the
relationship between risk ond return. In general, there are two
components of risk associated with a portfolio. Ong is the systematic
risk ond other is the unsystematic risk. Systematic risk connot be
diversified os it is the risk due to movements in the generol morket or
mocro-economic foctors ond as such is common to oll risky ossets.
However, unsystematic risk, is firm specific ond therefore, con be
diversified oway by holding sufficient number of risky ossets in o
portfolio. The pioneering Copital Asset Pricing Model developed by
Sharpe (1964), Lintner (1965), ond Bloack (1972) to predict cross—
sectional security ond portfolio returns has been challenged by mony
researchers including Fomo ond French (1992, 1993). As per CAPM, o
rotionol investor should not toke ony diversifioble or unsystematic risk,
as only non-diversifioble or systematic risks are reworded. In simple
words, CAPM suggests thot the return on on osset over ond obove the
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risk free rote is reloted to the systematic or non-diversifioble
risk calculated by the systematic risk component colled os
beto.

The present study attempts to test the applicability of CAPM
in the Indion context. This will enable o deeper
understonding of the risk-return charocteristics of the Indion
capitol morket. The study has been orgonized os under:
Section 2 reviews the related literoture. Section 3 stotes the
hypothesis to be tested. Section 4 mentions the dota ond
methodology used. Section 5 discusses the empirical
onolysis ond interpretotion. Finally, the conclusions ond
limitotions ore presented in Section 6.

Review of Literature

Since the development of the Copital Asset Pricing Model
(CAPM), mony empirical tests of CAPM hove been
performed to explain the behavior of actual returns. While,
some studies have volidated it, mony others have chollenged
the obility of CAPM to exploin the risk return behovior of
ossets. Primorily, the tests of CAPM ore bosed on the relation
between expected returns ond the morket beto. Original tests
of the CAPM focused on whether the intercept in o cross—
sectional regression wos higher or lower thon the riskfree
rote ond whether stock’s individual varionce entered into
cross-sectional regressions. Black Jensen ond Scholes
(1972) found results consistent with the zero beta version of
CAPM. The intercept wos found to be greater thon the risk
free rate ond beta was highly significont ond positive.Foma
ond Mcbeth (1973) found that the beta coefficient was low
ond stotistically insignificont for mony sub periods. Their
results were indicoted that CAPM did not hold os the
intercept wos much greater thot the risk free rote. Basu
(1977) found higher returns on low price/earnings
portfolios. Roll (1977) explained thot the shortcomings of
CAPM ore due to the moarket proxy problem, thot we never
have o true market portfolio.As per him, there con be
meosurement error in estimating the beta of smoll firms due
to their infrequent troding. Bonz (1981) ond Reingonum
(1981) were omong the first who documented o higher
abnormol returns on small firms. Foma.ond French (1992) in
their study used two other risk mimicking foctors including
Morket Equity (ME) and Book to Market Volue of Equity
(BE/ME) aport from morket risk foctor to explain the cross—
section of returns. Using NYSE-AMEX-NASDAQ dota,
their results contradict Block, Jensen and Scholgs (1972)
ond FomaMcbeth (1973) evidence that averoge returns ond
beta are positively reloted. Further, their results show that
positive relationship between averoge returns ond beta, if
present in the earlier periods of the study, disoppeors during
the lotter periods. Oboidulloh (1994) ond Voidyomothon
(1995) seporately studied the risk return choracteristics of
Indion morket using CAPM. Their results involidate CAPM
to explain cross-section of returns in the Indion context.
Pettengill, Sundorom ond Mathur (1995), Berglung ond Knif
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(1999) ond Elsos, El-Shoer ond Theissen (2003) validate
CAPM, estoblishing a positive and statisticolly significont
relation between averoge returns ond beto. Sehgol ond
Tripathi (2005) revealed the presence of size effect in the
Indion stock market. However, they found thot frequent
portfolio rebaloncing does not significontly offect the size
premium. Suntroruk (2006) tested the volidity of CAPM in
different morket phoses. The results indicate no significont
shift in CAPM parometers during bull ond bear morket
conditions. The study also reports presence of size effect in
Thai morket regardless of the market condition. Choudhory
ond Choudhoary (2010), Reddy (2011) ond Bhunia (2012)
while studying the cross-section of Indion stock returns
validoted CAPM in exploining risk return chorocteristics of
stocks. These studies provide evidence of risk aversion of
rational investors ond signify implications of CAPM in
determining the required roate of return of risky
securities.Hason et ol (2013) divided the stocks troded on
Bongladesh stock market into deciles on the bosis of beto.
They reveoled o lingor relotionship between expected
returns ond beto, ond that the CAPM intercept across the 10
portfolios wos not significontly different from zero.
Hussoina (2015) involidated the CAPM ossumption that,
high risk yields high returns, thus establishing controdictory
results in the Indian context.

With the obove literature gvidence, it prima focie oppeors
that sufficient studies hove not been conducted on the Indion
Stock Market to check validity of the CAPM.  As such, the
present work hos been taken up to supplement the evidence
on the opplicability of CAPM for pricing of finoncial ossets
in the Indion Market.

Hypotheses to be tested

Following hypotheses have been put to empirical test in
order to evoluate the robustness of CAPM in the context of
Indio.

Hypothesis 1: ;=0 (Sharpe Lintner CAPM)

lo

HO(1) Intercept term of the cross sectional regression is not
significantly different from zero.

Ha(1) Intercept term of the cross sectional regression is
significontly different from zero.

Hypothesis 2:  y 1t = (R,-R,) > 0 (Positive expected
return risk trode-off)

HO(2) Averoge excess returns on stocks are not significontly
greoter thon zero .

Ha(2) Averoge excess returns on stocks ore significontly
greoter thon zero.
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Hypothesis 3: y 2t=0 (Lingarity)

HO(3) Average cosfficient of lingority (explained by B ~2)
isnot significontly different from zero.

Ha(3) Averoge coefficient of lingarity (exploined by B ~2)
is significontly different from zero.

Hypothesis 4: y 3t = 0 (no systematic ffect of non-beta
risk)

HO(4) Average coefficient of the residual term of stocks is
notsignificontly different from zero.

Ha(4) Averoge coefficient ofthe residuol term of stocks is

significontly different from zero.

Data and Methodology
Data

The doto for this study oare monthly percentoge
returns(including the dividends ond copital gains, with the
appropriote adjustments for capitol chonges such as stock
splits ond stock dividends) for the sampled 63 componigs of
Nifty100 index listed on the National Stock Exchonge for the
period from Jonuory 2003to November 2015.

It is importont to avoid the selection biases, such as
survivorship bios thot may orise while selecting the sample
size. Survivorship bios occurs when only those stocks thot
would have survived during the study period ore included
ond stocks that go out of the index during the study period
due to certoin reasons like bonkruptcy, voluntory delisting or
foilure to comply index requirements ore excluded. To
overcome the survivorship bias, oport from surviving stocks,

we hove olso included those stocks that have been excluded
from the index for the initial beto estimoation ond portfolio
formation.

The Nifty 100 index represents about 78.57% of the free float
(the method by which the morket copitolizotion of on index’s
underlying componies is colculoted) morket copitolization of
the stocks listed on NSE on 3 1stmarch, 2015.The total traded
valug for the 6 months ending Moarch 2015 of all index
constituents is approximotely 67.31% of the traded value of
all the stocks of NSE and the impact cost for Nifty 100 index
for a portfolio size of Rs50 lakh is 0.06% for the month of

morch. The Nifty100 index is the constituents of Nifty50 ond
Nifty Next, which has the base date of Jon 1, 2003 ond the
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bose value of 1000.

The doto were obtoined from Yohoofinonce.com. The
monthly closing values of Nifty 100 index ore used os aproxy
for market portfolio. The yield on 91days treosury bills of

government of Indio is incorporated os risk freereturn. The
monthly stock returns were colculoted by the formulabelow:

e Plt—POt
Lt Pot
Monthly index returns were colculated by aformulabelow:
- Pltfpﬂt
m,t Put

To moke yield on Treasury bill comporable to the monthly
datapoints, the formulabelow hos beenused:

1
Rf,t: = (1:,,: + R?tnnuul =—1

Where, Ri,t) is the return on stock i ot time t, Rm,t is the
return on morket portfolio, Rftis the risk free return.

Methodology

In order to test the validity of the CAPM, we have applied
the two-step testing procedure for asset pricing model os
proposed by Foma ond Mocbeth (1973) in their seminaol

poper.
Time-series Regression

Preliminary beta estimation

Using time series regression on the monthly returns we hove
estimated the beta coefficient for goch stock. Using the
morket model of CAPM i.e., regressing each stock’s
monthly returns ogoinst the morket index (Nifty100) we
have estimoted individual stock beta’s.

R, R=0,; B (R, R) g,

i

Where,
R, is the rote of return on osseti ot time t
R, is the risk free rate ot time t

R, is arote of return on morket portfolio ot time t

mt

B,; is the beta.of stock I, T'is the finol data.point
g, 1s the random disturbonce term in the regression equotion.

For estimation of betas, the obove gquation was run for the
period from Jon, 2003 to Dec, 2006. Bosed on the gstimated
betas we have divided the somple of 63 stocks into 10
portfolios each comprising of 6 stocks gxcept portfolio no.1,
5 ond 10 hoving seven stocks each. The first portfolio 1 hos
the 7 lowest beta stocks ond the lost portfolio 10 haos the 7
highest betastocks. The rationale for forming portfolios is to
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reduce meosurement error in the betas.
Estimating Portfolio Betas

We have used the doto from Jon.2007-Dec.2011 (60 dota
points) to re-estimote Pi’s which were averoged ocross
securities within portfolios in order to obtain 10 initiol
portfolio Bptusing the following regression equotion.

R_itR ft=o_iT+p iT(R mtR fi)+e it

However, if we hod used beta from the preliminory beta
estimation period to get the first portfolio betafor risk-return
test it would had coused issue of meosurement error i.€.,
assets with the most extreme beta estimotes are most likely
to have substontiol meosurement error. The solution to this
problem is to estimote portfolio betos with new doto. We
have useds(ei) os o meosure of non— risk of individual
security which is the stondord deviation of the least squares
residuals gitfrom the morket model.

R it =a_i+p iR mt +¢ it

Cross-sectional regression

In the second stage of the two-poss regression method, the
beta estimates were employed os independent variobles to
explain the cross-sectional voriotions in the returns of the
constructed portfolios. The month by month returns on the
10 portfolios with equal weighting of individual securities
each month were computed from the period Jon 2011 to Nov

2015 for each month t of this period. The following cross—
sectional regression wos run:

Roc = Rpe = for + Prcbpe + Pacbpe + P2c5pe(8) + 7
The independent varioble B ? pt was obtoined from lagged
information using dato from Jon 2007-Dec 2011 ond is the
averoge of the [ _i For securitigs in the portfolio pj ,
_p” 2isthe average of the squared volug of the 3 ? i ;ands?
_pt( 21i)isthe averoge of s( €7?_i) for the securities in the
portfolio. The s( €?_i) wos computed from the some period
from which the component3 ? i of 3 ? pt were computed.

Averaging cross-sectional regression coefficients

The obove gquation yiglds aset of acoefficient estimates for
all t > 108 so we end up with the three timesS-108 coefficient

estimates. These gstimotes ore then overoged overall S-108

time period to provide o more powerful test of the CAPM.
Averoge of these coefficient estimates has been done by the

formulabelow:
s—108

1
%= o8 Z Yie (i=0123)
t=108
T-test for these variobles is dong by the formulabelow:

- ¥ e ?a—(r -7¢) - 7
t(ro) — a.L =t(}&) = a—mr _t(},z) = a.#
yo/NT-1os ¥ (5—108 ya/NF—d08

ES_—iOB P o )2
52 = (S‘:—;M-E-(’%)-For alli=0, 1,23
Shonken (1992) argues thot, although the Foma Mocbeth
approoch reduces the meosurement error for the betos,
especially in smoll somples of the oavailoble doto, the
resulting estimation grror for the gommaos connot be ignored,
even in lorge sample. The correction algorithm as provided
by the Shonken (1992) pdjusts the t stotistics estimated
through theFomo-Mocbeth approach by a.coefficient thot, in
a single factor portfolio, simply corresponds to the squored
values of well-known Shorpe rotio, to the following formulo:

c= |ﬂ%ﬂ}i=o=1=2=3

tFM
Vvli+ec
All our decisions on hypotheses ore bosed on the obove
mentioned ttests.

t=

Empirical Analysis and Interpretation
Ma)rket proxy and Risk free rate status
The study tested CAPM by using the Nifty100 os o meon
varionce gfficient portfolio. This index is the combination of
Nifty 50 ond nifty next. Moreover, nifty 50 is considered os o

capitol morket borometer os well os the boromester for
economy. Figure 5.1 depicts the pottern of capitol morket in

India, mode from the closing index points adjusted for stock
splits ond stock dividends. From the period Sept, 2008 there
wos o downword movement in the index because of the foct
that there wos adomino effect of subprime crisis.

Figure 5.1: Nifty100 Monthly Close Price for the period Jan 2013 to Jan 2015
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using thetime series data obtained from yahoo finance.
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Figure 5.2 represents the monthly return for Nifty 100 from
the period of Jon, 2003 to Nov, 2015. On on averoge, the
index has provided a2% monthly return with variobility of
7%. In OCT 2008 the index return was negotive to the extent

Volume 9 Issue 7, Jan. 2017

of 26.77% but after 8 months, in Moy 2009 the return
touched the peok of 29.81%. With every fall there is arise
but the pottern of return seems to be quite rondom.

Figure 5.2: Monthly returns of Niftyl00 from 2003-15
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Source: All the above measures have been calculated using the time series data obtained from yahoo finance.

The figure5.3 shows the pottern of 91days treasury rote
(monthly). This rote has been used os risk free proxy in the
CAPM model for the period of Jon 2003 to Nov 2015. The
risk free rate of return was on an averoge 1%monthly. Till
Sept 2008 the yield wos o normal curve but ofter the
subprime crises the rate wos also invertedwhich wos the
indication of recession period which later sloped upword
becouse of inflotionory growth expectation. Thus, the

choracteristic rote noted the different stoges of economy. In
Moy 2009, Indiareported on economic growth rote of 5.8%,
in the second quorter of 2009 the Indion economy grew by
7.9% ond gave indication thot the economy would scole o
growth rote of 7% or obove in 2009, ond in the third quorter
0f2010 the economy hos bounced back with a growth rate of
8.8%.

Figure 5.3: RBI 91 day Treasury bill Yield from April 2001 to September 2017
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Source: All the obove meosures have been colculated using the time series dotooon 91 days Treosury bills.

Time Series Regression Results
Initial beta estimation period

In Figure5.4slope coefficient beto, intercept alpha and R
squored from the morket model of CAPM for the stocks
under study ore shown. Beta of BHEL, ITC, HDFC,
Syndicote bank, Tatasteel and Union bonk of Indiahas abeta
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significontly greoter thon the morket. Kotok bonk, Vedonto
Limited hove negative betor which meons thot the stock
returns ore lower thon the risk freg return. Morgover it con be
soid that os the alpha of the individual stock rises, R squared
falls ond thus the market model foils to exploin the extent of
variotion in the dependent vorioble by the independent
varioble.
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Figure 5.4: Slope, alpha and R square from market model of CAPM for the stocks under study
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Source: All the above measures have been calculated using the time series data obtained from vahoo finance and
Govt. of India 91-days Treasury bill rates.
Portfolio Formation period portfolio were sorted from lowest betato the highest betabut

the return colculoted by toking next 60 doto points hos
succesfully token the varying betoin consideration ond thus
reduced the meosurement rror.

Figure 5.5 shows the average return on portfolio sorted from
lowest betato highest beto. There had been avery low excess
return or risk premium during this study. Although the

Figure 5.5: Average Excess Returns on Portfolio sorted on the basis of beta
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Source: All the above meosures have been calculoted using the time series doto
obtained from yohoo finonce ond Govt. of India 91-days Treasury bill rotes.
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Moreover, Figure 5.6 depicits the averoge of individual
stock beto. This chort also reveals the vorying nature of beta,
which does not remains stoble for long time. The stocks in

Volume 9 Issue 7, Jan. 2017

the portfolio having the lowest beta later have the beta of
olmost 1 and the stocks in the higest beta portfolio have the
betoof 1.

Figure 5.6: Beta Coefficients for sorted Portfolios.
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Source: All the above measures have been colculoted using the time series
doto obtained from yohoo finonce ond Govt. of India 91-days Treasury bill rotes.

Figure 5.7 shows the stondard devation of portfoilio return,
stardard devotion of residual errors which is o meosure of
unsystemoatic risk in cross sectional regression ond portfolio
return. Those portfolio having the higest betado not hove the
highest return os cleor from the gorlier figures obove (figure

5.5& 5.6). The portfolio 5,7,8ond 9 have the highest beta.ond
stondord devotion but do not hove the highest return and thus
con be said that beto.does not provide the sufficient return os
explained by the normative model of Sharpe ond Lintner.

Figure 4.7: Average Portfolio return, standard deviation
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Source: All the above measures have been colculoted using the time series
doto obtained from yohoo finonce ond Govt. of India 91-days Treasury bill rotes.

Toble 5.8 provides the regression result for the time series
regression run on the portfolio stocks. The porometers ore
the explonatory vorioble for the next steps, cross regression.
The portfolio 5 has o beto of 1.24 ond stondord deviation of
12% with on average 1.4% monthly return os compored with
portfolio 1 having beta of 0.99 ond stondord deviotion of
9.9% with on overoge 1.3% monthly return. From the
comporative onolysis of these variables, it con be concluded
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that the portfolio returns have not been explained by beta
alone. Some portfolios with the highest beta provide lowest
returns and some having similar (highest) returns have the
lowest beta. But when a comparison is made with the
standard deviation of their residual terms (Il 1), it seems thot
the return ore exploined by unsystematic risk. Thus it con be
said there ore the extrongous varioble thot ore affecting the
returns.
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Table 5.8 Summary Results for Time Series Regression

Portfolio 1 2 3 4 5 6 7 8 9 10 Market
average
portfolio | 0.013 | 0.008 | 0.009 | 0.007 | 0.014 | 0.006 0.007 0.010 0.013 0.013 0.001
return

SLOPEB | 0.994 | 0.655 | 0.753 | 0.724 | 1.242

0.902 | 1.215 1.131 | 1.112 | 1.001 1.000

B’ 1.141 | 0.486 | 0.648 | 0.580 | 1.830

0.875 | 1.588 1.297 | 1.416 | 1.215

o(€) 0.108 | 0.083 | 0.088 | 0.074 | 0.097

0.098 | 0.097 0.085 | 0.093 | 0.075

Gport 0.099 | 0.074 | 0.079 | 0.071 | 0.121

0.090 | 0.116 0.109 | 0.105 | 0.092 0.089

Source: All the obove measures have been colculoted using the time series dota obtained from yohoo finonce ond

Govt. of Indio91 days Treosury bill rotes.
Cross sectional regression results
Figure 5.9 shows the empirical security morket line. It

depicts the relotionship between the oaverage return of
portfolio ond their respective beto. Although the best fit ling

that has been plotted shows the lingarity but it does not tell us
onything obout the three extreme points relotion which ore
significontly deviated from this best fit ling. Thus o model
with on additional vorioble should be used to define the
relationship between the averoge return ond beto.

Figure 5.9: Plot of Average Portfolio returns against Portfolio Beta
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Source: All the above measures have been calculated using the cross-sectional data obtained from yahoo
Finance and Govt. of India 91-days Treasury bill rates.

To test the volidity of CAPM, we considered two factors,
first the intercept term should be zero or it should not be
significont in the model and the morket risk premium should
be significont ond positive. Table 5.10 presents the empirical
findings of the cross sectional regressions.

The hypothesis—4 of the two poarameter model says thot no
meosure of risk in addition to the B systematically offects
expected returns. From the onolysis we have found the t
valug corresponding to |3in ponel C ond D is 4.0135 ond
3.6681 respectively which is significont ot 5% significonce
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level. Thus, from the results of the ponel C ond D of Toble
5.10 we reject the null hypothesis thot systematic risk dogs
not affect returns.

The hypothesis—3 evoluotes thot whether there is o lingar
relationship between the beto ond the expected return. The t
valug corresponding to 12in pongl B ond D is 4.004 ond
3.7989 which is significont ot 5% significonce level. Thus,
from the results of the panel B ond D of Toble 5.10, we reject
our null hypothesis thot there is lineority between the beta
ond expected return.
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Table 5.10 Summary Results for Cross Sectional Regression

Panel A Ry _Rf Foe + ?1:5;-"'7?';::
PanelB R;n _Rf Foe + ?uﬁp*' ?Zzﬁé*’ﬁpr
Panel C Rp _Rf Foe* ?1:)5'14"' ?HIEP{EI) +ﬁpr
PanelD R;u - R{ Vo + ?uﬁp + ?2zﬁ§+ ?Brfp(éi) +ﬁpr
PERIOD
(Jan-
202t | Fo | #1 | 2 | ¥ | SG0)| SG)| SF2)| SWs)| tFo) | t(F) | )| tFs) | 72 | s(r2)
Nov2015
)
panela | 000 | 001 0.01 | 0.02 1.157 | 2.15 0.27 | 0.21
26 | 32 51 | 05 8 38 00 | 72
Adjusted 1125 | 1.88
tvalue 1 47
~ o1 | 0.04 | 0.11 | 0.05 : 6.30 : 0.40 | 0.8
Panel B | 0.04 0.04 5.964 5.72
6 | ®| s 67 | 11 | 41 . 93 |, 88 | 91
A:":uete" 4.284 3“3‘:6 4.00
3 40
) = - 12.70 | 0.37 | 0.23
0.00 0.39 | 0.02 | 0.02 0.21
PanelC | 0.02 | "o gl Rl Ryt og | 7192 | 0.97 52 52 | 81
34 5 66
A:id"uete" 5795 | 0.93 4";13
E] 61
" foos| ~ | 037003 |011] 005|022 ) 5.21 ~ | 11.36 | 0.51 | 0.9
Panel D | 0.06 0.04 10.95 5.36
sngll I e 27 | 96 | 65 | 49 | 47 " B | 89 38 | 99
s s | 22 9 349
E} 89

Source: All the above measures have been calculated using the cross-sectional data obtained from yahoo financeand

Govt. of India 91-days Treasury bill rates.

Another hypothesis—2 gvaluoates thot there is apositive risk
return trade off. From the result in ponel A, B, C ond D we
have found the results supporting this hypothesis ond thus
we reject the null hypothesis thot there is no positive risk—
return trade off.

Laostly, hypothesis—1 states that the intercept |0 should be
equal to zero for CAPM to be valid. The results in Toble 5.10
ore in contradiction to what wos being stoted in the said
hypothesis. The t values corresponding to |0which are
1.1251,-4.2843,-5.7959 and 6.9803 in ponel A, B, C ond D
respectively are significontly different from zero ot 5%
significance level. So we con say thot the CAPM does not
hold in Indion context.

Conclusion and Limitations

On on averoge there seems to be o positive risk return
trodeoff between return ond risk, with risk meosured form
portfolio view point. But we have foiled to accept the other
hypotheses. Thus it con be conclusively soid that the CAPM
does not seems to be avalid osset pricing model in the Indion
context. However, the rejection of the model connot be mode

www.pbr.co.in

olone by testing its robustness unless there is sufficient
criterion for the morket proxy to be colled os efficient. Thus
the rejection of the model con be attributed to
theinefficiency of morket proxy. Morgover, in today’s world
copital morkets ore wondering over whot drives the return.
Also so mony models have come ond ot present there ore
various multifactor models which have proven to be better
osset pricing models thon the troditionol CAPM.

Thus we suggest that the fundamentalist ond the researchers,
in order to forecast the returns opproximotely closer to the
octual return of the stocks, should use the multifoctor model
which includes the other factors in addition to the  os arisk
meosure for which the investor gets compensoted.

As the study was confined to only evaluoting the CAPM by
using the stock of NIFTY 100 due to the resource constraint
ond limited time we connot firmly ground the finding,
because so mony reseorchers including the Fomo ond
Mocbeth hove used the entire stock exchonge to have robust
testing results. Also the limitation thot persists in the Fomo—
Macbeth opprooch also persists in this study except the error
in vorioble which hos been overlooked by the method
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suggested by Shoken (1992). The other limitotions of the
study including those for the FomoMacbeth are cross—
sectional independence problem ond Roll critique. Further
no test for the efficient market proxy wos dong in the study
because of time bound limitotion.
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