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ABSTRACT

This study examine the Capital Asset Pricing Model for the Malaysia stock market using
monthly stock return from the three sectors in Bursa Malaysia second board for the
period 1998 to 2005. The purpose of the study is to examine thoroughly if the CAPM
holds true in the capital market of Malaysia and to test the reliability CAPM by checking
on different sectors. In particular, a risk that can be diversified away when held along
with other investments in a portfolio is, in a very real way, not a risk at all. The CAPM
gives us insights about what kind of risk is related to return. Then CAPM can serve as a
benchmark for understanding the capital market phenomena that cause asset prices and
investor behavior to deviate from the prescriptions of the model. Then, I also will review
the history of empirical work on the model and what it says about shortcomings of the

CAPM that pose challenges to be explained by more complicated.

The Secondary data being used for this study are monthly stock price, 90-days T-Bills
Rate and KLCI Index. This study concentrated on the 60 companies listed in Second
Board of Bursa Malaysia and 10 companies were selected from each three different

sector.

This study is conducted by using SPSS in order to find the beta value of the security
through regression. Based on the analysis, the findings of this study are not supportive of
the theory’s basic statement that higher risk (beta) is associated with higher levels of
return. However, the results obtained lend support to the linear structure of the CAPM

equation being a good explanation of security returns.

ix



1.0

CHAPTER ONE

INTRODUCTION

BACKGROUND OF THE STUDY

Since its introduction in early 1960s, CAPM has been one of the most challenging
topics in financial economics. Almost any manager who wants to undertake a
project must justify his decision partly based on CAPM. The reason is that the
model provides the means for a firm to calculate the return that its investors
demand. The model is the first model that successful attempt to show how to
assess the risk of the cash flows of a potential investment project, to estimate the
project cost of capital and the expected rate of return that investor will dem....d if

they are to invest in the project.

The model was developed to explain the differences in the risk premium across

assets. According to the theory these differences are due to differences in the

riskiness of the returns on the assets. The model states that the correct measure of
the riskiness of an asset is its beta and that the risk premium per unit of riskiness
is the same across all assets. Given the risk free rate and the beta of an asset, the

CAPM predicts the expected risk premium for an asset.

This study examines the Capital Asset Pricing Model for the Malaysia stock

market using monthly stock return from the three sectors in the Second Board of



