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ABSTRACT

In this study, Capital Asset Pricing Model (CAPM) was applied to five selected sectoral
indices in the Stock Exchange of Thailand (SET) to test the predictive power of the model.
Consequently, the conditional covariances of most sectoral indices were found to be constant.
However, the high value of R” in each case suggested the estimates could be quite accurate. The
study on reward-to-risk ratio revealed that the ratio would vary through time for each sectoral
index, and the ratio differed among various indices. The investigation also indicated that CAPM
applications should have constant intercept term which was contrary to the condition in the
traditional models. Another important test of CAPM was on the permission for expected returns,
variances, and covariances to vary through time. The result exhibited that this assumption could
not be accepted in all cases of sectoral indices. The final test was on the nature of B which was
found to be constant according to the provision of the model for both single portfolio and multiple
portfolio cases.

The overall results suggested certain conditions defined by CAPM were not appropriate
and the application of CAPM to explain the rates of retum to assets in the selected sectors in this

study would not be appropriate accordingly.



