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ABSTRACT

This study aims to conduct a comparative analysis of the outcomes and implications of
the use of two capital assets investment decision tools, stochastic dominance and capital asset
pricing model:CAPM , in inferring the returns and risks of the securities in the Morgan Stanley
Capital International Thailand (MSCI Thailand). The stochastic dominance approach utilizes the
distributions of returns data to rank the performance of the securities by Mean-Variance criteria in
the distribution-free functional form while the CAPM method assesses the securities performance
on the assumption that the variables are normally distributed. This study used secondary data on
daily closing prices and dividends of the 10 first securities in MSCI Thailand during January 2007
— June 2011, covering 1,096 observations.

The test of data by Mean-Variance : MV criterion revealed that the CPALL security has
the highest mean daily return at 0.223% and the PTT security has the lowest standard deviation at
1.795 meaning that it is not possible to rank the performance of the 10 first securities because by
stochastic dominance definition, a security dominates another one if it has relatively both higher
mean daily return and lower standard deviation. Meanwhile, the application of CAPM yielded

the highest values of Sharpe ratio, Treynor index, and Jensen index in the securities of CPF,



BBL, and CPALL at 0.0807, 0.3794, and 0.1735, respectively. However, the fact that the daily
returns data are not normally distributed implies the results of CAPM analysis can be misleading.
Based on the results of stochastic dominance relation, the CPF security will be the most
favorable and the BBL security will be the least favorable for investors. The relatively more
advantage which the stochastic dominance approach has is that no parametric assumptions need
to be made about the distributions of the variables under study. As the findings from the present
investigation indicated no pair of securities had ranking relation from the first order stochastic
dominance analytical criterion, it follows that the investors have to depend on second- and third-
order stochastic dominance analysis for security performance rankings and that the risk averse

investors take maximum expected utility not maximum wealth.



