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ered: the ‘most. popular statrsttcal tool

Sharpe (1964), Lintner (1965) and
* Mossin (1966) developed a model wh-
ich relates expected return on portfolios

to risk free rate and market return; this "

model called Capital Asset Prrcmg Mo-

del (CAPM) This model faced; several -

crltlclsms as it clalms that securltles
return is affected. by only one source of
risk called beta, while other researchers
found other sources of risk.

Aecordmgly other models were in-
troduced; like thevArbltrage Prxcmg Th-

- ... The .aii udy isi: f"rstly 0 s
' know how well the : CAPM: explain
o stocks prices. Second|

is the market

Thns study will- use the most active
s listed. -in:- the Egyptxan 'stock
market for the:period. from June 2005 to-
June 2013 excluding banks and fifian-

cial - firms to .get. portfolios> “return.-

EGX30 w1ll be used as a ‘market return’

) proxy in CAPM -and the rate of return-

n tht h -freasury bills . w1ll be .
used as: ap _oxy for risk free rate. .

Testmg CAPM ‘will b&'done on two"

- steps using:the Statrstlcal Package for'

Social Science (SPSS) Which is coisid-"

’Dr/Ahmed Sakr Dr/ Sllvxa Sawerls ‘v 'f

emerging markets. for ,,CAPMV Sectlon

~ implemented to test the:models.

“ | Mossm (1966): introduced. the:
i Asset Prlcmg Model‘(C PMv ’.hlc
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The testing. ;i§ di
the first step, be
estimated ’the“-:_-t._

sectlonal equatt;

* The rest.of t
four sections orga
_tion two covers_, ‘

three explains the data, research’ meth-
odology: and the procedures that:will be

“empirical results, and findings. are: pre-
sented in section four, at-the end sectxon
ﬁve provnde a brlef conclusxon;

Sharpe (1964), Lmtner (1965), and
apxtal '

etween 'e‘ -pecte

: tum and risk- of the "portfoho.uMan

Capltal Asset PrlcmgModel(CAP- )
41s Jbased on: several -assumptionsin’.or<:
der to facilitateits application: Some -of
these. assumptlons appear to be unre" 1=
1st1c sl Ty :

CAPM mvolves two types of retu
the risk free rate of return,, mainly rate;
of return on Treasury bills and market
risk premtum so 1t has the followmg
eQuatlon SN
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rf .A—the rlsk free rate'of ,, ‘umvi . 3
E(rm) = expected retum on the _arket po rt foho
< Pwm =the sensmvxty of the ‘asset i 1 ‘
L .urmg the last few decade
pirical test of CAPM covered thre hy
*potheses (Fama and French,2003): Th

existerice of -a linedr relat:onshlp be-
‘-:tween beta and ‘retum posmve l‘lSk:

' .mgs that :what is. baé1cally tested isithe
efficiency of the market. portfolio:and. . -

;,,'free borrowing or; lendmg ‘or unrestrict-
.-ed ‘short. selling, .as investors will sch-
oose efficient portfolio. Also it doesn't

an - not the,,..model 1tself and that th lmearl-_ e ~-
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“ 'héppeﬁﬁ"ii‘x” all cases thaf .portfd_lvi.(‘)s con-

ways

market portfolio may not be efficient

While Pettengill, et. al, (1995) criti-

that the model didn’t explain ¥

realized return. o
~ "The, following sections 3
" literature review for previous

' different countries with diffe;

~and then will.

*also it ‘Gan provide help to

determine- the rules for gefting
- jnvestment decision: Ma

the model an

Dr /Ahmed Sakr , Dr/ Silvia Saweris

and accordingly CAPM cannot hold. = - .tengily et: al;-approach was applied a st-
‘ ot al (] " rong relationship was found. The analy-
cized the traditional studies used to test . sis also determined - that stoc ‘
CAPM which states that there isa'posi- - T ..
tive relationship:between beta and real- -
ized return not -expected return, .alt- . o,
" hough the model assumes a positive.
* relationship between beta and expected .. - ner
zed . were

“be the relation between beta and retuim.
* if the risk free rate is greater than the

ny studies sup
d others contradict-

Evaluating the validity of Capm .. :

| the"ré'Wa:s no»signiﬁcant rel.atiohship,be-‘f_ '

sisting of efficient portfolios are al tween' beta: coefficient and ex-post risk

efficient, which means that the

“premium when Fama & MacBeth ap- -

proach was used. However when Pet-
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“ing capltal markets: Cyprus Czech»_ Re-

e pubhc, Greece, Hungary, P
~:'"sia - and Turkey Testmg the
1995 to 2002, ‘the empmcal
.- showed a- positive relation bet
- turn-and betas. The conditiona

=:. - form the: ‘unconditional relat_ nshlp be-

" tween-beta and return as the-

] outper— 5

.........

Evaluatmg the vahdlty of Capm

ing part presents the' studies- of CAPM
. and other asseét prlcmg theones in the
Egyptxan stock market

24 CAPM m the Egyptla stock
market A

Every emergmg mar :
- -unique: features,; mstrtutxona]

! tistory,
* markets are ‘more’ subject 10" negative . -market integration level, arid ‘domestic
i visk premium due to-its insta lity .+ risk free rate. Egyptlan Sto is

- - conditional international' CAPN
- were weak except in‘some countries but

-+ :domestic ‘CAPM found 16 be a useful N

measure for the cost of capita

.+ ducted a comparative’ st
-+ pares the applicability ¢
~.:the three factor mode
- Fama'and ‘French and "

called Reward Beta approa e

.. sub-sample, the first sample fic July
~ 1995 to June 2001 representing; -
ante sample while the. period from: July

© 2001 to June 2006 represen _
" post, the study apphed two step s
. 'ods; the time series regression s used -
first to" find“out the para s
hode] then ‘these parameters are

yer n'emergmg countrxes ‘es-
peclally the ‘MENA region; the follow—

: test dlfference between the tual
Rogers and Secura, (2007) con- - the

- model. The: results. mdlcatj th:

~.-Teturn of the companies’ of: he*sample
- unider study was: s1gmﬁcant1y dxfferent
from the expected returri-calculated b
F the model Which 1nd1cated

Brazilian Market. The study used:two - pectedr retum on: mves ¢

considered one of the developmg mar-
kets '

Bon and Saxah (2010) o

~and eXpected return’ usi

tual

Also- Omran (2006) ;,exam"
perxod:i{from 2001t0::2002 :t
of CAPM-in-the" ‘Egypt

. -0ck Mark -vThe study adopted twe¢
‘second step in order_to arry out the

_stocl\‘ durrng ' the{pe—

rlod.‘ The results found thaf beta.had an

constructxons materlals hotels a_nd e
aving compames whose bera 1S large ,

77'z




.+ ‘andfisk’of the Securities. B

- searchers found that high beta portfoli- -
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25 Hypotheses of CAPM e s Whlle Korkmaz et. al (2010) ana-_ ~

Prevnous studles about CAPM cov- . lyzed the relation. between stock.,.,r:etp m
of. emergmg “markets. and. WO

ered three main _hypotheses; the first measurm theu risk by
h}’pothesw tested the existence of- lmear'.-': e g ‘y usin
relationship  between. expectedv return "

(1972) contradicted this lifie
__ship in the traditional-model- asthe re- & F

.05, gained excess return: lower than what
. was expected and the oppos:te for low-:
er beta portfolios. -

Gursoy and Rejepova (2007) ‘found; n ooar
. that:there was_no: significant: relation- e
. ship etween; beta- and nsk premlum i

of usmg dlfferent' maf ¢t index portfo- -~ Th
; ,:_.,llos w1th varlou asset structures~f'on the * amine:

...i;there was al lmear relatlonshlp bet
: -;-beta and retum, also found that th

) 'mdex used EL

Hasan, et al (2011)’"
. vahdnty of CAPM in’ Bangladesh
Dhaka Stock Exchange (DSE)
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n - Beth (1973), and concluded 1hat beta , pected return ¢ on the portfeho of zero
X S B " wasa sufficient measure of market risk..: - correlation with the market equal to the

= * However, Soufian that th-7 risk free rate in New York stock mar-

e -7 erewasa problem in the ncy of ket Also: Stambaugh (1982) through his

y _‘beta in the UK market, san, et. - study:for the period from 1953 16 1976

n i al, (201D proved.: ¢ ‘were . for- ‘New. York stock market fo PN

e compensated for th k not . using: dxfferent indexes re Je‘ i

st ~ Yor unique risk, when the ; ers - of Ihe mtercept to the“‘

e " tested whether C iy :

e * pturing the - unique-

e - tion term of systen dicted the 1

b sk hould equal

d

It is notxced that most of the above " zero when usmg excess Teturn as a de-
stud:es Supported the use of beta as the ‘pendent variable ‘either for ndmdua]
_only source of risk, however this is not. . stock or for: portfolios; also’ AW
~ the case in the E”taa stock market. :as .. - Sklinda (2003) found through i an-
_ _Shaker and Elgiziry 3)'when com-  alysis to the Polish stock ‘market that

pared the vahdxty . the intercept was dlfferent from zero o
-asset pricing mo

10 These: ﬁndmgs were the same as, the

French tl}ree f:actor L results reached by (Omran, 2006) when

- el, the liquidity-augm ~ ‘the researctier analyzed CAPM in the
d ich three factor m Egyptian - stock market for the period
"'tia?nsp;xeﬁ ;an from of 2™ March 2001 ‘6 26" October

RRTCEREL P 2001.as the researcher: found thatthe in-
SR ench three lfactog tercept was signifi icantly -different from
Yoo :‘;g‘zft;ﬁon’zg " 1o at 5%.level of significance, - .- .
a _

SRR ‘ “fm explammg the : owever “this study eC

thét the intercept is’ equal to 3

no ”_1s leads to cenc]udmg. at bet: he_ excess‘ et s
N 0t the or.ﬂy soure ds' o ithe . develepment of irc
s ‘otheszs SIRE

)y

e

=

bE 5 C (2004 _and Stambaugh,f (198;

i :_,:whe rejecting the model &

i- | .- market proxy due to the-a
o | - several definitions for it, CAPM gamed
~ | harpe-' acceptance and is cons;dered the most
LB) as ‘the ~»eempmca1

widely used mode] among the financial

ldn’t PTOVe “that “the “ex- practitioners,
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3 Reseach Methodo_lﬂgy .
‘thodology apphed to test saarchers

{_.-_'the. perlod (frbin‘ .June 2005 fbo..;- une
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working day on May 2005 will be mul-
tiplied to get the market value-of the -

the firms will be arranged descending
and divided into ‘equally. weighted port- -
folios of four stocks each except the.last

two. portfohos which have -only three -
stocks (Nguyen, 2010) thrs wxll result in

ten portfohos

~ However it should be noted the Egy—
ptian _stock -market.. stopped workmg
“from 27" January’ 2011 to 23" March
2011 because of the 25 January revo-

Tution, -so there is no data for February -

2011; hence the total number of obser-
vation is 96- for the whole perrod

Aﬂer the constructron of portfohos,.
In order to calculate the retur_n for each

*'portfoho two steps w:ll be _}_vfollowed _

. TheFirst step.is to, calculate t
" for each'individual stock using monthly
end. closing: prices by usmg the follow—,y

rket index (EGX.&G} at the end of month
(), and Ml is the points of the mar-

et index (EGX30) at the end of month

_-here Rf ¢ is the rate of return on 3

">3 months treasm‘y bills at the end of
.month (t-l),, . SRR

S 20135 the' stock’s closing price and the
" number of outstanding shares of the last

" . firm at the beginniiig of June 2005, then .

b'..Market index BGX30 at. the end of
month (t), Ml is the pomts of the Ma—“

tfeasury bxlla at the end of monith’ 7
IR, 1 is the rate of retrin on the_r :

Evaluating the validity of Capm ......... .

Where Rbt is the return. on 1nd1v1d- . ‘_ ‘
ual stock for month (), Py is the cIosmg EE R

price efthe stock at the end of month ' s
(@), and Py is the ciosmg price of- R

stoek at the emd of month {-1).

The second step is o calculate the’- E
portfolio return which is welghted aver-

age return of the stocks forming each =

portfoho (Nguyen 2010)

3. 2 Market Im&ex

EGXBO is usedas a proxy for mar-
ket index; monthly changes-in this in-
dex are taken as measure for the rate of
return on market. It involves the most
active 30 stocks listed in the Egyptian
stock market in terms of liquidity and
activity. It is-calculated as percentage of
change as-follow: - : R

' mg equatlon '
| Return on. Market Index {ij = ﬁ:ff——k‘* * 100
Where Rmt is the return on’ the - : 3 3 Risk Free Rate

The monthly change in the rate of
‘teturn of the three months treasury bills
‘will be employed as a proxy for the I‘lSk_
~free rate (Dhankar and Singh, 2005), _
“using the following equation (Sawa and

Sklmda 2003): .

R_;f £ = {Rf, Sour Rﬁe—»ﬂfﬂﬁe—
‘3 4 CAPM Testing Methodology

“The test mvolves two .’teps in’ ’fhe'
i) st step time series regression. is run to’
estimate betas for all portiohos alth
hough the return on portfolio of: the.-
‘basic model was in terms of. expected
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re‘tu'm but Black er. al, (1972) stated
that the realized return can be used in

Rpt = Rf+ 18 (RMt - Rf,t)+st

Where: Rpr is the rate of return on port-
folio, Ry is the risk free ,
rate, Risr — Ry, is the market excess

return and B is the sensitivity of portfo-
lio return to market excess return. -
The standard version of CAPM as-
sumes constant value of the risk free
rate, hlS contradlcts the situation in the

R FR —Rf,;

So-the constant value Ry bec()me's
the variable Rz, and the dependant var-

iables changes from portfoho return to
the portfolio risk premium. This will

the following equation:

M

reabmarkets as there are always ﬂuctua—
tions in interest rate; these changes are
the result of increasing the rate of infla-
tion, there are also other factors ‘that

influence the risk free rate like mone-

tary policy (Sawa ‘and Sklinda, 2003).

- Accordingly it is better to put the risk

=5‘ +ﬁ(RMt

free rate as an independent variable and
changing the mode] from the orlgmal
form (1) to the following. equauon

Rpp)+e, o,

The second step tests the hypotheses
of the model where the- betas estimated -
in the first step are used as explanatory
varlable by running cross sectional re-

 gression. Equation (2) will result in ten

make the model more real (Sawa and

Sklinda, 2003).
- The regression w1ll be run on the

monthly market risk premium (monthly:

return of EGX30- monthly return on

‘three month treasury bills) against the

" monthly risk premium for each portfo-
. lio (monthly return on each por’cfoho -

“monthly return on three month treasury
bills) for the whole period from June
2005 to June 2013.

Ry == }'u+ V18p + T

Where Ryis the mean return for the
ten portfolios excess return and fp is

the mean of the ten betas estimated
from the first equation. ’

To test the applicability of the model .

in the Egyptian stock market, the coef-
ficient ¥ g should equal the risk free rate

82

be‘tas, one beta for each pox“tfoho, the
mean for these ten betas is going to be
used s an independent variable and the
same - for. portfolios’ . excess return_
where the mean return for the ten port-
folios.is used as'a dependent variable,

these results will be used in the follow- . i

mg cross sectlonal regressxon

€)

according to the standard version of -
CAPM.

_ While the coefficient ¥4 should be
greater than zero and positive as it mdl—
cates the price of market risk (Sawa and
Sklinda, 2003). Various studies argued B
that ‘using estimated beta in the cross

sectional regression equation will result .~

in biased results, but this bias will be
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“reduced when the individual shares are
<+ sorted into portfolios, although the error
~.. won'’t be totally eliminated but this will
- reduce 1ts ‘effect (Sawa and Sklmda
o 2003) :

- for all regression, as it is regarded as
* the best linear unblased estimation me-

. thod and since CAPM is a hnear model
then OLS method is the best fo. be used

4. Emprlcal Study
4.1 Descrlptnve statnstlcs :

tracting the ‘monthly risk. free rate from
 each- portfolio monthly return for the

12013 this resulted in 96 obser

posmve mean excess return except the

- Skewness show negatxve values which
o mean that the excess return is skewed to

Ordmary least squares is employed_

- Table 4. 1 presents the descrxptlve st-
atistics for the ‘monthly data of each po-.
rtfolio excess return calculated by sub-

* whole period from June 2005 toJ A'A’ne -

large compared to mean excess return. -

e s larger than the

Evaluating the validity of Capm ......

mean and the median and distribution
tail is to the left. The results of Skew-
ness and Kurtosis indicate non normali-
ty for portfolios except the last one;
however, this study will apply test of
normality usmg Kolmogorv-Smlmov :
test.

Table . 1)
Descrxptlve statxsues

The table . shows minimum, maxi-
mum, mean, standard deviation, vari-
ance, skewness, and kurtosis for the ten
portfolios. Data are in monthly interval.
All portfolios® return are in excess re-
turn; portfolios are formed by ranking
the most active 38 stocks descendingly
accOrding to their market value and

- grouping them in ten equally weighted -
. portfolios so that each portfolio consists

S of four stocks except the last two port-.
The table shows that all portfohos have ‘

‘folios which consist of only three

~stocks. N represents the number of ob-
' third. one. Thelr standard deviation ‘is

servation . for the whole period from
~ June 2005 to June 2013. :

Std‘ o

i - :Dev, anee | e
12.824 | 164454 | -1.140- | 3.876 |
52.88 153 | 11486 | 131924 | -854 | 3.955 |
- |96 | 6384 |2 -5357 | 13227 | 174955 | 1055 | 4414 |
296 | -60.13 3099 | 8952 | 14271 | 203.668 | -897 - | 2517 .|
*| " Portfo 196 | 5422 12678 | 3720 | 12.389 | 153497 | -1.053 | 3314
| Portfolio6 | 96 | 6421 |39.80 | 3846 | 16280 | 265.024 | -464 | 1764 |

Portfolio7 | 96 | -54.87. | 5529 | 1.0873 | 165193 | 272.887- | -058 | 1.

Portfolio8 |96 | -48.04 | 3871 | 9524 | 14731 | 216995 | -230 | 10

Portfolio 9 . | 96 | -63.41 | 6579 | 25559 | 20352 | 410156 | 382 | 1
17459 | 304120 | -158

“Portfolio 10° | 96 | -52.97.: 5249 | 1.6785

83
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4.2 CAPM Testing : : Table (4.2)
To test ("APM, two steps of linear Test of Normality, Autocorrela-
regression: will be conducted. First step  tion and Heteroscedasticity for

is to calculate Beta for each portfolio. ~ the ten portfolios

Then, thse Betas are used as independ- _ v i
ent variable for the cross sectional The table shows normality test for

model « " CAPM. Tests will be applied the ten POthOhOS using Kolmogorv-

by fittins, models and estimating using Smimov. test, autocorrelation using
ordinary least squares (OLS) method. Durbin-Watson test and heteroscadesti-

The study first tested the assumptions city using Breusch Pagan test to verify -

of normality, autocorrelation and heter- OLS assumptions. Portfolios are for-

oscedasticity required for applying OLS med by ranking the most active 38
method. Table 4.2 shows a summary stocks descendingly according to their
for the results market value and grouping them in ten -

equally weighted portfolios s6 that each
portfolio consists of four stocks except
the last two portfolios whxch consxst of
only three stocks - : X

Portfg

T o ~Nommal | 2421 | Noautocom. | 0.3827%| Homoscedastic

2 — .108 Not, o “: No au'toc;"rr.v 0;3565* Hé'mosced:asti‘cu’“ :

v Normal 1.914 R | SESEEEEETA

3 087+ | Normal | 2436 | No autocorT. ——53556% | Fomeseedaic

';, -4 078% | Normal | 1882 No.'a'ﬁt._ocbrr'.‘ 0,4536* ’:Homoscedéstié.:' 'v

5 090% | ‘Norma_‘l:, 2285 - No é\rxtchrr. 1 0.0777*7 _b quo_scedaét‘-ict -

T oG+ | Tomal | 2038 | Noamwocor. | 0. T345% | Homoseedastic

7 071* | Normal 1.914 - No autocorT. 04323; Ho’mosbcedastiio 5
8 .081* | Normal - 71626 | No au_bcorr. 0.1677* | Hd:rx_x_oscedas:t‘i;l 3

‘ 9 .099* qumal "2.186 | No autocorr. ‘0.14‘56* Homoscgdastic

10 .066%. Non'r}al' 1927 | No AUtOCOIT. . 0.0888* .Hom_osce'dast'ic;

*significant at 0.01.
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" they have variation:

. high rates of R* (R* =

Amed Salsr_, D Sivia Saweris  Eval

1 Tnme Series Regressnon
Model

Thrs model is the first step of testmg
CAPM model, where an ordinary least

'square method is conducted between

“the betas for the followmg equatlo

ma‘r‘ket ‘excess
variable, an
turn; as the dependent varia

R, ~Ry =0+ Bp(RMt"‘th) +g

) - 'Where Rpt ng 1is the portfoho s
“excess return, Ry =

excess return and B, is the sensmvrty of

each portfollo to the movement m the ich leac b
5 v - ¢r.variables affectmg the dependent va-

o rrable, (Draper and Srmth 1998).

market.
" The results;are. sho%vn in table 4 3,

where betas andl their sxgmﬂcance are. .
‘displayed. These resultsgndrcate ‘that all
. betas are significant (PxValue = 0. 000)

at 0.01 sxgnlficanee level, which means
that all betas are not equal to zero. So
.affect ‘returns,
The value of 0.8371 of beta for the first

: portfoho means that for every 1% in-
crease in market excess return-will re-

sults in increase in portfoho excess re-

© tum by 0.8371%.

° The results also mean that the mod-
els-are all accepted, which’ Jeads to ob-

" serving the coefficient: of determination
- R of each portfolio. The coefficient of
- determination is the percentage of vari-
- ation in the dependent variable: which is

explamed by the mode 'ccordmgly,

the model explams a high- percentage of

_variation in  the dependent -variable.

This means that the model is: sufﬁclent
for the dependent, variable. On the other

- hand, low rates of R? (R? < 0.85) mean
that the model explams a low percent

* Rgy is the market ke

age of variation in the dependent varia- -

ble. This means that the model is insuf- |
- ficient for the dependent variable, wh- =

assuming that there are oth-

he_ values of coefﬁcrent of deter-

: mmatxon are shown in table 4.3.which

-shows relatlvely low rates, this: rneans

i that there are some variables that may

be affectmg portfolio return other than

- Market. Excess Return, only the first

portfoho has R? greater than 85% which- .
means that the model is sufficient to .
exp]am varxatlon m th1s portfoho s re-
tum g

Table (4 3)
Beta of each Portfoho of CAPM

Th1 table: presents the beta’ of each :
portfolio.and the’ coefﬁcxent of determi-
nation. R2 Numbersf in Parentheses are
tstatistics, Portfolios are in excess TE-
turn’ formed by: rankmg the most active
38 stocks descendingly accordmg ‘to

, thelr market value ‘and groupmg them

in ten equally werohted portfohos SO
that each portfoho ‘consists ‘of four
stocks except ;the last ‘two - portfohos
Wthh conSISts of only three stocks '
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422 Cross Sectioual Regression
Model

%747 This model is the second step of
- testing CAPM model, where an ordi-
"ty least square method is. conducted
tween the mean of the ten betas esti-
ated from the first step; as the ‘inde-
““pendent vatiable, and the mean of the
“'ten portfolio excess return; as the de-
perident variable to obtain the mtercept
_‘) and the coefﬁ01ent ()*1) for the

Yo + '&'1!3;. -+ np
Where R represents the mean re-

turn of the ten portfolios® excess return,
Bp represent the mean of the ten betas
estimated from the previous step.
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Portfolio Beta R’
v @433y -86.3%
2 deatye." 73.9%
3 -(gif;g;l* 81.4%
K ,(_(1)?3;?*. 78.4%
5 Qbgan - 787%
6 (;8(?(1)331* 9%
T e
T ST e
_9 | (}41339*,__1_ 1 70.4%
o ]S e
* srgmﬁcant at 0.01 ***’signiﬁcenr at 01 '
**51gn1ﬁcant at 0. 05 *R® greater than 85%

Accordmg to the hypotheses of this
study for CAPM; the intercept Yo sh-

ould be not sxgmf icantly- dxfferent from
zero to indicate that the risk free. used in

. ‘thé market is not signifi cantly different

from the risk free presented in CAPM,
the beta’s: coeff' cient Yy should be s:g-
nificant and positive to indicate the ex-
istence of positive linear relationship
between beta and portfolios’ return also

~ the market risk measured by beta is not
a sufﬁment measure of rlsk ' -

The results are shown in the table
4.4; it shows that the model is signifi-
cant (P-Value = 0.012) at significance
level of 0.05 with R? = 56.3%, which
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t, it is insufficient: to explam ‘the

50 hows the mtercept Yo and the coef-

ficient ¥y of the Cross. Sectlonal Model
“and’ ‘their - significance. It can be ob-
7 served that both of them are significant
Crat0.05 srgnlﬁcance level, this means
“that they are greater than zero. 2R

; s,.that although the model is. swmf-

riation in the dependent variable. Al-

mtercept of the model ‘the.coe:
of .market. excess, retum -the
statlstlcs of the model and the coe
cxent of . determmatlon R2 which.
measure how much the mdependent',
var1able is able to capture the varia-
tion in the dependent varxable Nu o
bers in Parentheses are t-statlstlcs

F ,V .

A significant at 0. 1

N —

The results above -show - that "1
whlch Tepresent. the coefﬁcxent of mar-
‘ket ‘excess return is posmve and signifi-
~cant; the’ same as what was assiimed by
“the’ model since it represents the price
of bearing market risk, this leads to ac-
“cepting the. first hypothesis and -mx
“that the: lmear relat1on explamed

o ujréd_ by betais ‘exx_st_l_ng'. |

Accordmgly, the model can be wrltten as. follows

, ' Varxables .'A;»',Co:el’ﬁcients | ’ 3:-_-sz
Rt e " 3611 ‘
o - Interce o ,. , _
S _ : o 10301** B
B R o 4885 R
b “Marketreturn | v (56 3%)
| R SRR (3.210)** B g
'g * sxgmﬁcant at 0. 01 | :"‘vb*,sig‘ni'ﬁcant at'0.05. e

Average monthly excess Retum =-3,61 1+ 4. 885* Betas

relation between beia and return in N
York Stock Exchange market whe ]
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The same results we1e reached by
Black (1972) who found the -existence

of linear relationship between risk and
~return in both cases the existence and

nonexistence -.of risk free rate.Also
Stambaugh (1982) proved  the lmear

researcher. used different market index
portfollos with various asset structures’
to test the performance of CAPM also

found that the risk -premium was posr-
‘tlve whatever the mdex used The same
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for Gursoy and Rejepova (2007) whose
study observed this linear relation in
Turkish stock market when using the
modified approach-of Pettengil, et. al,

(1995) however, when Fama and Mac- -

Beth approach was used the linear rela-
. tion was violated. While Nimal -and
Fernando {2013) concluded that during
up market there is a positive relation-
ship and the opposite during down
market. However, Korkmaz, et. al,
(2010) rejected this linear relation when
~ analyzing the relation between stock
return of emerging markets and world
index for 23 emerging markets.
The results also found that beta is
not the only source of risk that affects
portfolios’ return through examining R?
of the cross sectional model, this leads
to accepting the second hypothesis and

confirming the existence of other varia-

bles that affect portfolios’ return in the
Egyptian stock market. These results
were opposite to the results reached by
Fama and MacBeth (1973) in New Yo-
rk Stock Exchange, also Paavola (2006)
found that market beta was significant
for most of the companies tested in the
Russian equity market, and the same
with Zhang and Wihlborg (2004) whose
" study found that beta was the best
source of risk as found by conditional
‘domestic CAPM in the examined six
“emerging markets. Also Pettengill, et.
al, (1995) whose study used the modi-
fied approach of Fama and MacBeth
(1973) concluded that beta was a suffi-
cient measure of market risk. While
Shaker and Elgiziry, (2013) reached the
same results as this study in the Egyp-
tian stock market, since the researchers’
study found that Fama and French three
factors model is the best among the
tested models, which involves the iar-
ket risk premium plus two microge

‘measured by- Beta

nomic variables; the size and the book
to market value factors.

As for the intercept v, the results
found that it is not equal to zero. This is
not the same as what was proposed by
the model, since the dependent variable
used in this study is the portfolios’ risk

- premium; this leads to rejecting the
‘third hypothesis and means that. risk
free rate of CAPM is significantly dif-

ferent from the risk free rate available
in the Egyptian market. ‘

These results where the same as the
results reached by previous researchers;
Fama and MacBeth (1973)’s empirical
analysis in New York Stock Exchange
market couldn’t prove that the return on
the portfolio of zero correlation with
the market equal to the risk free rate.
Also Stambaugh (1982) through a'study
in the same market for the period from

1953 to 1976 for CAPM rejected equal-

ity of the intercept to the risk free rate
when using different market index port-
folios. The same for Hasan, et. -al,
(2011) in Bangladesh stock market,
Sawa and. Sklinda (2003) in the Polish
stock market and Omran (2006) in the

‘Egyptian stock market who found that
_ the intercept was significantly .diffe‘rént

from zero.

5. Conclusion

This study tested the validity of the
main asset pricing model CAPM in the
Egyptian stock market for the period
from June 2005 to June 2013, using
portfolios ranked by stocks’ market
values instead of individual stocks to
improve the results of estimates. The
study tested the three main hypotheses
of the model; whether market risk
sufficient meas-
ure of risk, the existence of positive
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linear relationship between beta as a

" }t}easure of risk and portfolios’ return
~also whether the risk free available in
" the market is equal to the risk free rate

presented in the model.
* The results of the of CAPM proved

-the existence of positive linear relation
. between beta and portfolios’ return; as
the coefficient of market excess return
- yywas found to be significantly differ-

ent from zero and posnive, this is true

-since it represents the price and the re-
‘ward for bearing market risk, which

leads to aceeptmg the first hypot_hesm

‘The second hypothesis also is ac-
cepted as the study proved that beta is
not a sufficient measure of risk, whlch

means that there are other sources of

risk and factors that should be taken

into con.,lderatlon when predlctlng :

stocks’ prices.

Also the results found that the mter—
cept ygof the CAPM was s1gn1ficantly

different from zero, accordingly  the

“study concluded that the risk free rate

offered in the market is not the same as

the risk free rate presented by the mod-

el, so the third hypothesis is rejected
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