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Abstract 
The present study examines the Capital Asset Pricing Model (CAPM) for the 
Pakistan stock market using monthly stock returns of the Cement companies listed 
on the Karachi Stock Exchange for the period of January 2004 to December 
2009. This study demonstrates that the model is not valid in its applications in all 
the listed cement companies to elucidate the accurate expected returns. The 
findings of this study are not substantiating the theory’s basic result that higher 
risk (beta) is associated with higher levels of return. The model does explain, 
however, excess returns and thus lends support to the linear structure of the 
CAPM equation. The results of the study lead to negate the hypotheses and offer 
evidence against the CAPM. Additionally, this paper investigates whether the 
CAPM adequately captures all-important determinants of returns including the 
residual variance of stocks. The results demonstrate that residual risk has no 
effect on the expected returns of portfolios. 
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Introduction 
 
The financial analysts have always been ardent in the field of finance to facilitate the 
better comprehension of determining how the valuation of risky cash flows is done by the 
financier. A common behavior of the investors towards the riskier investments is to 
undertake higher expected returns. The matter of determining the accurate valuation 
process in such risky conditions is yet to be worked out in the literature of finance. 
Furthermore, finding out the demand of risk premium is still ambiguous. 
 
It has been noticed in the financial markets around the world in most of the cases that 
returns of equity markets are astonishing. Thus the concentration on establishing an 
effective portfolio has been prioritized in the investors’ behavior so that the systematic 
risk can be evaluated over the securities. 
 
Some of the investors who were unfamiliar to the technicalities of the field made use of 
rule of thumb to estimate the returns on their riskier investments. Harry Markowitz, while 
working on his doctorate thesis in the 1950s formed an astounding mechanism 
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determining which stock should be included in the portfolio on the basis of having 
highest returns against a certain risk. This emerging concept was widely accepted by the 
academics and researchers around the globe.  
 
The finance literature then followed with the idea of dividend and capital structure 
irrelevancy in the mid 1950s by Modigliani and Miller. One of the most significant 
enlargements under the subject of Modern Capital Theory is the Capital Asset Pricing 
Model (CAPM). The same subject has been explained by Sharpe (1964), Lintner (1965), 
and Mossin (1966). The CAP Model follows the idea that higher intensity of risk would 
lead to higher projected returns. To simple lines, this model suggests that the forecasted 
return on an asset above the risk free rate is connected to the systematic or non-
diversifiable risky directly as calculated by the β. Though the CAP Model has been 
remained a prime model in empirical studies over the last four decades, many researches 
have put doubt on its ability to explain the behavior of actual returns.     
 
It has been a noticeable topic with the history of CAP Model to test the validity of it in 
various stock markets around the globe. The two reasons are considered to be the major 
factor of testing the applications of this model. First reason is the acceptance or rejection 
of the theoretical background of this model through hypothesis testing.  The second 
reason is explained on the function of this model to design and compose the investment 
portfolios. The study thus would help to uncover the ways of using the literature as a 
mean to organize the data deprived of making an attempt to reject the theory. 
 
The Capital Asset Pricing Model has been remained a core debatable subject in the 
literature of finance from last four decades in different applications. Many practitioners 
and researchers around the globe have made serious criticism on its applications. On the 
other hand many of them relied extensively on this model to foresee the required returns 
and achieved favorable outcomes with respect to the actual returns.  So we believe that 
there is need to investigate the validity of CAP Model around the globe. Various studies 
have been taken in this regard in markets like USA, UK, Nigeria, Egypt, Malaysia, 
Greek, and India etc. Furthermore, in Pakistan’s setting several studies have been 
accompanied in this subject on different sectors under Karachi Stock Exchange. Before 
finalizing this terrestrial scope of this research topic, a critical question arises as if the 
CAP Model is valid if we examine it on numerous developing markets which are very 
dissimilar to the developed markets. 
 
Literature Review 

 
It is a widely accepted concept that the investors demand a higher expected return for the 
investments done in more risky securities or projects. Various models are used by the 
analysts or the investors to forecast the risk of fundamental securities. Capital Asset 
Pricing Model is used at most runs by all of these. He also concludes by suggesting that 
the model may still be beneficial for those concerned in the long run period (Jagannathan 
& Wang, 1993). The CAP Model is similar to any other model in defining itself on the 
grounds of certain assumptions. Beta is the measure of systematic risk and is positively 
correlated with the return. (Van Horne, 2006). The portfolio diversification helps the 
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systematic risk to be avoided in underlying security. Though, such diversification can’t 
be guarded against systematic risk. The greater the systematic risk, greater will be the 
forecasted return of the investor (Lau & Quay, 1974). 
 
A parallel study in the context of Pakistan economy is carried out by M. Hanif and Uzair 
Bhatti, (2010), which negates the applicability and validity of Capital Asset Pricing 
Model on Karachi Stock Exchange. The study suggests the imminent area of testing the 
model with collective structure of stock returns, by adding the dividends to its capital 
gains. In addition, there is noticed a similarity in the results of this study to Hui and 
Christopher, (2008) Japan and USA, Groenewold and Fraser, (1997) Australia, Quo and 
Perron, (2005) USA, Eatzaz and Attiya, (2008) Pakistan. Moreover, some other refined 
instruments are suggested to better value the assets like, Generalized Autoregressive 
Conditional Heteroscedasticity (GARCH) model. 
 
There are numerous other studies conducted for testing the validity of CAP Model since 
its formation. The CAP Model is equipped with particular assumptions just like any other 
model, which have been criticized by various analysts. These assumptions contain Single 
period transaction prospect, Investors hold diversification in portfolio, Investors can 
borrow and lend at risk-free rate of return, and perfect capital market (Tony Head, 2008). 
 
M. Hanif (2009) explored that the applications of Capital Asset Pricing Model do not 
hold in pricing the securities of Tobacco Sector enlisted under Karachi Stock Exchange. 
The results in this study suggest that the security returns are not in the direction of the 
demand set by the CAP Model.  To test the validity and applicability of the CAP Model, 
all the listed stocks under the Tobacco Sector are incorporated, keeping in view the 
resource constrictions and one sector representation. Secondary data is implanted for the 
four year period 2004-07 on monthly and weekly basis. The average return of individual 
stocks and the market is calculated by measuring the variance and covariance with the 
market. And, the systematic risk is deliberated by applying the SML equation, which then 
is weighed against the actual findings.  
 
The CAPM is experienced by various analysts around the globe while finding out the 
expected return of the stock. One of the same was practiced by Lau & Quay, (1974) on 
Tokyo stock exchange and observed that the model study predicts the returns accurately. 
The investors in this market were rewarded for bearing systematic risk. Likewise the 
study conducted by Bjorn & Hordahl, (1998) observed the inter-link between the 
expected return and the time changing risk on Swedish stock exchange. The outcomes 
deducted from this model were also compared with that of traditional model i.e. GARCH. 
Also the results were different from the global evident perspective of CAPM, 
accompanying that traditional CAPM is rejected in those cases where the models depend 
on more general measure of risk. 
 
In their noteworthy study, Eatzaz Ahmed and Attiya Y. Javed, (2008) test whether 
macroeconomic variables along with market returns exemplify the risks that are rewarded 
or remunerated in the stock market.  The findings recommend that the conditional Capital 
Asset Pricing Model (CAPM) with Generalized Autoregressive Conditional 
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Heteroscedasticity (GARCH) model explore the minimal betterment in the conditional 
model to describe and clarify the risk return association when applied at the Pakistan 
Stock Market during a specified time frame. The stocks are selected on the basis of 90% 
contribution to the overall turnover of the KSE in the year 2000, covering the period of 
1993-04. The idea to apply macroeconomic variables as alternate to the prevailing risk 
factors is insightful as there noticed is a solo direction in the behavior of stock returns and 
macroeconomic variables like inflation rate, interest rate and variation in manufacturing 
etc. The rational valuation formula verifies the relationship between macroeconomic 
variables and the stocks returns, by placing the spot price as a rationale of whole 
forecasted dividends and forecasting of discount rates. 
 
To measure the results of this tailored model of typical Fama and MacBeth, (1973) the 
two step estimation method is applied. The first step is time series regression of the 
market return and the additional returns of each stock on the economic factors. For 
estimation purpose, the Generalized Method of Moments technique is used and the lag 
independent variables are applied as tools or instruments. The slope coefficients as a 
result of this step provide the estimates of sensitivity of stocks to the macroeconomic 
change factors, called systematic risk. This estimated systematic risk is used as 
explanatory variable in cross-section regression against the excess returns of the stock as 
a dependent variable.  
 
The findings drawn by this study explore that the conditional CAP Model operates 
comparatively sound in elucidating the connection between risk and return in the Pakistan 
perspective during specific time frame. There is also involved a finding that a small 
number of stocks possess significant reimbursement for the risk. Moreover, the model is 
then extended to absorb the impact of variation in the macroeconomic risk factors and 
their remuneration. The pragmatic findings demonstrate conformation in the favor of the 
conditional multifactor CAP Model. The macroeconomic variables consist of factors like 
consumption growth, inflation rate, call money rate and term structure; are noted as to 
operate comparatively well in elucidating disparity in stocks returns. Thus, the other 
factors like return on market, exchange rate risk, risk of oil price variation, have some 
degree of influence on the valuation of stocks. 
 
Another research is undertaken on testing the validity of CAPM by Huang (2000). The 
methodology was implemented on the two various groups; a high risk group and the low 
risk group. He observed that the low risk group is more consistent with CAPM than the 
high risk group. Furthermore, the results of CAPM are not valid; the return forecasted by 
the model does not infer the actual returns and thus could not be trusted. There are some 
judgments which back the statement that the return was not only grounded on single risk 
factor (Scheicher, 2000). The research conducted by him contains the sample size of 
twelve organizations covering the time period of twenty three years. This study finds out 
that the GARCH or other multi risk factor models outdone the CAPM in their results. 
 
 
The research conducted by the Fraser & Hamelink, (2004) stated that the results of 
CAPM has been remained accurate and precise in the early researches but with the 
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passage of time some other accurate tools outdid the CAPM e.g. APT (Arbitrage Pricing 
Model). The study was undertaken in the LSE (London Stock Exchange) and the results 
were matched with the conditional GARCH model. The risk and return calculated by the 
CAPM didn’t match the actual condition but that was correctly predicted by GARCH 
model. A similar study was undertaken in Australian Stock Exchange. It was resulted by 
the same findings. They submitted that the findings of these models i.e. GARCH model 
and APT model are same to each other but different to the CAPM. Thus a decision 
considered on the basis of CAPM model might be misrepresentative (Groenewold & 
Fraser, 1997). 
 
Another approach recommends that the CAP Model put emphasis on single equation 
specification i.e. single Beta. The same was corrected in the study of Quo & Perron, 
(2005) in the US Stock Exchange and submitted that the CAP Model only determines 
single Beta which leads to the erroneous forecasting of the results.  
A study commenced by Grigoris & Stavors, (2006) did not back the fundamental 
statement like high risk and high return. It was equipped with the sample size of hundred 
organizations in the Athens Stock Exchange covering the time period of five years. They 
stated that the CAP Model provide better results for some time span but not that 
sufficient to support it. On the same pathway Hui & Christopher (2008) conducted a 
research showing that the CAP model is failed to determine the accurate return when 
practiced at Japan and US stock markets. It results in negative returns which come about 
as a consequence of volatility which impacts significantly on stock returns. However, the 
volatility of the Japan and US stock prices is priced in the cross section returns, which 
forecasts the time series returns.    
 
Another study undertaken in the perspective of Pakistan in the same subject by Attiya and 
Eatzaz (2008) on Karachi Stock Exchange determines the application of CAP Model and 
the comparison of this model with conditional multi risk model. The study resulted that 
the standard CAP Model carries out well in determination of risk and return association. 
Somehow the outcomes of standard CAP Model are persuasive for the minority of stocks 
and the time frame. Thus they preferred that restricted multifactor model over the typical 
CAP Model. 
 
The study conducted by Raei and Mohammadi, (2008) on NASDAQ-100. They resulted 
that the CAP Model always provides room to very little return values. Though, the 
forecasting methods in this study have been modified quite often. The reason behind this 
lower capability of CAP Model is the consideration of only market index as independent 
variable in estimating the required returns. Similar findings are produced in the study 
performed by Shafer and Vovk’s, (2008) because of the fact that it uses one independent 
variable. It undertakes the sample size of fifty organizations with the time period of six 
years.      
 
A study commenced by the Loukeris Nikolaos, (2009) on British Stock Exchange to test 
the applicability and validity of the Capital Asset Pricing Model, recommends that the 
model is rejected to estimate the required returns of the assets.  
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The study proposes that the standard CAP Model test does not accept the second null 
hypothesis on market risk premium, thus, resulting a variation between the slope of 
security market line and the slope of security market line specified by the CAP Model. 
Therefore, the CAP Model does not find a place to be statistically significant in the 
investment decision for structuring a portfolio.  
 
As regards the findings about Bombay Stock Exchange, Mazen Diwani, (2010) the 
empirical evidences do not support the applicability of the Capital Asset Pricing Model.  
The study also focuses on to observe whether the residual risk is affecting the forecasted 
returns of the stocks. The residual variance of the stocks is added for the test, which then 
proposes that this variance puts no impact on the forecasted return.  
 
A parallel study in the context of Pakistan’s economy is carried out by Attiya J. Javid, 
(2009) in which the mean variance Capital Asset Pricing Model (CAPM) designed by 
Sharpe (1965) and Linter (1966) is investigated on the individual stocks enlisted at 
Karachi Stock Exchange. The empirical findings of the study recommend that the 
standard CAP Model is not an accurate forecasting technique to be relied on for the 
valuation of assets.  
The findings of this analysis recommend that the Sharpe-Linter CAP Model is not an 
ample tool to determine the expected return in the context of Pakistan for the specified 
sample considered. The study concludes that the extended Sharpe-Lintner CAP Model is 
doing well for some extent in the Pakistan equity market. It is further suggested that other 
risk factors and information variables are required to be considered to elucidate expected 
return in more proper approach. 
 
Another profound study is conducted in the perspective of testing the standard Capital 
Asset Pricing Model under theoretical framework of Behavioral Economics  and 
Psychologists (BE&P). This analysis is piloted by Haim Levy, (2010) rejecting this 
behavioral framework in strong experimental support of the CAP Model. The studies like 
Markowitz’s Mean Variance Analysis (M-V), (1952) and Sharpe-Lintner’s Capital Asset 
Pricing Model (CAPM), (1964-65) are the major milestones in the financial literature 
before emergence of modern finance.  
 
The CAP Model is also accepted when operated with ex ante rather than ex post 
parameters. The ex-ante parameters can be achieved experimentally but not on empirical 
grounds. The findings of this study suggest that the model achieves a strong favor when 
applied in Behavioral Economic Framework other than being simply approved.  
 
The study conducted by Sromon Das, (2007) test the validity of Capital Asset Pricing 
model in the form of standard risk & return model in the Indian equity market. The study 
focuses on to investigate the stability of systematic risk of all the stocks applied under 
two econometric tests in the specified time frame considered. It is declared also that no 
absolute econometric technique is available yet to affirm or disaffirm the applicability of 
Capital Asset Pricing Model in the stable beta factor.  
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A similar noteworthy study is piloted by Kapil Choudhary and Sakshi Choudhary, (2010) 
which examines the validity of Capital Asset Pricing Model in the context of Indian 
equity market. It is claimed in the empirical findings of the study that the model doesn’t 
hold in its applications. The results of this analysis show that the fundamental theoretical 
framework of the model i.e. association of higher risk with the higher returns, is not 
found in-line.  
 
 Yet, the model provides support for the linear relationship of excess returns to the beta. 
The findings of the analysis reject the null hypothesis and do not support the model, 
whereas, there is found an acceptance of the hypothesis stating a linear relationship 
between the expected return and beta. Moreover, the paper also observes ability of CAP 
Model to explain all the vital determinants of the expected returns, having a residual 
change in the risk factor. The test concludes that this risk creates no impact on the 
expected returns of the portfolio designed. 
 
Research Methodology 

 
The study concerns stocks traded in the Karachi Stock Exchange classified under Cement 
Sector during the period of January 2004 to December 2009. The study considers one 
country-one sector situation for the better comprehension of empirical findings.  The 
application of the standard Capital Asset Pricing Model is tested on monthly basis.  
 
All the companies listed under KSE are selected depending upon the availability of data 
for period specified from 2004 to 2009. As a result of which fifteen companies have been 
selected as a study sample. The data regarding the return on stocks (Rs) and return on 
market (Rm) is collected from the official website of Karachi Stock Exchange. And, the 
data concerning market index on monthly basis is gathered from Yahoo Finance. 
Whereas, the risk free rate applied in the CAP Model is considered to be the 
Government’s Treasury Bills rate.  This rate is taken from Pakistan Economic Survey 
2009-10 in weighted average form on per annum basis.  
The following equation of the standard CAP Model is considered for measuring the         
required returns: 
 
               Rj = Rf + β (Rm - Rf)                                  (i) 

 
Where,  
 Rj  is the required return, 
 Rf  is the risk free rate, 
 β  is the systematic associated with the stock, and 
 Rm is the market return on annual basis.  
 
The opening step to find out required return is the estimation of a beta coefficient for 
every stock applying monthly return during the time span of January 2004 to December 
2009. The beta coefficient is estimated applying regression over the monthly return of 
each security against the market index by using the equation as under.   
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ßj  =   CoVjM/VM 
 
Where, 

ßj       is beta of security j, 
CoVjM    is covariance of returns on security j with market return, and 
VM       is the variance of market returns. 

 
Furthermore, the covariance of each stock with market return is calculated in the 
following statistical method.  
 

CoV  =  (Mr- Mr¯*Ρr- Ρr¯)/n 
 

Where, 
CoV  is Covariance, 
Mr   is market return,  
Mr¯  is average market return, 
Ρr   is return of particular security, 
Ρr¯   is average return of particular security, and 
n   is number of observations. 
 

Required returns are compared with actual returns. Actual return for any particular year is 
calculated by applying formula: 
 
 
 

R = (P1- P0)/P0                                               (ii) 
 
Where, 
 R is the residual or actual return, 
 P1 is the closing price of the stock, and 
 P0 is the opening price of the stock. 
 
To begin with, data required in the model for all the fifteen stocks in the cement sector is 
taken on monthly basis. And, the market index of Karachi Stock Exchange is considered 
on monthly basis for the period January 2004-December 2009. Both the returns i.e. return 
on individual stocks and return on market index used in the standard equation of Capital 
Asset Pricing Model are calculated monthly at first step. Thereafter, beta factor is 
calculated in the second step by using the formula. For which covariance between the 
return on individual stocks and return on market index is measured initially on monthly 
data. And, this covariance is divided by the variance of market index as required in the 
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beta formula. Using the same method we calculated the beta (β) as systematic risk factor 
for all the fifteen individual stocks for the period January 2004-December 2009.  
 
To find out the expected return in the third step, average market return is considered on 
annual basis. Also, the risk free rate (Rf) used in the model equation is referred from the 
government’s t-bills rate per annum in the weighted average form. Thus, the expected 
return is measured by applying the model equation (i). The fourth step carries finding out 
the actual returns for each of the stock annually. Using the equation (ii) the opening and 
closing prices of the stocks are applied in the formula. The opening price is referred to 
the initial month i.e. January, while, closing price is considered as the last month i.e. 
December in each case. 
 
Lastly for the purpose of comparing the expected and actual return, the difference of the 
expected return from the actual return is calculated. This difference then determines the 
capability of the model in elucidating whether it forecasts the individual stocks returns 
accurately or not. On the basis of similarity or difference between the actual and expected 
return, the findings of each year are displayed in the tables and graphs to comprehend in a 
better way. 
 
Findings and Interpretations 
 
The expected returns are calculated for all the fifteen stocks in the cement sector for the 
time period January 2004-December 2009 on monthly basis. The consequent expected 
returns as per Capital Asset Pricing Model are tested against the actual returns in order to 
inspect the validity of the model. The findings of this study suggest that the CAP Model 
does not provide accurate results when applied on the cement companies for the entire six 
years of time frame. The results found in this test are classified into two categories on the 
basis of their strength of difference i.e. trivial difference results and totally different 
results. 
 
A. Trivial Different Results: 
 
The results of all the cement companies for six years are compiled which illustrates that 
the expected return as per Capital Asset Pricing Model in certain years is different but not 
in great fraction to the actual return. There is a trivial distinction in both the returns. This 
finding for the 09 cement companies is demonstrated in the Table-1, whereas the 
complete results of all the selected companies are included in appendix. 
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Table-1: Trivial Difference in Expected and Actual Returns 
 

Trivial Different Results of Sample 
S. No. Company 

Name 
Year Expected 

Return 
Actual 
Return 

Difference Monthly 
Beta 

1.  Cherat 2004 
 

0.388052681 
 

0.399622997 
 

0.011570316 
 

1.394502274 
 

2.  Attock 2007 
 

0.222116779 
 

0.24625 
 

0.024133221 
 

0.830130912 
 

3.  D.G. Khan 2007 
2008 
 

0.271415558 
-0.77923511 
 

0.298149417 
-0.772391653 
 

0.02673386 
0.006843456 
 

1.143687835 
1.282992513 
 

4.  Dadabhoy 2004 
2008 
 

0.328401712 
-0.665393467 
 

0.325 
-0.712230216 
 

-0.003401712 
-0.046836749 
 

1.167381995 
1.120002319 
 

5.  Lucky 2008 
 

-0.728974955 
 

-0.731703132 
 

-0.002728176 
 

1.211033676 
 

6.  Pioneer 2008 
 

-0.096533229 
 

-0.159233449 
 

-0.062700221 
 

0.305549557 
 

7.  Fecto 2007 
 

0.046201935 
 

-0.021782178 
 

-0.067984113 
 

-0.288747069 
 

8.  Maple Leaf 2005 
2007 
 

0.276192446 
0.17036444 

0.322795341 
0.215189873 
 

0.046602895 
0.044825434 
 

0.578284981 
0.500968508 
 

9.  Gharibwal 2008 
 

0.134316499 
 

0.085538462 
 

-0.048778038 
 

-0.024964313 
 

 
 
 

Discussion 
 

By matching the findings of the study, it is observed that there are certain few 
observations in which the Capital Asset Pricing Model forecasted closer returns for some 
cement companies. There exists a difference up to 07% from the actual returns in these 
results. Out of 90 observations of expected returns versus actual returns, only 12 
observations are displaying the closer implication of the CAP Model. We notice the 
similarity in findings of these trivial different results to the results obtained by M. Hanif 
and Uzair Bhatti, (2010) and Eatzaz and Attiya, (2009). Thus by these literature findings 
it is suggested that the CAP Model is not fully applicable in the Cement Sector of 
Pakistan but in few cases the returns forecasted by this model are slightly different with 
the actual returns and the systematic risk “β” elucidated the risk-return relationship in 
certain years. Although, this partial evidence of close findings is not adequate enough to 
validate the applicability of CAP Model.    
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B. Totally Different Results: 
 
The CAP Model, when applied on all the cement companies, did not give accurate results 
in most of the cases, yet it provided some trivial different results. This greater proportion 
of variance between the expected returns and the actual returns is demonstrated in the 
Table-2. 
  
Table-2: Totally Different Expected and Actual Returns 
 

Totally Different Results of Sample 
S. No. Company 

Name 
Year Expected 

Return 
Actual 
Return 

Difference Monthly 
Beta 

1.   
 
Cherat 

2005 
2006 
2007 
2008 
2009 

0.147476152 
0.063083152 
0.152474637 
-0.399875075 
0.085482823 

0.243833686 
-0.520148217 
-0.109865471 
-0.695733333 
-0.099713056 

0.096357534 
-0.583231368 
-0.262340108 
-0.295858258 
-0.185195879 

0.190972293 
0.185558185 
0.387183304 
0.739852376 
-0.094737047 

2.   
 
Bestway  

2004 
2005 
2006 
2007 
2008 
2009 

0.198163145 
0.254381997 
0.0295541 
-1.315631123 
-0.051807091 
-0.268282098 

0.331168831 
0.419354839 
-0.384436702 
0.001890359 
-0.333333333 
-0.401315789 

0.133005687 
0.164972842 
-0.413990801 
1.317521482 
-0.281526242 
-0.133033691 

0.671500358 
0.512656432 
0.436157449 
-8.95046645 
0.241513922 
-0.681404299 

3.   
 
Attock 

2004 
2005 
2006 
2008 
2009 

0.208166016 
0.004561248 
-0.004259311 
-0.378035309 
2.10618991 

0.797058824 
0.265625 
-0.265555556 
-0.606680585 
0.596071209 

0.588892808 
0.261063752 
-0.261296245 
-0.228645276 
-1.5101187 

0.709586159 
-0.239064603 
0.68888204 
0.708583785 
3.256309374 

4.   
 
D.G. Khan 

2004 
2005 
2006 
2009 

0.306727226 
0.323251751 
-0.083613917 
1.046541822 

0.211283186 
0.871817384 
-0.504330709 
1.243969676 

-0.09544404 
0.548565632 
-0.420716792 
0.197427854 

1.084856671 
0.71988839 
1.281985779 
1.49903839 

5.   
 
Dadabhoy 

2005 
2006 
2007 
2009 

0.461786003 
0.006564106 
19.47957768 
0.618401133 

0.573863636 
-0.612903226 
0.227272727 
-0.120218579 

0.112077633 
-0.619467332 
-19.25230495 
-0.738619712 

1.136743722 
0.607986813 
123.3141031 
0.789029831 

6.   
 
Dandot 

2004 
2005 
2006 
2007 
2008 
2009 

0.118280515 
0.436896845 
-0.007915714 
0.301306915 
-0.180630486 
-0.271465594 

0.87254902 
0.181818182 
0.115207373 
0.655172414 
0.857272727 
-0.691758598 

0.754268505 
-0.255078663 
0.123123088 
0.353865499 
1.037903213 
-0.420293005 

0.367348295 
1.061851208 
0.716210341 
1.333806987 
0.4259539 
-0.686683659 

7.   
 
Kohat 

2004 
2005 
2006 
2007 

0.299084009 
0.170599113 
0.067865589 
0.139372423 

0.089302326 
0.413703382 
-0.593090211 
0.671009772 

-0.209781684 
0.24310427 
-0.6609558 
0.531637349 

1.055755226 
0.260550245 
0.1498138 
0.303848785 
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2008 
2009 

-0.197213727 
1.928850362 

-0.65026738 
-0.148456057 

-0.453053653 
-2.077306419 

0.44969658 
2.962217736 

8.   
 
Lucky 

2004 
2005 
2006 
2007 
2009 

0.404932847 
0.290596201 
-0.072444092 
0.317136866 
0.868508527 

0.575581395 
1.002386635 
-0.396473552 
0.751879699 
1.174655286 

0.170648549 
0.711790434 
-0.324029459 
0.434742834 
0.306146759 

1.458773284 
0.621626479 
1.198501468 
1.434490836 
1.203796274 

9.   
 
 
Zeal Pak 

2004 
2005 
2006 
2007 
2008 
2009 

0.315985662 
0.338357312 
0.034341976 
0.107663091 
-0.791695654 
1.114482915 

0.775862069 
0.025380711 
-0.52 
0 
-0.883146067 
-0.022222222 

0.459876407 
-0.312976601 
-0.554341976 
-0.107663091 
-0.091450413 
-1.136705137 

1.120108046 
0.765341651 
0.400372417 
0.102166696 
1.300832615 
1.611708731 

10.   
 
Pioneer 

2004 
2005 
2006 
2007 
2009 

0.153257294 
0.205911191 
-0.040797815 
0.180815549 
1.558466275 

0.550420168 
1.897849462 
-0.60877193 
0.407572383 
0.103305785 

0.397162874 
1.691938272 
-0.567974115 
0.226756834 
-1.45516049 

0.500521922 
0.366805758 
0.961974235 
0.567441099 
2.347990035 

11.   
 
Fecto 

2004 
2005 
2006 
2008 
2009 

0.375020007 
0.263611511 
-0.059765643 
-0.032846291 
0.831432512 

1.383838384 
1.732608696 
-0.637525219 
-0.329192547 
-0.26056338 

1.008818377 
1.468997185 
-0.577759576 
-0.296346256 
-1.091995892 

1.344880539 
0.540428422 
1.103741552 
0.214367225 
1.142311139 

12.   
 
 
Mustehkam 

2004 
2005 
2006 
2007 
2008 
2009 

-0.021466995 
-0.763803499 
0.004239737 
0.086782399 
0.092598127 
-0.370945457 

0.656804734 
13.85436893 
-0.254733728 
-0.328571429 
0.259515571 
-0.645054945 

0.678271729 
14.61817243 
-0.258973465 
-0.415353827 
0.166917443 
-0.274109488 

-0.164738517 
-2.551106116 
0.625359363 
-0.030641577 
0.034765021 
-0.851656427 

13.   
Maple Leaf 

2004 
2006 
2008 
2009 

0.213637914 
-0.033190452 
-0.598342087 
0.667415027 

-0.076233184 
-0.613333333 
-0.772222222 
-0.200455581 

-0.289871098 
-0.580142882 
-0.173880135 
-0.867870608 

0.730420339 
0.905116089 
1.024003025 
0.870312189 

14.   
 
Gharibwal 

2004 
2005 
2006 
2007 
2009 

0.014067688 
0.106025735 
0.224183984 
0.176513493 
0.172786185 

0.972972973 
-0.125382263 
0.865051903 
-0.376237624 
-0.009433962 

0.958905285 
-0.231407998 
0.640867919 
-0.552751117 
-0.182220147 

-0.029440676 
0.066246263 
-1.018524489 
0.54007857 
0.050042778 

15.   
 
Javedan 

2004 
2005 
2006 
2007 
2008 
2009 

-0.057448712 
0.017903801 
1.429372313 
-0.165447602 
0.019269762 
0.639989128 

0.831460674 
1.824324324 
19.49010368 
-0.076456876 
-0.06952381 
-0.227097603 

0.888909386 
1.806420524 
18.06073136 
0.088990725 
-0.088793572 
-0.86708673 

-0.30173843 
-0.198916306 
-10.02621466 
-1.634909788 
0.139751247 
0.824830356 
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Discussion 
 

It is observed by the results comparison that the Capital Asset Pricing Model is not giving 
accurate results in most of the cases. Out of 90 observations, the results are totally 
varying in 78 observations which involve the huge difference in their return. The study 
findings are in line to the results suggested by many cases around the globe in testing of 
CAP Model applicability such as Fraser and Hamelink, (2004) in UK case, Mazen 
Diwani, (2010) and Kapil Choudhary and Sakshi Choudhary, (2010) in Indian 
institutional framework, and Mohammad Sharifzadeh, (2010) in USA case etc. Moreover 
the results follow the same evidence as concluded by studies conducted in Pakistani 
institutional framework like Eatzaz and Attiya, (2009) and M. Hanif and Uzair Bhatti, 
(2010). In the light of this large proportion of variance in the forecasting of security 
returns with respect to market, we conclude that the model is not reliable for the cement 
investors and may result in miscalculation of the risk-return association.   
 
 
Conclusion and Suggestions 
 
The objective of study was to investigate the applicability of standard Capital Asset 
Pricing Model (CAPM) in cement sector of Pakistan listed on Karachi Stock Exchange 
(KSE). The findings of this study demonstrate that the model is not valid in its 
applications in all the listed cement companies to elucidate the accurate expected returns.  
The study recommends that the Capital Asset Pricing Model is not a reliable tool to 
forecast the returns accurately in the Pakistan’s Cement Industry. The empirical 
evidences with respect to the Pakistan’s perspective more often concluded in the same 
recommendation.  
 
We suggest deploying more refined instruments in order to forecast the returns 
approximately closer to the actual reruns of the stocks. Also, the multifactor CAP Model 
is held incapable in this perspective when applied in most of the equity markets around 
the globe.  
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