

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
		

		
            

		
		
		
			
				
			
		
			
		
			
				
			
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Multifactor Models Do Not Explain Deviations from the CAPM

	
    
        
            
            







    
    










    
    
    
    











			
                    NBER Working Paper No. w4756
 
        

    
	

	
	
		
		
			37 Pages
		
		

		Posted: 11 Nov 2003
		
			Last revised: 1 Jan 2023
		
		
	

	
		
			
			




	See all articles by A. Craig MackinlayA. Craig Mackinlay
University of Pennsylvania - The Wharton School, Finance Department


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Multifactor Models Do Not Explain Deviations from the CAPM

								
							
							
							
								NBER Working Paper No. w4756
							

							
							
								
									Number of pages: 37
								
								
									Posted: 11 Nov 2003
								
								
									Last Revised: 01 Jan 2023
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							  146
							
						

					

					
					

					
						
							
						

						
							
								
									Multifactor Models Do Not Explain Deviations from the CAPM
									

								
							
							
							
								Rodney L. White Center Working Paper, 1994
							

							
							
								
								
									Posted: 07 Sep 1999
								
								
							

							
						

						
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: June 1994

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		A number of studies have presented evidence rejecting the validity of the Capital Asset Pricing Model (CAPM).  This evidence has spawned research into possible explanations.  These explanations can be divided into two main categories - the risk based alternatives and the nonrisk based alternatives.  The risk based category includes multifactor asset pricing models developed under the assumptions of investor rationality and perfect capital markets.  The nonrisk based category includes biases introduced in the empirical methodology, the existence of market frictions, or explanations arising from the presence of irrational investors.  The distinction between the two categories is important for asset pricing applications such as estimation of the cost of capital.  This paper proposes to distinguish between the two categories using ex ante analysis.  A framework is developed showing that ex ante one should expect that CAPM deviations due to missing risk factors will be very difficult to statistically detect.  In contrast, deviations resulting from nonrisk based sources will be easy to detect.  Examination of empirical results leads to the conclusion that the risk based alternatives is not the whole story for the CAPM deviations.  The implication of this conclusion is that the adoption of empirically developed multifactor asset pricing models may be premature. 
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