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CAPM 
 

 
Fama & French (FF) Model 

 
1. According to CAPM, Jensen Alpha is insignificant as p-value (0.505) is greater than 

0.05. Thus, null hypothesis (H0: Jensen Alpha = 0) cannot be rejected, Jensen Alpha is 
equal to zero. Similarly, based on FF model, Jensen Alpha is insignificant as p-value 
(0.562) is greater than 0.05. So, H0: Jensen Alpha = 0 cannot be rejected, Jensen Alpha is 
then equal to zero. 
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2. Based om CAPM, Portfolio J has the same risk as the market. Since p-value (0.6813) is 

greater than 0.05, the null hypothesis (H0: beta j = 1) cannot be rejected. Therefore, beta j 
is equal to 1. Also, Portfolio J has the same risk as the market in FF model as p-value 
(0.6651) is greater than 0.05. Thus, null hypothesis cannot be rejected. 

3. Based on FF model, there exists significant size premium as p-value (0) is less than 0.05. 
The null hypothesis (H0: smb=0) can be rejected. So, smb is not equal to zero. 

4. Based on FF model, there exists significant growth (value) premium as p-value (0) is less 
than 0.05. The null hypothesis (H0: hml=0) can be rejected. So, smb is not equal to zero. 

 
5. FF model is more appropriate because smb (size premium) and hml (value premium) are 

significant that can explain the model better. Whereas CAPM includes only one variable 
(market risk premium) that could lead to more bias as many variables are omitted. 
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6. January effect is insignificant as p-value (0.239) is greater than zero. The null hypothesis 

(H0: d1=0) cannot be rejected. Therefore, d1 is equal to zero. 
7. Sign: 

Rm = 1.005405 
Smb = 0.0369291 
Hml = 0.0562495 
D1= 0.05393 
Jensen Alpha = 0.0028773 
 
Overall test: The model is significant as F-test (0) is less than 0.05. Therefore, the null 
hypothesis can be rejected. 
 
R-square: the model can explain 34.06% of total observations. 
 
Individual test: 
Rm smb and hml are significant as p-value (0) is less than 0.05. Therefore, these 
regressors are not equal to zero. While d1 and Jensen Alpha are insignificant as p-value 
(0.239 and 0.827 respectively) are greater than 0.05. Thus, null hypothesis cannot be 
rejected. D1 and Jensen alpha are equal to zero. 
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Based on Chow-test, January and other months share the same structure of the FF model. 
As d1 is insignificant, there is no January effect. So, the models of January and other 
months should be the same model. 


