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Abstract
The CAPM was introduced by Sharpe (1964) and Linter (1965) as a

way to estimate the expected return of an asset, many extensions have
been developed and accepted for equity pricing. Some researchers began
to question the stability of beta (a measure of an asset’s volatility
compared to the market as a whole) in the context of equity valuation.
Baesel (1974) and Porter and Ezzell (1975) were among the researchers
who raised doubts about how to predict beta in the CAPM model. A
recent study aimed to develop a model for predicting beta using a long-
term relation for short-term (monthly) prediction. Researchers used
monthly adjusted return (AR) data from January 1996 to May 2020 to
develop a better predictive CAPM model. Study found that beta is not
stationary in short run, suggesting need for a new methodology for
predicting beta. Proposed model showed a significant reduction in error
(3.45 percent) compared to existing model for the testing period. It means
that investors can use model to select stocks that are likely to perform
well in long run, even if there is a highly volatile trend in  market.
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I. Introduction
THE CAPM MODEL is the earliest model development attempt to predict

asset pricing based on historical risk premiums by Sharp and Linter (1964,
1965). This extraordinary CAPM model earned William Sharp the Nobel
Prize in 1990. The model's beauty is its simplicity, making it very easy to
comprehend the relationship between risk and returns. Even today, when
Artificial Intelligence (AI) becomes complementary to humans (Agarwal and
Agarwal, 2021), CAPM is universally accepted in the investment community.
This is because human trust has its financial value (Agarwal and Agarwal,
2023) that demands the stability of the model. However, the biggest drawback
of the model is that it lacks empirical support for accuracy and stability in
past studies. Thus, the CAPM model has been criticised by many researchers.
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of equity returns and understanding the relationship between risks and
return trade-offs for the next period. The original model talks about the risk-
return relation for the current period, which may not guarantee any stability
of the same relation for the next period in the short run; these results align
with Francis (1979) and Liu (2020). Due to this, MCAPM gives a more accurate
explanation of individual equity stock returns for the upcoming period. In
addition, the new proposed model helps capture the effect of any abnormal
returns created in individual equity for the next period.

Models used for beta confirm estimated beta stability in the long run as per
expectation with the objective of the study. Most models have positive intersect
and slope values of less than one. It confirms a decrease in beta value for the
next period when it is more significant than the long-run mean beta value and
vice-versa. For AAPL, the long-term beta value was 1.21, which deviates based
on its previous error term. So, when the AAPL beta value is 1.21, the next
period value should be 1.21. If it is higher / lower (1.62 / 0.79) than 1.21, in the
next period value will be decrease/increase (1.6 / 0.80).

Thus, the model helps to create long-term equilibrium. However, one
should use long-term beta by considering beta at time t and t+1 equal, which
can help in the long-term prediction of equity risk premium. Hence, for
monthly returns, the short-term estimated beta should be used in CAPM as
used by Afuenaou and Abrache (2022) and Nwani (2015); for annual returns,
the investor should use the long-run beta to predict equity returns accurately.

VI. Conclusion
This study has shown that there is a chance to reduce errors in the equity

return prediction by using a modified CAPM model. However, due to the
complexity of the model, there is scope to develop a more improved and
simpler model with some other time-series techniques like VAR modeling as
tried by (Arowolo, 2013; Koima, Mawita and Nassiuma, 2015) in existing
literature. The modified CAPM model reduces error in prediction, as proved
in the results of Table 1. The investor can use this modified model better to
estimate the next period's returns on equity stock. And used MCAPM in line
with the suggested by (Bontempi, Bottazzi and Golinelli, 2020; Makridis,
Frowis, Sridhar and Bohme, 2023)
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