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(iv) There are basic problems in testing the model since, in theory, account has to be taken of the 

entire investment universe open to investors, not just capital markets  

An important asset of most investors, for example, is their human capital (i.e. the value of their 

future earnings). Models have been developed which allow for decisions over multiple periods and 

for the optimisation of consumption over time to take account of this  

Other versions of the basic CAPM have been produced which allow for taxes, inflation, and also for a 

situation where there is no riskless asset  

In the international situation there is no asset which is riskless for all investors (due to currency risks) 

so a model has been developed which allows for groups of investors in different countries, each of 

which considers their domestic currency to be risk-free  

There is a discrepancy between the values obtained for the expected return on the market using the 

security market line and the weightings by market capitalisation  

Some other assumptions of CAPM are unrealistic, e.g. everyone has the same estimates for the 

means/variances/covariances, everyone has the same single time horizon 
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