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ABSTRACT 

 Fama and French (1992, 1993) have developed an asset pricing 

model called Three Factor Model (TFM). According to this model, price of 

a stock depends on (1) market risk factor, (2) firm size risk factor, and (3) 

book to market value of equity risk factor. The purpose of this study is test 

whether TFM is a valid model to explain stock price behavior in Indonesia 

capital market. We use sample of 122 companies in manufacturing industry 

listed on Indonesia Stock Exchange in 2010–2014. Then we construct nine 

portofolios containing three portofolios formed based on firm size and three 

portofolios formed based on book to market value of equity. The results 

show that most of the portofolio’s returns can be explained by market risk 

factor, firm  size risk factor, and book to market value of equity risk factor. 

These findings imply that TFM is a valid model in explaining the behavior 

of stock price in Indonesia capital market even it is not a perfect model. 

 

Keywords: Three Factor Model, market risk, firm size, book to market value 

of equity. 
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ABSTRAK 

 Fama dan French (1992, 1993) mengembangkan sebuah model 

penentuan harga aset yang disebut Three Factor Model (TFM) untuk 

menentukan harga sebuah saham. Menurut TFM, harga sebuah saham 

ditentukan oleh tiga faktor penting yaitu (1) market risk factor, (2) size risk 

factor, dan (3) book to market value of equity risk factor. Penelitian ini 

dimaksudkan untuk menguji apakah TFM dapat diaplikasikan pada pasar 

modal di Indonesia (BEI). Sampel yang digunakan adalah 122 perusahaan 

dalam industri manufaktur yang terdapat di Bursa Efek Indonesia dalam 

kurun waktu 2010–2014. Selanjutnya dibentuk sembilan portofolio yang 

merupakan kombinasi dari  tiga portofolio berdasarkan ukuran perusahaan 

dan tiga portofolio berdasarkan rasio book to market value of equity. Hasil 

penelitian menunjukkan bahwa sebagian besar return portofolio memang 

dipengaruhi oleh market risk, firm size, dan book to market value of equity. 

Dengan demikian dapat disimpulkan bahwa TFM tebukti valid untuk 

menjelaskan perilaku return saham di Indonesia meskipun TFM belum 

merupakan model yang sempurna. 

 

Kata Kunci: Three Factor Model, market risk, firm size, book to market 

value of equity. 

 


