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Data Case #12
In this data case we use the following assumption, written in the case description.
	Assumptions

	Risk Premium, Ann
	4.5%

	Current Euro dollar rate (05-2006), Ann
	5.1%


Given this assumption we calculate regression betas for companies and two portfolios ( efficient portfolio (10% return with short sales option) and equally weighted portfolios.
Beta is calculated as:
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	Company Name

	 
	AAPL
	ADM
	BA
	C
	CAT
	DE
	HSY

	Beta
	1.51
	0.85
	1.11
	1.29
	1.39
	0.99
	0.11

	
	
	
	
	
	
	
	

	
	Company Name

	
	MOT
	PG
	SIRI
	WMT
	YHOO
	Efficient P.

	Eq.W.Por.


	Beta
	1.15
	0.17
	4.90
	0.04
	2.48
	0.19
	1.35


From this results we can se that diversification can significantly reduce volatility of portfolio returns. For example, equally weighted portfolio has a higher estimate of systematic risk (beta=1.33), than efficient portfolio (beta=0.19). This in turn, implies a lower required rate of return for equity estimated with the CAPM:


[image: image3.wmf]ˆ

Eft

rrRP

b

=+×


where 
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( required rate of return for equity, RP ( risk premium, 
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( current risk free rate measured as an Eurodollar deposit as of May 2006 (most recent date in the case)
	Required rate of return portfolios estimated with CAPM

	Eq.W.Portflio
	11.07%

	Efficient Portfolio
	5.93%


� Efficien P. ( Efficient Portfolio, 10% return with short sales option.


� Eq.W.Por. ( equally weighted portfolio
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