Capital Asset Pricing Model Case Study

Beta Management Company (HBS Case 9-292-122)

We are asked to read the Harvard Case and answer the following questions. 

The answers need to be clear so I can research your work myself to gain a better understanding. Therefore, please make sure I can follow your reasoning – ie: please provide an explanation behind each of your approaches to answer each question. 

I intend to use your feedback as the basis to gain a better understanding of this course, which I have had difficulty in the area of CAPM. Having your detailed solution with explanations in front of me, will allow me to better research this topic and provide me with the framework to understand this particular problem better. Therefore, the more information you can provide, the better. I am not sure what an average cost is for a tutor to handle a problem such as this, but I have attempted to provide a good incentive to attract a tutor that will understand that I am genuinely seeking to gain a much greater grasp on CAPM and as such, am looking for a tutor to provide an in-depth and accurate response. 

Thanking you in advance. 

QUESTIONS:
1. Compute the standard deviation of the stock returns of California REIT and

Brown Group during the past 2 years.

2. Suppose that Beta’s position had been 99% of equity funds invested in the

index fund, and 1% in the individual stock. Calculated the standard deviation

of this portfolio using each stock. How does each stock affect the variability

of the equity investment?

3. Based on your answers to questions 1 and 2, which stock is riskiest?

4. Regress each stock’s monthly returns on the Index returns to compute the

“beta” for each stock. Relate your answer to question 3.

5. What do you think about the move to a more active stock-picking strategy?
