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Current Research on Cost of Capital

The Equity Risk Premium in 2016
John R. Graham, Campbell R. Harvey

Research question:

How has the Equity Risk Premium developed and does it reflect CFO
forecasts?

Sample:

The risk premium results are linked to survey-based measures of the WACC
and investment hurdle rates. The surveys take place since 1996 with CFOs
around the world.

Results:

«  Relatively little time vanation of risk premia, largest vanance observable
during recessions and periods of uncertainty.

. Using the risk premia from the survey results for an imputation of the
WACC yields significantly higher cost of capital than CFOs report.

The Market Portfolio is NOT efficient: Evidences, consequences and easy
to avoid errors

Pablo Femandez, José Paulo Carelll, Alberto Ortiz

Research question:

Have equal weighted indices and easy-to-build portfolios beaten market-value-
weighted indices?

Sample:

S&P500, MSCl Emerging Markets, FTSE100, MSCI Word, MSCI, DAX 30,
IBEX 35

Results:

+  The market portfolio is not efficient:
Retum of the equal-weighted portfolio is almost always higher than that of
portfolics based on mean-variance optimization

=  Forindividual investors easy-to-implement allocation guidelines are
suggested

«  Volatility and beta are bad measures of risk:
Investors often like volatility and don't see it as a risk itself

=  The frue risks e.g. bankrupty should be cutlined




finexpert | capital market report | Vol 6

Cost of Capital Q1 2016
Prime All Share Industries, DAX 30, TecDAX 30, MDAX 50
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Development of CAPM Beta Factors - Industrial

1 year vs. 2 year CAPM Equity Beta

Eetas - Equity Beta
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