equation.  That interest rate is currently about 4.89%.


I also tested the effect of a short term T-Bill (90 days) as a measure of RF.  The estimated Beta increased slightly.  None of these sensitivity analyses changed my overall CAPM conclusion.  

Q.
What growth factor did you use in your CAPM analysis?

A.
The CAPM requires a forecast of growth in the market.  Here I use the DJIA.  

Q.
How has the DJIA changed recently?

A.
In the past year (as of March 2004), the DJIA of 30 large companies has increased 37.97%.  The Dow also measures an index of 15 utilities that increased slightly more than the DJIA.  The utilities increased by about 38.93% over the same period.

Q.
Were the last 52 weeks exceptionally high?

A.
Yes.  Calendar year 2003 was a good year for investors in the stock market generally.  The DJIA increased 25.3% from year end 2002 to year end 2003.  Investors in the 15 Dow Utilities did about the same in 2003 as investors in the DJIA.  During the past ten years, three years had declines in the DJIA and seven had increases.  Calendar year 2003 was in the top four; only 1995 and 1996 were greater and 1999 was about the same as 2003.  The three negative years were 2000 to 2002.  The return over ten years increased from 1993 to 2003 was 178% or an average of about 17.8% per year when dividends are included in the Dow.
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