A Beta estimates the tendency of a stock as it moves in tandem with the market and external environment. It is measured as the covariance between the return on the asset and the return on the market portfolio divided by the variance of returns on the market portfolio. We interpret a firm’s beta be examining it by “one and higher than one”. A beta of one implies that the portfolio has as much risk as the market portfolio, which is also the average risk of an asset in the economy. On the other hand, a beta greater than one indicates that the stock has above average beta. Firms whose market values have high correlations with the economy have high betas. Meaning, if the economy is doing well consumers are more likely to increase their spending on respective products and the value of the firm increases (making the beta greater than one). For example, when there is low unemployment, steady to high wages, households are more likely to consume luxury goods. However, when the economy shifts (like now due to Covid), buying habits for these types of products take a drastic turn. People who were furloughed or laid off are less likely to be spending their money on luxury items like jewelry and cars with so much uncertainty in the market, part being because the demand for products with high demand elasticity are more volatile than inelastic goods. However, luxury companies that produce goods with more violative demand, experience more volatile earnings and stock returns, hence the higher beta. Companies that produce goods with a stable demand (medical supplies, education, grocery) do not experience such volatility in earnings since we are consuming these products regardless of market conditions. 


When looking at The CPI Card Group, it’s imperative to understand the nature of the business, the services provided, how consumers use their products, and most importantly how their products and services intertwine with the market. CPI is the leading provider in payment card production offering solutions physically, digitally, and on-demand. Some solutions include EMV chip, mag stripe, RFID, dual interface, and metal personalization. The company is in a very niche market segment and when we compare CPI to other market leaders like Visa, the beta value is around 0.99 


