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Three different sectors and their cost of equity and beta
· Advertising sector with a Cost of equity 6.01% and Beta 1.08
· Bank (Money Centre) with a cost of equity 4.84% and Beta 0.83
· Computer Services with a cost of equity 6.20% and Beta 1.12
Why do you think certain sectors have higher cost of equity? Why might they be riskier? Do their respective betas correlate to the comparative equity rates among the three sectors?
The returns a company requires to make a decision whether an investment will meet requirement for returns is known as cost of equity. The cost of equity makes a representation of the compensation of the market demands in return of the company owning the asset and the risk of ownership. The cost of Equity has two different concepts depending on who is involved. If it’s the investor is the cost required to give return on investment equity on the other hand if it’s the company determines the 0return the company will get from a particular project. If a company has high cost of equity, it means that has a high degree of risk of return. The higher the cost of equity the higher the beta and more relative risks in the market. In general, a company with high beta and a high cost of equity will have a high degree of risk. If the cost of equity is lower than the cost of capital the company will be stable and well performing (Porras, 2011).
Beta of a value between 0 and 1 means that less volatile stock than the market and a value greater than 1 indicates higher volatile stock. The respective betas and equity rates from the three companies Advertising sector, Bank and computer services correlate. Reason being the Beta is usually computed as the regression of stock price. The higher the beta the higher the cost of equity (Mulyati, 2017).
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