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Asset Allocation and Mod
Portfolio Theory

'

« Efficient markets and SAA
e The equity risk premium

e Standard deviation and risk
management
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e Dividend yield is D / P

e D approx =E
«SovyieldisE/P

= 1/ yield = PE ratio for REITs
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As at July -
2007

US Equity REIT Yields
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As at July -
2007

US Equity REIT Yields

4. A further
Total 48%
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Long run returns-an exam pl
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5%pa Total
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Long run returns-an example

Price  Contribution

PE

EPS

$1.00 10 $10.00
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EPS

PE

Long run returns-an example
Price

$1.00

Contribution
10 $10.00

$2.00

5%pa

+7%pa
10 $20.00
$2.00

+7%pa
20 $40.00

PE effect
19%pa

Total
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EPS PE Price Contribution

Income
..|.

Income
Growth

30 $39.00 |
v PE effect
18 $23.40

Total
farrelly’s



Forecast Chin







R i A

.
Eq Ulty

Risk
Premium

L R e e R B R e e e e

. 100% cash

R

Risk (volatility)




2 O % 7777777777777777777777 _ iR L R e L L B s |
18% -
16% -
14% -
12%
10% -
8%
6%
s .
2%
0%
1930 1940 1950 1960 1970 1980 1990

— Forecast: the previous 2

farrelly’s






Using the rear v




aae

o006

1980 1985 1990 1995 2000

farrelly’s




th e USISa. tt e r ,,,,,,,,,,,,,,,,,,,,,,,,,, .V

A

e e R R

farrelly’s






" .
I | 5 N

e Histor

e P O 1€ —




What’s wrong here?

= 2006 record low equity volatility =
record low equity risk

e Direct property is not risky?
e Correlations in market downturns
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SAA/MP
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[ are based on entirely
false premises

e Markets are not efficient

e Equities don’t always outperform in
the long term

e Historical volatility is a poor measure
of risk
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