To maykOoU10 TP Kivovuvou yio
WETOYEC

Dimson, Marsh and Staunton 2002



2NUOGTIO TP KIVODVOL LETOY DV

e IIpw Kwvovvov = Ty} Kivotvvov
» Ennpedalet anodooceis (BA. CAPM)
 Apa

— KabBopilel to kO6oTOC KEQPOANIOV

» Katevbivel anotapiedoelc o€ ETEVOVTIKEC EVKOPIEC
— TN emevovTég
— Etaipeieg
« KaBopilel v Aoyikn amddoon 6e puOuloueves aryopeEg

.. Ko apopun yio neboooroyikn avaivon tov tpoOmov
EPUNVELNC IOTOPIKAOV YPNLULOTOOIKOVOULIKOV CTOLYEI®V



ATAO TopaoEy L
o YemteufPprog 1626, Arowntc West India
Company, Pierre Minuit, ayopalet
Manhattan ywa ~$24.

— KoAn enévovon;

* Enévovon E2,000 amd 19-26
» Enévovon E2,000 amd 27-65

— ITowo Ba mpotipovoate va etyate KAvel 6ta 635;



Eion mpiu
(Fernandez, 2007)
Iotop1ko — historical (HEP)
Avapevouevo — expected (EEP)

Amoutovpevo — required (REP)
Yvveroryouevo — implied (1EP)



IoTop1KO TP1U



AvckoAiec exktiunong wotoptkov wpiu HITA

Agv mapatnpeital To YoUPTOPLVAGKLO TNC AYOPAC
Agv vrdpyel akivouvo opoAoyo [tAnfwpilopog;]

A€IKTEG KO GTOLYELD TTOV YPNGILUOTOLOVVTAL E£YOVV ATEAELEC Ol
omoleg EMNPEAOVV amoTEAEGLATA

[To peydAog avTikTuToC GTO GUUTEPACULATA, Evol TO GNUELD
EKKIVNGMNC TOL OEIYLOTOC



Table 3. Geometric average of the returns of different indexes in selected periods

(%) Cowles | S&P | Wilson and Jones | Ibbotson | CRSP NYSE
1871-1925 7,24 7,28 7,28
1926-1940 3,27 4,20 3,23 4,04 3,01
1941-1956 15,60 15,20 16,11 15,36

1957-1999 12,10 12,28 12,24 11,79
1926-1999 11.08 11.00 11.33 10.70
1871-1999 9,51 9,40
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FIGURE 1 <
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ITapatnpnoeic

* Amooocelc emevovoemv HITA 90 — 99
— 14.2%

* Amooocelc emevovocemv HITA 95 — 99
— 21-36%
* Amooodoelg enmevovoemv HITA 00-01

— Apvntikéc! AdOVATOV VO, OVTITPOCGMTEVEL TPLUL KIVOUVOU

* MoakporpoBeoun TpocEyyion oonyel o€
AAANAOQKVPMGT] WLHITEPMOC KAADV KOl KOKDOV
TEPLOOMV



Table 3. Geometric average of the returns of different indexes in selected periods
(%) Cowles | S&P | Wilson and Jones | Ibbotson | CRSP NYSE

1871-1929 7,24 1,28 1,28
1926-1940 321 4,20 323 4,04 3,01
1941-1936 15,60 15,20 16,11 15,36

1957-1999 12,10 12,28 12,24 11,19
1926-1999 11.08 11.00 11.35 10.70
1871-1999 9,91 9,40




2NUOCTO TAYKOCULUG TTPOCEYYIONG

TABLE 1 Equity risk premua (percent per vear)

EQUITY RISK Felative to balls Relative to bonds

PEEMIA AROUND Geo-  Arith- Geo-  Arith-

THE WORLD metric  metic metric  metic

1900-2001 Country mean  mean sD mean  Imean SD
Austraha 7.0 8.3 17.2 6.3 79 18.8
Belgmm 2.7 20 235 2.8 47 207
Canada 44 3.7 16.7 472 3.7 17.9
Denmark 1.6 32 194 1.8 31 16.9
France 7.1 9.3 239 46 6.7 21.7
Gf:nnan}-" 4.6 100 353 6.3 96 283
Ireland 34 33 205 31 4.5 17.3
Italy 6.6 106 325 4.6 8.0 30.1
Japan 6.4 06 279 39 10.0 332
The Netherlands 4.8 6.8 223 4.4 64 213
South Africa 6.1 8.2 224 24 7.1 19.6
Spain 31 3.2 214 2.2 4.1 202
Sweden 3.3 74 2109 49 7.1 221
Switzerland 4.0 38 19.6 2.4 39 18.0
United Kingdom 4.5 6.2 19.9 472 5.5 16.7
United States 3.6 7.5 19.7 48 6.7 200
World 4.6 59 16.5 473 54 14.6

Germiany excludes 1922-23. Svwitzerland commences i 1911
Sowurce: Dimzon, Marsh, and Staunion, Triumph of the Opfimisiz, Princeton University Press, 2002




EmimAéov OVGKOMEC EKTIUNGNC TOYKOOUIOD 1GTOPTKOV TTPLLL

« HIIA o¢v etvaol arolvto ovTImpOCMOTEVTIKN
TP > 66% ywpov

o «Mepoinyia emPioone» IloAwvia, Pocia, Kiva
— amooooelc = —100%!
— qpin = 0%



Parcant Par Annum

Figure 1. Heal BEeturns on Global Stock Markets. The fignre displays average real

retre for 39 markets over the penod 1921 to 1996, Markets are sorted by vears of exstence.

The graph shows that markets with long histones typically have higher retums. ® indicates

that the market suffered a long-term break
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Avaivon Poaciopuévn o€ ToyKOGULN
16TOopIKA ogooueva 102 etav

e 2VAAEYTNKAV TPOGPUTOL
« HIIA npwu = 4.8%

« HB.=4.2%

e ITaykoouo pipn =4.3%
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FIGURE 4 & Annual and anmialized rolling ten-year US nsk prenua relative to bills, 1900-2001
ROLLING AND Anmual
ANNUAL TEN- 40 - = Fellng

YEAR US PREMIA
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BILLS, 1900-2001 P TINAL
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220 4
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-5
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Source: Dimson, Marsh and Staunton, Irinmph of the Optimiists, Princeton University Press, 2002



e MovoeTéc «mpiu» veEPPoAKd ELUETAPANTO
* AEKOETEC KTTPIL» CLYVA APV TIKO

e AKOUO KO TEVIVTOETEG TTPIU TOAD evueTdfAnto!
— m.x. H.B.

« 1900-1950: 3.1%
« 1951-2001: 9.2%

[Tocotikomoinomn afefotdtTntoc EKTiUNGeNS oo 0E00UEVQ
Tonucéc amoxiicelg ektiunoewv mp o€ 102 €t (and wvl)
— HIIA 1.9% (ue extiunon apiBuntikod mpw 7.5%)
— Tayxoowa [1.7,3.5]%




[Tapatnpnoeic:

* IoTOopiKd 0€00UEVO 00N YODV GE EKTIUNGT UE APKETN
afefarotnta

o XyYEOM YEOUETPIKOV TP LE aplOUNTIKO TPIU EYEL
AALAEEL AOY® YOUNMAOTEPTC OLOKVUOVONC OTTOOOCEMY
(BA. 90v.5)

* ['evikOtepO 01 cLVONKES EYOVV OAAACEL

e Apa TO avausvouevo O0PEPEL A0 TO 10TOPIKO TPILL



AVOUEVOUEVO TTPLU



1. H damoyn tov €101k®v
(kaOnyntég owovopikmyv, perétn Welch)

FIGURE 6 _ Dnsmibution of forecast anthmetic mean nsk prenua (percent)
EE';_:;E_EIELT 50 Survey respondents (226)
RISK PEE‘EISWI ) @ Wistorical mean and SE
FORECASTS 7
AND MARKET 30 |
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FIGURE 7 Arnithmetic mean equity risk preminm

10
EE’IFP;IL‘T_’EET[I]E 5.8 8.5 W Late 1998
RISK P‘:-E":_-E-}H'IIA 5 - August 2001
RELATIVE TO
EBILLS, 1998 61 3.3
AND 2001
4 34
.:::. -
Ibbotson  Key finance  Percerved Welch 30 Welch 30 Welch 1 year
(192608 textbooks COMSENsSUs  Vear premuum Vear premium — premivm



* ALOPOPETIKEC ATOYELC OONYOVV GE
afefatomnra avdAoyov pueyEdovg Le 16Topikn
avAALGT

o AlAoyeg 6e amOYEIC ETioNC 00N YOVV GE
onuavtikn afePorotnra
— A0 1998 ém¢ 2001 peimocav TpoPrEyels yio
nokpompofecuo tpiu kotd 1.6%!
— ... AVTLPAGKOVTOG LE ONAMGELS TOVC OTL Ol

TpoPAEYEIC TOVC KivouvTal avTtifeTa e
TPOGPATEG TAGELS OTIC OYOPES

* O1 €101KOL VTEPEKTILOVY TNV UEGT] ATOYT] TOVC



ATOYELC ELOIKDOV

(Owkovoutkoi AtevBovrteg, perétn Graham-
Harvey)

* Anuookomnon ke tpiunvo (T2-00, T4-03)
» Auepikavoi O.A. (CFO)
* Emcion:
— Xpnoyomwolov TP 6TIC EMEVOVTIKEG
aropacelc Tovg (BA. CAPM)
— Agv €yovv KiviTpo vo LEPOANTTTOVV OTTMC T.Y.
Ol OLVOAVTEG
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Summary sexmsnc based on the responses from the

ITCFO Qudoeok: Survers from June 2000 to November 2006
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Movoetég mpiu petaffdAreTal Eviova

A. One-vyear risk premium

Mean premiun
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Figure 5. P/E for the S&P Composite in Relation to Subsequent 10-Year Real

Composite Returns
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AKpOlEG ATOOOGELC TPOKAAOVV OTOUPMVIES

A. Disagreement over the one-year premiumand past returns
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OpunTIKOTNTU TPOGOOKIMV Y10, LOVOETEC TTPLUL
ue otoryela Emc 2005

Figure 2
The mean prenuum and past one-year returns on the S&P 500 mdex
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Fizure 4

The mean premium and the real vield on Treasury Inflation Indexed Notes

v =0.3778x = 2.5267
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Figure 5

The mean preminm and the implied volatility on the S&P 100 mdex option (VIX)
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2. Avauevouevo=lotopiko- X
X= Aitio petofoAmv oto TpLU

FIGURE 9 Amnualized percentage retum

INFEERING W Historical nsk prenunm

EXPECTATIONS 71 Impact of imanticipated cash flows

FROM THE Impact of fall n required nsk prenunm
o B Expected future nsk premnim

HISTORICAL

PEREMIUM 46 06

45 16
0.3
23

United States Umted Kingdom World mdex

Source: Dimson, Marsh and Staumton, Iriumph of the COptimizts, Princeron Univerzity Press, 2002




Alttio vynAotntoc tp otov 200 arwva:
* Mn avOUEVOUEVT] OOENGCT] KEPOWV ETULPLDV

— [Hopayoykotnta, amoTEAEGUATIKOTNTO, TEXVOLOYLA,
KAT

 Mn GVOUEVOUEVY] LEIMOT ATTAITODUEVOD
[uedlovtika] Tpu
— KIVOLVOL EMLYEIPTGEDV KOl ELEVOVCEMV
— KOGTOC GLVOAAAYDOV & TaPUKOAOVONGTNC

=> A0Enon mapatnpovuevov [16ToptKa] Tpip



Table 10. Estimates of the EEP (Expected Equity Premium) according to different authors

Authors

Conclusion about EEP

Note

Surveys

Pensions and Investments (1998)
Graham and Harvey (2000)

Welch (2000)

Welch (2001)
O'Neill, Wilson and Masih (2002)
Graham and Harvey (2005)

3%
4.65%

% arithmetically, 5.2% geometrically
9.5% arithmetically, 4.7% geometrically
3.9%

2.93%

Institutional investors
CFOs
Finance professors

Finance professors

Global clients Goldman
CFOs

Other publications

Booth (1999)

Pastor and Stambaugh (2001)
McGrattan and Prescott (2001)
Arnott and Ryan (2001)
Arnott and Bernstein (2002)
Siegel (2002, 2005b)

Ibbotson (2002)

Campbel (2002)

Mayfield (2004)

Bostock (2004)

Goyal and Welch (2006)
Dimson, Mars and Stauton (2006c¢)
Grabowski (2006)

Maheu and McCurdy (2006)

Ibbotson Associates (2006)

EEP =HEP - 2%
4 -6%
near zero
near zero
near zero

2-3%
< 4%
1.5-2%
EEP = HEP - 2.4%= 5.9% + T-Blll
06-1.8%
EEP = HEP

3-3.5%
35-6%
4.02% and 5.1%.
EEP=HEP=7.1%




ATOITOVUEVO KOl GUVETAYOLLEVO

Table 12. REP and HEP in the US and in the UK according to Fama and French (2002) and Vivian (2005).
Table | of Fama and French (2002) Table 1 of Vivian (2005)

US REP HEP UK REP HEP
1872-2000 3.94% 5.57% 1901-2002 4.41% 5.68%
1872-1930 4.17% 4.40% 1901-1950 4.22% 3.49%
1951-2000 2.95% 7.43% 1951-2002 4.60% 7.79%

1966-2002 3.00% 6.79%

Table 11. IEP and real cost of equity in the US and the UK according to Goedhart ef al (2002).

US UK
1962-1979 | 1990-2000 1962-1979 | 1995-2000
Market risk premium 5.0% 3.6% 4.3% 3.0%
Real risk-free rate 2.2% 3.1% 1.4% 2.8%
Real cost of equity 7.2% 6.7% 5.7% 5.8%




Table 13. Implied Equity Premium (IEP) and Required Equity Premmum (REP) according to different authors

Author(s) Method IEP = REP
O'Hanlon and Steele (2000) accounting 4106%
Jagannathan & al (2000) DDM 3.04%
Glassman and Hasset (2000) 3%
Harris and Marston (2001) DDM 7.14%
Claus and Thomas (2001) RIM 1985-1998 3%
Fama and French (2002) DDM 1951-2000 2.55%
Fama and French (2002) DDM 1872-1930 417%
Goedhart, Koller and Wessels (2002) DDM 1990-2000 3.5104%
Ritter (2002) DDM 2001 0.7%
Ritter and Warr (2002) RIM 1979-1997 +12% to -4%.
Harris & al (2003) DDM 7.3%
Vivian (2003) DDM & RIM 1951-2002 UK 4.6%
Ibbotson Associates (2006) REP=EEP=HEP 1926-2003 71.1%

DDM = dividend discount model. RIM = residual income model




Figure 6. Evolution of the Required Equity Premium (REP) used or recommended in the most important
finance textbooks and academic papers
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