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M arket weights, Betas and the cost of capital

Abstract: This paper analysis the case of Sinopec, based on the CAPM, we study the relationship
of Beta and the market weight of listed company, and the Beta of the residual portfolio. The result
shows that the Beta of the high weight stock changes in the same way when the market weight
small than the critical value with the market weight of itself according to the CAPM. But the
relation of the market weight and the Beta of the residual portfolio is in areverse way. The market
wel ghts influence the Beta, and induce a reduction in estimates of the cost of capital for small cap
firms.
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