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ABSTRACT

Accurate beta and specific risk estimates are critical for cost of capital estimation, portfolio construction, equity risk management and hedging.  Although the time-varying properties of beta and specific risk estimates has long be recognized in the academic literature and in practical portfolio management there is less agreement on the best forecasting model.  The debate is still open on the most appropriate functional form as well as the most appropriate frequency and length of the historical data to be used in the estimation. This paper sheds new light on these issues by comparing various methods of calculating and forecasting realized beta and specific risk in a small, less developed capital market.  We use various statistical criteria to assess model performance; we also assess the implications of beta and specific risk forecasts for portfolio construction and risk management. 
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