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Portfolio Construction Analysis
"Current Economic Trends"
     Investing is a risk, and investors have no control in the cycle of the economy, all they can do is adjust their strategies to the changes that take place. Hence for investors, it is vital that they understand the relationship between various industries and the economy. Cyclic industries are industries whose share prices are highly correlated to the economy while non-cyclic industries have their shares stable about economic changes. Examples of cyclic industries include airlines, housing, and auto industries while examples of non-cyclic industries include: foods, pharmaceuticals, and utility industries.  An understanding of the cyclic and non-cyclic industries and their changes can guide investors on where to invest it. 
     In the airline industry, companies are taking more time to interact with their customers and build lasting relations. Companies are getting out of the corporate comfort zone to directly engage with the customers in a bid to make a brand name and to remain in the minds of customers. The implications of this trend will include the creation of a large resource pool to deal with customers’ complaints, queries, and tweets all round the clock. To mitigate any adverse changes, it will be prudent to partner with companies that can provide resources such as social media experts to curve an edge in the market before others. 
     In the auto industry, there are an increasing number of cars on the road. Also, electric and hybrid cars are getting their way into the market. Hence, it is not clear what this trend could directly mean to the auto industry. However, the making of electric cars could bring about new opportunities for other industries to support this trend. This could be in the provision of parts and service. To mitigate any adverse effects, it would be prudent to have some focus on the electric car business. It could be either in producing the cars or in keeping them on the road. 
     In the housing industry, there is an expected growth of smaller cities. This is because the large cities have large populations that have put a strain on the cities' housing. Construction cannot keep up with the demands due to government bottlenecks and geographical constraints. As a result, smaller cities are growing up. This will mean a growth in finances in smaller cities and a slight drop in companies in larger towns. To mitigate these effects, it would be wise to use a watch and wait for approach, with a strategy towards investing in small towns with the option of continued investment in the major cities. 
     One food trend that will dominate 2017 will be the integration of technology with the food industry. In 2016 alone, more than $1 billion was invested in startups relating to food and the amount is expected to rise this year. It is even estimated that the food opportunity is ten times that of software. The financial implications of this will mean an upward projection of the finances of companies who choose to invest. It would be a wise choice to invest in food technology, owing to the projection of the trends. 
The greatest trend in the pharmaceuticals industry is uncertainty mainly due to Brexit and Trump. Companies are using a wait and see approach, treading carefully as they await a full understanding of what will happen next. Most people are yet to understand the dynamics of the economy and how Trump could affect the industry. This trend is risky, and the future is left for speculation, Finances may suffer due to too much care and if decisions made will affect the industry negatively. To mitigate any adverse challenges, it would be prudent to look into the possible decisions that could be done by the government and pan around them, with the worst case scenarios in mind. 
     In the utility industry, one trend will dominate rising costs. The industry has been going through a transformation, and with the new administration, there could be further changes. The financial implications will more or less stable because the changed are continuous. There are two trends that have been helping cope with the rising costs and include: risk-based rate making and growth of behind the meter resources. I would adopt these trends to enhance decision-making and improve efficiency and resilience. 
[bookmark: _Toc476696803]Investment objective
     Investment options increase daily, and whichever option that a person seeks, it is notable that they bear one of three goals which include growth, income, and safety.  The article picks on income objective as the underlying element that would determine the ultimate investment options that the report might venture. The article denotes that the safest investments would attract the least income yields. The research reveals that safe and yield capacity become inversely aligned, thus when safety increases, the income position reduces significantly. 
[bookmark: _Toc476696804]Investment Style
     Faerber, (2016) argued that investments that require yielding on potential income regarding the investment could pick on the preferred shares or corporate bonds because they bear rating that are relatively low. Bonds rated A and AA could become risky compared to AAA bonds. Similarly, the bonds generate income that is high compared to AAA bonds. The investment could invest bonds rated BBB for they portend medium investment, although, they bear a less income potential. Junk bonds could be investment options that are income oriented and is by far the greatest risk holder.  The investment that is income aligned, therefore, could opt for junk bonds. 
[bookmark: _Toc476696805]Macroeconomic elements affecting portfolio returns
     According to Faerber, (2016), the return rate of a portfolio depends on many underlying processes such like the competition that exists in the industry has significant implications regarding the risk level of the investment. Other macroeconomic elements might affect the investment rate of return. Growing economy implies job creation, and availability would get on the rise, and employed people would spend much money than when not employed. 
     Sander, and Bobo, (2017) depicted that increased spending results in increased sales, improvement in business processes through profits and acquisition of new equipment. Rapid economic growth implies interest rates might rise. Increased interests dampen consumer spending as credits get expensive. In turn, the profits become reduced and low employment rate, and therefore, stock prices would as well reduce. The stock market reduction might increase the prices of bonds because investors would pool their bonds towards safe bonds.
[bookmark: _Toc476696806]Political impacts
     Siegel, (2014) argued that government regulations, fiscal policy, and political stabilities determine the return rates of investments. An extreme fiscal deficit lowers the flexibility that lies in the government spending, and leads to increased borrowing costs. Political stability could lead to higher confidence amongst investors and result in potential returns on investments. Investors shun nations whose governments have constant civil strife.  
[bookmark: _Toc476696807]Russell 2000 Index Benchmark portfolio
     The article might resort to the Russell 2000 Index as its main benchmark portfolio because it is known to weight the performance of at least 2000 small-cap companies comprising the most significant stocks in America. The Russell 2000 Index becomes the most appropriate benchmark serving the small-cap stock markets in America. 
[bookmark: _Toc476696808]Six stocks
     Siegel, (2014) found that irrespective of whether the investor wants to hold the stocks forever or short term the article gives six of the best consideration list that might yield returns when bought. The research makes suggestions of six best quality of investment that a potential investor might choose. The article suggests that one to pick the Netflix (NFLX), organic producer WhiteWave Foods (WWAV). Other stocks that bear large investment options include Tesla Motors (TSLA), and PespsiCo (PEP). Other two investment options might include Chipotle Mexican Grill (CMG) and Under Armour (UA) brands. 
[bookmark: _Toc476696809]Initial holding and Market value
     Siegel, (2014) argued that the article found that Netflix traded its stock for 141.37 USD; therefore the article might suggest 1000 stocks from the company. WhiteWave Foods sold its shares for 54.98 USD, and the article might pick 1000 stocks from the firm. PepsiCo on sold its shares for 109.43 USD, from which the company might pick 1000 stock shares. Tesla Motors sold its shares for 249.17 USD which the article might suggest at least 1000 shares as well. Whereas Under Armour sold its stocks for 179.99 and the article suggested at least 1000 stocks, and the article might suggest 1000 stocks, and lastly, Chipotle Mexican Grill had its stocks going for 404.31, which the report suggests 650 stocks. 
[bookmark: _Toc476696810]Risk involved
     Implementation of the unique combination would give nearly any sort of investor value for their investment. The stocks got picked from different industries, and even if one industry becomes affected, the article indicated that a person might bear relatively medium risk and high income from the chosen investment. 

     Netflix, Inc. is one of the leading entertainment network providing its viewers, TV shows and movies including Netflix original series, documentaries, and films. This file provides the ratios of the balance sheet of the company of the year 2016. These balance sheet and information have been collected from NASDAQ and other stock agencies. 
Current Assets at the end of 31st December 2016 = $5720, 291.
Total Assets = $13, 586, 610.
Intangible Assets = $7, 274, 501.
Current Liabilities at the end of 31st December 2016 = $ 4586, 657.
Total Liabilities = $ 10, 906, 810.
Total Stockholder’s Equity at the end of 2016 = $13, 586, 610.
Stock Price at the end of 2016 = $123.8.
Earnings per Share = $0.44.
Current Ratios = Current Assets/ Current Liabilities.
Current Ratio at the end of 2016 = 5720, 291/ 4586, 657
Current Ratio = 12.472.
Equity Ratio = Total Liabilities/ Stockholder’s Equity.
Equity Ratio = 10, 906, 810/ 13, 586, 610.
Equity Ratio = 0.803.
     Netflix is a one of the leading entertainment company with market value of $62M. Comparing with the other companies in the industries such as Best Buy Co, Inc. Conn’s, Inc. and Trans World Entertainment Corp. As the market value of Conn’s, Inc. and Trans World is $262, 302 and $75, 842 respectively. Netflix is earning more profit as compare to these companies. Below we have calculated some other elements from the balance statement of 2016 of Netflix. The Price earnings ratio or P/E ratio is used to calculate the market value of the stock relative to the earnings that stock makes. The P/E ratio of Netflix for 2016 is as under.
P/E Ratio = Stock Price/ Earnings per share.
P/E Ratio = 123.8/ 0.44
P/E Ratio = 281.3636.
Price to book ratio is used to compare the value of the stock with its value in the book. This ratio is necessary for company’s portfolio to make an assessment of the stock value.
Price to Book Ratio = P/B Ratio = Stock Price/ Assets – Intangible Assets
P/B Ratio = 123.8/ (13, 586, 610 - 7, 274, 501).
P/B Ratio = 123.8/ 6312109.
P/B Ratio = 0.0000196.
The stock beta of the company describes the volatility of the stock in the market. If the beta is less than 1 then the stock is less volatile and if the beta is greater than 1, the stock is more volatile. To know the volatility of the stock and analyze it through company`s portfolio can bring some positive outputs in company`s performance.
Expected Market Rate of Return = 10.03%.
Expected Stock Rate of Return = 8.90%.
Risk-free rate of Return = 2.53%.
Stock’s Beta = β = (8.90-2.53)/ (10.03 – 2.53).
Stock’s Beta = β = 6.37/ 7.5.
Stock’s Beta = β = 0.85.
     Profit margin is actually a measure of income against every dollar a company spends. Dividend yields measure how much a company pays out to its shareholders each year. Both can be calculated as follows.
Total Revenue at the end of 2016 = $8, 830, 669.
Gross profit at the end of 2016 = $2, 800, 768.
Profit Margin = Gross profit/ Total Revenue.
Profit Margin = 2, 800, 768/ 8, 830, 669.
Profit Margin = 0.32.
Dividend Yield = Current Dividend at the end of 2016/ Stock price at the end of 2016.
Dividend Yield = 0.00/ 123.8.
Dividend Yield = 0.00.
The annual compound rate of growth of the company is called earnings growth rate of the company. It is measured by EPS of the company for a current year and EPS of the prior year.
Earnings per Share (EPS) at the end of 2016 = 0.44.
Earnings per Share (EPS) at the end of 2015 = 0.28.
Difference between EPS = 0.44 – 0.28 = 0.16
Earning Growth Rate = (0.16/ 0.28) × 100
Earning Growth Rate = 57.14%
Conclusion
     P/E Ratio, price to book ratio, Profit margin, Stock’s Beta and Earning Growth Rate provides information about stock and market value of the services a company provides. Listing these elements in the company’s portfolio assessment can bring out fruitful outcomes. 
Portfolio Analysis
      Portfolio analysis is a systemized way to analyze company’s products and services and make an evaluation which projects should be feasible for the overall performance of the company. Adding a weekly performance record in the portfolio will bring more improvements in the performance of the company. Macroeconomics is a field of economics which tells how a person can use resources to create a value. This is the branch of economics which concerns with the market system and focused on choices an individual made.
 Netflix carries out its operations in three different segments. These segments are Domestic, Streaming and International Streaming. Netflix has become leading internet Entertainment Company. A report showed a recent development in the business that 79% of the consumers said that they want to cancel their cable package and they will pay for TV online. This is due to the high cost of the cable networks. Reassessment of the assets at the company will make an overall improvement to access maximum revenue.
Calculation of Beta and Expected Return
To determine the portfolio beta, the individual beta for each stock must be calculated first. The tables below show the beta for each stock in the portfolio (Ryan, 2006).
	Calculation for Netflix Beta

	Date
	Closing prices in USD (Yahoo Finance, 2017)
	% Returns

	 
	Netflix
	Russell 2000
	Netflix 
	Russell 2000

	17/3/2017
	  145.11 
	      1,391.52 
	  (0.0050)
	         (0.0039)

	16/3/2017
	  144.39 
	      1,386.03 
	   0.0060 
	         (0.0023)

	15/3/2017
	  145.25 
	      1,382.83 
	  (0.0142)
	         (0.0148)

	14/3/2017
	  143.19 
	      1,362.38 
	   0.0023 
	           0.0058 

	13/3/2017
	  143.52 
	      1,370.28 
	  (1.0000)
	         (1.0000)

	Beta
	1.00106
	 



	Calculation for White waves foods Beta

	Date
	Closing prices in USD (Yahoo Finance, 2017)
	% Returns

	 
	White wave foods
	Russell 2000
	White wave 
	Russell 2000

	17/3/2017
	                   54.58 
	       1,391.52 
	         0.0007 
	       (0.0039)

	16/3/2017
	                   54.62 
	       1,386.03 
	         0.0040 
	       (0.0023)

	15/3/2017
	                   54.84 
	       1,382.83 
	      (0.0013)
	       (0.0148)

	14/3/2017
	                   54.77 
	       1,362.38 
	         0.0005 
	         0.0058 

	13/3/2017
	                   54.80 
	       1,370.28 
	      (1.0000)
	       (1.0000)

	Beta
	1.00459698
	 



	Calculation for PepsiCo. Beta

	Date
	Closing prices in USD (Yahoo Finance, 2017)
	% Returns

	 
	Pepsi
	Russell 2000
	Pepsi
	Russell 2000

	17/3/2017
	  111.39 
	     1,391.52 
	 (0.0022)
	       (0.0039)

	16/3/2017
	  111.14 
	     1,386.03 
	 (0.0003)
	       (0.0023)

	15/3/2017
	  111.11 
	     1,382.83 
	 (0.0159)
	       (0.0148)

	14/3/2017
	  109.34 
	     1,362.38 
	  0.0006 
	         0.0058 

	13/3/2017
	  109.41 
	     1,370.28 
	 (1.0000)
	       (1.0000)

	Beta
	0.99931
	 



	Calculation for Tesla Beta

	Date
	Closing prices in USD (Yahoo Finance, 2017)
	% Returns

	 
	Tesla
	Russell 2000
	Tesla
	Russell 2000

	17/3/2017
	  246.25 
	      1,391.52 
	 (0.0022)
	        (0.0039)

	16/3/2017
	  245.70 
	      1,386.03 
	 (0.0204)
	        (0.0023)

	15/3/2017
	  240.70 
	      1,382.83 
	 (0.0127)
	        (0.0148)

	14/3/2017
	  237.65 
	      1,362.38 
	 (0.0280)
	         0.0058 

	13/3/2017
	  231.00 
	      1,370.28 
	 (1.0000)
	        (1.0000)

	Beta
	0.98749
	 



	Calculation for Under Armour Beta

	Date
	Closing prices in USD(Yahoo Finance, 2017)
	% Returns

	 
	Under Armour
	Russell 2000
	Under Armour
	Russell 2000

	17/3/2017
	               18.08 
	     1,391.52 
	             0.0050 
	         (0.0039)

	16/3/2017
	               18.17 
	     1,386.03 
	            (0.0187)
	         (0.0023)

	15/3/2017
	               17.83 
	     1,382.83 
	            (0.0118)
	         (0.0148)

	14/3/2017
	               17.62 
	     1,362.38 
	            (0.0034)
	           0.0058 

	13/3/2017
	               17.56 
	     1,370.28 
	            (1.0000)
	         (1.0000)

	Beta
	0.996383947
	 



	Calculation for Chipotle Mexican Grill Beta

	Date
	Closing prices in USD (Yahoo Finance, 2017)
	% Returns

	 
	Chipotle
	Russell 2000
	Chipotle
	Russell 2000

	17/3/2017
	  402.58 
	      1,391.52 
	 (0.0040)
	        (0.0039)

	16/3/2017
	  400.95 
	      1,386.03 
	  0.0000 
	        (0.0023)

	15/3/2017
	  400.96 
	      1,382.83 
	  0.0053 
	        (0.0148)

	14/3/2017
	  403.10 
	      1,362.38 
	  0.0069 
	          0.0058 

	13/3/2017
	  405.87 
	      1,370.28 
	 (1.0000)
	        (1.0000)

	Beta
	1.00562
	 



The table shows the overall portfolio beta and the expected return on each stock. The portfolio beta is 0.99803.  This indicates that the portfolio is just as risky as the benchmark of Russell 200. 
Benefits of Stock Diversification
Investing in different stocks from different industries reduces the risk involved, helps in preserving capital and also gives the investor ability to hedge the portfolio (Ryan, 2006)
	Calculation of the Portfolio Beta


	Stock
	Price
	No. Of Stocks
	Value Of Stock
	Portfolio (%)
	Individual Beta
	Portfolio Beta
	Expected Return

	Netflix
	$141.37 
	1,000 
	$141,370 
	0.1417
	1.0011
	0.1418
	2.45%

	White wave foods
	$54.98 
	1,000 
	$54,980 
	0.0551
	1.0046
	0.0554
	2.46%

	Pepsi Co.
	$109.42 
	1,000 
	$109,420 
	0.1097
	0.9993
	0.1096
	2.44%

	Tesla Motors
	$249.17 
	1,000 
	$249,170 
	0.2497
	0.9875
	0.2467
	2.43%

	Under Armour
	$179.99 
	1,000 
	$179,990 
	0.1804
	0.9964
	0.1798
	2.44%

	Chipotle Mexican Grill
	$404.31 
	650 
	$262,801.50 
	0.2634
	1.0057
	0.2649
	2.46%

	Totals
	 
	
	$997,731.50 
	 
	 
	0.998
	14.68%

	 Portfolio expected return
	2.45%



Investment Objective
The investment objective of this particular portfolio is income and therefore the expected return, the portfolio is in line with the personal investment objective.
Relative Percentage Change
Both the portfolio and the benchmark average percentage change is 0.2
	Weekly Portfolio Performance

	 
	 
	 
	 
	 
	 
	 

	 
	 
	13/3/2017
	14/3/2017
	15/3/2017
	16/3/2017
	17/3/2017

	Russell 2000
	 
	+ 5.02
	- 7.9
	+ 20.45
	+ 3.2
	+ 5.49

	Netflix Inc.
	 
	+2.99
	- 0.33
	+2.06
	- 0.89
	+ 0.72

	White Waves Foods
	 
	- 0.14
	- 0.03
	+ 0.07
	- 0.22
	- 0.04

	Pepsi Co
	 
	- 0.18
	- 0.07
	+ 1.77
	+ 0.03
	+ 0.25

	Tesla Motors
	 
	+ 1.55
	+ 6.65
	+ 3.05
	+ 5.00
	+0.55

	Under Armour
	 
	- 0.19
	+ 0.06
	+ 0.21
	+ 0.34
	- 0.09

	Chipotle Mexican Grill
	 
	- 0.19
	+ 0.06
	- 2.14
	- 0.01
	+ 1.63



Background Information
Unemployment Rate
The level of unemployment as at 2016 was 4.9% (Bloomberg, 2017). There has been a significant reduction in the level of unemployment over the years since 2013. This increases the economic output which in turn raises the price of securities.
Gross Domestic Product (GDP)
The GDP has also grown over the last years making the prices of most securities in the market to rise (Bloomberg, 2017). This also influences a high trading of stocks.
 Reassessment of Asset Investment
	Recalculation of Portfolio Beta
	

	Stock
	Price
	No. of stocks
	Value of stock
	Portfolio %
	Individual beta
	Portfolio beta

	Netflix
	$141.37 
	1,000.00 
	$141,370.00 
	0.1421
	1.0014
	0.1422

	White wave foods
	$54.98 
	500.00 
	$27,490.00 
	0.0276
	     1.0000
	0.0278

	Pepsi Co.
	$109.42 
	1,000.00 
	$109,420.00 
	0.1200
	0.9993
	0.1099

	Tesla Motors
	$249.17 
	1,100.00 
	$274,087.00 
	0.2754
	0.9875
	0.2720

	Under Armour
	$179.99 
	1,000.00 
	$179,990.00 
	0.1809
	0.9964
	0.1802

	Chipotle Mexican Grill
	$404.31 
	650.00 
	$262,801.50 
	0.2641
	1.0056
	0.2656

	TOTALS
	 
	 
	$995,158.50 
	 
	 
	0.9976

	 
	 
	 
	 
	 
	 
	 

	
	KEY
	
	
	
	
	

	
	 
	Stock reduced
	
	
	

	
	 
	Stock increased
	
	
	



Rationale
The prices of White waves Foods have been reducing over the last week leading to their sale. Those of Tesla Motors, on the other hand, have been increasing hence the decision to increase the stock. 
Review of changes in the Portfolio Risk
Due to the poor performance of White Waves Food, the investor sells 500 of this stock and increases Tesla stock by 100. This buying and selling of stock reduce the beta by 0.001 meaning it makes the portfolio less risky compared to the benchmark. 
Comments on Trading Activities
The general annual turnover of stocks in the United States has remained high. This means there a lot of buying and selling of securities making this market extremely speculative.
Calculation of the stocks values by using the divided valuation model (DVM) including constant growth, and variable growth:
     To begin, it is important to note that securities with great risk are required to paying a great rate of returns as a way of inducing investors to purchase securities. The capitalization rate also referred to as rate of return is defined as the rate of returns that is required by potential investors to compensating them for risk of security ownership. Capitalization rate is usually used to pricing stocks as the sums of current value of its future cash flow. On the other hand, divided discount model is a way of pricing stocks by the sum of future cash flow discounting by the needed rate of returns (Hurley, 2014). 
     It should be noted that DDM price is considered as the stock’s intrinsic value. 
Then, intrinsic value = present value of stock sale prices + sum of present value of dividends 
Three models are used in DDM. 
a) Constant-growth model 
b) Zero-growth 
c) Variable-growth model 
Zero-growth rate:
     With the zero-growth rate, it is usually assumed that the dividends stay the same. In this case, price of our stock is considered to be equal to the annual dividends divided by rate of required returns. 
Hence, 
Intrinsic value of stocks = required rate of return/annual dividends 
Consider this,
     If dividends per year on preferred stock shares are $1.89 with the required rate of returns for the same stocks being 9%, then the intrinsic value is:
IV = $1.89/0.09 = 21
Constant-growth rate 
     With the constant-growth rate, it is assumed that dividends increase by a certain percentage annually. Often, the constant-growth model is used to valuing stocks of the big companies that increase their dividends over the years (Hurley, 2014). 
To illustrate, 
     Consider that the company’s stocks pay $4 dividends on this year with the dividend growing at the rate of 6 percent yearly, then, if the required rate of return stands at 12 percent, the prices of the stocks next year will be calculated by this formula:
Price of the stock next year = $4 x 1.06 / (12 -6 percent) = $70.7
Stock price this year = 4 / 0.06 = $66.7
Hence, the growth rate = 1.06 ($70.7/66.7), which is the dividend growth rate. 
Variable-growth rate 
     Most companies enjoy many periods of continual growth. These periods can result to introduction of new technology, new product or innovative market strategy. It should be noted that the period of continual growth, however, cannot continue indefinitely. Consequently, the market competitors can enter the market and hence start competing with the firm (Hurley, 2014). 
The constant growth rate cannot be used to value these firms, and hence variable-growth rate. 
The difference between current market value and DVM value:
     The CMV is the valuation resale that is usually attached to securities that are held long in margin account of the investors. It is often taken as closing prices for bid prices or securities that offered for OTC (over-the-counter) securities. On the other hand, DDM is the valuing method of a firm’s stock prices basing on theory that stocks are worth sum of payments on future dividends (Griliches, 2013). 
Point-and-figure chart:
     Upon constructing the point-and-figure chart, I have found that is the easiest and simplest method of determining solid exit and entry points in stock trading. The system is highly effective in monitoring demand and supply of every issue while keeping a close look on developing marketing trends. 
     Analyzing how my portfolio returns can be affected if I placed moving stop-loss orders at prices 10 percent below market price of my securities:
     It is important to note that the stop-loss order is an order that is usually placed with the broker(s) to selling and buying once the stocks have reached a specific given price. Essentially, the stop-loss is purposely designed to limiting the investors’ loss on securities’ position. It is important to note that my stock can be lost up to 10 percent if I set the stop-loss order for 10 percent, which is comparatively below the price I purchased the price. For instance, if I purchase Microsoft (MSFT:Nasdaq) at $20 per every share and after I have bought it I enter a stop-loss order for $19. This means that if the stock will fall below $19, my shares will be sold at the current market price (Dhaene, 2016). 
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