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Abstract 

In the face of the capricious capital market, investors necessitate more credible and 
precise financial analyzing instruments to discern a lucrative investment opportunity, 
especially in the stalk market. In general, potential investors tend to make investment 
decisions based on the past financial performance of a firm and its stalk price trend. 
Besides, the federal's policy, the firm’s position in the industry, and future development 
promises will also be taken into concern. This article intends to introduce a plethora of 
financial analysis indicators and methodology, such as standard deviation, expected 
return rate, and CAPM, to augment our investment decisions. Highlighting the 
indispensable canon to disperse the risk, we discuss managing it via investing in distinct 
industries. What’s more, we used Delta airline and Tesla as examples throughout our 
articles to strengthen our stands. To increase our articles' practicality, we have 
researched the challenges and changes brought to the automobile and aviation industry 
against the COVID-19 circumstances. We hope this article will be propitious to investors 
to evaluate the responses of both Delta airlines and Tesla and discuss bailout policies 
enacted by the federal. 
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1. Introduction 

Making precise and valuable investment decisions depend primarily on company analysis. In 
this paper, we will introduce several techniques and data to help make better investment 
decisions. One of the most crucial guidelines for creating a suitable investment is the investment 
risk. Although people have controversial opinions on the definition of risk, in investing, in 
general, we define risk as the amount of uncertainty. This paper provides you several data and 
tools that can help measure this seemingly unmeasurable guidance. Data such as the Beta and 
stander deviation will be the primary data that this paper will be encountered. The CAPM and 
SML models are tools used to analyze companies and aid in making investment decisions. Under 
COVID-19, the market had undergone tremendous vitalities and uncertainties, which makes the 
market extremely risky. Among all industries, automobile industries experience their market 
changes regarding the pandemic. In this paper, basic knowledge of investment such as the 
standard deviation, beta, required rate of return, as well as essential tools and models such as 
the SML and CAPM models will be introduced. Finally, the outline of the automobile industry 
during the pandemic will be discussed. 
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2. Standard Deviation 

The standard deviation of a stock can help investors understand the volatility of a stock. In other 
words, the standard deviation of stocks provides crucial information about how risky a 
company is. For instance, if a stock has an expected monthly return of 10% and a standard 
deviation of 20%, then, depending on the market environment, the stock can have a fluctuating 
return ranging from -10% to 30%.   The standard deviation of 20% plays the role of how high 
or how low the stock return can go. Under this circumstance, investors have to deal with a range 
of uncertainties, which is 40%. However, 40% of uncertainties is relatively high for most 
investors because investors regard uncertainty as similar to risk. In short, the higher the rate 
of standard deviation, the higher the risk. Yet, a risky stock does not resemble a bad investment. 
In the example provided, the stock can also have a high return of 30%, which is 20% above the 
expected value. A riskier stock can also provide a more profitable investment. Therefore, 
investors have to strike a balance between risk and be aware by using the standard deviation 
as guidance. Investors can balance their portfolio by mixing stocks with high and low standard 
deviation. For example, Tesla and Delta have a current standard deviation of 16.5% and 9.5%. 
It is quite risky for an investor to purchase Tesla alone, however, by adding Delta, which has a 
lower standard deviation, it can lower the risk of this investment. The investor can build a 
portfolio with 50%a and Delta, which have an evened standard deviation of 13.2%. In short, 
investors can use standard deviation as guidance of building weight of both Tesla's favorable 
portfolio. 

3. Beta 

Beta is a measurement that demonstrates the return of individual security varies with the 
markets; that is, it reflects the fluctuation of individuals relative to the entirety. According to 
the definition, the market has a beta of 1; the greater the absolute value of beta, the greater the 
degree of fluctuation of stocks. This measure enables investors to deduce whether a stock is 
moving in the same way as the rest of the market, and it provides investors with a direct 
comprehension of the risk of the stock compared to the rest of the market as well. In the case 
of Tesla and Delta, for example, the beta of each stock and their portfolio, which are calculated 
by using Standard & Poor's 500 (S&P500) as a benchmark, are 1.21, 1.13, and 1.17, respectively. 
The stock of Tesla has a higher beta of 1.21, which means the stock contains higher instability, 
higher risk, and higher expected returns as well. Investors, nonetheless, can ultimately measure 
how risky a stock is to a portfolio. For instance, by combining with lower-beta stock, Delta, the 
beta decreases to 1.17, posing less risk and lower expected returns. All in all, beta is a numeric 
value for investors to evaluate the volatility of a stock and the movement of the entire market. 

4. The required rate of return 

The required rate of return is the minimum amount of return that investors expect to collect by 
investing in a stock. To calculate the required rate of return, investors should consider three 
factors, including overall market returns, risk-free rate of returns, and the volatility of a stock 
(beta). For investors, the concept is useful in evaluating the investment and deciding whether 
to go on a project or another. In other words, if the expected rate of return does not reach the 
required rate of return, the investors then would not invest. For example, considering S&P 500 
index as a benchmark, the required return for the stock of Tesla and Delta are respectively 
13.02% and 12.09%. Investors should compare those data to the amounts of the expected 
return of the stocks so that they can make an appropriate decision on investment. On the basis 
of the CAPM formula, investors would expect a higher required rate of return for a stock with a 
higher beta. Moreover, in terms of the investment with a lower beta, a higher required rate of 
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return can be used to compensate investors for the additional risk of investing in a higher-beta 
stock. Overall, the required rate of return is a key for investors to have a brief understanding of 
any investment. 

5. SML Graph and Purchase decision 

This work introduced one of the most theoretically reliable instruments —SML Graph to make 
the purchase decisions of stocks. The SML Graph is the illustration of the CAPM model, which 
visualized the relation between Risk and Return with the X-axis standing for Beta and the Y-
axis standing for Return. [1] When the Beta is zero, which means there are no risk or the 
fluctuation of the stock price is not related to the market, the return represents the risk-free 
rate; When the Beta is one, the SML line corresponds to the market return; The slope of this line 
is market premium representing the degree of risk aversion in this market. To be more specific, 
plotting the required return and risk relation on the graph indicating the market equilibrium 
results in the SML line. 

The way to make purchase decisions is to compare the expected profitability to the bottom line 
return we demand. While the expected return exceeds its required return, this work assumes 
the stock is worth investing in, vice versa. Therefore, it will be convenient to plot the expected 
return rate on the SML Graph to guide us. When specific security appears above the SML, it is 
considered undervalued and worth-investing. Otherwise, it is considered overvalued and 
better be sold. This is not only a common way to consider whether to create a stock portfolio 
but also to compare two securities with a similar return. By doing so, we can find the security 
proving the highest expected return against the level of risk. 

In our research, the SML graphs are based on Standard and Poor’s 500 and Dow Jones, 
respectively. The SML graph based on the S&P 500 market index shows that Tesla is the most 
profitable securities, however with a relatively high risk, and the Delta provides a lower return 
with a lower risk. The portfolio created by half of Delta and Tesla turns out to be a wiser choice 
in that the risk level and the return stand between the two stocks. At the same time, the graph 
based on the Dow Jones market index indicated a different picture. Tesla inherent a lower risk 
level and higher expected return while Delta bears a higher risk level and lowers expected 
return. Nevertheless, our decisions will remain the same. We will explain this in the next 
paragraph. 

Although the SML graph and the CAPM model serve as the theoretically superior evaluation 
tools in terms of the securities investing decisions, we shouldn’t neglect the drawbacks. The 
assumptions of this theory, to begin with, deviate from practical usage. For example, the CAPM 
model is based on the efficient market discussion assuming no transaction cost and information 
asymmetry exist [2]. In an immature stock market such as China, risk-free borrowing and 
lending interest rate differentials, taxes, and transaction costs usually exist. Not to mention the 
stock information disclosed is sometimes manipulated and inefficient. Besides, the investors in 
those markets aren’t always rational but hold limited knowledge, which reduces the CAPM 
model's accuracy. Finally, the expected returns are forecasted by the historical data, and we all 
know that the future does not strictly stick to the past. History is not required to repeat. To 
conclude, the SML graph is a theoretically representative indication as evaluation tools, but 
referring to more information is also a must. 

6. Investment risks 

Have you ever heard the story about not putting all your eggs in one basket? For example, 
having ten eggs in one basket might destroy them at once. But if you put them in two baskets, 
even if you drop one basket, five eggs are still good. Diversification of risk is an important 
matter of investment, but the risk is divided into system risk and non-system risk. System risk 



Volume 2 Issue 4, 2021 

DOI: 10.6981/FEM.202104_2(4).0017 

125 

Frontiers in Economics and Management 

ISSN: 2692-7608 

refers to the risk of force majeure, such as economic cycle change, purchasing power risk, 
interest rate risk, etc., while non-system risk refers to individual risks, such as business risk, 
credit risk, etc [3]. The stock itself is a big risk investment variety. The portfolio can have stocks, 
funds, gold and Treasury bonds, savings, and many varieties, of course, the more dispersed, the 
relative risk is smaller, in the same way, such as buying stocks, buy a stock relative risk is bigger, 
such as the company's business is bad, losses or fail, you have to bear great risk, but if you buy 
more stock, even if a company losses, collapse; But other companies are profitable, and you can 
make up for the losses of losing or failing company, so there's not much risk. 

However,the ups and downs of stock prices are often related to governmental policy, industrial 
circumstances, economic situation, and the performance of enterprises. [4] Easy monetary 
policy combined with a growing macroeconomy will stimulate and drive up stock prices. In 
particular, the increase in corporate profits will be more direct, bring its share price rise. Vice 
versa, if the economy is doing poorly and the business is losing money, then the stock price will 
fall. If stock prices rise, for investors (consumers), their investment returns will increase 
household wealth. So it's going to change consumer behavior. They're going to be willing to pay 
more for everyday consumption and other assets. Similarly, if the stock price falls, it means that 
there is a risk or loss in the stock investment, directly affecting the income and wealth of their 
families, so they will spend less and will not pay large amounts of cash for non-essential assets. 
Stock prices are rising, indicating that the objective economy is doing well. At this point, the 
situation is called optimistic. The government does not have to worry about jobs. Conversely, if 
stock prices fall and develop a long-term trend, the macroeconomy is in trouble. When the 
economy grows or slows down, the unemployment rate rises. In order to solve the problem of 
employment, the government will promote the economy through industrial policy, fiscal policy, 
and tax policy so as to guarantee employment services. 

7. Automobile industry during COVID-19 

COVID-19 had brought numerous negative impacts to our well-developed economy. Many 
problems and alternatives had occurred in the industry of automobiles. [5] According to The 
Counterpoint Research, there is a forecast of 24% of automobile drop during the COVID-19. 
Specifically, according to the Wall Street Journal, General Motors Co. and Toyota Motors Co. had 
reported a 34% and 39% sales drop during the second quarter of the year. This massive 
decrease in automobile sales is attributed to the lockdown and social distancing policies during 
COVID-19. Because of the lockdown, people’s demands for traveling had largely been restricted. 
Therefore, people’s willingness to purchase new cars had also decreased tremendously. What’s 
more, the closing of factories and the cutting of the company’s employees can also lead to the 
result of decreasing automobile sales. However, the decrease in automobile sales doesn’t only 
bring bad news to all the companies. Tesla’s market capitalization has now exceeded  

Toyota’s, making it the most valued carmaker in the world. This great news had led Tesla to a 
skyrocketing rise in the company’s stock price. For the airline industry, similar impacts brought 
by the COVID-19 had almost led to bankruptcy for several airline companies. Similarly, due to 
the low demand for traveling, airline companies are unable to generate enough income from 
flights. However, in order to keep the company working, there are requirements for airlines to 
make at least a certain number of trips during a certain time period. Unfortunately, airlines 
were unable to cover the expense of making a trip because of the low amount of passengers on 
board. This had led to the negative growth of several airline companies during COVID-19. In 
order to address these problems, airline companies had applied certain methods to relieve the 
temporary stress of the companies. For example, companies had cut the numbers of employees, 
retired old aircraft, and utilized leisure aircraft for goods transportations. However, even 
companies had engaged those emergency back up plans. Airline companies still suffered severe 
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losses during COVID-19. Delta Airlines and United Airlines had suffered 57% and 63% losses of 
return during the COVID-19. Governments had to step into this play in order to prevent the 
bankruptcy of major airlines in the U.S. With the relief bill released by the U.S. government. 
Hopefully, the airline industry will recover in pace. 

8. Conclusion 

We live in a unique moment in history. The overall impact of COVID-19 is higher than what we 
expected, and there is no sign that the impact will abate in a short period. Under such 
circumstances, accurately assessing the risk of a single asset and portfolio risk is the key for 
investors to make profits in the market. Investors, in this situation, have to take the 
uncertainties and vitalities brought by pandemic into consideration and evaluate the risk of 
their investment meticulously by using the beta, standard deviation, diversification, and the 
models we introduced such as CAPM and SML models to deduce whether a stock is overvalued 
or undervalued, and to decide whether we should buy or sell the stock. In short, computing the 
fluctuations and vitalities of markets provides investors with a basic orientation of their 
investments. 

References 

[1] J., A. M. (2020). On the validity of the capital asset pricing model (capm). International Journal of 
Marketing Studies, 12(4), 6–7.  

[2] Wei, D. (2020). The practicability test of capm model in china security market. The Frontiers of 
Society, Science and Technology, 2(9), 25–26.  

[3] John, A., J., A.-P., & Boateng, K. (2016). Measuring the systematic risk of stocks using the capital asset 
pricing model. Journal of Investment and Management, 6(1), 1.  

[4] Arestis, P., & Demetriades, P. (1997). Financial development and economic growth: Assessing the 
evidence *. The Economic Journal, 107(442), 2.  

[5] Amine, B., Sachin, K., Chiappetta, J. C. J., Angappa, G., Oly, N. N., & Mani, V. (2021). Manufacturing and 
service supply chain resilience to the covid-19 outbreak: Lessons learned from the automobile and 
airline industries. Technological Forecasting & Social Change, 163, 1– 2.  


