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Paul KAREHNKE and Frans DE ROON.

We relate beta estimates at different frequencies to each other. Both the unconditional distribution of betas and the
distribution conditional on their monthly estimate become more dispersed and closer to a lognormal distribution as the
estimation horizon increases. Longer horizon beta estimates that assume either independently and identically distributed
returns or simple autocorrelation dynamics provide much better estimates of longer horizon betas than short-horizon
betas. Longer horizon betas and mean holding period returns yield positive and reasonable market risk premium estimates,
even for characteristics-sorted portfolios that have been shown to pose a challenge for the CAPM.
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