A few hints for Homework 2:

Creating a reduced dataset

To answer the last part of the homework, you might want to create a reduced dataset with the 4 portfolio returns in separate variables. There are several ways to do this. The shortest one involves using a couple new commands, namely “collapse (mean)” and “reshape wide”. Please check help reshape for a good description and an example; the syntax that you are interested in would look like 

. collapse (mean) my_mean=my_var, by(year group)

. keep year group my_mean

. sort year group
. reshape wide my_mean, i(year) j(group)
Please note that the first line here (the collapse command) can be also replicated with egen:

. egen my_mean=mean(my_var), by(year group)

. sort year group

. by year group: keep if _n==1
Another, that does not require you to learn any new commands at all, involves a repeated application of egen to compute the group means within each category:
. egen my_mean1=mean(my_variable) if group==1, by(year)
. egen my_mean2=mean(my_variable) if group==2, by(year)
………
. keep year my_mean*

. collapse (mean) my_mean*, by(year)
The first way is more concise, but on some very large datasets reshape can be a bit slow.

Risk-free rate

To compute the Sharpe ratio, you need the risk-free rates. Please download a text file with the rates, rf-rates.csv, from the website. I am also including a program rf-rates.do that will compute the cumulative 12-month returns that you can merge into the main dataset. You are encouraged to look at this file and read the comments inside.
