TEMA D’ESAME (3 luglio 2006)
1) The security market line depicts:
*a. A security’s expected return as a function of its systematic risk
b. The market portfolio as the optimal portfolio of risky securities
c. The relationship between a security’s return and the return on an index

d. The complete portfolio as a combination of the market portfolio and the risk-free asset

2) According to the efficient market hypothesis:

a. High-beta stocks are consistently overpriced

b. Low-beta stocks are consistently overpriced

*c. Positive alphas on stocks will quickly disappear

d. Negative alpha stocks consistently yield low returns for arbitrageurs

3) Assume you invested in an asset for two years. The first year you earned a 15% return, and the second

year you earned a negative 10% return. What was your annual geometric return?

*a. 1.7% = A/(1.15)1—0.10) =1 = 0.0173 =1.7%

b. 2.5%
c. 3.5%
d. 5.0%
4) The APT required return on the stock based on rf and the factor betas is:

required E(r)=6 + 1 %6 + 5%2 + .75%4 = 16%
According to the equation for the return on the stock, the actually expected return is 15% (because the
expected surprises on all factors by definition are zero). Because the arbitrage-free required return exceeds

the expected return, we conclude that the stock is overpriced.

5) Prima parte

a. Alphas, o Expected excess return
oap = 1.6% 12%
og = —4.4% 10%
ac= 3.4% 9%
op = —4.0% 4%
the residual variances for these stocks are:
o’(ex)= 3364 o*(ec)= 3600
o’(ep)= 5041 o’(ep)= 3025
b. The optimal risky portfolio has a proportion w™ in the active portfolio as follows:



wo = —05124

The adjustment for beta is

w' = 0486

The position in the index portfolio is 1.0486

Seconda parte

S =.3662
The contribution of the active portfolio is .0184.
M2 = 0.423%
d. The final positions of the complete portfolio are:
Bills 43.15%
M: 59.61
A: 1.70
B: -3.11
C: 3.37
D: —-4.71
100.00 [sum is subject to rounding error]
6) a. Since the market portfolio by definition has a beta of 1, its expected rate of return is 12%.
b. B = 0 means no systematic risk. Hence, the portfolio's fair return is the risk-free rate, 5%.

c. Using the SML, the fair rate of return of a stock with B=—0.5 is:

E(r)=5+(=5)(12-5) = 1.5%

The expected rate of return, using the expected price and dividend for next year:

E(r) =44/40 -1 =.10 or 10%

Because the expected return exceeds the fair return, the stock must be underpriced.

7a. Spiega in che cosa consiste il market timing.
b. In cosa consiste quando i rendimenti sono generati da un processo stocastico con due fattori di rischio

sistematico?



