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QI C id h f, 11onsi er t e 0 owing return an ns ate re atmg to tree po o IOS: •
Portfolio Return (%) Beta

I 11.00 2.00
2 11.00 1.50

3 7.25 0.75

d . k d I . h rtf u

The one factor arbitrage pricing model is E(r;) = 5 + 3/3•. Determine whether any opportunities exist

for arbitrage profits and show how the opportunities, if any, can be exploited if your investment
amount is Rs. 10000.

(ii) Explain the five factor capital asset pricing model and highlight the steps used to explain whether
the impact of financial market anomalies are explained through the model or not?

Q2: (i) Consider teh following data relating to three stocks:
Scenario Probability (%) Return from Stocks

X (%) Y (%) Z(%)
Optimistic IS 40 30 10
Most likely 75 25 18 5
Pessimistic 10 10 12 -25
You are required to determine whether investing in a combination of all the three sticks in equal
proportions is better than investing in anyone stock?

(ii) Explain the steps for testing the CAPM model with a suitable example.

(iii) Relative Strength Index (RSI) is a good tool in the hands of technical analyst for measuring the
momentum. The following information pertains to the price of stock ABC Ltd. For the last 8 trading
d Y . d t I I t RSI f t k ABC L d.And i t t th It btai days. ou are requrre o ca cu a e 0 s oc t . n In erpre e resu so 0 alne .
Days Closing Price (Rs.) Days Closing Price (Rs.) Days Closing Price (Rs.)
I 190.00 4 210.00 7 310.00
2 150.00 5 300.00 8 150.00
3 250.00 6 290.00 ..... .....

Q3: Mr. Malhotra is trying to construct an optimal portfolio with a least possible risk and would like
f 15o/c did f h ks is zi dto earn a return 0 o p.a. an re evant ata or t ese stoc s IS given as un er:

Stock Expected return Variance-Covariance Matrix
Rollex Thermax Swift

Rollex 17% 225 260 125
Thermax 20% 260 625 425
Swift 14% 125 425 169

You are required to calculate the proportion of funds to be invested in each of the three securities by
Mr. Malhotra so as to generate the required return with least possible risk.
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8C4) Mr. Gupta has forecasted that the market return follows the following relationship:
Rm = Risk free rate + Risk premium of 7%. The risk premium historically has shown a variance

of 20% and the risk free rate has shown a variance of 5%. Moreover, he has found that the variance
in this case is additions. The 180 day T-bills rate is 7% p.a. He has zeroed in on the following stocks
. h h . b IWit t e parameters given e ow:

Stock Residual Alpha (%) Beta
Variance (%)

ITC 9.35 1.72 , 0.89~
SBI 5.92 0.89 0.97

Satyam 9.79 0.46 1.24
HLL 5.36 1.52 1.04
BPL 4.52 0.96 1.11

You are required to construct an optimum portfolio usmg Sharp's optimization method.

Q5: (i) consider the following data:
Return on the market = 41.31 % Actual return on the stock = 70.6%
Standard deviation of return = 19.44% Standard deviation of Stock return = 41.4%
Beta of stock = 1.121 Risk free rate of return = 12%
You are required to compute the Fama's measure of selectivity and net selectivity.

(ii) The following information is available on the performance of seven portfolios during the past ten year
period:
Portfolio Avg. Annual Return Standard Deviation % Correlation with

0/0 Market
1 15.6 27.0 0.81
2 11.8 18.0 0.55
3 8.3 15.2 0.38
4 19.0 21.2 0.75

5 -6.0 4.0 0.45

6 23.5 19.3 0.63
7 12.1 8.2 0.98

Market 13.0 12.0
T-Bills 6.0

Based on the above information, you are required:
a. Rank the portfolio based on Sharpe's ratio and Treynor's ratio.
b. Compare the rankings in (a) above and explain the reasons for differences noted, if any.
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