


[bookmark: _Hlk44507216]Instructions:
1. Show all work for credit. When using the calculator, type what you enter in each button. This will get you partial credit if the final answer is not correct.
2. A grade of zero will be assigned to all essay questions without a proper citation for all sources of information.
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Part 1.
The Dow Jones futures contract is on $10 times the index. Currently, the Dow Jones index is 25,740. Beta (b) of the Dow Jones is currently 0.95.

Part a. Construct a hedge on a portfolio that is identical to the Dow Jones which is currently worth $75,500,000. The hedge position is for an individual who owns the portfolio.

Part b. Calculate what position would be needed to change the portfolio’s  (beta) to 1.5.

Part c. Calculate what position would be needed to change the portfolio’s  (beta) to 2.5.

Part 2.
A food company is planning to purchase 5,000,000 pounds of beef in six months. The company is concerned about changes in the price of beef. Your assignment is to construct a futures contract hedge to protect the company’s cost. The current wholesale price of beef is 106 Cents per pound.
The livestock futures contracts are for 40,000 pounds. The futures contract quoted price is Cents per pound. The coefficient of correlation between livestock and beef is 0.93. The standard deviation of livestock and beef are 56.35 and 68.25 respectively. 
The available futures contracts are This information was downloaded from CME Group website:

	Month
	Last (cents)
	Change
	Prior Settle
	Open
	High
	Low

	Aug-18
	106.075
	-0.3
	106.375
	106.85
	107.325
	105.775

	Oct-18
	108.65
	-0.975
	109.625
	109.9
	110.275
	108.3

	Dec-18
	112.825
	-0.875
	113.7
	113.775
	114.05
	112.4

	Feb-19
	116.325
	-0.2
	116.525
	116.5
	116.775
	115.35

	Apr-19
	117.825
	-0.425
	118.25
	118.45
	118.45
	117.125

	Jun-19
	110.65
	-0.5
	111.15
	111.175
	111.175
	110

	Aug-19
	109.675
	-0.325
	110
	109.7
	110
	108.95

	Oct-19
	111
	-0.6
	111.6
	111
	111
	111



Part 3.
Calculate the forward rates given the following zero rates.
	Year
	Zero rate
	Forward rate

	1
	3.5
	

	2
	3.75
	

	3
	4.5
	

	4
	5.0
	



Part 4.
Part a. Describe the Repo rate and its cash flows.
Part b. Describe the Fed Funds rate and its cash flows.

Part 5.
Calculate the one and two-year zero rate from the following information.
	Face value
	Current price
	Coupon
	Maturity

	100
	95
	0
	1 year

	100
	92
	3.0 per year.
	2 years








