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A stock has a beta of 1.38, the expected return on the market is 10 percent, and the risk-
ree rate is 5 percent. What must the expected return on this stock be? (Do not round
intermediate calculations and enter your answer as a percent rounded to 2 decimal
places, e.g., 32.16.)

Expected return %
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Suppose the returns on an asset are normally distributed. The historical average annual
return for the asset was 5.7 percent and the standard deviation was 18.3 percent.

a. What range of returns would you expect to see 95 percent of the time? (A negative
answer should be indicated by a minus sign. Enter your answers for the range from
lowest to highest. Do not round intermediate calculations and enter your answers
as a percent rounded to 2 decimal places, e.g., 32.16.)

b. What range would you expect to see 99 percent of the time? (A negative answer
should be indicated by a minus sign. Enter your answers for the range from lowest
to highest. Do not round intermediate calculations and enter your answers as a
percent rounded to 2 decimal places, e.g., 32.16.)

a. [95% level

99% level
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You own a portfolio that has $3,600 invested in Stock A and $4,600 invested in Stock B.
f the expected returns on these stocks are 10 percent and 13 percent, respectively, what
is the expected return on the portfolio? (Do not round intermediate calculations and

enter your answer as a percent rounded to 2 decimal places, e.g., 32.16.)

Portfolio expected return

%
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You have $106,000 to invest in a portfolio containing Stock X and Stock Y. Your goal is to
create a portfolio that has an expected return of 16.0 percent. Stock X has an expected
return of 13.0 percent and a beta of 114, and Stock Y has an expected return of 9.0
percent and a beta of .84.

a. How much money will you invest in Stock Y? (A negative answer should be indicated
by a minus sign. Do not round intermediate calculations and round your answer to
the nearest whole number, e.g., 32.)

b. What is the beta of your portfolio? (Do not round intermediate calculations and
round your answer to 3 decimal places, e.g., 32.161.)

a. |Investmentin Stock Y
b. |Beta of the portfolio
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You are given the following information:

State of Return on Return on
Economy Stock A Stock B
Bear n2 -.055
Normal 105 158
Bull .083 243

Assume each state of the economy is equally likely to happen.

a. Calculate the expected return of each stock. (Do not round intermediate calculations
and enter your answers as a percent rounded to 2 decimal places, e.g., 32.16.)

b. Calculate the standard deviation of each stock. (Do not round intermediate
calculations and enter your answers as a percent rounded to 2 decimal places, e.g.,
3216.)

c. What is the covariance between the returns of the two stocks? (A negative answer
should be indicated by a minus sign. Do not round intermediate calculations and
round your answer to 6 decimal places, e.g., .321616.)

d. What is the correlation between the returns of the two stocks? (A negative answer
should be indicated by a minus sign. Do not round intermediate calculations and
round your answer to 4 decimal places, e.g., .3216.)

a. |Stock A expected return %
Stock B expected return %
b. |Stock A standard deviation %
Stock B standard deviation %

c. [Covariance

d. |Correlation
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Suppose the expected returns and standard deviations of Stocks A and B are E(Ra) =
088, E(RB) = 148, 0 =.358, and og = .618.

Calculate the expected return of a portfolio that is composed of 33 percent A and 67
percent B when the correlation between the returns on A and B is .48. (Do not
round intermediate calculations and enter your answer as a percent rounded to
2 decimal places, e.g., 32.16.)
Calculate the standard deviation of a portfolio that is composed of 33 percent A and
a2 67 percent B when the correlation coefficient between the returns on A and B is .48.
" (Do not round intermediate calculations and enter your answer as a percent
rounded to 2 decimal places, e.g., 32.16.)
Calculate the standard deviation of a portfolio with the same portfolio weights as in
b part (a) when the correlation coefficient between the returns on A and B is —.48. (Do
" not round intermediate calculations and enter your answer as a percent rounded
to 2 decimal places, e.g., 32.16.)

a-1.

a-1. |Expected return %

a-2. |Standard deviation %

b. Standard deviation %





