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September 18, 2019
Name……………………………………………………………………..

1.	If you combine assets with correlation of 1, the resulting portfolio’s standard deviation is going 	to be
	A.	less than the weighted average standard deviation of the assets in the portfolio
	B.	the same as the weighted average standard deviation of the assets in the 						portfolio
	C.	more than the weighted average standard deviation of the assets in the portfolio
	D.	It is impossible to tell without more information

2.	You are a hedge fund manager with 900 million dollars under management.  The fund has 15year history.  	You ordered the weekly performance of the fund from worst to best.  The performance of the fund in certain 	weeks are shown in the table.  Calculate weekly Value at Risk 	at 5 % 	level using the historical method.
	
	Rank of
the week
	32
	33
	34
	35
	36
	37
	38
	39
	40

	Return
	-0.0026
	-0.0025
	-0.0022
	-0.0017
	-0.0015
	-0.0013
	-0.00092
	-0.0007
	-0.0006



	A.	$630,000
	B.	$540,000
	C.	$1,200,000
	D.	$828,000
	15 years *52 weeks = 780 weeks of history.  
	The worst return corresponding the fifth percentile = 0.05*780 = 39th week.
	VAR@5 percentile = -0.0007*900,000,000 = $630,000.

3.	Which of the following statement is correct?
	A.	If you add more stock to your portfolio, the portfolio risk will always decrease
	B.	If you add more stock to your portfolio, the portfolio risk will decrease only to a certain 				level but stop afterwards
	C.	If you add more stock to your portfolio, the portfolio risk will decrease at an increasing 					rate
	D.	If you add more stock to your portfolio, the portfolio risk can be eliminated

4.	Let’s assume that standard deviation of the market portfolio is 20 percent and the average return is 12 	percent.  Further assume that market returns are normally distributed.  Based on these assumptions which of 	the following statement is true?
	A.	There is about 16 percent chance that market return in a given year will be negative
	B.	There is about 2.5 percent chance that the return a given year will be greater than 32 %.
	C.	There is about 84 percent chance that the return will be less than 32 %.
	D.	There is 34 percent chance that the return will higher than 32 %.

5.	Calculate the sample standard deviation of the following annual returns:
	
	Return

	Year 1
	0.15

	Year 2
	0.2

	Year 3
	0.3


	A.	7.64 %
	B.	21.67 %
	C.	7.23 %
	D.	8.2 %
	Average return = (15+20+30)/3 = 21.67 %
	Variance = [(0.15-0.2167)^2  + (0.2-0.2167)^2  + (0.3-0.2167)^2]/2 = 0.01167/2 =0.005833
	Std = 0.005833^0.5 = 0.076376

6.	Which of the following is not one of the ways you can determine value at risk
	A.	Monte Carlo Simulation
	B.	Forward Rate Method
	C.	Variance Covariance Method
	D.	Historical Method

7.	Market and Stock returns for three years are given in the table below. Calculate the Beta for 	stock A.
	
	Year
	Market 
	Stock A

	1
	-0.12
	-0.15

	2
	0.18
	0.3

	3
	0.36
	0.45


	
	A.	beta is 1.7337
	B.	beta is 1.233
	C.	beta is 1.2755
	D.	beta is 1.756
	Average market return = (-0.12+0.18+0.36)/3 = 0.14
	Average stock return = (-0.15+0.3+0.45)/3 = 0.2
	


8.	Based on coefficient of variation which of the following asset is the best choice?
	
	Stock A 
	Stock B
	Stock C
	Stock D
	Stock E

	Standard deviation
	0.14
	0.07
	0.34
	0.13
	0.15

	Mean return
	0.11
	0.09
	0.22
	0.15
	0.18

	Semivariance
	0.07
	0.05
	0.04
	0.065
	0.045


	A.	Stock A
	B.	Stock B
	C.	Stock C
	D.	Stock D
	CV=0.14/.11 =1.27
	CV(A)=1.272727	CV(B)=0.777778	CV(C)=1.545455	, CV(D)=0.866667, CV(E)=0.833333
	Stock B has the lowest coefficient of variation			

9.	Which of the following is not considered  a systematic risk?
	A.	Purchasing Power
	B.	Country Risk
	C.	Market Risk
	D.	Exchange Rate

10.	What is the expected nominal rate of return if you can earn 12 percent real return? Assume that the 	expected inflation is 3 percent.
	A.	15.36 %
	B.	9 %
	C.	8.74 %
	D.	4 %
[bookmark: _GoBack]	Nominal rate = 1.12*1.03-1 = 15.36 %

