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Due date: Monday Sept 23rd before noon in my mail box or a box I will leave in front of my office. Material due: 1) complete report and 2) disc with excel file or other file you use for analysis
Internationally diversified portfolio project

Assume you are working for a large mutual fund company whose current offerings include only U.S.-based investments.  You are asked to investigate the benefits and costs of creating a new ‘global’ index fund.  (A global fund invests in the USA and international equity markets). In order to assist you the following spreadsheet is provided on the class website:


Monthly_INDEX.XLS: Monthly stock price indices quoted in US dollars from a number of countries. These are value-weighted indices of the largest and most liquid stocks in each national market. 

To see the description of each of these indices go to

http://www.msci.com/products/indices/size/standard/performance.html
The objectives of the project are the following: 

1. Find the optimal global risky portfolio: In the analysis of an optimal global risk portfolio you must consider at least one factor, which is the market risk. Make recommendations to the mutual fund company on the composition of the optimal global fund.

2. What risk-free rate do you use to obtain the optimal CAL and the optimal risky global portfolio and why?
3. If you had a choice of using all the individual stocks in the indices you have and use them to do the analysis rather than using the indices given what would be the advantage and what would be the disadvantage between the two methods (using indices in the analysis and using all stocks in the indices for analysis)

4. Find the net improvement in return and reduction in risk that would be obtained by a US investor who diversified internationally by investing in this global fund. Comment on whether an investor would be better off investing in the global fund versus investing in U.S. stocks only.  

5. Manage the global portfolio: What might be a reasonable sales charge to prospective investors? Will you impose a front-end load or a back-end load to the fund? How will you market the new fund? Who would be your target market? How much will you charge for management fee (Hint: see market average of passively manage funds)?

6. Compare your results to current investments of US investors: As of the year 2000 although the foreign equity holding has increased it still amounts to approximately 10% of total equity holdings. Compare this numbers to the percentage of foreign equity holdings in your global optimal portfolio. Why do you think American investors do not hold more foreign equities in their portfolio? Are they investing sub-optimally?

7. Discuss practical considerations: Discuss the practical and political problems and risks associated with investing in foreign equities. References to specific countries (one country is enough, but you are welcome to discuss more) and their political situations would be useful. How important a role do exchange rates play? Are these issues important enough to account for the difference between the optimal global fund and what American investors hold? 

Write up 

Provide a one-page executive summary, mainly answering the question of whether it will be beneficial for the company to offer a global index fund (be specific), who would invest in them, why?  In the report briefly describe your analysis method and results. Comment on the results and answer all the questions above. You do not have to limit your comments to the questions asked. Further comments and analysis are encouraged. Do not submit raw computer output. All figures and tables must be clearly labeled and well presented.  The written part of the report, excluding the executive summary, front page, figures, and tables must be no more than 6 pages (double-spaced, fonts of at least 11 point).  Tables and figures may be placed in an appendix.  Quality and clarity of the writing will be highly valued. In addition to your report, submit your excel file or files (in a disk or email) with all relevant information that you used in your analysis.

Suggestions on how to proceed with the analysis

1. Calculate the return of each country index. Calculate the variance-covariance matrix for these countries. (Hint: remember to use sample variance and covariance)

2. Obtain efficient frontier of these risky assets.

3. Find the optimal CAL and the optimal global risky portfolio. 

Evaluations

You will be evaluated mainly by, but not limited to, the following criteria: numerical analysis, concept and intuition, clear writing and communication of ideas. 

Note


This project is a group assignment. You may discuss the project with your own group members only, but not with other groups or anybody else. The use of existing solutions of similar projects from the internet or elsewhere is considered cheating and will be subject to the university’s policy.
