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Ps

/ Ts

Ps = Ms -11s

Ms
= 841151 = fr ;

Y' ( CF) (I

i. ps =

4¥, /
Tis *
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no ,
__ satin =

81%1
" '

n' trot

For :

Tostig /
" '

ks = I

* to -111¥)"ks
- d / f.) + Toss /%)"dks=0

Rearrange : trio -111¥)ÑÑ ! - d / %)
= - dks

*Hfi
' 0-111%-1-14 - d / I:-)

= - dks

ks = - dk ,
ii.no

, -4%1 in ,

Rs . dish = - 1

( Cs / co )
( 8- 1)

*

dks
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↳
p =L

Rf

air

=/ ÷;)
.

✗ =L ; :/
→ "

=/ I
, - oil

find p ,
= P' ✗

"

e
, =/ ÷o, 6) [ j!, 2g, ] / f)

= 0.2476 #

pz =P 't
- '

ez =/ ÷o, 6) IT
,
-4,1/0,1=0.7048 #

find risk - neutral prob .

IT
,

=

p , Rf = 0.24761 1.05 ) = 0.26 *

Tiz = pzkf = 0.704811-051 = 0.74 *

b) Mi =

P÷
,

= 0.2476 = 0.4952
*

0.5

Mz
=

P÷z
= 0.7048 = 1.4096 *

0.5
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at 0 = Elmlki - Rft]
= Ella + bkmllki - Rft ]
= AELR ;] - ARF + bE[ Rmki ] - bkfE[ km ]
= AIEIRI ] - Rft + blE[ km ]E[ Ri ] trovlkmikil - kfE[ km ] )
= IEIR ;] - kfK9tbE[ km ] ) + blovlkm ,R ;)

ELR ;] - Rf = - blovlkm ,R ;)

atbtlkm ]

= - rovlkm ,R ;)
•

him
6hm atbE[ Rm ]

= -

pi /
him

9tbE[Rm] )
find 8 = Elk ;] - Rf

Pi

=/
-

Ri /
him

9+bE[Rm] ) )
Pi

i. 8 = - born #

a+bElkm ]
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b) Risk-free asset :

¥
= Elqtbkm ]

a =

¥
- btlkm ]

Market portfolio : I = Ella + bRm1Rm ]
= qE[ km ] + bE[ Pim ]

I = qE[ km ] + to / 6h + EIR 'm ] )

Replace 9 : I =/ ¥
- bE[ km ] / Elkm ] + bio 'm + EIR 'm ] )

= E[ km ] - big] + him + bE# ]
Rf

I = E[ km ] + him
kf

find b : him = I - E[ Rm ) ; I ✗ Rf

Rf Rf

i. to =

Rf - Elkm ] *

Rf 62m

find a : a = I - bE[ km ]
Rf

=

In
,

-

(Rt
- Elkm ] )ElRm ] i ¥

✗ ImgRft 'm

= 6hm - RFELRM ] + EIR'm ]

Rtfm Rf 62m

i. a = 62m - RfE[ km ] + EIR'm ] #

Rfb 'm

r
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1) a + bE[ km ] = 6 'm -Rftkm ] -1k¥ + Rft# - E¥m ]
Rf 62m Rtfm

= im

Rf6☒
= 1

Rf

show 8 = - both =L
,

atbE[ km ]
=
-

/ Rt
- Elkm ] /62m¥Rf62m\

i. 8 = E[ km ] - Rf *


