EE433 Asset Prcing Theory Spring/2021 Student ID...62046 41341

Assignment 2: Due date: February 17, 2022 before 2.00 pm

Question 1 ( 30 Points) B

At this moment, all of your assets are invested in asset A with the following return and
risk characteristics:

E(r4) = 10%

ou =100 2 6: = 0.01

Another asset (call it"B") becomes avaiable; the characteristics of B are as follows;

E(rp) = 20% (£ dokt work,
o5 =25% = 6y =0.0625 Theny e —0.9%99

. Furthermore, the correlation of A's and B's return patterns is 1.)

8
Questions: t4rh mt0 (ov, = - .00y

(1) Using MATLAB to write down the syntax (.m file) for {determining the optimal
weight (w) of asset A and B in order to achieve the lowest variance, or, in other words,
determining the optimal weight for the minimum-variance portfolio. Ao ha "

(2) Find out the Expected return and its variance of the min-variance portfolio using
the MATLAB.

(3) By reallocating your portfolio to include some of asset B, how much additional
return could you expect to receive if you wanted to maintain your portfolio's risk at
o, = 10%. (Hint: Solve for W, not for the W,). = Wy 4 (=W,
6p =01 = 6y =0.01

Note: You mustsubmit both the.m file and your answer in the next page's supplied
space.
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(1) From MATLAB, W} (w_n) = 0.704}

Wi (W_k) = 02857

(2) From MATLAR, EM = 36 = sz

I8 -
va = T7.080%5e -19

(1) 67 - (1-‘#48\*-6; + w;ﬁ’; +[uvwgwl\((ov(ﬂlml

(007 = (1-2Wyt Wi 6F Wr6t o+ (0N - LWEY(-0.025)

fakf 6% = 0.01 ahd 6, = 0.0615 ;

01 = DAL T 0-0LW + 0.0 IW, + 0.0625 Wy - 00w 4 0.05 W}

0 = 0.m5W S - 0.07W,

0 = Wwy(0.1225W, - 0.07)

0 = 0. 15w, -0.07

W;‘ 0.07 = 0.5714 = NS = 1-W, = 0.42h¢
0.1019

2 ERAY) = 0 4u8¢ (l07) + 0.5T14(207)

= 0.197L = 15.71 7

~addinonal Return = E(RY™) - ERSD)

-

= 57 - 12867 T LRy T #
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