Additional exercises:
Question1:

Consider the following characteristics of two stocks, "T" and "U" :

E(r)=01 0, =010 p =02
E(r)=015 o, =020

and the risk -free rate (rf)= 0.03.

Question:

(a) Determine the best weights for the two stocks "T" and "U" in order to maximize the Capital

Allocation Line (CAL). What does CAL's slope mean in economic terms?

(b) If the investor has a total of ten million baht, If she expects a 20% return on her portfolio, how

should she split her money between these two equities and the risk-free asset?



Question 2:
The expected returns of stocks ABC and XYZ, as calculated by the CAPM, as well as the

standard deviations and coefficient of correlation, are listed below:

E(r,.)=0.16 E(r,,)=0.10
O e =0.20 o,y =0.10
P ascxry = 1025

In addition, the market return can be written as :
r, =05r,. +0.5r,,
Question:
(a) Calculate the expected market return E (rm) and its standard deviation o
(b) Find out the beta’s coefficient for the stock ABC.

(c) Determine the stock ABC's systematic and unsystematic risk.
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YaNn 1 (20 azkuu): Risk Aversion, Certainty Equivalents, and Risk Premia

ASWUUA L oo

MvualitnamuingAnssurannilaninuides (Risk-averse Investor) Iflsiduassause-
lewrivaauasys (Bernoulli Utility Function) fssialuil:

Y- 1
u(Y) = ———.
-7

v v
v A o

Faditmuels @+ = L wagtinasunedisefuauisdadudu (nitial income) Yo = 100
tamuannsnamuluduningdesld Risky Asset) Tng Funswdides 4 azlvinanauuny
Wiy Z¢ = 75 dmSunsdiirsegnan senuuezdu « = 0.5 wazazlinanauwnu Wiy
78 = 25 dwsunsdirisugnalif meanuiazdu 1 — 7 = 0.5

3naUAIaINaa Ul TaeLanIdsn1sATUIMBRE9aZIDYN

Fofl 1.1 ( 7.5 AZLUL) TIMITAUNARDUUNUVDIFUNINEUT1FIAINAULEY (Risk-free)
w3e8niy Afle szAu A1 Certainty Equivalent : ¥(2) Magyhliitinamusdnlauansiesening

nsanduladenawuludunindusimananudesd viedenamuludunindidesinemu
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Y o o 1 a . . A =4 1 1

99 1.2 (5 AZLUY) WATUIUAITAREANULEDS (Risk Premium) #3afife AIAIUAINTE-
NINAIAIAMINENARDULNUFUNITNELEEN (Expected payoff :E(Z)) fiuan Certainty equivalent
V(Z)

'
Y A

dafl 1.3 (7.5 azwuw) aigalliiug A1 4 mnilaiduessauselevidnediu fe Ardu-
UseansnsmanuiianuideslaeSeuiiou (a coefficient relative risk aversion : Rp(Y) )
wagyn A1 isdu 910 L 10u 5 tninwfind seAuvese certainty equivalent ity
vieanasinnditnediu uae Aemwenades (Risk Premium ) axifindu vidoanas :1nnsdl

196 1A UﬂﬂﬂUWSﬁUWEJIWEJI?ILMQNﬁVI’]QLﬂﬁ@gﬂ’]ﬁ@ﬁ Iﬂﬂlﬂ@]@ﬂﬂ’]ﬂ’]maﬁ)mﬂL‘lJ‘L!WJLﬁ“U

o,
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d99 2 (15 AZWUY): Insurance ASWUUA LG oo

Smunalt w19a13 Apple Sseduseldviiu 100 v wordundaiuanandss flenaay
gy iudiunu 50 v Feazdssavinlvineldisomdeud 50 vm Femnuazduiieziin
WANsal 7 = 0.5 Teiiunea Apple anunsaidendaussiuld Tnedrorn WeUssiuwiiy x
v lagusenuseiuaz e Ruauliuuise Apple Wiy 50 U mmﬁmmmqmﬁﬁu

107 ﬁmumiﬁﬁqﬁ%’uasaaﬂﬁﬂaﬁuﬁma%ﬁ (Bernoulli Utility Function) ¥83u19a17 Apple 1T

fawaluil:
yi-v -1
U(Y) = )
L=y
198 v =0.5
InaUAINIUAB LU

Y A = | ¢ ~ A
a9 2.1 ( 5 AZLUL) WTIUFUNTLENIADTIUTELETUAIAMUNEUDY UNETD Apple NS
150 Anduladausenu
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Joil 2.2 (5 AZUUY) WILUALNSLEARIA183T0UsElavUAINKNEVDS W19EN Apple nSel
s dndulaligeussiu

Foi 2.3 ( 5 AZUL) }
wnAUsEAU Aiv 20 UM InuAnI1ueEnd Apple asiieussiunsall mseivela
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d99 3 ( 15 Azkuw): Risk Aversion and Investment Decisions

ASRUUNALG e

AMUUA LY WY Pen L5EAUANUIIAISUAULYINNAY Yy = 100 a1UU wazandulakuddu
U @ SV aUTuiy (Stock) WagIIUWIAY Y, — ¢ auumamueinliisuians
(Bank Account)

Avualinisaauluviu (Stock) danuides lnedlanawiiu = = 0.5 9 NanaUwNUIY

99NUA ¢ = 0.12 %39 120 UULDY Lazdllana@vIny 1 — 7 = 0.5 N NaRaUWNUALeanUI LA
rB = —0.01 ¥59 —1%

dwsunisamuiinsuans du ldianuides waslinaneuunuegsutuewiiu r; =
0.05 %138 5%

Amuabiinasuililiiduessauseloniiuosys (Bernoulli Utility Function) Wusssialy

=De

u(Y) =In(Y)

naUAINAR UL
Pail 3.1 (5 Azuwuw) WWeuaunsuanslaymnsinassnauduning (Portfolio allocation

problem) vastinasuiite lsiossauszlevinavsnegsiian (Maximize the expected Utility)
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Uaf 3.2 ( 10 ATUUL)
WNNIMNTEAU ax MiEnzan InRoulvretoyiusafiunvils (First-order condition)
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%’a‘ﬁ 4 ( 15 azkuY) : Portfolio Allocation and the Gains from Diversification

ASRUUNALG e

Avualinguauningides (Portfolios) Uszneusmedunindides 2 i Ao dunsnddes
A B4 fiF1AAMINYIHARB UMY 11y = 10 Wazerduidesuuinnsgiu (Standard
Deviation) WU o4 — 2 uay Aunsndidss B J95AAInineveHanauwIuvingy iy = 5
uay uaAdudsuLanAsgI (Standard Deviation) Wiy oy = 1 iediwuald w e
Yovavveaiuammuludunindids A uaz 1 — w Ae Yevavveafuamuludunindides B

naUAINAR UL
y o o o/ a a v ¢ a A o %
Tail 4.1 (5 Azwuw) AN Tosavvasluamuludunindides A uay B Nvilviaay
[ DINGNAUNTNE F17IaR N ANUALA pap = —1 NTONTIIN AIAIAVUIEVDINANDULNY
VDINFUAUNTNG B (11 2rane) UageauaNuEeavanguiuning o vaience gy 9a6angdn?
WiounaAnTMUsENOU

FC433 ngufnsnmunsnadunsng wi—7



LAUTUIEDU oo
1/2561 LAUNELTEUTABRAE e

Fail 4.2 ( 5 Azwuu) AWM ToarvaIRuamuludunInddes A uas B MYy

\HeueanNguAUNING Avian vn AMUA pap = 0.4 WFDUTIINT AIAIANINEVBIHANDUKNY

VDINFUAUNTNG B 2rance) UaggauaNUEevaInguiuning o vaience g) 9a6angdn?

NFOUNINANIINUTENDU

Tail 4.5 (5 Azuuw) R Sosarvesduamuludunsndides A uas B Nvilviay

WHEURINAUAUNTNG I171dR N MUA pap = 1 NTBUNINN ANANANUIEVBINANDULNIY

VDINFUAUNTNG B (M1 21ance) UagseauaNuEesvanguiuning o1 vience gy 9afangdn?

NFPUNIANIINUTENDU
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