
&&��� "TTFU 1SDJOH 5IFPSZ 4QSJOH����� 4UVEFOU *%�����������������������������������

"TTJHONFOU �� %VF EBUF� .BSDI ��
 ���� CFGPSF ���� QN

0O QBHF �������
 $IBQUFS �� $POTVNQUJPO�TBWJOHT BOE TUBUF QSJDJOH
 XPSL PO UIF
GPMMPXJOH RVFTUJPOT�

2, 3, 4, 6

"TTJHONFOU � &&��� 4QSJOH ����� QBHF����

 

6204640087



UCC SELUCCI

From Ps Tism 1 g pay
t instate s

Ms
SECC

Ice
8 E
I

sci
Cg

Hence Ps CtCt 87s If



FOC I IsMars

U C c
I

gotFrom mo
80 G s
Wcco car

8 É
therefore the firstordercondition canberewritten as

1 8 Isr Cl

Total differentiate equation111 we have



O sits E or Rscr n d I
o E or Rscr n d

4 or Born

E crises
of
d Rs

I
Rs of
E d Rs

E

t 10

I s
I I

Riskfreeasset

Irf
pp

I PR If
I It'Re 11.05

b



thus p I e tho 611 I o
0.2476

Pa IIItea ftp.o 61
10
t
o

I 5 1
0.7048

Riskneutral probabilities Is PsRt
É PRf 0.2476 1.05 0.26

TI Part 0.7048 1.05 0.74

From the lecture stochasticdiscountfactor for state s is

Ms PEs then

Mt
0.2476
0.5 0.4952

Mz
0.7048
0.5

1.4096



From Elm Ri Rf I O

ELCatbRm Ri Rf O

ElaRi art bRiRm bRmRfI 0

aEIR ARF BEERRm bRfEERm7 O

a EIR Rf b EERITEERMI COVERiRm RfELRm1 0

a EIR Rf b EERm ELR Rf COVER Rm 0

EIR Rf at BEERMI bCOVERiRm O

ELR Rf bCOVERi Rm
at berm

Since p
COVERi Rm

oh multiply RHS of theaboveequationby

we'll have ELR Rf b6m
atbEEpm7

COVTRi.Rm Biby
6m atberm



From CAPM EIR Rft Bit

We then have 8 bo'm
atbERm

Risk free asset

1 E MRI

I Elm Etatbrm a BEERMI i

MarketPortfolio

1 ElmRm ELCatbRm Rm

1 AEERMI BEERM'I

Note that O'm EIRE EERm7 so

I GEIR I b o Elem 2

From en it canbe rewritten as

a If belem 3

then substitute in 127

I If belem EERm b Of Elem

1 EERm b6
Rf

b 1 EERm

Rf Em EERm Ry
Rf6m



Substitute b into 137 we'll have

a
Edm Rf Efpm
Rf6m

a GmtEERMICEERMI Rf
Ryo

8 bo'mFrom bat It is shown that
atberm

So y Elem Rf gam
RfGm

62m EERMICEERMI Rf
Ryo

EI'm Elem Rf
RfGm

j
Elem Rf
Rf Elem Rf
6

Rf6


