Quiz 4; Finance 4360; Fall 2007; 9:00 Class
Name __________________________




Version 1

Instructions:

1)  Make sure the person who is sitting next to you has a different version of the quiz than you do.

2)  Do not separate this page from the following pages.

3) Write your name on this answer sheet and on the quiz.

4) Write the best answer (a, b, c, d, e, f, or g) to each question in the space provided below.  This first page is what I will grade.

Answers:

1. _____

2. _____

3. _____

4. _____

5. _____
1. How would you achieve point (1) on the graph below?
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a. borrow and invest only in GOOG

b. invest mostly in T-bills but some in the tangent portfolio of XOM and GOOG 

c. borrow a little and invest your original wealth and the amount you borrowed in the tangent portfolio for XOM and GOOG

d. borrow a lot and invest your original wealth and the amount you borrowed in the tangent portfolio for XOM and GOOG

e. invest only in T-bills

f. invest a little in T-bills but mostly in the tangent portfolio of XOM and GOOG

g. invest in T-bills and XOM

2. Using the following data, calculate the volatility (standard deviation) of a portfolio that is 70% invested in stock A and 30% invested in stock B.


Stock A
Stock B
Expected Return
.0350
.1200

Standard Deviation
.1060
.1565

Covariance between A and B = .00794

Correlation between A and B = .4789

a. (.7)(.1060) + (.3)(.1565)

b. 
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c. 
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d. (.7)(.0350) + (.3)(.1200)

e. 
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f. 
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g. 
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3. How does the volatility of a portfolio compare with the weighted average volatility of the stocks within it?
a. lower

b. same

c. higher

d. any of the above (a, b, or c) may be correct depending on the correlation between the stocks

e. a or b may be correct depending on the correlation between the stocks

4. Given $100,000 to invest, how much would you invest in Golden Seas if you wish to construct a value-weighted portfolio of the four stocks listed below:


Number of Shares

Stock
Price/Share($)
Outstanding (millions) 
Total Market Value($)

Golden Seas
13
1000
13,000

Jacobs and Jacobs
22
1.25
27.5


MAG
43
30
1290

PDJB
5
10
50

a. 
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b. 100,000

c. 
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d. 
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e. none of the above

5. Which of the following statement or statements about the relationship between risk and return is incorrect if the market portfolio is efficient? Note:  for the statement to be correct, it must always be true any time the market portfolio is efficient.

a. there will be an equal number of positive and negative alpha stocks

b. stocks with greater betas will have higher expected returns.

c. a negative beta stock will earn a zero risk premium.

d. stocks with greater volatility (standard deviation) will have higher expected returns.

e. two of the above statements are not correct.

f. none of the above.  All of the statements are correct.
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