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You are given the following information about Stock X and the.market:
(1) The annual effective risk-free rate is 5%. T.g,- 0,05 !
(i1) The expected return and volatility for Stock X and the market are shown
in the table below:
Expected Return Volatility
Stock X — 40%
P Merket 8% 25%
P
(1i1) The correlation between the returns of stock X and the market is—0.25.

. Calculate the required return for Stock X

and.determine.if the investor.should.invest.in.Stock X.

K@)
(B)
©)

X ®)
X (E)

The required return is 1.8%, and the investor should invest in Stock X.

The required return is 3.8%, and the investor should NOT invest in stock X.

The required return is 3.8%, and the investor should invest in stock X.

The required return is 6.2%, and the investor should NOT invest in Stock X.

The required return is 6.2%, and the investor should invest in stock X.

//

o - r* . (E\-.Q-P}"&) = 0.05+ (o.os-o.os) = 0.038

E[Qﬂf- 0.05> 0.03% = ( @
O
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P
14)  You are given the following information about Stock X, Stock Y, and the mesket:

(1) The annual effective risk-free rate is4%. |f; =0.04

P
(i1) The expected return and volatility for Stock X, Stock Y, and the naesleet
are shown in the table below:

Expected Return Volatility
Stock X 40%
Stock Y 35%
P Mot 25%
P .
(i11) The correlation between the returns of stock X and the masketis —0.25.
P
(iv) The correlation between the returns of stock Y and the saasket is 0.30.

-Assume-the-Capital-Asset-Pricing Modelholds. Calculate the required returns for Stock X

and Stock Y, and determine which of the two stocks an investor should choose.

(A) | The required return for Stock X is 3.20%, the required return for Stock Y is
4.84%, and the investor should choose Stock X.

(B)  The required return for Stock X is 3.20%, the required return for Stock Y is
4.84%, and the investor should choose Stock Y.

(C)  The required return for Stock X is 4.80%, the required return for Stock Y is
X 4.84%, and the investor should choose Stock X.

(D)  The required return for Stock X is 6.40%, the required return for Stock Y is
X 3.16%, and the investor should choose Stock Y.

X (E)  The required return for Stock X is 3.50%, the required return for Stock Y is
3.16%, and the investor should choose both Stock X and Stock Y.

—_— 28"
0, %5

r. = 0.0%+ (0.06 - 0.04)= 0.04-0.008 = 0.0d2

) S —_—

Since E‘:[Rx] =0.05% 0.0%2=0x ,we showdd invest on X.
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Let's coladode whot happens w/ Y.

Iy = rs_+ (ELQP]"V{_S =0.0k+ (O.OG-O.OI'?) = 0.04gl
Comparison: E[Re)= 0.045 <0.0484 =1,
We showld nst jnvest in X,

The Gopited Assek Bricing Moded (CAPM).
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