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QUESTION ] (30 marks)

At your request, an analyst has provided vou with the following infornaiion.

Returns in each state

- State of economy | Probability Bree Ltd - Edie Ltd Gabt Ltd
Boom 20% 40% ! 20% L 20%
Expansion i 50% 0% 10% . 0%
| Recession 30% \ -20% 0% 30%
: ] ! o :
Beta ] 09 1.2 15 :

The risk-free rate is currently 5%, and the expected return on the market pertfolin is 12%.

Required:

Construct an equally-weighted portfolio of all three stocks and caleulate:
(1) the expected return of the portfolio
(11) the standard deviation orv total risk of the portfolio

(111} the systematic risk / beta of the portfolio
(iv)  the return on the sortfolio if 1t was correctly priced.

QUESTION 2 (15 marks)

Discuss the reasons why investors should consider constructing global wvestment portfolios,

QUESTION 3 {25 marks)
Under equity portfolio managenient. discuss how the four asset allocatior strategies difter
from one another.
QUESTION 4 (20 marks)
(a) Discuss the compenents of titerest rate risk. Assuming a change 11 ‘nterest rates over
time, explain the two risks faced by the holder of a hond.
{10 marks;

(by Define immunization and discuss why a bond manager would immunize & partlolio.
(16 marks)
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QUESTION S {10 marks)

You are the manager of a large Esvvatini illing company and you are concorned abeut the
price of maize from farmers as the harvest season 1s approaching. After evaluating the
various advantages and drawbacks to forwards and options, vou decide 1o enter ‘nto an option
contract.

{a) Name the type of option contract you would use and explain vour choice.

(2 marks)

(b) If a single option has an underlying of 100 tons of maize, the strike prce is E2330 per
ton, the premium is 121735; calculate the profit /loss you will make. describe and justifv the
action you will take and if the price ends up being;

{1) R2500 and
(i) R2700.

-8 marks)
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APPENDIX A: USEFUL FORMULAE
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