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‘ cAPM APH (sum aya h exam me)
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-9 & g APT (aaj tak exam me nhi)
Q o CAPM :
..r Re - s/
» Stock - Risky <> SR dawd &

UR D)

SR ko captune krne K _liye kyakye 9
Risk \ll)actO'*r (sgﬁemaﬁc) —>  Mascket fpo*rt%olio
<
E(Rm) - 127/ (suppase)
Mor ket Risk Premium (HRP) = Rm- Re = 944/ jor 1 Reta
Re - s+ 18 :

L\

APIM : Does masket Pcs*rl%olio emist 9~ No
We take provies — collapse o% CAPM --- Risc c% APH -
APM — Mmuwlhple Jactors.
capM —> stngle J?IC"’:OY—-» mcr ket index .
CAPM 5 a dIngle ,Bad:o’r AP M

APM unlike CAPM 15y o mult lactor model which condiders

factoys such as GDP gl it dddkes ol ovice .  grrkermest
nate , etc. as systepnatic xSk .Il)nr-l-mq.
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_(Ai_m_a_‘g__bw Sne \{CLC-tUY APM _ (like CAPM) i ]DClC'tO'r H’PHI

3 %actmf APM 4 so on.. .-

Factoxs  — Factor Risk Premium — Factor sens rtivi-tg
F. (marxket) i ERP:. _ox 2l 3.

F2 (gvowth sadte) FRP2 o N2 Ba
Fa  (oil) FRP3 ov A3 (33

Factoy Risk premium (2 is not '
stock specific ... Factoy seniis
+Hivity (B s stock specific .-

CAPM : Re = Re 4+ (Rm-Re) R

whesee Rm- Re - maxket Tisik pyemium.
APM Re = R + FRP, '!31 S FRPz-lB'L e s SR &% + FRPn- an
or  Re =Rt F A B G )2182 +)3;B3 +-----+—2_n-18n

(icai worites 20)

IBe-baA =slnistricle dePendcrd--
FRP £ Re —> not sStocle dePenden‘t-

QHelp3| A pen APM-

C - 6 Re - Re + N\ B -i—)\'z.'Bq. +7g3]33
- 2 4+ uUx(-3 4+ (x03 4+ (-4)x0-2
= 127/

self lmrac-tn'ce . Hw: so1". }39-133 - Extea @-2]

iR Fquation d) APM:
22 €] Re: EIR’: 45+ 8BS @) -3SBa 4 065 R
(A8 whexwe , Rf = 4.5 |

M= 685 - FRP 4 manket
A2 - -3.5 - FRP A book price
3 -
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(Find 3 %qctor petas ustng wseighded a\rmagc).

()

LA LIS 3 factor =2 manket
]\ indexn h
Bl= 0025x08 + a1x09 + 06x /1654 0:5x 0:35 2 |
89 = 09S x[-39 4 0] X 05 +20:3.K Q-1 Silt nal S % QS s 2D 1L S
R - 025 x (354 01l %X ['25+ 06 x Q45 + 0°1S x 6:75 = S5-2

1

E(R) JD(IY manlket index

. Hint : AHEeNate Sol" -+ exam @
= 1:1525 L (omput€ E(R) of oM u category o-p’

stocks then do weighted average

bobéoddddd

(i) CAPM — expected ketunnd on morket Index -
E(R) RE + (Rm-Re) R

- 4.5 + §.85 x|
11-:35/.

1)

pERE

Eiii) Led: - 00122  be xAfvege it ghvis c.% small cap value stoclk.

o G=w)” will be dhe wreight &) lange cap growth stock.

Tdng,ct ?C'L‘O el

(ox 0°9 + (1~w) I'16S =9

#odiree L 62903Y.
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Self prachice : Exttra @-1) HW-sol”. |3
In - ©-46) 4 48] , FRPs wene given and we had +o
find E(R) ----- Wwhat if ER) of stocks along coith Rf is
given 4 yau have to find out FRP Y (see @-2¢)cuy.CAPM)

So what 1 Hiras Lo siMuHaneous agh soluing h ----.

(1)
Q-47(P9| Tiha lactny APM :

W el ER - RE = NP+ 2o
A IS - 10 = 0o % + Aog
B: 20 - 10 = M 15 + Q212
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Mulhtiply eq" ©) bgrl'S,ﬁ'(w Mutiply eq® @& by 03

T R N e b [©
& = 12 4+ 0 dEMN oo ()
_ Now, Subtvact eq"® %YOH\ Q -
NS = -GNk AR
2 - R-33/
(i) _Own Fundi = 100000
() Funds from shovt selling B - S0000
1S0000

Inveshment In zccunTQj B e

Wwap - I1socococo’ _ ;.5
1000060
(DR _- —S0000 . _5.5
100000
Bi d dhe portlolio = 1:5x 02 + (-0-8) x |-5 = O'4S
Ba d} +the Po‘r‘l’iolio =l -Six ove o-02Srx 32 =0 30
_Gi) Own %undA = LOOOOO
/'».'-"
-9A(+)BUHDUJ © Re - 100000
200000
l
"r ‘!’
A (-5 L3 : B eles gvs)
2300000 <« Tnvesgtmenkt = — -100000
wa - 200000  _ 2 L (OR = - 100000 - -
locoo00 1 000 00
wm: —‘OOOOO :"l
) l00 000
B:&P%ﬁcpmﬁFMO: BXNR S IS =1 X0 = 090
'Bz. of 4ne Pcm%olio- BXO A =1 %) Sl ou=nl0.60

self Drgretice . Hw. ®-227 pg. 38
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. =222 Mu la ) () onon Made
r el s . B ) o w W 1 TN
=3 ' B2 e et comn ol ot
'3 E(RY = Re + 7\113. + 5143_2 +)‘3,83+--'-' +7\‘le¥
3 _
Wn
f(RD = F(R) + B Shi+ B2Sha + - -7 @;‘ Sh += €

whexe, Sh,= shock = Actual - forecast ‘l‘)w factor K.

However, a wuvong . was aet by Ical JD8~Gm Pandey’s
Book in which AR - Re + ’B.-Shﬁ Pois binh ek o 7 o8 }?K-.Shu + &
Thexebdi: o wustie hae Glniih +his _  univeére but plz éo(low

£ @©- comern Th exam ----

©49)p9 | Retunn = Re + By Shy + B2 Sho + Bz Sh3 o+ Bu Shu + Bs Shs+e
Cw- 62 | eyyeor 4enm () -0
factor B Sh = Actuad - Expected BxSh
GNP [ ; o) | 0
Inb(la—i—ion {415 | 2.62S
It - »ate :20 [~2.5 1-62S
Index |- 710 2 : 3.4
L prog? 1:00 A . 0§
81S
Retn = 9.25S 4+ ®.1S+0
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o Baned on Jlaw ,ODc(_,_pﬁ’c@ S
o Pusets  with Sderntical xisk muat provide idemhcal xetumn.
o Tf this law ir violated -—» onbifvadge oppartu mty. ¢
o No Invextment i
Lo Nn Ritk e ¥
o Posihve RetunD :
- Type { Sum : Informal - Tgpical (same hi ayega) (RTP). @
¢
Q48 | Pg P @
(w: €1 | since Puma  softech haa positive retunn undex ali @
economic scenanios, canbiteage P(rrf"l)olio 1nvolueA i .
going long Pumda L Ahort an Himn 4 Kalabari - [
@
Given the prices , wre will dhort sell 2 Ahauees Ag Him £ €
Kalahani each 4 buy 1 sharne d Puma . ; e
Hence . fniHal investment = © &
| &
Payoff unden diffexent scenaxiors - *
() Recession -
Pyofit from Him = 12°/.d) 12 x2 = 2-8% ¢
loss from Kalaham = 207/ of 18 x 2 = (1-20 »
Pofit from Puma = 18/ of €0 x| £ JID-E® e
Payoff e it 2
® Modesxate Yrousrth - &
Loys from  Him = 15/ of 12 x2 = (3-8 =
Loss from  Kalahari z. 127/ of I3 %2 = :(4.30) L
Profit from Puma = 20/ of 60 x| = 12 &
'Pa_l:‘o_p_p ? kl-l-OS s
&
3) Boom - -~
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Loss from Him = 35/ of (2 x 2 = (8-4)
Profit from Kalhani = &5/ of 13 x2 = -9
Profit from Puma - (Sl of 60 X| = L0

e SR L Payoff R

Concluyion :
Since pagc)@ﬁ ir _porsihve undenr ol Ascenaxios . tThiry

i fandeed an o.nb‘H&agc, pm—fll{olio-

Self practice : Extra @3] HW:S0l? pg- 133

Jelf Note : Hint “fox PQ_go—FF cad cldoded above -

Humne Him aurn katlahasxi ko shoyt sell kaJd o - -
Hoge talk  buy krna pdeqga ---- pyice pni kam hogi (dna
=3 =) T =7 | J e
badhiga hoga price kam mtlb »etunn negorﬁvd----
i-e- xetunn negahve -toh proht 4 positive toh [oJSs.
Similanly ,  Humne Puma buy kiya +ha ..-. price ni

—=) =) =) I <

® badhegi tha profit g k aage jak hum wre sell kyenge-
price badhegi 4oh posihive et O pae ’PTobLt 4 _vice- verusq--

nddhdUAL UL L R e

Bp

Poartt-2

S Tglpe. 2 Sum : Formal

. Rared aon  Law d% one P‘ﬁce.

E lacto P

a On actoy APT
’ - ) e D
B Kere_ 24 °5°R

Stocks Reta E(R) '

- A 2 oy ,
- B 2 sl P
.‘ Conduct axbitrage-

law of one price ir violcted.

Even though both atodk have the same Beta,
they have diffexent EC(R).

Since, E(Rp) > FE(RB) , thexe Ir an aubifrage
o'npnmni'tg bg long on A £ Ahoyt on B. p

o Net Tnvestment =0

o Net 136'!:0 =0
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Re = €4 S 1 e SR
Stocks X I - SR~ | S
gedm 2y -2 0-€

E(R) 1R L2 L

Show the pyoceis 4 ouwcbi‘hagc-

Sol": let wua conatruct a hypothetical pm-fll)olio (P

o Wiy

- 5 D A sl

compYinnag
1 )

such thot (3 45 equal +v

that d\b b (900 B o' ol

Sabse jada B cuwt sabse kam
B wale stocls ka portfolio

L

()5 e Y =)zt xdpliicm = (D banao =B of bich wala stock
L0 3 9 by S A U0 )% 006 2 DT

Wx = '3
d wz = 23

E(R) »f ‘orrrt{)olio P - wxn E(RY) + w=z E(Rz2)
[plospyrda sciil

- 1/3 x

- 6 + 1-33

18533/

letT nowo

composte 4 whh T,

$tocke [Portfolio Beta E(R)
Y ) Pl el
P -2l 13:337/.

SO0, law d) one price ?s violated.

: 0
Pbitvage Involuens going long on P 4L short—on Y.

o Net Invextment -0

e Net- 13 =0

o F(R) -& {8x330=n0

83 A

self P‘roc-tire’ :

Extra @-8] HU): sol”- 135
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