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Comments on candidate 10016 in FIN3005 Asset

Pricing (Fall 14)

April 15, 2015

Problem 1

a) OK.

b) The candidate here needs to solve the SDE for dc in order to find
an expression for ct.

c) Here the candidate makes a (small) mistake. The expression for the
SDF is

mt+1 = �e��(µ� 1
2�

2)��zt+1 .

The expected value of m is

E[mt+1] = �e��(µ� 1
2�

2)+ �2

2 �2
.

Some algebra then gives that

rf = lnRf = � + �µ� �

2
(� � 1)�2.

d) The right answer is 10%.

e) µ = �0.02.

Problem 2

a) OK, but the candidate could have exploited the fact that any return
on the portfolio frontier is perfectly correlated with the SDF. Then any linear
combination of returns on the frontier must also be perfectly correlated with
the SDF.

b) OK.
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c) OK, but the idea was to use the expression derived in problem b).
By using this expression for both E[Rk] and E[Rl], a more explicit expression
for a can be derived:

a =
E[Rmv]�Rf + ⇢m,Rl

�m
E[m]�Rl

⇢m,Rl
�m
E[m]�Rl � ⇢m,Rk

�m
E[m]�Rk

.

Problem 3 The candidate answers the problems very well.

Problem 4 The candidate answers the problems very well.
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