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2 — —
ion i - o T10 Ri=R{—R
The solution is based on Z =X 'R, where, 3 = L P02 ) dR=( HaTm Y
po102 03 Rp =Ry — Ry
1 o3 —po102
The inverse of ¥ is 7' = 55— 2 ] )
0105—pP°01035 —poi102 o1
1 0% —pPo102 Ry
Therefore, Z = ——7—s> b = )
0'102( —p?) —pPO102 o1 RB
Rao2—Rppoio —Rapoio +R302
It follows that Z; = “A25~BLTT2 and 7, = —APIII2F 2By
! oto3(1-p?) 2 o202(1—p2?)
. _ _Zy — ]?Aag—égpo'ﬂfz — RAO’%—R1730'127
Finally, X; = 5t = Rao?tRpol—(RatRe)poros’ OF X, = T T e (Pt and
Xo=1-X;.

Exercise 2
The solution is based on finding the Z values. Note: You can also solve this problem using the results of
exercise 2.

a. Since X4 = Xpg = % it follows that Z4 = Zg. We get the following system:

0.12 — 0.04 0.04Z4 + 0.0016Z5
Rp—0.04 = 0.0016Z4 + 0.0064Z5

Solve for Z4 to get Za = 1.9231. Therefore, Rp = 0.04 + (0.0016 + 0.0064)1.9231 = Rp = 0.055385.
b. Stock B will not be held implies that X5 = 0 therefore, Zg = 0.

0.12—-0.04 = 0.04Z4+0.0016Zp

Rp—0.04 = 0.0016Z4 +0.0064Zp

But, Zg = 0, therefore, Z4 = 2. It follows that Rp = 0.0432.



Exercise 4
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Problem 5
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