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SECTION A: MULTIPLE CHOICE QUESTIONS [20 Marks]
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Question Two (20)

a) EBxplain the difference between Type I, Type ' %@nd Type IV liabilities with examples

for each. [12]

£
2

for examples and di/s;g:us i\ [8]
Correlation metrics
% A B C D
Security A 80 10% A 10 0 0 O
Security B 60 20% B 0O 10 0 0
Security C 70 30% c 0 0 100
Security D 100 40% DO 0 0 10
1) What is the standard deviation for the market portfolio? 6]
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ii) If the risk free interest is 4 %, and the expected return on the market portfolio is 10%,
draw a diagram to depict the relevant market capital line. 4]

iii) What investment strategy would you advise someone who is looking for a 20% return to
use in order to achieve this. What standard deviation can they expect? [10]

This is based on chapter 7, section 7.17 of Keith Pilbeam 4 Edition
Question Four (20)

a) What distinguishes uncertainty from risk?

explaining uncertainty and risk.

The above questions are based on chapter 4 of Roy E. Bailey (2005).

c) Outline three types of risk that commercial banks face.

The above question is based on page 44 of Keith Pilbeam 4"

d) How do the mean and variance help to understand risk ™,
This is based on chapter 7, section 7.5 of Keith Pilbeam

[4]

Question Five (20)

f ectly g;cient markets, citing examples, fully discuss

b

a) There are three observations abofit pe
b . &

these in the context of information-efficiefisy” [20]

4% risk-free return.
7 If you have R1m and invest 60% into the risky asset and 40% into the risk-free asset,
what is the expected return and risk of your portfolio? [5]
ii) How much would your portfolio be worth if they realized return on the risky asset is
15%? [4]
iii) If you are allowed to borrow money at the risk-free rate, how can you get a portfolio
with 20% expected return and what is the risk of this portfolio? [4]
The above questions are based on chapter 5 of Roy E. Bailey (2005),
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