Solution to Fin 533 Homework
Due Tuesday October 6, 2009

1.

c; =[Bfon +o”(e)]"*

o, =[0.8%0.22° +0.3°]"? =34.78%
oy =[1.2°0.22% +0.4°]"% = 47.93%

2.

E(r,) =W E(r) +W,E(r,) +w, (1) =.3(13%) +.45(18%) +.25(8%) =14%
By =D W, B3, =.3(0.8)+.45(1.2) +.25(0) =0.78

Since the residuals are not correlated, then the variance of the residuals is:
o(e,)’ =w, 0, + Wy oy’ + W, “of =.37(.30)° +.45°(.40)” +.25%(0)°

o(e,) = 20.12%

o} = Bios+o’(e,)=0.782(0.22)" +.2012
o, =26.45%
3. E(R,)=r, +(E(r,) -1, )8, =8%+(18% —8%)L.25 = 20.5%

(P—P)+D

0

(P, —$100) +$9

20.5% =
$100

HPR = P, =$111.50




