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	Statement of Academic Integrity
The Telfer School of Management does NOT condone academic fraud, an act by a student that may result in a false academic evaluation of that student or of another student. Without limiting the generality of this definition, academic fraud occurs when a student commits any of the following offences: plagiarism or cheating of any kind, use of books, notes, mathematical tables, dictionaries or other study aid unless an explicit written note to the contrary appears on the exam, to have in his/her possession cameras, radios (radios with head sets), tape recorders, pagers, cell phones, or any other communication device which has NOT been previously authorized in writing. 

Statement to be signed by the student:
I have read the text on academic integrity and I pledge NOT to have committed or attempted to commit academic fraud in this examination.

Signed:______________________________________  

Note: an examination copy or booklet without that signed statement will NOT be graded and will receive a quiz exam grade of zero. 


   



















The following equation gives the Sharpe reward-to-variability ratio:

 
The following equation gives the Treynor performance measure:

 
The following equation gives the Jensen alpha performance measure:

 
The following equation gives the information ratio:

 
The following equation gives the Modigliani and Modigliani performance measure:


The difference between a portfolio P and a benchmark or bogie portfolio B can be expressed in the form of the sector weightings and sector returns for each portfolio as follows:

  
For each sector, performance attributes can be decomposed into sector allocation and security selection as follows:

 

There is 1 problem on this quiz on page 2. Part a. has 8 calculations of performance measures that count ½ mark EACH. Part b. has 2 subparts that count ½ mark EACH. 
1. 
Consider the two (excess return) index-model regression results for stocks A and B. The risk-free rate over the period was 5% and the market’s average rate of return was 15%.

	
	Stock A
	Stock B

	Index model regression estimates
	2% + 1.4(rM – rf)
	1% + 0.6(rM – rf)

	R-squared
	0.64
	0.75

	Residual standard deviation, σ(e)
	6%
	4%

	Standard deviation of excess returns
	10%
	8%



a. (½ mark each, 4 marks total) Complete the following table of statistics for the two stocks:

	
	Stock A
	Stock B

	Jensen alpha
	2%
	1%

	Appraisal/information ratio
	1/3 or 0.33
	0.25

	Sharpe ratio
	1.60 
	0.875 

	Treynor measure
	11.43%
	11.67%



The intercept terms from the excess return regression estimates are 2% for Stock A and 1% for Stock B, and these intercepts are Jensen’s alpha estimates.


 

 

 

b.  Indicate which measure and which stock should be chosen under the following conditions:

(i) (½ mark) This is 1 of many stocks being analyzed to form an actively managed portfolio. 

Since this portfolio will be reasonably well diversified, the Treynor measure, which is excess return per unit of beta risk, is the logical measure to choose. Since stock B has the higher Treynor measure, choose stock B.

(ii) (½ mark) Only this risky asset will be held.
 
Since only 1 asset is being chosen, then total risk matters! The logical measure to choose is the Sharpe measure, which is excess return per unit of total risk. Since stock A has the higher Sharpe measure, choose stock A.
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