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You can answer in English and German language! 
 
 
1) Explain the Trade-Off theory. More specific, describe the mechanisms and implications of 

that theory. What advises can you give an exchange-traded firm based on that theory? 
 



2) There are two stocks A and B (  = 0.08,  = 0.03, = 0.1, = 0.02, = 0.2) and a 
risk-free investment opportunity ( = 0,2%). 

a) Take a credit of 200 Euro and go long with 1000 Euro in stock A and long with 200 Euro in 
stock B. Calculate the expected return of that portfolio (in Euro). 

b) Go long with 700 Euro in stock A and with 500 Euro short in stock B. Calculate the 
relative expected return of that portfolio (in percent). 

c) You have 1500 Euro. Take a credit to raise additional 500 Euro and invest 2000 Euro in an 
equally weighted portfolio of A and B. What is the risk of that position? 
d) Assume the market to be CAPM-efficient. Argue, which asset (A or B) will have the higher 
systematic risk. 



3) Discuss Random Walks. More specific, please explain 
a) what a Random Walk is (you might want to use mathematical formulae to clarify). 
b) what Random Walks have to do with stock prices. 
c) the relationship between Random Walks and Market Efficiency. 
 
 



4) Explain the difference between systematic risk and unsystematic risk in the CAPM. 
Explain why, according to the CAPM, unsystematic risk can be ignored when reasoning 
about the expected return of a stock. 

 
 



5a) When doing fundamental analysis on firm X (risk-adjusted discount rate is 10%), you 
assume that earnings and dividends of X grow indefinitely by a rate of 6%, and you find 
that the market price of X is fair. What is the dividend yield of X? 

 
 
 
 
 
 
 
 
 
 
 
 
 
5b) Company Y's earnings and dividends per share are expected to grow indefinitely by 6% a 

year. If next year's dividend is 10 Euro and the market capitalization rate is 8%, what is 
the current stock price of Y? 

 
 
 
 
 
 
 
 
 
 
 
 
5c) Company Z is like Y in all respects except one: Its growth will stop after year 4. In year 5 

and afterwards, it will pay out all earnings as dividends. What is Z's stock price? Assume 
next year's EPS is 40 Euro. 

 
 

 



6)   M
C
n
t
 
H
 
 

 
 
 
 
 
 
  
 

Whe
v

A po

In a 
r

In e

Mal
t

Both
d
e

Whe
h

Firm
l

Schr
i

In S
t
 

 

 

Multiple Ch
Correct ans
not answere
the multiple

How to tick
tick a b

en the corre
variance-po

ortfolio that

game-theor
receiver of t

fficient mar

lkiel's and J
that market

h Modiglian
dividend po
exploit arbi

en an inside
harmed by t

ms with high
leverage. 

redelseker's
improve wh

Schredelseke
than a funda

hoice. 
swers will b
ed, no point
e choice que

k a box in th
box

elation of tw
ortfolio (of t

t is located 

retic contex
the informa

rkets the exp

ensen's resu
s are not sem

ni/Miller mo
olicy) are ba
trage oppor

er joins the m
the presenc

h leverage o

s Coin Mod
hen traders i

er's Coin M
amental trad

ring 1 point
ts are assign
estions cann

he multiple 

wo stocks ch
those two st

exactly on t

xt, private in
ation ignore

pected retur

ults on the p
mi-strong fo

odels (the o
ased on the 
rtunities.

market and 
e of the insi

on average h

el demonstr
implement a

Model a pass
ding strateg

t; incorrect 
ned. Even w
not be below

choice secti
untick a b

hanges, the 
tocks) is lik

the security

nformation 
es it.

rn on each s

performance
form efficien

one on capit
same mech

buys stock
ider.

have a high

rates that m
a technical 

ive trading 
gy.

answers co
with wrong a
w 0. Comm

ion: 
box

composition
kely to chang

y market line

may be harm

stock is the 

e of mutual 
nt.

tal structure
anism:  inv

s, sellers of

her beta than

market efficie
(chartist) tr

strategy is a

unt -1 point
answers, the
ents will be

n of the min
ge as well. 

e must be ef

mful even i

same.

funds clear

, and the on
estors who 

f those stock

n firms with

ency may  
rading strate

always mor

t. If a questi
e total point
e ignored.  

tick a box (

nimum- 

fficient. 

if the 

rly shows 

ne on 

k are 

h low  

egy. 

re rational  

ion is 
ts for 

(again) 

true  fal

□ □
□ □

□ □
□ □

□ □

□ □

□ □

□ □

□ □

□ □

lse 

□ 
□  

□  

□  

□  

□  

□  

□  

□  

□ 


