Capital Market and Portfolio Management
June 2021 Examination
1. How do you classify a portfolio to be inefficient? Justify your answers using the concept of efficient frontier along with the different tests for market efficiency. (10 Marks)

SOLUTION:

Introduction:
A portfolio can be defined as the combination of the stocks in which an investor has invested. An investor invests in some stock with an expectation of some returns. The expected return from the portfolio measures the expectation of the investment. 

An efficient portfolio is a portfolio that provides a return lower than the amount of the risk taken on the portfolio. 
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2. Compare the following portfolios on performance using Sharpe, Treynor and Jensen’s measure and recommend a suitable portfolio for investment. (10 Marks)

Portfolio                          Avg. returns               Std. deviation                  Beta

A                                           15%                                 0.35                          1.20

B                                            12%                                 0.15                         0.85

C                                            10%                                 0.25                         1.25

Market Index                       12%                                 0.25                           1.00

Risk free rate – 6%.   
SOLUTION:

Introduction:
Portfolio evaluation refers to evaluating the investment portfolio's performance by comparing the portfolio's return with the return made on other portfolios or the benchmark return. The portfolio evaluation complies of two-part – Portfolio performance measurement and performance evaluation. Portfolio measurement is the measurement of return earned on a portfolio during the investment period, while portfolio evaluation addresses whether the performance was superior or 

3. FY 20-21 has witnessed tremendous market volatility on account of the Covid Recession as well as new market highs where Sensex reached 51000 and NIFTY at 15000 points once the vaccination began in India. Mutual funds aim to diversify the investor’s funds in different asset classes across different schemes available with various fund houses. SIP is used as a popular mode of investment in the mutual funds by different investors. SIP enables averaging out rupee cost of the investment made as compared to lumpsum investment.

a. Outline the asset classes in the different mutual fund schemes. (5 Marks) 
SOLUTION:
Introduction:
Mutual funds are new-age investments offering flexibility and providing a more significant number of options to the investors. Mutual funds help diversify the investor's portfolio to reduce the risk and offer a reasonable return rate. Mutual funds are classified based on financial goals, Structures, Investment goals, specialty, asset-based, etc. An asset class is a specific investment class where mutual funds invest in stocks, bonds, real estate, and cash. 

b. Elaborate the different factors which affect the performance of mutual funds. (5 Marks) 

Introduction:
Every scheme has an investment objective and is managed by a delegated manager, who is liable for the fund's performance. This performance is affected by the decisions that the management team takes and twists and turns in the market, either equity or debt. Typically, all management teams have a process in place that dictates securities in the portfolio. And it is the performance of these securities, in varying market conditions, that finally decides the scheme' 

