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(Modern Portfolio Theory)

(CAPM)
Harry Markowtz 1952 portfolio
theory
(The Efficient frontier)

(efficient frontier)( )

Efficient Frontier
1.
2.

Efficient Frontier

Expected Retumn

\/

Standard Deviation



Efficient Frontier

Expected Return

Expected Return

(indifference curve)

(indifference curve)

Indifference Curve

v

Standard Deviation

Indifference Curve

Efficient Frontier

\

Standard Deviation
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(CAPM)

1960 (Sharpe) (Treynor)
(Mossin)
(Capital Asset Pricing Model, CAPM) 1.
2. 3.
(time
horizon)

Rg = (Required

rate of return on equity)

Rr = (risk free rate
)
Ry = Expected return on the overall market for shares
Ry —Rp=Rp equity risk premium
B = Measurement of the sensitivity

of the security to broad market movements



CAPM
1. System Risk( ) Market Risk

2. Specific Risk



(Asset Class & Asset Allocation)

(Asset class)
Security Class Maturity of Security Form of Return Risk
( ) ( ) ( ) ( )
Cash Equivalents Short Interest Low

Fixed Income Bonds

Government Long Coupon Medium
Municipal Long Coupon Medium
Corporate Long Coupon Medium

Preferred Stock Perpetual Dividend Moderately High
Common Stock Perpetual Dividend and Capital Gains High

(The Investment Clock M odel )

Merrill Lynch
The Investment Clock Model( ) (Phase)

Phase I (soft landing):

Phase II (recovery):



Phase I1I (overheat):

(commodities)

Phase IV (hard landing):

The Investment Clock Model
Asset Allocation and the
Economic Cycle

Phass
Commoditias

Phase IV
Cash

Rate rises —>

Trend Growth Line
In the *sait landing’ (Phase )

inflation expectations fall and Bonds

outperform

Phase Il
Stocks

In the ‘recovery’ (Phasa il) profits
are upgraded and slocks
- outparform

In the 'averheat’ (Phasa Ill)
commodity prices rise

In the ‘hard landing' (Phasa IV}
infiation rises as growth slows.
Cash is tha safe haven

Rate cuts

Soures: Merrill l.x!leh

Goldman Sachs Asset allocation
committee( ) quality input( )
quantiative input( )

Crualitative Input

Allocation [GTAA] Modsl

y &

Fundamental Anatysis ot et e |

Asset Allocation Commithes

Monihly Maeating
Ri=k
Management’

v

Equity f Bond Asset
Allocation Declslon

10



quality input( )
quantiative input( ')

GTAA(Global Tactical Asset
Allocation) Model

Mark Camae Frill., CF4

Flewy Imanrssnki

!

i

i

3
Frodes: M i wimmil Frafbsm Moy rwni Ty Trding EISt, TEPE
i [lmei Eareos il Hrmman b Freficis Camirarian Tax oy
T [sayien Vi Tlgwig M0 Ciasan [Tms Loy T— s Tamg
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L et Poksie. #1100 Sdmam Frypm M 0 T i i P Tl

hE} g v PR Papbpe gy, =5 [T
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i iy Ll S oy ] T ey Tary
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by Py o e
| T L L
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(Passive)

Passive(index) fund

passive

(Active)

Active approach

12
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(Equity Management )

R (  CAPM

(1)

0

Po =—7"
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(2)

P*(1+g)

D(1+g)
k-g

P =

Gordon k>g(

3)

R (  CAPM
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(

)

investing)

(Eugene Fama)

1.

= (EPS) *

(EPS)

1970
(Weak-form Efficient Market)-

15

(P/E)

(value



(

)

(Semistrong-form Efficient Market)-

(Strong-form Efficient Market)-
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(sector index)

(style index)

(benchmark)

(tracking error)

(1) (Stock Picking)
A. (Top-Down Approach)
(Bottom-Up Approach)
(a) (Top-Down Approach)

GNP

17



(b) (Bottom-Up Approach)
Bottom-Up Approach ~ Top-Down Approach

B. (Growth Approach)
(Value Approach)
(a) (Growth Approach)
(b) (Value Approach)

(2) (Theme Rotation)

18



(

)
JP Morgan Fleming Asset Management =~ PRG

Macro inputs Micra Imputs

Sechor,

Global Fised income * i "h

R Cuimaidy Meslises

Meeling

Ascat Allocation
Commitiee

Hose Policy

Cauntry Ranking
it

JP Morgan Fleming Asset Management

PRG Pacific Region Group JPMorgan Fleming  Asset
Management PRG

19



(country meeting)
(sector, global fixed income & currency
meeting) (Asset Allocation Committee)

(country ranking)

JPMorgan Fleming Asset Management country ranking

1. (Strategic classifications)-
(1) (growth)- EPS ROE
(2) (quality)-

20



2.

P QR T

Premium
Quality
Restructuring Premium
Quality
Trading
(Stock ranks)-
Rank 1 (Expected to outperform greatly)
Rank 2 (Expected to outperform )
Rank 3 (Expected to outperform in line
with the market)
Rank 4 (Expected to underperform)
Rank 5 (Expected to underperform

greatly)

21



Stock Rank
Cofolysi

Strategic Classification

Grrowth Vialue

hiiainpiie
frrnings Fey
Bhpre Gkl
Hls

Btlarii o Egiilly

I ek
AMracliveness
|Gvewth Bale pod
Hishmried

Conclusion

Stock

Rank

JPMorgan Fleming Asset Management

(Samsung SDI) ( )
1. (Strategic classifications)-
(1) (growth) -
(2) (quality) - ROE
2. (Stock ranks)-
“trading” ’rank 3”
Strategic Classification Stock Rank

ErgnTh Cofolyst

LA LTS BT TS
LERT BINLE I anp
siapranl

Simtiract hres
casfllow gereeniin

el lins e
Tt Ak geuiidinl

Aot wndey dale
prsplnp e, ¢ g sisgpeul al=eraium
Urnsm™N L,
milpinks fpEey,

20%

CRT

Conclusion

Nodel
Parttolin
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(Strategic classifications)

(Stock ranks)

(central dealing desk)
Group Counterparty

Risk Committee

23



(

(

)

)

(Fixed Income Fund M anagement )

bonds
5 C F
P = i
;(1+ N"  (1+r)"

P

Ci 1

F

r

(current yield)

(current yield)-

24

notes

(yield to maturity)



(yield to maturity)-

n
=1

C, F
Pziz(1+YTM)“ T aTYIM )

YTM
YTM

() (Yield Curve)

Yield Curve

25



Yield Curve

s
®
il
2R
yield curve
A
Yield Curve
s
®
il
2R
yield curve

yield curve
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(

)

Yield Curve

s
=
2R
yield curve
F. Macaulay
n C (1)
D - tz_: a+r) r)t
Z aQ+r)" r)
D
Ci 1 (
r
t
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(

)

(1)

(2)

3)

(buy and hold approach)

(indexing approach)

(immunization approach)

28

(tracking error)



(1)

(2)yield cure shape

3)
(4)

(1)

(2)

bond sector

yield spreads

yield spreads

(interest rate expectation strategies)

(yield curve strategies)

interest rate expectation strategies

structure

(a) barbell portfolio-

29
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(b) bullet portfolio-

(3) (yield spread strategies)

Goldman Sachs  Fixed Income and Currency Group

Fundamental Quantitative Market
analysis models positioning

i

Governmeant and
Currency sirategies

<

Won-government
strategies

g

Porifolio
construction &
Hisk managemenl 1

Global portfolio

Goldman Sachs Fixed Income Investment Process

30



Fundamental analysis -

GSAM
(credit teams)

(equity teams)

Market positioning
Stone and McCarthy Reid Thunberg JP Morgan,
Goldman Sachs Frank Russell, Merrill Lynch
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8% 2(range:10%-6%) 5%

(Value at Risk)
Goldman Sachs Asset Management
(tracking error) Risk Group
green sheet( )
( )

32
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Goldman Sachs Asset Management - Green Sheet

(risk committee)
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Goldman Sachs PACE(Portfolio Analysis and

Construction Environment)

what if

PACE

(excess return)

(benchmark) (active exposure)
(4.87%) (1.99%) (1.25%)
(-1.61%) (-0.51%) (-1.39%)
8.55%
PACE Risk Monitor Summary
Wnidusities 52) |
TEr Imnzel e arive ez ||rr. b Inlicdiy &ia
Tha largewi aciive t':ll_ ) ) "1 -\i||-p..r -\-' ' L. | Pl ek P |
:.:I;'..'ll..: I;:I|I:.-".I The 1l regelss schvs smamires by insarisy an
RS, B |"::i:[.;.':|'.':" 100 | o i i s 1 | Modical poa cuact i

e} Sggenf FEUELY cnbisbulom 0 Esdarg emor ae
LAk

1] . |.J‘_.:| =1
b Frdidicls 1

Goldman Sachs Asset Management - PACE

volatility (industry)(
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) (style)( earning yield, leverage )(

PACE Risk Monitor Summary
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Contribution to Tracking Error by Style (exposure in std dev, contribution In %)
Clikared by contmbelon 1o [arching amor
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Variability Ratio, RVAR)
- R-R_

to Volatility Ratio, RVOR)
2

CAPM

37

1966

(Reward to

(Reward



3. - (Jensen) 1968

CAPM
R-R =¢a, +/8t(Rm_Rf)

Ol R¢

(Benchmark)

(1) (unambiguous)
(2) (investable) -
3) (measurable)
4) (appropriate)
) -
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(2)

-

- (3) -
(National Equity Indices)
Country Local market Index
No.of
stocks(approx)
Australia All Ordinary Index 300
Canada Toronto SE Composite Index 300
France CAC-40 Index 40
Germany DAX Index 30
Hong Kong |Hang Seng Index 30
Italy BCI Index 210
Japan Nikkei 225 Index 225
TOPIX 1200
Spain Madrid Stock Exchange Index 75

39




Switzerland |[Swiss Bank Corporation Index 230

UK FTSE-100 Index 100
FT-Actuaries All Share Index 690

US Dow Jones Industrial Average 30
Standard & Poor’s Composite 500
Index

(International Equity Indices)
MSCI(Morgan Stanley Capital International) World Index -
21

(market-capitalisation weighted), (bottom-up
index)
FT-Actuaries World Index- 24

(market-capitalisation

weighted), (top-down index)
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Goldman Sachs Asset Management JPMorgan Fleming Asset

Management (

)
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Goldman Sachs Asset Management
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