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1. "Mean-variance analysis... has serious shortcomings that are too often ignored.... Perhaps the most
serious defect is the poor out-of-sample performance of the optimd portfolios.... Another problemisthe
ingability in the optimal portfolio: the proportions alocated to each asset are extremely sendtive to
vaidions in expected returns, and adding a few observations may change the portfolio distribution
completely. Also, optima portfolios are not necessarily well diversified." (Jorion, 1985)

Comment on the implications of this satement for the management of both domestic and internationdly
divergfied portfalios. In particular, be sureto addressthe implications of : different possible specifications
of the optimization problem and different possible techniques for estimating the relevant parameters.

2. "The searchfor the 'correct’ way to value common stocks, or even onethat works, has occupied ahuge
amount of effort over along period of time....the implementation of a system to sdectively vaue or select
common stocksisadifficult task. Thisisatask that a vauation modd purports to accomplish.”

Describe some of the discounted cash flow vauation models conventiondly used to andyze common
stocks. What are the limitations of these models? What is the appropriate accounting variable to use for
the cash flow which is to be discounted?



