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Black-Litterman model

B-L model as combination of expected returns and subjective views of investor
represent the following formula:

g, = [(TC)1 + PTQ -1P] -1 . [(rC) -t w+ PTQ1 q]
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Application of Black-Litterman
model

The composition of the stock index SAX is as follows:

1. Biotika, a.s. — on the Czech and Slovak market, the corporation Biotika
produces quality medicines for human and veterinary application and also
feed additives for livestock,

2. OTP Bank Slovakia, a.s. - is a universal bank with total foreign exchange
license. From 4.4.2002, the majority owner of OTP Bank Slovakia .S. IS
argest Hungarlan bank - OTP Bank Rt, .ﬁa q

Tlmace, a.s. suppller of boilers for power and heatlng plants and
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Slovak Share Index (SAX) in the years
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Characteristics of assets of SAX (5 years)
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Other input parameters necessary to

calculate the B-L model

. 'Wghts of the market share of compamgg%zarket '.'.'
capitalization vector w._,): {
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Other input parameters necessary to

- calculate the B-L model

ctor of equilibrium expected retu which waé'
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The following investor views were
respected in calculating:

1. view: Biotika, a.s. Is going to achieve price of
stock 10:35 ie. increase of 15% in the next period
(one year) (reliability of wiew 75%) - absolute view,

2. view: VUB, a.s. will receive about 8% higher

ease in the price of stock compared to price of 5
B Bank, a.s. and SES TImace, a.s. in the
| (one ryear) (reliability of estlm '. 0%




The following investor views were
respected In calculating:

-The‘%fore mentioned objectives are representﬁd by matrlx
P, where they are respected three views on a pac‘kage of five
assets: i
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Results of application of Black-
Litterman model
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Original expected returns and the new
combination of expected returns
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Conclusion

 We presented the possibility of using Black-Litterman model
to express the subjective view of the individual investor. The
result is a compilation of new combinations of vectors of
expected returns. As the data base, Slovak Share Index
AX) was chosen.
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