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2 Risk and Return: The Basics In this chapter we will learn about
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Chapter 6 Introduction to Return and Risk 6-3. •Expected rate of
return on an investment is the discount rate for its cash flows:
¯r≡E[˜r]= E0[D˜1+P˜1] P0. −1 or. P0= E0[D˜1+P˜1] 1+¯r.
where¯·denotes an expected value. •Expected rate of return

compensates for time-value and risk: ¯r=rF+π.
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in combination. an asset tha…. the rate of return expected on a
portfolio given its current p….
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ASSETS 6-2 5. When we specify utility by U = E(r) – 0.5Aσ 2, the
utility level for T-bills is: 0.07 The utility level for the risky
portfolio is: U = 0.12 – 0.5 × A × (0.18)2 = 0.12 – 0.0162 × A In
order for the risky portfolio to be preferred to bills, the following
must hold:
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Chapter 6—The Tradeoff Between Risk and Return MULTIPLE
CHOICE 1. Which of the following is an example of systematic
risk? a. IBM posts lower than expected earnings. b. Intel
announces record earnings. c. The national trade deficit is higher
than expected. d. None of the above. ANS: C DIF: E REF: 6.4 The
Power of Diversification 2.
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CHAPTER 10 RISK AND RETURN: LESSONS FROM MARKET
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any asset is the increase in price, plus any dividends or cash
flows, all divided by the initial price. The return of this stock is: R
= [($86 – 75) + 1.20] / $75 R = .1627, or 16.27% 2.

CHAPTER 10 RISK AND RETURN: LESSONS FROM MARKET
HISTORY
Finance 5320-Chapter 6 Risk and Return 42 Terms. janavance.
Chapter 8 risk and rates of return 22 Terms. kmb30240. FIN 221
Chapter 8 52 Terms. jjsanch2. OTHER SETS BY THIS CREATOR.
Securities Industry Essential - 2 415 Terms. AllenD65. Securities
Industries Essentials Exam (SIE) 286 Terms. AllenD65. FIN 504
125 Terms.
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chapter-6-the-meaning-and-measurement-of-risk-and-return-2. 7)
Investment A and Investment B both have the same. expected
return, but Investment A is more risky than Investment B. In the.
technical jargon of modern portfolio theory, Investment A is said
to. “dominate” Investment B.
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What is ‘Risk and Return’? In investing, risk and return are highly

correlated. Increased potential returns on investment usually go
hand-in-hand with increased risk. Different types of risks include
project-specific risk, industry-specific risk, competitive risk,
international risk, and market risk. Return refers to either gains
and losses made from trading a security.
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With a risk premium of 8% over the risk-free rate of 6%, the
required rate of return is 14%. Therefore, the present value of the
portfolio is: $135,000/1.14 = $118,421. b. If the portfolio is
purchased for $118,421 and provides an expected cash inflow of
$135,000, then the expected rate of return [E(r)] is as follows:
$118,421 × [1 + E(r ...

CHAPTER 6: RISK AND RISK AVERSION - Tulane University
6 Risk and Return Learning Objectives Explain the relation
between risk and return. Describe the two components of a total
holding period return, and calculate this return for an asset. … -
Selection from Fundamentals of Corporate Finance [Book]

Chapter 6: Risk and Return - Fundamentals of Corporate
...
However, the CAPM can be used as a conceptual framework to
evaluate the relationship between risk and return. 6. Chapter 5
Risk and Return Find out more at www.kawsarbd1.weebly.com
Last saved and edited by Md.Kawsar Siddiqui118 SOLUTIONS TO
PROBLEMS 5-1 LG 1: Rate of Return: 1t t1tt t P )CPP( k − − +− =
a.
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Chapter 5:Risk and Return - SlideShare
Chapter 6. Tool Kit for Risk and Return RETURNS ON
INVESTMENTS (Section 6.1) Amount invested $1, Amount
received in one year $1, Dollar return (Profit) $ Rate of return =

Profit/Investment = 10%. STAND-ALONE RISK (Section 6.2)
PROBABILITY DISTRIBUTION. A probability distribution is a listing
of all possible outcomes and their corresponding probabilities.


