The CAPM (capital asset pricing model) assumes:
e All assets can be traded
e Investors are risk-averse

e Investors have homogeneous expectations

Answer the following problems using the Capital Asset Pricing Model (CAPM) where the Expected Return
(R) for a portfolio is:

R=Tf+B(rm+Tf)

and where,
Iy = Risk free return

I'm = Expected return on the market portfolio
B =Beta

[1] The CAPM (capital asset pricing modei) below is:
R=1+B(n +17)

where,

Tr= 42%
¥ = 10.5%
B=16

What is the Expected Return (R) for the portfolio?

[2] The CAPM (capital asset pricing model) below is:
R=1+B(tm +7)




