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E(Rj) = R + Bj [E(RM) — RF] ; select the four (4) right answers: 12 points.

The equation represents an economic model that shows how a risk-free asset should
be priced.

The equation refers to the standard deviation of a single asset only.

The equation quantifies the diversifiable risk, and links it to investors returns.

The less responsive the retun of a security s to changes in market returns the higher
that security's beta

The equation refers to the capital asset pricing model

B} [E(RM) - RF] = expected portfolio risk premium proportional to the market risk at
which itis exposed.

The equation reflects that the return that investors expect to earn on a risky asset
equals the risk-free asset plus a risk premium.

[E(RM) - RF] = expected market risk premium = excess market return over the risk-
free asset.
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Answer the following questions: 1)Explain what does the graphic mean by total risk? 24 pointe
2)AAre the number of securities in the portfolio directly or inversely related to

portfolio risk? Explain. 3)When the number of securities in the portfolio tends to

infinicy, does porcfolio risk tend to infinicy or tend to zero? Explain. )What is the

name of the risk that gets almost totally eliminated? 5)What is the name of the risk

that almost remains in total? 6)Give an example of each risk reflected in the graphic;
7)Which risk (s) depicted in the graphic is (are) strictly related to the expected rate

of return of the portfolio? 8)What is the most important conclusion derived from

the graphic? Answer one by one, individually, in the same order, using numbers.

Your answer
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Answer the following questions: 1)ls it a triple top, pennanc, flag, or saucer chart 15 points
formation? 2)Where is the first point at which it becomes predictable? 3)Which

trend will it develop after becoming predictable for its first time? 4)What trading

rule signal (buy or sell) does it indicate when becoming predictable for its first time?

5)At the point at which it becomes predictable for its first time, is it a bullish or

bearish signal? ***ALERT*** —>> remember tha this is a patern in progress in

teal-cime, think in terms of anticipating the future price movement, do not analyze

and make decisions assuming it is a past pactern already developed. Answer each

question separately, in the same order requested, indicaring the related number.

Price (§)

Your answer




