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Realized rate of return #f R 3=

Reward to variability

Reward to volatility
Risk

Risk aversion
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Risk lover
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Risk premium
Separation theorem
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Standard deviation
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The next questions refer to the following information:

Investment  Expected Return E(r) Standard Deviation

A 0.12 0.3
B 0.15 0.5
C 0.21 0.16
D 0.24 0.21

U= E(r)—% A (variance of returns), where A = 4.0.

Based on the formula above, which investment would you
select if you were risk averse?

MDA (BB
©C (DD. [ & pf4])
&

FH]|(U) = E(r)—%xAxc2

AfERY 1 U=12% —%><4><(0.3)2 =-0.06
By 1 U=15% —%><4><(0.5)2 =-0.35
CHAY 1 U=21% —%x4><(0.16)2: 0.1588
DY 1 U =24% —%x4x(0.21)2: 0.1518
NELCHE Y IRl 2 C -

1-2 REbIEsRERERE oSy

GE#E 5] » Based on the formula above, which investment
would you select if you were risk neutral?

(WA (BB
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