RISK AND RETURN

Objective of an investor ----------------   to maximize expected returns

Importance of returns in investment decision







Types of Return



 




Components of Return



Measuring Rate of Return

K = Dt + (Pt – Pt-1)

                    P t-1

K = Rate of Return

Dt  = Income / cash flows

Pt = Price of security at the end of holding of period

Pt-1 = Price of security at the beginning of holding of period 

Stocks Rate of Return



Rate of Return of bond or debenture 



Sources of Risk 





























































































































































































Compare alternative investments 


…


to know what they offer for investors.





Measurement of historical (Past) Returns





Helps in estimation of future returns.





To assess how well they have done.





Expected Returns





Realized / Historical Return





Investor anticipates or expects to earn some future period.





Expost return or return that have been earned.


Eg. Deposit of Rs.1000 at stated annual Interest @ 10 %. Will earn Rs.1100


Return = 10%





Appreciation or Depreciation in price is capital gain / Loss





Yield refers to income derived from security in relation to its purchase price.





Price Change (Appreciation or Depreciation)





Income --- Dividends





Price Change (Appreciation or Depreciation)





Interest  Annually / Semi annually





Liquidity





Inflation





Market 





Business





Financial





Interest Rate
















































































































































































