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* Prices move in trends
persist for long periods

that

Discrete Distribution:
* Variables can take 2 values
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accounts

« Stock index futures

Follow the smart money:

« Confidence index = quality bond yield

/ average bond yields

« T-bill Eurodollar yield spread

« specialist short sale ratio =

specialists’ short sales/total short sales
Debit balances in brokerage accoun

FRM®,

Z>1.5. Whatis the prob. of event X happening if N (1) =0.8413, N (0.5) = 0.6915
and N (-1.5) = 0.0668, where N is the CDF of a standard normal variable?
Ans.P(X)=P(-1<Z< 1) +P(Z> 1.5)
= N(1)-(1-N(1)) + N(-1.5)
=2%0.8413-1 +0.0668 /(/\\ A
=0.7494
1 +1 15
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investment  returns  over variation

multiple period or to measure
compound growth rates
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Sharpe Ratio uses risk free rate,
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Normal Skewness and / tail Observe the actual shifts in RG = [(1+Ry)*..*(H+Ry)YN-1 Dispersion relative to C I
[ Distribution ] [ Kurtosis ] [ ZEOE ES\;JZ;::; i:lcl:)rﬁ)stant supply / demand in market price mean of a distribution: Forboth ratios, largeris better.
H + Can describe changes in the Harmonic mean _zw:[i] CV=o/u (o is std dev.) _
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Expected Return E(X)=P(x1)X1+P(X2)Xot....... +P(Xn)Xn
Probabilistic variance: 0%(x)= > PO —E(X)P

=Px2)X1-E(X)]+P (x2)[X2-E(X)]*+........+P (Xo)[Xn-E(X)]?
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Definition & Properties

Lo i Counting principles Sum rule and Baye’s theorem
PRM and Other global certifications
* P(A) = no. of fav. Events / Total
. . possible events «P(B)= P(ANB)+ P(A° NB

o FOU nded by Industry prOfeSS|Ona|S Of I IT/I I MS lc\)lgt.ooffnvxgagjsecstillect r glgj.ezisweilr)]/snarrgllr;%zsr- .0(< P(A)) <%, )P(A(c);lf(g) ) ( ):P((B|A)2;(A() . p(B)|AC)*P(AC)

H ' : * P(AUB)=P(A)+P(B)-P(ANB * P(AIB)=P(B|A)*P(A) / [P(B| A)*P(A
° H|gh sSuccess rate nC = nl/(r*(n-r)!) P, =nl/(n-r)! i AF’,E(‘A“SEI)“.E"S(VA?E'FBS;VE (AB)=P(B|AyP(A) / [P(B| )+é (I)3|A°)*P(AC)]

. . *P(A|B)= P(ANB)/P(B)

¢ Compllmentary free Onllne Classes Q. A portfolio consists of 17 -P(Al]B)=P(A|B)P(B) Q. T —— M deuli T (0
. : uncorrelated bonds. The 1-year *If A,B Independent: b 5 ErERIER) Wl CEENE I Uis
° Free MOCk TeStS, VISU&' 1ze CFA® ChartS marginal default prob. of each bond P(ANB)=P(A)P(B) parent defaults, but the parent will not
is 5.93%. If spread of default prob. necessarily default if the subsidiary
® Placement Support is even over the year, Calculate defaults. Calculate Prob. of a

subsidiary & parent both defaulting.
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prob. of exactly 2 bonds defaulting
in first month?

Ans. 1-month default rate =
1-(1-0.593)¥12= 0.00508

Selection of 2 bonds out of
17=17C,=(17*16)/2

P(Exactly 2 defaults) =

’— | l (17%16/2)*(0.00508)? * (1-0.00508)15 @
= 0.325%
— ! [ Central limit theorem ] [ Sampling Distribution ] [ Standard Error (SE) ]

maitri@edupristine.com
sarita@edupristine.com

« Empirical probability: derived from historical data
* Priori probability: derived by formal reasoning
* Subjective probability: derived by personal judgment

Parent has a PD = .5% subsidiary has
PD of .9%
Ans. P(PNS) = P(S/P)*P(P)

= 1*0.5%

=0.5%

Probability distribution of all possible
sample statistics computed from a
set of equal-size samples randomly
drawn from the same population

SE (oy) of the sample mean is o
of the dist. of sample means

+ Known pop. Var. o,= o/ V(n)

« Unknown pop. var s,= s/ V(n)
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Q. 25 observation are taken from a sample of unknown variance.
Sample mean of 70 and o = 60. You wish to conduct a 2-tailed test of
null hypothesis that the mean is equal to 50. What is most appropriate
test statistic?

J Ans. Standard Error of mean (oy) = o/ \(n) = 60/sqrt(25) = 12

V' I A F R MTM As Sample Size increases, Sampling Distribution Becomes ] Degrees of freedom = 24
I S u a I Ze Almost Normal regardless of shape of population

Use t-statistic = (x — p)/ oy = (70 —50)/12 = 1.67
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