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Which theory is closely associated with the concept of diversification?

Game Theory
Modern Portfolio Theory ✓
Chaos Theory
Quantum Theory

The theory closely associated with the concept of diversification is Modern Portfolio Theory (Markowitz
Theory). This theory emphasizes the benefits of diversifying investments to optimize returns while
minimizing risk.

Which financial instrument is typically NOT used for diversification?

Stocks
Bonds
Real Estate
Savings Account ✓

Diversification typically involves spreading investments across various asset classes to reduce risk.
Financial instruments like individual stocks or bonds are often used for diversification, while cash or cash
equivalents are generally not considered effective for this purpose.

What is a potential downside of over-diversification?

Increased risk
Lower returns ✓
Higher volatility
Reduced liquidity

Over-diversification can lead to diminished returns as the performance of individual investments
becomes diluted, making it harder to achieve significant gains. Additionally, it can complicate portfolio
management and increase transaction costs.
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Which type of diversification involves expanding products within the same market?

Vertical Diversification
Horizontal Diversification ✓
Concentric Diversification
Conglomerate Diversification

The type of diversification that involves expanding products within the same market is known as
horizontal diversification. This strategy allows a company to offer new products that appeal to its existing
customer base.

What is the primary goal of diversification in investment?

Maximize returns
Minimize risks ✓
Increase liquidity
Reduce taxes

The primary goal of diversification in investment is to reduce risk by spreading investments across
various assets, thereby minimizing the impact of any single asset's poor performance on the overall
portfolio.

Describe a real-world example of a company that successfully used diversification.

Amazon is a prime example of a company that successfully used diversification.

Which of the following is a benefit of diversification?

Guaranteed profits
Elimination of all risks
Reduction of volatility ✓
Increased complexity

StudyBlaze.io
Your AI Tutor for interactive quiz, worksheet and flashcard creation.

Create hundreds of practice and test experiences based on the latest learning science.

Visit Studyblaze.io

Diversification Reading Quiz Questions and Answers PDF

https://studyblaze.io/


Diversification helps to reduce risk by spreading investments across various assets, which can lead to
more stable returns over time. This strategy minimizes the impact of poor performance in any single
investment.

Which risks can be reduced through diversification? (Select all that apply)

Market risk
Company-specific risk ✓
Industry-specific risk ✓
Inflation risk

Diversification primarily reduces unsystematic risk, which is specific to individual assets or sectors, while
systematic risk, which affects the entire market, cannot be mitigated through diversification.

Which financial instruments can be used for diversification? (Select all that apply)

Stocks ✓
Bonds ✓
Mutual Funds ✓
Derivatives

Diversification can be achieved through various financial instruments such as stocks, bonds, mutual
funds, ETFs, and real estate. By spreading investments across different asset classes, investors can
reduce risk and enhance potential returns.

Discuss the potential impact of economic cycles on the effectiveness of diversification.

The effectiveness of diversification can be diminished during economic downturns when asset
classes become correlated, while it tends to be more effective during economic expansions.

What is the efficient frontier, and how does it relate to diversification?
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The efficient frontier is a graphical representation of the best possible risk-return combinations of
a portfolio, achieved through diversification of assets to minimize risk while maximizing returns.

Explain how diversification can reduce risk in an investment portfolio.

Diversification can reduce risk in an investment portfolio by ensuring that not all investments are
affected by the same market conditions, thereby lowering the overall volatility and potential
losses.

Which of the following are types of diversification? (Select all that apply)

Horizontal Diversification ✓
Vertical Diversification ✓
Concentric Diversification ✓
Linear Diversification

Diversification can take various forms, including horizontal, vertical, and conglomerate diversification,
each serving different strategic purposes for a business.

What is the term for adding unrelated products to a business?

Horizontal Diversification
Vertical Diversification
Concentric Diversification
Conglomerate Diversification ✓
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The term for adding unrelated products to a business is called 'diversification.' This strategy allows
companies to expand their market reach and reduce risk by offering a wider range of products.

What is the relationship between risk and return in diversification?

Directly proportional ✓
Inversely proportional
No relationship
Random

Diversification reduces risk by spreading investments across various assets, which can lead to more
stable returns. While it may limit the potential for high returns from individual investments, it generally
results in a more balanced risk-return profile.

Which of the following are benefits of diversification? (Select all that apply)

Risk reduction ✓
Higher volatility
Potential for higher returns ✓
Guaranteed profits

Diversification helps to reduce risk by spreading investments across various assets, which can lead to
more stable returns. It also allows investors to take advantage of different market conditions and
opportunities.

How does international diversification differ from domestic diversification?

International diversification differs from domestic diversification in that it involves investing in
assets across multiple countries, thereby mitigating risks associated with economic fluctuations
in a single country, whereas domestic diversification focuses on investments within one
country's market.

What are the key differences between horizontal and vertical diversification?
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The key differences between horizontal and vertical diversification are that horizontal
diversification focuses on adding new products or services at the same level of the supply chain,
whereas vertical diversification involves moving into different stages of production or
distribution within the same industry.

Which strategies are involved in diversification? (Select all that apply)

Asset allocation ✓
Market timing
Stock picking
Sector rotation ✓

Diversification strategies typically include market penetration, market development, product development,
and conglomerate diversification. These strategies help businesses spread risk and explore new
opportunities.

What are some challenges of diversification? (Select all that apply)

Over-diversification ✓
Increased costs ✓
Simplified management
Complexity in portfolio management ✓

Diversification can lead to challenges such as increased complexity in management, potential dilution of
brand identity, and the risk of spreading resources too thin. Additionally, it may require significant
investment and expertise in new areas.
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