
Two Stock Portfolio.

X and y stand for returns of two stocks
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X... the proportion of our wealth invested in stock X

R... the return of the total portfolio
R = 2 . X + (1-x)Y

Optimization Problem .

Mininimize Var[R] across all X

Var[R] ,min

Var[(X + (1-x)Y] > min
L

< Var[X] + (1-2)2 ·Var[s]

+ 24(1-2) ·CorIX
,
Y] >min

&
(a - x2)

2x + (1-2)03 + 24(1-2) - 8x - y min

240x - 2(1-2)a + 2(1=24)8xy = 0

Xo + (2 -1)a + (1 -2x)8xy = 0

< (0x2+ a - 28xy) =a - Oxy
(
*
=

0-3 - 0x
0x+0.2-28xT


