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11)  You are given the following information about a portfolio that has two equally-

weighted stocks, P and Q. 4
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(1) The economy over the next year could be good or bad with equal
probability. - 1
Pa=po-2

(i)  The returns of the stocks can vary as shown in the table below:

Return when economy | Return when economy

Stock is good is bad
P 10% —2%
e e
Q 18% —5%

Calculate the volatility of the portfolio return.
—_— R-\- ‘l’\!\e teIMXV\- ef.‘ .\-\Ae_ ‘\-o’\a& Po(tco\:\‘o

(A)  1.80%
5.90% 0% = \l Vo [R'rl =7

(B)
(C)  71.66% Q-r - % (QP - ‘Za.\

D) 8.75%

(B)  13.42% 0.4% 3! %oool w/ on\ooJo. Py

R ~
N -0.0%3 o® bad W/ onba’O- Ro®

[CYP N1 L

= 2
Vac[Re1= E[er]) - (ELRA)
. E [ec]- %(o.w + (-0.0'5‘53) = 0.0525
. E[Q; l,, -;t((ogl‘t)“'.» (-o,obsf) = (.040t125
Var [<) = 0.040k126 - (0.0526) = 0.00€56 >

o <\ 0.00765€> = 0.08S -

IFM-02-18 22



Diversi ,E.'caiiou ol on E%ualbj wei%U'ccl Por\'.@o\/\'o.
W= = for 1=4n
=7 Rp = = (R+R,+-4Ry)
=7 Var (] -@ Ry+ Ry + - +R) ]
- % Nar (R, R, + ~+ R\] _
= f\;( LZ‘:NO‘[QA + ? Covtec)es'.\l)

> : ol N2 . o
%. :—C ;‘VM Ril @ N ?%Cov Le:,e]

{
Average Nawounce, Aver Covawance
v’rﬁ incivcdudd | wﬁm Stodes m|
-

ComPo“e\Js o For t?o\/:o
(assume boundes)

N

I'm-?oo Jn-voo

0 Av erage Covawamce

_—

—_—

—




9) You are given the following information about an equally-weighted portfolio of
stocks:

(1) For each individual stock in the portfolio, the variance is 0.20.

(i1) For each pair of distinct stocks in the portfolio, the covariance is 0.10.

Determine which graph displays the variance of the portfolio.as a function of #.
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