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When the correlation coefficient between the returns on two
securities is equal to , the total risk of the portfolio

of the two securities is less than the weighted average of the
total risk of the two individual securities.

(A)-1 B0

©0.9 (D)+1

(E)A) and (B) ®®), B), and (©)

(®AIl of the above. [90# i& ™ pf 4%7]
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The next three questions refer to the following data:

Security Expected return Variance
A 0.10 0.38
B 0.09 0.36
C 0.11 0.42
D 0.12 0.49

If Correlation(rg, rp) =—-1, and Weightg = 1/2. Weightp = 1/2,
what will be this portfolio's standard deviation?

(4)0.0 (B)0.05
©0.10 (0)0.15
(E)None of the above. [90% 4 pf 4% ]
é B
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Consider two perfectly negatively correlated risky securities,
A and B. Security A has an expected return of 16% and a
standard deviation of return of 20%. B has an expected re-
turn of 10% and a standard deviation of return of 30%.

—What is the proportion of the minimum variance portfolio
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that should be invested in security B?

©What is the expected return on the minimum variance port-

folio?

®What is the standard deviation of return on the minimum

variance portfolio? [95&
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.26 AREEMreEms  Easy

You are given the following information on stock A and B.

- Covariance between stock A and B is 0.03.

- Variance of Stock A=0.0625.

- Standard Deviation of Stock B=0.12.

Assuming that you must construct a portfolio using only
these two stocks, the constructed minimum variance portfolio
is . (show the portfolio weight in each stock)

[905& 4y — 414 i L]

2 2 _
¢ W -— on : Oap  _ (0.12) 20.03
0, +05—20,5 0.0625+(0.12)" —2x0.03
- W, =1-(-0.9231)=1.9231
FFE AR (1) 235 APRE %1% I (0.9231) 7 &3k #B
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Stock A has an expected return of 20% and Stock B has an
expected return of 12%. The risk of Stock A as measured by
the variance is three times that of Stock B. If the correlation
coefficient between the two stocks is zero, what is the ex-
pected return on the minimum variance portfolio?

(A)16% B)14%
©)12% 0)20%. [95# % + 25 #]
é ®;
2 2
W, = Op~=Oas __ O _1
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Suppose that you are considering investing a portfolio of
three assets. The basic statistics of the three assets are as

follows:
Asset 1 Asset 2 Asset 3
Expected Return 10% 20% 30%
Standard Deviation 30% 40% 50%
Correlation 1 -0.3 0
1 0
1

What is the optimal weight of each asset to minimize the risk
of the portfolio given a required rate of return to be 25%7?
[955 & 414 pf 47°])

& Min 62 = W26? + W2G2 + W2G2 +2W,W,6,, +2W, W,5,; +2W, W,G,
=W/ x(0.3)> + W; x(0.4)* + W; x(0.5)> +2W, W, x 0.3x 0.4
x (=0.3)
=0.09W; +0.16W; +0.25W5 —0.072W, W,
st. W+ W, +W, =1
0.1W, +0.2W, +0.3W, =0.25
£=0.09W;] +0.16W; +0.25W5 —0.072W, W, + A, (W, + W, + W, —1)
+24,(0.1W, +0.2W, +0.3W, —0.25)
oL

So = O 18W, —0.072W, 42, + 0.1, =0
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