A Portfolio of 2 Risky Assets

PORTFOLIO

RISKY ASSET 1 RISKY ASSET 2

X dollars I-X dollars
returr B

PORTFOLIO EXPECTED VALUE
r=xr,+(1-x,)r,

PORTFOLIO VARIANCE

x; var(return,)+(1—x,)* var(return, )+ 2x,(1— x,) cov(return, , return, )




c
S
-
-
<))
(14
©
=
c
c
<
©
(<))
e
(&)
Q
Q.
>
Ll

Efficient Portfolio Frontier Stocks and Bonds

100% Stocks

«+— 50% Stocks, 50% Bonds

<«+—— 25% Stocks, 75% Bonds

+———100% Bonds

10% 15%

Standard Deviation of Annual Return




Efficient Portfolio Frontier With and Without Oil

28%0il, 115% Stocks, -44% Bonds
With Oil

21% Oil, 79% Stocks, 0% Bonds
<+«— 1009% Stocks

W/Q Ol

15% 0Oil, 53% Stocks, 32% Bonds

<+— 50% Stocks, 50% Bonds
9% Oil, 27% Stocks, 64% Bonds

<«— 25% Stocks, 75% Bonds

<+—————100% Bonds
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10% 15%

Standard Deviation of Annual Return




