
Class 3 

Risk and return 
Reading: BM: Chapter 7, GT: Chapter 4. 

 

Question 1 

Lambeth Walk invests 60 percent of his funds in stock I and the balance in stock J. The standard 

deviation of returns on I is 10 percent, and on J it is 20 percent. The expected return on I is 5 

percent, and on J it is 8 percent. Calculate the portfolio expected return and the standard deviation 

of portfolio returns, assuming: 

a. The correlation between the returns is 1.0 

b. The correlation is 0.5 

c. The correlation is 0. 

Plot the two stocks and the portfolio on a graph with expected returns and the standard deviation on 

the axes. 

 

Question 2 

 

Question 3 

 
 Question 4 

 
c.      Find the weights of Dell and Microsoft in a portfolio with the minimum variance. First, 

assume that short positions are possible. Next, assume that short positions are impossible. 


