5.19
 (p.219)
The probabilities Matrix     
	
	Corporate Bond Fund
	Column Total

	
	R
	S
	SG
	MG
	HG
	

	Common 

Stock

Fund
	R
	0.10
	0
	0
	0
	0
	0.10

	
	S
	0
	0.15
	0
	0
	0
	0.15

	
	SG
	0
	0
	0.35
	0
	0
	0.35

	
	MG
	0
	0
	0
	0.30
	0
	0.30

	
	HG
	0
	0
	0
	0
	0.10
	0.10

	Row Total
	0.10
	0.15
	0.35
	0.30
	0.10
	1


From the table above, we have P(Ei )= P(Xi) = P(Yi) = P(XiYi)
The table for computing the summation values
	Economic

Condition
	Probability
	Annual Return per 1000
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	CB Fund (X)
	CS Fund

(Y)
	
	
	
	
	

	Recession
	P(E1) = 0.10
	-20
	-100
	-2
	-10
	40
	1000
	200

	Stagnation
	P(E2) = 0.15
	70
	-50
	10.5
	-7.5
	735
	375
	-525

	Slow Growth
	P(E3) = 0.35
	80
	140
	28
	49
	2240
	6860
	3920

	Moderate Growth
	P(E4) = 0.30
	110
	200
	33
	60
	3630
	12000
	6600

	High growth
	P(E5) = 0.10
	120
	250
	12
	25
	1440
	6250
	3000

	Total
	1
	- -
	- -
	81.5
	116.5
	8085
	26485
	13195



[image: image6.wmf]å

=

×

=

5

.

81

)

(

)

(

E

P

X

X

E

                    
[image: image7.wmf]å

=

×

=

5

.

116

)

(

)

(

E

P

Y

Y

E



[image: image8.wmf][

]

984

.

37

)

(

)

(

2

2

=

-

×

=

å

X

E

E

P

X

X

s

       
[image: image9.wmf][

]

634

.

113

)

(

)

(

2

2

=

-

×

=

å

Y

E

E

P

Y

Y

s



[image: image10.wmf][

]

[

]

(

)

(

)

25

.

3700

5

.

116

5

.

81

13195

     

          

          

          

          

)

(

)

(

)

(

)

(

)

(

)

(

=

-

=

×

×

×

-

×

=

×

-

=

å

å

å

Y

P

Y

X

P

X

XY

P

XY

Y

E

X

E

XY

E

XY

s


 (a)  
[image: image11.wmf]3

1

800

400

400

=

+

=

X

W

       
[image: image12.wmf]3

2

800

400

800

=

+

=

Y

W



[image: image13.wmf](

)

(

)

833

.

104

5

.

116

3

2

5

.

81

3

1

         

)

(

)

(

)

(

=

÷

ø

ö

ç

è

æ

+

÷

ø

ö

ç

è

æ

=

+

=

Y

E

W

X

E

W

P

E

Y

X



[image: image14.wmf](

)

(

)

(

)

85541

.

86

     

634

.

113

3

2

25

.

3700

3

2

3

1

2

984

.

37

3

1

     

2

2

2

2

2

2

2

2

2

=

÷

ø

ö

ç

è

æ

+

÷

ø

ö

ç

è

æ

÷

ø

ö

ç

è

æ

+

÷

ø

ö

ç

è

æ

=

+

+

=

Y

Y

XY

Y

X

X

X

P

W

W

W

W

s

s

s

s



[image: image15.wmf]86.85541

 =  =  (100%) = 82.851%

()104.8333

s

P

CV

EP


(b)
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E(P) = ¥99



 = 73.74958
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(c)
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(d)
Based on the results of (a)-(c), you should recommend a portfolio with 2/3rd of corporate bonds and 1/3rd of common stocks because it has the lowest risk per unit average return (CV).
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