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Measures of Risk: Variance and  
Standard Deviation 
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Sample and Population Statistics 
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Covariance and Correlation over Time 
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Correlation: How It Looks
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Diversification and Correlation 
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Calculation Example 

Date Adjusted Closing Price ($) 
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Date Return (p.a.) 
CBA BHP 
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Expected Returns:   
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Graphs of Random and Expected Returns 
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Stock Choice 
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Portfolios and Diversification 
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How Correlation Affects Diversification 
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Portfolio Return and Variance 
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Portfolio Return and Variance Example 
Question:

Answer:  
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Portfolio Weights: to be Long or Short
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Combination Lines: Weights and Returns 
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Calculation Example: Short Selling 
Question:
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Answer 1 (using weights, the quick way): 
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Answer 2 (using dollars, the long way):  
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Constructing the 2-stock Markowitz Bullet  
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Calculation Example 
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Portfolios of 3 or More Stocks
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Constructing the 3+ Stock Markowitz Bullet 
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The Markowitz Bullet and the Efficient 
Frontier of Risky Assets (excluding rf) 
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The Markowitz Bullet with Short Selling 
Restrictions 
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The Risk Free Rate (rf) and the Minimum 
Variance Set of All Assets 

 

 

 new MVS becomes a line
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The Tangency Portfolio 
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Sharpe Ratio 
Sharpe ratio
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The Market Portfolio 
 all
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Equation of the Capital Market Line (CML) 
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Calculation Example 
Question

  

Answer
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Tobin’s Two Fund Separation Theorem 
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Time Series Calculations 
Question:

 

Date Adjusted Closing Price ($) 
CBA BHP 
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Time Series Calculations – MS Excel 
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Multi-stock Portfolio Variance 
Question:
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Sumproduct method 

Matrix method 
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MS Excel: Tangency Portfolio 
Question:
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Answer:
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tangency portfolio
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