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Basic concept - two-components portfolio

Return of portfolio: rp = ∑
N
i=1wi ∗ ri

The weights in portfolio: w1 +w2 = 1

Expected return of portfolio: r̄p = w1 ∗ r̄1 +w2 ∗ r̄2
Covariance of two assets: σ12 = σ1 ∗σ2 ∗ρ12

Risk of portfolio:

σp =
√

w2
1 ∗σ2

1 + (1−w1)2 ∗σ2
2 +2∗w1 ∗ (1−w1)∗σ12
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Two risky assets - σ12 = 1

Assumptions: w1,w2 ≥ 0, r1 < r2∧σ1 < σ2

Return of portfolio. . .

Risk of expected return: σp = w1 ∗σ1 + (1−w1)∗σ2

The minimalization of the risk coulde be reached:

w1 = 1!
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