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## initiate

rm( 1s0)
r.f =0.04

mu.A = 0.15
sig.A =1

sig2.A = sig.A"2
mu.B = 0.08
sig.B = 0.5

sig2.B = sig.B"2
rho.AB = 0.04
sig.AB = rho.AB * sig.A * sig.B

risk_coef <- 2.2

data.tbl = data.frame(t(c(mu.A, mu.B, sig2.A, sig2.B, sig.A, sig.B, sig.AB, rho.AB)))

col.names = c("$\\mu_{A}$", "$\\mu_{B}$", "$\\sigma~{2}_{A}$", "$\\sigma~{2}_{B}$",
"$\\sigma_{A}$", "$\\sigma_{B}$", "$\\sigma_{AB}$", "$\\rho_{AB}$")

knitr::kable(data.tbl, col.names, "the data for two asset portfolio")

7 2: the data for two asset portfolio

2 2
Ha 135:] 04 0p 04 OB 0AB PAB

0.15 0.08 1 0.25 1 0.5 0.02 0.04

## construct the portfolio

x.A = seq( -0.4, 1.4, 0.1)

x.B=1-x.A

mu.p = x.A * mu.A + x.B * mu.B

sig2.p = x.A72 * sig2.A + x.B72 * sig2.B + 2 * x.A * x.B * sig.AB
sig.p = sqrt(sig2.p)
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port.names = paste("portfolio", 1:length(x.A), LD

data.tbl = as.data.frame(cbind(x.A, x.B, mu.p, sig.p))

rownames (data.tbl) = port.names

col.names = c("$x_{A}$", "$x_{B}$", "$\\mu_{p}$", "$\\sigma_{p}$")

knitr::kable(data.tbl, col.names, "The points of portfolio of two assets")

£ 3: The points of portfolio of two assets

T4 Tp o o

portfoliol -0.4 1.4 0.052 0.7922121
portfolio 2  -0.3 1.3 0.059 0.7049113
portfolio3 -0.2 1.2 0.066 0.6248200
portfolio4  -0.1 1.1 0.073 0.5550676
portfolio 5 0.0 1.0 0.080 0.5000000
portfolio 6 0.1 0.9 0.087 0.4648656
portfolio 7 0.2 0.8 0.094 0.4543127
portfolio 8 0.3 0.7 0.101 0.4700000
portfolio 9 0.4 0.6 0.108 0.5095096
portfolio 10 0.5 0.5 0.115 0.5678908
portfolio 11 0.6 0.4 0.122 0.6400000
portfolio 12 0.7 0.3 0.129 0.7217340
portfolio 13 0.8 0.2 0.136 0.8101852
portfolio 14 0.9 0.1 0.143 0.9033825
portfolio 15 1.0 0.0 0.150 1.0000000
portfolio 16 1.1 -0.1 0.157 1.0991360
portfolio 17 1.2 -0.2 0.164 1.2001667
portfolio 18 1.3 -0.3 0.171 1.3026511
portfolio 19 14 -0.4 0.178 1.4062717

## calculate the max Shape ratio

sr <- (mu.p - r.f)/sig.p

maxsr = sr[which(sr == max(sr))]
## plot
slope.A = (mu.A - r.f)/sig.A

slope.B = (mu.B - r.f)/sig.B
cex.val = 1.5
plot(sig.p, mu.p, L 16, cex.val, c(0, max(mu.p)), c(0,
max(sig.p)), expression(sigmalpl), expression(mu(pl), 1.6,
c(rep("blue", 4), rep("black", 2), "green", rep("black", 8), rep("blue",
4)))
abline( 0.04, maxsr, "#FFOOOOFF")
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abline( 0.04, slope.A, "#FF9900FF")
abline( 0.04, slope.B, "#0OFFFFFF")
points(0, 0.04, 20, 2, "red")

text(sig.A + 0.07, mu.A - 0.01, "security 1")

text(0.63, mu.B, "security 2")

text (0.1, r.f, "free risk")
text (0.59, 0.095, "Global min")

x.so0lve <- maxsr/risk_coef

y.solve <- maxsr * x.solve + r.f

c <- y.solve - 1.1 * x.solve™2

colnam <- c("x.solve",

lly.solvell’ “C”)

val <- c(x.solve, y.solve, c)
df2 <- cbind(colnam, val)

knitr::kable(df2,

f <- function(x) {

1.1 x X2 + ¢

function(x) {

1.1 x x72 + ¢

}

x = seq(0, 0.8,

y = rep(0, length(x))

j=1

for (i in x) {
y[j1 = £(1)
J=i+t

}

lines(x, vy, D,0%

lines(x, y + 0.01,
lines(x, y + 0.05,

"The axis (x,y) and the constant")

% 4: The axis (x,y) and the constant

colnam val

x.solve  0.0606643973801846
y.solve  0.0480963720409021
c 0.044048186020451

100)

"1")
"1")
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