Diversification Example: one stock
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Diversification Example: 10 stocks
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Diversification Example: 30 stocks
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Diversification and Risk Reduction
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Example 2: A portfolio of 5 stocks
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Return Forecasts for a Portfolio of 5 Stocks

12% — Return Probability
O >0% 77.5%
10% B >1% 68.1%
Probability of loss: >204 57.9%
8% o ] >3% 47.2%
2 22.5% = >4% 36.1%
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S 6% - _
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Example 2: A portfolio of 20 stocks
N e Eaan

Return Forecasts for a Portfolio of 20 Stocks

16% —
Return Probability

149% (] >0% 88.2%
] >19%0 78.9%0
12% — >2% 66.9%
>3% 52.5%
>4% 39.0%
10% >59%90 26.0%

AVG Return: 2.42%
Volatility: 19.35%
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