Running Head: PROJECTED PORTFOLIOS RETURN		 1
PROJECTED PORTFOLIOS RETURN			6









Projected Portfolios Return
Name
Institution







Projected Portfolios Return
Assume you are considering a portfolio containing two assets, L and M. Asset L will represent 40% of the dollar value of the portfolio, and asset M will account for the other 60%. The projected returns over the next six years, 2018–2023, for each of these assets are summarized in the following table.
	  
	Projected Return (%)

	Year
	Asset L
	Asset M

	2018
	14%
	20%

	2019
	14%
	18%

	2020
	16%
	16%

	2021
	17%
	14%

	2022
	17%
	12%

	2023
	19%
	10%


 
1. Use an Excel spreadsheet to calculate the projected portfolio return, rp, for each of the six years
The expected portfolio return is the average return on an invested asset (Bacon, 2013). The formula to compute the projected portfolio return is given E(r)p = WiE(r)i + WjE(r)j 
Where, E(r)p = Expected return on portfolio
	Wi  = weight of the asset i
E(r)i = expected return on asset i
Table 1: Expected Portfolio Return over the Six Years
	 
	Projected Return (%)
	expected portfolio return

	Year
	Asset L
	Asset M
	 

	2018
	14%
	20%
	17.60%

	2019
	14%
	18%
	16.40%

	2020
	16%
	16%
	16.00%

	2021
	17%
	14%
	15.20%

	2022
	17%
	12%
	14.00%

	2023
	19%
	10%
	13.60%


The table 1 above reveals the highest expected return in the year 2018 where the two portfolio yielded a return of 17.60% {(14%*40%) + (20%*60%)}. On the contrary, the least expected return is attributed to the year 2023, which is 13.60%. From an investment point of view, the two portfolios exhibit a diminishing rate of return because of the steady decline in the expected return from the first year through to the sixth year. The asset manager should strive to capitalize on the higher returns garnered in the early years to offset the dwindling returns in the latter years (Bacon, 2013).  
2. Use an Excel spreadsheet to calculate the average portfolio return, rp, over the six-year period
Table 2; Average Portfolio Return over the Six-Year Period
	 
	Projected Return (%)
	expected return on portfolio
	Average Return on Portfolio 

	Year
	Asset L
	Asset M
	 
	 

	2018
	14%
	20%
	17.60%
	-0.068

	2019
	14%
	18%
	16.40%
	-0.024

	2020
	16%
	16%
	16.00%
	-0.050

	2021
	17%
	14%
	15.20%
	-0.079

	2022
	17%
	12%
	14.00%
	-0.029

	2023
	19%
	10%
	13.60%
	 


Computing the average portfolio return provides a detailed assessment about the performance of the portfolios over the period of years. Table 2 above facilitates the investment manager to quantify the actual changes in the expected return. Evidently, the largest change in expected return relates to year 2021 and 2022 characterized by a drop of 0.079%. However, the portfolios experience a significant improvement in the years 2019 and 2022 because the level of return decline by 0.024% and 0.029% respectively. Therefore, computing the average portfolio return provides adequate data to enhance decision-making because it quantifies the actual changes in the expected return on portfolios (Taylor, 2018). 
The formula to compute the average expected return on portfolio = (portfolio value in the next year – portfolio value in the previous period) ÷ portfolio value in the previous period
3. Use an Excel spreadsheet to calculate the standard deviation of expected portfolio returns, sp, over the six-year period
Table 3: Standard Deviation of Expected Portfolio Return

	 
	Projected Return (%)
	Expected Return on Portfolio
	Average Return on Portfolio
	Standard Deviation

	Year
	Asset L
	Asset M
	 
	 
	 

	2018
	14%
	20%
	17.60%
	-0.068
	36.72

	2019
	14%
	18%
	16.40%
	-0.024
	37.76

	2020
	16%
	16%
	16.00%
	-0.050
	38.00

	2021
	17%
	14%
	15.20%
	-0.079
	38.8

	2022
	17%
	12%
	14.00%
	-0.029
	40.00

	2023
	19%
	10%
	13.60%
	 
	40.00


	A standard deviation refers to the measure of dispersion of the data from the mean. The standard deviation is computed as the square root of the variance. From a financial point of view, the standard deviation can be applied to determine the volatility of investment portfolio using the historical data to predict the volatility of the portfolio (Baron, 2013). 
	Table 3 above reveals a small dispersion over the six years because it ranges from 36.72% to 40.00%. Further, a close standard deviation indicates the actual return on investment diverse slightly from the expected return on portfolio (Taylor, 2018). 
4. How would you characterize the correlation of returns of the assets L and M?
Table 4: Correlation of Return of Asset L and Asset M
	Correlation of return of asset L and M

	ASSET L
	ASSET M
	

	22.4
	42.4
	

	23.6
	43.6
	

	24
	44
	

	24.8
	44.8
	

	26
	46
	

	26.4
	46
	

	 
	ASSET L
	ASSET M

	ASSET L
	1
	

	ASSET M
	0.9957892
	1


	Table 4 reveals a strong correlation coefficient of R=0.9957 on return of Asset L and Asset M. A strong and positive correlation implies the return of portfolio L have a perfect relationship with Asset M (Bacon, 2013). Therefore, a rise in return of Asset L causes an equal increment of portfolio M. 
5. Discuss any benefits of diversification achieved through creation of the portfolio
[bookmark: _GoBack] 	Portfolio diversification is an integral investment principle that facilitates an investor to spread the risks by spreading across multiple assets. The notable advantages of achieving diversification include managing the risk of loss when one particular class of portfolio struggles to perform (Yavas, 2007). Essentially, the portfolio L and M exhibit a perfect correlation relationship, which enhance the risk management. Secondly, diversification facilitates preservation of capital because it preserve saving.
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