CASE III: SOLUTIONS 
1) Annualized Data:
	
	Returns
	SD
	Beta-W
	Corr-W
	RVOL

	US
	0.0829979
	0.15130932
	0.89774128
	0.8933043
	0.05758664

	UK
	0.05451035
	0.16305155
	0.92700752
	0.855997
	0.02503793

	France
	0.08237166
	0.20149538
	1.14910773
	0.8586369
	0.04444462

	Switzerland
	0.11706187
	0.16820145
	0.82266863
	0.7363921
	0.10424838

	Spain
	0.10048055
	0.24009512
	1.25066368
	0.7842799
	0.05531507

	HK
	0.12926676
	0.26788272
	1.06341786
	0.5976861
	0.09212443

	Singapore
	0.1019879
	0.25613549
	1.14371026
	0.6722954
	0.06180578

	SK
	0.13715131
	0.39906493
	1.39687097
	0.5270194
	0.07577744

	Brazil
	0.32630881
	0.44570693
	1.67513907
	0.5658683
	0.17611004


Equally weighted portfolio:

Return: 0.1257930 

Beta-W: 1.1473697 

RVOL:  0.0823562
2) Optimal portfolio:
	
	RVOL
	Ci
	Weights

	Brazil
	0.17611004
	0.0597655
	 0.2644736

	Switzerland
	0.10424838
	0.0807468
	0.5817524

	HK
	0.09212443
	0.0827421 
	0.1537740

	SK
	0.07577744
	0.0819955
	0

	Singapore
	0.06180578
	0.0781368
	0

	US
	0.05758664
	0.0671915
	0

	Spain
	0.05531507
	0.0653634
	0

	France
	0.04444462
	0.0606136
	0

	UK
	0.02503793
	0.0541780
	0


Optimal weighted portfolio:

Return: 0.1742790 

Beta-W: 1.0851455
RVOL:  0.1317602
3) Constrained (50% US) Optimal portfolio:

	
	RVOL
	Ci
	Weights

	Brazil
	0.17611004
	0.0597655
	 0.1305500 

	Switzerland
	0.10424838
	0.0807468
	0.2916998 

	HK
	0.09212443
	0.0827421 
	0.0777560

	SK
	0.07577744
	0.0819955
	0

	Singapore
	0.06180578
	0.0781368
	0

	US
	0.05758664
	0.0671915
	.50

	Spain
	0.05531507
	0.0653634
	0

	France
	0.04444462
	0.0606136
	0

	UK
	0.02503793
	0.0541780
	0


Optimal Constrained weighted portfolio:

Return: 0.1282948 

Beta-W: 0.9902095

RVOL:  0.0979538
No, performance of portfolio is down. Lower RVOL (and lower raw returns, too.)

Caps can reduce the risk –in this case the beta- of the portfolio. It can limit exposure and/or improve diversification.

4) 1991-2010 performance of portfolios:

	
	Return
	Beta-W
	RVOL

	Equally Weighted Portfolio
	0.12579 
	1.1474
	0.0824

	Optimal Portfolio
	0.17428
	1.0851
	0.1318

	Constrained OP
	0.12829
	0.9902
	0.0980


The optimal portfolio is, obviously, the best –it was chosen to specifically do well!. But, it looks too undiversified. As it is usually pointed out in the mutual fund industry, past returns do not necessarily help to predict future performance. 
5) 2011 return performance (SD and beta-W as before):

	
	Return
	SD
	Beta-W

	Brazil
	-0.2485
	0.44570693
	1.67513907

	Switzerland
	-0.0906
	0.16820145
	0.82266863

	HK
	-0.1839
	0.26788272
	1.06341786

	SK
	-0.1284
	0.39906493
	1.39687097

	Singapore
	-0.2003
	0.25613549
	1.14371026

	US
	-0.0011
	0.15130932
	0.89774128

	Spain
	-0.1690
	0.24009512
	1.25066368

	France
	-0.1931
	0.20149538
	1.14910773

	UK
	-0.0612
	0.16305155
	0.92700752


2011 Risk free rate (T-bill rate): 0.000575

	
	Return
	Beta-W
	RVOL

	Equally Weighted Porftolio
	-0.14179
	1.1474
	-0.1240

	Optimal Portfolio
	-0.14671
	1.0851
	-0.1357

	Constrained OP
	-0.07372
	0.9902
	-0.0750


Now, the constrained and the equally weighted portfolio outperform in terms of RVOL and raw returns.
