
Portfolio Management Notes: 
 

- Group Essay (25%)  

• 5-6 group members 

• Due 2pm 04/05 

- Exam (75%) 

• 2 hours 

• Made up of a mixture of calculations and critical evaluations 

 
Lecture 1 – Introduction to Portfolio Management: 
 
Content: 

- Problems with the existing portfolio investment framework 

- A brief introduction of individual assets (i.e., what kind of assets we can use to 

comprise our portfolio) 

- A portfolio manager’s day 

 

Winner and losers during the pandemic: 

… last year during the pandemic crisis the stock market became very volatile, and in 

this case, there are winners and there are losers. 

… the most serious losers we know are those in the airline industry (i.e., every single 

airline industry is on the end of bankruptcy). 

 
… from this figure we can see that most of the airline industries suffered heavy 

losses (i.e., 65-70% of their stock value) in just a few months. 
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volatile), and this is simply because the foreign exchange market is volatile. 

As a result of these foreign markets being more volatile – you therefore 

demand a higher return (otherwise you would not invest in foreign markets). 

Questions: 

-  

1.) so, where is coin flipping (i.e., so, if it’s heads, I give you £1, however, if it’s 

tales, you give me £1) in this graph?  

To answer this question, first we have to consider what the return and SD will 

be in this activity: 

- Here the expected return for coin flipping is 0 (i.e., 50% chance of winning or 

losing – and therefore, ). 

- The SD for this coin flipping is definitely not 0 

So, from this information we can work out that coin flipping would be 

somewhere on the X axis… 

-  

2.) Where is the lottery on this graph? 

- The expected return here will be negative (below 0) (i.e., less chance of 

winning than losing). 

- The SD here is 0 because there is basically no chance of winning the lottery 

(i.e., the chance of winning is  ).  

Therefore, there’s no volatility of return in lottery – which means that you will 

lose your lottery voucher for sure. 

So, lottery will be somewhere along the Y axis but below the 0 point (therefore 

the return will be negative). 

-  

3.) Where is the casino on this graph? 

If you go to the casino every day, your return profile will be similar to lottery 

with a below zero return, and a SD of 0. 

 

 

Do you live in a mean-variance world? 
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… after Brexit the UK hedge fund industry faced even more severe environments – 

and this could be part of the reason why hedge funds are a shrinking business in the 

UK. 

… 

Long Term Capital Management: 

An example of a famous case: 

… a long-term capital fund is a mutual fund designed by two Nobel prize winners 

Myron Scholes and Merton Miller. They won the Nobel prize because of their pricing 

model. 

… so, these are the guys who are the best / most intelligent guys in the world when it 

comes to their understanding of options trading. 

… so, they designed this hedge fund – and they used very simple strategy (i.e., not 

for sophistication) that involved making use of arbitrage between government bonds 

in different countries. 

For example, they looked very closely at Russian markets, and Russian government 

bonds. 

… so, their strategy was to buy governments bonds to short and sell in other 

markets. 

I.e., if the difference between government bonds in Russia and other countries is just 

a couple of basis points (note that a basis point is 0.0001% - which is a very small 

return) – and you get involved with a large volume, then you can get a guaranteed 

return.  

So, that is their trading strategy - i.e., they make use of these arbitrage opportunities 

with leveraged portfolios (e.g., they borrow heavily), and then they guarantee the 

return. 

… see graph below: 
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So any portfolio that lies on the northwest of the portfolio P is superior to it. 
So what about the portfolios that line in the quadrant two and three? 
Their desirability compared to P will depend on investor risk aversion. 

-  

 
And here, suppose that an investor identifies all portfolios that are equally attractive as portfolio 
P.  
And such portfolios are equally desirable to investors as P - so they will lie in the mean standard 
deviation plane we call it the indifference curve. 
So an indifference curve shows the combination of return and risk that is perceived equivalent by 
an investor.  
So above here we can see that the highly risk averse investor would prefer to hold more 
investment of A, whereas the less risk averse investor would prefer to invest more in investment 
D (i.e., they accept the higher risk, higher return). 

-  
-  

Practice Questions: 
Q1: 
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… so, the problem has three parts: 
1.) Security selection of individual assets within each asset class. 
2.) The asset allocation within the risky portfolio across broad asset classes. 
3.) Capital allocation between the risky portfolio and risk-free assets. 

So, the first step is to determine the risk return opportunities available – so, we identify the risk–
return combinations available from the set of risky assets. 
So, in other words, from the different securities available from the dataset - you will pick up the 
combination of different risky assets. 
… in terms of security selection, the first step is to determine the risk–return opportunities 
available to the investor (i.e., which are summarized by the minimum-variance frontier of risky 
assets). 
Note that this frontier is a graph of the lowest possible variance that can be attained for a given 
portfolio expected return. 
So, given the input data for expected returns, variances, and covariances - we can calculate the 
minimum-variance portfolio consistent with any targeted expected return. 

…  
This graph illustrates a minimum variance of portfolios of Risky Assets, and we will consider the 
risky portfolio to the right of the minimum variance portfolio. 
… the problem of finding the optimal portfolio therefore needs two independent steps: 

1.) We determine the optimal risky portfolio independently of the investor's preferences, 
which is purely technical. 
… so, given the input list, we can pick the best risky portfolio (which is the same for all 
clients). 

2.) But then we have to decide which proportions or what fraction of the portfolio to 
allocate to the tangency portfolio – which will depend on the risk aversion of the 
investor. 
So the clients are the decision makers for the risk aversion. 
If we know what they want, we can allocation the funds to their portfolio, according 
to their references. 

-  

95 of 138



35:20 
complex words themselves. Okay. Without turning me. 

35:28 
What is that. What is the model of evil. 

35:32 
Regardless whether it's a leaner model or a nonlinear model, they are not going to tell us what 
the model will look like. 

35:36 
OK, there is daleman to learn themselves and come back with a results. 

35:43 
This is the beautiful beauty of the machine learning. OK. 

35:48 
So this is a sad example of pates. He his own catch founts with machine learning training. 

35:53 
So basically what he is happening here. And if you follow my mouse here, so adds Choa 30 it 
lunchtime. 

36:01 
OK. So that's around two, 30. 

36:09 
Many algorithms start to flatten positions automatically. 

36:14 
So he's rolling this hatch founts leading machine, running, trading, and all of a sudden, without 
any sign, all or all of these machines start to, 

36:18 
you know, cancel their well, flatten positions, meaning that's if you hold some stocks, they start 
to trade selda these stocks. 

36:30 
If you shop now, a short sale, some stocks, they suck. You buy these stocks. 

36:40 
OK. You see winds around this city of 30, then there's nothing happening. 

36:45 
There's nothing purely nothing happening. But the why many of the algorithms start to, you 
know, cancel their positions. 

36:52 
They are they still don't know why. And then an. 

37:01 
Shortly after 230, off 230, as the stock market, we start to dramatically decrease, OK, by over five 
percent to 10 percent. 

37:06 
And then at these time, at these time, the the aphorisms start to trades to buy the stocks at this 
stage. 

37:17 
Yet after the stock prices dropped down and then on the day on average, the portfolio they they 
manage, it's gets five percent return on the day. 

37:27 
OK. So basically what is happening is. That's it. 

37:38 
That's it. Even find out five months later. Five months later, it was found out that's. 

37:43 
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1:42:58 
Yes. Yes, good. And so, Rob, otherwise, our Yassky investing the found activism on stewardship. 

1:43:02 
These are the three most important topics from my parts. OK, from my pots, Medoc, the wall will 
well give you her apass courage. 

1:43:09 
So your exam questions will come from these three topics for sure. 

1:43:20 
Don't. Don't. Well, I done spend time on something else. 

1:43:25 
OK. These are the three important topics I would like you to and stance for this course. 

1:43:31 
OK. But while you may say, well, in the first few weeks we have hedge funds and industries. 

1:43:39 
What are they irrelevance? They are relevance and irrelevance. 

1:43:45 
They are irrelevant because there is no direct questions from about hedge funds. 

1:43:49 
But there are there are relevance because. Well, you got to understand how hedge funds works. 

1:43:54 
So that's. You may be able to answer the next two, three questions. 

1:43:59 
Well, OK. Are you able to provide sample essay questions? 

1:44:03 
Well, think of this is this is already off sample. Ask questions. Okay. 

1:44:09 
And while it's just a different ways, how I say the one stayed the words. 

1:44:13 
Okay. For example, this found activism. 

1:44:20 
Student stewardship creates you to argue the implications will be institutional investors on 
corporate performance. 

1:44:22 
These can be they sound to ask a question. OK. But I'm not saying it's the question. 

1:44:28 
Yeah. OK, Sosh. 

1:44:35 
OK. Soft sash, yes, soft. OK, just to double cheque the structure section a two essays and 
sickroom Section B to outpatients. 

1:44:42 
And we need to answer one. Of them. 

1:44:51 
Yeah. Well, one from section A, one from Section B. OK, I hope this isn't. 

1:44:55 
Well, I hope this you can relax and they can spend it. 

1:45:18 
Well, take your time and take rest, see the Easter holidays and for for for this course, the exam is 
not super difficult. 

1:45:23 
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