



Submit Search


Upload
financial analyst is thinking of changing the composition of her sto.pdf
•
0 likes•2 views

A
ANANDCROCKERKOTAFollow
financial analyst is thinking of changing the composition of her stock market portfolio. Last year,
the average return on the stocks in the portfolio was 10 with a standard deviation of 2. Returns
on stocks are normally distributed.
What is the probability that the return on a single stock is more than 12?
Solution
BY Central limit theorem:
First, assume that X follows a normal distribution with mean m and standard deviation s, and
assume that Z follows a standard normal distribution. Then X and Z are related as:
X = s * Z + m
or conversely
Z = (X - m) / s.
given m = 10
s = 2
then Z FOR X=9 IS ( 9 - 10 )/2 = -0.5
FROM Standard Normal Distribution curve ( Normal Distribution with mean 0 and standard
deviation 1.)
http://www.math.ucdavis.edu/~gravner/MAT135A/materials/standardnormaltable.pdf
WE GET
probability that the return on a single stock is less than 9 = .30854.Read less
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	1. financial analyst is  thinking of changing the composition of her stock market portfolio. Last year,
the average return on the stocks in the portfolio was 10 with a standard deviation of 2. Returns
on stocks are normally distributed.
What is the probability that the return on a single stock is more than 12?
Solution
BY Central limit theorem:
First, assume that X follows a normal distribution with mean m and standard deviation s, and
assume that Z follows a standard normal distribution. Then X and Z are related as:
X = s * Z + m
or conversely
Z = (X - m) / s.
given m = 10
s = 2
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