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A PorTFoLIo HAS DAILY ExPecTED RETURN OF 2%, AND DAILY STANDARD DEVIATION OF 3.59%. THE CURRENT VALUE OF
A FINANCIAL PORTFOLIO IS A CRUCIAL METRIC FOR INVESTORS SEEKING TO UNDERSTAND THE RISK AND RETURN PROFILE OF THEIR
INVESTMENTS. SUCH A PORTFOLIO’S PERFORMANCE METRICS, INCLUDING EXPECTED RETURN AND STANDARD DEVIATION, ARE
ESSENTIAL FOR MAKING INFORMED INVESTMENT DECISIONS, MANAGING RISK, AND OPTIMIZING ASSET ALLOCATION. IN THIS
COMPREHENSIVE GUIDE, WE WILL EXPLORE WHAT A DAILY EXPECTED RETURN OF 20/0 AND A DAILY STANDARD DEVIATION OF
3.5% MEAN FOR YOUR INVESTMENT, HOW TO INTERPRET THESE FIGURES, AND STRATEGIES TO OPTIMIZE YOUR PORTFOLIO FOR
LONG-TERM GROWTH AND RISK MANAGEMENT.

UNDERSTANDING PORTFOLIO EXPECTED RETURN AND STANDARD DEVIATION

WHAT IS EXPECTED RETURN?

EXPECTED RETURN IS A FORECAST OF THE AVERAGE AMOUNT AN INVESTOR ANTICIPATES EARNING FROM THEIR PORTFOLIO OVER
A SPECIFIC PERIOD, TYPICALLY EXPRESSED AS A PERCENTAGE. \WHEN WE SAY A PORTFOLIO HAS A DAILY EXPECTED RETURN OF
20/0, IT INDICATES THAT, ON AVERAGE, THE PORTFOLIO IS PROJECTED TO GROW BY 20/0 EACH DAY BASED ON HISTORICAL DATA
OR ESTIMATED FUTURE PERFORMANCE.

KEY POINTS ABOUT EXPECTED RETURN:

- REPRESENTS THE MEAN OR AVERAGE RETURN.

- HELPS INVESTORS ASSESS POTENTIAL PROFITABILITY.
- USED IN COMPARING DIFFERENT INVESTMENT OPTIONS.

WHAT IS STANDARD DEVIATION?

STANDARD DEVIATION MEASURES THE VOLATILITY OR RISK ASSOCIATED WITH THE PORTFOLIO'S RETURNS. A DAILY STANDARD
DEVIATION OF 3.50/0 SUGGESTS THAT THE ACTUAL DAILY RETURNS TEND TO FLUCTUATE AROUND THE EXPECTED RETURN BY
APPROXIMATELY 3.50/0. HIGHER STANDARD DEVIATION INDICATES MORE VARIABILITY AND, CONSEQUENTLY, HIGHER RISK.

KEY POINTS ABOUT STANDARD DEVIATION:

- QUANTIFIES THE AMOUNT OF VARIATION OR DISPERSION.

- HIGHER VALUES IMPLY MORE UNPREDICTABLE RETURNS.

- ESSENTIAL FOR RISK MANAGEMENT AND PORTFOLIO OPTIMIZATION.

INTERPRETING THE METRICS: WHAT Do THeY MEAN FOR INVESTORS?

\W/HEN CONSIDERING A PORTFOLIO WITH A 2% EXPECTED DAILY RETURN AND A 3.59%, STANDARD DEVIATION, IT’S IMPORTANT
TO ANALYZE THE IMPLICATIONS FOR BOTH RISK AND REW ARD.



Risk-RETURN TRADEOFF

THE BALANCE BETWEEN EXPECTED RETURN AND RISK DETERMINES THE ATTRACTIVENESS OF AN INVESTMENT. A HIGH EXPECTED
RETURN COUPLED WITH HIGH VOLATILITY CAN BE APPEALING TO RISK-TOLERANT INVESTORS BUT MAY BE UNSUITABLE FOR
CONSERVATIVE INVESTORS.

IMPLICATIONS:

- THE DAILY EXPECTED RETURN OF 2% SUGGESTS AGGRESSIVE GROWTH POTENTIAL.

- THe 3.5% DAILY STANDARD DEVIATION INDICATES NOTABLE VOLATILITY, MEANING DAILY RETURNS CAN VARY SIGNIFICANTLY.
- OVER TIME, THESE METRICS CAN COMPOUND, IMPACTING LONG-TERM PORTFOLIO GROW TH.

ExPecTED PORTFOLIO GROWTH
USING THE DAILY EXPECTED RETURN, INVESTORS CAN ESTIMATE THE POTENTIAL GROWTH OF THEIR PORTFOLIO OVER LONGER

PERIODS. FOR EXAMPLE, OVER A MONTH, THE EXPECTED RETURN CAN BE COMPOUNDED TO FORECAST APPROXIMATE GROW TH.

EXAMPLE CALCULATION:

- DAILY EXPECTED RETURN = 29,

- APPROXIMATE MONTHLY EXPECTED RETURN = (1 + 0.02)*30- 1= 1.02"30- 1= 1.811-1%81.1%

THIS INDICATES THE PORTFOLIO COULD GROW BY APPROXIMATELY 8 1.1% IN A MONTH, ASSUMING CONSISTENT RETURNS,
WHICH IS HIGHLY OPTIMISTIC AND THEORETICAL.

NOTE: SUCH HIGH DAILY RETURNS ARE UNCOMMON AND OFTEN UNREALISTIC, THEY SERVE AS ILLUSTRATIVE BENCHMARKS RATHER
THAN GUARANTEED OUTCOMES.

Risk MANAGEMENT STRATEGIES

GIVEN THE VOLATILITY IMPLIED BY A 3.50/0 DAILY STANDARD DEVIATION, MANAGING RISK IS VITAL. HERE ARE EFFECTIVE
STRATEGIES TO MITIGATE POTENTIAL LOSSES:

DIVERSIFICATION

- SPREAD INVESTMENTS ACROSS VARIOUS ASSET CLASSES, SECTORS, AND GEOGRAPHIC REGIONS.
- REDUCE EXPOSURE TO ANY SINGLE ASSET’S VOLATILITY.

ASSET ALLOCATION

- ADJUST THE PROPORTION OF STOCKS, BONDS, COMMODITIES, ETC., BASED ON RISK TOLERANCE.
- USE STRATEGIC ALLOCATION TO BALANCE RISK AND REWARD.

UsEe oF DerIVATIVES AND HEDGING

- IMPLEMENT OPTIONS, FUTURES, OR OTHER DERIVATIVES TO HEDGE AGAINST ADVERSE MOVEMENTS.
- PROTECT DOWNSIDE WHILE MAINTAINING UPSIDE POTENTIAL.

REGULAR PORTFOLIO REBALANCING

- PERIODICALLY REVIEW AND ADJUST HOLDINGS TO MAINTAIN DESIRED RISK LEVELS.
- PREVENT OVEREXPOSURE TO HIGH-VOLATILITY ASSETS.



CALCULATING THE PorRTFOLIO’s VALUE AND GROWTH POTENTIAL

THE CURRENT VALUE OF THE PORTFOLIO IS A KEY FIGURE FOR INVESTORS. COMBINING THE EXPECTED RETURN AND VOLATILITY
ALLOWS FOR ESTIMATING FUTURE PORTFOLIO VALUES AND POTENTIAL RISKS.

ExPecTeED PorTFOLIO VALUE AFTER A PERIOD

ASSUMING AN INITIAL VALUE \( V_0 \), THE EXPECTED VALUE AFTER \( N \) DAYS CAN BE APPROXIMATED AS:

\l

V_N=V_0\1iMes (1 + \TexT{EXPECTED DAILY RETURN})"N

\]

FOR EXAMPLE, WITH AN INITIAL VALUE of \$100,000:

\[
V_{30} = 100,000 \1imes (1 + 0.02)"{303} \approx 100,000 \TiMes 1.8 11 \approx \$181,100

\]

THIS ILLUSTRATES THE POWER OF COMPOUNDING BUT ALSO HIGHLIGHTS THE IMPORTANCE OF CONSIDERING RISK, AS ACTUAL
OUTCOMES MAY DEVIATE DUE TO VOLATILITY.

ASSESSING PorTFoLIO Risk Over TIME

STANDARD DEVIATION HELPS ESTIMATE THE RANGE OF POSSIBLE OUTCOMES:

- APPROXIMATELY 689 OF DAILY RETURNS WILL FALL WITHIN +3.5% OF THE EXPECTED RETURN.
- OVER MULTIPLE DAYS, THE VARIABILITY COMPOUNDS, INCREASING THE POTENTIAL RANGE OF OUTCOMES.

MULTI-DAY RISK ESTIMATION:
- THe sTANDARD DEVIATION oVER \( N \) pavs: \(\sicgMa_N = \sicMa_{DAILY} \TiMeS \sQrT{N}\)
- For 30 pays: \(\siema_{30} = 3.5\% \7iMes \sQrT{30} \approx 3.5\% \TiMes 5.477 \approx 19.17\%\)

THIS SUGGESTS THAT, OVER A MONTH, THE PORTFOLIO COULD EXPERIENCE FLUCTUATIONS OF APPROXIMATELY * 19.1 70/0
AROUND THE EXPECTED GROWTH.

OPTIMIZING A POrRTFOLIO WITH HiGH DAILY EXPECTED RETURN AND
VOLATILITY

ACHIEVING A BALANCE BETWEEN HIGH RETURNS AND ACCEPTABLE RISK INVOLVES STRATEGIC PLANNING. HERE ARE KEY STEPS TO
OPTIMIZE YOUR PORTFOLIO:

1. SET CLEAR INVESTMENT GOALS

- DEFINE WHETHER YOUR PRIORITY IS GROWTH, INCOME, OR CAPITAL PRESERVATION.
- TAILOR YOUR RISK APPETITE ACCORDINGLY.



2. DiversiFy Across AsseT CLASSES

- INCORPORATE OPTIONS LIKE STOCKS, BONDS, REAL ESTATE, AND ALTERNATIVE INVESTMENTS.
- DIVERSIFICATION REDUCES UNSYSTEMATIC RISK.

3. Use MoberN PorTFoLIO THEORY (MPT)

- CONSTRUCT AN EFFICIENT FRONTIER TO IDENTIFY THE OPTIMAL MIX OF ASSETS.
- MAXIMIZE EXPECTED RETURN FOR A GIVEN LEVEL OF RISK.

4. INCORPORATE RISk-ADJUSTED PERFORMANCE METRICS

- USE RATIOS LIKE SHARPE RATIO TO EVALUATE PERFORMANCE RELATIVE TO RISK.
- AIM TO MAXIMIZE RETURN PER UNIT OF RISK.

5. CoNTINUOUS MONITORING AND REBALANCING

- REGULARLY REVIEW PORTFOLIO PERFORMANCE.
- REBALANCE TO MAINTAIN DESIRED RISK-RETURN PROFILE.

ConcLusioN: NAVIGATING HIGH ExXPECTED RETURNS AND VOLATILITY

INVESTING IN A PORTFOLIO CHARACTERIZED BY A 29, DAILY EXPECTED RETURN AND A 3.5% DAILY STANDARD DEVIATION
OFFERS SIGNIFICANT GROWTH OPPORTUNITIES BUT ALSO ENTAILS SUBSTANTIAL RISK. UNDERSTANDING THESE METRICS IS VITAL
FOR MAKING INFORMED DECISIONS, MANAGING VOLATILITY, AND ACHIEVING LONG-TERM FINANCIAL GOALS.

By EMPLOYING DIVERSIFICATION, STRATEGIC ASSET ALLOCATION, AND ONGOING RISK MANAGEMENT, INVESTORS CAN OPTIMIZE
THEIR PORTFOLIOS TO BALANCE THE ALLURE OF HIGH RETURNS WITH THE NECESSITY OF CONTROLLING RISK. REMEMBER, \WHILE
HIGH DAILY EXPECTED RETURNS CAN BE TEMPTING, THEY OFTEN COME WITH INCREASED VOLATILITY, REQUIRING CAREFUL
PLANNING AND DISCIPLINED INVESTMENT STRATEGIES.

Key TAKEAWAYS:

- EXPECTED RETURN AND STANDARD DEVIATION ARE FUNDAMENTAL TO UNDERSTANDING PORTFOLIO PERFORMANCE.
- HIGH VOLATILITY DEMANDS ROBUST RISK MANAGEMENT TECHNIQUES.

- PROPER DIVERSIFICATION AND REBALANCING ARE ESSENTIAL FOR LONG-TERM SUCCESS.

- ALWAYS ALIGN YOUR INVESTMENT STRATEGY WITH YOUR RISK TOLERANCE AND FINANCIAL OBJECTIVES.

ACHIEVING OPTIMAL PORTFOLIO PERFORMANCE IS A DYNAMIC PROCESS THAT REQUIRES ONGOING ANALYSIS AND ADJUSTMENT.

BY APPLYING THESE PRINCIPLES, INVESTORS CAN BETTER NAVIGATE THE COMPLEXITIES OF HIGH"RETURN, HIGH-VOLATILITY
INVESTMENTS AND WORK TOWARD THEIR FINANCIAL ASPIRATIONS WITH CONFIDENCE.

MeTA DESCRIPTION: DISCOVER HOW A PORTFOLIO WITH A 29 DAILY EXPECTED RETURN AND 3.5% DAILY VOLATILITY
IMPACTS YOUR INVESTMENTS. LEARN STRATEGIES FOR RISK MANAGEMENT, PORTFOLIO OPTIMIZATION, AND LONG-TERM GROW TH.

FREQUENTLY ASkeD QUESTIONS



\W/HAT DOES A DAILY EXPECTED RETURN OF 2% INDICATE FOR THE PORTFOLIO'S
PERFORMANCE?

[T INDICATES THAT, ON AVERAGE, THE PORTFOLIO IS EXPECTED TO GROW BY 20/0 EACH DAY BASED ON HISTORICAL OR
ESTIMATED DATA.

How DOES THE DAILY STANDARD DEVIATION OF 3.5% REFLECT THE PORTFOLIO'S RISK?

THE 3.50/0 DAILY STANDARD DEVIATION MEASURES THE VOLATILITY OR VARIABILITY OF THE PORTFOLIO'S RETURNS,
INDICATING THE DEGREE OF FLUCTUATION AROUND THE EXPECTED RETURN.

WHAT IS THE SIGNIFICANCE OF KNOWING BOTH THE EXPECTED RETURN AND STANDARD
DEVIATION FOR A PORTFOLIO?

THESE METRICS HELP INVESTORS ASSESS POTENTIAL GAINS AGAINST RISKS, ENABLING BETTER DECISION"MAKING AND RISK
MANAGEMENT STRATEGIES.

How CAN THE DAILY EXPECTED RETURN AND STANDARD DEVIATION BE USED TO
ESTIMATE ANNUALIZED RETURN AND RISK?

BY MULTIPLYING THE DAILY EXPECTED RETURN BY THE NUMBER OF TRADING DAYS <E.G., 252) FOR ANNUAL RETURN, AND
SCALING THE STANDARD DEVIATION BY THE SQUARE ROOT OF TRADING DAYS FOR ANNUAL RISK, ASSUMING RETURNS ARE
INDEPENDENT.

WHAT ASSUMPTIONS ARE MADE WHEN USING DAILY RETURN DATA TO ANALYZE
PORTFOLIO PERFORMANCE?

ASSUMPTIONS INCLUDE THAT DAILY RETURNS ARE NORMALLY DISTRIBUTED, INDEPENDENT, AND IDENTICALLY DISTRIBUTED OVER
TIME, WHICH MAY NOT ALWAYS HOLD IN REAL MARKETS.

How CAN AN INVESTOR UTILIZE THIS INFORMATION TO MAKE INVESTMENT DECISIONS?

INVESTORS CAN COMPARE THE EXPECTED RETURNS AGAINST THEIR RISK TOLERANCE, CONSIDER DIVERSIFICATION, AND OPTIMIZE
THEIR PORTFOLIO TO BALANCE GROWTH AND RISK.

\WHAT ADDITIONAL INFORMATION IS NEEDED TO DETERMINE THE CURRENT VALUE OF THE
PORTFOLIO?

THE CURRENT VALUE OR TOTAL AMOUNT INVESTED IN THE PORTFOLIO IS NECESSARY TO CALCULATE ITS ACTUAL MONETARY
\WORTH BASED ON THE GIVEN RETURN AND RISK METRICS.

How DOES THE DAILY EXPECTED RETURN RELATE TO THE OVERALL GROWTH OF THE
PORTFOLIO OVER TIME?

THE DAILY EXPECTED RETURN, WHEN COMPOUNDED OVER MULTIPLE DAYS, INDICATES THE POTENTIAL CUMULATIVE GROWTH OR
DECLINE OF THE PORTFOLIO’S VALUE.

ADDITIONAL RESOURCES

A PorTFoLIo Has DALY ExpecTeD RETURN OF 29% AND DAILY STANDARD DeviaTION OF 3.5%. THE CURRENT V ALUE OF



INTRODUCTION

INVESTORS AND FINANCIAL ANALYSTS CONSTANTLY SEEK TO UNDERSTAND THE RISK-RETURN PROFILE OF THEIR PORTFOLIOS.
\W/HEN PRESENTED WITH SPECIFIC METRICS SUCH AS A DAILY EXPECTED RETURN OF 20/0 AND A DAILY STANDARD DEVIATION OF
3.50/0, IT BECOMES ESSENTIAL TO INTERPRET WHAT THESE FIGURES IMPLY FOR THE PORTFOLIO’S PERFORMANCE, RISK EXPOSURE,
AND POTENTIAL FUTURE VALUE. THIS REVIEW DELVES INTO THE NUANCES OF THESE METRICS, THEIR IMPLICATIONS, AND HOW
THEY FIT INTO BROADER INVESTMENT DECISION-MAKING PROCESSES.

UNDERSTANDING THE KEY METRICS
ExpecTeD ReTURN (MEAN RETURN)

- DEFINITION: THE AVERAGE RETURN AN INVESTOR ANTICIPATES RECEIVING FROM THE PORTFOLIO OVER A SPECIFIC PERIOD, IN THIS
CASE, DAILY.

- GIVEN: 2% DAILY EXPECTED RETURN.

- IMPLICATION: ON AVERAGE, THE PORTFOLIO IS EXPECTED TO GROW BY 2% EACH DAY. OVER TIME, THESE RETURNS
COMPOUND, INFLUENCING THE OVERALL GROWTH TRAJECTORY OF THE INVESTMENT.

STANDARD DEVIATION (VOLATILITY)

- DEFINITION: A MEASURE OF THE DISPERSION OR VARIABILITY IN RETURNS, REPRESENTING THE RISK ASSOCIATED WITH THE
PORTFOLIO.

- GIVEN: 3.5% DAILY STANDARD DEVIATION.

- IMPLICATION: THE PORTFOLIO'S RETURNS FLUCTUATE AROUND THE MEAN, WITH A TYPICAL DEVIATION OF 3.5%. HiGH
VOLATILITY INDICATES A HIGHER RISK OF SIGNIFICANT SWINGS, BOTH POSITIVE AND NEGATIVE.

INTERPRETING DAILY RETURN AND VOLATILITY
SIGNIFICANCE OF A 2% DAILY EXPECTED RETURN

- HiGH RETURN RATE: A 29% DAILY RETURN TRANSLATES TO APPROXIMATELY 7 30% ANNUALIZED RETURN ASSUMING 250
TRADING DAYS, WHICH IS EXTRAORDINARILY HIGH AND UNLIKELY FOR A TYPICAL PORTFOLIO.

- CoMPOUNDING EFFECT: DAILY RETURNS COMPOUND EXPONENTIALLY, SO SMALL DIFFERENCES CAN LEAD TO SUBSTANTIAL
WEALTH ACCUMULATION OVER TIME.

- ReaLisM CHECk: SUCH HIGH DAILY EXPECTED RETURNS ARE GENERALLY ASSOCIATED WITH HIGHLY AGGRESSIVE STRATEGIES,
SPECULATIVE ASSETS, OR THEORETICAL MODELS.

IMPLICATIONS OF A 3.5% DAILY STANDARD DEVIATION

- Risk MAGNITUDE: THIS LEVEL OF VOLATILITY INDICATES SUBSTANTIAL DAILY FLUCTUATIONS, MEANING THE PORTFOLIO'S
VALUE CAN SWING WIDELY IN SHORT PERIODS.

- PROBABILITY DISTRIBUTION: ASSUMING RETURNS ARE NORMALLY DISTRIBUTED, ABOUT 689, OF DAILY RETURNS WOULD FALL
WITHIN £3.5% OF THE EXPECTED RETURN, IE., BETWEEN - 1.5% AnD +3.5%,.

- IMPACT ON INVESTORS: HIGH VOLATILITY CAN BE UNSETTLING, ESPECIALLY FOR RISK-AVERSE INVESTORS, AND EMPHASIZES THE
IMPORTANCE OF PROPER RISK MANAGEMENT STRATEGIES.

ANNUALIZING THE METRICS
(UNDERSTANDING THE ANNUALIZED RETURN AND RISK PROVIDES A CLEARER PICTURE OF LONG-TERM PERFORMANCE EXPECTATIONS.

ANNUALIZED EXPECTED RETURN



- CALCULATION:

\C\TexT{AnnuALIZED RETURNY = (1 + \TexT{DAILY ExPecTED RETURN})M{2503 - 1))
PLUGGING IN 2% (0.02):

\(1+0.02)*{2503 - 1 \aprrox EM{250 \TiMes \Ln(1.02)3 - 1\)

- APPROXIMATE CALCULATION:
\(\n(1.02) \aPProx 0.0198 \)
\( 250 \1iMes 0.0198 =4.95)
\(e™{4.953} \apProx 141.45\)

- ResuLT:
\(141.45-1=140.45\) or APPROXIMATELY 14,045%, ANNUAL RETURN.

NOTE: THIS ILLUSTRATES THE POWER OF COMPOUNDING BUT ALSO UNDERSCORES THE UNREALISTIC NATURE OF SUCH HIGH
EXPECTED RETURNS IN TYPICAL MARKETS, POSSIBLY INDICATING A THEORETICAL SCENARIO OR A HIGHLY LEVERAGED POSITION.

ANNUALIZED VOLATILITY

- CALCULATION:
\(\TexT{AnnuaLIizeD STD Dev} = \TexT{DAILY STo Dev} \TiMes \sqrT{250} \)
\( 3.5\9% \1iMes \s@rT{2503 \apProx 3.5\% \TiMes 15.81 \aprprox 55.34\% \)

- INTERPRETATION:
THE ANNUALIZED VOLATILITY OF APPROXIMATELY 55.34% INDICATES SIGNIFICANT RISK, WITH SUBSTANTIAL POTENTIAL FOR
SWINGS IN THE PORTFOLIO'S VALUE OVER A YEAR.

Risk-RETURN TRADEOFF AND IMPLICATIONS
THE SHARPE RATIO

- DEFINITION: A MEASURE OF RISK-ADJUSTED RETURN, CALCULATED AS:
\(\TexT{SHARPE RATIO} = \FRAC{\TEXT{ExPECTED RETURN} - \TEXT{RISK-FREE RATE} I\ TEXT{STANDARD DEVIATION}] )

- ASSUMPTION: |F WE ASSUME A RISK-FREE RATE OF 0% FOR SIMPLICITY, THEN:
\(\TexT{SHarPE RAaTIO} = \FRAC{2\%}{3.5\%} \aPProx 0.57 \)

- INTERPRETATION:
A SHARPE RATIO OF 0.57 SUGGESTS THAT FOR EACH UNIT OF RISK, THE PORTFOLIO EARNS ABOUT 0.57 UNITS OF EXCESS
RETURN. THIS RATIO IS MODERATE BUT NOT EXCEPTIONAL, INDICATING A TRADEOFF BETWEEN RISK AND RETURN.

PorTFOLIO MANAGEMENT CONSIDERATIONS

- HigH RETURN & HIGH VOLATILITY: THE COMBINATION SUGGESTS A HIGH-RISK, HIGH-REW ARD PROFILE.
- INVESTOR SUITABILITY: SUITABLE FOR AGGRESSIVE INVESTORS WITH HIGH-RISK TOLERANCE.

- Risk MITIGATION STRATEGIES:

- DIVERSIFICATION TO REDUCE UNSYSTEMATIC RISK.

- USE OF DERIVATIVES OR HEDGING INSTRUMENTS.

- POSITION SIZING TO MANAGE EXPOSURE.

THEORETICAL VS. PRACTICAL REALITIES
THEORETICAL EXPECTATIONS

- THE NUMBERS PRESENTED ARE OFTEN DERIVED FROM IDEALIZED MODELS ASSUMING NORMAL DISTRIBUTION AND CONSTANT
PARAMETERS.



- ACTUAL MARKET RETURNS ARE INFLUENCED BY NUMEROUS FACTORS SUCH AS ECONOMIC CONDITIONS, GEOPOLITICAL EVENTS,
AND MARKET SENTIMENT.

PrACTICAL CONSIDERATIONS

- MARKET REALITIES: ACHIEVING A CONSISTENT 20/0 DAILY RETURN IS RARE AND OFTEN ASSOCIATED WITH SPECULATIVE
TRADING, LEVERAGE, OR NICHE STRATEGIES.

- Risk oF RUIN: THE HIGH VOLATILITY INCREASES THE CHANCE OF SIGNIFICANT LOSSES, EMPHASIZING THE IMPORTANCE OF STOP~
LOSS ORDERS AND RISK MANAGEMENT.

- LIQUIDITY AND TRANSACTION CosTs: FREQUENT TRADING OR HIGH VOLATILITY CAN INCUR SUBSTANTIAL COSTS,
POTENTIALLY ERODING RETURNS.

V ALUE OF THE PORTFOLIO GIVEN THE METRICS
SUPPOSE THE CURRENT VALUE OF THE PORTFOLIO IS \( V_0 \). How WILL IT EVOLVE OVER TIME?
DALY GROWTH

- EXPECTED V ALUE AFTER ONE DAY:
\(V_1=V_0\tiMes (1 +0.02)=V_0\1iMes 1.02 \)

- ExpecTeD VALUE AFTER \( N \) DAYS (IGNORING VOLATILITY):
\(V_~N=V_0\1iMes (1.02)" )

INCORPORATING V ARIANCE AND RISK

-DuE To VOLATILITY, ACTUAL OUTCOMES WILL VARY, THE DISTRIBUTION OF THE PORTFOLIO VALUE OVER \( N \) DAYS IS
LOG-NORMAL, WITH THE MEAN AND VARIANCE INFLUENCED BY THE DAILY RETURN AND VOLATILITY.

- ExpecTeD VALUE AFTER \( N \) DAYS:
\CE[V_nN] = V_0 \iMes e"{n \TiMes (\MuU - \rrac{\sicMA"2}{2])} \),
where \(\Mu = 0.02 \), \('\sieMa = 0.035 \).

- CALCULATION:
\CE[V_nN]=V_0 \1iMes e"{n \TiMes (0.02 - 0.0006125)}=V_0 \1iMes e"{n \TiMes 0.0193875} \)

- OVER TIME, THIS SUGGESTS EXPONENTIAL GROWTH WITH AN ADJUSTED DRIFT, REINFORCING THE EARLIER ANNUALIZED RETURN
ESTIMATE.

PrACTICAL ExXAMPLE: PorTFOLIO GROWTH OVER A MONTH
LET’S CONSIDER A 20-TRADING-DAY MONTH:

- ExPeCTED PorTFOLIO VALUE AFTER 20 DAYS:
\(V_{20}=V_0\1imes (1.02)*{20} \aprrox V_0 \TiMes 1.4859 \)

- INTERPRETATION:
THE PORTFOLIO IS EXPECTED TO GROW ROUGHLY 48.6% OVER A MONTH, ASSUMING AVERAGE CONDITIONS.

- RANGE oF OUTCOMES:
WITH A VOLATILITY oF 3.5% PER DAY, THE 95% CONFIDENCE INTERVAL (ROUGHLY TWO STANDARD DEVIATIONS) CAN BE
CALCULATED USING THE LOG-NORMAL APPROXIMATION.



LiIMITATIONS AND CAUTIONS
\W/HILE THE MATHEMATICAL FRAMEWORK PROVIDES INSIGHTS, SEVERAL CAVEATS ARE NECESSARY:

- ASSUMPTION OF NORMALITY: REAL-WORLD RETURNS OFTEN EXHIBIT SKEWNESS AND KURTOSIS, DEVIATING FROM THE NORMAL
DISTRIBUTION.

- CONSTANT PARAMETERS: THE EXPECTED RETURN AND VOLATILITY ARE ASSUMED CONSTANT, BUT MARKETS ARE DYNAMIC.

- LEVERAGE EFFECTS: TO SUSTAIN SUCH HIGH RETURNS, LEVERAGE MIGHT BE EMPLOYED, WHICH AMPLIFIES BOTH GAINS AND
LOSSES.

- MARKET CONDITIONS: EXTERNAL FACTORS, LIQUIDITY CONSTRAINTS, AND TRANSACTION COSTS CAN SIGNIFICANTLY IMPACT
ACTUAL PERFORMANCE.

BroADER CONTEXT AND STRATEGIC IMPLICATIONS
For PorTFoLIO OPTIMIZATION

- THESE METRICS ARE ESSENTIAL INPUTS FOR CONSTRUCTING OPTIMAL PORTFOLIOS, ESPECIALLY WITHIN MEAN-VARIANCE
FRAMEW ORKS.

- INVESTORS MIGHT SEEK TO MAXIMIZE THE SHARPE RATIO OR OTHER RISK-ADJUSTED MEASURES, BALANCING HIGH EXPECTED
RETURNS AGAINST VOLATILITY.

For Risk MANAGEMENT

- HIGH VOLATILITY NECESSITATES ROBUST RISK CONTROLS, INCLUDING DIVERSIFICATION, HEDGING, AND DYNAMIC REBALANCING.
- STRESS TESTING SCENARIOS CAN HELP ASSESS HOW THE PORTFOLIO WOULD PERFORM UNDER ADVERSE CONDITIONS.

For PERFORMANCE EVALUATION

- COMPARING ACTUAL OUTCOMES AGAINST THESE EXPECTATIONS INFORMS STRATEGY ADJUSTMENTS.

- REGULAR MONITORING OF METRICS LIKE THE SHARPE RATIO, MAXIMUM DRAWDOWN, AND V ALUE AT Risk (VAR) IS CRITICAL.

CONCLUDING THOUGHTS

THE GIVEN METRICS — A DAILY EXPECTED RETURN OF 29 AND DAILY STANDARD DEVIATION OF 3.5% — PAINT A PICTURE OF
A HIGHLY AGGRESSIVE PORTFOLIO WITH SUBSTANTIAL GROWTH
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