Use goal seek tool for risk goes down, but mean return goes down.
New tool – risk optimizer.
Portfolio Analysis with RISKOptimizer.xlsx


Click Model Definition
[image: ]

Risk Optimizer
· Goal: Maximum
· Which cell: C23 (portfolio return with puts)
· When run a simulation, have various statistics. Need to specify in Analysis type what we want to optimize. In default case, optimize VAR at 5th percentile
· If choose Efficient Frontier, will plot what return you get for different variables of risk.
· Adjustable cells (highlighted in yellow) => want to alter strike price and number of puts: select range of cells, max and min, then select the types of values (since discrete # of options, select integer. If selected discrete, need to specify step size)

Risk Optimizer: Settings:
· Chose # of trials or time

Then click on Risk Optimizer/Start:
· Window bottom left shows progress
[image: ]

When done, will adjust yellow cells to show you output.

Portfolio Analysis with Efficient Frontier (RISKOptimizer).xlsx

Looking for # puts to buy in each kind in given range (1-20) and determine strike price of puts (10-150). Wider the range, the longet it will take to build model.
In constraints, try to different values of mean, and for every one of these values, want to optimize for various values of risk mean (C23), and see what is the best we can do for each of these values.

Example of constraint: 
[image: ]
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2 | Known inputs Stockl  Stock2  Stock3  Stockd  StockS

3| currentstock price $25.47  $33.42  $92.97 $41.33  $37.48

4 | Shares purchased 1000 2000 1500 500 1500

5 | Time tohold (years) 05 05 05 05 05 Black-Scholes calculations for puts

6 | Mean annual growth rate 1247% 24.14%  16.86% 22.54%  18.22% Stockl ~ Stock2

7 | Annual volatility 25.34%  19.85% 29.74%  22.36%  22.06% d1 0.57491 0.575513

8 | Shares per put 100 100 100 100 100 d2 0.39576 0.435176

9 | Price per put $83.23  $88.68 $515.60 $150.17 $123.42 N(d1) 0.282676 0.282472

10| Risk free rate 5.50% N(d2) 0.346141 0.331717

11 Price $88.23  $88.68

12| Decision variables
13| Exercise price of put
14| Puts purchased

16| Uncertain inputs
17 stock price at expiration

19| Outputs

$37.34  $98.93  $45.69  $40.56
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20| stock returns. a7a%  1L72%  642% 1054%  821%
21| Portfolio return without puts | 8.03%
22| Putvalues at expiration $000  $000  $0.00  $0.00  $0.00
23| Portfolio return with puts 7.36%
2
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26| Mean portfolio return 8.03%
27| probability of positive return  100.00% Note: The summary statistcs to the left will
25| [VAR of portolio retum e ‘come alive" when you run the simulation again.
29
20 r . | i
31| Mean portfolio return 7.36%
32| Probability of positive return  100.00%
33| VAR of portfolio return 7.36%
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