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Optimum portfolio selection using the cutoff rate

Abstract

The research aims to determine the appropriate model that guides the investor in
determining its optimal portfolio, which achieves the highest return for any level of risk
or the lowest risk for any level of return, as it achieves the best trade-off between return
and risk. The simple arrangement or cut-rate model was chosen, which is adopted as a
basis for either adding or excluding any security to the optimal portfolio. The research
relied on the cut-rate technique. The optimal portfolio can be determined by selecting a
limited number of available stocks. To achieve a goal, it relied on the returns of the
monthly assets of a group of companies (Dow Jones 30), an industrial index for the thirty
largest industrial companies on the New York Stock Exchange for the period (12/31/2016
- 1/1/2016). And it turned out that the additional return and the systemic risk play an
important role in adding or excluding any security to the optimal portfolio.
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(1) ds>
(Dow Jones ) »isa gaay Al elia glad CilS )il

o el A, alalaiay)

1 BA The Boeing Company il delia

2 CAT Caterpillar Inc Jaill il e delia

3 X Chevron Corpe il Jnidl e lia

4 GE e 5 6aY) delica
5 IBM s Corporation sisma U1 5 jeal dolia
6 INTC s Sl 36, delia
7 Ko The Coca-Cola Company 3l Sl pil delia
8 MMM 3M Company Ao gl Cilelia

9 PG The Procter & Gamble Company e yiia deliva

10 XoM Exxon Mobil Corporation adl g Jaidl) delia
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O Aaalaill 8 )blaall S5 Ross et.al.,2010:424) Security Market Line (SML )3l &) ) 5Y)
(Weigand,2014: 250) :A5Y) Ualaall Cava 5 13 g sall Uiy Al e yall 05 1) DA
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(The )3S il dile Jaza (So) 385 s A (0.024) Jaxa s (Cheviron Co. )38 i \gliz (0.029) dais
2016 ple (e QAN el & (5 )l e el ali LS (-0.002) ety Lilbs Yare Cilss 3 Coca-Cola
Gl 3 (g el Ble S (The Boeing) 48 b Clas 288 J V) el 8 Wl (TBM) 4S04 (0.156) e
e Al S il (e QUS 58 il g anail) (8 G L) so a8 IS Al AL L) (<0.169)  4ied
QUsS il 5 (%0.44) Chand) 330 JA alaxa &b gﬂ\j (Risk Free) (Rf) 3 ykalaall e Ja Jaza (e 81 2ile
Sl e (0.002/-0.002) Wl se Jaa il 3 (General Electric, The Coca —Cola) »
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(2) ds
(31/12/2016 — 1/1/2016) 330 JIa el SIS i1 il g gall o 2ilall Jaza

N Company 1 2 3 4 5 6 7 8 9 10 11 12 AV
1 The Boeing -0.169 -0.016 0.074 0.062 -0.064 0.029 0.029 -0.031 0.018 0.081 0.057 0.034 0.009
2 Caterpillar Inc. -0.084 0.088 0.131 0.015 -0.067 0.046 0.092 -0.010 0.083 -0.060 0.145 -0.030 0.029
3 Chevron Co. -0.039 -0.035 0.143 0.071 -0.012 0.038 -0.022 -0.019 0.023 0.018 0.065 0.055 0.024
4 General Electric -0.066 0.001 0.091 -0.033 -0.017 0.041 -0.011 0.003 -0.052 -0.018 0.057 0.027 0.002
5 IBM -0.093 0.05 0.156 -0.036 0.053 -0.013 0.058 -0.011 0.000 -0.032 0.056 0.023 0.018
6 Intel Corporation -0.1 -0.046 0.093 -0.064 0.043 0.038 0.063 0.030 0.052 -0.076 -0.005 0.045 0.006
7 The Coca -Cola -0.001 0.005 0.076 -0.034 -0.004 0.016 -0.038 -0.005 -0.026 0.002 -0.048 0.028 -0.002
8 3M Company 0.002 0.039 0.062 0.005 0.006 0.040 0.019 0.005 -0.017 -0.062 0.039 0.040 0.015
9 Procter& Camble 0.029 -0.017 0.025 -0.027 0.011 0.045 0.011 0.020 0.028 -0.033 -0.050 0.020 0.005
10 Exxon mobil -0.001 0.03 0.043 0.058 0.007 0.053 -0.051 -0.020 0.002 -0.045 0.048 0.034 0.013

AV -0.042 0.003 0.051 0.030 -0.002 0.021 0.026 -0.006 -0.003 -0.023 0.048 0.031 0.011

Rate of grow -1.06 18.37 -0.4257 -1.0558 -13.946 0.2143 -1.2316 -0.4912 6.5229 -3.09 -0.3638

—
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Baa DA dadl dle s il 5 _halia Jalas Ll
bl Jalas iy 53 (3) Jsonll b cmia e LS5 Lo b Lol D81 lS 1 3 5llin g
.(Beta) x5 (Variance)

(3) Jsa
Ly bl s Tignl) S 50 5 aladl o
N Company a? B
1 The Boeing 0.005 1.561
2 Caterpillar Inc. 0.006 1.744
3 Chevron Co. 0.003 1.218
4 General Electric 0.002 1.209
5 IBM 0.004 1.677
6 Intel Corporation 0.004 1.252
7 The Coca -Cola 0.00102 0.264
8 3M Company 0.0010 0.635
9 Procter& Camble 0.0008 -0.166
10 Exxon mobil 0.0013 0.424

The ) 38,4 b (0.006) 4wy b Jel Csis 88 (Caterpillar Inc.) 385 o) &b e i
Ol iy Aulie 3 )kalae el Binlia Lt (435 ) SAd) 3,80 () ey 185 (0.005) o0 il (Boeing
b Jh S ke 4 elale Cauay e dil e ld 585 ) Lyl adsial) (gad el 3 pklae cld QUi gl of L
A58 o ot (2) dsaa sl Jsaa () Basallys o) Tale cally il Gli el 3 klad) cals LS
The )aS yiy Auall CIS Jd G e (A9 A el 92 5(0.029) 6,8 dle Jaxe Citia 3 (Caterpillar Inc.)
AS )l a5 (0.156) o8 @l Al ClS 13 G e el e o) dua e (Y145 el s (Boeing
& s (B(0.001) 208 Ll (B3M Company ) A4S 4 Wl 5 (0.0008) dels (s (S (Procter& Camble)
S5 Lo (0.015)5(0.005) i so

A0 b5 (1.74) Lhad iy 3 Uiy iy 4lia 3 5klie el (Caterpillar Inc.) 38 b by Ciia
(Caterpillar Inc.) 38 % o) a3 N il e (0.018)5(0.029) i se aly 3 (1.68) 58 fu (IBM)
4nsds 288 Al Up Al IS 8 (e Jadd 32 5 A4S 33 il LS Ly (ulide SIS g i) lidall s jlalae e chsas
(0.005) waile a#lis(-0.17) Wied Caly 3 (Procter& Camble) 48 s
Jotiall ddadasal) Lol (Ul
,u-ﬂd‘ Adadaal) Jladl 1

5_kalaall Lulide ol abie alasindy s 4l S Al e (Cut - Off - Rate) ool Jne 485 3k 2y
CUS 5 & gama (3o (%40) dansiy (51 1 S 1 ) (e 55 8 Tl Al () g i) Aainall LY
AV QIS Al sedl &5 (Caterpillar Inc.) A4Sy gl 5 (Exoxon mobil) 4S8 iy Olay Al
(R-RF)/B< C) ol Jna fad (yo Ji1 clS S ) @l Ly 1 ALY il s ) ¢y oS el Al (0
(4) dsaall b maim e LS5 adaill Jame dgle aing (5311 (ulsY) 585
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(4) Jsx>
Og\..\ﬂ‘ Jl.h‘ gé u.\:.'ml\ Z.BM\ j.,ai‘i ckﬂ\ d.:a.A

0.0001 = @sdl (s 9%0.44 = Rf ) Lale

m ' —R,)B, 1+o?my" p*/oz
N Company (R-RF)/B (R-/I:f B B2/c2 S,,,.(k = RF)B X p* /o2 L BRe = Ci
1 Exxon mobil 0.020 2.810 140.000 2.810 140.000 0.003 1.135 0.0024
2 3M Company 0.016 6.583 402.000 9.393 542.000 0.009 1.524 0.0060
3 Chevron Co. 0.016 8.906 556.000 18.298 1098.000 0.018 2.062 0.0086
4 Caterpillar Inc. 0.014 7.451 526.000 25.750 1624.000 0.025 2.571 0.0097
5 IBM 0.008 5.948 761.294 31.697 2385.294 0.031 3.308 0.0093
6 The Boeing 0.003 1.419 527.576 33.116 2912.870 0.032 3.818 0.0084
7 Intel Corporation 0.001 0.600 436.000 33.716 3348.870 0.033 4.240 0.0077
8 General Electric -0.002 -1.468 771.988 32.248 4120.858 0.031 4.987 0.0063
9 Procter& Camble -0.005 -0.166 34.451 32.082 4155.308 0.031 5.020 0.0062
10 The Coca -Cola -0.026 -1.778 68.000 30.304 4223.308 0.029 5.086 0.0058
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81 Uiy ) ) e Fansi Aad i) IS 8N Slatiad 3 I35 (0.0097) edadll Jane dad iy
daaa Al S i g e B sz\ ‘551.;4\ dle Jara 6&:\ (Exxon mobz[)‘ts‘).ﬁ: catda 1) Janall 138 e A
A, (0.014) b 8 ddisd) GAS,A Uy ) i) vle Jae 3 L) (0.020) @ 131 bl
Sl o A el ) sall Jara A (A W) A jally ela A8 )3 038 o)) (e a2 ) e 5 (Caterpillar Inc.)
e Tl L yLalae ) cannas 0805 (0.029) Wle s 3 30l JA Zisnll S 18 gaan oy Aisdnal
Al cela G ilal sle i) e Ll B (1.74) 5 (0.006) Leiad il Gy oliba s (ol
Al e ety ) Asial) (a3 8 Y

Rkl (utiia ) A tal) Aidaal) Ganda cilS A ) 30 2

ZIoAI A e 028 pana SIS il @l () 5 ) ast o3 Bl Adadaall e IS HA 230 2387 day

(3) sl b g ge 58 LS IS e (X) 5 (7) e

(5) Jds
obl) Gulia Ul 8 i) Aladaal) Gpana S A ol 5 )

N Company R-RF B 02 Zi Xi
1 Exxon mobil 0.009 0.42 0.001 3.395 0.379
2 3M Company 0.010 0.64 0.001 3.377 0.377
3 Chevron Co. 0.020 1.22 0.003 1.843 0.206
4 Caterpillar Inc. 0.025 1.74 0.006 0.346 0.039

Total 8.961 1

L @b 3 el dladadl e ()5 el @lie (Exxon mobil) 38 4 o) (5) dsaall (e Oatias
oaleas) Cay @lly i) el S 58 G e ilal dile o) e clias Wil e pe ) e (0.38)
L aby O (Bal) ddaadl) S AN o 59 B (Caterpillar Inc.) 4S8 &)y OIS Lein i yhlas
dniaall S 5 (bl dile SIS 5 (g el ile Jame am (e (1A 5l Ciela Ll (e a2 L (0.04)
A3 Ol WS (1.74) 5 (0.006) aly Gl 5 Gy Gl duliall Lei yhalie g li) cum Iy s L)
(%37) Cialy il iy s g8 plalie (aliddl sy (K15 (0.010) &l 3 Adaisall

Jotiall el o ad gial) dilad) Jara -3
Ol el el & el Adadaall e a8 gial) dilall Janae (6) J s> Ca

(6) Js>
oabal) (lisa sl 8 Tl ddadsdl) aile
N Company Ri Wi RiWi
1 Exxon mobil 0.013 0.379 0.005
2 3M Company 0.015 0.377 0.006
3 Chevron Co. 0.024 0.206 0.005
4 Caterpillar Inc. 0.029 0.039 0.001
Total 1 0.017

(0.012) @ (Rf) s bladl (e JW dile Jaza e 23 585 ,(0.017) (olial) adadl) dile Jana gy 3)
A8 8 iS5 ,(0.006) o8 Ny (%634) Aamis giaaline il 3 (0.37) &l 5215 Abadaall aa 633
Gl vile Jane b YA el Cels (%6.7) Aty Bl a5 8 Al S (Caterpillar Inc.)
Gelay (0.001) o8 Taile Ciéa 5(0.039) &b 3 L) 5 aaldadl cann a5 (0.025) &l 3 dadaal) IS a0
.(0.005) o8 Ll Aadaall xile st 3 daslbuall Cus e 400N 435 54 (Chevion Co.) A4Sk
Opldl) (ulida Ul gﬁ uf-'m.“ dBdaal) 5 alda s 4
Adadadl) 3 phalae el (g luaall ol asY) aadiin il ddaisall ) gall ) Al any

obitey dulid) daiaall 5 )l (8 (6) Jsandl 3 ddaiad) 2l s e (5 jbmall Gl i) Gl (sadal any
(0.013) day Mall Aadaall (5 jlinall L8l il 3Ly 31 (0.0002) Coily ol
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