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Deterministic

-10

0

10

20

30

40

50

60

70

80

Expected Return = CD Rate

+
(Positive)

-
(Negative

)  
• Returns are: 

1) Riskless 
2) Predictable 

• Expected returns are not a function of volatility. 

Random Walk

-10

-8

-6

-4

-2

0

2

4

6

8

10

12

Expected Return = 0

+
(Positive)

-
(Negative

)

 
 

Drift & Diffusion
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• Enhance returns through: 

3) Diversification 
4) Rebalancing 

• Expected returns are a function of volatility. 


