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# # 5781546726 : MAJOR STATISTICS

KEYWORDS: ONE-FACTOR MODEL / MARKOWITZ PORTFOLIO OPTIMIZATION / BLACK-

LITTERMAN MODEL
PARIYAKORN MANEEKUL: EFFECTS OF CORRELATION COEFFICIENT ON RANK
BASED STATISTICAL INFERENCE IN PORTFOLIO OPTIMIZATION. ADVISOR:
ASSOC. PROF. SEKSAN KIATSUPAIBUL, Ph.D., 61 pp.

This paper investigates the effects of correlation coefficient on rank based
statistical inference in portfolio optimization. We perform Markowitz mean-variance
portfolio optimization experiments on asset return data simulated from a one-factor
model. Conditional expected asset returns are estimated by the recursive integration
technique. A comparison study among the three models, the proposed rank based
model, the prior model and the clairvoyance model, is done at different levels of the
correlation coefficients with certainty equivalent return as the performance measure.
Our results show that the rank based model significantly outperforms the prior model
by a large margin and closely tracks the clairvoyance model performance. The
performance of the rank based model approaches that of the clairvoyance model as
the number of assets increases. In the case of large number of assets, deterioration of
the performance of the rank based model is observed as the correlation coefficient
increases. Applying the proposed methodology to real data sets from US stock markets
between 1990 and 2015, we find that, with a correct ranking, the rank based model
outperforms the prior model as predicted by the simulation results. With a historical
ranking, allowing short sell, the rank based model can outperform the prior model

when the confidence level parameter is appropriately adjusted.
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NAgAvesaInn1samulanadl
w = argmax y ,,_,(a'w— ngZw)

lagiimun y unu Ardudsz@nsnisvanidesndinuidesrssdadnu (Risk Aversion

Coefficient) lngAuNNLAAIRINITNANLGEIANUENNNTUVRITNAMY

2.2 M5USTUUAIAIANTIVDINANDULINY

2.2.1 wuudnaed Black-Litterman
~ % 4 a . a 1 1
LH19991NN15TANDIANITAINUAIUN ¥V Markowitz iaaudaulnisie
ATUSEUIUAIAINVIIVDINANDUMVILYBINAN VSO UAEAUUUTUTIUYRINEIAN T
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ANANIINARDULNUAINA1I71 LU FDAAADINUNANDULNUIUDUIANUDINANNSWE DAY
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e

nosldloya
Litterman (1991) 3sliiauauiuiAnlunisldyuuovatinasmuLasnIswankaInauved
Hanauwny anlgTniulunIsAIAIATIve AR UWNUYRIENN TN

Tneuuud1a09 Black-Litterman 1 f1vuANI5WaNLasno (Prior) TaIHARBULNY
Yoanannsndidunisuaniasuuuunfinundnniseysnunisadanuuug Tnenileain

o

LUUS1aDInaEnINAAIA (Market Equiliorium Model) Tasnuudaasiitmualy a iy
NAWOIAIAIANISUOINANDULNUYDY N %5ﬂ%§WE§%QLﬂuL’JﬂLG}E}§?jNﬁ§ﬂ’]’iLLﬁ]ﬂLLﬁNLLU‘U
Unfinanefuls drennnesaeie a INNANDULVUAAIAAAENTNUALLUNINGAITY
wUsUsausan 7 Toedi Lﬁ“fJummﬁﬁLLamﬂmL%aﬁwia%mdamst,wﬂu,mﬂ'au way

Wuwnsndanunususiusudaduansnduinagraiuay (Positive Definite) A

a~ N,(a,rt))



UUNDY (View) UDIUNAINUAINLUUTIABY Black-Litterman gnfinvunnigseuy

aun13i89du (Linear Equation) veswanauwnuvasmanning wazilunnwesgdulu K
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v~ N, (Pa,E)
W Py wv3nd3eainunfuannyunedvedlinasufonanouwnuue
NANNING  AIUNITUINKINRIVDY @ LilegNUTUMIByNBIveslnasuIsidn vy
ail

falv) « f(vla)f(a)
o exp(—3 [(v — P@)TE" (v — Pa) + (@ — @) (rX) "))
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wé lnganaunmstisiuaiunsawandladn a Aiiudeyayauesinaamuaziinisuanuas
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Ela|lv] = [PTEIP + ()] PTE v + (D) @]

wudnsiideyaiiiunlunisusznamInaninana LU sy Ivesiin
A9UATNLUUIIE0Y Black-Litterman Uanunsainldlddmsumsdanesanisamulag
fifosnsld enmanaemwansuumududeyaisiu Tasiamznsdaneanisanunia

unAnARAY-mLLUTUTIUYEY Markowitz Feiinnuseulmgaredeyamaanives

[V 7
v

nanouwnuvesnannsng valluaiiuluaindanisasiaunesvestnamuse
nanauknuvamdnnindluswianiiiudoyaidausinmturildon Tumuitedias
Toyadadusuiiimunlagssuveannsidaduiadudoyaidsnuniwlunisuszanaen
meviauemanouuny fsanansatluussgndldruaiddiendn
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Litterman yuuasvesinamududeyaidsuiunn lunsidelfaulanislddoya
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Y

gNADININUA N1FUTLUIUAIAIANTIVBINARBULNUTDINANNT NG Az aglugUvaIns

[

Uszanamaaniauuiiauluaadl

a=Elala; <a, < <a,]

[y

=t <) v I~ 1 aa ' [
FadulumunannisiiedduiuiznisuszuiaA1A1anIareInana Uk uYed
[ % 6 aa . ) U Q" = dy vV a o % q!
nanNIngnnaisves Black-Litterman uisneiuninsanuilldveyausenouidadunuds
Judeyadsnmnin laensmuiuainaniwuuiiteuludengty Wefinnsandeya
Wanaulnuiiasalsulegludiuuutaduifies (One-factor Model) aga131150
AululalanewadaUswusiisulin (Recursive Integration) (S. Kiatsupaibul et al.,
2016)

2.2.3 MmsUszanaumanisvesranauwuiileliveyaUsznouldsdunuiilonduyseans

6

anduniusseninranauwnuramanningladviiugud
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4{‘ a ! [ a v a (Y A« v |
Wenansauinisuszuiuaiaianddlaedideyalsenauldaouduniseauan

U

dudszansanduius (p) M99y Kiatsupaibul (2016) lafiaailidn e a dn15uan

WAUVUNANANEAIUT a~N,, (&, Y) warn1uualingsne a 310 One-factor Model

[

oedl R Wudeyausznaulsduduuaz M, Z; In15uaniasuuuunfnnnsgiu fsil

a; =ai(\/EM+w/1—le-)+di,fori =1,..,n

R={aeR"a <a;,i=1,..,n—1}

v 6 1 o

A9un p UUATENUSEAVDEVANIUSSEMIN a; Uay a; dm3UYNg i Lz j

a £ v v 6

1PgNUILDITAUAIENUITEEVSANFURUS (p) NTU NMTUTZUIUINABIAIAIANIITDS

a Azilnnunduanal nanAeldiuilguuuninsgiuvesdrseuiugaduLile
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2.3 AUYallufanUNARIYRITaYAUTENBULTITUAY

nsUsznaAletinamulidulaluaugnieswesteyausenouldaduduaninse
wansdoyausznoudedunu R JussdUsznoudu (Random Element) (Chiarawongse et
al, 2012) X unumansalleq lneivuaseduanuiediudeninugniesvestoyalsenay

(%

a v v v 1 < = Ya | Yo A
\WeguRumMenuUasdu (k) Jeanunsalidenunn k landl

_P(@eX|R=R)—-P(aeX)
“Z P(aeX|a€R)-PlacX)

, k € [0,1]

g P(e€EX|R=R)=kP(a€X|a€R)+ (1—k)P(a€X)

= o oA | & A

Fadlaaumaneinde k = 1 Makanuwasrudziuvesranauwnulaeddeuluuy
yuueafidunald (Observed View) Aumswanuasanuiaziiuvemansuuvuwuuiitouls
vuyuteswatinamuilawwiiu laeagld P(a X IR=R) =kP(a €X | a €R)

J [ N ¥ a v o < = £ 1 A
LLagﬂ’]ﬂ’]@‘MNLLUU%J“UEJZHﬁUi%ﬂEJULGNEJ‘LM‘U“UEN a Q%LUUIUG]’]&JNEJUI?JIWUEJ 2.1 NAIAD

a=Flala; <a, < < a,]

Tumsnduiulle k = 0 9zl P(a € X | R = R) = P(a € X) AAIAWINUe8 a 9%
whiunuszanamen1sianiasneu lunsnsdagimueAiauiedureAugniedves
Poyausznauldaduiu () TuszduiuansiuiiodnusednSamueimsdanesnnisasui

Wasuwladlunnua k

2.4 M3IUsEANSNINVBINITIANDIANITAMUAIEAT Certainty Equivalent Return

n1357nUsdnSnnveInisIaneinaueieal Certainty Equivalent Retumn Aanis

AmuIAUsEIMeTTaUsEleviveIn1sinnesnasu @9d1 Certainty Equivalent Return
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[

aunstanatl

u=a'w-— gWTZW

lngen Certainty Equivalent Return wisiumuusgansnnlunisianesnnisasmu s
AUszanaesTnUsgloviinnuansisssdviamlunsianesnnsamuiftuies
2.4.1 MyiaUsEansnmnsdnneinnsamualedeyadiaes
yideilurnnisdanesnnsamuinedeyasians fuuanistnlseansaim
peA1 Certainty Equivalent Return snuaun1s919siulasfvunli
(1) 14 a Aldnannsdrass

2) Tumsnaassmsdanesanisamuludoyasiaes dwuald ¥ Wudined
(3) unu w LiemsiaUszavsnmesmsnaassdanesnmsasyuly 3 nsdsne
® w, dwiunsdanesansamulaglitoyaranauLNuIINNITUIIINDY
(Prior Model)
® w, dmiunsianesansamuwuuiiveyauseneuldadunu
(Rank Based Model)
o w, dmfumsianesnnisamuleglideya a Mintuass

(Clairvoyance Model)

2.4.2. M3IaUsEANSNINNITIANeIANTaEluTaLATS
n1swWiguiiguuseansainnisdanesanisasyueie Certainty Equivalent

Return Tun1sneaaenisdanesnnisamulutoyaqsanail (DeMiguel et al. , 2009)

CER =7, — g (s2)

108 7, WU HanauLNUYaInaInNITasuedslutna k

sf uny ANuULUsUTINYRRegunesnnsan Uy k
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Mntutnusganinmnisdanesanisasuiieaiussninessoussleond (Certainty
Equivalent Return) Imaﬁﬂmﬁmmzﬁsﬁ’a%aﬁgwmiuiﬂmﬂim R Version 3.2.4 saidumen
el
3.1 sunauluniseiiunisine
FovhmsAnvmguiuazsideiifedouddsihnsmesssianesnnsamuiudoya
asswazdeyassilaeuiinisidueendu 3 daniail
duil 1 mansEnuvesTERUAEIUSY VS anduTLS (p) FoUsEENENINYDINITIANDIA

NIAINU

| = o v

daufi2  wanIenuveInIulelusionIu)NAeIveIteyalTEnauLTIdUU (k) Fio

,
A v o a £ v o &

‘Uizﬁ‘m%mwmaqmﬁmwa%mmiamuw LAUANFNUTTENTANFUNUS (p) Funnsefiy
dwii 3 UseAnSn1nvean153InneInnIsamukuUiiveyaUsena UL uAuYBIHARD ULNY
Yomannindiudeyadse
3.1.1 MSANYINANTENUVDITERUASUUSE NS andsTuS (p) siaUszdnsnInenInITin
NOIHINITAMU
3.1.1.1 manIuteyadnaes
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n  wnu urEnnindlunisdaneianisamulaeiivue
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n = {10,50,100}
p WU SEAUAMNENNUSIEIINNANBULNUNSNNINE LasazAnuwl 4 sz
p = {0,0.5,0.75,0.9}
2 i A NLUSUTINYRINSHANLAINBURMUAlTAAY 2.5 X 1077

Y
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! U v U 6 o ¥ ! L2 10
WU ATUSUTUINANULUSUTIUYBINERDULNUNANNSNE AU TALYINAY
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T 91U AUSUTUIALUNSNDAINULUSUSIUTINUDINITHANWIINDUATNUA LA
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NARNDULNUVDINANNSNENLAATUITING

=De

° Sﬁa;ﬂammammﬁau (@)

daes @ \Judayarinmswanuaanew lneivueld @ = (@, @,, .., @,]

'
a0

— a a o W = <
LAY @; UNITHINLIILUUUNG NUALAALLNINY 0 kazdAIuLUIUIIULTY

q', 2 iid
o2 =25x%10"7 & ~ N(0,02)
° Toya a RT3 (@)

§1809 a~N, (@, X)) Tufafvuald a Sn1swanuwaawuuunivaisdy
wUs Aiflamesanadodunmnes @ wardunindanuuususiusundu o3
Tagtunsng Y Wuunsndauin n X n 1ANLUSUSIUUDINARBULNUVBS
vdnnindasranannniswanuasuuulaauaisiiesmdase n ANMEAUTUIUA

v s

AMUKUTUTIUVDIHANDULNUYDINANNTHE (a ) wazdsziuauduiiug

SEIINARBULNUTIBIENTNSNE (p ) AUSERUTIS U

3.1.1.2 Uszanamansuuvuveadnnindlunsdiifideyalseneuldedusu
Aunen & iWeuszinu a lnglidoyauszneuieduiuves a Aildain

n1sd1ae9lude 3.1.1.19zla @a=E[ala; < a, < < a,] a8inaila

USWusiisuin (Recursive Integration)

3.1.1.3 Aruaulgu1gnITIANDSANITAINUAIUNG B NFUNINNITNG VB3

Markowitz (Markowitz Mean-variance Portfolio Optimization)
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WagHINOU
— i Tw, — L
w, = argmax anp=1(a w, prwp)
o NsIANesANITaUKULTTayaUTENa UL UdU
o atw._ —Y
w, = argmax zan=1(“ w, quwq)
Y 4 L A a d’{ a
o nsdanesanisamulaglidedn a MAnTuass

— T Y .,
W, = argmax ana=1(a Wq — ;WaZWa)

3.1.1.4 TnUseanEnInUeINsIanesAamuiY Certainty Equivalent Return

gj v A:’{J (% s ! d' . .
VDIV 3 ﬂﬁm@ﬂﬂﬁuﬂ'ﬁﬂ@a@QQ@W@i@ﬂWiﬁﬂV}ULL@ﬁ%i@UW l IWEJ 1=
1,2,..,30

° Certainty Equivalent Return ¥83n159anasnnisasnulaslddaya

NARBULNUIINNITLIULLIINDU (ufa)
i _ T, _ YV T
U, = a wy > wW,2 W,

o Certainty Equivalent Return 983n133anesnnisaamuuwuuiiveya

Usenauldeaousu (uf)

i _ T Vo
Ug = A Wy ququ
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o Certainty Equivalent Retun wainsdanesanisamulaglddoys a 7
AATUATS (ul)

i _ T V 1
Uy =a wy —Ewaf,wa

3.1.1.5 g 9o 3.1.1.1-3.1.1.4 9uATU 30 S0U

3.1.1.6 WiguiguusyansnmueamsdaneinamumeiUSeuiieusening

o ALadgYes Certainty Equivalent Return 3nmsdanesnnisawulagly
¥ 1 A A _ l 30 i
foganinmisuasuasniou (i,) ne @, = (30 2% up

o ALAEYeY Certainty Equivalent Return 91nn1sdanesnNIsasuwuull
v o a v o A ~ i 30 i
Yogausvneuliedusiu (4,) e 4, = () T2 ug

1 = o 4 v 4 ¥
o ARAYVDN Certainty Equivalent Return ﬁ]']ﬂﬂ']i'i]mWE]i@]ﬂ’]ﬁaﬂVJUIﬂﬂsL‘U

£

Toya a MANTUATI () log 4, = (%) »30. U,

3.1.1.7 ayunan1innaes

3.1.2 M3ANYINaNTENUIBIANULTBTUABAUYNABIYRITBYAUTENO UL U (k)

] [

m'mJizam%m‘wmaamié’fmwa%mmiamumzmuﬁ’]ﬁmﬂiz%m‘émé’u s (p) 7
WRNAIAU

3.1.2.1 ﬁmumzé’fwmmLs‘ﬁ'aﬁwiammgméfmmm%’agaﬂizﬂauL%aé’ué’u (x) &afl
seduwansnety 6 sedulae K = {0,0.2,0.4,0.6,0.8,1} a1ntuiwiin1ssaes

¥ 1

ToYUANITUAINUIINOULAL VBLANARDURNUTLARTUITIN Ul AU I TUAATUAULAY

7
Funeunsiaeumiieuiulude 3.1.1.1
3.1.2.2 UszanauAaaniavesranauuuvevannindlagiiveyausenauids
JUAY
NnTERUAT K fifuavinsussnammanislaglidoyausznouids
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4 1 < Y o ~ vy a v v d‘ ¥
(1) srepuinasdu k lewu a Wnsldtoyausznaudeduiuiignies an
ToyananauLNUNAnTUIS a Nlndnaedlilude 3.1.2.1
(2) sheauinazdu 1 — k Widwu @ Wnglddeyalszneudaduiuiinnainnig
a0 afan Ny (@t ) vunnln
(3) vimsuszanarnanivesranauwnulae fmualildduiuves at Yssuna
. X I =~ _ t < T <. < t
AAaniwemanauwnuloe @ = Ela | af <al < <af

v

3.1.2.3 ¥NN5819UNMUNU0IAIUTEUIUANAIAN IIUBINANDULNUAILAT K AIT
a=xka+(1—-x)a

3.1.2.4 M 3ianeinn1samulaeinuauleunenIsTanesnN1Taw U NG ¥l
naunannInguas Markowitz agyinsinUsedvanmnisdnnesnnig
a9uenY Certainty Equivalent Wudaiutuneulude 3.1.1.3 war 3.1.1.4 Tng
14 & Wunawesmmanimemansuwnilunsdinmsdnnesanisasmuwuud
ToyaUsEnoueB Uiy
3.1.2.5 Y9140 3.1.2.1-3.1.2.4 3uATU 30 10U
3.1.2.6 @3UNan1InAaes
3.1.3 MsAnwUsEavznnvein1sdanesanisasuiuuiveyaUsenouiduiures
HANBULNUYBIMENNINETUTayads
3.1.3.1 wiendoyatdsiilidnum
foyaaseildfnuuszneusedeyaseidounazdeyaseulaeyiinis
naaosdanoinmsamunudunoudiolud
o HARDUWVILT LAY
HARBULNUIIEAOUTDY 10 NquanaIMnIsuveslseimAansgowsni lny
Tideyalutrsnandoust dounsngiau U a.a.1990 89 Weusumen U a.a.2015
Tnglunsnuniazyihnsmnassieianmsindousiegimnaans (Rolling-Sample)
fvualdisuesinog1amaasivesHanauLUTBLFeuYnAy 66 Liou tufe w
WENEUT ¢ = 66 {ATazlddoyaningedl ¢ = 1 fa t = 66 lunsUsza
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Susulddeyai t = 2 89 t = 67 lumsuszanumisfiwesdmsunisianesa
NSaMULTDAININ t = 68 uagyinsimdeudiegrmeasdludnuynedng iy
uAugn o A t = 305 salunisdanesnnisamusieifiouaingaisusiun

t = 66 f4t = 305 sandunsdanesnnisamuriaiun 240 Hew

(1) 4 IABUAULITBINNTIANDINNITAMUN £ = 66

Y9UDIAPE1 ARt = 1 D9 t = 66

t=1 t=2 , t=66 t =067

A
v

(2) WeYNNISARBURBENNITANDIANITAIVUN t = 67

YIVDIAIDE1 ARt = 2 DA t = 67

A

|
|
t=11t=2 t=
'gﬂﬁ 3.1.3.1: MaAdeuieEmaass (Rolling-Sample)

° NARDULYIUSIYIY

HANBUWNUIIBTUYDY 30 ndnnsngludvilonainnssun1ilaud (Dow
Jones Industrial Average) lagaglddayalugaanaifeud Jufl 16 Wounsngnax
U a.m.2014 F9 Judl 31 1Heusuaen U a.a.2015 1438nsindeusiodisly
viusadgafufudeyasieidou danesanisasyuaingaiiudud ¢ = 120 fq
t =369 ﬁzmLi‘Jums%’mwa%mmsamuﬁy’wm 250 Ju
3.1.3.2 M3UszanauvnsndauLlsUsIusiy
Uszananuvisndanuuwdsusiusiumeiuuudadessn (One-factor

[

Model) SuAILUUAIL
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i = Boi + Pri(Tme) + €ig

108 77, WAL HARDULVIUYBIMANNINE [ a0 t
B; WU A1ANNTULEAINITIURIULUAINANBUWNUNSNNSNEG § f#on1T
A
LAY UL UAINANBULNUYDINAA
Tme WU NARNBULVILYDINATN 0 1380 ¢
Eip WU ANANAIALAZOUVBIVANVISNE § 04 1381 ¢

[

~ a ¢ ] A v Y v &5
LAZHIYINYANULUTUTIUTINNET 19NV VTR IR

var(ry) cov(r,ry) cov(ry,1y,)
S = : :
cov(ry,, 11) var(r,)
1y cov(ri,rj) = BiBjvar(r,)
%aﬁauwﬁamgamuﬁﬂﬁ (1) &,~N(0,02,) M i=12,..,n
(2) E(eieeie) =0uiloi #j

(3) E(eietme) =0MNi=12,..,n

3.1.3.3 Ussa AN AIAV I 0 INAADUWINYBINAN NI NE lAe Yoy anana uLuaIn
NSWANKASABY (Prior) @, MIgvayananauLnuluyiieg1maaes
__2wlall

A = —=——

[Zw|

doF wiu wnndamuwdsusiusudivssanaansauuuadeiien
w, uwnu nneeiiimdnvesdazndnning ATUINAINYAAINAIAYDY
ANNTNGMITAILUAANAINTIY U AL ¢
a, uwiu nawesianeuwuedslutiiegvnaes

a v

3.1.3.4 UseauA1A1anIsveeRanauknuussnanninduuuilveyausenouida

v v

o = A
SuAU Tneyinn1sAnen 2 nsafe

e Iayausznauidadusuluenn
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Wy sdanesnnisasudmiuteyasnewiow o 919817 t = 66 qg

1% '
(% o =< =

lfdduveananouwnuvemdnningiinlu a 919817 t = 66 ududoya

UsENau wazAIuInA @, Memalausiusisuia (Recursive Integration) Tu

[% '
0 = o [

MuetAgInulY Weoin1sianesanisasudmsuteyasieiy s ganaii

t = 120 gldddurenanauLnuvemaNNINgNAaTY i a8 t = 120

wdudeyauszneu

WeYNITANeSANITAYUA t = 66

Y9U9A0E 1Rt = 1 D9 t = 66
TgounUIDIHanaUWNUN t = 66

A

JUN 3.1.3.2: msldveyausznauiddusnuluenn

e IUoyausznauldaduiurmanauLnuinguas

A o Y s ° o v & .«.:4' v
Lﬁ,JEJ‘VHﬂWif\]@W@i@lﬂﬁamua’mwmaiﬂaiwL(ﬂau t IRLIRTN t =66 17/1

1% '
a I

AFUTRINARDULIUTBMANNINETANTUASY & Yaniandl ¢ = 67 wndudeya

USENBULMINOUAU  WarltIsn1sednutiutauas1ein  WeanUse@nsn1neednns
Y Y

[y
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3.1.3.5 A11UANITIANDIANITAINUANUN B NGUNANNTNE VDI Markowitz
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M3NN 4.2.1 : MTRANUTUVRINTIMUTEAVEANNITIANDIINTaw UL ULTiTeyaUsEN oY

WegusuluwsiaryveInsiiduYen Ul uian NN ABIestayaU sENB UL UGY
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n =10
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397 4 0.1713 0.1785 0.1765 0.1280
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(1) dlo n =50

n =50
p= p=205 p=0.75 p=09
°U'N‘ﬁ 1 0.0076 -0.0027 -0.0053 -0.0262
°U'N‘ﬁ 2 0.3743 0.3856 0.4075 0.3902
SUINVII 3 0.4975 0.4797 0.5128 0.5702
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M3NA 4.2.3 : MTRANUTUVINTINUTEANEANNISIAND TR TAuLULUETeyaUTENoU
WedusuluusagyvemiiuduresnnuiieiudenugneivestoyaUsenauledunu

() ilo n = 100

n =100
p= p =0.5 p =0.75 p=0.9
SUI’NV]I 1 0.2027 0.1564 0.1725 0.1866
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SUI’Nﬁ 3 1.4915 1.4569 1.4210 1.3881
SUI’Nﬁ a4 1.7226 1.8018 1.8504 1.8458
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n =100 98.8364 97.5804 95.7238 90.1118
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Kk = 0.2
p=0 p=205 p=0.75 p=209
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x 100 )Lﬁ'a Kk = 0.4

k=04
p=0 p=0.5 p =0.75 p=0.9
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n =100 21.7807 21.9242 21.2758 20.3420
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AMARNUIN

lUsunsuseginsnnaesinneinamuludeyainasazlusunsuiieg1in1snaasidn
esmasmuludeyasss Inglulusunsuiléfinisléfladdu rankstatnormal Ty se.ms. Lanass
{Resdglnyad 1ileusznamamanimwemansuunuuuuiideyausznouidadudufemaie
USusisuLin
1. TWsunsunsveaasdanesanisasuludayadnaas
n<-c(10,50,100)
correl<-0
ranking<-function(rho,nasset){
set.seed(28719);
varalphabar<-2.5e-7;
nd<-d*nasset;
varsigma<-(1e-3)/n4;
tau<-0.1;
simround<-30;
alphabarmat<-matrix(rep(0,simround*nasset),nrow=simround);
alphamat<-matrix(rep(0,simround*nasset),nrow=simround);
alphahatmat<-matrix(rep(0,simround*nasset),nrow=simround);
sigmalist<-c()
require(MASS);
for(i in 1:simround)
#alphabar from normal distribution#
alphabarvec<-rnorm(nasset,0,sqgrt(varalphabar));
#sigmasquare from chi-square distribution#

sigmasquarevec<-varsigma*rchisg(nasset,nasset);



sigmadiagmat<-matrix(rep(0,nasset/2),nrow=nasset,ncol=nasset);

diag(sigmadiagmat)<-sqgrt(sigmasquarevec);

#correlation matrix#

rhomat<-matrix(rep(rho,nassetA2),nrow=nasset,ncol=nasset);

diag(rhomat)<-1;

#variance-covariance matrix

sigmamat<-sigmadiagmat%*9%rhomat%*%sigmadiagmat;

tausigmamat<-tau*sigmamat;

#Multivariate normal#

alpha<-mvrnorm(1,alphabarvec,tausigmamat);

source("rankstatnormal.R")

#rankstat normal

newmuvec<-alphabarvec;

newsdvec<-sqrt(tau*sigmasquarevec),

newzcoefvec<-rep(sqgrt(rho),nasset);

newrankvec<-order(alpha);

exvec<-recint(newmuvec,newsdvec,newzcoefvec,newrankvec)

alphahatvec<-exvec

#Output#

alphabarmat[i,]<-alphabarvec;

alphamat[i,]J<-alpha;

alphahatmat[i,]J<-alphahatvec
sigmalist<-c(sigmalist,list(sigmamat));

print(paste("i=",));

}
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return(list(alphabarmat=alphabarmat,alphamat=alphamat,alphahatmat=alphah
atmat,sigmalist=sigmalist));
}
for(iin 1:length(n))
rho<-correl,
nasset<-nl[il;

data<-ranking(rho,nasset)

filename<-paste('rho",rho,"n",nasset,sep="")
assign(filename,data)
save(list=c(filename),file=paste(filename,".Rdata",sep="");

}

load("rhoOn10.Rdata")
load("rhoOn50.Rdata")
load("rhoOn100.Rdata")
simround<-30
##compute weight##
optimize<-function(alphabar,alpha,alphahat,sigcma,nasset){
cpvec<-c();
calphavec<-c();
cqvec<-c();
wpmat<-matrix(rep(0,simround*nasset),nrow=simround);
walphamat<-matrix(rep(0,simround*nasset),nrow=simround);
wgmat<-matrix(rep(0,simround*nasset),nrow=simround);
for(i in 1:simround){
##compute weight##
require(quadprog);
wp<-solve.QP(d4*sigmall[ill,alphabar[i,]l,matrix(rep(1,nasset)),bvec=1,meqg=1)

walpha<-solve.QP(4*sigmal[ill,alphali,],matrix(rep(1,nasset)),bvec=1,meqg=1);
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wg<-solve.QP(d*sigmal[ill,alphahatli,],matrix(rep(1,nasset)),bvec=1,meqg=1);
wpvec<-wpS$solution;
walphavec<-walpha$solution;
waqvec<-wgssolution;
wpmat[i,]<-wpvec;
walphamatli,]<-walphavec;
wgmat[i,]J<-wqvec;
##compute certainty equivalent##
cp<-alphali,]%*%wpvec-2*wpvec%*%siemal[il1%*%wpvec;
calpha<-alphali,]%*%walphavec-2*walphavec%*%sigmal[i]]%*%walphavec;
cg<-alphali,]%*%waqvec-2*wqvec%*%sigmal[il1%*%wqvec;
cpvec<-c(cpvec,cp);
calphavec<-c(calphavec,calpha);
cqvec<-c(cqvec,cq);
}
up<-mean(cpvec);
ualpha<-mean(calphavec);
ug<-mean(cqvec);
return(list(up=up,ualpha=ualpha,ug=ug,wpmat=wpmat,walphamat=walphamat,wgm
at=wgmat,cpvec=cpvec,calphavec=calphavec,cqvec=cqvec)),
}
ceqlO<-
optimize(rhoOn10Salphabarmat,rhoOn10Salphamat,rhoOn10Salphahatmat,rhoOn10Ssig
malist,10)
ceg50<-
optimize(rhoOn50%alphabarmat,rhoOn50S$alphamat,rhoOn50%alphahatmat,rho0n50$sig
malist,50)
ceql00<-
optimize(rhoOn100%alphabarmat,rhoOn100$alphamat,rhoOn100$alphahatmat,rhoOn10
0Ssigmalist,100)



####plot graph####

pceg<-c(ceql0Sup,ceq50Sup,ceql00Sup);
alphaceg<-c(ceq10Sualpha,ceg50Sualpha,ceql00Sualpha);
qceg<-c(ceq10Suq,ceq505uqg,ceql00Suqg);

minceg<-min(c(alphaceq,pceq));

maxceq<-max(c(alphaceq,pceq));
plot(alphaceg,main=expression(paste("Certainty Equivalent Return"," ","(",hat(u),")","
",rho," = ","0"),xaxt="n"ylim=c(minceg,maxceqg*(1.25)),xlab="Number of Assets
(n)"ylab="Certainty Equivalent Return",pch=15);

lines(alphaceq,lty=2);

points(gceq,pch=10);

lines(qceq,lty=1);

points(pceq,pch=16);

lines(pceq,lty=6);

legend("topleft",c("(1) Clairvoyance”,"(2) Rank Based","(3)
Prior"),lty=c(2,1,6),pch=c(15,10,16),bty="0")
axis(1,at=1:3,labels=c("10","50","100");

dev.copy(pdf,tho0.pdf);

dev.off();

2. WUsunsumsunaaasdanainnisamuludayadse

HHHBHHEHHHIHHAHHH
##monthly data####
HHHBHHEHHHA R HAHHH
#i#trealized ranking##
##Import monthly data##
USRI<-read.csv(file="USRI.csv");

USMV<-read.csv(file="USMV.csv");
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##Input Matrix##

usri<-as.matrix(USRI[,-1]);

usmv<-as.matrix(USMV[,-11);

HABHBHBHARHBHEHIH

##CAPM Function##

HHBHBHHHHBHBHIHHH

CAPM<-function(inputri,inputrm,time){

}

nowri<-inputriftime, ]

nowrm<-inputrm[time]

beta<-rep(NA,length=ncol(nowri))

for(i in 1:ncol(nowri) ){
CAPMdata<-data.frame(rm=nowrm,ri=nowril,i])
model<-Im(ri~rm,data=CAPMdata);
betalil<-coef(model)[2];

}

sicmamat<-(beta%*%t(beta))*var(CAPMdatasrm);

diag(signmamat)<-apply(nowri,2,var);

zcoefvec<-sd(CAPMdataSrm)*beta/sqrt(diag(sigmamat));

return(list(sigmamat=sigmamat,beta=beta,zcoefvec=zcoefvec));

HHBHBHBHHBHBHBHA HHBHBHE R BHBH RS

##function to compute alphahat##

HHBHBHBHHBHBHBHA B BH B HA R BHBH RS

eranking<-function(inputrimat,inputmarketcapmat,inputtau){

##Input data##
rimat<-inputrimat
marketcapmat<-inputmarketcapmat;

tau<-inputtay;
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HErm##
marketval<-rowSums(marketcapmat);
weightcapmat<-marketcapmat/marketval;

rmvec<-rowSums(weightcapmat*rimat);

##Rolling sample##
histdatalength<-66;
timelength<-240;
timevec<-1:306;
##output list##
alphabarmat<-matrix(rep(NA,dim(rimat)[2]*timelength),nrow=timelength);
alphahatmat<-matrix(rep(NA,dim(rimat)[2]*timelength),nrow=timelength);
alphamat<-matrix(rep(NA,dim(rimat)[2]*timelength),nrow=timelength);
zcoefmat<-matrix(rep(NA,dim(rimat)[2]*timelength),nrow=timelength);
betamat<-matrix(rep(NA,dim(rimat)[2]*timelength),nrow=timelength);
sigmalist<-c();
#loop to compute alphahat#
for(i in 1:timelength){

start<-i

end<-i+65

newtimevec<-timevec[start:end];

CAPMout<-CAPM(rimat,rmvec,newtimevec)

#Hprior#

newsigmamat<-CAPMout[[1]];

newbetavec<-CAPMout[[2]];

newzcoefvec<-CAPMout[[3]];

newabar<-colSums(rimat[newtimevec,])/histdatalength
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newweightvec<-weightcapmat[end,]
newmuvec<-
(newsigmamat%*%newweightvec)*(sgrt(sum(newabar/2)))/sgrt(sum((newsignmamat%*
%newweightvec)2))
#scale sigmamat by tau#
newsdvec<-sqrt(tau*diag(newsigmamat))
#rankstatnormal#
newrankvec<-order(rimat[end+1,]);
source("rankstatnormal.R");
newexvec<-recint(hnewmuvec,newsdvec,newzcoefvec,newrankvec);
newgmuvec<-newexvec
newalphavec<-rimatlend+1,]
alphabarmatl[i,]J<-newmuvec
alphahatmat[i,]J<-newgmuvec
alphamat[i,]<-newalphavec
sigmalist<-c(sigmalist,list(hewsigmamat))
zcoefmatli,]<-newzcoefvec
betamatli,]<-newbetavec
print(paste('i=",i));
}

return(list(alphabarmat=alphabarmat,alphahatmat=alphahatmat,alphamat=alphamat,

sigmalist=sigmalist,zcoefmat=zcoefmat,betamat=betamat))
}
tauvec<-c(1,0.1,1/66);
for(i in 1:length(tauvec))
nowtau<-tauvecli]
nowtauname<-c(1,0.1,"tau")

data<-eranking(usri,usmv,nowtau);



filename<-paste("'m2","t",nowtaunamel[i],sep="")
assign(filename,data)

save(list=c(filename),file=paste(filename,".Rdata",sep=""))}
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