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Policy Portfolio Selection with Prior Information and Periodic Diagnosis
of the Selected One

RO B
NAKASHIMA Hideki

Portfolio selection with referring to mean-variance efficiency is acutely sensitive to small changes of a set of evaluated values
for expectation of returns of investment assets. Additionally it is not known appropriate method for diagnosis of the once selected
portfolio. Although Black and Litterman model with Bayesian estimation is effective to restrain the former sensitivity, it has
several serious difficulties to apply to policy portfolio selection. Hence we discuss an alternative approach based on Bayesian
different from Black and Litterman model. In this approach we are explicitly conscious of two important facts. One is the error in
the evaluated values as the deviation from true values. The other is the overestimating to the efficiency of selected portfolio under
mean-variance approach relative to alternative portfolios. Due to this understanding we can select more efficient policy portfolio
in real terms consistent with our prior information. Besides, we can apply this approach to the diagnosis of the once selected

portfolio.
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