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The impact of parameter uncertainty on the mean-variance forefront combination and
solution
Guo Peijun
(Chinese Financial Research Centre of Southwestern University of Finance and
Economics,Chengdu,610074)

Abstract: Parameters exists time-varying problems, The parameters estimated from historical data
cannot be directly applied to traditional mean-variance model.Secondly, on the basis of the above
discussion, this article summarizes the Bayesian algorithm as the core portfolio model
system.Then, through the use of Monte Carlo simulations and stress test, it discussed parameter
estimation accuracy from loss, bias and effectiveness three aspects, finding that the models which
base on Bayesian algorithm can improve expected yield estimation accuracy. Therefore, the
portfolio model under Bayesian algorithm can avoid the efficiency loss of portfolio created by
parameters estimated error and can become a powerful tool for asset allocation.

Key words:Asset allocation; Parameter uncertainty; the Bayesian algorithm; Monte Carlo
simulation;Stress tests

Weks HIH: 2014-2-19
EFE R BRIR, iR K E et oAt MR rm. SR



