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On a decision process with portfolios for value-at-risks
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1. A portfolio model and VaR

WERZEME (O, P) & U, BREROZER%Z X, = [*(Q) 3. 7272L, P iZ non-atomic
WRAETHS. n & T BEOBKE L, n i& FiE (asset) 721 % (stock) O, T
& B (expiration date) KT, EE (%) BBIXi=1,2,--. ,n TRT. BAX
t=1,2,--- , T TRY. 270U, OHRGIEt =0 &RT. BE (K i(=1,2,---,n) D
WT HIHAMMZ S) L5, L SEIZERME TS EE M) i(=1,2,--- ,n)I2D00VWT
Re%l ¢t TOBMEIE SE TERL, ROKXTEZONB LT3,

St =581+ R) (1)
(t=1,2,T). 2EL, R € X% THY, Ri(i = 1,2, ,n,t = 1,2,--- ,T) ML

HRER L T 5. R IZINEEE (rate of return) L FHENT WS, {Si}E, (&FRAEERE (stock
price process) LFEENDG. ZD L &,

s =5 ]Ja+R) (2)

(t =1,2,---,T). REMIE (trading strategies) i R— M7+ VA4 - TA b (portfolio
weight) wy = (w},wi,--- ,wP) €eR* TEZXB. 727U, w}+wi+--+uwl =122 wi >
0(=1,2,---,n) 2y REBRDY K—bT73VF - 01 b w = (wi,w?, - ,wl)
D& &, L5 (rate of return) IE

Ri=w;R} +wiR} + -+ + w}R}. (3)

ZDXE, R p T3 L TINZER (rate of return) RY @ value-at-risk (VaR) X (ROR%
#M=dv(eR) TH5B.

Plwe Q| Riw) <) =p. (@)
ZD VaRv &, VAR p T BEDOZ LPEZ 2HEDINEER (rate of return) Ri D
LR 2#RDUTWE. ZOHITIE, VaR v ZBRAICTHREEEXS. 22T, (4) O
v IRORTHLDINDZETNEEZD.

(VaR v) = ¥ (HifE) — EOER £ x E#EFEE. (5)

CIZT, Bk X BER p IZRE LU THRE S, 722 2, IN2EXK (rate of return) R, HSIEM
BHIRSBEE, ZOKE (5) B3 hs.
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2. A VaR portfolio selection model

BE () i(=1,2,--- ,n) BRI ¢ 2DV, IX2EHK (rate of return) R D (FIRHE), 4
B, o _

w = BR),

of = B(R-)).

of = E((R;— ) (R — ul))

il

1 11 12 in
; S
2 n
| M = Oy O¢ = Oy
ﬂ'— . ) ha .
n nl n2 nn
Hy Y

HE - KOETH T DIFARIKX 0 TRVWEIRET S. (ZOREIL, BEOHAEDLEIC
FoTHRIZHENG). UrzhioT, $75 S 1 BEETSH. ZOHTIE, KHl ¢ 2488
Luwl4w?+ - +w=1¢w>0((=1,2,---,n) 2WAEdTHE- I +7xYX - D1}
w= (whw? -, w") T2V, IX2E=HK (rate of return) R, = w'R} + w?R; + - + w"R}

pe = E(Ry) = ZwiE(Rf) = Zwiui, (6)
v=BE((R—p)’) = Y wvio. M
i=1 j=1

EBDOEDHEEpIZDOWT (5) IHIETEEM « 2 & 5L, INZEHE (rate of return) R, D
value-at-risk VaR,(R;) 1% (6)(7) & b IRORAIZRS.

VaR,(R;) = i whyt — K,J i i wiwio?, (8)

i=1 j=1

Thhs, (8) T A BELR SR 3 ATy TTEXS. 1 4R ERE L, (I
B8 1 % 7 CEELT, 98 v, 2BMNCT BRIE RIS (1))

Variance-minimizing problem (P1): Minimize
n n .
3wl ®
=1 j=1
wrt w=(whw? - ,w") s.t. w +w?+---+w" =1 under

Z whyl = . (10)

i=1



Theorem 1. A>0,A>0 273, (P1) Ol
w=¢8 M+ 92
FDLE, NRT S (9) OBU/MAIX

Ay -2By+C
- A
=720
. % % %
o o o"
N S T R A
uy ot opr .. gpm
§_.C—B'y Ay - B
- A b3 A 1

A=1%", B=1%'% C=4yY %,  A=AC- B

72U AR MLVOEBE2ERT.
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(11)

(12)

Theorem 1 iIZEWT, ## w X BNV R Z - B— b 7 * Y A (minimal risk portfolio) &
D, ZOLE ROEEE HRK 7T VT 17 (efficient frontier) > ([7, 8]).

£ = {(p,u) | p= Ay _jB”+C

B
> —
and,u_A

(13)

RIT, y FEBEL U, « ZIEEQERE U T BIFHE) 1 2 v ICEELT, DE¥F¥OBX/L

FEZE&S.
Risk-sensitive problem (P2): Maximize
n n n B
SR D
i=1 i=1 j=1
wrt w=(w,w? -, w") (w+w?+---+w"=1) under

> wihi=n.
i=1
(P2) {Z2WT | Theorem 1 576 IROFERMBB LN S,
Corollary 1. (P2) Of#ix
w=£(8711 + X
EDLE, (14) ORKMER RO &S 1ZEIT 3.

Av2 - 2By +C
o) =7 -y [ALZ2ITEC

(14)

(15)

(15)

(16)
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Lemmal. A>0 A>0¢U,kidk*>A/A ZW-TERELTE. Z0LE, EHE

3}
Ay?2 —2By+C
YER) = v(y) =7 - n\/ 1 (17)
FMBERT, BKfE
- -
v(y") = B i’i = (18)
b0 7L
B + 4 (19)
Y TAT AVAE-A
VaR
, . ‘ o
-0.02 3 0.02 004 006 Y
VaR v(v) (k = 2.326).
BEBIZ, k ZIEOEE YL UTDED value-at-risk(VaR) # B KRIZT IMEZHKS.
VaR-portfolio problem (P3): Maximize
VaR,(R;) = Z wiyi — &\j ZZwiwjafj , (20)
i=1 j=1
wrt w=(whw? - w") st wtw+ =122 w >0 =12---,n).

ZZT, ROBRIZERTS.

sup(20) = sup { sup (20)} = sup (14).

v | w S, wiki=y

Theorem 2. A>0,A>0&U, kX k2>C 2H-TERLTS. ZDOLE DED
(i) (i) D3RR D 3L D.



(i) (P3) DRI

w* =87 4+ 9N (21)
D& & VaR OfEIZ
o) = BV 2 (22)
T BARFINAEE (expected rate of return) I
= (29
727U €= LY and = 4B

(i) ¥512, 5711 > 0and S-1p > 0 AEE VLD SIE, (21) D w* I w* >0 2H~T.
=70 0 ixF¥ury e

Remark. Theorem 2(ii) 2B 5%MH w >0, 2ED v >0 =1,2,--- ,n) &, &M
HET GHIROER D 2 IV L2 EKRT 5.

Theorem 2 IZBWT, EH k X FIDIZEXS5NTVWS. ZOEBH k DEZFIZDONWT
E25. £7, BROEA
{we Ql+ Ri(w) <0} = {w € QR(w) < —1}

X, (2) »OoWENIBEIHEEGEZRLTVWS. ZZTC, 62 0<6<1 ZWMTERLLT
ROWEREEZD.
ps = P(w € Q|Ry(w) < —6). (24)
e §=1DL X ps; IIWEMRRELERT.

e 5=0DLE p;s ITAENDHEREET.

U723 o T, ps IZRELBAED 100(1 - 0) % UTic 2 2HERE R L, THERE (falling rate)
EIEENS. (3.28) (14) (29) (24) & D, Theorem 2 DE# 22 % B HREK w* IZDWT VaR i

v() = VaRy,(R,) = 6. (25)
ZIT,0ITHUT, (25) &V v(y) = -0 B¥RE 5. Theorem 2 DEERIZEMIE w* 1T
DNT 4" =75 BDT, v(y*) = —0. (22) & b,k REB. Zhk ks LB, & 51T, (23)
IOy BREL. IE B £, VATHERps X (24) TRES. Thor el
DBEL ROFERMBLNS.

Theorem 3. A>0,A>0&L,6136>—-2B/A 273 EHEL $5. Theorem 2 &
FURKEDD &Iz DEDRERIK D L.

(i) ERDOTEE S IZOVWT, B ks & MR BEINZEZK (expected rate of return) 75 I&
ROXTEHEZOLND.

Bé+C

Aé+ B’

ks = VAS + 2B6 + C, V5 = (26)

7, YURAIHER p; 1% (25) THAHNB.
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(i) RE(i=1,2,---,n) BERDIHERSI RS, (1) DV R IHER p; &
ps = O(—ks). (27)
72720 ks 1X (26) THEX SN, @ RO EFOEBERIFOLHEKTH 5:

() = -\/12_7—( / e dt, —o0<z< 0. (28)
-0

3. A dynamic value-at-risk portfolio model

(Q, P) IZRERZEMT, P I¥ non-atomic MR L $T5. ZOHITIE, ¥ 2 BRER X .
Q— R T #ERROAEEB z — Fx(z) = P(X <z) 2F2H026f%2RTLT5. &
DL E, Fx(-) : I — (0,1) EEHEIM 5D onto THP ETRVHERM I BEET
5. i, MERIEGYEK F': (0,1) » I BEETS. ZIZT, Fx(-) : I (0,1)
& F3' 1 (0,1) = I l%one-to-one 7 onto TH3. TDLE, limyns Fx(z) = 0,
limepeupr Fx(z) = 1 TH3. I OFA%2 T = [infI,supl] T 5&, Thik X OfEEK
TH5 WMEEH X e X &U,p 2 EORRL TS, VAIHER p TORRER X O
value-at-risk (VaR) 13, ER DY Fx D=V ZAINT, IRDHEDNS.

inf I ifp=0
VaR,(X) = sup{z €I | Fx(z) <p} if0<p<l1 (29)
sup ] ifp=1.

22, Fx(VaR,(X)) = p 7D VaR,(X) = Fgl(p) (0 < p < 1) THh 5. VaR & /S—&
VR ANMIZET L risk-sensitive MR TRFEE TCIXEEN L FMEEEDO—D L UTH
LbhTW5,

Lemma 2. BWREH X YeX ¢ U,p 2IEOHRLTS.
(i) VaR,(X) < VaR,(Y) for X,Y € X s.t. X <Y. (monotonicity)
(i) VaRy(X +6) = VaR,(X) + 6 for X € X, 6 € R. (translation invariance)
(ili) VaRy(AX) = AVaR,(X) for X € X, A > 0. (positive homogeneity)
(1) 5, Bffi S, @ value-at-risk 1 VaR,(S,) = VaR, (S;_1(1+ R,)) TH 3. X1 F
IV I ARBMT B7-0, value-at-risk based on conditional expectations * ¥ AT 5. G

EMOBDo-BREELL, Bz Fx(z|G)=P(X <z2|G0)=E(lix<z} | G) 2FX
5. YAJRER%: p L U, & G ODF T value-at-risk of X(€ X) 2IRD L 5 i1zHK.

VaR,(X | G) =sup{z € I | Fx(z | G) < p} (30)
(0O<p<1). ZTIZT VaR,(X|G) 1 G-THMEREBTHY, Fx(VaRy(X | G) | G) <p
O<p<1)DPEDIALD. )6 B—rT7FVF - VLA M w = (wf,wd, - ,w}) iX
predictable IZREXIND. R M1 DT TD S; D value-at-risk X

VaR,,,(St ' Mt——l) = VaR1, (St._l(l + Rt) l Mt—l) . (31)



T
W = {w; = (w',w? - ,w™) € R" | w' +w?+ - +uw* =1 HPDw* >20(i=1,2,--- ,n)}.
eBL. TR BB EOO<BLS1 BH-TERLTS.

Dynamic Portfolio Problem for VaR 1 (D1): Maximize total value-at-risk

T

So > B~ IH 1+ E(R,)) - (1 + VaRy(R,)) (32)

t=1

wrt. R—=b7xY% 924 b w=(w},wd, -, 0wP)eW (t=1,2,--- ,T).

fli¥D8 Sy =1 £33 &, Dynamic Portfolio Problem for VaR 1 (D1) {ZI(RD & 5
HiR{b X 5.

Dynamic Portfolio Problem for VaR 2 (D2):  Maximize total value-at-risk

Zﬁt 1H(1+E(ZwR“)) : (1+VaR? (iwﬁRi)) (33)

=1 g=x] =1

wrt. B=hr7xY L - T4 b wy = (w},w?, -, w}) eW (t=1,2,---,T).

Dynamic programming 12 & > TIROFER 2B 5.

Theorem 4. IROBESTER (%) & (95) L& > TEZ LI {vn} REEXB. IO
& &, Dynamic Portfolio Problem for VaR 2 (D2) OBH#E/S value-at-risk & vy 12X >T
KD,

(w} - w)EW =1

V-1 = | max {1 +VaR, (i w}lRZ'_,l) + B (1 +Z wéE(Riwl)) vt} (34)

v = max {1 + VaR, (i w%R}) } . (35)

(wh w3, WRYEW

Condition (V). #RTD t=1,2,--- , T Z2WVWT 1+ Py, >0 B ILD.
Condition (V) 23K 0 SR WEBEIK, TOHE— b 74 U AWBEHEL] ¢ T3 TITHE
(bankrupt) UL TCTWAIBATHS. Theorem 4 & Lemma 2 75, IROERPB/ LN S.

Theorem 5. Condition (V) B7=d L35, IROBBEHBRX (36) & (37) i &»
TEEDHF {v} XEEXB. ZDL Z, Dynamic Portfolw Problem for VaR 2 (D2) ®
B# 72 value-at-risk 13 vy 1I2&oTRE 6

V= W ")e (1 + th)(l—%—z wigh_y — T 'th\l Z Zw@w’ai 1) (36)

(w =1 j=

87
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(t=2’37“' 7T)7

vp = max 1+ i Wil — /-;J 2": iw;w%o;i’) : (37)
i=1

(wh,wh, - wk)EW =1 j=1
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