FINANCIAL PRACTICUM

GLOBAL ASSET ALLOCATION PROJECT

Use actual empirical return data for various assets and create optimal portfolios that “do well” in

various economic environments.

Asset Selection (hopefully not limited by data collection problem)

A) BONDS

1) Short term bonds 1-3 Year

2) Long bonds --Inflation

3) High yield---credit

4) Mortgages---volatility

B) US stocks

1) Value stocks

2) Growth stocks

3) Small caps

4) Large Cap

C) International Markets

1) EMG stocks

2) EMG Bonds

3) Global Stocks

4) Global Bonds

D) Alternative assets

1) Commodities (oil, energy, precious metals, agricultural products…)

2) Real Estate

3) Currencies

Potential questions to be answered

--What a simple mean variance optimization approach give you? Add diversification. What are the

  results?

--Using in sample weights what is the out of sample results in terms of returns? Can you have done     

  better?

--Downsize risk optimization: Want to be a hero in stressed economic environment what would you 

  do?

--Value driven asset allocation: Use a forward looking approach based on expected returns and not

  in historical realized performance. Initial conditions count a lot, for example if the historical bond

           returns are 10% and the current yields are 3% or when historical P/E’s are at 15 and now are at

           25 then the expected returns should be different (bonds and stocks) for the next 5 Years. 

--Use the economic cycles to fine-tune the asset allocation: An asset allocation should be different in the 

  beginning of a cycle than towards the end.

--What portfolio would do the best over the next 3 years? Over the next 5 Years?

Other Issues

Applications for large pension funds, Optimal rebalancing of the optimal portfolios  

