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for the First Degree Stochastic Dominance

with Maximum Expected Return

=
T

T

X

Choonho Ryu

ZZ o] r,H ?5.]- 0:1 ‘6}»

ryuch@wow .hongik.ac kr
Abstract AL BAAE & i o)gd 'HEF-EA JE 0]
23 3t FAS MY 4 At P¥o2A Y
Unlike the mean-variance approach, the 4 _Xi ¥l (stochastic dominance)’ Hd< A%
stochastic dominance approach is to form a ig%ﬁ? %.194 :TZ 3‘1 }"]ﬂ%‘:} Levg(l992) = o]
portfolio  that  stochastically — dominates a ﬁ ;}1 v "':TL:Z%E f} 0}? ﬂ:}i 28, B 'r.%
predetermined  benchmark portfolio such as o ‘—_(};9 ne "f‘% o XJOH 71)‘) - ﬁ‘_, . QE
KOSPL This study is to search a set of portfolio # OB]]*" sed_ojm @ ¢ 1 ;7;}4 ol 32 _% j
weights for the first degree stochastic dominance i‘ s ;*E 99%0 27 & < A }BH R;?E
with maximum expected return by managing the T OAHASY gl HE ]‘- -, "’0“};‘:
constraint set and the objective function (nonlinear objective function)¥] 383 ;T)g}? 2
separately. An algorithm was developed and Aghe] A2 44 (global optimality)# =+ 3 %4
‘ . . imality)& ZHES T, o] d1FEL F4
tested  with m It ¢ (Iocal optimality) & % , 5 T4
es with promising results against Korean NAOoZRE e AA Ao A 1 L84S

stock market data sets.

i

A&

B3438 AaHrisky assets)d] £AE m st
FAAEE Mg Ad 92 Fow A H@—E- Ed
FAE 937, g% FAAEL 39
’:.. o gt §x87 R 0481 Ao ERE B
Aoz Fxd mg H¥L ZaAddn @
old A% 7}7‘* EHEEX“’E AHEE D glE
EEZe 74 yogy ‘Hi- Lﬁ‘}(me
varlance) NEE & S o BE-EAd )4
nEW, S5 27E o] & L
’\‘”24 xR M4 s, TE
7l geo] =&4E 28 EFEAAE
o 58 TEZLT} 5“%

ol & HF-FA 7E
dojue AFEE 7]

¢

TSl,Z,.ZirIo rir

:5 l’"l

o0

H}
[¢]

C».

©

Hr bo 1 &

o & e
J o o 2

olr r.{

rif dorir =

dow, F£502003E 12 83 Awe

1

A¢d daiM NEAE FAFRE B EE A
ettt McNamara(1998) 23 &84 Au) 7}
He olgd TEZFe FAE YA,
S&P5003 2 AAA 9 99 (risk-free) A4t
o A ]a 9% B8H0T AushEA oLog_,]
o 42l & ol -4'137} 353 e TEEDL

A&7 Astd o] FAE MEAEY t?_i(lirlear

progrdmmmg)"&: RA5e T RRFEE WA
Ve 2o (simulation)d F3A4 TEEIYLE
FAAYE HeA ¢ dFge dh Zelrt
dtkx skt
o] & ©AE ¥ 8h&=

o Fo 7 Eo
<14, Dentcheva & Ruszczynski(2003)&
3 Au7)1Ee BE X (convexity)H 7]
A ”(Iinearitv)“ o] galA o] FAE
(linear programmmg) goz FAgsty 3
T B A ]E’r?\i‘"f}

2 ﬁ?OM% F52(2003)74
Adj71Ee #B7E u e F&FoTHE P
3t o -"rd% X} gE4 2w g z

Hel
[l
3o e ek

mlru

2
)

,.‘
e Jzi

p3
A

-134-



fohim, 99 1% FFH AWE FuT o
2§42 $AHEA TEZA0Y TG4
A7t s RoE HE $He s

§ nag o,

o] W& A¥F(linear function)d FEH S
He 7ld$dEY HAgses B8 B]"*‘é?&-’%
(nonlinear function)®] HEE A& ZAS(d: ¥
EEFQY #4 Hadhes HELT & gide H
oA My AL 7bE3d  Dentcheva &
Ruszczynski(2003)9) SRt gutxejztn & ¢

At

A71 e ¢4 FEEHLY MNYFIE(LY
) iﬁiﬂﬂﬁ}E e AHEIL TEZYQY
BAOAEEF)E dagste Fdd H8te
AE A EAHELR g,

ﬁ.

2. A3} PYE

KOSPIZ 23 &8xoz Auss TEZFQ
ZF NYFAEe Yz = HEFAE ol
AT oldg Zo] AAIT F gy

=1
0w, € R, =1,2,-,n

-

71 A AN e HA E"é(nonlim—zar) 1A
9 FE235(1999)= O\E 002 3= E8FH ¢33
BEE AA}IEd, olE o] &39 (Pz«1 élxqﬁﬁ
2 Ze dnyFe Ngsddd

289 Dentcheva & Ruszezynski(2003)&
(P)e APrtsgdode] E5IFULL T3l o
ZAE AYAZIEH(LP, linear programming
model) 2.2 A3t a2y olEo] AANFL
g LPY #E7F wig AN ZHFEHe Afgazt
(CPU time}c’] o] A & 9= E}Z“: 7
7ZFA 3 9loh N7k "'011 o & T/’Qﬂ«T ARE
AbEBT R qAMEAR RS (N + THI, A 4ol
(T + T + DAY gtk 48 S, 307 F49
dd Fe9 dES9E X}5(260“‘”4 A5,
7630702 Mok 67361709 A %A S 7AW LPE
A7 Aok, F4 9o Wad wel FHFH A
7hol of WA Wasle=x, 1gn B -‘&*51-011*1 | A
3 dugdEHy oW zolgd Hol=xAld YA E
v oA AHRIVZ drt

KOSPIE 11 #8403 Rusles TEZZQ
Z 7dedEg AdE e FAE Zohde

Ax ods 2ol A48T F Aok

2

Max _13&
E(X)= T Z:IXz

(P) s.t. glo)= max (FA)—Fyh}<0

o,
®; € R, 2”1,2,"',72

8" AU gwre EZTF(convex
function) = ot A X Bl 7} % (everywhere
differentiable)st A = %7] W&o ¢ndFES MY
717 ojdged, F222003)e gw)E ot
2ol A AHosd wEIEEA HEJUT

@)= [ {F)-F») dy

oA714 {FO)Y & &7 02g AU 2& RES
oujgct, 28 A9 EA P)E ot Zo| £

3¢ % Ut

Max _ 1
® fo)= T tZzX’

(P)s.t. gl@)= [ _(F)-F) dy=0

()]
o, € R, i=1,2,.n

223t ol gdo A v}
Sl g 2 g 002 BEE wE T i

functxon ]7} HH%}O%} °LI'_E}%_°/I 7}]\1‘0] ﬁkﬁ 29
CEA=3 Ao FAr EFH(convex set)ol
obid §5§7¥"5‘°§‘1.5(feasible region) Yol E22g
F(convex function)?! AFFFE Hdgste &

A7y Bt

& 5.(2003)% g(w b EERSE opYAw
2 #E0 9. o}v— 12 &85 AW gx)
wgs f&Hor T F % AeE °L-T’—E3€:% ) A] 8}
aed, 01—% o] 8-} %_Hal et aa &
. &, ARAdA 2w & *4 AH7sd Yo
2 19¢& smwam 3‘%“’ A g FH s
UAM) EREFA fw)E SN 2 247 A2
g7t i s Hojud EM A7t 39 & Fop
go7tn AVNA B BARFE FUHNIE HA
& A% wEg

3. oA

& 2 2actd Ao 9o dneEs
Heste] o2 FAojEAE EHE IR I

-13b-



<E 1> 71 98 timee IBM PC(Pentium III, 800MHz, 128MB

e 3= HusdzEeZgoed g A
11 00206 01807 -0.0049 } -0.0240 (upper limit)e] HEd, ol& 274 ZEH At 1
2 0.1119 -0.0816  0.0100 | -0.0225 A 823 e TFtE Hdolrl wWFojt
3 0.0029 0.0022 -0.0009 | 0.0235 fw)e #a3Fd te FHFSGS Jehie, %
4 00119 -0.0197 0.0396 | 0.0207 to f& # a%lﬁ}ﬂkoﬂ g3 flw)d %E e
5 | -00601 00111  0.0000 | -0.0067 IS =
<E 2> ¢ungFe vERye Bdgeghe] W
A BAkel 4 A B, C2 ZEZYLE T4 Iter. |  fw) % tof | CPU
& A%E nEd 2A ow9 ﬂwz}% 747} 1 _ N 0.06
00z, 0FT FY ey=1-0,- 0,2 AFY 3| 000571138] 20823]  0.06
7 A3, 0,7 0,% 2FI}Y FEIER gw) 20 0.02230006] 81.303 0.22
E (0,084 YeEE £71 . <a¥ 1> 50/ 0.02590755| 94.456 0.44
S HY gwE FIMOZ FAFYEYH, 2= 100!  0.02610632| 95.181 0.77
(convex)o] old& EW3 RoFu o H‘nol 250]  0.02626310]  95.752 1.87
A0z 234 ged o AT flw)d 500/ 0.02642973]  96.360 3.63
TLdE YElE it 1000]  002649247] 96588 5,61
2 AN AN dngdEL A AZE o 5000 0.02703619] 98571|  27.96
oA Ewdld ole& AA old TEEA gw) 10000 0.02729674, 99.521 56.03
ol 0o WM Agrtsgdgez AYgsA B 20000( 0.02739140| 99.866] 112.05
2 9ge2 ERREA w)E THA 0'R 9 30000/ 0.02741588] 99.955]  168.57
Y ol AgEstsolmnz oA AYrtsd 400001 0.02741832] 99.964| 224.81
0'Z o]|FEA "o o]F N&Hog wMEHM 2 500000 0.02742007| 99.970] 281.55
o= ot TgEA ") 60000] 0.02742060] 99.972] 337.80
70000{ 0.02742092|  99.973] 394.15
80000| 0.02742104]  99.974| 450.45
90000| 0.02742111] 99.974] 506.80
1000000 002742112] 99.974|  565.79

o) B3 Amud, o gneZel 3 100We W
B(0.772) %k 95% E%i& o HAF ZA
99% ool A 565% 9 A o

RS Y

4. A A3
gro FANFozRY FEUE PG
AAAE 7AES FA F 507 7199 59z
AA Fd FAFAE AR dist] B dTAA
- - ARG dnEe AEste 09 &4 Lotr

<a¥ 1> danEFEY od HA gt}

<E 3> o8 F d9= 57, 1071, 2074, 30
3074 549 26099 FAE A5 o] 2 - PR ﬁasﬂd 607He FA%F A5 o
AT A e 23 FEA A AdnPEL AL #n ztzbel Aol ek F4 ¥ 5¥ 2
sbo]  wbE-(jteration) g 14 WE EHEs HAA ooz J_E} o Bed AW LnYZSL A
9 A EE AP A7 HE Ay By <EF2>9 23 B Ao HH ]_g_ E’_Oil—r_x. °]E}.N° 7-}\1
B o4 fu o S8R AME St AUe o A%, TE F44989 A+E 9ua, “Lp
AreZILS 7S "}E}"ﬂu‘y Dentcheva & problem size'™ Dentcheva & Ruszczynski(2003)94
Ruszczynski(2003) 9] dnEyF o] &3} e EE H4ed AL EA FEE YEUE
GAMS/CPLEXZ T3 &(002742820 olt}, CPU ROBA ‘Aore Ak A4E, WEE i)

-136-



AR

e}

7HE

obd A9 A

g

i¢O’L‘
£ 9n¢oh. LP/CPLEX'+ ol &

A A A Qo

—_—

AR5ge woFD gk AR I 5 UF
CPU time® & ¥3 glo] 95/ BrY F2 8§ &
%

GAMS/CPLEX(HP/UmX workstation) 2 Z-& AL F UduE HolAM ¢z °] & FAFs Q)
o] @EZL CPU  time(%)E  Ye)m, gE 2 ¢ 71 dd.
‘2SD/FORTRAN'2 2 &84 AW ¢ndEFL
FORTRANUBM PC)e2 £9& u9 w234 5.4 &
AT EHGrd R4S gLP)HY vy 2
CPU time(2)& WBWI Ut <28 2>A & ol Ao A fElE WMTEY HAFEE (empmcal
T UKol FH b FIrAA LPY A2 mmmmmmi¥a KOSPIZ 1# #8802 A
AEel HeEA Fotste whgel, B AFqA A = TEEZYS F d4de Az d= /1F
AR dnegd & W37 ge e ¢ 5 At B T ocma]z.gq Hrate] ojv] ¢l A3
£ a9
<E 3> 2% BEH AW LnZy ANDYH o SnEZe ZAER Ropo= ZEo|m
LP problem size | LP/CPLEX | 2SD/FORTRAN | 729 AFEEE 7M1 14 &4 Auj(F4H
N T T . S QB84 AWE HE AFAE FHRA s
oF | W #=( |iter#| CPU | iter# | % |CPU %Oﬂi o] %LJ—E]XOI 31%% & 9\12 Zﬂc’lﬁ}"i’ ;]g
5| 260{67862|67606| 457403(32988| 164.3] 99659/99.96137L6| o) N 7 BESAE sus 2 St Qo
10| 260/67862|67611| 796141]40938] 497.6] 100000]99.95(395.0 I AT MFoRE nYF FAAN Y
20| 260167862/ 67621| 1442105/ 636: 5| 8336999, 5] @ Agd WA o dudFe PP LUA x
105/63639] 16315 83369/99.94|339.3 e AR oAbl 9 %& So e e
30| 260 67862167631 | 2004673 773721 3674.2]  96100{99.921404.8 '

# of stocks

<19 2> CPU time H| &

42 H Y5 3

TAM AAZ 13 2}

<E 4 13 F84 A dndFe ANE

obor‘”

_§L

udi

ks 7Ura
13 &

et SPLEX
~a- SOMAX

boAbrel wald 2% #84
FEES
g4 A LA

[+)

I

ZAE B, oldd@ HAJFAA g3 FAHE
FEZYL7t e o8 7HA A4 5488 4

AEax g aga AL & BEE ¥

o]

Aond adden Adge 47} 27 Gig
ok
o

23950l BE AFA} Yol A

Ae g FAHNL FEAE HES] diel

£

OW e o g

L44ﬂ£ﬂ@¢a4

Aotk %,

f*(2SD

2k L&A Aw|

4 v} &}, f*(lSD =

A
Al

Auj &

EEEEIE

{o
..._..4
St

r’rtc:\ETJ

W

K

N

T

F{2SD;LP)

Tter ¥

f+(1SD)

%

CPU

5

260

0.018206

84762

0.017412

94.65

621.1

10

260

0.024855

100000

0.024345

97.90

709.2

20

260

0.021215

87521

0.020487

95.20

632.3

30

260

0.020831

94921

0.020083

95.48

686.7

g burr =

{5l

-137-

PERC-TE @@»@%" P
z, @A, A8A ALT(2003),

pp.25—36

3, 22 FEH AME e HEAY @
B B9 a7 FARAS A5E FHow!
Fyedr, SRy, A28A A15(1999),

pp.223-239.

FE3, AAE Y TEZS FAA #d
A FHHEF FAEE AGd T
pp.363-378, 1997.

Dentcheva, D. & A. Ruszczynski,
"Optimization with  Stochastic Dominance
Constraints,” SIAM Journal of Optimization,
14(2), pp.548-566, 2003.

Levy, H. "Stochastic Dominance and
Expected Utility: Survey and Analysis”
Management Science, Vol38, No0.4(1992),
pp.5o5-591.

McNamara, J. R, "Portfolio Selection Using
Stochastic Dominance Criteria,” Decision
Sciences, Vol.29, No.4(1998), pp.785-801.



