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Optimal consumption and investment strategy based on worst-case

LIU Hai-long. WU Chong- feng

Aetna School of Management .Shanghai Jinotung University .Shanghai 200052, China

Abstract; Under the hypothesis that secutity returns have bounded uncertainty . considering transaction
costs.hased on the theory of differential game.a uptimal consumption and investment decision problem in
financial market is studied. First .the differential game madel for optimal conaumption and investment dect-
sion problem was established. Secondly .the diffetential game proved to have a unique value function.and a
partial differential equation is obtained for the value function. Third . The worst-case aptimal consumptinn
and ivestment strategies are given. Finally . the solution of 1B partial differential equation in {financial in-
vestment is made 10 explore the properties uf the salution roughly.

Key words: optimal consumption and investment ; differential games bounded uncertainty: I[saacs-Bellman
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Combination forecasting based on Stein-rule estimation and error

correction

ZENG Yong'« TANG Xiao-we's ZHENG Wei-min®
1. Management College. University of Electronic Science and Technology of China, Chengdu 610054,
China;

2, Schaol of Economics and Management . Tsinghua University, Beijing 1010084 . China

Abstract: Combination {orecasting pioneered by Granger 15 an efficient way to diversify forecasting risk
and thus to deal with model uncertainty, However. the empirical evidences have shown that the simple
combining forecasts usually outperform the complex models due to the uncertainty and instability of the re-
lationship between single {orecasts. I[n this paper. the combinatiun {orecasting metheds and model specifi-
cation based on Stein-rule shrinkage esttmation and ertor correction mechanism are studied. The empirical
results shuw that the performance of combining {orecasts can be improved by adopting Stein-rule estimatars
to combine non-sample information and sample information. Furthermore. the error correction models of
combining forecasts ate more accurate than other model forms. The error correctiun models proposed in
this paper are more efficiency than previous models i utilizing the co-integration relationship between non-
stationary series and their {orecasts. and thereinre even better and maore applicable.

Key words: combination {orecasting: Stein-rule estimators: error correction models
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