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Por tfol io choicemodel based on mean ablute deviation and it's
smulated anneal ng algor ithm

XU Xu-song, CH EN Yan-bin
School of Business, W uhan U niversity, W uhan 430072, China

Abstract: M arkow itz smean-variancemodel describes the risk of asset by variance, but variancemay not
exist because of fat-tailednessof asst returns A sameasureof rik, mean ab®lute deviation isbetter than
variance in a ne In thispger, a portfolio choice model isproposed based on mean ablute deviation
The lution of themodel is obtained by a smulated annealing algorithm. In order to compare the new
modelsw ith M arkow itz one, a risk elasticity isdefined The anpirical result show s that the ablute values
of rik elasticity aremore than 1 under various returns and it al® indicates that the proposed model based
on mean abolute deviation is better than mean-variance model based on variance both in theory and in
practice Two-fund sparation isfound in mean abolute deviation portfolio choice model

Key words portfolio choice mean abolute deviation; smulated annealing algorithm; risk elasticity;

two-fund sgparation



