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Risk-Minimizing Portfolio Model
with Reduced Outlier Influence

Yosuikl Yosuir! and Koicur Mryazakift

When we adopt past portfolio average return estimated in the minimization
of the portfolio variance as a forecast of future portfolio expected return, the
forecasted return is often not robust due to outliers included in the past sam-
ple data of the portfolio return. Utilizing the robust estimation technique in
the minimization of the portfolio variance is one way to reduce the influence
of the outliers in the estimation. However, regarding the extreme outlier, it
sometimes had better be removed rather than used with reduced influence.
This study provides the method to remove the outliers in the estimation of
the minimum-variance or the M-robust portfolios and empirically examines the
effect of the method in the Japanese equity market.
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Table 1 Mean and standard deviation of forecasting error for portfolio return
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Table 2 Performance of each portfolio
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