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Nonlinear Portfolio Selection Problem Based On Loss Aversion

HU Zhi jun', YE Dan’
(1 College of Science, Guizhou University, Guiyang 550025, China;
2.College of Management, Guizhou U niversity, Guiyang 550025, China)

Abstract: According to the prospect theory of Kahneman and T versky§(1979), this paper pats for ward an
optimal portfolio selection model to maximize the S sharp utility function based on loss aversion. For deal
ing with norrsmoothness we have smoothed the S sharp utility function in the vicinity of reference point,
by employing cubic splines. Meanwhile, we propose a random search algorithm to deal with the possible
presence of several local optima due to the objective function is not quasi-concave. Finally an empirical
study using the data from Chinese stock market is given in order to prove the reasonableness and effective
ness of this model.
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