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Abstract:

In recent years, portfolio optimization with the use of a vector autoregressive (VAR)

model to estimate future stock returns has been subject of research. In this paper, we propose an
optimization model that uses time series models to predict not only the future returns but also
the conditional variance-covariance matrix of returns. More specifically, the future returns are

predicted by using the VAR model, and the conditional variance-covariance matrix is estimated
by using a dynamic conditional correlation (DCC) multivariate GARCH model. We evaluate the
out-of-sample investment performance of our model using historical data of U.S. stock market.
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