

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		

		
            

		
		
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Bayesian Inference and Portfolio Efficiency

	
    
        
            
            







    
    










    
    
    
    











			
                    NBER Working Paper No. t0134
 
        

    
	

	
	
		
		
			47 Pages
		
		

		Posted: 29 Dec 2006
		
			Last revised: 15 May 2023
		
		
	

	
		
			
			




	See all articles by Shmuel Kandel (deceased)Shmuel Kandel (deceased)
affiliation not provided to SSRN (deceased)
Robert E. McCulloch
University of Chicago - Booth School of Business
Robert F. Stambaugh
University of Pennsylvania - The Wharton School; National Bureau of Economic Research (NBER)


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Bayesian Inference and Portfolio Efficiency

								
							
							
							
								NBER Working Paper No. t0134
							

							
							
								
									Number of pages: 47
								
								
									Posted: 29 Dec 2006
								
								
									Last Revised: 15 May 2023
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							   74
							
						

					

					
					

					
						
							
						

						
							
								
									Bayesian Inference and Portfolio Efficiency
									

								
							
							
							
								
								
									Posted: 26 Oct 1999
								
								
							

							
						

						
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: May 1993

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		A Bayesian approach is used to investigate a sample's information about a portfolio's degree of inefficiency. With standard diffuse priors, posterior distributions for measures of portfolio inefficiency can concentrate well away from values consistent with efficiency, even when the portfolio is exactly efficient in the sample. The data indicate that the NYSE-AMEX market portfolio is rather inefficient in the presence of a riskless asset, although this conclusion is justified only after an analysis using informative priors. Including a riskless asset significantly reduces any sample's ability to produce posterior distributions supporting small degrees of inefficiency. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Kandel (deceased),  Shmuel and McCulloch,  Robert E. and Stambaugh,  Robert F., Bayesian Inference and Portfolio Efficiency (May 1993). NBER Working Paper No. t0134,  Available at SSRN: https://ssrn.com/abstract=573125
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Shmuel Kandel (deceased)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				affiliation not provided to SSRN (deceased) 

			

			
			
				
				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Robert E. McCulloch (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: University of Chicago - Booth School of Business]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Chicago - Booth School of Business  ( email )

			

			
			
				
				
				
					5807 S. Woodlawn Avenue
Chicago, IL  60637
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Robert F. Stambaugh

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: University of Pennsylvania - The Wharton School]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Pennsylvania - The Wharton School  ( email )

			

			
			
				
				
				
					The Wharton School, Finance Department
University of Pennsylvania
Philadelphia, PA  19104-6367
United States
215-898-5734 (Phone)
215-898-6200 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       74

			

		
		
		
			Abstract Views

			    1,197

		

		
		 
		
			Rank

			  579,110

		

		
	


	

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Can Investors Profit from the Prophets? Consensus Analyst Recommendations and Stock Returns

                        
                            By
                                
                                
                                    
                                    Brad M. Barber, 
                                    
                                
                                    
                                    Reuven Lehavy, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Security Analysts' Career Concerns and Herding of Earnings Forecasts

                        
                            By
                                
                                
                                    
                                    Jeffrey D. Kubik, 
                                    
                                
                                    
                                    Amit Solomon, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Relation between Analysts' Forecasts of Long-Term Earnings Growth and Stock Price Performance Following Equity Offerings

                        
                            By
                                
                                
                                    
                                    Patricia Dechow, 
                                    
                                
                                    
                                    Amy P. Hutton, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Analyzing the Analysts: When Do Recommendations Add Value?

                            
                                By
                                    
                                    
                                        
                                        Narasimhan Jegadeesh, 
                                        
                                    
                                        
                                        Joonghyuk Kim, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Herding Among Investment Newsletters: Theory and Evidence

                            
                                By
                                    
                                    
                                        
                                        John R. Graham
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            An Empirical Analysis of Analysts' Target Prices: Short Term Informativeness and Long Term Dynamics

                            
                                By
                                    
                                    
                                        
                                        Alon Brav
                                         and 
                                    
                                        
                                        Reuven Lehavy
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            How Do Analysts Use Their Earnings Forecasts in Generating Stock Recommendations?

                            
                                By
                                    
                                    
                                        
                                        Mark T Bradshaw
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Are Small Investors Naive About Incentives?

                            
                                By
                                    
                                    
                                        
                                        Ulrike Malmendier
                                         and 
                                    
                                        
                                        Devin M. Shanthikumar
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Are Investors Naive About Incentives?

                            
                                By
                                    
                                    
                                        
                                        Ulrike Malmendier
                                         and 
                                    
                                        
                                        Devin M. Shanthikumar
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Analyst Forecast Revisions and Market Price Formation

                            
                                By
                                    
                                    
                                        
                                        Cristi A. Gleason
                                         and 
                                    
                                        
                                        Charles M.c. Lee
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.130 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

