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		Abstract

		This paper analyzes the single period portfolio selection problem on the location-scale return family. The skew normal distribution, after recentering and reparameterization, is shown to be in this family. The recentered and reparameterized distribution, called factor-recentered skew normal, can be expressed as a skew factor model which is characterized by a location parameter and two scale parameters. Risk preference on scale parameter is non-monotonic and risk averse investors prefer larger (smaller) scale when the scale is negative (positive). The three-parameter efficient set is a part of conical surface bounded by two lines. Positive-skewness portfolios and negative-skewness portfolios do not coexist in the efficient set. Numerical cases under constant absolute risk aversion are analyzed with its closed-form certainty equivalent. An asset pricing formula which nests the CAPM is obtained. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Portfolio selection, CARA - skew normal, Certainty equivalent, Non-monotonicity, Factor model

	
	

	
    

    
	

	
	
		JEL Classification: G11, G12, D81

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Gan,  Quan, Location-Scale Portfolio Selection with Factor-Recentered Skew Normal Asset Returns (July 21, 2014). Journal of Economic Dynamics and Control, Volume 48, November 2014, Pages 176â€“187,  Available at SSRN: https://ssrn.com/abstract=2430006 or http://dx.doi.org/10.2139/ssrn.2430006 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Quan Gan (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				The University of Sydney - Discipline of Finance  ( email )

			

			
			
				
				
				
					Discipline of Finance
University of Sydney
Sydney, NSW 2006
Australia

				

				
			

			
				
				
					HOME PAGE: http://sydney.edu.au/business/staff/quang
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Financial Research Network (FIRN)  ( email )

			

			
			
				
				
				
					C/- University of Queensland Business School
St Lucia, 4071 Brisbane
Queensland
Australia

				

				
			

			
				
				
					HOME PAGE: http://www.firn.org.au
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    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

				      104

			

		
		
		
			Abstract Views

			      813

		

		
		 
		
			Rank

			  464,296

		

		
	


	
		
            
            	        1 Citations
		

	

	
		
			
				       23 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Capital Markets: Asset Pricing & Valuation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Asset Pricing & Valuation eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,020

                                    

                                    
                                        PAPERS

                                           32,331

                                    

                                

                                
                            

                        

                    

                
	
                    Econometric Modeling: Capital Markets - Portfolio Theory eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Econometric Modeling: Capital Markets - Portfolio Theory eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              615

                                    

                                    
                                        PAPERS

                                            4,658

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Downside Risk

                        
                            By
                                
                                
                                    
                                    Andrew Ang, 
                                    
                                
                                    
                                    Joseph Chen, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Downside Risk

                        
                            By
                                
                                
                                    
                                    Joseph Chen, 
                                    
                                
                                    
                                    Andrew Ang, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Portfolio Selection with Higher Moments

                        
                            By
                                
                                
                                    
                                    Campbell R. Harvey, 
                                    
                                
                                    
                                    John Liechty, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Optimal Portfolio Allocation Under Higher Moments

                            
                                By
                                    
                                    
                                        
                                        Eric Jondeau
                                         and 
                                    
                                        
                                        Michael Rockinger
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Optimal Portfolio Allocation Under Higher Moments

                            
                                By
                                    
                                    
                                        
                                        Eric Jondeau
                                         and 
                                    
                                        
                                        Michael Rockinger
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Optimal Portfolio Choice Under Regime Switching, Skew and Kurtosis Preferences

                            
                                By
                                    
                                    
                                        
                                        Allan Timmermann
                                         and 
                                    
                                        
                                        Massimo Guidolin
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Downside Correlation and Expected Stock Returns

                            
                                By
                                    
                                    
                                        
                                        Andrew Ang, 
                                        
                                    
                                        
                                        Joseph Chen, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Modeling Asymmetry and Excess Kurtosis in Stock Return Data

                            
                                By
                                    
                                    
                                        
                                        Gamini Premaratne
                                         and 
                                    
                                        
                                        Anil K. Bera
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Is Beta Still Alive? Conclusive Evidence from the Swiss Stock Market

                            
                                By
                                    
                                    
                                        
                                        DuÅ¡an Isakov
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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   0.109 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
