

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	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
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Portfolio Selection and Asset Pricing Models

	
    
        
            
            







    
    










    
    
    
    











			
                    Journal of Finance, forthcoming. 

 
        

    
	

	
	
		
		
			49 Pages
		
		

		Posted: 13 Feb 2009
		
		
		
	

	
		
			
			




	See all articles by Lubos PastorLubos Pastor
University of Chicago - Booth School of Business


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: March 13, 1999

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Finance theory can be used to form informative prior beliefs in financial decision-making. This paper approaches portfolio selection in a Bayesian framework that incorporates a prior degree of belief in an asset pricing model. Sample evidence on home bias and value and size effects is evaluated from an asset-allocation perspective. U.S. investors' belief in the domestic CAPM must be very strong to justify the home bias observed in their equity holdings. The same strong prior belief results in large and stable optimal positions in the Fama-French book-to-market portfolio in combination with the market since the 1940s. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: portfolio choice, Bayesian, asset pricing, CAPM

	
	

	
    

    
	

	
	
		JEL Classification: G12

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Pastor,  Lubos, Portfolio Selection and Asset Pricing Models (March 13, 1999). Journal of Finance, forthcoming. 
,  Available at SSRN: https://ssrn.com/abstract=1342890 or http://dx.doi.org/10.2139/ssrn.1342890 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Lubos Pastor (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
773-834-4080 (Phone)
773-702-0458 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://www.ChicagoGSB.edu/fac/lubos.pastor/
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [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

				    1,204

			

		
		
		
			Abstract Views

			    7,590

		

		
		 
		
			Rank

			   32,410

		

		
	


	
		
            
            	      158 Citations
		

	

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Chicago Booth: Fama-Miller Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Chicago Booth: Fama-Miller Working Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            8,019

                                    

                                    
                                        PAPERS

                                              449

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        A Test for the Number of Factors in an Approximate Factor Model

                        
                            By
                                
                                
                                    
                                    Robert A. Korajczyk
                                     and 
                                
                                    
                                    Gregory Connor
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Comparing Asset Pricing Models:  an Investment Perspective

                        
                            By
                                
                                
                                    
                                    Lubos Pastor
                                     and 
                                
                                    
                                    Robert F. Stambaugh
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Risk Reduction in Large Portfolios: Why Imposing the Wrong Constraints Helps

                        
                            By
                                
                                
                                    
                                    Tongshu Ma
                                     and 
                                
                                    
                                    Ravi Jagannathan
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            On Portfolio Optimization:  Forecasting Covariances and Choosing the Risk Model

                            
                                By
                                    
                                    
                                        
                                        Louis K.c. Chan, 
                                        
                                    
                                        
                                        Jason J. Karceski, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Honey, I Shrunk the Sample Covariance Matrix

                            
                                By
                                    
                                    
                                        
                                        Olivier Ledoit
                                         and 
                                    
                                        
                                        Michael Wolf
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Markowitz Optimization Enigma:  Is 'Optimized' Optimal?

                            
                                By
                                    
                                    
                                        
                                        Richard O. Michaud
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Portfolio Selection with Parameter and Model Uncertainty: A Multi-Prior Approach

                            
                                By
                                    
                                    
                                        
                                        Lorenzo Garlappi, 
                                        
                                    
                                        
                                        Tan Wang, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Portfolio Selection with Parameter and Model Uncertainty: A Multi-Prior Approach

                            
                                By
                                    
                                    
                                        
                                        Lorenzo Garlappi, 
                                        
                                    
                                        
                                        Tan Wang, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Portfolio Constraints and the Fundamental Law of Active Management

                            
                                By
                                    
                                    
                                        
                                        Steven Thorley
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Asset Pricing Models: Implications for Expected Returns and Portfolio Selection

                            
                                By
                                    
                                    
                                        
                                        A. Craig Mackinlay
                                         and 
                                    
                                        
                                        Lubos Pastor
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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-l100 in   0.062 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
