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2. Security Selection
3 Regime-Switching Model
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1. Regime Switching Model
2. Markov Chain
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YAY o oS 50,800y il ol Ay WSy s
gty a8 Caw -1 floj U o yiwd > SleMbl o ilo Qpg & 90 sladlaly )
Jlain! Sl aS S G polde by fjt w11 Gl By (205L Sloj gy pols>
G © wingd 35l sl o cosl o yielly by B el tloj 3] wafy 0092 oS>
NS sl P g Jly ig (08 L] candy (byd JBs Nje om ple &lp5 )0 4l

o

las goomo ‘\u,.g,lgs V) 3)91);. 5l oolatwl b coles o odigd H1,ST iy ol opl JuoSS L
L] comsy (byd JBo U dn ¥ dail) ggoome 45 3980 glitiul 514595 4 o pial )l 5l
Sl ddy ol canyd Al 3N oy @e 452
(ye — 1 — Bjye-1)?

207

e Bzl a5y 5:50ke Sl A5 )lke 005 0b &b (sl o)l o sl S5 L
8920 (e A Aol )3 (g . 01 02 D ve) o g Livgay Slyuis Vsl oS 2
Db ge Ay (o yd= Sl g peiiomm ) Jie oS il ol b ol panass

. 1 .
T]]'t = f(Ytlst = ]'Qt—l; e) = \/’mexp(_ (v d"EJ‘)

SR 9 390 (B3 8 35T 29 (8199 (o0 sl — S g puio—ppa 3 5 Joho ¥
S 5 3l odlaiwl Ly (351 3590 53 oud 390 gy (2l 3 1A 3)90 3,50,
248 ol (V) opid 5 S gy adlbanngs Jao b piitom ) Joo sl 29
S el ol Uog) ol Caje o ytare ol 00 gyl (V2 -0) Sojl o5 4 o5 slaial,
4 48 39800 S5 b ) Cundg SRyl ool slue  dinkr 980 ol
oo 5l oalital b (ye =Sl (235l dulone 395 o0 i8S a3 3 5 slaill Cumidg (o5
ol A dlall) ©jg0 ) puiitom )
Hst(rp) = [(Ts) ™ + P'QTPI T [(TXs) s + P'QTQ] (A Al
72 blygsS Tt N X 1) 55 51 Jools sl 350 235k pise (1) A sy >
Sy 55 Supliwl oW lidyee j3 a4 Sla Sl 3uiS puxi il P (N X N) <l
sl Jlw slis 1 o’ SO) SOl 0800 & o lisebs] o T (K X N) )l
oo QN X 1) o3y o 5l Jols 5L oilsse (2350 I Mg (s sl &god
P S Glgabl pas Buimd Lt oS 0l ol sloolis 35l slad (gykad (uibl)gs8

1. Maximum Likelihood Estimation



VYA 5y oF Bylod ¥ 590 dta;«rwd/aiu, FAA

sl s 5l plas o el 550 (205L 5y50 ;3 oD Jbop @ o (K X K) casl oBad
ool (KX 1) 0y & a2 b ylaie
oo e Pl Sl Jao 3 b Ml 3,50 o33k oy el cansdy g
ooy el JugSle uibslam (xSSke 3,50y )k I Oligl A panasS Al
Gk 31 LS 5y oy 5 (ilwaige Alwe J> 4 plusl Matlab 1580 5 5 5l eolazwl b ysls
Jlesl 25 28 e (2lacudgions e g9 oy Sln 9 0d Sy il Jilu>

9 50
min risk measureg(rp)
Nt

Zwi = landw; = O foralli.
i

oarmasS 3wl mls GlaSee 0ad giludie (g 0 Slas bl sl coled
(Plow 3 (AT ale o JIed (sl Fain) ploww (5925 AiVled Co e o3l pl L1y Sl
Bysd 1> Lesbly (lmodly slise ' lofl s 3,Sus) 5l ooliiwl b Ly prad 5 23905 duylie
BLod jl ot g S o235l Blod 3l ol canday slogisyy (bl & pladl S aiges o)
el 045 ()l jline) Snny 2 (e 3 )Slos Jlire

g H sbasl
 LogSll 5y 392 JLo oy s 2l 0 ol iy sy 2 €5 sgolan
Do 4y pols 4 aS) 5 L8 950l e e ol 1) calisee gla olyls gy > Loy,
sloosly Lo iloj (s (S il (Puome S sy Siagh loodly Linog el g5
b olab (235l Slej g hvog )l ¥ s Cusl (6)900 6yl gy 0550

o) o i aale YIY 300 (b 1) Jlaise

Blisee (o )1s b o ) (2254 Sl (6w oy Hlol .Y Jgas

OSana plow sl s Mo 8w | (SOb WSy 83y

ANE AVLY T ISA yAYAR VAYALY Sk
VATRY 7bI¥Y ATRYN 7512 eIy she Gl
/=Y 7=\YIAD Z=YYINY | J=VANYA YATR ¢ aueS

1. Back Testing
2. Out of Sample



YA o oS 50,800y il ol Ay WSy s

Y g dabsl
oS plew a3L5 ) Mo i | (Sl Aoy B3y
YAZING YARY/NS YARIAYS YATAAY yAY/NS P
AN YV \Y/YA Aov Flov Sais
e V¥ Y/VA VY -Ivs S
YAYZIINA VARNAE VANAZAN S IRVA SEVAA YATLZIAZN S a5
YyY YyY YyY YyY YIY Slsalie sluss

an bgye Lo ol o yide oy o sl osalin JB Y Joio p0 a5 pobolon
b Ao YO0 20l b Sie w9 Ao > YAY/V e reod (2050 L wyer (el
ol o3 VF/AY o )& mess 235L LYo 4 bgype (2050 (p ieS .Cuwl olo YIY
S e 5 S AL, 83,00 4 by Alble 23 fonn Sl 3 508
Mo &S 4 bgsyo 55 ylre Blysl oy ptdin ol o3 V10N g o> <YV L plp S5 4
Cawl oy BIFY 5 0oy £/+Q y0lds b plow o

e 5y Jowo bwgd o b slom § Lol s
=) plew 5L 53 0ud olulid (slae ) SS& guls (w)p 4 pldl ol Jimgl )
95 S Wiges plgie 4 sl o1 ol (o3balBl s g S )lo itemmay Jao by

sl S )lo jsitom ) Jho Coond (ke Glgie 4 Mattlab 133l e

0.4 T T T T
[ Explained Variable #1
0.2} g
0 N
0.2 L 1 1 L
2} 50 100 150 200 250
0.07

T
0.08 Conditional Std of Equation #1] |

0.05
0.04

0.03

0.5

N I

150 200 250

Smoothed States Probabilities

Time

Matlab 1331 o5 agys ) S5



VYA 5y oF Bylod ¥ 590 dta;«rwd/aiu, 4.

Byl ped Hloged plow adls Llale (2051 bamdlis Jol Jlages o S5 jo
po— Jldged 5 Sl 0)93 12 53 (2351 Sloj o) Jo Gy piite (b yd line Slyocl
o 55 daaly sl Cblug (58,5 25 b g o) Jan ool 2 2030 ol
2 d90d glital |y ey Cundg plgices ) JS 4 i bl 0390 )30 25 pS ole
S 2 lp S le jesitom ) Je jlooliul b oad olulid slawm ) @ls jo F Jgie
ol 00 Gl olpl o ol calisee Clib )

Ol 3 otl1s Cillisee b 0 o Llidd cilisen (sWas sy 235U 5 Sy U Los ¥ Jgoan

wilalo 2350 5 Sileo e bl ] olo dluss
whb clib
Sgmom) | dsFmiy | Wmemly | SiFmiy | W ml | G e
YAZAN VAVAR 7YY VAZAR A\ YAD M i
VAVAR) AT 7oloy AR (R V-0 Y
JEINY Voo A YAYl 2 VATAY) 0 Wy plow asli
AN AVALS YAYANG AR WYY YA S

Hlame Gl ol 5 o 0 VYD alale 235 :Ske (gl)d (35m0 m35) O Sms 3L
VIV lze Bl o3l g o3 VXD dlale 205L pwShe sl (Jg5 w3y 10 9 o yd VAY
2 L) cuslio S8 sl Gl S0k 5 uibls ln 0ol @S o cenl o
=235 9 403 FIVY jly0)93 JS (o plaws 513k (gm0 my (233l (565ke 315 (ySnne
YIVA 2y J95 mdy 9 203 VIOF ply (39mo w5 sline Blyoil g aops /AR il (Jo35
4 plew Ll Gl 95 9 50 slam)) SSE Y JSE )d Casl 0ad ssalie a0
Cuol odnlie BB oo



¥4y SR S IR EPRE PO N PP S

¥o-
Yool
Yo/
Yool
A XVA
Yool
VO
ARRYA

D/

YAY.«Y0)
Yavy.av..A

o
.O
<
.O
b3
3=

o e o, o o e om m e e m m m om m m m m m —

o bl (sLaeasy 9 (ol )5 w9 e Ll (oot ) ) (oread (o230 g, .Y USS

olo ¥ plulis ) S yils Limgh gults ol saanlie B Y S5 5 48 jsbolen
sl 0391 0l VIV (b (S50 (2195) 955 w35 ole WY 9 (S5 o5 (2155) 3920 w25,

Slply i slaws )y Cunl dtwiles S )lo yuaio— sy Jdo D500 ledl o o Colgs jo
270 Wwled 3o aS b lan o5 4 g Bl Sl os 4 Y g plow olb Clib
o Pl M 8o g S s lis )3 Ll am3 e ol |y e ]S o L]
D)3 0929 bawafy (233l 5 Sy bl jloline oglis

S8 51 A S 3 Lo 9 Joo 1 0 S
Sloslawl b calizee slacdls o ol jawass dlue o 5 Jdo (5310 4 pladl asldl s
bl ol oad diges )b 8)93 )3 (o pd= Sy g esitom ) Jde (S 5 ilodinre 3509,
o Sl 5 petem ) (55 Jde el 0 b ik (eles (i3S e o L
ol 01 (6 )15l RS-BLOL o st &y oS sl 5 a5l 3ol (sligy yanass
2 ol dalge ()05l o Jloj e g > D oCudge b Jos 0 Shb javass
e 3 il e e ) sy (S b o s > S e Bl
O Al (b pamass glacnli (655 LS4 pL g0l 5l s caaul,
Jie il il ol ol 50 aslsl )0 (YVF Gl oo 9 3 ledl) Wad Llod olacgdgise
A (Sl Aoy 83,00 5l pel (2l Gl (oolod (18,5 jlaips L o ppitain yie= )



YYAS 5l ¥ 5o ¥ 590 dtuﬂ;./d/ww

yay

po— Joo (B3l 295 0 ol (RS-BLOZ) (Sue (13505 BLod (193 9 plos 0¥ b
15 sl 485 &0 Ay SOl 53y g plas ol Gl g 5l oolizl | (RS-BLO3)
L o 3 il (sLm3,Sa, Ly Lo Sty s 5l Lol ol F Jouo
ol 005 ) 3 Slae b)) sloasls

B digoi bygd slo Fe b il 1,5, 3, Kles 2L, Y Joan

TEDPIX EFCI RS-BL0O3 | Rs-BLO2 | Rs-BLOI Jio
PLQ(“ > Lg)l.:\fﬁln)w ob)g‘»*gl{,w Lﬁ.l)b uLo.Ja dod ula.\.lo dod jl&'{s)
plo oSy (S OS2y =hb

ARIAY ARAR AN VANVARY TheIAS Js i
VARVAR YARIAZ VARV TANIYS yAYZANS Sl 2oL
YAYAA yAYA4s yATlas YAV yAVARN Slale 235 pSlbe
TEl TEINY VATANG VATARS ZYIYA slze Bl
/oY -[eyavy <IYSAN RN —[+SAY yls e

Ao YIEY ;1 RS-BLO3 5,555, Slale (23iL ke ()5 &Bges ole £+ b
P GRSl w laGadin oS 5 (adlh 1oy VY dlale 2051 (1 She bilae )
UL‘“’ |) o lises LSLQ;/&”) 20 ujb.))l; E.la_w :\Mula.o Y JS«: Cowl 005 odalin FLG(W

..Mb‘)u;o
Yoorool
AT TRRYA
RS-BLO1
N RS-BLO2
e— RS-BLO3
I YREYA e o EFCI
e e e e TEDPIX
A
—Beoll

5 Sdos 2yl (et b dulile 40 0ud (i3l Alieo (g Joe gl Y JSUS




yay o oS 50,800y il ol Ay WSy s

0o S g ptemmf) (S 5 e paw 2,50g) diged )1 Byg3 ole £ ggecme
5 Sl (raaS (233 yidar (SIS 203 VOV L (Al (SOl 03 ppploew (5351 0)
wily gy 3Mos cplow IS (a3LS g (gl p slaBorio S 5 (RIS & s
2 oSl 5 piiem o) o pitediy glaJis 5l b cul 1S5 bls el
e 35509y slire Blyzal piren sl AU (uslie 3)Sdas pod 5 Sl 510350,
slegario Loy FIVY e Bl sul olie (5 ()8 Bgesole £+ b )3 o> F/VY
A5 S el )y Sy quns S i 3Skes I LS plow 53 () 4lo
2l & G g cglae 3 Slas (RS-BLO3) pous 3,09, 5l Jols (55850 55 )l slne
Sy G ol Joad (235 (ooleduday 3,509y & 3905 o3l g0 g Aty 13,5,
) g pioglas

S 5 3555y 31 il L Lo b By s IS e pSl g, gl
el by L ) Gl dtslys oS Conl Jos 53 o pid=Sh 9 )lo pusitom o) Jio
Sl ool Jss B

Lrolgiins 9 (5 5 a0
2 b e wd Cenl (IS lo s e o 350 (o Gl (1 o
Gl Ll e (2l panass g §y @l 103 (gm0 5l 5 Conl plow el Jilie
dg b o ol Clab 833l 5 Sy JLd) ;5 Couoal b Olyoss 4y oo g 03905 dnlge (g0
Sl clie Coz)la S Ay pol lagh Ban )l Fuilasie 3,50, Su 4 s &S
Jo @ a2 bl by s (38,5 )13 0 b bigy (2l panass 51yl giludse
o phBI (VY] ey id 5 S gilodingg 9 (V0 +0) Ogthon bawgs didlbdnngs jusitom )
Glib > disge panass ly oo =S g Sl o)) 5l (S 5 Jde S dewgs
Gl 0dd olpl o ol cabise

o deg b (b olib ) (sl @glite sy panass d92g 5l Ui gk gl
Sglite Jlislo 3929 S 4 (S)le 4 sl it 3 ploj Job 3 & 3l s slaj,
obes Jobo > (Saliite it (gl panass (Jop b (s39m0 ) 22 )3 (B35 9 S
O Sl (5 5 S g e (2> anasS 3,50y @l Coled ) el o sualie
3y 33l a5 5o Sl Aoy 83y plow (2> 4l 93 (38,5 )5 )3 b e ea)
ol 8l (655 B39y b ()l sline) Sy (Sae 3)Shas L



VYA 5y oF Bylod ¥ 590 dtaywdaiu, raf

FeoV) )l g Sl lawgs 48,5 ©j50 sbyiaggy yide 3900 ol Gy S5 H5ba
O9el ST VoY) 95 5 95 oV IY) Lo )8 (Ve oV 5 Voo ¥) (o yoid 5 (g (VoY
Sl pstem oy Jae 09l (WUl (V10) (il g pygeosid pwde Ol 9 (V1Y)
2 Jae ol jleslaul el 13 9 (H95 5 e lapm)) @ ik Cansy iludse
aS Wiledgad by Sy oyt 5 Sy (giludido )b anass da o)y (g)li8 cunld
) cdlas 43S 0y dalyd jule b 38 pol Ghagh gl
(938 3e (b 82y plows p (ise (2l panast (3l (iludie b (pizmen
Al (Vo) e a8 yg5m) ansdS ola g ) a5 cunl plow Jlie 1> ol Lanass cuenl
3k ) (Sl 03y plaes (3l tal slive 1 00d 0l Jao D) 4 dag Ll 0 o)L
N8 lad s (Buses Lie 5 g)liSale i olnie B39 0 Sl ol il
Ay ol Jol alib o el (arass Kl il Glaoal Cusdl 4 ploaw o]
@l jl (maass (8 lacsluyj g (s cla)lpl sbul b g o390 6yt
ipled odlil Glpl )3 A IS dlo o Ca e drgi gl 045 3L 3,509y (igme

&bw

9 oS slaidl glo Sluabll (15,8 b b oyl dpe jawass (WWAY) .o wlaS g wg wdl; B
AM-R (FI0+ cgolaidl wldios .ol pl ade odl s (slows o0

o Jlo Gils ngy ale Solilsd 28 St S5 35Kag, 10l plaw
¥.-yvY c(YA)A c)‘.)LQﬁ db?l

References
Ang, A., & Bekaert, G. (2002). International Asset Allocation with Regime
Shifts. Review of Financial Studies, 15(4), 1137-1187.

Ang, A., & Bekaert, G. (2004). How do Regimes Affect Asset Allocation?
Financial Analysts Journal, 60(2), 86-99.

Black, F., & Litterman, R. B. (1992). Global Portfolio Optimization.
Financial Analyst Journal, 48(5), 28-43.

Black, F., & Litterman, R. B. (1999). The Intuition Behind Black-Litterman
Model Portfolios, Goldman Sachs Quantitative Resources Group.



Y40 o oS 50,800y il ol Ay WSy s

Bulla, J., Mergner, S., Bulla, 1., Sesboue, A., & Chesneau, C. (2011).
Markov-Switching Asset Allocation: Do Protable Strategies Exist?
The Journal of Asset Management, 12(5), 310-321.

Edwards, P., & Manjrekar, C. (2014). Asset Allocation Survey, Mercer.

Ender, S. (2017). Stock Index Hedging using a Trend and Volatility Regime-
switching Model Involving Hedging Cost. International Review of
Economics and Finance, 47(1), 233-254.

Fabozzi, F. J., Markowitz, H. M., & Gupta, F. (2008). Portfolio Selection,
Handbook of finance, John Wiley & Sons.

Fischer, E. O., & Murg, M. (2015). A Combined Regime-switching and
Black-litterman Model for Optimal Asset Allocation. Journal of
Investment Strategies, 3(4), 1-36.

Garcia, R. (2012). Asset Allocation Decisions in the Presence of Regime
Switches, Working paper, The Princeton university.

Garcia, R., & Perron, P. (1996). An Analysis of the Real Interest Rate under
Regime Shifts. Review of Economics and Statistics, 78(1), 111-125.

Gholizadeh, A., & Kamyab, B. (2015). Optimal Asset Allocation in the
Presence of Macroeconomic Uncertainties and International sanctions
against Iran. Journal of Economic Researches, 50(4), 959-988. (In
Persian)

Guidolin, M., & Ria, F. (2011). Regime Shifts in Mean-variance Efficient
Frontiers: Some International Evidence. Journal of Asset Management
12(5), 322-349.

Guidolin, M., & Timmermann, A. (2003). Strategic Asset Allocation under
Multivariate Regime Switching. Manuscript, Department of
Economics, University of California San Diego.

Guidolin, M., & Timmermann, A. (2007). Asset Allocation under
Multivariate Regime Switching. Journal of Economic Dynamics and
Control, 11(31), 3503-3544.

Hamilton, J. (2005). What’s Real About the Business Cycle? Federal
Reserve Bank of St. Louis Review, 87(1), 435-452.



VYA 5y oF Bylod ¥ 590 dtaywd/a}u, ra5

Hamilton, J. D. (1989). A New Approach to the Economic Analysis of
Nonstationary Time Series and the Business Cycle. Econometrica,
57(2), 357-384.

Hamilton, J. D. (1994). Time Series Analysis. Princeton University Press.

Hamilton, J. D. (2008). Regime-switching Models. In The New Palgrave
Dictionary of Economics, Durlauf, S. N., and Blume, L. E. (eds), 2nd
edn. Palgrave Macmillan.

Idzorek, T. M. (2005). A Step-by-Step Guide to the Black—Litterman Model.
In Forecasting Expected Returns in the Financial Markets, Satchell, S.
(ed), 17-38. Elsevier.

Idzorek, T. M. (2010). Asset Allocation is king, Morningstar Advisor paper.

Kritzman, M., Page, S., & Turkington, D. (2012). Regime Shifts:
Implications for Dynamic Strategies (Corrected). Financial Analysts
Journal, 68(3), 22-39.

Markowitz, H. (1952). Portfolio Selection. Journal of Finance, 7(1), 77-91.

Nademi Y., Aboanvari A., & Elmi, Z. (2015). Introducing an Early Warning
System for High Volatility in Tehran Stock Exchange: Markov
Switching GARCH Approach. Journal of Financial Knowledge of
Security Analysis, 8(28), 27-40. (In Persian)

Nystrup, P., Madsen, H., Lindstrém, E., & Hansen, W. (2015). Regime-
Based Versus Static Asset Allocation: Letting the Data Speak. The
Journal of Portfolio Management, 42(1), 103-109

Perlin, M. (2016). MS_Regress: The MATLAB Package for Markov Regime
Switching Models. Available at SSRN 1714016.

Saunders, D., Seco, L., Vogt, C., & Zagst, R. (2013). A Fund of Hedge
Funds under Regime Switching. Journal of Alternative Investments
15(4), 8-23.

Tu, J. (2010). Is Regime Switching in stock returns important in portfolio
decisions. Journal of Management Science 56(7), iv—1215.

Zakamulin, V. (2014). Dynamic Asset Allocation Strategies Based on
Unexpected Volatility. J. Alternative Investments, 16(4), 37-50.



yay o oS 50,800y il ol Ay WSy s

Zhu, X., & Zhu, J. (2013). Predicting Stock Returns: A Regime-Switching
Combination Approach and Economic Links. Journal of Banking &
Finance, 37(11), 4120-4133.




