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Abstract

The objective is to construct fund-of-funds (FoFs) that follow an absolute return strategy
and meet the requirements imposed by the value-at-risk (VaR) market risk measure. We
propose the VaR Black-Litterman model which accounts for the VaR and trading
(diversification, buy-in threshold, liquidity, currency) requirements. The model takes the
form of a probabilistic integer, non-convex optimization problem. We first derive a
deterministic reformulation of the probabilistic problem, which, depending on the
information on the probability distribution of the FoF return, is the equivalent, or a close
approximation, of the original problem. We then show that the continuous relaxation of
the reformulated problem is a second-order cone optimization problem for a wide range
of probability distributions. Finally, we use a specialized nonlinear branch-and-bound
algorithm which implements the portfolio risk branching rule to construct the optimal

FoF. The practical relevance of the model and solution method is shown by their use by
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a financial institution for the construction of several FoFs that are now traded
worldwide. The computational study attests that the proposed algorithmic technique is
very efficient, outperforming, in terms of both speed and robustness, three state-of-the-

art alternative solution methods and solvers.

Keywords:

Portfolio optimization Probabilistic programming Funds-of-Funds Black-Litterman Absolute return

Trading constraints

Related Research Data

The Efficiency Analysis of Choices Involving Risk

Source: Unknown Repository

Bayes-Stein Estimation for Portfolio Analysis

Source: Journal of Financial and Quantitative Analysis

Stable distributions in the Black-Litterman approach to asset allocation
Source: Quantitative Finance

Higher moment coherent risk measures

Source: Quantitative Finance

Portfolio optimization with linear and fixed transaction costs

Source: Annals of Operations Research

Robust portfolio selection using linear-matrix inequalities

Source: Journal of Economic Dynamics and Control

Quadratic programming for portfolio planning: Insights into algorithmic and
computational issues Part Il — Processing of portfolio planning models with discrete

constraints

Related research @

People also read Recommended articles Cited by
21

The Black-Litterman model: the definition of views based on volatility forecasts >

Andi Dugi et al.


https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1142%252F9789814417358_0017&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F2331042&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F14697680701442731&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F14697680701458307&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1007%252Fs10479-006-0145-1&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fs0165-1889%252800%252900086-5&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1057%252Fpalgrave.jam.2250079&type=Scholix
https://www.tandfonline.com/keyword/Portfolio+optimization
https://www.tandfonline.com/keyword/Probabilistic+programming
https://www.tandfonline.com/keyword/Funds-of-Funds
https://www.tandfonline.com/keyword/Black%E2%80%93Litterman
https://www.tandfonline.com/keyword/Absolute+return
https://www.tandfonline.com/keyword/Trading+constraints
https://www.tandfonline.com/doi/full/10.1080/09603107.2014.925056
https://www.tandfonline.com/author/Duqi%2C+Andi

Applied Financial Economics
Published online: 11 Jun 2014

Information for Open access
Authors Overview

R&D professionals Open journals
Editors Open Select
Librarians Dove Medical Press
Societies F1000Research
Opportunities Help and information
Reprints and e-prints Help and contact
Advertising solutions Newsroom
Accelerated publication All journals
Corporate access solutions Books

Keep up to date

Register to receive personalised research and resources by email

BSignmeup
O M W

Copyright © 2026 Informa UK Limited Privacy policy e Taylor& Francis

by informas--
Cookies Terms & conditions Accessibility

Registered in England & Wales No. 01072954
5 Howick Place | London | SW1P 1WG



https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
https://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

