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Overview: Course Description 

This course focuses on how investors should optimally choose their portfolio allocations to various 

asset classes, such as (domestic and foreign) equities, bonds, real estate, and cash. Selection of 

individual securities is outside the scope of this course. We explore how asset allocation choices 

depend on the investor’s risk preferences, time horizons, wealth, and the risk-return characteristics of 

various asset classes. The course starts with an exposition of the standard one-period optimization 

framework with a constant risk-return structure. Various estimation techniques for the risk-return 

parameters (especially the expected returns on equity) are discussed. Then, we introduce a 

multi-period optimization framework, where the risk-return structure varies with time, and explore some 

of its implications. Using such models as a frame of reference, the course covers more practical topics 

such as tactical asset allocation, dynamic asset allocation, portfolio insurance, international 

diversification, pension fund management, the effects of labor income and life cycle, the actual behavior 

of Japanese households, and the role of alternative investments. The course requires some knowledge 

of elementary calculus and statistics. 

 

Objective of this course 

The primary objective of this course is to provide students with a solid background in the theory and 

practice of asset allocation. At the end of the course, students will be (i) comfortable with the basic 

analytical concepts of asset allocation, such as expected utility and relative risk aversion, (ii) able to 

solve certain types of asset allocation optimization problems as well as “reverse optimization” problems, 

(iii) familiar with the methods and limitations of tactical asset allocation strategies, (iv) familiar with the 

performance characteristics of various dynamic asset allocation strategies, and (v) capable of 

discussing related topics such as pension fund ALM (asset-liability management), the merits of 

international diversification, and actual asset allocation by Japanese households.  

 

 


