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Optimizing the investment portfolio using cumulative
prospect theory based on elliptic two-point distribution

Behzad Malekzadeh Laili *
Negar Khosravipour 2

Receive: 04/July/2024 Acceptance: 11/ September/2024

Abstract

Given that stock market behavior does not follow a linear pattern, therefore, common linear
methods can not be used to describe this behavior. Considering that portfolio selection is a difficult
task according to different criteria, in this study, an attempt has been made to test the solution for
the best portfolio by using the theory of cumulative perspective. The statistical sample includes 31
active companies from the beginning of April 2016 to March 2016. The results of using cumulative
perspective theory based on the distribution of two elliptic points show that using this method over
time and using more educational data, leads to a portfolio with better performance. Also, the total
portfolio, which is obtained using the monthly average of the total stock, has a favorable trainer
criterion.

Keywords: portfolio, optimization, cumulative prospect theory, elliptic two-point distribution and
investment.
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