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Abstract : In the financial field, the accuracy of covariance matrix estimation is crucial for the portfolio
optimization. This paper aims to comprehensively compare the performance of unconditional
covariance matrix estimation and conditional covariance matrix estimation in portfolio, with an
empirical analysis of portfolio optimization based on data from two broad asset categories: stocks
and commodities, across different dimensions. The results indicate that for low—dimensional scenarios,
unconditional covariance matrix estimation exhibits outstanding performance in terms of portfolio
returns and portfolio risk deviation. However, for high—dimensional scenarios, conditional covariance
matrix estimation demonstrates more effective performance.
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Table 1: Common unconditional covariance matrix estimation
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Table 2: Common conditional covariance matrix estimation
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Table 3: Descriptive statistical analysis
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g | xioe | IME | KAl | bRifEE | ImBE i
NHCI | 20 | 4.4843 |-0.1700 | 0.1700 | 0.0153 | 0.0178 | 3.8272
isgli 50 | 2.8099 | -0.6461| 0.1013 | 0.0222 | -0.5309 | 16.8943
HiE o . .
100 100 | 5.0338 | -0.5170 | 0.2001 | 0.0249 | -0.4105 | 12.6600
PR
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Fig. 1: Dynamic correlation between NHCI-SSE 50 assets
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Fig. 2: Dynamic correlation between NHCI-CSI 100 assets
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Fig. 4: The correlation among the constituent stocks of different indices
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Table 4: The performance of different estimators in the return prediction of portfolio optimization

B VER [-LW QIS Glasso POET DCC poetDCC DCAC DCC-OHLC
AV 3.82894 | 3.85053 3.82631 3.82364 3.82924 3.71015 3.75442 3.41183 3.26705
SD 450922 | 4.50374 4.58795 4.50662 4.59185 5.89029 4.78411 411373 4.18988
e IR 0.84914 | 0.85496 0.83399 0.84845 0.83392 0.62988 0.78477 0.82938 0.77975
SR 0.31341 | 0.31859 0.30746 0.31242 0.30784 0.21976 0.27983 0.24215 0.20319
AV 5.55536 | 5.54165 5.55263 5.50682 5.83244 5.38105 5.37941 5.24610 4.30779
i SD 556154 | 6.09980 6.32674 6.16631 10.23962 6.19460 5.95298 5.12468 5.40368
HIESO IR 0.99889 | 0.90850 0.87765 0.89305 0.56960 0.86867 0.90365 1.02369 0.79720
SR 0.56453 | 0.51247 0.49582 0.50129 0.33368 0.47870 0.49785 0.55231 0.35015
AV | 619891 | 6.16588 6.13778 6.04795 6.45002 6.55631 5.88006 5.40376 4.88705
. SD 7.01976 | 6.18041 6.32899 6.18823 7.51895 3.45990 5.67271 4.66914 5.49440
AHEO0 IR 0.88307 | 0.99765 0.96979 0.97733 0.85783 1.89494 1.03655 1.15733 0.88946
SR 0.53894 | 0.60679 0.58810 0.58696 0.53655 1.19674 0.61071 0.63996 0.44980
AV 3.35751 | 3.01501 3.01005 2.97209 2.87005 3.36201 3.11137 2.86376 2.67106
_ SD 5.99815 | 4.77110 4.76993 5.43716 5.56813 4.83269 4.67697 351101 3.37101
V300 IR 0.55976 | 0.63193 0.63105 0.54663 0.51544 0.69568 0.66525 0.81565 0.79236
SR 0.15702 | 0.12562 0.12461 0.10233 0.08160 0.19582 0.14874 0.12762 0.07575

(=) BRI

F25 R TR 22 P TR R AL A AR R (1 STE 3£
Mo HUICFH, TEYEREBARRS, Toath oy Z2 MR TR Lt 3
TFPERE. AN, X T NHCIFEL, Zebhiss 1-LW it 230 diix

IR STE, HA T2 FhT7 2R TP AR 99.51%. BEE
BEPHEIERET Y, APPSR T B, Horp DCC AR
FIH BB AIMERE. MO TFICAMETT 2, DCC BIUTE
_E SO FAHHIE 100 HhZH & R FEIR 62.68% 1 92.55%

F5: AR EAER A AT R RS N EL

Table 5: The performance of different estimators in risk prediction of portfolio optimization

SRR I-LW QIS Glasso POET DCC poetDCC DCAC DCC-OHLC
NHCI 0.12213 0.00005 0.00006 0.00006 0.00006 0.01050 0.00054 0.03318 0.00009
IES0 0.00515 0.00076 0.00079 0.00089 0.00394 0.00063 0.00194 0.00767 0.00092
L 100 0.00099 0.00024 0.00024 0.00040 0.00179 0.00005 0.00076 0.02190 0.00056
PR 300 0.00005 0.00048 0.00035 0.00051 0.00096 0.00054 0.00071 0.01737 0.00038
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Table 6: Stability test of portfolio return prediction (T=50)

FE I-LW QIS Glasso POET DCC poetDCC DCAC DCC-OHLC
AV 4.05645 4.08493 4.08812 4.07778 4.12882 4.01431 4.01323 3.85316 3.84385
SD 5.00450 4.66697 4.74811 4.69699 4.90506 6.87263 5.26804 5.05354 5.13216
e IR 0.81056 0.87528 0.86100 0.86817 0.84175 0.58410 0.76181 0.76247 0.74897
SR 0.32786 0.35767 0.35223 0.35386 0.34926 0.23261 0.30325 0.28445 0.27828
AV 5.69840 5.79437 5.79567 5.75936 5.79683 5.74946 5.69737 5.57430 5.25689
— SD 6.55726 5.91509 5.74654 6.02382 6.98647 6.78131 7.05989 5.93142 6.36033
IER0 IR 0.86902 0.97959 1.00855 0.95610 0.82972 0.84784 0.80701 0.93979 0.82651
SR 0.50062 0.57120 0.58818 0.55507 0.48396 0.49161 0.46483 0.53252 0.44671
AV 6.23216 6.27769 6.31985 6.23944 6.27517 6.27241 6.00119 5.77376 5.47845
. SD 5.80007 5.63015 6.88436 5.57696 5.89607 2.89026 5.73981 4.93186 5.32168
HHE100 IR 1.07450 1.11501 0.91800 1.11879 1.06430 2.17019 1.04554 1.17071 1.02946
SR 0.65800 0.68595 0.56711 0.68563 0.65458 1.33438 0.62467 0.68089 0.57552
AV 3.17462 3.17071 3.22526 2.93947 3.00517 2.65814 3.20546 3.44204 3.17894
o SD 4.61773 4.02921 4.08423 4.75465 4.38141 5.10566 5.37155 3.51332 3.88470
JHRA00 IR 0.68748 0.78693 0.78969 0.61823 0.68589 0.52063 0.59675 0.97971 0.81832
SR 0.16435 0.18739 0.19822 0.11016 0.13454 0.04749 0.14703 0.29213 0.19648

FT AENE RTINS (T=50)
Table 7: Stability test of portfolio risk deviation prediction (T=50)

S I-LW QIS Glasso POET DCC poetDCC DCAC DCC-OHLC
NHCI 0.10306 0.00018 0.00020 0.00024 0.00028 0.01010 0.00059 0.03389 0.00007
iE50 0.00483 0.00120 0.00130 0.00137 0.00328 0.00070 0.00211 0.00813 0.00087
i 100 0.00082 0.00057 0.00509 0.00064 0.00133 0.00005 0.00079 0.02201 0.00062
PR 300 0.00004 0.00061 0.00125 0.00059 0.00086 0.00059 0.00071 0.01550 0.00036

#8: AHUWEETMFEMRE (T=150)
Table 8: Stability test of portfolio return prediction (T=150)

B En I-LW QIS Glasso POET DCC poetDCC DCAC DCC-OHLC
AV 3.95321 3.92085 3.88901 3.88931 3.89221 3.84141 3.90572 3.57597 3.47681
SD 4.46090 4.54572 4.60386 4.57761 4.65415 5.85242 4.88533 4.22581 4.25964
N IR 0.88619 0.86254 0.84473 0.84964 0.83629 0.65638 0.79948 0.84622 0.81622
SR 0.34467 0.33112 0.32002 0.32192 0.31725 0.24361 0.30500 0.27457 0.24911
AV 5.63342 5.71814 5.74577 5.63352 5.99712 5.66276 5.54032 5.41972 4.62547
. SD 5.56690 6.02514 6.27589 6.48502 7.89466 5.48152 5.93485 5.17605 5.65745
HIESD IR 1.01195 0.94905 0.91553 0.86870 0.75964 1.03306 0.93352 1.04708 0.83230
SR 0.57801 0.54811 0.53061 0.49619 0.45365 0.59237 0.52649 0.58037 0.39762
AV 6.15572 6.22662 6.22611 6.17706 6.29077 6.63589 5.96055 5.56262 5.17472
e SD 6.14951 6.12871 6.09755 5.99338 7.34056 4.06715 5.90069 4.87056 5.36791
100 IR 1.00101 1.01598 1.02108 1.03065 0.85699 1.63158 1.01014 1.14209 0.96401
SR 0.60818 0.62182 0.62491 0.62759 0.52790 1.03763 0.60075 0.64611 0.51399
AV 3.16179 3.00623 3.21916 2.90387 2.88240 3.06583 3.06143 2.93288 2.75381
PR SD 5.03951 3.90996 7.09539 4.85133 4.58604 4.78131 4.64535 2.72713 3.21297
300 IR 0.62740 0.76887 0.45370 0.59857 0.62852 0.64121 0.65903 1.07544 0.85709
SR 0.14805 0.15103 0.11324 0.10063 0.10177 0.13597 0.13901 0.18964 0.10523
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F9: HENBEIZETNEEMRLR (T=150)
Table 9: Stability test of portfolio risk deviation prediction (T=150)

FIE [-LW QIS Glasso POET DCC poetDCC DCAC DCC-OHLC
NHCI 0.11114 0.00010 0.00010 0.00012 0.00011 0.01039 0.00054 0.03333 0.00009
E50 0.00469 0.00095 0.00098 0.00109 0.00420 0.00068 0.00199 0.00775 0.00093
FHIE100 0.00090 0.00037 0.00036 0.00049 0.00173 0.00005 0.00076 0.02184 0.00060
PAE300 0.00004 0.00056 0.00337 0.00056 0.00089 0.00056 0.00072 0.01706 0.00035
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