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PREFACE

The third International Conference on Quantitativbethods Appliend in used
Economics and Business was conducted by FacultyEodnomic, Universitas
Malahayati on 16-18 June 2010. The conference wgen@ed by Faculty of Economic
Universitas Malahayati and collaborated with UnsittrMalaysia Terengganu (UMT)
and Universiti Putra Malaysia (UPM).

The participants of the conference are about 20@iecérom more than 20 higher
institution among others: Institute Pertanian Bogamiversiti Putra Malaysia,
Universitas of Peshawar Pakistan, Universitas led@ Universitas Gunadarma,
Universitas Bina Nusantara Jakarta, Universiti Td#gi Marak Malaysia, Universitas
Trunojoyo Madura, Universitas Jambi, Universitasludieo, Politeknik Lampung,
Universitas Lampung, Universitas Syarif Hidayat altk Universitas Widyatama,
Universitas Nurtanio Bandung and Universitas Majalia Which reflect the
importance of the International Conference on Qtetite Methods Used in Economics
and Bussiness.

| hope this conference will become a place forrggés and economicst to share their
knowledge and experience and also to promote ¢x@iertise in their fields.

This kind of conference will surely have a positivepact on higher education in
general as well as development of science, ecompniiassiness and research, in
particular. For higher education in Indonesia,sitexpected that this conference will
encourage the faculty members as researchersrtmo®research as one of their duties.

On behalf the Steering Committee, we would likexpress our deepest gratitude to the
Foundation Alih Technology, Rector Universitas Mugati, International Advisory
Board members, and also to all participants. We ase grateful to all organizing
committee and all the reviewers, without whose reffeuch a high standard for the
conference could not have been attained. We wikédd axpress our deepest gratitude
to the Faculty of Economic Universitas Malahayati ¢onducted such conference. This
is the third International Conference for the Facahd we expect that this will become
ordinary activity for the Faculty of Economic.

Bandarlampung, 16 June 2010

ling Lukman, Ph.D
The Organizing Chair man
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Mean-MVaR Portfolio Optimization Under CAPM With ngged, Non
Constant Volatility and the Long Memory Effect

Sukono', Subanar? & Dedi Rosadi®
'Department of Mathematics, Faculty of Mathematiud Matural Science, Padjadjaran University,
Bandung, e-mail: fsukono@yahoo.com
23Department of Mathematics, Faculty of Mathematius Batural Science, Gajah Mada University,
YogyakartaZe-mail:*subanar@yahoo.com®mail: dedirosadi@ugm.co.id

ABSTRACT

In this paper, we discus the methods of portfofitiroization based on the mean and the Modified ¥alu
at-Risk (MVaR) under the Capital Asset Pricing Mio@@@APM) with lagged, non-constant volatility and
the long memory effect. In CAPM, the returns ofisidiual stocks (or portfolios) are assumed influsthc
by the market return and risk-free return. Here gatimate the stock return betas by extending thieNC
model with lagged market factors, where the mark#irns are assumed has non constant volatility,
which will be estimated using GARCH models, and theg memory effect will be modeled using
ARFIMA model. The risk is measured by MVaR thatcalculated using normal distribution with a
confidence levet. Mean and MVaR will be used for formulation of tpertfolio optimization problems.
The portfolio optimization is performed using thagrangean Multiplier and the solution is obtaingd b
the Kuhn-Tucker theorems. We illustrate these nughasing some stocks from the Indonesian capital
market.

Keywords: CAPM, GARCH, ARFIMA, MVaR, Lagrangean MultiplieKuhn-Tucker theorem.
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