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Abstract

Lots of empirical studies indicate that the distribution of equity returns is not
necessarily a normal distribution. When the presence of skewness occurs, it is
possible for the investors to construct an equity portfolio by maximizing
equity’s expected return and skewness simultaneously, consequently avoiding
the market’s downside risk. This paper uses the polynomial goal programming
to maximize the expected return and skewness, and to test whether the optimal
equity portfolio can earn an excess return than the stock index. The evidences
conclude that, after the Asia financial crisis, our selected portfolios have better
performance than the stock index in the bear market. However, in the bull
market, the evidences show that the buying and holding strategy outperforms
our equity portfolio. In addition, it is apparent that the performance persistence
of the selected portfolio with skewness is limited. Rather, it appears that the
investors or portfolio managers should regularly by periods modify their
investment weights for the portfolio based on skewness.
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