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This monograph addresses a number of topics in portfolio
selection, which is the branch of financial economics that is
concerned with the design of portfolios of risky financial
assets. This is a nicely written and well-presented mono-
graph. It is not absolutely essential reading for those
interested in portfolio selection. However, it does contain
some interesting ideas and so reading it is recommended.

As the author points out, the so-called optimal strategies
are optimal only for given models of price evolution and
their accompanying probability distributions. His contribu-
tion is to examine five different but related problems. The
first of these is the case where a time series of security prices
is available, but there is no model for their joint probability
distribution. The four other cases all assume that prices
evolve according to Ito’s equation, which is a standard
stochastic process widely used in continuous time finance.
These four cases are differentiated from each other by
various assumptions about the state of knowledge of the
parameters of model based on fto’s equation.

The book begins with a chapter that sets out the Ito
equation in some detail and then summarizes related theory
that is used in subsequent chapters. The main chapters, of
which there are 13, are devoted to the five cases summarized
above and to various applications in portfolio selection.
Briefly, these applications are concerned with portfolios that
consist of (1) stocks and interest bearing cash; (i) stocks and
bonds; and (iii) financial options.

This book should be of some interest to anyone con-
cerned with the theory of portfolio selection. It also offers
some interesting ideas on portfolio construction that
seem to be easy to implement and test. As an example,
Chapter 2 describes procedures that allow the user to switch
between stocks and cash. The procedures are easy to
implement because they rely only on price and interest rate
data.

I found this monograph to be a challenging read in several
ways. In places, it requires the reader to be knowledgeable
about continuous time stochastic processes—to the level of
Girsanov's theorem and beyond—in order to understand
some of the theory that is presented. However, I also
generally found it quite easy to follow subsequent applica-
tions of the theory. In short, for readers concerned with
applications, much of the more technical material can be
skimmed without missing too much.

More interesting challenges, for me at least, arose from
the fact that the monograph often raised more questions
than it answered. For the stock/cash portfolios of Chapter 2,
for example, three cases, each in effect a trading rule, are
presented. All look interesting, trading rules with potential
perhaps. But, in each case there are data for just 100 days
and there are quite strong trends in the stock data in the
periods shown. What, I wondered, would a test of all 100
FTSE stocks over a 20-year period reveal?

A few irritations kept me alert. Some ‘notation creep’
meant that the same symbols had more than one meaning.
Sometimes notation was not defined and its meaning
implied by context. One or two theoretical parts floated in
space and, although usually quite interesting in their own
right, seemed not to be connected to what followed.
Reverting to my normal role as a journal editor, I did
think there was a case for tighter refereeing in one or two
places.







