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AnHOTanua

PaccmarpuBaeTca urpa ¢ mpupooil TPU M3BECTHLIX BEPOATHOCTAX coctosumil. IIpemmara-
€TCdA IIPUHIUI ONTUMAJIbHOCTH [JJId NPUHATHASA PENIeHUN JUid AP C IPUPOJIOH, OCHOBAHHBIA HA
orneHkax 3G@EeKTUBHOCTH U PHUCKA. B oTiimdme OT TPAAMIMOHHOTO MOIXOAA K OIMPEIETICHIIO
CMEIIAaHHOW CTPATEruu B TEOPUHU WP, B JAHHOI PadOTE PACCMATPUBAETCH BO3MOXKHOCTH KOD-
PEeJIALMOHHON 3aBUCUMOCTU CJLyYailHbIX 3HAYEHUI BbIUIPbIIEH 114 HAYaJ/IbHbIX aJIbT€PHATUB.
[Ipegnararorcs ABa BapMaHTa PEATHIANNY JIBY XKPUTEPHUATHHOTO TIOJIX0/IA K OTTPEJEIEHNIO TTPWH-
uma ONTUMaJIbHOCTH. [lepBblil BapmaHT — MUHUMHU3WPOBATDH AUCTIEPCUIO KaK OIEHKY PUCKA C
60J1ee HU3KUM TIOPOTOM MATEMATHIECKOTO OXKUIAHUS BHIUTPHIMIA. BTOpOit BApHaHT — MAKCUMU-
3UPOBATH MATEMATHYECKOE OXKWJIAHUE BBIMTPBINIA C BEPXHUM MOPOroM mucrnepcuu. llomyuens
aHajuTAYecKue pemrenus obenx 3a1a4d. PaccMorpeno npumMeHeHue oy YeHHbIX Pe3yJIbTaTOB HA
MpUMepe MPOIECCa MHBECTUPOBAHUS HA (POHIOBOM phiHKe. HBECTOD, KaK MpaBuiio, (hOPMUDY-
et noptdesb HE Cpa3y, a B BUJE MMOCJIEJ0BATEIHFHOIO TPOIECCa MPUOOPETEHHST TOTO MJIN WHOTO
dunaHCOBOrO akTwBa. B 3TOM Cilydae cMeITaHHAs CTPATErws MOXKET ObITh Peajn30BaHa B ee
MMMAHEHTHOM CMBICJIE, T.e. TOKYIKH OCYIIECTBJIAIOTCS CJIydaifHbIM 00pPa30oM C paclpeesieHu-
€M, OIpe/e/IsieMbIM PaHee HalIeHHbIM OITUMAJIbHBIM pererneM. Eciu 3roT mporece gocrarod-
HO JIJINTEIHHBIN, TO CTPYKTypa mopTdesis OyaeT MpUMEepHO COOTBETCTBOBATH TUIY CMEITAHHOMN
ctparernu. Takoil Mogaxoa MCTOMH30BAHUS WUTPHI C MPUPOJION € yIeTOM KOPPEIAINMOHHON 3a-
BUCHMOCTH CJIy9YAWHOTO BBIUTPBHIIIA YUCTHIX CTPATErHWii MOXKET ObITh MPUMEHEH W K 33adaM
NPUHATHS PEIIeHnil B APYTUX O0JIACTIX YIPABICHUS PUCKAMU.

Karuesvie caosa: ynpasjenne DPHCKOM, HPUHIUI ONTHUMAJIbHOCTU, IABYXKPHUTEPHUAJIbLHBIH
TTOJIXO/T, MAaTeMaTUIeCKoe OXKMIaHNe, CTAHIAPTHOE OTKJIOHEHHE.
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Abstract

A game with nature for known state probabilities is considered. An optimality principle is
proposed for decision-making for games with nature, based on efficiency and risk estimates.
In contrast to the traditional approach to the definition of a mixed strategy in game theory,
this paper considers the possibility of correlation dependence of random payoff values for initial
alternatives. Two variants of the implementation of the two-criteria approach to the definition
of the optimality principle are suggested. The first option is to minimize the variance as a risk
estimate with a lower threshold on the mathematical expectation of the payoff. The second
option is to maximize the mathematical expectation of the payoff with an upper threshold
on the variance. Analytical solutions of both problems are obtained. The application of the
obtained results on the example of the process of investing in the stock market is considered.
An investor, as a rule, does not form a portfolio all at once, but as a sequential process of
purchasing one or another financial asset. In this case, the mixed strategy can be implemented
in its immanent sense, i.e. purchases are made randomly with a distribution determined by the
previously found optimal solution. If this process is long enough, then the portfolio structure
will approximately correspond to the type of mixed strategy. This approach of using the game
with nature, taking into account the correlation dependence of random payoff of pure strategies,
can also be applied to decision-making problems in other areas of risk management.

Keywords: risk management, optimality principle, two-criteria approach, mathematical
expectation, standard deviation.
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1. Introduction

Decision theory describes and explains the behavior of a complex system consisting of human
and information resources. In this case, the decision maker makes an informed choice between several
options, each of which is considered achievable. This selection is based on available information.
The result of a combination of the preferences of the decision maker and various decision options
is the identification of a subjective decision that best meets the decision criteria [1, 2] [1, 2].
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When modeling decision-making processes, the game-theoretic approach is widely used [3-13].
Control processes in complex systems are characterized by incomplete information about the state
of the system and the environment. If one participant is explicitly distinguished, then a game
with nature can be used as a mathematical model for making decisions in such situations. One
of the players is a person or an institution acting as a decision-maker. The other player is nature
and can affect the outcome of the game to various degrees. Nature constitutes a set of conditions
affecting the results of taken decisions. To resolve a game of nature, it is required to apply certain
decision-making criteria indicating the choice of the optimal decision which is to be made under
the conditions of uncertainty concerning the future states of nature. In Wald’s criterion [14], based
on the loss function, the optimal decision corresponds to the lowest value of the maximum loss.
On the other hand, when using the effectiveness function, the decision that maximizes the lowest
value of the effectiveness function is the optimal one. In the case of Hurwicz’s criterion [15], the
parameter « is adopted to determine the coefficient of pessimism (expectations as to the realization
of a given state of nature) about the possible future states of nature. This criterion determines the
optimal decision, which maximizes the average value of the lowest and highest decision efficiency
function with the weights o« and 1 — « respectively. For a specific loss function, Hurwicz’s criterion
determines the optimal decision which minimizes the average value of the highest and the lowest
loss function with the weights o and 1 — « respectively. Savage’s criterion [16], which is based on
Wald’s criterion, refers to the minimum regret function (alternative loss function) resulting from
wrong decisions for particular states of nature. The minimum regret function is formulated based
on the decision effectiveness function or the loss function. According to Savage’s criterion, it is first
necessary to find the relative loss matrix (regret matrix). A loss is defined as the difference between
the largest win possible in a particular state of nature, and the win corresponding to the decision
currently under investigation.

When building a model and setting an optimization problem, the question arises about the
availability of information concerning the states of nature. The definition of the concept of optimality
or, as is sometimes said, the principle of optimality, depends on this. In this paper, it is assumed
that the decision maker has information about the probabilities of the states of nature, i.e. the case
of probabilistic uncertainty is considered (or, as it is fashionable to say, we are talking about risk
management).

A large number of works are devoted to the application of mathematical methods in risk-based
decision making (see, for example, [17-23|). In the paper [20], a two-criteria approach “efficiency
— risk” was proposed to determine the principle of optimality when making decisions in stochastic
conditions. The mathematical expectation of the gain was used as an efficiency assessment, and the
VAR function was used as a risk assessment. As it is known, the VAR function and variance are
the most widely used quantities as a risk assessment (see, for example, [24-26]).

The paper [21] outlined the two-criteria approach "efficiency-risk"to the definition of the
principle of optimality in decision-making under stochastic conditions, using the mathematical
expectation of the payoff as an efficiency estimate and the standard deviation as a risk estimate.
Note that if, under known probabilities of states of nature, we are talking about maximizing the
mathematical expectation of the payoff, then using a mixed strategy does not make sense. The
situation is different with the two-criterion approach, namely, the optimal mixed strategy, generally
speaking, gives a greater gain than any pure strategy.

The main difference of this paper from the traditional approach to the definition of a mixed
strategy in game theory is that it takes into account the possibility of correlation dependence of
random payoff values of the original alternatives (pure strategies). It should be noted that it is in
the two-criteria approach that taking into account correlation becomes essential. Usually, in games
with nature, either the mathematical expectation of the payoff or the risk according to Savage is
considered as a criterion. In this case, the possible correlation of random payoffs under different pure
strategies does not play any role. If there are two criteria, one of which is the standard deviation,
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taking into account the correlation significantly affects the formulation of the problem and the
method of its solution.

Here we consider two problems: the first is to minimize the variance as a risk criterion with
a lower threshold on the mathematical expectation of the payoff; the second is to maximize the
mathematical expectation of the payoff with an upper threshold on the variance. Analytical and
algorithmic results will be obtained concerning the solution of these problems taking into account
the correlation of random payoffs of each pair of pure strategies. These results are illustrated by
the example of the investment process using real statistical data.

2. Determining the Optimal Mixed Strategy with a Restriction on
the Mathematical Expectation of the Payoff

So, we consider the situation when the decision maker can choose one of the strategies
(alternatives) i = 1,...,n, with a known set of possible options for the states of the environment
(nature) j = 1,...,m. The gain from the i-th decision in the j-th state of the environment is a;;.
The payoff matrix from the implementation of possible solutions is A = ||a;;||. The probabilities of
states of nature g; will be considered known. The decision maker needs to choose the strategy that
will lead, if possible, to a greater gain, but at the same time, possible losses due to the ambiguity
of the outcome will be as small as possible.

As an estimation of the effectiveness of a pure strategy ¢ we take the mathematical expectation
of a payoff @; = 27:1 ai;q; , and as a risk estimate - the standard deviation o; =
= (20 (a —a)%q) "

When using a mixed strategy, value a; is a conditional mathematical expectation of payoff under
realization of the pure strategy i. We denote by p; the probability of choosing the pure strategy 4.
Then the mathematical expectation of payoff when using the strategy p = (p1,...,pn) IS D 1y Gip;-

Let o be the covariance moments of random values of payoff for pure strategies ¢ and k, which
are determined by the formula o;, = Z;”:l (aij — a;) (ax; — ax) ;-

We denote the covariance matrix D = ||ojx||. As known, the covariance matrix is always non-
negative definite. In what follows, we will assume a little more, namely, that it is positive definite.

The standard deviation of the random value of payoff for the strategy p = (p1,...,pn) in
the case of correlation is determined, obviously, by the formula o = (37, >, aikpipk)o's or in
the matrix-vector form o = (p, Dp>0'5, where (-, -) denotes the scalar product of vectors.

It is convenient to present all the data in the form of Table 1.

The first m columns of the table are the initial data imported from external sources, and the
last n + 1 columns are the calculated data.

We introduce n-dimensional vectors @ = (a1, ...,a,) and e = (1,...,1).

Let us formulate a problem for the minimum variance under a lower bound on the mathematical
expectation of the payoff:

min (p,Dp), P ={pl(@p)=a0, (pe)=1,p=0} (1)

The set P is non-empty, closed, bounded if the threshold value ag is not greater than the
maximum of the values @;. Hence, for

ag < mazr a;, (2)
i=1,....,n
problem (1) has a solution.
Let us find the left boundary a* of the range of values ag, at which the first constraint in problem
(1) becomes significant. To do this, consider an auxiliary problem of quadratic programming:



MeTombI HAX0XKIEHWS ONMTAMAJIBHBIX CMENTAHHBIX CTPATETHH. . . 37

Ta6sauma 1: Model Data.

Q1 q2 EE am a; 1 2 E n
1 ail a12 e A1m ay o11 012 e O1n
a1 a22 e a2m ag 021 092 e O2n
n anl an2 cee Apm Qn, Onl On2 N Onn
do = min (p,Dp), Po={p| (p,e)=1, p=>0}. (3)
0

Problem (3) has a unique solution p*. Obviously, a* = (a,p*). Denote by D an arbitrary square
submatrix of the matrix D of dimension k£ X k, obtained by deleting rows and columns with the
same numbers, I7 - the set of not deleted row and column numbers, I - the set of deleted row and
column numbers, D - additional submatrix obtained from D by deleting rows with numbers from
I1 and columns with numbers from I5, é — part of the vector e of dimension k, éT — part of the
vector e of dimension n— k, @ — part of the vector @ with components from I. The following lemma
gives a formula for finding a*.

R R . -1
LEMMA 1. There is a unique matriz D such that D*ﬁ—<D*1é,é> et >0, where
p= <D—1é,é> Dle. (4)

Wherein .
a* = <D—1é,é> <&,D—1é>. (5)

PROOF. Compose the Lagrange function Lg (p, 1) =0.5 (p, Dp) +u(1— (p,e)).
The Karush-Kuhn-Tucker (KKT) extremum conditions for problem (3):
%: 0,7 € I, % > 0,1 ¢ I, where I — the set of indices corresponding to nonzero p;.
For i)roblem (2) these conditions are necessary and sufficient, and since the solution of problem
(3) p* is unique, they are satisfied only for the given vector. For nonzero components of the vector
p*, the first part of the KKT conditions gives the system of equations: Dp — pué = 0. The square

submatrices of the positive-definite matrix D are also positive-definite and hence non-degenerate.
Therefore p = ,uf)_lé and from the restriction we have p <15_1é, é> = 1. The matrix D! is also

>
o

. ~1 . -1
positive definite, so p = <D*1é,é> and p = <D*1é, > ~le, i.e. we get (4). The second part

of the KKT conditions leads to the inequality D*p—{ D~ 1e, é> et > 0.
Multiply the vector (4) by the vector a:

(@,p) = <a, <D—1é,é> 1ﬁ‘1é> _ <f)—1é,é> ' <&,D‘1é>.

Hence a* = ( D~ 'e, é> ' <d,f)*1é>, i.e. we get (5). The lemma is proven. O

Note that for this case, the KKT conditions are necessary and sufficient. Therefore, if p > 0
and the rest of the KKT conditions are satisfied, namely, the nonnegativity of the derivatives of
the Lagrange function with respect to p; with numbers corresponding to zero components, then the
vector p, padded with zeros in the corresponding places, is a solution to problem (3).

Thus, the method for solving the problem (3) is reduced to enumerating the square submatrices
of the matrix D, solving the systems of equations based on them using the obtained formulas,

and checking the conditions for non-negativity of the components of the obtained vectors and the
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corresponding derivatives of the Lagrange function. Moreover, since the conditions of the KKT are
necessary and sufficient, the enumeration stops as soon as a vector satisfying them is found.

In what follows, we will assume that all @; are distinct. We will need this purely technical
assumption to formulate a theorem on the method for solving problem (1). It allows us to exclude
trivial cases when the optimal solution is a pure strategy. But this assumption is quite natural and
does not violate the generality of the consideration.

The following theorem substantiates a method for finding optimal truly mixed (containing at
least two nonzero components) strategies.

THEOREM 1. If
a*<ap< maz a;,
i=1,...,n
all @; are distinct, matriz D= ||oy|| is positive definite, then problem (1) has a unique solution p°
and true mized optimal strategy can be represented as

=D (Na+u'e), (6)

o_  (aD7'a)—ao(a,D"'e) (7)

D is some (unique) square submatriz of the matriz D obtained by deleting rows and columns with
the same numbers, p° is a vector of nonzero components of the vector p°, @ is a vector of the part of
the components of the vector a, € is a vector from a part of the components of the vector e, obtained
by deleting the components with numbers corresponding to the zero components of the vector pP.

Proor. If condition (2) is satisfied, the set P is not empty, closed, and bounded; therefore,
the convex programming problem (1) has a solution, and it is unique, because the objective
function is strictly convex. The KKT conditions for it are necessary and sufficient (in a problem
with linear constraints, the Slater regularity condition is not required). The Lagrange function
has the form L; (p, A, ) =0.5 (p, Dp) +A (ap— (a,p)) +1 (1—(p,e)), A = 0. Let I be the set of
indices corresponding to non-zero p;. The KKT extremum conditions for problem (1) have the form

OL1(pA, . OL1(p\, .
OLipAm) _ ¢ 1, Plpda) > ¢ I,

For the non-zero components of the vector p, we have the system of equations: Dp—Aa—pué= 0,
where D is a square submatrix of the matrix D obtained by deleting rows and columns with numbers
corresponding to the zero components of the vector p, p is a vector of non-zero components of the
vector p, a is a vector from the part of the components of the vector @, € is a vector from the part of
the components of the vector e, obtained by deleting the components with numbers corresponding
to the zero components of the vector p.

Suppose first that A>0, then the first constraint in (1) is active. As mentioned above, the
square submatrices of the positive-definite matrix D are also positive-definite and, therefore,
non-degenerate. Therefore, we have ﬁ:D_l()\d+ué). We substitute this expression into the

constraints of problem (1): <&,D*1(A&+ué)> =ay, <D*1(Ad+ué),é> = 1. We transform the first
equality to the form )\<d,l~?*1&> + 4 <EL, b*1é> =ag. From the second equality, we express
. ~1
=(1-X <é, D‘1&> )<é, D‘lé> and substitute into the first:

1
<a, D—1&> (1A <é, f)—la> ) e, D‘lé>_1 <a, [)—lé> —a.
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Thus, taking into account the fact that the matrix D 1is symmetric, we obtain an expression
for A:

(8)

or, after transformation A= . Let us show that the denominator is positive,

€
(@D—1a)(e,D-18)—(a,D-12)

. - - 2
<a, D—1a> <é, D‘1é> —<a, D—1é> 0. 9)

Indeed, since D! is a positive definite matrix, there exists a nondegenerate matrix B such
that D~'=BTB. Substituting this decomposition of the matrix into the left-hand side of the
inequality (9), we have (a, BT Ba) (¢, BT Bé) —(é, BTBEL>2:<B&,B&> (Bé, Bé) —(Bé, Ba)*. We
apply the Cauchy-Bunyakovsky inequality: (z,y)* < ||z]|* - ||y||?, setting =Ba, y=Bé. In the
Cauchy-Bunyakovsky inequality equality holds only if the vectors x and y are collinear. But the
vectors Ba and Bé cannot be collinear, since otherwise, when they are multiplied by the matrix
B~ the vectors @ and € are also collinear. This contradicts the condition of the theorem, since by
assumption, all @; are distinct, and all components of the vector e are equal to ones. Therefore, if
these vectors have at least two components, (9) holds.

The numerator in (8) is non-negative, because otherwise for the submatrix D the threshold
value qq is less than the mathematical expectation of the payoff corresponding to the minimum of
the variance (it follows from the lemma, see formula (5)).

Substituting A into the expression for u we have

p= <1— <&7Da0%<>é’]?%;é>lé><aig;?léf <é, D1a>> <é, D*1é>_1:

1 ao(a,D~'é)—(e,D~'&) " (a,D~1é)” (a,D~'a)—ao(a,D"'é)
~(e,D1¢) (a,D—1a)(e,D—1&)—(a,D-1¢&)" (a,D—1a)(¢,D—1¢&)—(a,D-1&)" "

If p > 0 and the rest of the KKT conditions are satisfied, namely, the non-negativity of
the derivatives of the Lagrange function with respect to p; with numbers corresponding to zero
components, then the vector p, padded with zeros at the appropriate places, is a solution to problem
(1).

Let now A= 0, then we have Dp—pué= 0. Combining both cases, we obtain formulas (6), (7).
The theorem has been proven. O

. -1 -
Note: If formula (8) gives A<0, i.e. numerator ao—<é, D_lé> <d, D_lé> <0, then this means

i.e. there is an inequality

that for the given submatrix D the first constraint of problem (1) for a given ag cannot be active and
the case A= 0 takes place. The algorithm for finding a solution to problem (1) includes enumeration
of sets of nonzero components I. Since for the convex programming problem (2) the KKT optimality
conditions are also sufficient, if a solution satisfies them, then the enumeration process ends.

3. Determining the Optimal Mixed Strategy with a Restriction on
the Payoff Variance

The problem for the maximum of mathematical expectation of payoff under an upper bound on
the standard deviation has the form:

mag @,p) , P={p|l(p,Dp)*® < 00, (p,e) =1, p>0}. (10)

The set P is not empty if the threshold value g is not less than the minimum value of the
standard deviation on the set Py = {p | (p,e) =1, p > 0}. To find this value, you need to solve
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. -1,
an auxiliary quadratic programming problem (2). Substituting this vector p = <D_1é, é> D~ le
-1

into the objective function (2), we obtain the value dy = <l§*1é, e>

In what follows, we will assume again that all @; are different. This does not violate the generality
of the consideration, since if two pure strategies have the same mathematical expectation of payoff
and the standard deviations are also equal, then such strategies are equivalent within the framework
of this approach and one of them can be excluded. If one of these strategies has a larger standard
deviation than the other, then, within the framework of this approach, such a pure strategy cannot
be included in the optimal mixed strategy with a nonzero weight.

The following theorem substantiates a method for finding the optimal truly mixed (containing
at least two nonzero components) strategies.

THEOREM 2. If o9 > dS°, all @; are different, the matriz D = ||oy|| is positive definite, then
the problem (10) has a solution p° and the truly mized optimal strategy can be represented as

P =X\TD7 (@ — %), (11)
B <a, D*1a> <é,l~)*1é> _ <é, D*1a>2 B <é,D‘1d> _ )0
N = o2 <é, D—1é> 1 s <é, D—1é> ’ 12

D is some square submatriz of matriz D obtained by deleting rows and columns with the same
numbers, 150 s a vector from nonzero components of the vector po, a s o vector from a part of the
components of the vector @, € is a vector from parts of the components of the vector e obtained by
deleting the components with numbers corresponding to the zero components of the vector p°.

ProOOF. For oy > d8'5 the set P is not empty, closed and bounded; therefore, convex
programming problem (10) has a solution and satisfies the Slater condition, and the KKT conditions
for it are necessary and sufficient. In problem (10), to apply the extremum conditions, it is more
convenient to square the first constraint. Then the Lagrange function has the form
Ly (pa Avu) = <a’p> + %)‘ (O’% - <pv Dp>) + <M7 1- <pv €>> ; A=20.

Let, as before, I be the set of indices corresponding to nonzero p;. The conditions KKT of

extremum for the problem (10) have the form %ﬁ"“): 0,i€el, %&’\’“) <0,i¢ 1.

For nonzero components of the vector p, we have a system of equations: & — ADp — pe = 0,
where D is a square submatrix of the matrix D obtained by deleting rows and columns with numbers
corresponding to the zero components of the vector p, p is a vector of nonzero components of the
vector p, a is a vector from a part of the components of the vector @, € is a vector from a part of
the components of the vector e obtained by deleting the components with numbers corresponding
to the zero components of the vector p.

If A =0, then we have a — pé = 0. But by virtue of the assumption of the theorem that all @;
are different, this equality is possible only for one index, so in this case, the optimality conditions
can be satisfied only for the set I containing one index. If the quadratic constraint in the problem
(10) is not active, then A = 0. Therefore, for a truly mixed optimal strategy with at least two
components different from zero, the quadratic constraint in (10) must be active and A > 0.

As mentioned above, the square submatrices of the positive definite matrix D are also positive
definite and, therefore, nondegenerate. Therefore, we have p = /\*1[)*1(& — pé). We substitute this
expression into the constraints of problem (10):

<D—1(5L — peé), (a— ué)> = )\20(2]’ AL <D—1 (@ — pé) 7é> _
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. . . 2 .
the first equality <d, D_1d> <é, D_1é> + <é, D71a) — 2\ <§, D‘1&> +A2—

)

) <<e D—1a>2 ~A <é, D—1a>> = A\202 <é, B—1é>.
In this expression, the coefficient at A is zero. Thus, we obtain a quadratic equation for A:
A2 (0(2) <é, f)_lé> — 1) = <&,B‘1&> <é,D_1é> — <é,D_1d>2. As it was shown the free term in
the last equation is positive (see the inequality (9)). Let us show that the coefficient at A\? is also

positive. To do this, we will use the form of solution of the problem (3) obtained above. If we solve
a similar problem of minimizing the variance with the covariance matrix D, corresponding to the

. -1
solution of the problem (10), we obtain the minimum value of the variance <D_1é, é> . By the

. -1
assumption of the theorem, o3 is greater than this value, i.e. o3 > <é, D*1é> . Considering, that

A >0, Ais a solution with a plus sign in front of the radical.

If p > 0 and the rest of the KKT conditions are satisfied, namely, the non-positiveness of
the derivatives of the Lagrange function with respect to p; with numbers corresponding to zero
components, then the vector p, padded with zeros in the corresponding places, is a solution to the
problem (10).

As a result, we obtain formulas (11) and (12). Q.E.D. O

4. Calculation Examples for Stock Investment Problems

Let us consider the application of the obtained results on the example of the process of investing
in the stock market. Usually, a mixed strategy is interpreted as a vector of shares of financial
instruments in a portfolio. Without excluding such an interpretation, we will offer a slightly different
point of view. An investor, as a rule, does not form a portfolio all at once, but as a sequential process
of purchasing one or another financial asset. In this case, the mixed strategy can be implemented
in its immanent sense, i.e. purchases are made randomly with a distribution determined by the
previously found optimal solution. If this process is long enough, then the portfolio structure will
approximately correspond to the type of mixed strategy. Within the framework of this model, as
a game with nature, when applied to the stock market, short sales are unacceptable, because the
solution is mixed strategies, the components of which, in principle, cannot be negative.

We will conduct a technical analysis and find the optimal investment strategy using real data
on stock quotes of Russian companies for the period from 02/01/2021 to 05/01/2021. This period
was chosen because the later data period characterizes the fall of market indices and is associated
not so much with economic as with political reasons.

Three relatively successful companies were selected, namely VI'B Bank (VIBR), Gazprom
(SAGP), Sberbank of Russia (SBER). Based on data on daily closing prices, the daily value of
company returns, average returns, variance, and covariance for a given period were calculated (data
taken from the site of FINAM Investment Company [27]).

Strategy 1 — investment in shares of VI'B Bank, strategy 2 — investment in shares of Gazprom,
strategy 3 — investment in shares of Sberbank of Russia. In this case, the average values of returns
are equal to a; = 0.00548 (0.548%), a2 = 0.00127 (0.127%), az = 0.002 (0.2%), the covariance

0.00034  0.00010 0.000095
matrix has the form D = 0.00010  0.00016 0.000094
0.000095 0.000094 0.00017
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At first, we will solve the problem (1) for the minimum variance with a constraint on the
mathematical expectation of the payoff. According to the condition of Theorem 1, we calculate the
left and right ends of the interval

. -1 .
<D71é,é> <d, D71é> < ap < max a;.

i=1,...n

The solution of problem (3) gives a full-size portfolio
p = (0.11532, 0.44388, 0.44079), therefore, for the initial matrix D and the initial vector of expected
payoffs @ = (0.00548, 0.00127, 0.002) we have

3815.458 —1597.97754 —1296.22457
D' = | —1597.97754 9840.62394  —4696.6592 |, (e, D"'e) = 7988.538,
—1296.22457 —4696.6592 9514.1783
(@,D~'e) = 16.60911. Then we get 0.00208 < ag < 0.00548.

Let us solve the problem (1) with the threshold value of the mathematical expectation of the
payoff ag = 0.003. For clarity, we present a detailed procedure for solving this problem using
formulas (6), (7).

Let us take I={1, 2, 3}, i.e. we use the original vector of expected payoffs @ = (0.00548,0.00127,
0.002) and the original covariance matrix D, then we get (@, D~'a) = 0.093993 . By formulas (7)
we have A = 0.01549, p = 0.00009. Using formula (6), we have p= (0.33775, 0.24212, 0.42013).

Let us now solve the problem (1) with the threshold value of the mathematical expectation of the
payoff ap= 0.0045. Let’s take I = {1, 2, 3}, then similarly by formulas (7) we have A\ = 0.04071,
p = 0.00004. Using formula (6), we have p= (0.70007, —0.08654, 0.38648). The non-negativity
condition p > 0 is not satisfied in this case, which means that this vector p is not a solution. Since
po is negative in this case, we can assume that the optimal mixed strategy contains a second zero
component.

So let us take I = {1, 3} , then a= (0.00548, 0.002),

P < 0.00034  0.000095 > Hl_ < 3555.96955  —2058.89531 >

0.000095 0.00017 )’ —2058.89531  7272.59202 ’
<a, D*1a> —0.090743 | <é, [Tlé> —6710.771, <é, D*1a> —18.64708 and by formulas (7) we obtain
A = 0.04422, p = 0.00003. Using formula (6), we have a vector of nonzero components
p= (0.71830, 0.28170).

Let us check the fulfillment of the KK'T condition for the crossed-out number ¢= 2. The derivative
of the Lagrange function with respect to po is %: Zizl O2kDk—AG2— . When substituting
the vector (0.71830, 0, 0.28170) and the Lagrange multipliers A= 0.04422 and p= 0.00003, it is equal
%;)’:"“): 0.00002. This means that all KKT conditions are satisfied and the optimal solution to
problem (1) has the form p’= (0.71830, 0, 0.28170).

Now let us solve problem (10) for the maximum mathematical expectation of the payoff with a
restriction on the variance. For the original matrix D, the solution of the problem (3) is the strategy
p = (0.11532, 0.44388, 0.44079) and the corresponding minimum value of the objective function is
dp = 0.00013.

Let us solve the problem (10) at the threshold value of the standard deviation oy = 0.014 (or
the variance o3 = 0.0002).

Take I = {1, 2, 3}, i.e. we will use the original vector of expected returns
a = (0.00548, 0.00127, 0.002) and the original covariance matrix D, then we get by formulas (11),
(12) A = 28.1906, u = —0.00145, p = (0.62479, —0.01826, 0.39346). The non-negativity condition
p = 0 is not satisfied in this case, which means that this vector p is not a solution. Since ps is
negative in this case, it can be assumed that the optimal mixed strategy contains the second zero
component.
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Therefore, we take I = {1, 3}, then a = (0.00548, 0.002),
D= < 0960000003945 00'90000001975 >, and we get by (12) A = 27.63183, u = —0.00134. Using (11), we
have the vector of nonzero components p= (0.62840, 0.37161).

Let us check the fulfillment of the KKT condition for the crossed-out number ¢ = 2. The
derivative of the Lagrange function with respect to po is % = Qa9 — )‘22:1 OokPr — M-
When substituting the vector (0.62840, 0, 0.37161) and Lagrange multipliers A = 27.63183 and
ju=—0.00134, we have ZE2EA4) — —(.00009.

This means that all the KKT conditions are satisfied and the optimal solution of the problem
(10) has the form p° = (0.62840, 0, 0.37161).

In [21], an example of investing in shares of Russian companies for the period from 10/01/2019
to 12/31/2019 was considered. Analysis of statistical data showed that the values of the covariance
of the returns of the companies under consideration were an order of magnitude less than the
values of their variances. So covariances practically did not affect the calculation results, and it was
legitimate to assume that they could be neglected.

In the above example with data on stock quotes of Russian companies for the period from
02/01,/2021 to 05/01/2021 the covariances and variances have approximately the same order, and
the covariances are positive. It can be assumed that this is due to recovery growth after the peak
of the pandemic.

If we neglect the covariances in this example, then we have the following results.

Having solved problem (10) with covariances equal to zero and the same threshold value of the
standard deviation, we obtain a solution of the problem (10) p = (0.75124, 0, 0.24876). As you can
see, the structure of the strategy has not changed, but the values of the first and third components
differ significantly from these values of the vector p’ = (0.62840, 0, 0.37161).

Thus, the idea of mixed strategy calculations without neglecting the covariance of random
payoffs of different pure strategies in games with nature is founded. Of course, this idea is not new
in portfolio analysis, but games with nature can be models for other management tasks.

5. Conclusion

The purpose of this work is to develop a new approach in game theory, specifically in games
with nature, related to the consideration of the correlation of random payoffs for each pair of pure
strategies. The obtained theoretical results, in our opinion, can find applications in various decision-
making problems. The considered example of stock investment is an illustration of the practical
application of the results obtained. At the same time, we note that in general theoretical terms, we
are talking about finding an optimal mixed strategy for which the condition of non-negativity of the
components is mandatory (which, by the way, significantly complicates the search for a solution).
Therefore, when applying this approach to stock investing, short selling is excluded. However, for
the stock markets, restrictions on short sales, up to their complete ban, are not so rare.
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