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Quantitative analysis on diversification effect for financial risk measurement
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We investigated the orthogonal polynomial expansion methods for application to
financial risk measurement. So far, the practical use of orthogonal polynomial expansions had been rather
limited maian due to its poor ap?roximation quality. In this project, we clearly stated the condition
under which the approximation quality can be poor. Further, we proposed “smoothing® method, with which we
obtain fair quality of approximation, even when the naive application of the expansion methods can fail.
We further developed the density estimation methods under constraints, and we verified its utility
numerical examples.
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