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THE PERFORMANCE ANALYSIS OF THE BLACK-LITTERMAN MODEL IN PORTFOLIO
CONSTRUCTION USING EXPECTED RETURN VIEWS WITHIN THE NASDAQ 100

TECHNOLOGY SECTOR (NDXT)
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ABSTRACT

This research investigates the effectiveness of the Black-Litterman model by utilizing
different expected return perspectives from four methods: expected returns from analysts' target
prices, the Fama-French Three-Factor model, the Carhart Four-Factor model, and the Fama-French
Five-Factor model. The portfolio weights were adjusted at the end of June every year over a period
of five years, from June 30, 2018, to June 30, 2022. The performance of each portfolio was then
compared. The study focused on the technology sector securities within the NASDAQ100,
specifically the NASDAQ 100 Technology Sector Index ("NDXT"), which is equally weighted.

The results indicate that portfolios constructed using the Black-Litterman model with
the Fama-French Three-Factor model views yielded the highest Sharpe ratio, which measures excess
return per unit of total risk. The next highest Sharpe ratio was achieved with the Carhart Four-Factor

model, followed by the Fama-French Five-Factor model, and finally, the analysts' target price views.

Keywords: Excessive return / Return forecasting / Expected return rate / Black-Litterman model
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Treynor Ratio 0.14 021 0.21 0.20 0.15
Jensen’s Alpha (%) -0.04 0.56 0.52 0.48 0.00
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