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Abstract
This study aims to design an optimal investment portfolio to minimize risk and enhance returns.
Using daily data from 10 active companies listed on the Tehran Stock Exchange from October
30, 2016, to April 29, 2023, we employ the Time-Varying Parameter Vector Autoregression
(TVP-VAR) model. Portfolio optimization is conducted using the Minimum Variance Portfolio
(MVP), Minimum Correlation Portfolio (MCP), and Minimum Connectivity Portfolio
(MCoP) approaches. The results show that the MVP strategy yields the highest cumulative
portfolio returns. Under normal market conditions, the largest optimal weights are allocated to
Damavand (19%), Tapico (18%), and Seshahd (15%), whereas asset compositions shift
significantly during bullish and bearish markets. Dynamic weight analysis indicates that certain
companies, such as Shetran and Tapico, play a crucial role in risk hedging during specific
periods. This study demonstrates that using dynamic, time-varying models improves analytical
accuracy and aligns more closely with market realities. It also emphasizes the importance of
educating investors on dynamic portfolio management and advanced tools for adjusting
investment portfolios. The findings offer valuable insights for policymakers and market
participants, highlighting the need for flexible investment strategies that can adapt to evolving
market conditions.
Keywords: Investment Portfolio; Dynamic Optimization; Volatility Spillover; TVP-VAR Model.
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