
Manjunath Koliwad / Elixir Fin. Mgmt. 166 (2022) 56249 - 56251 56249 

1.1 Introduction 

An investor considering securities investments faces the 

challenge of deciding which securities to invest in from a vast 

number of options and allocating his cash among them. The 

investor is once again faced with the decision of which assets 

to hold and how much to invest in each security. The two 

most significant qualities of a portfolio are risk and return. 

The investor seeks to select the best portfolio by weighing the 

risk and return characteristics of all available options. 

Individual stocks and portfolio characteristics alter over time. 

This necessitates an investor's investment portfolio to be 

reviewed and revised on a regular basis. 

An investor always puts his money into a portfolio in the 

hopes of getting a decent return that is proportional to the risk 

he is willing to take. The portfolio's return on investment 

must be quantified, and the portfolio's performance must be 

assessed. 

It goes without saying that building an investing portfolio 

necessitates intelligent investment activity. All of the 

activities involved in the establishment and maintenance of an 

investment portfolio are referred to as portfolio management. 

Security analysis, portfolio analysis, portfolio selection, 

portfolio revision, and portfolio evaluation are the main 

topics covered. Portfolio management employs analytical 

techniques and conceptual theories to ensure that money are 

allocated rationally. Portfolio management is a complicated 

procedure that aims to make investing more lucrative while 

also reducing risk. 

1.2 Portfolio management can be divided into several 

categories 

1. Active Portfolio: When an investor, a professional money 

manager, or a team of experts monitors the performance of an 

investment portfolio and makes buy, hold, and sell decisions 

concerning the assets in it, this is referred to as active 

management. 

2. Passive Portfolio Management: The goal of passive 

portfolio management is to achieve the same return as the 

chosen index. A passive approach, which can be structured as 

an exchange-traded fund, a mutual fund, or a unit investment 

trust, does not have a management team making investing 

decisions. 

3. Discretionary Portfolio: Discretionary investment 

management is a type of investment management in which a 

portfolio manager or investment counselor makes purchase 

and sells decisions for a client's account. The term 

"discretionary" refers to investment decisions made solely at 

the discretion of the portfolio manager. 

4. Non-discretionary Portfolio: portfolio management 

services in which the Portfolio Manager invests in respect of 

the Client's account in any type of security entirely at the 

Client's risk, for an agreed fee structure and for a definite 

described period, subject to express prior written instructions 

issued by the Client from time to time in writing, for an 

agreed fee structure and for a definite described period. 

1.3 Portfolio management approaches include the 

following 

 1. The traditional approach: It primarily focuses on two 

important decisions: establishing the portfolio's objectives 

and selecting assets. A prudent investor's primary focus is 

income production and capital appreciation. The traditional 

technique explains how to choose the proper level of which to 

suit the needs of investors. 

The traditional method consists of the following steps: 

a) Constraints analysis: Before investing in any portfolio, a 

potential investor must first assess the issues that may arise. 

The investor's income, liquidity concerns, stability, and tax 

savings, among other things, may be restrictions. 

b) Determination of objectives: Before investing in any 

portfolio, the investor must first identify his or her objectives. 

Profit motivation, capital appreciation, asset development, 

life insurance, and so on is some of their goals. 

c) Portfolio selection: The portfolio is chosen in accordance 

with the investors' objectives. Investors can be conservative 

or aggressive, and their portfolio selection will be based on 

their preferences. 
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d) Risk and return assessment: In the classic portfolio 

method, individuals prefer higher returns from securities over 

lower returns from securities. In order to reach these 

objectives, investors will have to take on additional risk. His 

ability to gauge risk and his willingness to take a given risk 

are both important factors in achieving higher profits. 

e) Portfolio Diversification: After determining the asset mix 

and analyzing risk and return, the final stage is to diversify 

the portfolio. Rather than investing in just one portfolio, an 

investor should diversify his or her holdings. As a result, each 

danger is different. If an investor loses money in one 

portfolio, he or she may make money in other portfolios 

owing to diversification. 

2. Contemporary approach: Harry Markowitz pioneered the 

modern approach. It's a theory that explains how risk-averse 

investors might build portfolios to optimize or maximize 

expected return based on a given degree of market risk, 

emphasizing that higher reward comes with higher risk. 

1.4 Portfolio Management's Function 

1. Portfolio managers are largely in charge of setting and 

managing private client investment allocations. Individuals 

and families are served by some portfolio managers, while 

institutional and corporate investors are served by others. 

2. There was a time when the word "portfolio management" 

was a foreign one. A practice that was formerly beyond of 

reach for the average investor, but times have changed. 

Portfolio management is a concept that is increasingly 

commonly used and used in INDIA. Portfolio management 

theories and concepts are increasingly being discussed on the 

front pages of newspapers. 

3. Financial publications such as newspapers and magazines 

India began an economic liberalization and globalization 

initiative in the early 1990s, with a large private sector 

engagement. With increasing computerization, improved 

market transparency, better infrastructure and customer 

services, closer integration, and higher volume, the Indian 

industry has become more efficient. Large institutional 

investors, with their diverse portfolios, dominate the markets. 

Since 1987, a substantial number of mutual funds have 

entered the market. As a result of this trend, investment in 

securities has gained a lot of traction. 

4. Due to the advent of quantitative approaches, the spread of 

securities investment methods among Indian investors has 

changed. Mutual funds, investment advisors, individual 

investors, and huge brokers are now using professional 

portfolio management backed by research. SEBI (Securities 

Exchange Board of India) is an Indian regulatory authority. It 

assures that the stock market is free of fraud, with the primary 

goal of ensuring that the investor's money is safe. 

5. The practice of portfolio management has grown much 

easier with the invention of computers. Large amounts of data 

can be absorbed by the computer, which can then execute 

correct computations and swiftly output the results in any 

format required. Furthermore, simulation, artificial 

intelligence, and other methods can be used to test different 

solutions. The movement toward economic liberalization and 

globalization has facilitated unrestricted capital flow across 

international borders. 

6. Foreign securities are now included in the portfolio, in 

addition to local assets. As a result, without good 

administration, financial investments cannot be realized. The 

advent of Derivatives, with the availability of Options and 

Futures, is another key breakthrough in the realm of 

investment management. The scope of investment 

management has widened as a result of this. Investing is no 

longer a straightforward procedure. It necessitates scientific 

understanding, a methodical approach, and professional skill. 

Portfolio management is the only way for an investor to 

maximize returns while limiting risk. 

1.5 Portfolio management's main goals include 

Capital appreciation is a method of accumulating wealth. 

Protecting your profits from market fluctuations. Returns on 

investment (ROI) optimization (ROI): 

1. Appreciation of Capital 

2. Maximum Investment Gains 

3. To improve the portfolio's overall proficiency. 

4. Risk Management. 

5. Optimal resource allocation. 

6. Ensure portfolio flexibility. 

7. Defending earnings from market risks. 

1.6 Portfolio & Management Functions 

The goal of portfolio management is to create a portfolio 

with the highest possible return while taking the least amount 

of risk possible. 

1. Spreading risk: similar to investing in assets, is an 

important aspect of portfolio management. Diversification 

can be achieved by investing in a variety of different assets 

and businesses. Is a good strategy to spread risk in a portfolio 

Diversification among categories of equities with the same 

quality grade decreases risk. 

2. Asset Allocation: Asset allocation is a critical component 

of portfolio management. It is concerned with determining 

the operational proportions of asset categories' investments. 

The primary goal of portfolio managers is to achieve a stock-

bond balance. Equally weighted asset categories are 

employed for this purpose. 

3. Estimation of Best Coefficient: A portfolio manager's 

other key role is to make an estimate of the best coefficient. It 

calculates and rates the systemic risk associated with various 

assets. The best coefficient is a measure of systematic risk. 

This is useful when a portfolio manager is making the final 

decision on which securities to invest in. 

4. Portfolio Rebalancing: Portfolio rebalancing is the 

process of periodically altering portfolios to maintain the 

portfolio's original conditions. The change can be done using 

either a 'Constant proportion portfolio' or a 'Constant best 

portfolio.' 

Adjustments are done in a Constant Proportion Portfolio 

in order to preserve the relative weighing of portfolio 

components as prices change. Adjustments are performed to 

the constant beta portfolio to suit the values of component 

betas in the portfolio. 

1.7 As part of effective portfolio management, a portfolio 

manager can use any of the strategies listed below 

1. Investing Strategy: Buy and Hold Under the bulgy, and 

the portfolio hold manager constructs a state stock portfolio 

that is unaffected for an extended period of time. This is a 

frequent procedure with perpetual securities like common 

stock.  

2. Indexing: Indexing is another approach used by portfolio 

managers. Indexing is a method of simulating the investment 

features of a prominent bond market metric. High-grade 

securities are those that are included in well-known bond 

indexes. 

3. Laddered Portfolio: Bonds are chosen in such a way that 

their maturities are spaced evenly over a lengthy period of 

time in a laddered portfolio. A portfolio manager's goal is to 

spread funds throughout the yield curve in this fashion. 

4. Barbell Portfolio:  Bonds are chosen in such a way that 

their maturities are distributed uniformly over a lengthy 

period of time in the laddered portfolio. Because of the 

increased liquidity, a portfolio manager who intends to  
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distribute funds throughout the yield curve can profit from 

decreased transaction costs. 

1.8 Conclusion  

Portfolio management is an excellent strategy for 

companies to manage their goods through development 

lifecycles, prioritization, gating, and consistent procedures. 

As a result of the foregoing, it may be concluded that a 

portfolio is a collection of numerous securities. The 

Traditional Approach and the Modern Approach can both be 

used to build a portfolio. The goal of portfolio management is 

to assist the investor in investing in a variety of assets such 

that risk is minimized and a higher rate of return is obtained. 

The limits, as well as the investors' needs for present and 

consistent income, are examined in the traditional approach. 

Current income, consistent income, capital preservation, and 

capital appreciation are the primary goals of a portfolio. The 

portfolio's objective will determine whether it is a stock 

portfolio, a bond portfolio, or a combination of both. 

Following that, the portfolio's equity component is decided. 

The traditional approach considers the individual investor's 

whole financial plan. The Markowitz Model is employed in 

the Modern Approach. Risk and Return Analysis is given 

more weight in this notion. 
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