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ABSTRACT

When it comes to investments in securities like stocks, bonds, and debentures, there is the possibility of both
potential earnings and losses. In order to effectively manage risk, it is necessary to possess a certain level of
scientific knowledge in addition to analytical skills. Investors are need to take into consideration both their
emotional and rational concerns while making decisions on these financial assets. We, as investors, have the
opportunity to put our money to work by investing in financial instruments, despite the fact that this type of
investment is frequently considered to be one of the riskiest options available to us.

When investors put all of their money into a single security, it is a rare occurrence among investors. As an
alternative to investing their money in a single asset, they would prefer to invest it in a portfolio of real
estate investments. An assortment of different kinds of assets is what constitutes a portfolio. One can reduce
their exposure to risk without sacrificing their investment returns by putting together a portfolio. The
management of a portfolio is a process that incorporates both theoretical and practical aspects, with the
primary emphasis being placed on the most effective combination of assets that are currently included in the
portfolio. Those investors who are familiar with the intellectual and conceptual foundations of portfolio
management have a greater chance of successfully managing their investments.

KEYWORDS: shares, debentures, bonds, investor

1. INTRODUCTION

When contemplating investment alternatives,
investors have the dilemma of picking which
assets to invest in and how to divide their
resources among those securities. At this point,
the investor must pick which assets to keep and
how much money to invest in each of them. In its
most basic form, a portfolio consists of two
primary components: risk and return. The
objective of the investor is to select the portfolio
that offers the highest possible return alongside
the lowest possible risk by conducting an analysis
of the characteristics of all of the available
options. Both the portfolio's overall features and
the characteristics of individual companies are
subject to alter under specific scenarios. As a
result, it is vital that investors undertake regular
evaluations and make modifications to their
investment portfolios.

A portfolio is a collection of investments into

which investors put their money with the aim of
high returns commensurate to the level of risk
they are willing to incur. The overall performance
of the portfolio must be reviewed, as well as the
return on investment achieved by the portfolio.

To successfully establish an investment portfolio,
a smart investing approach is essential. Portfolio
management refers to the act of creating and
maintaining an investment portfolio and
encompasses all aspects of the process. This book
covers several critical themes, including security
analysis, portfolio analysis, selection,
modification, and evaluation. Portfolio
management employs conceptual frameworks and
analytical methods to ensure that capital is
distributed logically. Portfolio management is a
sophisticated procedure that seeks to reduce risk
while increasing profitability in investment. Its
objective is to fulfill these two aims.
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2. EVOLUTION OF PORTFOLIO
Portfolio management refers to the process of
managing one's investments in an organized and
methodical manner. The emergence and continued
existence of the concept can be attributed to a
variety of factors. At the turn of the century,
analysts used financial accounts to determine the
value of available assets. The examination of
Railroad Securities in the United States of
America was the first time such an inspection was
conducted. Thomas F. Woodlock's book "The
Anatomy of the Railroad" was published in 1900.
Although the majority of authors chose to
distribute their data in a variety of ways, this
practice eventually became quite popular in the
investment industry over time.

In light of this, they generally advocated for the
use of a variety of ratios. Financial ratios are a
good tool for judging the worth of an investment,
according to the book "The Art of Wall Street
Investing” by John Moody. As a result, the
originally intended analytical method was later
replaced by a "common size" evaluation of the
data.

Another important strategy used was the use of
price charts to analyze variations in stock prices.
This concept eventually became known as
technical analysis as it was developed further. The
transition occurred between 1900 and 1902, when
Charles H. Dow, the founder of Dow Jones and
Company, expressed his views in a number of
editorials published in the Wall Street Journal of
the United States. According to proponents of
technical analysis, the consistent and constant
movements in stock values form a clear pattern
that can be discovered. One of the most significant
parts of their investment strategy was the ability to
identify patterns and trends in stock price swings.

Approaches in Portfolio construction

When it comes to building a portfolio of
securities, there are frequently two methods,
which are as follows:

1. Traditional approach

2. Markowitz efficient frontier approach
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Traditional Approach: Within the framework of
a conventional method, two major conclusions are
made. This contains the following items:

Making a choice on the portfolio's overall purpose
The process of determining which equities will be
included in the portfolio

This method normally comprises of four to six
stages that are carried out in the following order:
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3. ANALYSIS OF CONSTRAINTS
The most frequently noted constraints include
temperament, time  horizon, safety tax
considerations, liquidity needs, and income
requirements.

Income Needs: There is a dependant relationship
between income and revenue requirements in both
current and constant rupees. To pay their living
expenses, investors must generate a certain
quantity of rupees. When investors are trying to
mitigate the effects of inflation, a stable currency
is critical.
Liquidity: It is very individualistic for an investor
to choose the level of liquidity in their holdings.
When an investor wants to boost their liquidity, it
is recommended that they invest in high-quality
short-term debt maturity instruments. Money
market funds, bonds, and publicly traded stocks
are some examples of such items.
Safety: A major constraint on the security of the
principal value at liquidation is something that the
investor must consider. Bonds and debentures
carry significantly lesser risk than stocks and
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shares.

Determination of Objectives: A portfolio's
primary purpose is to enable the use of a large
collection of assets to finance both current and
future expenditures at the same time. A portfolio
can have a variety of goals, including income
generation and capital appreciation. The most
significant objectives are to generate quick profits,
boost income, increase asset appreciation, and
maintain asset preservation.

Selection of portfolio: When deciding on a
portfolio, the investor's varied aims must be
considered. The portfolio selection technique is
used to fulfill a variety of aims.

Objects, as well as the distribution of available
resources: To prioritize achieving a reasonable
level of current income, loan instruments receive
60% of the investment, with equity positions
receiving the remaining share. The percentage
varies depending on individual preferences.
Increasing both income and asset composition: In
this situation, the investor seeks a specific growth
rate as a return on capital invested. The loan
percentages range from 0% to 40%, while the
equity portions vary from 60% to 100%. It is
possible to consolidate the debts in order to reduce
risk and gain tax breaks.

Expansion in capital and asset composition: This
implies that the investment's value increased
during the course of the year. However, despite
their potential for large value appreciation, real
estate investments can be difficult to convert into
cash in a short period of time. Since the initial
issuance of the shares, their value has increased
significantly after being exchanged on the stock
market.

Safeguarding principles and asset distribution
principles When it comes to ensuring the stability
of their investments, wise investors tend to be
picky about their investing decisions. On average,
elderly folks are more cautious than younger
people.

Risk and Return Analysis: The portfolio
portfolio development process is based on a
number of fundamental assumptions. An investor
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prefers a minimal degree of risk as well as a high
rate of return. Despite this, the game is regulated
by the concept of “greater risk, greater reward."
As a result, when developing a portfolio, the
investor must select their level of risk tolerance as
well as the rate of return they seek.
Diversification: When selecting assets and
assessing the risk-return relationship, it is critical
to have a diverse portfolio. One of the key
advantages of diversification is that it helps to
lessen the risk of unforeseen situations.

Modern Approach: The traditional approach
focuses on the individual's needs, such as housing
and life insurance, and develops a comprehensive
financial strategy based on them. The Markowitz
method, on the other hand, does not employ these
types of financial planning techniques. This
method prioritizes the portfolio selection process.
When it comes to portfolio selection, planning is
more helpful for common stock portfolios than for
bond portfolios. Stocks are chosen based on a risk
and return analysis, rather than being purchased
just for the sake of growth or income. This return
includes both the dividend and the market return.
In a modern approach, the final step is the asset
allocation technique, which entails picking the
portfolio that best meets the investor's needs. This
is the final stage. The person taking the risk is
accountable for determining the amount of risk.
Individuals who are prone to taking substantial
chances will choose a portfolio with a high level
of risk, whilst those who have a low risk tolerance
would choose a portfolio with a lower level of
risk. For investors who are unwilling to incur
risks, the medium-risk portfolio is the ideal
alternative.

4. ROLE OF PORTFOLIO

MANGEMENT

Portfolio management was formerly thought to be
a foreign concept. Although circumstances have
altered, the firm remains financially out of reach
for small-scale investors. However, the situation
has suddenly altered. Portfolio management is
growing more popular, and it is widely used in
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India. Financial publications and magazines are
currently showcasing diverse portfolio
management theories and concepts on their front
pages. During the early 1990s, India embarked on
a process of economic liberalization and
globalization that required significant
participation from private organizations. The
reform process in the Indian sector has resulted in
higher efficiency as a result of increased
computerization  speed, expanded  market
openness,  strengthened infrastructure  and
customer services, increased volume, and greater
integration. Large institutional investors with
diverse portfolios dominate the markets. Since
1987, the market has seen a dramatic expansion in
the number of mutual funds. This development
has greatly increased the motivation to invest in
securities.

The spread of quantitative tools has significantly
changed the investment habits of Indian investors
in securities. A rising number of large brokerage
firms, mutual funds, individual investors, and
investment advisors are embracing research-
driven professional portfolio management. This
trend is likely to continue. The Securities
Exchange Board of India (SEBI) is a regulatory
institution in India whose primary goal is to
ensure that no fraudulent actions occur in the
stock market, with a focus on protecting investors'
capital.

The emergence of computers has made portfolio
administration much easier. The computer is
capable of efficiently handling massive volumes
of data and performing computations with high
speed and accuracy. Furthermore, it can produce
results in any format desired. Furthermore, the use
of tools like artificial intelligence and simulation
facilitates the testing of a variety of solutions.
Globalization and economic liberalization have
enabled the unrestricted flow of capital across
national borders.

The portfolio currently consists of both domestic
and international securities. As a result, the
realization of financial investments is difficult
without operationally effective administration.

© 2012 IJFANS. All Rights Reserved

The advent of derivatives, such as options and
futures, represents a significant step forward in the
realm of financial management. In recent years,
the definition of investment management has
expanded to include a broader range of
commercial activities. Investing has become
increasingly sophisticated over time. The use of
scientific knowledge, skill, and a methodical
approach are all required. The only method for an
investor to reduce risk while still achieving
enough returns is through portfolio management.
As a result, portfolio management aims to reduce
and mitigate risk.
» Maintaining a constrained budget.
» Capital valuation.
» Ensures that the best risk allocation is
achieved.
» Monitoring the performance of something.

5. CONCLUSION

The material supplied thus far indicates that a
portfolio is a collection of various securities. A
portfolio can be created using either the classic or
modern methodology. Both of these approaches
are viable alternatives. Portfolio management's
major purpose is to assist clients in diversifying
their investments over a variety of assets in order
to reduce risk and maximize return on investment.
The traditional method entails an examination of
the boundaries as well as the need that investors
have for consistent and up-to-date earnings. The
fundamental goals of a portfolio are to protect the
initial investment, increase its value, generate
steady earnings, and ensure a consistent flow of
income. There is a decision to be made on
whether the portfolio will consist of bonds,
equities, or a combination of both. Following that,
the equity component of the portfolio is
determined. The traditional strategy makes use of
the entire financial plan that an investor has
established. The Markowitz Model is used in
conjunction with the Modern  Approach
framework. Under this attitude, the assessment of
risk and return is given top attention.
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