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DESCRIPTION
Portfolio management is the process of selecting, managing and 
optimizing a collection of investments to achieve specific 
financial goals, while balancing risk and return. It is an 
important aspect of investment strategy for both individual 
investors and institutional clients such as pension funds, mutual 
funds and endowments. The goal of portfolio management is to 
construct a portfolio that aligns with an investor’s risk tolerance, 
time horizon and investment objectives. Portfolio management 
involves a combination of different asset classes, including 
stocks, bonds, real estate, commodities and alternative 
investments, in order to maximize returns while minimizing 
overall risk through diversification.

One of the primary principles of portfolio management is 
diversification, which involves spreading investments across 
various asset classes and geographic regions. The rationale 
behind diversification is to reduce the risk of the portfolio by 
not being overly reliant on the performance of any single asset or 
sector. By diversifying, the investor can reduce the impact of 
poor performance in one part of the portfolio, as gains in other 
areas may offset losses. For example, a portfolio that combines 
equities (stocks) with fixed-income securities (bonds) and 
alternative assets (real estate, commodities) is generally less 
volatile than one composed of stocks alone.

Portfolio management can be broadly classified into two main 
styles: active management and passive management. Active 
management involves a hands-on approach where portfolio 
managers make frequent buy and sell decisions based on market 
analysis, economic trends and forecasts. The aim of active 
management is to outperform the market and achieve superior 
returns through the strategic selection of investments. Active 
managers may use fundamental analysis, technical analysis or a 
combination of both to identify undervalued or overvalued 
securities, seeking to capitalize on short-term market inefficiencies.

In contrast, passive management involves a more hands-off 
approach. Passive managers aim to replicate the performance of 
a specific market index, by investing in a portfolio that mirrors 
the index’s composition. This approach is based on the belief 
that it is difficult to consistently outperform the market over the 
long term and that by tracking an index, the investor can achieve 
market returns with lower costs. Passive portfolio management 
often involves lower management fees due to fewer transactions 
and less active decision-making.

Another important concept in portfolio management is risk 
management. Every investment carries some degree of risk, 
whether it is market risk, credit risk, interest rate risk or liquidity 
risk. Portfolio managers must identify, assess and mitigate these 
risks to ensure that the portfolio remains aligned with the 
investor’s objectives. Risk management strategies may include 
diversifying across asset classes, employing hedging techniques, 
using derivatives such as options or futures to protect against 
downside risk or setting stop-loss orders to limit potential losses. 
Regularly reviewing and rebalancing the portfolio is also a key 
practice in managing risk, ensuring that the asset allocation 
remains in line with the investor’s changing circumstances.

Performance evaluation is another important aspect of portfolio 
management. Portfolio managers regularly assess the 
performance of the portfolio against relevant benchmarks or 
indices to determine whether the portfolio is meeting its 
financial goals. Common performance metrics include total 
return, which accounts for both capital gains and income and 
risk-adjusted return, which measures the return relative to the 
level of risk taken. Other evaluation measures, such as alpha (the 
excess return over the benchmark) and beta (the portfolio’s 
sensitivity to market movements), help investors assess how well 
the portfolio is performing relative to the broader market and 
adjust strategies accordingly.
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