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ABSTRACT 

Portfolio management refers to the process of choosing the right investment approach with the least risk and 

the most return for an individual. The basis for calculating risk is to calculate returns. This article explains how 

to select the best investment scheme to suit your needs. Portfolio management considers the characteristics of 

each security in terms of risk and returns, preventing the holding of too many securities at the same time. In 

order to choose the optimum or finest portfolio, the investor's risk and return preferences must be 

considered. Investments are made by selecting the mixture of expected risk and return that matches investor 

preferences. In this paper, all returns and risks are calculated based on a CAPM Model. Three steps are covered 

in this model: 1. Determining the risks. 2. Determining the opportunities. 3.Establishing a clear set of targets. 

Making a decision on which portfolio is best. A CAPM is a practical method of determining how much risk 

there is with security as well as required return. A CAPM still has some limitations when it comes to dealing 

with risk. We need to examine the actual portfolio to confirm that it complies with the investment policy 

statement (SIP) and to determine if there should be any passive rebalancing of asset allocation. Second, 

evidence of investment performance will need to be provided and will consist of the performance of (1) each 

of the portfolios, (2) each asset class, and (3) each investment manager.    

Keywords: Portfolio Management, Investment, Risk, Return, CAPM    

It consists of identifying the desires of an individual in terms of financial goals at various times in the future, 

converting the desired goals into measurable financial goals at those times, and planning the financial 

investments that will allow that individual to be financially self-sufficient and satisfy future financial needs. A 

portfolio manager selects an investment approach that minimizes risk and maximizes return according to the 

risk characteristics of the individual.  

 

http://www.ijcrt.org/


www.ijcspub.org                                       © 2016 IJCSPUB | Volume 6, Issue 4 December 2016 | ISSN: 2250-1770 

IJCSP16D1001 International Journal of Current Science (IJCSPUB) www.ijcspub.org 2 
 

 A portfolio manager manages bonds, shares, cash, mutual funds, etc. of an individual, so as to earn 

maximum profits within a fixed period of time.  

 An individual's money is managed through portfolio management under the expert guidance of a 

portfolio manager.  

 Portfolio management is the way an individual manages their investments.   

THE STUDY IS JUSTIFIED   

  

Managing a financial portfolio is the process of making sure that an individual earns the highest possible profit 

within a particular period of time by investing their savings in bonds, stocks, cash, and mutual funds. An 

individual under the qualified guidance of a portfolio manager manages their money in this way. People who 

are serious about investing and seeking to profit from certain investment policies will benefit from this study. In 

the paper, the CAPM model is explained in simple terms so that investors can easily use it for their investment 

needs.    

 

LITERATURE REVIEW  
 

A study by Ghatage & Jadhav examined the investment preferences of individual investors based on their 

life cycle stage and found that as individual investors moved up the life cycle ladder, their responsibilities 

increased and their capacity to take risk shrank. Therefore, initial stages of life are marked by aggressive 

investments and investors prefer to invest in mutual funds, shares, and ULIPs, but as they get older their 

investment preference shifts to debentures, fixed deposits, bonds, and post office schemes as well as NSC/NSS. 

Researchers found that the majority of investors preferred low risk investments over high-risk investments in 

Gujarat's Valsad district,  

 

According to Nayak. Indian investors might be unaware of investment avenues and the investment climate, 

this was suggested as the possible cause of the attitude. Study results also indicate that demographic factors 

such as age, gender, religion, level of qualification, income, and profession are not significantly related to 

investing risk. In spite of this, women chose to invest in medium and high-risk investments more frequently 

than men, and more professionals decided to invest in high-risk investments than the others. In their study,  
 

The researchers examined investment behavior and investment objectives of the middle class in Nagpur, and 

whether or not their savings were increasing. Families in the middle class save well, but they do not invest 

long-term. Investors also regarded high returns and low risk investment as their primary objectives for 

investing, with tax advantages occupying a last place on their agenda. Thus, it was recommended to have tax 

benefits on pensions and long-term savings so that people may be encouraged to invest for long term. 

Moreover, financial literacy of the middle-class people also must be increased.  
 

Brahmabhatt et al. studied the investors in Mumbai and revealed that the awareness of investment knowledge 

and investment opportunities were very high in Mumbai. The people were guided by financial portals, news 

channels, newspapers, expert talks, TV shows, magazines etc and took good investment decisions. Despite of 
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their good knowledge about financial market and economic conditions, they lack the edge above the others 

since the field was very unpredictable and vast, thus, they must be backed by a financial planner. It would even 

help people in avoiding great mess or huge losses caused by lack of information. The study made the 

recommendations to encourage people to do long term investments, organize financial literacy campaigns, 

increase and improve communication and encourage households to own PSU shares.  

 

Varsha Virani, a student at Rajkot Public School in Gujarat, explored the savings and investment patterns of 

100 school teachers, finding that most of them favored Bank Fixed Deposits and Government Securities for 

investment purposes. In the past, investment criteria included high interest rates and safety. High return rates 

and tax incentives also affected respondents' investment decisions. Investment avenues such as mutual funds 

and equity are not widely known. It also revealed that most of the teachers are saving their money for children’s 

education, marriage and to fulfill the other goals of life.    

 

STUDY PURPOSE AND RATIONALE  
 

Employing surpluses in savings and investment options, people can create a bright, safe and secure future for 

themselves. In this study we discuss the kinds of investments available, the opportunities of saving and 

investing, the pattern and tendency of individuals to invest in these forms of investing, the advantages and 

facilities that these options provide, and the difficulties individuals face when making investments and the 

conclusions drawn from the study.   

 

THIS STUDY HAD THE FOLLOWING OBJECTIVES  
 

1. Explain the steps involved with constructing a portfolio of investments  
 

2. A CAPM model is used to explain investment risk and return   

 

THE STUDY HAD LIMITATIONS 
 

Certain assumptions need to be stated clearly in the study. Researchers have attempted to define these 

limitations in this study. The sample was restricted to 300 educated respondents living in the Indore district. 

This study did not properly represent the gross national population. The sample was drawn from various 

sources such as friends, relatives, neighbors, and common masses from various professional and non-

professional groups such as bank employees, management executives, academic faculty, engineers, etc. but 

not from the entire group.   

 

METHODOLOGY OF RESEARCH  
 

Studying methods to gain knowledge is the study of methodology. In it, the cognitive processes imposed by 

the nature of the subject matter on research are examined. A descriptive and exploratory approach is employed 

in this study. By using a cross-sectional approach to analyze a situation, descriptive research aims to draw 

conclusions primarily from the present. This topic of study is closely related to the descriptive method used in 

socioeconomic surveys. In addition, this study followed an exploratory methodology, where factors were 
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viewed based on their loadings. Therefore, it is useful in that it allows for more and qualitative information, 

proving to be cost-effective at the end.   

 

CAPITAL ASSET PRICING MODEL (CAPM) 
 

In addition to considering the mix and elements of risk and return, it is essential to consider the mix of 

individual securities. This helps investors decide what portfolios go best with their preferences for risk and 

return.  

1. Investors tend to be risk averse, and diversifying their holdings is the only way to minimize risk  

2. Taking the variability of return expected from the portfolio and its volatility into account, we can estimate 

the level of risk in a portfolio.  

3. The information that investors receive about returns and risks is fair and correct. An investor selects a 

portfolio based on the probability of the portfolio generating the expected return and risk.  

4. Investments are made with the aim of maximizing returns while minimizing risk. A portfolio manager either 

maximizes portfolio returns by taking on the least amount of risk or maximizes portfolio returns for a given 

level of risk.  

5. It is possible to buy and sell all assets on the market, including human capital.  

6. Markets are not influenced by politics or investor psychology.  

7. The investment analysis involves a one-period model. Many of these curves may exist in the portfolio of an 

investor, but they do not overlap. If an investor is risk averse, then their curves will be upward sloping. It is 

better for them to have higher indifference curves. Curves are lower. Depending on the investors' risk preferences, 

curves may exhibit a discrepancy. The objective is to achieve the highest curve possible once the shape of an investor's 

indifference curve is determined. Risk-return preferences should be matched with the best portfolios available on the 

market. A portfolio which meets the investor's needs provides the best risk-return combination and the highest level of 

satisfaction   

 

CAPM (Capital Asset Pricing Model) relies on certain assumptions, just like other financial models.  

Following is a list of CAPM assumptions:  
 

1. Diversification is necessary to reduce the risk for investors who are risk averse.  

2. A portfolio is chosen based on its expected return, risk-return assessment, and standard deviation by every 

investor to maximize the wealth they have accumulated.  

3. The interest rate on funds borrowed or lent by all investors is risk-free (or zero risk).  

4. Market and security returns are estimated by all investors equally.  

5. It is entirely tax-free to buy and sell securities, therefore there are no transaction costs or taxes.   

6. Single investors cannot affect market prices because the security market is efficient. Perfect competition is 

followed by this.  

7. Diversification ensures investors' protection from unsystematic risks. The estimated return depends solely 

on the systemic risk.   
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Three steps are covered in this model 
 

1. A risk opportunity set is constructed by identifying/constructing the number of different portfolios in terms 

of their risks and returns. This method allows for the selection of most advantageous portfolios. Investors have 

the option of investing in 'n' different securities. These securities can be combined in infinite combinations. 

The returns and risks of such combinations differ. An investment portfolio's return depends on its risk return.  
 

2. To determine a well-organized portfolio, you need to consider its potential income with a degree of risk, or 

the level of risk that is least likely with a given rate of return. An efficient portfolio is one that does not offer 

an alternative that gives a higher return at the same risk or a lower risk with the same expected return. This 

implies two prepositions will be applied to the background of the proficient set.   
 

A) In a situation where investors expect equal returns, would they prefer the portfolios with lower risk?  
 

B) A portfolio that is equally risky and has the maximum potential return would appeal to the investor.  
 

As a rational investor, you would prefer a higher return. Because he doesn't like taking risks, he prefers less 

risk to more.  
 

3. An investor's risk return inclinations are to be considered before selecting the finest or most optimal 

portfolio. A mixture of indifference curves can be used to determine the expected risk return and to match 

investor preferences. Investors can compare risk returns by using these curves. An indifference curve 

represents all the different combinations of risk and reward that provide the investor with equal levels of 

usefulness or satisfaction.   

 

The CAPM model shows that expected returns for security are composed of two parts: 

(1) Interest rates at risk free rates 

(2) Risk premiums 

 

The market return difference multiplied by the beta factor is the risk premium. There is a direct correlation between the 

beta factor and risk premium, i.e. systematic risk. Beta factors tend to increase returns.  

 

 

 
Each security will have a different effect on the risk of the investor's portfolio, and the investor will be interested in 

knowing this. There is no systematic risk similar to all the securities. All securities are not affected in the same way by 

the elements contributing to systematic risk. Depending on how sensitive a security is to fluctuations on the market, these 
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factors have varying degrees of influence on a security. An economy's market portfolio is the collection of all the 

securities that make up the economy.  

 

Expected return = Risk free rate + Risk premium = Price of time + (price of risk x amount of risk)  

 

Based on CAPM, a security's projected return is determined by three factors:    

 

 Time is more valuable than money in the pure sense 

 

 Risk bearing is rewarded with a reward  

 

 There is a certain level of systematic risk   

 
 

Security market line is a graphical representation of CAPM. Based on the beta factor of a security and the expected return 

of that security, SML is calculated. Risk premiums increase as well with each increase in beta factor, which is evidenced 

by the rise in the required rate of return. Consequently, a low beta factor is associated with a lower risk premium and a 

high beta factor is associated with a higher risk premium.   
 

 

By measuring risk and return, the CAPM is a useful tool for measuring a security's risk and return. However, the model 

has some limitations when dealing with risk. Other models may be available, but due to their popularity, I am using these 

models in my study.    

 

PROCESS OF INVESTING IN A PORTFOLIO  
 

Investing is all about reducing risk and increasing return so that investors can achieve their investment objectives. 

Management of portfolios involves many logical steps, such as planning, implementing and monitoring. Investors must 

understand how investments are made.  

 

The first phase is to prepare and plan  

1. Conditions for investors  

2. Condition of the market  

3. Policies related to investment and superiority  
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4. Investing Policy Statement  

5. Allocating assets strategically  

 
Second Phase: Execution  

1. Realign the allocation of strategic assets  

2. The technical allocation of assets  

3. Selection of security measures  

 

The third phase is the monitoring phase  

1. Assess the Statement of Interest Policy  

2. Determine your investment preferences  

 

(A) Phase of preparation and planning: 
 

Investors' financial situations and current market conditions are carefully examined during the Planning Stage. This 

allows for a strategic allocation of investment assets based on investors' financial positions. For effective investment    
 

While planning, investors must consider how much risk they wish to accept, understand inconsistency of risk, understand 

rigidity, and create a portfolio based on their needs. Defining the importance of diversification and choosing between 

passive investments and active speculations is crucial.  
 

(B)Execution Phase: Three decisions must be made during the execution phase:  
 

 

I. Rebalance Strategy Asset Allocation: The allocation of assets between different asset classes needs to be rebalanced 

if the current percentage holdings of the various asset classes do not match the percentage holdings stipulated in the 

systematic investment plan (SIP). In order to rebalance the portfolio, Strategic Asset Allocation (SAA) should be 

considered. In the execution phase, asset mix is adjusted to match the desired asset mix.  

 

II. Technical Asset Allocation: In technical asset allocation, if an investor believes that the price level of industries, 

economic sectors, or asset classes is temporarily too low or too high, then actual portfolio holdings should depart from 

the asset mix envisaged in strategic asset allocation. Investors should reduce the portfolio's equity allocation if equity 

prices are expected to soar and increase the allocation of risk-free securities if equity prices are expected to soar.  

 

III. Security Selection: A security selection involves selecting securities within a particular asset class, industry or sector 

of the economy. Unless the investor is seeking to offset risks associated with other assets and liabilities outside the 

portfolio of marketable securities, overweighting or underweighting particular securities in a strategic asset allocation 

would not make sense. Security selection   In the belief that certain securities are momentarily mispriced, overweight or 

underweight them.     

 

Phase C: Monitoring portfolio returns is the last stage in the portfolio investment process as it allows the investor to 

agree on which speculative decisions are adding value to the portfolio, while also checking that the investment objective 

and constraints have not changed. Each aspect of portfolio monitoring is discussed below.  

It is first necessary to examine actual portfolios to determine whether they are compliant with the stated investment 

policy (SIP) and whether any passive asset rebalancing is needed.  
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The second requirement is to require investment performance, which should consist of (1) the aggregate portfolio, (2) 

each asset class and investment manager, and (3) the returns on speculative strategies used.  
 

Third, adjusting the investment policy statement and investment management method if necessary. The portfolio should 

be constantly monitored and revised. Portfolio performance must be compared to the set targets at least once every 

quarter or half year to evaluate its success. Among the factors to be monitored are: Changes in government policy, 

changing industries, changing company stocks, changing financial instruments, annual/half-yearly results of corporate 

sector. This formula helps with proper portfolio review and monitoring. 
 

It is possible to make plans. Investors are typically emotional, and while they can act sensibly, the formula plan draws a 

path for investors to follow so that they do not lose money or make bad decisions while managing their portfolio. During 

the investment process, it is important to plan, implement, and monitor each step.   
 

CONCLUDING  
 

Portfolio evaluation is integral to the development of a standard portfolio as it is the process of determining and assessing 

the results earned from a portfolio in comparison with the expected results. The performance of a portfolio is compared 

to other portfolios to determine if it has performed better or worse. The return on portfolio is undertaken by a salaried 

investor in the form of capital gain or revenue. An investment portfolio's evaluation is influenced by numerous factors 

such as risk return tradeoffs, stock market indexes appropriate for each portfolio, investment time horizons or portfolio 

objectives. It is important for investors to evaluate portfolios with a balanced viewpoint. An investor can make authentic 

and most profitable investment decisions if they have just and intelligent financial planning and portfolio management. 

My research suggests that salaried individuals should have systematic portfolio management and financial planning. My 

goal was to examine the number of participants that are actually taking advantage of these courses of action and how far 

they need to progress in their decision-making processes. I will discuss salary class issues in the next few chapters    
 

Portfolio management, investment planning, and financial planning are all part of the investment process.  

 

RESULTS OF THE STUDY  
 

The vast majority of respondents to the investment question make their own decisions, though they are sometimes 

influenced by friends, family, or colleagues.  

 

While investing, they also took into account their previous returns so that they could invest safely.  
 

In addition, most of them invest in global economies since they know that these countries are financially literate and able 

to handle global issues.    
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