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The art of selecting the right investment policy for the individuals in terms of minimum risk and maximum return is called 
as portfolio management. Portfolio management refers to managing money of an individual under the expert guidance of 
portfolio managers. Portfolio management is the best investment plan to the individuals as per their income, budget, age 
and ability to undertake risks. Portfolio management minimizes the risks involved in investing and also increases the chance 
of making profits. It enables the portfolio managers to provide customized investment solutions to clients as per their needs 
and requirements .It refers to managing money of an individual under the expert guidance of portfolio managers This article 
reveals that the clear overview of portfolio management .

Introduction                    
A Portfolio is to a collection of investment tools such as 
stocks, shares, mutual funds, bonds, and cash and so on de-
pending on the investor’s income, budget and convenient 
time frame. Portfolio management is the art of selecting the 
right investment policy for the individuals in terms of mini-
mum risk and maximum return. It refers to managing an in-
dividual’s investments in the form of bonds, shares, cash, mu-
tual funds etc so that he earns the maximum profits .In plain 
terms, it is managing money within the stipulated time frame  
of an individual under expert guidance of portfolio managers. 

Need for Portfolio Management
Portfolio management presents the best investment plan to 
the individuals as per their income, budget, age and ability 
to undertake risks. Portfolio management minimizes the risks 
involved in investing and also increases the chance of mak-
ing profits. Portfolio managers understand the client’s finan-
cial needs and suggest the best and unique investment policy 
for them with minimum risks involved. Portfolio management 
enables the portfolio managers to provide customized invest-
ment solutions to clients as per their needs and requirements.

Risk and Return
Risk and return is a complex topic. There are many types of 
risk, and many ways to evaluate and measure risk. In the the-
ory and practice of investing, a widely used definition of risk 
is: 

“Risk is the uncertainty that an investment will earn its expect-
ed rate of return.”

From the above does not distinguish between loss and gain. 
Typically, individual investors think of risk as the possibility that 
their investments could lose money. They are likely to be quite 
happy with an investment return that is greater than expect-
ed - a “positive surprise.” However, since risky assets generate 
negative surprises as well as positive ones, defining risk as the 
uncertainty of the rate of return is reasonable. Greater un-
certainty results in greater likelihood that the investment will 
generate larger gains, as well as greater likelihood that the 
investment will generate larger losses and in higher or lower 
accumulated value. In financial planning, the investment goal 
must be considered in defining risk. If your goal is to provide 
an acceptable amount of retirement income, you should con-
struct an investment portfolio to generate an expected return 

that is sufficient to meet your investment goal. But because 
there is uncertainty that the portfolio will earn its expected 
long-term return, the long-term realized return may fall short 
of the expected return. 

Objectives of Portfolio Management
•	 Return:	Portfolio	is	technique	of	investing	in	securities.	The	

ultimate object of investment in the securities is return. 
Hence, the first objective of portfolio management is get-
ting higher return.

•	 Growth:	Some	investors	do	not	need	regular	returns.	Their	
object of portfolio management is that not only their cur-
rent wealth is invested in the securities; they also want a 
channel where their future incomes will also be invested.

•	 Liquidity:	 Some	 investors	 prefer	 that	 the	 portfolio	 should	
be such that whenever they need their money, they may 
get the same.

•	 Availability	 of	 Money	 at	 Pre-decided	 Time:	 Some	 persons	
invest their money to use it at pre-decided time, say edu-
cation of children, etc. Their objective of portfolio planning 
would be that they get their money at that time.

•	 Favorable	 Tax	 Treatment:	 Sometimes,	 some	portfolio	 plan-
ning is done to obtain some tax savings.

•	 Maintaining	 the	Power:	 Inflation	eats	 the	 value	of	money,	
i.e., purchasing power. Hence, one object of the portfolio 
is that it must ensure maintaining the purchasing power of 
the investor intact besides providing the return.

•	 Risk	 Reduction	 through	 Diversification:	 It	 is	 the	 perhaps	
most important object of the portfolio management. All 
other objectives  can be achieved even without portfolio, 
i.e., through investment in a single security, but reduction 
possible only through portfolio.

Benefits of Portfolio Management
•	 Maximizes	 the	 return	 on	 your	 product	 innovation	 invest-

ments 
•	 Maintains	your	competitive	position	
•	 Achieves	efficient	and	effective	allocation	of	scarce	resourc-

es 
•	 Forges	a	link	between	project	selection	and	business	strate-

gy 
•	 Achieves	focus		and	Communicates	priorities	
•	 Achieves	balance	and	enables	objective	project	selection	
Types of Portfolio Management
Active	Portfolio	Management:	As	the	name	suggests,	in	an	ac-
tive portfolio management service, the portfolio managers are 
actively involved in buying and selling of securities to ensure 
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maximum profits to individuals.

Passive	Portfolio	Management:	 In	a	passive	portfolio	manage-
ment, the portfolio manager deals with a fixed portfolio de-
signed to match the current market scenario.

Discretionary Portfolio management services: In Discretion-
ary portfolio management services, an individual authorizes a 
portfolio manager to take care of his financial needs on his 
behalf. The individual issues money to the portfolio manag-
er who in turn takes care of all his investment needs, paper 
work, documentation, filing and so on. In discretionary portfo-
lio management, the portfolio manager has full rights to take 
decisions on his client’s behalf.

Non-Discretionary Portfolio management services: In non dis-
cretionary portfolio management services, the portfolio man-
ager can merely advise the client what is good and bad for 
him but the client reserves full right to take his own decisions.

Who is a Portfolio Manager?
An individual who understands the client’s financial needs and 
designs a suitable investment plan as per his income and risk 
taking abilities is called a portfolio manager. A portfolio man-
ager is one who invests on behalf of the client. A portfolio 
manager counsels the clients and advises him the best possi-
ble investment plan which would guarantee maximum returns 
to the individual. A portfolio manager must understand the 
client’s financial goals and objectives and offer a tailor made 
investment solution to him. No two clients can have the same 
financial needs.

The 4 Key Steps for Successful Portfolio Management
Executive Framing: The executive framing is always first. By 
clarifying metrics of interest, priorities, and major strategic 
concerns, portfolio management is focused on the very spe-
cific needs of the corporation as dictated by its executives. 
Framing is often the difference between building an effective 
decision tool and an academic exercise. It can also provide 
guidance, so you can streamline data collection.

Data Collection: The next step is to collect the data. It is im-
portant to bear in mind that data need not be perfect to build 
an initial portfolio model. The best way to start portfolio anal-
ysis is to make do with the data at hand. After all, this is the 
data that the company is already using to inform decisions. 
The quality of insights available from fairly “high level” data 
is often quite surprising. Data can be improved over time as 
needed.

Modeling	 and	Analysis:	Modeling	 and	 analysis	 are	 best	 done	
by someone (or a team) with both modeling and business 
savvy. Unfortunately, it can be easy to create a model that is 
mathematically accurate but “misses the point”. Always gen-
erate a series of analyses to understand the model dynamics 
and validate these by comparing them to an existing plan and 
by reviewing them with appropriate business and financial ex-
perts within your company.

Synthesis and Communication: Once models are created and 
the analysis is done, it is vital to synthesize the information to 
make it easy to share with executives. Analysis means little if 
it doesn’t lead to greater understanding and insight, an im-
proved strategic conversation, and more informed decisions. 
This step will often kick off a new round of analysis, as de-
cision makers use the new insights they gained to formulate 
new and more profound questions.

Limitations of Portfolio Analysis

Defining and Categorizing Products
Portfolio analysis involves separating a company’s products 
and services into different categories that represent its busi-
ness portfolio. But it is not always easy to define and catego-

rize products. This can lead to subjective decisions about how 
to categories products and services. For example, the owners 
of a grocery store might decide that candy and fruit are two 
of its product categories. If the store sells candied fruit, the 
owners might have difficulty placing the product in an appro-
priate category.

Forecasting
Portfolio analysis relies upon estimates or forecasts about the 
future. Forecasting often involves looking at financial data, 
such as the sales history of different products, and using that 
data to extrapolate about the future. For example, if a small 
grocery store’s candy sales have increased 5 percent a year 
for the past two years, it might forecast that annual sales will 
continue to increase at a 5 percent rate. 

Complex Product Interactions
Portfolio analysis typically focuses on the profit potential of 
individual products and product categories, which can ignore 
complex underlying relationships between different types of 
products.	 It	 is	 possible	 for	 the	 sales	 of	 one	 product	 to	 influ-
ence the sales of another, even if they are not in the same 
product category. For example, suppose a restaurant loses 
money on malts because it doesn’t charge a high enough 
price for them, but it makes a lot of profit on burgers. The 
owners might decide to raise the price of malts. But it might 
be missing a very important point -- that many customers visit 
the restaurant because its malts are so inexpensive. While they 
are there, they decide to order a burger as well. Higher malt 
prices could lead to fewer customers, which would result in 
lower burger sales and, ultimately, lower profits.

Alternative Investments
Since portfolio analysis focuses on the products and services 
that a business offers, it ignores possible alternative invest-
ments that could be better than investing more in current 
product offerings. A company might be better off investing in 
a new technology, for example, than allocating more resourc-
es to its current products and services.

Conclusion
Portfolio management is believed to be the leading strategy in 
the success of the modern companies. Adopting these strate-
gies as discussed above enables the company to provide con-
fidence to stakeholders (shareholders, customers, employees, 
and suppliers). . Additionally, embracing technology helps the 
company to lower down the cost of running the projects as 
well as improving reducing the payback period. In an effort 
to improve portfolio management, the company should em-
brace a culture of promoting the management of the portfo-
lio by ensuring that the process is deeply rooted throughout 
the company. . Among them include, adopting poor tools and 
in-effective technology, in adequate knowledge and under-
standing. 
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