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The Essence of Portfolio Management in Capital Market 
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ABSTRACT 

Portfolio management for product innovation has surfaced as one of the most important 

senior management functions as we move into the next century. Faced with rapidly changing 

technologies, shorter product life cycles, and heightened global competition, more than ever, 

indeed portfolio management is the manifestation of the business’s strategy – it dictates 

where and how you’ll invest for the future. The objective of this paper is to identify 

investment decision making schemes using the adequate portfolio model. This approach can 

be employed to project investment in stocks, using the opportunities offered by the markets 

and investor intelligence. The study’s overall goals are to study industry current and best 

practices in portfolio management, and to gain insights to guide all of us in designing and 

implementing superior portfolio management methods.  The main objective of the article 

requires investigating return on individual portfolio level. Real investment is a way to assure 

the soundness of applicable strategies. The methods of inquiry are based on: the analysis of 

primary sources data, the study of secondary data and scientific literature, simulation of 

financial markets, optimisation of utility function and adequate portfolio technique. 
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1. Introduction 

The idea of Wealth Management originated in the US in the 1990‘s. In the beginning, it 

encompass investment advisory which in turn included financial planning that offered people 

with services like private banking, portfolio and asset management, taxation advisory etc. 

Majority of these services are extremely personal and portfolio management being the most 

common among them. These services includes products like stocks, equity linked and 

structured savings products, mutual funds and alternative investments. The Wealth 

Management Services can be availed by High Net-worth Individuals (HNIs), small 

entrepreneurs and other individuals who want their hard earned money to be professionally 

managed by specialists known as Wealth Managers. After China, India is considered to be the 

second most appealing market for Wealth Management.  According to a research conducted 

by Barclays Capital, an Investment Banking firm, to analyse Asia's leading wealth managers, 

"China and India persist in being the most appealing Asian markets, both in context of ability 

to expand businesses and anticipated growth rate of revenues.  

Wealth management does mean a lot many things to many people. For some it actually 

amounts to managing the asset portfolio, which usually has three components, like real estate, 

equity holdings and some insurance. And even in this, the real action is around the equity 

portfolio - how much you are earning, how your capital is growing, and so on. But the 

essence of wealth management, as most managers would tell you, is distinct from portfolio 

management. It is more long term and entwined with your life rather intimately. It is the 

creation of wealth to meet individual goals and the goals of the family. It even goes beyond 

your own life, it could even include your philanthropic and other related aspirations of seeing 

that your wealth has grown and is well distributed. 

Wealth creation is seen as accumulation of money and not about the 'wealth' as such. More 

money does not mean more wealth. And this is not an India-specific phenomenon. Many 

countries that see an explosion of wealth will have a large number of people who will have to 

deal with such dilemmas. And, India has the fastest growing number of millionaires in the 
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world and therefore the problem is rather prevalent here. Wealth management can be a 

rewarding experience that can help you fulfil your dreams and aspirations. It can, as a wealth 

manager says, enable you to see the fruits of your labour and enterprise be translated into 

happiness. It just requires some smart diligence. 

Portfolio Management 

Effective portfolio management is vital to successful product innovation. Portfolio 

management is about making strategic choices—which markets, products, and technologies 

our business will invest in. It is about resource allocation—how you will spend your scarce 

engineering, R&D, and marketing resources. It focuses on project selection—on which new 

product or development projects you choose from the many opportunities you face. And it 

deals with balance—having the right balance between numbers of projects you do and the 

resources or capabilities you have available. 

Various performance metrics are used to gauge the performance of the business's portfolio. 

The results reveal major differences between the best and the worst. Benchmark businesses 

are the top performers. Their new product portfolios consistently score the best in terms of 

performance—high-value projects, aligned with the business's strategy, the right balance of 

projects, and the right number of projects.  

Portfolio performance evaluation involves determining periodically how the portfolio 

performed in terms of not only the return earned, but also the risk experienced by the 

investor. For portfolio evaluation appropriate measures of return and risk as well as relevant 

standards (or ―benchmarks‖) are needed. In selecting benchmark portfolios investor should be 

certain that they are relevant,   Investment Analysis and Portfolio Management feasible and 

known in advance. The benchmark should reflect the objectives of the investor to adjust the 

return for risk before comparison of performance. Sharp‘s ratio shows an excess a return over 

risk free rate, or risk premium, by unit of total risk, measured by standard deviation. 

Treynor‘s ratio shows an excess actual return over risk free rate, or risk premium, by unit of 

systematic risk, measured by Beta. Jensen‗s Alpha shows excess actual return over required 

return and excess of actual risk premium over required risk premium. This measure of the 

portfolio manager‘s performance is based on the CAPM. 

The portfolio decision process encompasses or overlaps a number of decision-making 

processes within the business, including periodic reviews of the total portfolio of all projects 

making Go/Kill decisions on individual projects on an ongoing basis using gates or a Stage-

GateTM process and developing a new product strategy for the business, complete with 

strategic resource allocation decisions. 

The goals of the study are to...  

 Learn about the role of portfolio management – for example whether or not it is 

endorsed by senior management; and the reasons why or why not;  

 Determine what types of portfolio management techniques are used, their relative 

popularities, and which method appears to dominate the decision process;  

 Probe the details of some of the portfolio methods – descriptions of each and how 

they are used;  

 Identify the best performers – those businesses with enviable portfolios – and assess 

what distinguishes the best from the rest. 

2. Literature Review 

Capital markets are financial markets that facilitate the buying, selling, borrowing and 

lending of financial instruments and securities. These securities are available in the form of 

long term or short term assets such as debt and equity funds. Government securities and 

treasury bills are other kinds of investment instruments raised by the Government in the 

capital markets to generate funds. The securities markets are divided into the primary and 

secondary markets. Primary markets are sources of fresh capital through the issuance of new 
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securities while secondary markets usually provide for the liquidity in the primary markets 

through buying and selling of old securities (Kumar, 2007). The findings of many studies 

indicate that capital markets are efficient in context to the numerous sets of information 

available. Efficient capital markets are able to adjust prices rapidly to public information. 

According to the technicians of the capital market, new information may not be immediately 

available to the individual investors directly rather is typically disseminated through the 

informed investment professionals to the active and aggressive investing public and gradually 

to the rest of the general bulk of investors. The investors do not act upon the information 

immediately but take time to analyse and process the information (Reilly and Brown, 2011). 

Financial Equity Markets in India 
The global financial crisis in the recent times depicted the extent to which the financial 

markets and financial systems impact the economic systems of the countries. The Indian 

economy was able to protect itself to a great extent from the effects of the global financial 

slowdown and failing financial markets as Indian financial investors, market players and 

stakeholders are known to exercise conservatism in order to insulate their investments from 

external risks. The formal financial system in an economy consists of the organised, 

institutionalised and regulated financial system. Informal financial systems are not regulated 

and are unorganised, non-institutionalised financial systems that are set in the conventional, 

rural and traditional economic systems. Informal financial systems are prevalent in the 

developing economies due to the intrinsic dualism existing in the social and economic 

structures in those countries (Pathak, 2011). Informal systems are flexible and operate in an 

environment with lower transaction costs, minimal default risks and greater transparency due 

to which higher interest rates prevail in the informal markets. Indian financial markets are 

also classified into the formal (organised) and informal (unorganised) financial systems. The 

formal financial system in India is regulated by the Ministry of Finance (MoF), Reserve Bank 

of India (RBI) and Securities Exchange Board of India (SEBI) apart from other regulatory 

bodies. Financial institutions in India can be classified into banking and non- banking 

financial institutions. In India the major non- banking financial institutions include the 

housing development funds, developmental financial institutions and non-banking financial 

companies and other major institutional purveyors of credit (Khan, 2004). The main 

organised financial markets in India comprise of the money market and the capital market. 

Capital market is a market for long term securities that have a maturity period of more than a 

year whereas money markets are essentially short term securities markets with less than a 

year‘s maturity period (Pathak, 2011). Different kinds of financial institutions are designed to 

suit the requirements of investors in terms of time, flexibility, risk and return preferences. 

Such Financial securities can be primary or secondary securities where primary securities 

include the direct securities like the equity shares and debenture. Financial instruments offer 

the opportunity to financial intermediaries and financial markets for channelizing the funds 

between the borrowers and lenders (Babu, 2005). According to Sharma (2016) the growing 

corporate sector in India is responsible for the growth of the financial services market after 

the financial reforms in 1991. The capital markets in India as well as the financial 

intermediaries in this market have increased exponentially. Mumbai is the leading financial 

industry in the country which houses the National Stock Exchange and the Bombay Stock 

Exchange. India has in the recent years improved its position in the global market and is 

attracting funds from the international financial markets as well. The investment climate in 

India has improved gradually to bring in the flow of capital from the global market. The 

Indian capital market has reached 5
th

 position as the top investment destinations according to 

a survey by the Japan Bank of International Cooperation (JBIC) (Babu, 2005). The factors 

that make the Indian Capital Market an attractive investment destination worldwide are 

Potentiality of Future Market growth, cheap labour, present market size and excellent labour 
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force. The disadvantages of investing in the Indian capital market are considered to be 

complicated administrative procedures, social conditions, local government conditions and 

the lack of proper infrastructure and transportation (Khan, 2004).  

Indian stock markets have been the centre of attraction for the domestic as well as the 

international investors for the last two decades. In September 2011, the Indian Stock market 

recorded annualised returns to the extent of 20%. Since the developed financial markets in 

the developed economies are going through a financial crisis, therefore, it is not easy to 

generate such returns on the investments in these markets (Mohnot, 2016). This phenomenon 

has led to the shift of investments patterns with more foreign institutional investors moving 

towards stable developing economies such as India. According to a survey by Chukwuogor 

(2008) the highest performing stock markets were those located in the developing economies 

of Africa, Asia, Europe and Latin America. Indian stock markets long term prospects have 

been promising although the short term prospects show a decline in the investments in the 

Indian Stock markets by 18% during the period October 2010 to October 2011. Sharma 

(2016) also indicated that the Indian capital markets have been witnessing an unprecedented 

growth since the onset of globalisation leading to innovations in the types of financial 

instruments used in the capital markets such as mutual funds. India has steadily emerged as 

an attractive investment market due to its high GDP growth rate and rising per capita income 

level. The asset management industry has been one of the fastest growing sectors in India 

since 1991. Portfolio management companies play a significant role as financial 

intermediaries channelizing the investible savings and funds into the capital markets through 

various financial instruments based on their selectivity skills. 

Portfolio Management Strategies in Equities Market 
According to Mohnot (2016) it is relatively difficult to structure an optimal portfolio for the 

investors of the financial markets in the developing countries and emerging economies in 

comparison to the developed economies. However, due to the future economic growth 

prospects prevailing in the fast emerging or rapidly developing economies, the foreign 

institutional investors have been showing an increased interest in the financial and capital 

markets of such developing economies like India for instance. According to the MSCI 

estimates, the growth in returns of the portfolios in the emerging markets accounted for 

20.2% against the mere 9.7% return rate in the developed economies during 2010 (Mohnot, 

2016). This research examined the optimal portfolio management strategies in the Indian 

capital/ stock market. The capital markets of developing economies work on the high risk and 

high return principal and therefore, the stock markets in these economies pass through highly 

volatile patterns. Price- to- earning is a significant strategy used in the portfolio management 

and investment decision making. Portfolio managers and institutional investors usually select 

stocks that have low price/earnings (P/E) valuation (Noulas et al., 2005).  

According to historical data, when P/E ratios are less than 18, they create an excellent 

opportunity for wealth creation. The P/E ratio of the Sensex at the Bombay Stock exchange 

fell below 18 during 2001 to 2008, the Sensex was able to generate a return of over 150% on 

two occasions during the next three years. Such a situation of less than 18 P/E provides an 

opportunity to the investors to shift their investments to the equity portfolios with an 

investment horizon of one to two years at the current level resulting in increased equity 

allocation for wealth creation and optimisation (Mohnot, 2016). 

Rao (2006) analysed the performance of equity mutual funds in India by classifying 419 open 

ended equity mutual fund schemes. The equity fund schemes were categorised into six 

different investment styles to investigate whether the different investment styles resulted in 

statistically significant difference in performance of the equity fund portfolios. The study 

chose the performance variables ‗monthly compounded mean return‘, ‗risk per unit return‘ 

and ‗Sharpe ratio‘ for the comparison of the financial performance of the open ended equity 
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growth and dividend plans. According to the findings it was revealed that equity growth plans 

generate greater returns in comparison to the dividend plans. However, equity growth plans 

are high risk in comparison to dividend plans. Equity Growth plans had a higher coefficient 

of Variation (Risk per unit of Return) than most of the Equity Dividend plans. Only three 

Growth plans had almost equal Risk per unit of Return to the dividend plans. Moreover, the 

research also revealed that The equity growth plans had a better risk adjusted excess returns 

signifying that growth plan are more likely to reward the investors for the extra risk assumed 

by them through investments in growth plans in comparison to the dividend plans (Rao, 

2006). 

An evaluation of equity diversified funds in case of the Indian capital markets was also 

conducted by Duggimpudi, Abdou and Zaki (2010) which was also aimed at analysing the 

relationship between the risk and return of the equity funds on the basis of Total Risk and 

Systematic Risk. They also used the Treynor evaluation technique along with the Sharpe and 

the Jenson technique as also used by Noulas et.al. (2005). This analysis when applied to the 

Indian market Index that is the BSE Sensex to evaluate the performance of equity funds, the 

empirical results indicated that a positive relationship existed between the risk and return of 

these equity based individual funds. Furthermore, the study also revealed that higher actual 

returns were generated as against the expected returns in the selected time periods. This study 

suggested that due to the increased liberalisation and globalisation the Indian capital markets 

have become attractive for the international investors who may consider expanding into the 

Indian Financial markets to reap the benefits of diversification and professionalism offered to 

the investors (Duggimpudi, Abdou and Zaki, 2010). This study proved that the best returns 

are well diversified and give higher returns for a specified level of risk. This research 

included 18 diversified equity funds and further researches may be conducted by including 

more equity diversified funds into the sample data set. Moreover, further studies may also be 

conducted for a greater time period to investigate the changes or improvements over a period 

of time. Another study conducted to evaluate the performance of Indian Equity funds during 

a period of 2009 to 2014 in the period of quantitative easing (QE) by Tan (2015). This study 

evaluated the performance of 12 Indian Equity funds using the Sharpe Ratio, the Treynor 

ratio and the Jenson‘s Alpha. Jenson‘s Alpha was used to examine the selectivity skills of 

fund managers while Treynor and Sharp ratios were used to evaluate the market timing 

abilities of the fund managers. This study indicated that during the 5 year 10 month period of 

Quantitative Easing (QE) the stock market sizes and CNX500 price index surpassed the 

developed stock market indices. High Sharpe and Treynor ratios showed that Indian equity 

funds performed better whereas risk adjusted performance ratios indicated that Equity growth 

funds reported highest ratios among all the equity funds selected (Tan, 2015).   

I. Selectivity Skills 
The portfolio managers take informed investment decisions taking into consideration the risk 

appetites of the individual investors. They aim at creating a risky or risk free portfolio in 

order to optimise their asset allocation and increase the wealth creation on the investors 

through the capital markets. Portfolio managers also concentrate on choosing a portfolio for 

the clients where they calculate the effect of an increase in risk aversion when the asset is 

short sold and the investor buys on margin. However, the patterns slightly differ for the 

modern portfolio managers who attempt to optimise the fund portfolios taking into 

consideration the individual investor‘s time horizons for investments, their preferences under 

the expected utilities framework and joint distribution of assets‘ returns. Portfolio managers 

often adapt dynamic portfolio structuring practices to develop an optimal fund portfolio for 

the investors whereby their investor‘s returns are maximised while their risks are minimised 

(Mohnot, 2016).  
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According to Zabiullah (2014) Portfolio managers these days follow an active portfolio 

management strategy so as to ensure their clients a consistent yet impressive return on their 

investments in the capital markets. A study conducted by Sharma (2016) examined the stock 

selection abilities of the Indian Asset management companies for the period of 2000 to 2014 

in specific context to market timing techniques. He asserted that the performance evaluation 

of the portfolio or asset management companies consists of stock selection and market 

timing. Stock selection as per Deb, Banerjee and Chakrabarti (2007) is the process where the 

fund managers use their abilities to micro forecast the price movement of undervalued or 

overvalued stocks in particular the equities. In other words, stock selection or selectivity 

skills consist of the techniques that help in the selection of undervalued equity assets 

(Oueslati, Hammami and Jilani, 2014). According Sharma (2016) most of the Indian asset 

management companies focussed only on the stock selection techniques while investing in 

the capital markets and largely lacked the market timing abilities. In agreement to the 

findings of Sharma (2016), findings of Tan (2015) also indicated that Indian fund managers 

depicted selectivity skills in the era of Quantitative Easing (QE) as shown by the positively 

statistically significant regression analysis for 7 out of the 12 equity funds considered by Tan 

(2015).  

II. Timing Skills 

 Many portfolio managers attempt to optimise their clients‘ portfolios through appropriate 

selection of stocks and equities based on timings, but sometimes these portfolios fail to 

deliver relative returns in comparison to the market returns for the period (Zabaiullah, 

2014).Market timing skills imply the process by which the fund managers assess and predict 

the direction of the market to understand the stock movements as either bullish or bearish in 

order to accordingly position their portfolios (Deb, Banerjee and Chakrabarti, 2007). Simply 

put, market timing skills imply the abilities and skills used to predict the future market 

fluctuation to accordingly position the investment portfolios so as to optimise the wealth 

creation (Oueslati, Hammami and Jilani, 2014).  

Prakash and Basana (2016) conducted a research to examine the stock selection ability and 

market timing abilities of the Indian Fund managers. The performance of the portfolio 

depends upon the selection and designing of the portfolio to attain the desired returns targets 

by the portfolio investors. Using the Treynor and Mazuy model and the Henriksson and 

Merton model, the study found that the Indian fund managers do not possess good stock 

selection and market timing abilities as the selected stocks and schemes chosen for the study 

did not show any significant positive performance under the two measures. This study also 

used NAVs of 80 mutual fund schemes (growth and Balanced) tested with Derbin- Watson to 

check the potential autocorrelation (Prakash and Basana, 2016). 

Sharma (2016) conducted a research to examine the timing skills of the portfolio or asset 

management companies in India during 2000- 2014, a period which saw a variety of 

investment options and different forms of financial instruments getting popular in the Indian 

capital markets. His research was conducted to examine the market timing and stock selection 

abilities of these asset management companies in India with respect to the Mutual Funds, a 

financial instrument that gained immense popularity in the capital financial markets as an 

investment instrument for both retail and institutional investors with limited investments and 

for those seeking to enter the capital markets for a short time period (Sharma, 2016). The 

study by Sharma (2016) however was limited to a sample size of 62 mutual fund schemes 

from 19 asset management companies with data available only for a recent three or five years 

which is not enough for the research.  The results of this research indicated that Indian Asset 

Management companies did not exhibit the market timing ability. Most of the Indian asset 

management companies and fund managers did not engage in market timing skills and those 

who did indulge in market timing, it was observed that they timed the market in the wrong 
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direction depicting a lack to market timing abilities. The findings revealed that most of the 

fund managers were unsuccessful in predicting the broad market trends and gain market 

premium through timing rather only engaged in preserve market timing (Ramesh and 

Dhumle, 2014; Dieu, 2015; Sharma, 2016).Tan (2015) revealed through their study that 

Indian Fund managers lacked market timing abilities during the quantitative easing phase 

from 2009 to 2014 using the Treynor & Mazuy (1966) regression analysis. Only one Growth 

fund was revealed to be statistically significant for the market timing abilities using the 

regression analysis technique. Zaibullah (2014) also concluded through their study that the 

Indian fund managers often timed the market in the wrong direction and failed to capitalise 

on the timing skills with very few fund managers depicting the ability to position the 

portfolio to reap the benefits of the economic cycles (Sharma, 2016).  

III. Evaluation Skills 

Portfolio revision involves changing the existing mix of securities. This may be effected 

either by changing the securities currently included in the portfolio or by altering the 

proportion of funds invested in the securities. New securities may be added to the portfolio or 

some of the existing securities may be removed from the portfolio. Portfolio revision thus 

leads to purchases and sales of securities. The objective of portfolio revision is the same as 

the objective of portfolio selection, i.e. maximising the return for a given level of risk or 

minimising the risk for a given level of return. The ultimate aim of portfolio revision is 

maximisation of returns and minimisation of risk` 

Active revision strategy involves frequent and sometimes substantial adjustments to the 

portfolio. Investors who undertake active revision strategy believe that security markets are 

not continuously efficient. They believe that securities can be mispriced at times giving an 

opportunity for earning excess returns through trading in them. Moreover, they believe that 

different investors have divergent or heterogeneous expectations regarding the risk and return 

of securities in the market. The practitioners of active revision strategy are confident of 

developing better estimates of the true risk and return of securities than the rest of the market. 

They hope to use their better estimates to generate excess returns. Thus, the objective of 

active revision strategy is to beat the market. Active portfolio revision is essentially carrying 

out portfolio analysis and portfolio selection all over again. It is based on an analysis of the 

fundamental factors affecting the economy, industry and company as also the technical 

factors like demand and supply. Consequently, the time, skill and resources required for 

implementing active revision strategy will be much higher. The frequency of trading is likely 

to be much higher under active revision strategy resulting in higher transaction costs. 

Passive revision strategy, in contrast, involves only minor and infrequent adjustment to the 

portfolio over time. The practitioners of passive revision strategy believe in market efficiency 

and homogeneity of expectation among investors. They find little incentive for actively 

trading and revising portfolios periodically. Under passive revision strategy, adjustment to 

the portfolio is carried out according to certain predetermined rules and procedures 

designated as formula plans. These formula plans help the investor to adjust his portfolio 

according to changes in the securities market. 

3. Conclusion 

The effective decisions of modern investment portfolio become the starting point for 

adequate investment decisions. The propinquity of modern and adequate portfolio is 

illustrated through effective and maximum areas, as well as three-dimensional utility function 

of finding the most advantageous portfolio for the investor. The adequate portfolio model is 

more suitable for investment, when stocks in portfolio are from different sectors. Meeting the 

challenge of developing an effective portfolio approach for the company is no small task. In 

today‘s business environment, there is no question that portfolio management is a vital issue. 

Our investigation points to several fundamental truths, however, there are no magic solutions 
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in the passive portfolio management, holding securities in the portfolio for the relatively long 

periods with small and infrequent changes; investors act as if the security markets are 

relatively efficient; passive investors do not try outperforming their designated benchmark. 

Active investors believe that there are mispriced securities or groups of securities in the 

market; the active investors do not act as if they believe that security markets are efficient; 

the active investors use deviant predictions – their forecast of risk and return differ from 

consensus opinions. A number of companies, however, are developing, implementing and 

achieving better results from their portfolio management approach. As this study has 

indicated the top performers are indeed doing many things differently from the poorer 

performing organizations. 
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