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Investment portfolio management is a core component of
modern finance, aimed at achieving optimal returns while
managing risk under conditions of uncertainty. This thesis
examines the theoretical foundations and practical
applications of investment portfolio management, with a
asset

particular  focus on portfolio  diversification,

allocation  strategies, and performance evaluation

techniques. Drawing on classical and modern portfolio

theories, the study analyzes how rational investors can
construct efficient portfolios that balance risk and return.
The research also highlights contemporary challenges in
portfolio including market volatility,
behavioral biases, and globalization of financial markets.

management,

The findings emphasize that a well-structured investment

portfolio, supported by quantitative analysis and
disciplined decision-making, plays a crucial role in long-
term wealth creation.

Introduction: In the context of global financial markets, investment portfolio
management has become increasingly important for individual and institutional investors. An
investment portfolio refers to a collection of financial assets such as stocks, bonds, money
market instruments, real estate, and alternative investments held by an investor. The primary
objective of portfolio management is not merely to maximize returns, but to achieve an
optimal balance between expected return and associated risk.

Rapid globalization, technological advancement, and financial innovation have
significantly expanded investment opportunities. At the same time, these developments have
increased uncertainty and exposure to various types of risks, including market risk, credit risk,
liquidity risk, and systemic risk. Consequently, investors require scientifically grounded
approaches to portfolio construction and management. This thesis aims to explore the
theoretical background of investment portfolio management, analyze key strategies used in
practice, and evaluate methods for assessing portfolio performance. The study contributes to
the understanding of how investment portfolios can be optimized in both developed and

emerging financial markets.
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Literature Review: The foundations of modern investment portfolio theory were laid
by Harry Markowitz (1952), who introduced the concept of portfolio diversification and
mean-variance optimization. According to Markowitz, investors can reduce portfolio risk
without sacrificing expected returns by combining assets with low or negative correlations.
This idea formed the basis of Modern Portfolio Theory (MPT). Subsequent research expanded
upon Markowitz’s work. Sharpe (1964) developed the Capital Asset Pricing Model (CAPM),
which explains the relationship between systematic risk and expected return through the beta
coefficient. The CAPM suggests that investors should be compensated only for systematic risk,
as unsystematic risk can be eliminated through diversification. Later studies introduced
alternative asset pricing models, such as the Arbitrage Pricing Theory (APT) proposed by Ross
(1976), which considers multiple macroeconomic factors influencing asset returns.
Behavioral finance literature, including the works of Kahneman and Tversky (1979),
challenged the assumption of fully rational investors, highlighting the role of psychological
biases in investment decisions. Recent empirical research focuses on dynamic asset allocation,
risk-adjusted performance measurement, and the integration of environmental, social, and
governance (ESG) factors into portfolio management. These studies underline the evolving
nature of portfolio theory in response to changing market conditions.

Methodology:This thesis employs a qualitative and analytical research methodology
based on a comprehensive review of academic literature, financial textbooks, and empirical
studies related to investment portfolio management. The research framework integrates
classical theories with modern approaches to provide a holistic view of portfolio construction
and evaluation. The methodological approach includes:

v Comparative analysis of traditional and modern portfolio theories;
v Examination of asset allocation and diversification strategies;
v Review of commonly used portfolio performance indicators.

Although the study does not rely on primary data or econometric modeling, it uses
theoretical reasoning and documented empirical findings to draw meaningful conclusions.
This approach is suitable for achieving a conceptual understanding of portfolio management
principles applicable across different financial markets.

Diversification is a fundamental principle of portfolio management. By investing in a
variety of assets across different sectors, industries, and geographical regions, investors can
reduce overall portfolio risk. Asset allocation refers to the distribution of investment funds
among major asset classes, such as equities, fixed-income securities, and cash equivalents.
Strategic asset allocation involves setting long-term target weights based on the investor’s
risk tolerance, investment horizon, and financial objectives. In contrast, tactical asset
allocation allows for short-term adjustments in response to market conditions. Empirical
evidence suggests that asset allocation decisions explain a significant portion of portfolio
return variability. Risk and return are inherently linked in investment decision-making.
Higher expected returns are generally associated with higher levels of risk. Portfolio risk is
commonly measured using variance or standard deviation of returns, while return is
measured as the expected or historical average return. Investors differ in their risk
preferences, which influences portfolio composition. Risk-averse investors tend to allocate
more funds to low-risk assets such as government bonds, while risk-seeking investors prefer
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equities or alternative investments. Efficient portfolio selection aims to maximize expected
return for a given level of risk. Evaluating portfolio performance is essential for assessing the
effectiveness of investment strategies. Commonly used performance measures include the
Sharpe ratio, Treynor ratio, and Jensen’s alpha. These indicators adjust returns for risk,
allowing meaningful comparison between portfolios. The Sharpe ratio measures excess return
per unit of total risk, while the Treynor ratio considers systematic risk. Jensen’s alpha
evaluates the portfolio’s performance relative to the expected return predicted by the CAPM.
Together, these metrics provide a comprehensive view of portfolio efficiency and managerial
skill.

Conclusion: Investment portfolio management remains a vital discipline in modern
finance, providing investors with structured approaches to managing risk and achieving
financial objectives. This thesis has examined the theoretical foundations of portfolio
management, key investment strategies, and methods of performance evaluation. The analysis
confirms that diversification and asset allocation are central to reducing risk and enhancing
long-term returns. Classical models such as Modern Portfolio Theory and CAPM continue to
offer valuable insights, while newer approaches address their limitations by incorporating
behavioral and macroeconomic factors. In conclusion, successful investment portfolio
management requires a combination of theoretical knowledge, analytical tools, and
disciplined implementation. Future research may focus on empirical testing of portfolio
strategies in emerging markets and the growing role of sustainable and technology-driven
investments.
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