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PORTFOLIO AND RISK MANAGEMENT 

Megha Mahesh1 

I. ABSTRACT

Portfolio and risk management are pivotal components of the financial markets, 

driving the investment decisions of individuals, institutions, and corporations. This 

paper explores the intricacies of constructing and managing portfolios while 

mitigating risks in an ever-evolving financial landscape. It seeks to provide a 

comprehensive understanding of the theoretical and practical frameworks that guide 

portfolio diversification, risk assessment, and management strategies. The study 

highlights the interplay between risk and return, emphasizing the need for informed 

decision-making to optimize investment outcomes. 

The research explores the evolution of portfolio theories from Markowitz's Modern 

Portfolio Theory to modern behavioral finance and machine learning, focusing on 

asset allocation, diversification, and systematic risks. It also identifies legal 

frameworks. 

Risk management forms the core of this research, with an in-depth analysis of various 

risk types such as market, credit, liquidity, operational, and systemic risks. The study 

elaborates on the quantitative models and metrics used to measure risk, including 

Value at Risk (VaR), stress testing, and scenario analysis. Legal mechanisms, such as 

the SEBI Portfolio Managers Regulations in India and the role of the International 

Organization of Securities Commissions (IOSCO), are discussed in detail, along with 

landmark judgments influencing risk management practices. 

The research further investigates the role of technology, artificial intelligence, and big 

data in transforming portfolio and risk management practices. It also examines ethical 

considerations, the impact of market anomalies, and the integration of Environmental, 

Social, and Governance (ESG) factors in investment strategies. The paper concludes 

1 BBA LLB (HONS), LLM IBL, National Academy of Legal Studies and Research (NALSAR)- Indian 
Institute of Corporate Affairs (IICA) 
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with policy recommendations to enhance transparency, investor protection, and 

systemic resilience in the financial markets. 

By bridging theoretical knowledge and practical applications, this research aims to 

contribute to the academic and professional discourse on portfolio and risk 

management, providing valuable insights for policymakers, financial analysts, and 

investors. 

II. KEYWORDS 

Portfolio Management, Risk Management, Asset Allocation, Diversification, 

Systematic and Unsystematic Risk, Value at Risk (VaR), Securities Law, SEBI 

Regulations, Financial Market Regulation 

III. INTRODUCTION TO PORTFOLIO AND RISK 

MANAGEMENT 

A. Overview of Financial Markets 

Financial markets are the backbone of any economy, providing a platform for the 

buying and selling assets such as stocks, bonds, commodities, and derivatives. These 

markets facilitate capital formation and allocation, impacting the entire financial 

system. The functioning of these markets is governed by legal frameworks, including 

the Securities Contracts (Regulation) Act of 19562 In particular, sections 2(j) and 16 define 

recognized stock exchanges and regulate securities contracts, as well as the SEBI Act 

of 1992.3 Sections 11, 12, and 15G empower SEBI to oversee market development, 

intermediary registration, and enforcement actions against insider trading. Financial 

markets can be classified into equity, debt, derivatives, and foreign exchange markets, 

each playing a crucial role in economic development. 

B. Definition of Portfolio Management 

• Portfolio Management: Portfolio management refers to the strategic process 

of selecting, managing, and optimizing a collection of investments to achieve 

 
2 Securities Contracts (Regulation) Act, 1956 
3 Securities and Exchange Board of India Act, 1992. 
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specific financial goals while balancing risk and return. It involves asset 

allocation, diversification, investment selection, and performance evaluation 

to maximize returns while minimizing risk exposure. 

• Risk Management: Risk management is identifying, analyzing, and 

mitigating financial risks to protect investments from uncertainties such as 

market fluctuations, interest rate changes, credit defaults, and liquidity 

issues.  

• Relation Between Portfolio and Risk Management: Portfolio and risk 

management are interlinked. A well-structured portfolio incorporates 

effective risk management techniques to ensure sustainable growth and 

financial stability. 

C. Importance of Risk Management 

Risk management is essential in portfolio construction as it aims to minimize the 

adverse impact of market fluctuations on investment returns. Risks such as market, 

credit, liquidity, and operational risks must be carefully managed. Financial 

instruments like derivatives and hedging strategies are often employed to mitigate 

these risks. In India, SEBI has outlined risk management guidelines for portfolio 

managers to ensure that they comply with regulatory standards and act in the best 

interests of investors. 

IV. RESEARCH SCOPE 

This research explores and analyzes portfolio and risk management techniques used 

in financial markets, emphasizing how they contribute to effective investment 

strategies and risk mitigation. The scope encompasses theoretical and practical aspects 

of portfolio management, including portfolio construction theories, risk assessment 

methods, and performance evaluation metrics. Additionally, it delves into the 

evolving role of technology in enhancing portfolio management practices, focusing on 

integrating artificial intelligence (AI), machine learning, and fintech innovations. 

The study aims to investigate the legal frameworks that govern portfolio and risk 

management practices, focusing on India’s regulatory landscape, particularly the 
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Securities and Exchange Board of India (SEBI) guidelines. It will also explore global 

regulatory standards and their impact on portfolio management strategies. The scope 

extends to assessing emerging risks, such as geopolitical, cybersecurity, and 

environmental factors, and their influence on investment portfolios. Furthermore, the 

study will explore future trends and challenges in portfolio management, including 

the rise of sustainable investing and the adoption of cutting-edge technologies. 

By examining these various dimensions, this research provides a comprehensive 

understanding of how portfolio managers and investors navigate complex market 

environments, maximize returns, and minimize risks. The study will guide academic 

researchers and industry practitioners to understand better the intersection of theory, 

practice, and technology in portfolio and risk management. 

V. RESEARCH QUESTIONS 

This study will address the following research questions to explore the core aspects of 

portfolio and risk management 

• What are the fundamental theories and models used in portfolio 

construction, and how do they contribute to optimizing returns and 

minimizing risks? 

• How do different risk management techniques, including diversification, 

hedging, and stress testing, help mitigate risks in portfolio management? 

• What are the key metrics used to evaluate the performance of portfolios, and 

how do these metrics guide investment decisions? 

• How has integrating technology, particularly AI, machine learning, and 

blockchain, transformed portfolio and risk management practices? 

• What legal and regulatory frameworks govern portfolio management in 

India, and how do they influence portfolio construction and risk 

management practices? 
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• How do emerging market risks (e.g., geopolitical, cybersecurity, 

environmental) affect portfolio management strategies, and what measures 

can be adopted to mitigate these risks? 

• What are the future portfolio and risk management trends, and how will 

they reshape the investment landscape? 

VI. RESEARCH OBJECTIVES 

The primary objectives of this research paper are: 

• To critically examine the theoretical foundations of portfolio management 

with particular reference to the fiduciary duties under Section 15(2) of the 

Securities and Exchange Board of India (Portfolio Managers) Regulations, 

2020. 

• To analyze risk management techniques in financial markets by evaluating 

compliance with risk disclosure and reporting obligations under Section 

11(1) of the Securities Contracts (Regulation) Act, 1956, and SEBI Circulars 

on risk mitigation. 

• To evaluate portfolio performance metrics in light of legal transparency and 

investor protection standards mandated under Section 19 of the SEBI 

(Portfolio Managers) Regulations, 2020. 

• To investigate the impact of emerging technologies such as artificial 

intelligence and blockchain on portfolio management, focusing on the 

regulatory challenges posed by data privacy laws (e.g., Information 

Technology Act, 2000) and SEBI’s regulatory approach to digital assets. 

• To explore existing regulatory frameworks governing portfolio 

management, including SEBI (Portfolio Managers) Regulations, 2020, and 

identify legal gaps related to enforcement powers under Sections 11 and 15G 

of the SEBI Act, 1992. 

• To identify future legal challenges and necessary reforms to address 

evolving portfolio management practices, focusing on the adequacy of 
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existing laws to tackle issues like fraudulent activities, conflict of interest, 

and regulatory arbitrage. 

VII. HYPOTHESIS 

This study suggests that effective portfolio management and risk mitigation strategies 

enhance investment outcomes by enhancing returns and minimizing risks. Portfolios 

built on established theories like MPT and CAP and sound risk management 

techniques like diversification and asset allocation lead to optimized financial 

performance. Technological advancements like AI, machine learning, and blockchain 

can improve portfolio management efficiency. The study also highlights the 

importance of regulatory frameworks like SEBI in safeguarding investor interests and 

promoting ESG investing for long-term growth and sustainability. The validity of 

these claims will be tested through performance evaluations. 

VIII. RESEARCH METHODOLOGY 

This study employs a doctrinal research methodology involving the systematic 

examination and critical analysis of existing legal materials relevant to the research 

questions. The primary sources consulted include statutes such as the Insolvency and 

Bankruptcy Code, 2016, the Securities Contracts (Regulation) Act, 1956, and the 

Securities and Exchange Board of India Act, 1992. Secondary sources encompass 

authoritative case law from the Supreme Court of India and High Courts, regulatory 

orders issued by SEBI and the Insolvency and Bankruptcy Board of India (IBBI). 

The analytical framework involves a qualitative content analysis approach, wherein 

legal texts and case judgments are examined for their principles, interpretations, and 

applicability to the study’s focus. This framework facilitates identifying patterns, 

inconsistencies, and gaps in the current legal framework. Additionally, a comparative 

analysis method is applied by reviewing foreign statutes and international best 

practices to contextualize Indian law within a global perspective. 

This doctrinal approach enables the study to critically interpret the law, assess its 

implementation, and propose reforms based on a comprehensive review of 

authoritative sources. All consulted materials are accessed through reliable legal 
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databases such as Manupatra, SCC Online, Westlaw, LexisNexis, India Kanoon, 

Livelaw, and official government websites, ensuring accuracy and authenticity. 

IX. THEORIES AND TECHNIQUES OF PORTFOLIO 

CONSTRUCTION 

Portfolio construction forms the cornerstone of effective investment management, 

aiming to optimize returns while managing risks within a legally compliant 

framework. While traditional financial theories such as Modern Portfolio Theory 

(MPT) and the Capital Asset Pricing Model (CAPM) provide conceptual foundations 

for portfolio management, their application is deeply embedded within statutory and 

regulatory obligations. In the Indian context, the Securities and Exchange Board of 

India (SEBI) has instituted an elaborate regulatory framework through the SEBI 

(Portfolio Managers) Regulations, 2020, which govern every aspect of portfolio 

management. This chapter explores the theoretical underpinnings of portfolio 

construction alongside the regulatory obligations imposed on portfolio managers, 

establishing the legal context within which portfolio strategies are formulated and 

implemented. 

A. Modern Portfolio Theory and Legal Obligations Under SEBI 

Regulations 

Modern Portfolio Theory, formulated by Harry Markowitz in 1952, underscores the 

principle of diversification to optimize the risk-return profile of investment portfolios. 

The theory asserts that a portfolio's total risk can be reduced by carefully selecting 

assets whose returns are not perfectly correlated. While the mathematical 

underpinnings of MPT are widely acknowledged in academic literature, the 

regulatory framework in India has transformed these theoretical principles into 

mandatory legal obligations. 

The SEBI (Portfolio Managers) Regulations, 2020, explicitly codify diversification 

requirements as a core legal duty of portfolio managers. Regulation 9(1)(d) mandates 

that portfolio managers must ensure prudent diversification of client portfolios, 
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thereby reducing concentration risks.4 This obligation is further reinforced by 

Regulation 15(1)(a), which requires portfolio managers to disclose the client 

agreement's risks, investment strategies, and diversification policies.5 Additionally, 

Regulation 19 requires portfolio managers to periodically review and rebalance client 

portfolios to ensure alignment with the investment objectives agreed upon with 

clients.6 

These legal duties impose not only operational constraints but also fiduciary 

responsibilities on portfolio managers. They are legally obligated to construct and 

maintain portfolios that prioritize the client's interests, and any breach of these 

regulations attracts enforcement action from SEBI, including monetary penalties and 

suspension of registration. 

B. Regulatory Considerations in the Application of the Capital Asset 

Pricing Model (CAPM) 

The Capital Asset Pricing Model (CAPM), introduced by William Sharpe in 1964, 

extends the principles of MPT by linking expected asset returns to their systematic 

risk, as measured by beta coefficients. While CAPM provides a theoretical basis for 

evaluating risk-adjusted returns, its application within portfolio management is 

strictly governed by regulatory disclosure and suitability requirements. 

Under Regulation 13 of the SEBI (Portfolio Managers) Regulations, 2020, portfolio 

managers must assess and document the suitability of investments for each client's 

risk appetite and investment objectives.7 This suitability assessment includes the 

assumptions and limitations of financial models such as CAPM. Regulation 15(1)(b) 

further requires portfolio managers to disclose the methodology and assumptions 

used in asset valuation and risk assessment within the client agreement.8 

The legal implications of these provisions are significant. Portfolio managers cannot 

rely solely on financial models to justify investment decisions; they must also ensure 

 
4 Securities and Exchange Board of India (Portfolio Managers) Regulations, 2020, Regulation 9(1)(d). 
5 Id. Regulation 15(1)(a). 
6 Id. Regulation 19. 
7 Securities and Exchange Board of India (Portfolio Managers) Regulations, 2020, Regulation 13. 
8 Id. Regulation 15(1)(b). 
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that such models are compatible with the client’s specific risk tolerance and 

investment goals. Failure to comply with these obligations may result in regulatory 

sanctions, including fines, suspension, or cancellation of registration under the SEBI 

Act, 1992. 

C. Asset Allocation Strategies and Its Legal Framework 

Asset allocation distributes investments across different asset classes to achieve 

financial objectives based on risk tolerance, investment horizon, and market 

conditions. 

Types of Asset Allocation Strategies: 

• Strategic Asset Allocation (SAA) is a long-term approach where investors set 

a fixed allocation of assets based on their risk profile. 

• Tactical Asset Allocation (TAA) is an asset allocation strategy wherein 

investors adjust their asset mix based on short-term market trends. 

• Dynamic Asset Allocation involves continuous rebalancing based on market 

movements. 

• Risk-Based Asset Allocation distributes investments based on risk 

contribution rather than absolute returns. 

In India, SEBI regulations impose stringent legal standards on portfolio managers 

regarding asset allocation practices. Regulation 19(2) of the SEBI (Portfolio Managers) 

Regulations, 2020, requires portfolio managers to periodically review and adjust asset 

allocations to ensure the portfolios align with the clients’ risk profiles and stated 

investment objectives.9 Regulation 22 mandates that portfolio managers maintain 

detailed records of all investment decisions, including changes in asset allocation 

strategies, which must be made available for regulatory inspection upon request.10 

These legal requirements effectively embed asset allocation principles within a 

compliance framework, obligating portfolio managers to thoroughly document and 

 
9 Id. Regulation 19(2). 
10 Id. Regulation 22. 
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justify their asset allocation decisions. Regulatory oversight ensures that portfolio 

managers cannot make arbitrary or unsubstantiated changes to asset allocations, 

thereby safeguarding investors against potential mismanagement or negligence. 

D. Regulatory Frameworks and Enforcement Actions in Portfolio 

Construction 

The regulatory architecture governing portfolio construction in India is primarily 

rooted in the SEBI (Portfolio Managers) Regulations, 2020, which provide a detailed 

framework for licensing, operational conduct, risk management, and disclosure 

requirements. These regulations are supplemented by periodic SEBI circulars and 

guidelines to enhance investor protection and market stability. 

Key provisions under the SEBI (Portfolio Managers) Regulations, 2020, include 

Regulation 5, which stipulates the eligibility criteria for portfolio managers seeking 

registration, and Regulation 9,11 Which details their duties and responsibilities, 

including fiduciary obligations and risk mitigation.  

SEBI actively enforces compliance with these regulations through its adjudication 

mechanism. A notable example is SEBI Order No. WTM/MPB/IMD-

DoF1/WRO/17869/2020-21, in which Alchemy Capital Management Pvt. Ltd. was 

penalized for non-compliance with diversification requirements and failure to 

disclose certain material risk factors to clients.12 The order highlighted violations of 

Regulations 9, 15, and 19 of the SEBI (Portfolio Managers) Regulations, 2020, 

underscoring SEBI’s commitment to strictly enforcing regulatory standards in 

portfolio management. Reliance Securities v. SEBI (2019)- Addressed violations in 

PMS compliance and risk disclosures.13 

In addition to domestic regulations, portfolio managers operating in India must also 

consider international regulatory guidelines, particularly those issued by the 

 
11 Id. Regulation 9. 
12 Securities and Exchange Board of India, In the Matter of Alchemy Capital Management Pvt. Ltd., SEBI Order 
No. WTM/MPB/IMD-DoF1/WRO/17869/2020-21 (June 22, 2020). 
13 Securities and Exchange Board of India, In the Matter of Reliance Securities Ltd., SEBI Order No. 
WTM/PS/69/IVD/NOV/2016 (Nov. 2, 2016). 
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International Organization of Securities Commissions (IOSCO)14 and the Basel 

Committee on Banking Supervision.15 These global standards provide risk 

management, disclosure, and investor protection principles that complement SEBI’s 

regulatory framework. 

This chapter demonstrates that portfolio construction is not solely an exercise in 

financial modeling but a legal process governed by statutory duties, regulatory 

obligations, and fiduciary responsibilities. Compliance with SEBI’s regulatory 

framework is essential for ensuring investor protection and maintaining the integrity 

of the portfolio management industry in India. 

X. RISK MANAGEMENT TECHNIQUES AND THEIR

APPLICATION

A. Types of Risks in Financial Markets

Risks in financial markets are diverse, encompassing market, credit, operational, and 

liquidity risks. These risks can be broadly categorized into systematic risks and 

unsystematic risks. 

1. Systematic Risks (Market-Wide Risks)

These risks affect the entire financial market and cannot be eliminated through 

diversification.  

• Market Risk of loss due to fluctuations in stock prices, interest rates, or

currency exchange rates.

• On Black Monday Crash (1987), stock markets worldwide crashed, causing

severe financial instability.16

• Interest Rate Risk arises from changes in interest rates that impact bond

prices and financing costs.

14 International Organization of Securities Commissions, Objectives and Principles of Securities Regulation 
(May 2017). 
15 Basel Committee on Banking Supervision, Basel III: A Global Regulatory Framework for More Resilient Banks 
and Banking Systems (Dec. 2010, rev. June 2011) 
16 Black Monday Stock Market Crash (1987), Financial Crisis Case Studies. 
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• Inflation Risk that rising inflation erodes purchasing power and reduces real 

investment returns. 

• Political & Regulatory Risk due to government actions, policy changes, or 

unexpected regulations. 

• Reliance Industries v. SEBI (2020) regulatory risks impacted insider trading 

regulations.17 

2. Unsystematic Risks (Company-Specific Risks) 

These risks are specific to an industry or a company and can be minimized through 

diversification. 

• Credit Risk that borrowers may default on loans or bonds. 

• ICICI Bank v. Official Liquidator of APS Star Industries Ltd. (2010), the Court 

addressed lender rights in corporate insolvency.18 

• Liquidity Risk is that an asset cannot be sold quickly without a significant 

price drop. 

• Operational Risk due to internal failures, fraud, or cyber threats. 

• Legal Risk arising from lawsuits, regulatory penalties, or contract breaches. 

B. Risk Management Tools 

Risk management employs various tools to mitigate financial exposure: 

• Derivatives (Futures, Options, Swaps): Financial contracts used to hedge 

against price fluctuations. 

• Value at Risk (VaR) Models: Quantitative models measure maximum 

potential loss in a given timeframe. 

• Stress Testing & Scenario Analysis: Simulating extreme conditions to assess 

portfolio resilience. 

 
17 Reliance Industries Ltd. v. Securities and Exchange Board of India, Appeal No. 54 of 2020, SAT Order dated 
Oct. 29, 2020. 
18 ICICI Bank v. Official Liquidator of APS Star Industries Ltd., (2010) 10 SCC 1. 
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• Insurance & Hedging: Transferring risk through insurance contracts or 

hedging strategies like short selling. 

• Diversification: Investing across multiple assets to reduce unsystematic risk. 

C. Risk Control Strategies 

Risk control strategies focus on minimizing the impact of financial uncertainties. 

These strategies help investors, institutions, and corporations mitigate potential losses 

while ensuring sustainable economic growth.  

The key risk control strategies include: 

• Risk Avoidance: Risk avoidance refers to eliminating activities or 

investments that pose high risks. This strategy is used when the potential 

losses outweigh the benefits. Companies may refrain from expanding into 

politically unstable regions to prevent exposure to geopolitical risk. Hence, 

while risk avoidance eliminates specific risks, it may limit opportunities for 

high returns. 

• Risk Transfer: Risk transfer involves shifting financial risks to a third party, 

such as insurers or counterparties in derivative contracts. This strategy is 

widely used in financial markets through insurance policies, hedging 

mechanisms, and outsourcing. Investors and corporations purchase 

insurance policies to cover potential losses due to unforeseen events, such as 

cyberattacks, lawsuits, or property damage. 

• Hedging using derivatives: Forward and futures contracts help hedge 

against currency and commodity price fluctuations. Options contracts allow 

investors to protect portfolios against downside risks while maintaining 

upside potential. 

• Credit Default Swaps (CDS): Banks and investors use CDS to transfer a 

borrower's credit risk to a third party. 

• Risk Reduction (Mitigation): Risk reduction focuses on minimizing exposure 

to potential threats through proactive measures. Unlike risk avoidance, risk 
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reduction strategies seek to reduce the severity and probability of losses 

rather than eliminate risk. 

D. Key Risk Reduction Strategies 

• Diversification- Spreading investments across multiple asset classes (stocks, 

bonds, real estate) to reduce unsystematic risk. During the 2008 Global 

Financial Crisis, portfolios diversified with bonds and gold performed better 

than those solely invested in equities. 

• Stress Testing & Scenario Analysis – Financial institutions use these tools 

to assess the impact of extreme market conditions, such as economic 

recessions or liquidity crises. Implementing Basel III norms in India has 

made such stress testing a regulatory mandate. As India's central banking 

authority, the Reserve Bank of India (RBI) has issued binding circulars 

requiring banks to conduct periodic stress tests under its Master Circular- 

Basel III Capital Regulations. These regulations mandate Indian banks to 

maintain adequate capital buffers to absorb financial shocks, comply with 

minimum capital adequacy ratios (CAR), and adhere to leverage and 

liquidity standards. Basel III also obligates banks to identify their exposures 

under stressed market conditions and assess the impact on their capital 

adequacy, with regulatory disclosures to the RBI. This framework ensures 

banks systematically incorporate stress testing into their internal capital 

adequacy assessment processes (ICAAP) and risk management frameworks. 

As such, under the RBI’s mandate, Basel III has transformed stress testing 

from a voluntary practice into a legally enforceable risk mitigation tool 

within the Indian banking sector.19 

• Internal Risk Control Measures – Companies implement cybersecurity 

measures, fraud prevention mechanisms, and operational risk management 

frameworks. 

 
19 Reserve Bank of India, Master Circular – Basel III Capital Regulations, DBR.No.BP.BC.1/21.06.201/2015-16 
(July 1, 2015) 
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o J.P. Morgan Chase’s London Whale Scandal (2012) resulted in billions of 

dollars in trading losses due to inadequate risk controls.20 

• Risk Acceptance (Retention)- Risk acceptance, also known as risk retention, 

occurs when organizations or investors choose to bear the risk rather than 

avoid, transfer, or mitigate it.  

This strategy is typically used when: 

o The cost of risk mitigation outweighs potential losses. 

o The likelihood of the risk occurring is low. 

o The risk is an inherent part of the business model. 

Example: 

A long-term investor may accept short-

term market volatility, as corrections are 

temporary and tend to recover over 

time. 

 

Companies may retain operational 

risks, such as minor equipment failures, 

instead of purchasing expensive 

insurance coverage. 

 

E. Legal Considerations in Risk Management 

Financial laws and regulations govern risk management: 

1. Regulatory Compliance 

• SEBI (Portfolio Managers) Regulations, 1993- This is a framework for risk 

disclosure in India to govern risk management.21 

• Dodd-Frank Act- This act introduced stricter risk controls for financial 

institutions.22 

2. Fiduciary Duties & Corporate Governance 

• This ensures directors and fund managers act in investors' best interests. 

 
20 In re JPMorgan Chase & Co. Securities Litigation, No. 13-cv-3824 (S.D.N.Y.). 
21 Securities and Exchange Board of India (Portfolio Managers) Regulations, 2020, Reg. 15, Gazette of India, 
Extraordinary, Part III, Sec. 4. 
22 Dodd-Frank Act (USA, 2010) 
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3. Litigation Risks 

• Sahara India Real Estate v. SEBI (2012)- This case addressed improper 

financial risk disclosures.23 

XI. PORTFOLIO PERFORMANCE EVALUATION 

A. Performance Metrics 

When evaluating the performance of a portfolio, several key metrics are used to assess 

both returns and the risk-adjusted returns generated by the portfolio.  

Some of the most widely used performance metrics include: 

• Return on Investment (ROI): This metric measures the gain or loss of an 

investment relative to the amount of money invested. ROI is simple but 

effective in evaluating overall portfolio performance. 

• Alpha: Alpha measures the portfolio's performance relative to its 

benchmark. A positive alpha indicates that the portfolio has outperformed 

the benchmark after risk adjustment. In contrast, a negative alpha shows 

underperformance. Alpha is often seen as a measure of the portfolio 

manager's skill. 

1. Where: 

• PR= Portfolio return 

• CAPM risk risk-free rate + β (return of market – risk-free rate of return) 

• Beta: Beta reflects the portfolio's sensitivity to market movements. A beta of 

1 indicates that the portfolio's price movement is in line with the market, 

while a beta higher than one suggests that the portfolio is more volatile than 

the market, and a beta lower than one means that it is less volatile. 

• Sharpe Ratio: The Sharpe ratio measures a portfolio's risk-adjusted return. 

A higher Sharpe ratio indicates better performance, reflecting greater returns 

for each unit of risk taken. 

 
23 Sahara India Real Estate Corp. Ltd. v. SEBI, (2012) 10 SCC 603. 
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2. Where: 

• PR= portfolio return 

• RFR= risk-free rate 

• SD Standard Deviation 

• Treynor Ratio: The Treynor Ratio measures risk-adjusted return using beta 

(systematic risk). It is helpful for well-diversified portfolios where 

unsystematic risk is minimized. 

 

 

3. Where: 

• PR= portfolio return 

• RFR= risk-free rate 

• β= beta 

• Sortino Ratio: The Sortino Ratio is one of such ratios which focuses only on 

downside risk. 

 

           

4. Where: 

• σd = Standard Deviation of Negative return 

• Information Ratio: The Information Ratio evaluates a portfolio’s return 

relative to a benchmark, considering active risk. 

 

 

5. Where: 

• Rb= Benchmark return 

Sharpe Ratio= PR – RFR / SD 

 

Treynor Measure = PR- RFR/ β 

 

Sortino Ratio=Rp−Rf / σd 

 

Information Ratio=Rp−Rb / σp−b 
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• Capital Gains Research Bureau, Inc. v. SEC,24 emphasized the need for 

accurate performance disclosure. 

These metrics are crucial tools for investors and portfolio managers to evaluate the 

success of their portfolios and make informed decisions regarding adjustments and 

future investments. Legal and regulatory bodies, including SEBI, require mutual 

funds and portfolio managers to disclose portfolio performance to ensure 

transparency and accountability. 

B. Benchmarking Portfolio Performance 

Benchmarking involves comparing a portfolio's returns against a predefined 

standard, often a market index such as the Nifty 50 or S&P 500. Benchmarks provide 

a reference point to assess whether the portfolio has delivered superior or inferior 

returns compared to the market or other investment options. An investor's choice of 

benchmark must align with the investment strategy. For instance, a growth-focused 

portfolio would be benchmarked against indices reflecting growth stocks. 

Benchmarking compares a portfolio’s performance against a predefined standard to 

assess efficiency. 

1. Types of Benchmarking 

• Market Index Benchmarking- This compares portfolio returns to indices 

such as S&P 500, NIFTY 50, or FTSE 100. 

• Peer Group Comparison- This evaluates performance relative to similar 

funds. 

• Risk-Adjusted Benchmarking- This uses measures like the Sharpe Ratio 

and Treynor Ratio to assess performance. 

• Benchmarking Models 

o Passive Benchmarking- This indicates direct comparison with market 

indices. 

 
24 Capital Gains Research Bureau, Inc. v. Securities & Exchange Commission, 375 U.S. 180 (1963). 
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o Active Benchmarking- This denotes dynamically adjusting portfolios to 

outperform benchmarks. 

2. Importance of Benchmarking in Portfolio Management 

• Identifies underperformance and outperformance 

• Guides strategy modifications 

• Ensures accountability and transparency 

Basic Inc. v. Levinson,25 Highlighted the relevance of market efficiency and fair 

disclosures in portfolio performance. In India, SEBI mandates that mutual funds 

disclose the performance of their portfolios relative to an appropriate benchmark to 

maintain transparency. Failure to disclose accurate benchmark comparisons can lead 

to legal consequences, as seen in cases like Franklin Templeton Mutual Fund v. India.26 

Under Regulation 22 of the SEBI (Portfolio Managers) Regulations, 2020, portfolio 

managers must disclose performance data against appropriate benchmarks annually 

and in client reports, ensuring fair comparisons.27 Failure to comply may result in 

penalties under SEBI’s enforcement mechanisms. 

C. Investment Strategies for Performance Optimization 

Investment strategies aim to maximize returns while managing risks efficiently. 

• Active Portfolio Management: Active management involves a portfolio 

manager making specific investment decisions to outperform the market. 

This strategy requires constant research and adjustment based on market 

conditions, company performance, and economic forecasts. While 

potentially more rewarding, active management also involves higher costs 

and greater risk. 

• Passive Portfolio Management: Passive management involves investing in 

index or exchange-traded funds (ETFs) that track a particular market index. 

 
25 Basic Inc. v. Levinson, 485 U.S. 224 (1988) 
26Securities and Exchange Board of India, In the Matter of Inspection of Six Debt Schemes of Franklin Templeton 
Mutual Fund, SEBI Order No. WTM/MPB/IMD-DoF1/WRO/17869/2020-21 (June 7, 2021). 
27 Securities and Exchange Board of India (Portfolio Managers) Regulations, 2020, Reg. 22, Gazette of India, 
Extraordinary, Part III, Sec. 4 (Jan. 16, 2020). 
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This strategy aims to replicate the market's performance rather than 

outperform it. It is more cost-effective and popular among long-term 

investors. 

• Smart Beta Strategies: These strategies blend passive and active 

management approaches by selecting specific factors such as value, 

momentum, or volatility that have historically outperformed the market. 

Bright beta funds have become popular as a cost-effective alternative to 

active management. 

• Asset Allocation Strategies: Proper asset allocation ensures diversification 

across various asset classes 

Such as: 

o Equities (stocks) provide high returns but involve volatility. 

o Bonds (fixed income securities) offer stable returns with lower risk. 

o Real Estate and Commodities act as hedging instruments. 

• Factor Investing: This strategy targets specific drivers of returns 

o Value Investing focuses on undervalued stocks. 

o Growth Investing invests in high-growth potential companies. 

o Momentum Investing follows upward-trending stocks. 

• Risk Mitigation Strategies: Some of them are as follows 

o Hedging with derivatives uses options and futures to minimize 

downside risk. 

o Stop-loss mechanisms set predefined sell orders to limit losses. 

o Portfolio rebalancing adjusts asset weightings periodically. 

• ESG (Environmental, Social, Governance) Investing: Sustainable investing 

integrates ESG factors, improving long-term stability. 



 

779                            LawFoyer International Journal of Doctrinal Legal Research                       [Vol. III Issue II] 

© 2025. LawFoyer International Journal of Doctrinal Legal Research                              (ISSN: 2583-7753) 

Jones v. Harris Associates,28 Dealt with fund managers' fiduciary duties, ensuring fair 

fees and performance-based justifications.  Portfolio performance evaluation ensures 

that investments align with risk-return objectives. Investors can optimize returns 

while mitigating risks using advanced performance metrics, benchmarking methods, 

and strategic portfolio adjustments. The future of performance evaluation will rely 

heavily on artificial intelligence, real-time analytics, and automated investment 

strategies. 

Portfolio Evaluation Metrics 

XII. THE ROLE OF TECHNOLOGY IN PORTFOLIO AND RISK 

MANAGEMENT 

A. Technological Advances in Financial Markets 

Technological innovations have profoundly transformed portfolio and risk 

management. Big data analytics, cloud computing, and blockchain have improved 

how financial institutions, portfolio managers, and investors approach decision-

making, offering enhanced forecasting and real-time risk management. 

• Big Data Analytics: Financial institutions now rely on predictive analytics 

to analyze large volumes of structured and unstructured data. This includes 

 
28 Jones v. Harris Associates L.P., 559 U.S. 335 (2010)  

Metric What it Measures Higher Value Means 

Alpha           Portfolio performance vs. 

benchmark 

       Outperformance of the 

market 

Beta           Portfolio's market sensitivity        Higher risk than the 

market 

Sharpe 

Ratio 

          Risk-adjusted return        Better return per unit of 

risk 
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alternative data sources such as social media sentiment, weather patterns, 

and macroeconomic indicators, enabling better investment strategies. 

• Cloud Computing: Cloud-based platforms allow portfolio managers to 

access extensive financial databases and advanced risk tools remotely. These 

systems also promote collaboration across borders, thus enhancing 

operational scalability and efficiency. 

• Blockchain & Distributed Ledger Technology (DLT): Blockchain enables 

secure and transparent record-keeping, reducing the risk of transactional 

fraud and improving operational efficiency in portfolio management. Smart 

contracts automate trade settlements, ensuring compliance and reducing 

intermediary costs. 

In the case of Tata Consultancy Services v. State of Andhra Pradesh,29 The Supreme Court 

of India analyzed the taxation of software services, emphasizing the growing 

importance of technological applications in the corporate and financial sectors, 

particularly in IT-based services and data processing. 

B. Role of Artificial Intelligence (AI) And Machine Learning (ML) in 

Portfolio Management 

Artificial intelligence and machine learning revolutionize portfolio management by 

enabling data-driven investment decision-making and risk assessment. 

• AI-Driven Investment Strategies: AI systems can process vast datasets in 

real time to identify hidden patterns and correlations, allowing better 

portfolio construction, dynamic rebalancing, and identification of 

underexplored asset classes. 

• Machine Learning for Risk Modeling: ML algorithms predict market 

movements, measure Value at Risk (VaR), and conduct stress testing and 

scenario analyses to minimize unexpected financial shocks. 

 
29 Tata Consultancy Services v. State of Andhra Pradesh, (2005) 1 SCC 308. 
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• Sentiment Analysis: AI-based sentiment analysis tools extract insights from 

news reports, earnings calls, and social media platforms, supporting 

proactive investment decisions. 

C. Fintech Innovations: Robo-Advisors, Blockchain, And Digital 

Assets 

FinTech has accelerated innovations in investment and portfolio management. 

• Robo-Advisors: These algorithm-based platforms provide personalized 

investment advice at a low cost, democratizing wealth management for retail 

investors. In India, the Securities and Exchange Board of India (SEBI) issued 

guidelines for Investment Advisers under the SEBI (Investment Advisers) 

Regulations, 201330, which also apply to robo-advisors.31 SEBI mandates that 

robo-advisors adhere to fiduciary duties, proper disclosures, and client 

suitability assessments. 

• Blockchain Technology: Blockchain enables decentralized, tamper-proof 

financial transactions. Smart contracts can automate portfolio adjustments 

based on predefined conditions, improving efficiency and transparency. 

• Cryptocurrencies and Digital Assets: Digital assets such as Bitcoin and 

Ethereum offer new avenues for diversification. However, their high 

volatility and regulatory uncertainties present unique risks. 

• SEBI’s Regulatory Approach: SEBI has issued a framework for algorithmic 

trading and artificial intelligence/machine learning applications in securities 

markets, requiring prior approval and regular reporting by market 

intermediaries.32 These frameworks address market integrity risks and 

systemic vulnerabilities of high-frequency and algorithmic trading. 

 

 
30 Securities and Exchange Board of India (Investment Advisers) Regulations, 2013, Reg. 15. 
31 Securities and Exchange Board of India (Investment Advisers) Regulations, 2013, Regulation 15 (Fiduciary 
Duties). 
32 SEBI Circular No. SEBI/HO/MRD/DP/CIR/P/2018/82 dated May 30, 2018 – Framework for Algorithmic 
Trading. 
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D. Legal and Ethical Issues in Technological Adoption in Portfolio 

Management 

The adoption of technology raises complex legal, ethical, and regulatory challenges. 

• Data Privacy and Security: Firms must comply with protection laws to 

secure sensitive financial and personal data. The Digital Personal Data 

Protection Act, 2023 (DPDP Act) establishes stringent requirements for data 

fiduciaries, including financial institutions managing investment portfolios. 

Non-compliance may lead to regulatory penalties and reputational 

damage.33 

• Accountability and Liability: In AI-powered decision-making systems, 

questions arise about liability for financial losses. Existing regulations are 

evolving to clarify the responsibilities of portfolio managers using 

automated tools. 

• Algorithmic Bias: AI systems trained on biased data may perpetuate unfair 

practices in portfolio selection and risk profiling, necessitating regulatory 

oversight to ensure fairness and ethical practices. 

• Regulatory Supervision: Financial regulators like SEBI and the Reserve 

Bank of India (RBI) are developing frameworks for regulating emerging 

financial technologies, including algorithmic trading, robo-advisors, and 

digital assets. Compliance with disclosure norms under the SEBI (Portfolio 

Managers) Regulations, 2020, is mandatory for firms offering technology-

driven portfolio services. 

Technology in Risk Management 

Technology                       Application                    Benefit 

AI        Algorithmic trading, risk 

modeling 

 Automation, efficiency 

 
33 Digital Personal Data Protection Act, No. 22 of 2023, § 8, § 9 (India). 
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Blockchain        Secure record-keeping Transparency, fraud 

reduction 

Robo-

Advisors 

        Automated financial advisory Low-cost, accessible 

solutions 

 

XIII. CHALLENGES AND FUTURE TRENDS IN PORTFOLIO AND 

RISK MANAGEMENT 

A. Emerging Risks in Modern Financial Markets 

Financial markets evolve rapidly, presenting novel risks for portfolio managers and 

investors.  

Several prominent emerging risks include: 

• Market Volatility and Geopolitical Risks: Global events such as wars, 

political unrest, and trade disputes cause significant fluctuations in asset 

prices. The volatility in commodities and foreign exchange markets remains 

a crucial challenge in asset allocation and risk management. 

• Systemic Risk and Financial Crises: The interconnectedness of global 

financial systems increases susceptibility to systemic risks, as evidenced by 

the 2008 Global Financial Crisis and recent banking sector disruptions in 

2023. Regulatory mechanisms such as stress testing and capital adequacy 

norms have been strengthened to mitigate systemic vulnerabilities, guided 

by frameworks like Basel III.34 

• Cybersecurity and Technological Risks: Cybersecurity threats have 

escalated as digital infrastructure expands in financial markets. Algorithmic 

and high-frequency trading (HFT) expose markets to risks such as flash 

crashes and manipulative practices, requiring vigilant regulatory oversight. 

 
34 Basel Committee on Banking Supervision, Basel III: Finalising Post-Crisis Reforms (2017). 
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• Climate Change and ESG Risks: Increasing global focus on environmental, 

social, and governance (ESG) considerations has prompted regulatory 

bodies to mandate climate-related disclosures. In India, the Securities and 

Exchange Board of India (SEBI) has enforced ESG reporting through its 

Business Responsibility and Sustainability Report (BRSR) framework under 

the SEBI (Listing Obligations and Disclosure Requirements) Regulations, 

2015, requiring listed entities to disclose climate-related risks, sustainability 

practices, and ESG performance.35 

• Regulatory and Compliance Risks: Tightening financial regulations 

worldwide—from SEBI in India to the U.S. Securities and Exchange 

Commission (SEC) and European Securities and Markets Authority (ESMA) 

demand stricter compliance. Regulatory breaches attract substantial 

penalties and can damage the credibility of financial firms. 

B. Global Portfolio Management and the Impact of Cross-Border 

Risks 

The global expansion of investment activities introduces complex cross-border risks. 

• Exchange Rate and Currency Risks: Currency fluctuations directly affect 

international investments, necessitating robust hedging mechanisms to 

protect against adverse exchange rate movements.36 

• Divergent Regulatory Landscapes: Varying regulatory regimes challenge 

investors with cross-border portfolios. Taxation laws and compliance 

standards differ significantly, requiring meticulous legal navigation. 

• Geopolitical Tensions and Trade Wars: Economic sanctions, tariffs, and 

trade barriers disrupt global investment flows. The Russia-Ukraine conflict 

and the U.S.-China trade war have adversely affected multinational 

portfolios. 

 
35 Securities and Exchange Board of India (SEBI), Circular on BRSR Disclosures under LODR Regulations, May 
10, 2021. 
36 Reserve Bank of India (RBI), Report on Currency and Finance, 2023. 
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• Liquidity Risks in Foreign Investments: Certain markets face liquidity 

constraints, making asset liquidation difficult during periods of financial 

distress. Additionally, some nations restrict capital movement, hindering 

international portfolio strategies. 

• Rise of Sovereign Wealth Funds and Foreign Direct Investment (FDI): 

Sovereign wealth funds have grown increasingly influential in global capital 

markets, shaping investment flows and asset allocations. Liberalized FDI 

regimes in several jurisdictions have also attracted significant foreign capital 

inflows.37 

C. Comparative Legal Framework: India, US, UK, EU 

1. United States (SEC and Dodd-Frank Act) 

• The Investment Advisers Act 1940 mandates fiduciary duties, registration, 

disclosures, and advertising rules for portfolio managers. 

• The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 

strengthened client protection, stress testing, and systemic risk oversight.38 

• SEC Rule 206(4)-1 governs investment adviser marketing with a legal 

emphasis on performance accuracy and investor protection. 

2. United Kingdom (FCA and FSMA 2000) 

• Portfolio management is regulated under the Financial Services and Markets 

Act 2000 (FSMA) and the FCA Handbook.39 

• Requirements include risk profiling, periodic suitability assessments, and 

transparent disclosures, enforced under Principles for Businesses (PRIN) 

and Conduct of Business Sourcebook (COBS). 

• Enforcement powers include banning advisers, issuing fines, and criminal 

prosecution. 

3. European Union (MiFID II and ESMA) 

 
37 UNCTAD, World Investment Report, 2023. 
38 Dodd-Frank Wall Street Reform and Consumer Protection Act, Pub. L. No. 111-203, 124 Stat. 1376 (2010). 
39 Financial Services and Markets Act 2000, c. 8 (UK). 
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• The Markets in Financial Instruments Directive II (MiFID II) harmonizes 

portfolio management rules across EU member states.40 

• Requires pre-contractual disclosures, stress-testing, ESG consideration 

under SFDR, and precise documentation of client risk appetite. 

• ESMA publishes guidance on risk-based supervision, cross-border fund 

passporting, and algorithmic trading compliance. 

4. Indian Comparison 

• India’s regime under SEBI (Portfolio Managers) Regulations, 2020 is robust on 

disclosures and fiduciary duties, but lacks integrated ESG rules, vigorous 

data privacy enforcement, and cross-border regulatory harmonization.41 

D. Legal Gaps and Regulatory Challenges in India 

Despite significant reforms, the Indian legal framework for portfolio and risk 

management faces key lacunae. 

• Weak Cross-Border Oversight: SEBI cannot adequately regulate offshore 

PMS providers serving Indian clients due to jurisdictional limitations. 

Mutual recognition agreements or MoUs with foreign regulators are 

lacking.42 

• Inadequate ESG Regulation: There is no statutory mandate for ESG 

portfolio integration. ESG disclosures are voluntary under BRSR, and fund 

managers lack clear duties to screen portfolios based on sustainability. 

• Technological Governance Void: No clear SEBI guidelines exist for AI and 

ML-based portfolio management tools, and liability frameworks for 

automated trading errors or algorithmic biases remain unlegislated. 

 
40 European Parliament and Council Directive 2014/65/EU, Markets in Financial Instruments Directive (MiFID 
II), 2014 O.J. (L 173) 349. 
41 SEBI (Portfolio Managers) Regulations, 2020, Gazette Notification No. SEBI/LAD-NRO/GN/2020/03, Jan. 
16, 2020 (India). 
42 SEBI, Business Responsibility and Sustainability Reporting by Listed Entities, SEBI Circular No. 
SEBI/HO/CFD/CMD-2/P/CIR/2021/562 (May 10, 2021). 
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• Limited Investor Grievance Redressal: The SCORES mechanism needs to 

be upgraded. Investors lack speedy remedies for PMS mismanagement. 

ADR (arbitration/ombudsman) in SEBI regulations is fragmented and 

underutilized. 

E. Future Trends in Portfolio Management 

• Artificial Intelligence and Big Data in Investment Decisions: AI and 

machine learning models reshape portfolio management by enhancing asset 

selection, risk analysis, and portfolio optimization through predictive 

analytics. 

• Decentralized Finance (DeFi) and Blockchain Technology: DeFi platforms 

enable decentralized, peer-to-peer financial transactions, while blockchain 

offers greater transparency and security.43 

• Sustainable and Impact Investing: Investments focusing on ESG factors are 

gaining prominence, driving capital toward environmentally and socially 

responsible companies. Global regulatory mandates also push for greater 

integration of ESG standards in investment practices. 

• Personalized and Algorithm-Based Portfolio Management: Robo-advisors 

and algorithm-driven investment platforms are gaining traction. They offer 

automated, customized portfolio strategies aligned with individual investor 

profiles.44 

• Regulatory Evolution and Global Financial Cooperation: Basel III and the 

evolving Basel IV frameworks set stricter risk management standards for 

banks. Global cooperation among regulators is improving transparency in 

cross-border investments and harmonizing risk mitigation strategies.45 

• Shift Towards Passive Investing: Low-cost exchange-traded funds (ETFs) 

and index funds attract significant investment inflows, reflecting a broad 

 
43 World Economic Forum, Decentralized Finance: Policy-Maker Toolkit, 2021. 
44 SEBI, Report on Regulation of Robo-Advisors in India, 2023. 
45 Basel Committee on Banking Supervision, Basel IV Overview, Jan. 2024. 



 

788                            LawFoyer International Journal of Doctrinal Legal Research                       [Vol. III Issue II] 

© 2025. LawFoyer International Journal of Doctrinal Legal Research                              (ISSN: 2583-7753) 

shift toward passive portfolio strategies due to their simplicity and reduced 

fees. 

• Increased Focus on Behavioural Finance: The study of behavioural biases, 

such as loss aversion, overconfidence, and herd mentality, is integral to 

portfolio construction and risk management. Understanding investor 

psychology plays a crucial role in managing modern portfolios.46 

• Mandatory ESG for PMS Managers: SEBI should codify ESG investment 

responsibility under PMS Regulation 22. This would bring India closer to 

SFDR and MiFID II. Mandatory ESG audit and risk integration should 

follow.47 

XIV. CONCLUSION AND RECOMMENDATIONS 

A. Conclusion 

This research has explored the intricate relationship between portfolio management 

and risk mitigation, highlighting theoretical frameworks, regulatory aspects, and 

emerging trends shaping modern investment strategies. The study traced the 

historical evolution of portfolio theories, from Markowitz’s Modern Portfolio Theory 

(MPT) to advanced techniques integrating behavioral finance and artificial 

intelligence. The role of asset allocation and diversification in optimizing risk-return 

trade-offs was critically examined. Additionally, the research delved into various risk 

types, including market, credit, liquidity, operational, and systemic risks, along with 

the quantitative models employed for their assessment, such as Value at Risk (VaR) 

and stress testing. The study also examined the global regulatory landscape, focusing 

on the Securities and Exchange Board of India (SEBI), the International Organization 

of Securities Commissions (IOSCO), and key legislative frameworks influencing 

portfolio and risk management. 

 
46 CFA Institute Research Foundation, Behavioral Finance: Investor Psychology and Investment Decisions, 2022. 
47 MiFID II, Directive 2014/65/EU; EU Sustainable Finance Disclosure Regulation (SFDR) 2019/2088. 
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B. Recommendations For Improved Risk Management Practices 

To enhance risk management in portfolio management, the following strategies 

should be considered: 

• Enhanced diversification: Investors should ensure adequate diversification 

across asset classes, industries, and geographies to mitigate systematic and 

unsystematic risks. 

• Dynamic asset allocation: Adopting dynamic asset allocation strategies can 

help adjust portfolios in response to changing market conditions, reducing 

exposure to market downturns. 

• Advanced risk assessment models: Financial institutions should integrate 

quantitative techniques such as Monte Carlo simulations, stress testing, and 

machine learning algorithms to improve risk prediction. 

• Regular portfolio review: Periodic evaluation of investment portfolios is 

necessary to align with evolving economic and market conditions and 

ensure risk exposure remains within acceptable limits.48 

• Improved corporate governance: Strengthening governance practices in 

fund management, including transparency in disclosures and ethical 

investment decision-making, can enhance investor confidence and risk 

mitigation.49 

C. Regulatory Recommendations 

Regulatory bodies must strengthen risk management policies through the 

following measures: 

 
48 Securities and Exchange Board of India (SEBI), Consultation Paper on Risk Management Framework for 
Portfolio Managers (2021) para 3.5, available at https://www.sebi.gov.in/legal/consultation-papers/ (last visited 
July 9, 2025). 
49 Securities and Exchange Board of India (SEBI), ‘Board Meeting Circular on Corporate Governance in Portfolio 
Management Services’ (2022). 
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• Stronger compliance mechanisms: Stricter enforcement of existing 

regulations, such as SEBI’s Portfolio Managers Regulations, 2020, can ensure 

adherence to risk mitigation norms and safeguard investors.50 

• Enhanced disclosure requirements: To improve transparency in investment 

decisions, regulatory authorities should mandate more detailed risk 

disclosure reports from fund managers.51 

• Cross-border coordination: Given the globalization of financial markets, 

increased cooperation among international regulators such as IOSCO, the 

U.S. Securities and Exchange Commission (SEC), and the European 

Securities and Markets Authority (ESMA) is essential to manage systemic 

risks effectively.52 

• Regulation of alternative investment strategies: Hedge funds, 

cryptocurrency investments, and algorithmic trading require more robust 

oversight to prevent systemic shocks. 

• Investor protection mechanisms: Strengthening investor grievance 

redressal mechanisms, including regulatory oversight on fraudulent or 

misleading financial products, can enhance market stability. 

D. Technological Adoption for Better Portfolio Management 

Technological advancements are revolutionizing portfolio and risk management by 

improving accuracy, efficiency, and real-time decision-making.  

Key recommendations for technological adoption include: 

• Artificial Intelligence (AI) and Machine Learning: AI-driven predictive 

analytics can help identify emerging risks and investment opportunities 

more precisely. 

 
50 Securities and Exchange Board of India (SEBI) (Portfolio Managers) Regulations, 2020, S.O. 1767(E) (India). 
51 Securities and Exchange Board of India (SEBI), ‘Disclosure and Investor Protection Requirements for Portfolio 
Managers’ (Circular No. SEBI/HO/IMD/DF2/CIR/P/2022/69) (2022). 
52 International Organization of Securities Commissions (IOSCO), ‘Principles on Cross-Border Cooperation’ 
(2020). 
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• Blockchain for transparency: Integrating blockchain technology can

enhance transaction security, improve record-keeping, and reduce

fraudulent activities in portfolio management.

• Automated trading systems: Robo-advisors and algorithmic trading

platforms can optimize portfolio management by automating risk-adjusted

investment strategies.53

• Cybersecurity measures: Given the increasing reliance on technology,

financial institutions must adopt strong cybersecurity frameworks to protect

sensitive investor data from cyber threats.
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