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Active Portfolio Strategy Passive Portfolio Strategy 

Top Down Approach Bottom Up Approach Efficient Market Theory Indexing

1. In this approach, managers 
observe the market as a 
whole and decide about the 
industries and sectors that 
are expected to perform 
w e l l i n t h e o n g o i n g 
economic cycle. 


2. After the decision is made 
on the sectors, the specific 
stocks are selected on the 
basis of companies that are 
expected to perform well in 
that particular sector.

1. In this approach, the market 
conditions and expected 
trends are ignored and the 
e v a l u a t i o n s o f t h e 
companies are based on the 
strength of their product 
p i p e l i n e , fi n a n c i a l 
statements, or any other 
criteria. 


2. It stresses the fact that 
strong companies perform 
well irrespective of the 
p r e v a i l i n g m a r k e t o r 
economic conditions.

The Active portfolio management relies on the fact 
that particular style of analysis or management 
can generate returns that can beat the market. 

It involves higher than average costs and it 
stresses on taking advantage of market 
inefficiencies.

Passive asset management relies on the fact 
that markets are efficient and it is not 
possible to beat the market returns regularly 
over time and best returns are obtained from 
the low cost investments kept for the long 
term.

1. This theory relies on the fact 
that the information that 
affe c t s t h e m a r k e t i s 
immediately available and 
processed by all investors.


2. The portfolio managers who 
follows this theory, firmly 
b e l i e v e s t h a t m a r k e t 
averages cannot be beaten 
consistently.

1. According to this theory, the 
index funds are used for 
taking the advantages of 
efficient market theory and 
for creating a portfolio that 
impersonate a specific 
index. 


2. The index funds can offer 
benefits over the actively 
managed funds because 
t h e y h a v e l o w e r t h a n 
average expense ratios and 
transaction costs.

Portfolio Strategy 

Fixed Income Portfolio

Passive Strategy

Buy & Hold 

This technique is do 
nothing technique and 
investor continues with 
initial selection and do not 
attempt to churn bond 
portfolio to increase return 
or reduce the level of risk. 

Indexation

This strategy involves 
r e p l i c a t i o n o f a 
p r e d e t e r m i n e d 
b e n c h m a r k w e l l 
known bond index as 
closely as possible.

Immunization

This strategy is more popular among pension 
funds. Since pension funds promises to pay 
fixed amount to retire people in the form of 
annuities any inverse movement in interest 
may threaten fund’s ability to meet their 
liability timely. By building an immunized 
portfolio the interest rate risk can be avoided.

Matching Cash 
Flows

T h i s a p p r o a c h 
involves buying of 
Zero Coupon Bonds 
to meet the promised 
payment out of the 
proceeds realized.

Active Strategy

Forecasting Returns 
& Interest Rate Bond Swaps

It involves switching from a 
lower yield bond to a higher 
yield bond of almost identical 
quantity and maturity. 

It is suitable for portfolio 
manager who is willing to 
assume interest rate risk as he 
may suffer a capital loss.

Substitution Swap

It involves swapping with similar type of 
bonds in terms of coupon rate, maturity 
period, credit rating, liquidity and call 
provision but with different prices. 

This type of differences exists due to 
temporary imbalance in the market.

Pure Yield Pickup Swap International Spread 
Swap

In this swap portfolio 
manager is of the belief 
that y ie ld spreads 
between two countries 
is temporarily out of 
line and he tries to take 
b e n e fi t o f t h i s 
mismatch.

It is based on taking tax 
advantage by selling 
existing bond whose 
price has decreased at 
capital loss and set it 
off against capital gain 
in other securities and 
buying another security.


Tax Swap

This strategy involves regularly monitoring bond process to identify mispricing and try to exploit this situation. Some of the popular 
swap techniques are as follows:

Bullet 
Strategy

Barbell 
Strategy

Ladder 
Strategy

1. This strategy invokes the estimation of the return on 
the basis of change in the interest rates. 


2. Since interest rate and bond values are inversely 
related if portfolio manager is expecting a fall in 
interest rate of bonds he/she should buy with longer 
maturity period. 


3. On the contrary, if he/she expected a fall in interest 
then he/she should sell bonds with longer period.

Interest Rate Swap 
is another technique 
that is used by 
Portfolio Manager. 
This technique has 
been discussed in 
greater details in the 
chapter In te rest 
R a t e R i s k . 
Management.


Interest Rate  
Swaps

Process

1. Setting up objective

2. Drafting guideline for 

investment policy

3. Selection of Portfolio 

Strategy - Active and 
Passive 


4. Selection of securities and 
other assets


5. Evaluation of performance 
with benchmark

Arithmetic Average 
Rate of Return

Time Weighted Rate 
of Return

Money Weighted 
Rate of Return

Annualised Return

Ri=Returns of respective period

N= no. of periods

R= Entire return for 
holding period

Methods

Aggressive Portfolio

This type of portfolio involves making investments 
in “expensive stocks” that provide good returns 
and big rewards along with carrying big risks. This 
portfolio is a collection of stocks of companies of 
different sizes that are rapidly growing and 
expected to generate rapid annual earnings 
growth over the next few years.

Patient Portfolio

The investors buy and hold stocks for 
longer periods. In this portfolio, the 
majority of the stocks represent 
companies that have classic growth 
and generate higher earnings on a 
regular basis irrespective of financial 
conditions.

Conservative Portfolio

This type of portfolio involves the 
collection of stocks after carefully 
observing the market returns, 
earnings growth and consistent 
dividend history.

1 2 3

IntegratedStrategic Tactical InsuredDynamic
Constant 
Weighting

1. While all of the other 
mentioned strategies take 
into account expectations 
for future market returns, 
not all of the strategies 
account for investment risk 
tolerance.

2. Integrated asset allocation, 
on the other hand, includes 
aspects of all strategies, 
accounting not only for 
expectations but also actual 
changes in capital markets 
and your risk tolerance.

3. Obviously, an investor 
would not wish to 
implement two strategies 
that compete with one 
another.

1. Strategic asset 
allocation is an 
investment strategy 
focused on the 
needs of the 
investor rather than 
the constant 
tracking of the 
markets.

2. Under this strategy, 
optimal portfolio 
mixes based on 
returns, risk, and co-
variances is 
generated using 
historical information 
and adjusted 
periodically to 
restore target 
allocation within the 
context of the 
constraints.

1. Tactical asset allocation 
is an active management 
portfolio strategy that 
shifts the percentage of 
assets held in various 
categories to take 
advantage of market 
pricing anomalies or 
strong market sectors.

2. This strategy allows 
portfolio managers to 
create extra value by 
taking advantage of 
certain situations in the 
marketplace. It is as a 
moderately active 
strategy since managers 
return to the portfolio's 
original strategic asset 
mix when desired short- 
term profits are achieved.

1. With an insured asset allocation 
strategy, you establish a base 
portfolio value under which the 
portfolio should not be allowed 
to drop.

2. As long as the portfolio achieves 
a return above its base, you 
exercise active management to 
try to increase the portfolio value 
as much as possible.

3. If, however, the portfolio should 
ever drop to the base value, you 
invest in risk-free assets so that 
the base value becomes fixed. 

4. For example, an investor who 
wishes to establish a minimum 
standard of living during 
retirement might find an insured 
asset allocation strategy ideally 
suited to his or her management 
goals.

With this strategy you 
sell assets that are 
declining and purchase 
assets that are 
increasing, making 
dynamic asset allocation 
the polar opposite of a 
constant-weighting 
strategy. For example, if 
the stock market is 
showing weakness, you 
sell stocks in anticipation 
of further decreases; and 
if the market is strong, 
you purchase stocks in 
anticipation of continued 
market gains. 

With this approach, 
you continually 
rebalance your 
portfolio. For example, 
if one asset is 
declining in value, you 
would purchase more 
of that asset; and if 
that asset value is 
increasing, you would 
sell it.

Asset Allocation Strategies
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Your time is limited, so don’t waste it living someone else’s life. Don’t be trapped by dogma—which is living with the results of other people’s thinking. Don’t let the noise of others’ opinions drown out your own inner voice. And most important, have the courage to follow your heart and intuition.

… Continued _Portfolio 
Management
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New 
Syllabus

https://www.investopedia.com/terms/r/rebalancing.asp
https://www.investopedia.com/terms/s/stockmarket.asp
https://www.investopedia.com/terms/s/stockmarket.asp
https://www.investopedia.com/terms/r/rebalancing.asp

