
 

2104 
 

The Effectiveness of Different Portfolio Diversification Strategies 

on Reducing Risk:  A Survey Based on Financial Advisors 
Omdeep Gupta, 

 Asst. Professor, School of Management, Graphic Era Hill University, Dehradun 
Uttarakhand India 

DOI:10.48047/jcdr.2021.12.06.328 
 

Abstract 

Portfolio diversification stands as a well-entrenched strategy employed by investors to 

mitigate risk and achieve more favourable returns. the principal types of diversification 

strategies, encompassing the diversification of asset classes, geographical regions, industries, 

and investment styles. The extent to which advisors incorporate these strategies into their 

investment recommendations, and the perceived effectiveness of each strategy in reducing 

risk. The findings unearthed through this study serve to augment the existing corpus of 

knowledge, proffering valuable insights into the favoured diversification strategies employed 

by financial advisors. The most efficacious strategies for risk reduction, drawing on the 

experiences and perceptions of these advisors who assume a pivotal role in guiding 

investment decisions. The researcher had considered financial advisors to conduct the study 

and know the effectiveness of different portfolio diversification strategies on reducing risk 

and found that Diversified portfolio ensures that overall portfolio is not overly affected by 

downfall in any specific market segment and help investors to diminish the risk associated 

with political instability, economic fluctuations, or regulatory changes within a singular 

market. 
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Introduction 

The intricate and enigmatic realm of financial markets unveils a labyrinthine landscape, 

leaving astute traders ceaselessly pursuing the optimal methodologies to safeguard their 

investments against capricious market vicissitudes. Hendricks, Singhal, & Zhang, (2009) this 

relentless quest, investors commonly embrace the strategic paradigm of portfolio 

diversification, an astute approach devised to curtail the perils inherent in trading. By adroitly 

disseminating their investments across sundry asset classes, industries, and geographical 

domains, traders’ endeavor to minimize their exposure to the precarious precipices of any 
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singular market or sector. When one delves into the pursuit of acquiring high-performing 

assets, they often find themselves confronted with the necessity of procuring at elevated 

prices, an endeavour that inherently harbours augmented risks in relation to potential returns. 

This is precisely where the resplendence of portfolio diversification materializes as a potent 

and invaluable instrument, adroitly wielded to maintain risk levels at their nadir while 

erecting a cogent and efficacious investment blueprint. 

 

Jiang, Tao, & Santoro, (2010) astutely considering the ebbs and flows of market dynamics, a 

judiciously diversified portfolio proficiently disperses financial risks across a mosaic of 

disparate instruments and industries, thus engendering a harmonious equilibrium. To plunge 

into the depths of comprehending the formidable efficacy of diverse portfolio diversification 

strategies in abating risk, an array of approaches warrants exploration. Assorted allocation 

strategies, such as the multifarious facets of asset class diversification, the tapestry of 

industry diversification, and the cosmopolitan panorama of geographical diversification, have 

each espoused their discernible impact on risk mitigation. The underlying principle guiding 

this strategy resides in the aspiration to harness the distinctive performance characteristics 

that each asset class invariably exhibits, thereby orchestrating a harmonious symphony that 

diminishes the overall risk exposure. 

 

Industry diversification, in turn, affords meticulous attention to the dispersal of investments 

across sundry sectors or industries, encompassing the empyrean realms of technology, 

healthcare, finance, and energy. According to Schindler, Armstrong, and Reed (2015) 

adroitly evading undue concentration within a singular industry, this superlative approach 

effectively ameliorates the pernicious impacts of industry-specific risks, endowing the 

portfolio with heightened resilience. 

 

Geographical diversification, on the other hand, begets an investment mosaic that spans the 

global tapestry, navigating the labyrinthine corridors of various regions and countries. 

Through the sagacious act of dispersing investments across a panoply of geographical 

locales, discerning investors adeptly mitigate the ramifications of localized economic 

perturbations, political vicissitudes, or regulatory exigencies that could otherwise inflict 

grievous harm upon their portfolio.The apogee of optimal diversification strategies fluctuates 

in a bespoke manner for each discerning investor, contingent upon the unique tapestry of 

their circumstances and objectives. Through the judicious implementation of asset class, 
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industry, and geographical diversification, discerning investors adroitly attenuate the 

quagmires of market volatility, the quixotic tides of industry-specific events, and the 

idiosyncratic reverberations of regional factors." 

 

Literature review 

Mitigating investment risk stands as a paramount consideration for astute investors who 

aspire to safeguard their capital and achieve enduring financial goals. While no investment is 

devoid of risk, embracing a diversified approach can prove to be a potent strategy in 

minimizing potential losses and enhancing the likelihood of attaining favorable returns. 

Instead of relying excessively on the fate of a single investment, a diversified portfolio offers 

the potential for gains in alternative assets to counterbalance conceivable losses.  

 

Arouri, Jouini, and Nguyen (2011) strategies can be employed to diversify a portfolio and 

reduce investment risk. One prevalent approach is sector diversification, wherein investments 

are dispersed across distinct industry sectors, such as technology, healthcare, or finance. 

According to Chapple and Humphrey (2014) stratagem aids in insulating the portfolio from 

adverse events that may impact a specific sector, as the performance of one sector is not 

intrinsically correlated with another. For example, if the technology sector experiences a 

downturn, investments in healthcare or finance may remain relatively steadfast, thereby 

serving as a safeguard against losses. Geographic diversification is another effective strategy 

to consider. 

 

By investing in assets from diverse countries or regions, investors can diminish the risk 

associated with political instability, economic fluctuations, or regulatory changes within a 

singular market. According to Choueifaty (2008) geographical diversification enables 

investors to tap into multiple growth opportunities while simultaneously reducing exposure to 

the risks inherent in any single country. 

 

Additionally, diversification across asset classes assumes paramount importance in risk 

reduction. Dissimilar asset classes often exhibit disparate performances under varying 

economic conditions, thereby ensuring that the overall portfolio is not unduly affected by 

downturns in any specific market segment. Diversification assumes a pivotal role in attaining 

enduring stability for investment portfolios. By dispersing investments among a myriad of 
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assets, investors can mitigate the repercussions of market fluctuations and safeguard their 

portfolios over time. This becomes notably significant when contemplating long-term 

aspirations, such as retirement planning, where an abrupt descent in portfolio value can 

considerably impede one's ability to accomplish those goals. 

 

Kirby and Ostdiek (2012), upholding a diverse portfolio that encompasses a variety of asset 

types empowers investors to weather diverse market conditions. For instance, during a market 

downturn, debt instruments tend to exhibit robust performance, thus offsetting potential 

losses in other segments of the portfolio. This well-balanced approach ensures that the overall 

portfolio remains steadfast, even in periods of market turbulence. A comprehensive 

comprehension of the risk-return spectrum proves imperative for investors aiming to achieve 

proper portfolio diversification. By striking an equilibrium between risk and return, investors 

have the potential to accomplish their investment objectives while mitigating the peril of 

substantial losses. This objective is typically realized through diversification, which entails 

holding a blend of disparate investments to distribute risk across an array of assets. Depicted 

as a curve, investments with higher potential returns are situated on the right side of the 

curve, usually accompanied by heightened levels of risk. 

 

Conversely, investments with lower potential returns are positioned on the left side of the 

curve, commonly associated with diminished levels of risk. Grasping the dynamics of diverse 

portfolio diversification strategies in mitigating risk proves crucial. By employing these 

strategies, investors can construct portfolios that exhibit resilience to market fluctuations and 

can deliver more steadfast long-term returns. Goetzmann & Kumar, (2008), diversifying an 

investment portfolio stands as an indispensable measure in ensuring enduring stability. By 

dispersing investments among diverse assets, one can diminish the impact of market volatility 

and establish safeguards against sudden plunges in portfolio value. Through diversifying 

across various asset classes and implementing diverse diversification strategies, investors can 

assuage risk and augment the stability of their investments over the long haul. Rebalancing 

strategies play a crucial role in the portfolio management process. Various asset classes entail 

distinct transaction costs, encompassing brokerage fees, commissions, and taxes. Holding a 

substantial number of assets augments the frequency of trading activities and the associated 

costs. 
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According to Galema, Plantinga, and Scholtens (2008), this erosion of the overall returns of 

the portfolio diminishes the gains obtained by the trader. When an individual disperses their 

investments too thinly across numerous assets, positive performance may be offset by the 

average or below-average performance of other investments. The potential gains from a few 

successful investments may be eclipsed by the losses or underperformance of others, 

resulting in diminished overall returns. Hence, traders must exercise caution when allocating 

their assets, ensuring they adopt a focused approach that allows for concentrated positions in 

assets exhibiting high growth potential. 

 

Alongside increased costs and diminished returns, over-diversification can introduce 

complexity into the management of portfolios. Excessive diversification renders it 

increasingly challenging for traders to effectively monitor and evaluate the performance of 

individual assets. This complexity can potentially lead to suboptimal decision-making, 

characterized by missed valuable opportunities or poor choices arising from the 

overwhelming nature of managing a complex portfolio. 

 

According to Abid, Leung, Mroua, and Wong (2014), traders must strike a harmonious 

balance between diversification and manageable complexity to ensure optimal performance. 

Diversifying asset portfolios across different classes, sectors, and geographies remains a 

potent tool for mitigating risks in international markets. By spreading investments across a 

diverse range of assets, traders can diminish their exposure to any single investment and 

safeguard against potential losses associated with concentrated positions. 

 

While diversification serves as a vital risk management strategy, traders must exercise 

caution to avert over-diversification. The risks of increased costs, diminished returns, and 

augmented complexity can overshadow the potential benefits of excessively broadening a 

portfolio.Transaction fees are charges incurred when purchasing or selling assets within a 

portfolio. These fees can vary based on the chosen investment platform or brokerage. 

Evaluating the impact of transaction costs on the overall portfolio performance holds 

significant importance. 

 

Engaging in frequent trading or rebalancing can lead to elevated transaction fees, potentially 

eroding the returns generated by the diversification strategy. Striking a balance between cost 

reduction and proactive portfolio management is paramount. Another aspect to consider is 
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management expenses. It is crucial to compare fees across different investment options and 

assess their potential impact.  

 

According to Cassell, Huang, Sanchez, and Stuart (2012), certain diversification strategies 

may entail additional costs. While these strategies may offer unique diversification benefits, 

investors must carefully evaluate whether the potential returns justify the additional costs. 

Active management incurs higher costs due to research and analysis conducted by portfolio 

managers to outperform the market. Portfolio diversification offers a multitude of advantages, 

prominently including the abatement of unsystematic risk. This type of risk pertains to 

hazards inherent to individual companies or industries. Through the strategic dispersion of 

investments across a broad array of unrelated assets, investors can curtail their exposure to 

the perils associated with any singular investment. 

 

According to Reboredo (2013), if an investor were to allocate their entire portfolio to a 

solitary company or industry, they would face substantial jeopardy if said entity encountered 

financial distress or encountered regulatory obstacles. Conversely, by diversifying their 

portfolio across diverse companies and industries, investors can mitigate the impact of such 

hazards on their overall investment. Adopting a long-term investment horizon constitutes an 

additional efficacious strategy for reducing risk via diversification. By embracing a prolonged 

perspective, investors can assuage the impact of short-term market volatility on their 

investment portfolio. 

 

Although markets may undergo transient fluctuations within shorter timeframes, the long-

term trajectory typically demonstrates greater stability and an upward trajectory. By 

remaining invested over an extended duration, investors can weather the transient oscillations 

and reap the benefits of potential compounded returns that accompany a lengthier investment 

horizon. Vigilance and research play pivotal roles in the effective diversification of a 

portfolio and risk reduction. This proactive approach enables timely decision-making and 

necessary adjustments to the composition of the portfolio. Correlations play a pivotal role in 

aiding traders in comprehending the interdependencies among their diverse assets' 

performance. 

 

Traditionally represented by values spanning from -1 to 1, correlations indicate the extent of 

synchronization between two assets. A correlation of 1 signifies flawless harmony, while a 
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correlation of -1 implies that the assets move in opposing directions. In the context of 

portfolio diversification, traders strive to possess assets that are not perfectly correlated. 

Instead, they endeavour to strike a balance in their portfolio by investing in assets likely to 

exhibit distinct performances under varying market conditions. During times of economic 

uncertainty, stocks may witness a decline in value. 

 

Conversely, bonds, subject to influences like interest rates determined by issuing institutions, 

may remain steady or even appreciate. Diversification strategies go beyond merely 

combining stocks and bonds. Traders also consider geographical diversification, which 

entails investing in assets across different regions and countries. This approach helps alleviate 

risks stemming from localized economic events, political developments, or currency 

fluctuations. Through geographical diversification, traders can reduce their exposure to any 

single market or jurisdiction, thus spreading risk across a wider spectrum. 

 

Furthermore, sector diversification serves as another effective strategy. Time diversification 

is yet another aspect worthy of consideration. This entails conducting research, staying 

abreast of market trends, and evaluating the quality and financial health of individual 

investments. 

Objective: To measure effectiveness of different portfolio diversification strategies on 

reducing risk. 

Methodology: The researcher had considered financial advisors to conduct the study and 

know the effectiveness of different portfolio diversification strategies on reducing risk. The 

survey was conducted with the help of a questionnaire. The researcher had collected the 

primary data through random sampling method and was analysed by statistical tool called 

mean. 

Findings  

Table 1 Effectiveness of Different Portfolio Diversification Strategies on Reducing Risk 

S. 

No. 
Statements 

Mean 

Value 

1. 
Diversified portfolio offers the potential for gains in substitute assets to 

balance imaginable losses 
3.17 

2. 
Help investors to diminish the risk associated with political instability, 

economic fluctuations, or regulatory changes within a singular market 
3.12 
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3. 
Enables investors to knock into multiple growth opportunities and reducing 

exposure to the risks inherent in any single business 
3.14 

4. 
Ensures that overall portfolio is not overly affected by downfall in any 

specific market segment 
3.13 

5. Diversification helps to attain durable stability for investment portfolios 3.15 

6. 
Help investors to alleviate the effects of market fluctuations and safeguard 

their portfolios  
3.16 

 

Table 1 shows Effectiveness of different portfolio diversification strategies on reducing risk. 

The respondent says that Diversified portfolio offers the potential for gains in substitute 

assets to balance imaginable losses with mean value 3.17, Help investors to alleviate the 

effects of market fluctuations and safeguard their portfolios with mean value 3.16 and 

Diversification helps to attain durable stability for investment portfolios with mean value 

3.15. The respondent also says that Diversified portfolio enables investors to knock into 

multiple growth opportunities and also reducing exposure to the risks inherent in any single 

business with mean value 3.14, Ensures that overall portfolio is not overly affected by 

downfall in any specific market segment with mean value 3.13 and Help investors to 

diminish the risk associated with political instability, economic fluctuations, or regulatory 

changes within a singular market with mean value 3.12. 

 

Conclusion 

In this insightful exploration of the effectiveness of diverse portfolio strategies, as perceived 

by financial advisors, we uncover valuable revelations regarding risk mitigation. The 

discoveries illuminate the inclinations and recommendations of professionals within the 

financial sector, offering guidance to both individual and institutional investors in their 

pursuit of risk reduction. The survey findings indicate that diversification remains a 

fundamental approach to managing risk, a sentiment strongly emphasized by many financial 

advisors. These encompass geographical diversification, sectoral diversification, and 

investment style diversification, which have gained prominence due to evolving market 

dynamics and the expanding interconnectedness of the global landscape. 

 

Moreover, the survey underscores the criticality of tailoring diversification strategies to suit 

the profiles, goals, and risk tolerance levels of individual investors. Financial advisors 
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recognize the necessity of a personalized approach, as each investor may encounter distinct 

circumstances and possess unique preferences. This accentuates the importance of sustained 

communication and collaboration between advisors and clients to ensure the effectiveness of 

risk management practices. Financial advisors acknowledge that no strategy can offer 

absolute protection against market volatility or unforeseen events. 

 

The study was conducted to know the effectiveness of different portfolio diversification 

strategies on reducing risk and found that Diversified portfolio offers the potential for gains 

in substitute assets to balance imaginable losses and help investors to alleviate the effects of 

market fluctuations and safeguard their portfolios. 
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