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A PorTFOLIO'S Risk Is MEASURED BY THE WEIGHTED AVERAGE OF THE STANDARD DEVIATIONS OF THE SECURITIES IN

UNDERSTANDING THE INTRICACIES OF INVESTMENT RISK IS FUNDAMENTAL FOR INVESTORS AIMING TO OPTIMIZE THEIR PORTFOLIOS.
ONE OF THE MOST CRITICAL CONCEPTS IN PORTFOLIO MANAGEMENT IS THE MEASUREMENT OF RISK THROUGH STATISTICAL
TOOLS. SPECIFICALLY, A PORTFOLIO'S RISK CAN BE ASSESSED BY CONSIDERING THE WEIGHTED AVERAGE OF THE STANDARD
DEVIATIONS OF THE INDIVIDUAL SECURITIES CONTAINED WITHIN IT. THIS MEASURE PROVIDES INSIGHT INTO THE OVERALL
VOLATILITY AND POTENTIAL VARIABILITY IN RETURNS THAT AN INVESTOR MIGHT FACE. IN THIS ARTICLE, WE WILL EXPLORE THE
CONCEPT THOROUGHLY, DISCUSSING HOW THE WEIGHTED AVERAGE OF INDIVIDUAL SECURITIES’ STANDARD DEVIATIONS RELATES
TO PORTFOLIO RISK, THE IMPORTANCE OF CORRELATION AMONG SECURITIES, AND PRACTICAL METHODS FOR MEASURING AND
MANAGING THIS RISK.

UNDERSTANDING PORTFOLIO RISk AND STANDARD DEVIATION

WHAT Is STANDARD DEVIATION AND WHY IS IT IMPORTANT?

STANDARD DEVIATION IS A STATISTICAL MEASURE THAT QUANTIFIES THE DISPERSION OR VARIABILITY OF A SET OF DATA
POINTS—IN FINANCE, THESE ARE TYPICALLY THE RETURNS OF AN ASSET OVER A PERIOD. A HIGHER STANDARD DEVIATION
INDICATES MORE VOLATILITY, MEANING THE RETURNS ARE MORE SPREAD OUT FROM THE MEAN, AND THUS, THE INVESTMENT IS
CONSIDERED RISKIER. CONVERSELY, A LOWER STANDARD DEVIATION IMPLIES MORE STABLE RETURNS.

KEY POINTS ABOUT STANDARD DEVIATION IN FINANCE:
- INDICATOR OF VOLATILITY: IT MEASURES HOW MUCH THE RETURNS FLUCTUATE OVER TIME.

- Risk ASSESSMENT ToOL: INVESTORS USE IT TO GAUGE THE POTENTIAL RANGE OF RETURNS.
- COMPARATIVE MEASURE: ALLOWS COMPARISON BETWEEN DIFFERENT SECURITIES OR PORTFOLIOS.

PorTFoLIO Risk: BEYOND INDIVIDUAL VOLATILITY

\W/HILE INDIVIDUAL SECURITIES HAVE THEIR OWN STANDARD DEVIATIONS, THE RISK OF A PORTFOLIO IS NOT MERELY THE SUM OR
AVERAGE OF THESE RISKS. |NSTEAD/ IT DEPENDS ON THE COMPOSITION OF THE PORTFOLIO, SPECIFICALLY THE WEIGHTS ASSIGNED
TO EACH SECURITY AND HOW THEIR RETURNS MOVE RELATIVE TO EACH OTHER.

THE PRIMARY REASON IS DIVERSIFICATION—THE PRACTICE OF HOLDING A VARIETY OF SECURITIES TO REDUCE UNSYSTEMATIC

RISK. W/HEN SECURITIES ARE COMBINED, THEIR INDIVIDUAL VOLATILITIES INTERACT, OFTEN REDUCING THE OVERALL RISK
COMPARED TO THE WEIGHTED SUM OF INDIVIDUAL RISKS.

THe CoONCEPT oF WEIGHTED AVERAGE OF STANDARD DEVIATIONS

DEeFINING THE WEIGHTED AVERAGE OF STANDARD DEVIATIONS

THE WEIGHTED AVERAGE OF THE STANDARD DEVIATIONS OF SECURITIES IN A PORTFOLIO IS A WAY TO AGGREGATE THE



INDIVIDUAL VOLATILITIES, TAKING INTO ACCOUNT EACH SECURITY'S PROPORTION IN THE PORTFOLIO. MATHEMATICALLY, IT CAN
BE EXPRESSED AS:

\[

\TexT{ WEeIGHTED AVERAGE} = \suM_{I=1}"N w_1 \siGMA_|
\]

W/ HERE:

-\(Cw_1\) = WeIGHT oF secUrITY \( 1) IN THE PORTFOLIO
-\(\sieMA_1'\) = STANDARD DEVIATION OF SECURITY \( 1))

-\(N\) = TOTAL NUMBER OF SECURITIES

THIS MEASURE PROVIDES A SIMPLIFIED VIEW OF THE PORTFOLIO'S OVERALL VOLATILITY, ASSUMING NO CORRELATION AMONG
SECURITIES.

LiMITATIONS oF UsSING ONLY THE WEIGHTED AVERAGE

W/HILE THE WEIGHTED AVERAGE OF INDIVIDUAL STANDARD DEVIATIONS GIVES A QUICK ESTIMATE, IT DOES NOT FULLY CAPTURE
THE TRUE RISK OF A DIVERSIFIED PORTFOLIO BECAUSE:

- |T IGNORES CORRELATION: THE INTERACTIONS BETWEEN SECURITIES CAN SIGNIFICANTLY REDUCE OR INCREASE OVERALL RISK.
- |T ASSUMES INDEPENDENCE: SECURITIES’ RETURNS ARE ASSUMED UNCORRELATED, WHICH IS RARELY THE CASE.

- |T OVERSIMPLIFIES RISK: ACTUAL PORTFOLIO RISK DEPENDS ON BOTH INDIVIDUAL VOLATILITY AND HOW SECURITIES MOVE
TOGETHER.

THEREFORE, FOR AN ACCURATE MEASURE, THE COVARIANCE OR CORRELATION MATRIX AMONG SECURITIES MUST BE
INCORPORATED.

INCORPORATING CORRELATION AND COVARIANCE INTO PORTFOLIO RISk

THe RoLE oF CORRELATION

CORRELATION MEASURES THE DEGREE TO WHICH TWO SECURITIES MOVE IN RELATION TO EACH OTHER, RANGING FROM -1T0+1:
- +1: PERFECT POSITIVE CORRELATION; SECURITIES MOVE TOGETHER.

- 0: No CORRELATION; SECURITIES MOVE INDEPENDENTLY.

- - 1: PERFECT NEGATIVE CORRELATION; SECURITIES MOVE IN OPPOSITE DIRECTIONS.

UNDERSTANDING CORRELATION IS ESSENTIAL BECAUSE:

- DIVERSIFICATION BENEFITS ARE MAXIMIZED WHEN SECURITIES ARE NEGATIVELY OR WEAKLY CORRELATED.
- HIGH POSITIVE CORRELATION AMONG SECURITIES DIMINISHES DIVERSIFICATION BENEFITS.

CALCULATING PORTFOLIO V ARIANCE AND STANDARD DEVIATION

THE TRUE MEASURE OF PORTFOLIO RISK CONSIDERS THE INDIVIDUAL VARIANCES AND COV ARIANCES:

\[
\sicgMa_pP"2 =\sum_{i=1}"n\sum_{=13}"Nnw_1 w_J \TexT{Cov3}(r_I, R J)

\]



X/ HERE:

- \('\siGMA_P"2 \) = VARIANCE OF THE PORTFOLIO
-\Cw_1, w_J \) = weicHTs oF securiTies \(1\) ano \(J\)
-\(\text{Cov}(r_1,r_J) \) = covARIANCE BETWEEN RETURNS OF SECURITIES \(1\) AnD \(J \)

THE COVARIANCE RELATES TO THE CORRELATION AS:

\[
\TexT{Cov3}(r_1,r_J) = \rHo_ {1} \sicMA_I \sicMA_

\]
\WHere \( \rHO_{1J} \) IS THE CORRELATION COEFFICIENT.

THE PORTFOLIO STANDARD DEVIATION IS THEN:

\[
\sicgMa_pP = \s@rT{\sum_{I=1}"N\sum_{)=1}"nw_1w_J \rHo {1} \sicMA_I \sicMA_J}

\]

THIS FORMULA CAPTURES THE COMBINED EFFECT OF INDIVIDUAL RISKS AND THEIR INTERACTIONS.

PRACTICAL APPLICATION: MEASURING AND MANAGING PORTFoOLIO Risk

STEPS To MEASURE PorTFoLIO Risk USING STANDARD DEVIATIONS

1. DETERMINE INDIVIDUAL SECURITIES’ STANDARD DEVIATIONS: ANALYZE HISTORICAL RETURN DATA To coMPUTE \( \sIGMA_|
\).

2. ESTABLISH SECURITIES® WEIGHTS IN THE PORTFOLIO: DECIDE ON THE PROPORTION OF EACH SECURITY.

3. CALCULATE THE CORRELATION MATRIX: ANALYZE HISTORICAL DATA TO ESTIMATE \( \RHO_ {1} \) BETWEEN EACH PAIR OF
SECURITIES.

4. COMPUTE THE COVARIANCE MATRIX: USE CORRELATIONS AND STANDARD DEVIATIONS.

5. CALCULATE THE PORTFOLIO VARIANCE AND STANDARD DEVIATION: APPLY THE FORMULAS ABOVE.

STRATEGIES FOR MANAGING PORTFOLIO RISk

- DIVERSIFICATION: HOLD SECURITIES WITH LOW OR NEGATIVE CORRELATIONS.

- ASSET ALLOCATION: ADJUST WEIGHTS TO OPTIMIZE RISK-RETURN TRADE-OFF.

- Risk MEASUREMENT AND MONITORING: REGULARLY REVIEW STANDARD DEVIATIONS AND CORRELATIONS.
- USE OF HEDGING: EMPLOY DERIVATIVES OR OTHER INSTRUMENTS TO HEDGE AGAINST VOLATILITY.

ConcLusioN: THE IMPORTANCE OF A HoLIsSTIC APPROACH

UNDERSTANDING THAT A PORTFOLIO'S RISK IS NOT MERELY THE WEIGHTED AVERAGE OF INDIVIDUAL SECURITIES’ STANDARD
DEVIATIONS IS CRUCIAL. WHILE THE WEIGHTED AVERAGE PROVIDES AN INITIAL APPROXIMATION, TRUE RISK ASSESSMENT MUST
CONSIDER THE CORRELATION AMONG SECURITIES. BY INTEGRATING COVARIANCE AND CORRELATION INTO RISK MEASUREMENT,
INVESTORS CAN MORE ACCURATELY GAUGE POTENTIAL VOLATILITY AND MAKE INFORMED DECISIONS TO OPTIMIZE THEIR
PORTFOLIOS.

EFFECTIVE RISK MANAGEMENT INVOLVES NOT ONLY CALCULATING THESE STATISTICAL MEASURES BUT ALSO ACTIVELY



MANAGING THE COMPOSITION OF THE PORTFOLIO AND EMPLOYING DIVERSIFICATION STRATEGIES. THIS HOLISTIC APPROACH HELPS
IN BALANCING RISK AND RETURN, ALIGNING INVESTMENTS WITH THE INVESTOR’S RISK TOLERANCE AND FINANCIAL GOALS.

IN SUMMARY, THE MEASURE OF A PORTFOLIO’S RISK THROUGH THE WEIGHTED AVERAGE OF THE STANDARD DEVIATIONS OF ITS
SECURITIES IS AN ESSENTIAL FOUNDATIONAL CONCEPT, BUT IT MUST BE COMPLEMENTED WITH AN UNDERSTANDING OF HOW
SECURITIES INTERACT. PROPERLY ACCOUNTING FOR THESE INTERACTIONS LEADS TO A MORE PRECISE RISK ASSESSMENT AND
BETTER~INFORMED INVESTMENT DECISIONS.

FREQUENTLY AskeD QUESTIONS

How DOES THE WEIGHTED AVERAGE OF INDIVIDUAL SECURITIES’ STANDARD DEVIATIONS
REFLECT A PORTFOLIO’S OVERALL RISK?

THE WEIGHTED AVERAGE OF INDIVIDUAL SECURITIES’ STANDARD DEVIATIONS PROVIDES AN ESTIMATE OF THE PORTFOLIO'S
AVERAGE VOLATILITY, BUT IT DOES NOT ACCOUNT FOR DIVERSIFICATION EFFECTS. |T OFFERS A SIMPLIFIED MEASURE OF RISK
BASED ON THE PROPORTIONS INVESTED IN EACH SECURITY.

\WHY IS THE WEIGHTED AVERAGE OF SECURITIES’ STANDARD DEVIATIONS NOT
SUFFICIENT TO FULLY MEASURE A PORTFOLIO’S RISK?

BECAUSE IT IGNORES THE CORRELATIONS BETWEEN SECURITIES, IT DOESN'T CAPTURE THE DIVERSIFICATION BENEFITS. THE TRUE
PORTFOLIO RISK DEPENDS ON THE COVARIANCE STRUCTURE, NOT JUST INDIVIDUAL VOLATILITIES.

\WHAT IS THE PRIMARY LIMITATION OF USING THE WEIGHTED AVERAGE OF SECURITIES’
STANDARD DEVIATIONS TO ASSESS PORTFOLIO RISK?

THE MAIN LIMITATION IS THAT IT DOES NOT CONSIDER THE CORRELATION BETWEEN SECURITIES, WHICH CAN SIGNIFICANTLY
REDUCE OR INCREASE OVERALL RISK THROUGH DIVERSIFICATION.

How CAN PORTFOLIO RISk BE MORE ACCURATELY MEASURED THAN USING THE WEIGHTED
AVERAGE OF SECURITIES’ STANDARD DEVIATIONS?

BY CALCULATING THE PORTFOLIO’S STANDARD DEVIATION USING THE COVARIANCE MATRIX OF THE SECURITIES, WHICH
ACCOUNTS FOR CORRELATIONS AND PROVIDES A MORE COMPREHENSIVE RISK MEASURE.

IN WHAT SCENARIOS IS THE WEIGHTED AVERAGE OF SECURITIES' STANDARD DEVIATIONS
A USEFUL APPROXIMATION OF PORTFOLIO RISK?

[T CAN BE USEFUL AS A QUICK, INITIAL ESTIMATE WHEN SECURITIES ARE UNCORRELATED OR THE CORRELATIONS ARE UNKNOWN,
BUT IT SHOULD BE SUPPLEMENTED WITH COVARIANCE DATA FOR PRECISE RISK ASSESSMENT.

ADDITIONAL RESOURCES

A PorTFoLIO's Risk |s MEASURED BY THE WEIGHTED AVERAGE OF THE STANDARD DEVIATIONS OF THE SECURITIES IN IS A
FUNDAMENTAL CONCEPT IN MODERN PORTFOLIO THEORY THAT UNDERSCORES HOW THE OVERALL RISK OF A DIVERSIFIED
INVESTMENT IS ASSESSED AND MANAGED. THIS PRINCIPLE EMPHASIZES THAT THE TOTAL RISK OF A PORTFOLIO ISN'T MERELY THE
SUM OF INDIVIDUAL RISKS BUT DEPENDS ON HOW THOSE RISKS INTERACT, THEIR INDIVIDUAL VOLATILITIES, AND THEIR RESPECTIVE
WEIGHTS WITHIN THE PORTFOLIO. UNDERSTANDING THIS MEASUREMENT APPROACH IS CRUCIAL FOR INVESTORS, FINANCIAL
ANALYSTS, AND PORTFOLIO MANAGERS AIMING TO OPTIMIZE RETURNS WHILE CONTROLLING FOR RISK.



UNDERSTANDING THE CONCEPT OF PorTFOLIO RISk

WHAT |Is PorTFoLIO Risk?

PORTFOLIO RISK REFERS TO THE POTENTIAL VARIABILITY IN RETURNS THAT AN INVESTOR MIGHT EXPERIENCE OVER A SPECIFIC
PERIOD. |T CAPTURES THE UNCERTAINTY AROUND EXPECTED RETURNS, WHICH CAN BE CAUSED BY MARKET FLUCTUATIONS,
ECONOMIC CHANGES, GEOPOLITICAL EVENTS, AND COMPANY-SPECIFIC FACTORS. THE PRIMARY GOAL OF RISK MEASUREMENT IS TO
QUANTIFY THIS UNCERTAINTY, ALLOWING INVESTORS TO MAKE INFORMED DECISIONS ALIGNED WITH THEIR RISK TOLERANCE.

WHY MeASURE PorTFoLIO Risk?

- Risk MANAGEMENT: TO IDENTIFY AND MITIGATE POTENTIAL LOSSES.

- ASSET ALLOCATION: TO BALANCE RISK AND RETURN EFFECTIVELY.

- PERFORMANCE EVALUATION: TO ASSESS HOW WELL A PORTFOLIO IS PERFORMING RELATIVE TO ITS RISK EXPOSURE.
- REGULATORY COMPLIANCE: ENSURING ADHERENCE TO RISK-RELATED REGULATIONS AND GUIDELINES.

STANDARD DEVIATION AS A MEASURE OF Risk

DEFINITION AND SIGNIFICANCE

STANDARD DEVIATION MEASURES THE DISPERSION OR VARIABILITY OF A SET OF DATA POINTS—IN THIS CASE, RETURNS OF
SECURITIES. A HIGHER STANDARD DEVIATION INDICATES MORE VOLATILITY, IMPLYING GREATER RISK, WHILE A LOWER ONE
SUGGESTS MORE STABILITY.

ADVANTAGES OF USING STANDARD DEVIATION

- INTUITIVE INTERPRETATION: REPRESENTS THE AVERAGE DEVIATION FROM THE MEAN RETURN.
- WIDELY ACCEPTED: STANDARD IN FINANCE FOR RISK MEASUREMENT.
- COMPARABILITY: ALLOWS COMPARISON ACROSS DIFFERENT SECURITIES AND PORTFOLIOS.

LIMITATIONS OF STANDARD DEVIATION

- AssUMES NORMAL DISTRIBUTION: MAY NOT ACCURATELY REFLECT RISK FOR NON-NORMAL RETURN DISTRIBUTIONS.

- IGNORES DOWNSIDE Risk: TREATS UPSIDE AND DOWNSIDE VOLATILITY EQUALLY, WHICH MIGHT NOT ALIGN WITH INVESTOR
PREFERENCES.

- HisTorICAL DATA DEPENDENCY: PAST VOLATILITY MAY NOT PREDICT FUTURE RISK ACCURATELY.

THE WEIGHTED AVERAGE OF STANDARD DEVIATIONS IN PORTFOLIO Risk



MATHEMATICAL FOUNDATION

THE TOTAL RISK OF A PORTFOLIO, WHEN CONSIDERING THE STANDARD DEVIATIONS OF INDIVIDUAL SECURITIES, IS OFTEN
APPROXIMATED BY CALCULATING THE WEIGHTED AVERAGE OF THESE STANDARD DEVIATIONS, ESPECIALLY WHEN SECURITIES ARE
UNCORRELATED. THIS IS EXPRESSED AS:

\l

\sicMa_{PorTFoLIO} \APPROX \SsUM_{I=1}"N w_1 \siGMA_I

\]

WHERE:
-\(w_1\) = WeIGHT oF secUrITY \( 1) IN THE PORTFOLIO
-\(\sieMA_1'\) = STANDARD DEVIATION OF SECURITY \( 1))

THIS APPROXIMATION SIMPLIFIES THE UNDERSTANDING OF HOW INDIVIDUAL SECURITIES CONTRIBUTE TO THE OVERALL RISK.

INcLUSION oF CoVARIANCE AND CORRELATION

HO\X/EVER/ ACTUAL PORTFOLIO RISK CALCULATION ACCOUNTS FOR THE COVARIANCE OR CORRELATION BETWEEN SECURITIES.
THE MORE PRECISE FORMULA INVOLVES THE VARIANCE-COVARIANCE MATRIX:

\[
\sicMa_{porTFoLIo} = \s@rT{\suM_{I=1}"n\sum_{)=13"nw_1w_J \TexT{CoV}(R_I,R_))}

\]

THIS APPROACH REFLECTS HOW THE INTERACTION BETWEEN SECURITIES (\X/HETHER THEY TEND TO MOVE TOGETHER OR
INVERSELY) AFFECTS THE TOTAL RISK.

IMPLICATIONS FOR DIVERSIFICATION

- Repuced PorTFoLIO V ARIANCE: COMBINING SECURITIES WITH LOW OR NEGATIVE CORRELATIONS CAN LOWER OVERALL RISK.
- Risk-RETURN TRADEOFF: DIVERSIFICATION CAN OPTIMIZE THE WEIGHTED STANDARD DEVIATIONS TO MAXIMIZE RETURNS FOR A
GIVEN LEVEL OF RISK.

FEATURES AND PRACTICAL APPLICATIONS

FEATURES oF UsING WEIGHTED AVERAGE STANDARD DEVIATIONS

- SIMPLICITY: EASY TO COMPUTE, ESPECIALLY WHEN SECURITIES ARE UNCORRELATED.

- INTUITIVE RISk BREAKDOWN: HIGHLIGHTS THE CONTRIBUTION OF EACH SECURITY TO OVERALL RISK.

- FOUNDATION FOR PORTFOLIO OPTIMIZATION: SERVES AS A STARTING POINT FOR MORE COMPLEX MODELS CONSIDERING
COVARIANCE.

APPLICATIONS IN PORTFOLIO MANAGEMENT

- Risk ASSESSMENT: QUANTIFIES HOW INDIVIDUAL SECURITIES INFLUENCE OVERALL VOLATILITY.
- ASSET ALLOCATION DECISIONS: GUIDES HOW TO WEIGHT SECURITIES TO BALANCE RISK AND RETURN.
- PERFORMANCE BENCHMARKING: COMPARES RISK-ADJUSTED RETURNS ACROSS PORTFOLIOS.



ADVANTAGES AND DISADVANTAGES OF THE APPROACH

Pros

- TRANSPARENCY: CLEAR UNDERSTANDING OF HOW INDIVIDUAL SECURITIES IMPACT TOTAL RISK.
- EAsSE oF USE: STRAIGHTFORWARD CALCULATIONS SUITABLE FOR INITIAL ASSESSMENTS.
- FLExBILITY: CAN INCORPORATE COVARIANCE TO REFINE RISK ESTIMATES.

Cons

- OVERSIMPLIFICATION: ASSUMING UNCORRELATED SECURITIES CAN UNDERESTIMATE ACTUAL RISK.
- [GNorES NON-LINEAR RiIsks: DOES NOT ACCOUNT FOR TAIL RISKS OR EXTREME EVENTS.
- HisTorICAL DATA LIMITATIONS: PAST VOLATILITY MAY NOT PREDICT FUTURE RISK ACCURATELY.

CoMPARING THE WEIGHTED AVERAGE STANDARD DEVIATION METHOD WITH
OTHeR RISk MEASURES

V ARIANCE AND CoVARIANCE-BASED METHODS

THE MORE COMPREHENSIVE APPROACH CONSIDERS THE COV ARIANCE AMONG SECURITIES, LEADING TO A MORE ACCURATE RISK
ASSESSMENT THAN THE SIMPLE WEIGHTED AVERAGE OF INDIVIDUAL STANDARD DEVIATIONS.

VALUE AT Risk (VAR)

V AR ESTIMATES THE MAXIMUM EXPECTED LOSS OVER A GIVEN PERIOD AT A SPECIFIC CONFIDENCE LEVEL, CAPTURING TAIL RISKS
THAT STANDARD DEVIATION MAY MISS.

BETA AND SYSTEMATIC Risk

BETA MEASURES A SECURITY’S SENSITIVITY TO MARKET MOVEMENTS, FOCUSING ON SYSTEMATIC RISK RATHER THAN TOTAL RISK
CAPTURED BY STANDARD DEVIATION.

Risk-ADJUSTED PERFORMANCE METRICS

METRICS LIKE THE SHARPE RATIO INCORPORATE BOTH RETURN AND RISK (STANDARD DEVIATION), ENABLING BETTER EVALUATION
OF RISK-ADJUSTED PERFORMANCE.

ConNcrusioN; THe RoLE oF WEIGHTED AVERAGE STANDARD DEVIATIONS IN
Risk MANAGEMENT

THE CONCEPT THAT A PORTFOLIO’S RISK IS MEASURED BY THE WEIGHTED AVERAGE OF THE STANDARD DEVIATIONS OF THE



SECURITIES IN PLAYS A PIVOTAL ROLE IN UNDERSTANDING AND MANAGING INVESTMENT RISK. WHILE IT OFFERS A
STRAIGHTFORWARD AND INTUITIVE FRAMEWORK, ESPECIALLY WHEN SECURITIES ARE UNCORRELATED, IT IS OFTEN COMPLEMENTED
WITH COVARIANCE AND CORRELATION ANALYSES TO CAPTURE THE COMPLEX INTERACTIONS WITHIN A DIVERSIFIED PORTFOLIO.

THIS APPROACH EMPHASIZES THE IMPORTANCE OF DIVERSIFICATION, ILLUSTRATING HOW COMBINING SECURITIES WITH DIFFERENT
RISK PROFILES AND CORRELATIONS CAN REDUCE OVERALL PORTFOLIO VOLATILITY. HO\X/EVER, INVESTORS MUST REMAIN AW ARE
OF ITS LIMITATIONS, PARTICULARLY ITS ASSUMPTIONS ABOUT NORMALITY AND HISTORICAL DATA RELEVANCE.

IN PRACTICE, A NUANCED APPLICATION THAT COMBINES WEIGHTED STANDARD DEVIATIONS WITH OTHER RISK MEASURES—SUCH
AS COVARIANCE ANALYSIS, VALUE AT RISK, AND BETA—PROVIDES A MORE COMPREHENSIVE PICTURE OF PORTFOLIO RISK.
ULTIMATELY, MASTERING THIS CONCEPT ENABLES INVESTORS TO CONSTRUCT PORTFOLIOS ALIGNED WITH THEIR RISK APPETITE
AND INVESTMENT OBJECTIVES, FOSTERING MORE INFORMED AND EFFECTIVE DECISION-MAKING IN THE COMPLEX LANDSCAPE OF
FINANCIAL MARKETS.
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