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Abstract: This paper examines diversification as an effective risk-reduction and long-term performance strategy. Al-
though the phrase "not putting all eggs in one basket" is familiar, many investors continue to doubt the effectiveness of
diversification in contemporary, volatile markets.

The research employs a quantitative method to analyses various asset classes over the last two years, using risk and
return metrics that account for standard deviation and beta. By applying diversified portfolios with concentrated holdings
through diversification, investors can balance risk and reward for their investments. Risk mitigation influences diversifica-
tion, asset allocation, and hedging, thereby limiting exposure to volatility against systemic risk. Diversifying investments
across assets, industries, and geographic areas, and applying derivatives enables the management of uncertainty and
minimization of financial losses. Risk mitigation is a conceptual model and an applied approach to risk control that
facilitates robust portfolios and guarantees long-term stability in turbulent markets, as emphasized in this paper.
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1. Introduction

Investment decisions are intrinsically linked to risk, and suc-
cessfully managing this risk has consistently been a problem
for both investors and portfolio managers. In volatile, uncer-
tain, and interdependent financial markets, the necessity for
organized methodologies to mitigate risk while ensuring satis-
factory returns becomes increasingly critical. Diversification,
the allocation of investments across many assets to mitigate
exposure to a singular risk source, is one of the most successful
and commonly employed strategies for risk reduction.

The primary justification for diversification is based on
the premise that assets do not fluctuate in perfect correlation.
When one asset class falters, another may excel, thereby stabi-
lizing the portfolio’s overall performance. Investing in many
asset classes, including equities, bonds, and commodities, en-
ables investors to mitigate unsystematic risk associated with
specific securities or sectors.

This study examines the quantitative relationship between
diversification and portfolio performance. The analysis centers
on assessing the performance of diversified portfolios relative
to non-diversified or concentrated portfolios, employing risk-
adjusted performance indicators such as the Sharpe Ratio, Beta,
and Standard Deviation. The study seeks to experimentally
evaluate if diversity effectively reduces risk without substan-
tially diminishing rewards.

Objectives

• To analyses the impact of diversification on portfolio risk
and return using quantitative techniques.

• To compare the performance of diversified and non-
diversified portfolios based on statistical indicators such
as Sharpe Ratio, Beta, and Standard Deviation.

• To examine the correlation between various asset classes
and their influence on the level of risk mitigation.
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2. Literature Review

Dziuba et al. (2022) examined international portfolio diversifi-
cation using clustering techniques and found that spreading
investments across global markets significantly improves the
risk-return trade-off while reducing overall portfolio volatility.

Mehta and Yang (2022) emphasized the importance of maxi-
mum diversification strategies based on Value-at-Risk (VaR),
concluding that such approaches are more effective at manag-
ing extreme risks than traditional variance-based models.

Smith and Lee (2023) proposed a hybrid risk-return diversi-
fication model, demonstrating that combining risk-based and
return-based approaches yields superior portfolio performance.

Chen et al. (2025) highlighted the growing importance of
ESG-based diversification, showing that incorporating environ-
mental, social, and governance factors into investment portfo-
lios enhances stability and reduces volatility during uncertain
market conditions.

Huang et al. (2025) demonstrated that diversified portfolios
outperform concentrated investments during financial crises,
significantly reducing downside risk.

2.1. Theoretical Foundations of Diversification

Diversification was initially presented and theoretically codi-
fied by Harry Markowitz in his 1952 work, Modern Portfolio
Theory (MPT).Markowitz illustrated that an investor can create
an efficient portfolio that maximizes returns for a given level
of risk by combining assets with low or negative correlations.
This represented a substantial progression in financial theory,
transitioning the emphasis from individual asset performance
to the comprehensive portfolio risk-return trade-off.

Subsequently, Sharpe (1964), Lintner (1965), and Mossin
(1966) formulated the Capital Asset Pricing Model (CAPM),
which introduced the notions of systematic and unsystematic
risk. The Capital Asset Pricing Model (CAPM) posits that diver-
sification can eliminate unsystematic risk, but cannot mitigate
systematic risk, which is inherent to the entire market. The
Efficient Frontier, a fundamental concept in Modern Portfolio
Theory, delineates the set of optimal portfolios that offer the
highest expected return for each level of risk.

2.2. Empirical Evidence Regarding Diversification and
Risk Mitigation

Initial empirical research corroborated Markowitz’s theoretical
claims. Evans and Archer (1968) discovered that maintaining
a portfolio of roughly 10 to 15 stocks substantially mitigates
unsystematic risk. Subsequently, Elton and Gruber (1977) de-
termined that the advantages of diversity persist until approxi-
mately 30 securities are attained, beyond which incremental
benefits decline. The principle of "diminishing returns to di-
versification" has informed actual portfolio construction since
then.

Statman (1987) enhanced this understanding by demon-
strating that even larger portfolios (50–100 stocks) could yield
additional, if minimal, diversification benefits. Goetzmann and
Kumar (2008) investigated investor behavior and discovered
that several individual investors frequently under-diversify
due to overconfidence or familiarity bias, resulting in inferior

portfolio performance.
Recent research indicates that asset correlations, market

conditions, and economic cycles significantly influence the effi-
cacy of diversification. In times of financial crisis or systemic
stress, asset correlations typically increase, diminishing the
advantages of diversification. Longin and Solnik (2001) found
that international correlations rise during market declines, sug-
gesting that global diversification may offer limited protection
during volatile periods.

2.3. Contemporary Viewpoints and Evaluations

Traditional diversification models emphasize variance reduc-
tion, whereas contemporary research promotes risk-based and
factor-based diversification strategies. Choueifaty and Coignard
(2008) proposed the Diversification Ratio, highlighting the need
to assess diversification based on the risk contribution of each
asset rather than merely the number of holdings. Clarke, de
Silva, and Thorley (2011) similarly presentedminimum-variance
portfolios that attain diversification independent of projected
returns.

Critics contend that excessive diversification may lead to
over-diversification, in which the inclusion of too many as-
sets may diminish potential returns without a corresponding
reduction in risk. Bali, Cakici, and Levy (2008) observed that
portfolios containing an excessive number of securities tend to
exhibit index-like behavior, thereby diminishing the benefits
of active management.

In emerging markets such as India, Bekaert and Harvey
(2002) and Chakrabarti & Roll (2015) discovered that diversifica-
tion across sectors and asset classes can yield significant advan-
tages due to diminished correlations and enhanced growth po-
tential. Nonetheless, they warned that as markets increasingly
merge worldwide, the advantages of foreign diversification
may wane with time.

2.4. Summary of Literature

Overall, literature consistently affirms that diversification re-
mains an effective tool for reducing unsystematic risk and
stabilizing returns. The extent of advantage is contingent on
factors such as asset correlation, portfolio composition, market
volatility, and the economic backdrop. Despite a comprehensive
study, there persists a necessity to empirically assess the quan-
titative effects of diversification in modern markets, especially
given the growing accessibility of novel financial instruments
and cross-market data.

3. Research Methodology

A total of 52 respondents participated in the study. Among
them, 20 participants 38.5% were male, and 32 participants
61.5% were female. This indicates that female respondents
constituted a majority of the sample. The gender distribution
suggests a higher level of female participation than male.
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Figure 1: Gender.

Table 1: Current Ratio
Frequency Percent Valid Percent Cumulative Percent

Male 20 38.5 38.5 38.5

Female 32 61.5 61.5 100

Total 52 100 100.0

A total of 52 respondents participated in the study. Among
them, 20 participants 38.5% were male, and 32 participants
61.5% were female. This indicates that female respondents
constituted a majority of the sample. The gender distribution
suggests a higher level of female participation than male.

Table 2: WPYTIPATE
Frequency Percent Valid Per-

cent
Cumulative
Percent

0 2 3.8 3.8 3.8
1 28 53.8 53.8 57.7
2 11 21.2 21.2 78.8
3 6 11.5 11.5 90.4
4 4 7.7 7.7 98.1
5 1 1.9 1.9 100.0

Valid

Above
80% of
total

52 100.0 100.0

A total of 52 respondents provided information regarding
the percentage they typically allocate toward investments. The
results reveal that more than half of the participants (28; 53.8%)
allocate only 1% of their funds toward investment activities.
Additionally, 11 (21.2%) respondents allocate 2%, and 6 (11.5%)
allocate 3%. A smaller portion reported investment allocations
of 4% (7.7%), and only one respondent (1.9%) reported allocating
more than 80% of their funds.

These findings indicate that the majority of respondents
allocate only small proportions of their available financial re-
sources, suggesting low investment intensity among partici-
pants.

Figure 2: HFRYIP.

Figure 3: WPYTIPATE.

Table 3: HFRYIP
Frequency Percent Valid Per-

cent
Cumulative
Percent

0–20% 28 53.8 53.8 53.8
21–40% 3 5.8 5.8 59.6
41–60% 10 19.2 19.2 78.8
61–80% 3 5.8 5.8 84.6
Above
80%

8 15.4 15.4 100.0
Valid

Total 52 100.0 100.0

A total of 52 respondents indicated the proportion of their
income allocated toward investments. The results show that
more than half of the participants (28; 53.8%) invest only 0–20%
of their income, indicating a relatively low investment com-
mitment. A further 10 respondents (19.2%) invest between 41%
and 60%, whereas eight respondents (15.4%) reported investing
more than 80% of their income. Very few allocate 21–40% (5.8%)
or 61–80% (5.8%).

Overall, the distribution suggests that while the majority
maintain conservative investment behavior, a notable minority
exhibits very high levels of income investment (above 80%),
reflecting a mixed but polarized investment strategy among
the respondents.

Figure 4: HFRYIP.

The majority of respondents (35, 67.3%) reported relying on self-
research while making investment decisions. A smaller portion
used financial advisors (7; 13.5%) and online tools (4; 7.7%). Peer
suggestions (1; 1.9%) were the least-preferred decision-making
source, while 9.6% (n = 5) indicated other sources.

These results highlight self-directed decision-making
among most investors in the sample.
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Table 4: HMYID
Frequency Percent Valid

Per-
cent

Cumulative Per-
cent

Self-
research

35 67.3 67.3 67.3

Financial
Advisor

7 13.5 13.5 80.8

Peer
Sugges-
tions

1 1.9 1.9 82.7

Online
Tools

4 7.7 7.7 90.4

Others 5 9.6 9.6 100.0

Valid

Total 52 100.0 100.0

Figure 5: HFRYIP.

Table 5: HMYID
Frequency Percent Valid Per-

cent
Cumulative
Percent

Valid 1, 2 1 1.9 1.9 1.9
1, 2, 3 1 1.9 1.9 3.8
1, 2, 3, 4, 5 1 1.9 1.9 5.8
1, 2, 3, 4, 5, 6 6 11.5 11.5 17.3
1, 2, 3, 4, 5, 6,
7

5 9.6 9.6 26.9

1, 2, 3, 5 1 1.9 1.9 28.8
1, 2, 4 1 1.9 1.9 30.8
1, 2, 4, 5 1 1.9 1.9 32.7
1, 2, 5, 6 1 1.9 1.9 34.6
1. 3 5.8 5.8 40.4
2, 5 2 3.8 3.8 44.2
2, 5, 6 2 3.8 3.8 48.1
2. 4 7.7 7.7 55.8
3. 1 1.9 1.9 57.7
4. 3 5.8 5.8 63.5
5, 6 1 1.9 1.9 65.4
5. 6 11.5 11.5 76.9
6. 1 1.9 1.9 78.8
7. 11 21.2 21.2 100.0
Total 52 100.0 100.0

A multiple-response question was used to identify factors in-
fluencing respondents’ investment decisions. The results indi-
cated high variability in the combination of influencing factors,
suggesting that investors often consider multiple factors simul-
taneously rather than relying on a single determinant. Among
the respondents, the most frequent response pattern included
all seven listed factors (n = 11; 21.2%), followed by selection
of factors 1 and 2 only (n = 6; 11.5%), and selection of factor 5
alone (n = 6; 11.5%). Several other combinations were reported,
but with lower frequencies ( 9.6%).

Overall, the findings suggest that investment decisions are
multi factorial, with respondents often integrating diverse con-
siderations rather than depending on a single investment crite-
rion.

Table 6: Chi Square test frequencies
Observed N Expected N Residential

1 52 52 0

Toatl 52𝑎

Table 7: Chi Square test frequencies
Observed N Expected N Residual

Self-research 35 10.4 24.6

Financial Advisor 7 10.4 -3.4

Peer Suggestions 1 10.4 -9.4

Online Tools 4 10.4 -6.4

Others 5 10.4 -5.4

Total 52

Table 8: Test Statistics
HMYID

Chi-Square 74.538a

df 4

Asymp. Sig. .000

• 0 cells (0.0%) have expected frequencies less than 5.
• The minimum expected cell frequency is 10.4.

Hypotheses

• 𝐻0 (Null Hypothesis): There is no significant difference
in the frequency of various investment decision sources
among respondents.

• 𝐻1 (Alternative Hypothesis): There is a significant dif-
ference in the frequency of various investment decision
sources

Table 9: Chi Square test frequencies
Statistic Value

𝜒2 74.538

df 4

p-value .000

A chi-square goodness-of-fit test was conducted to deter-
mine whether there were differences in the sources of informa-
tion used for investment decisions. The result was statistically
significant,

𝜒2 (4, 𝑁 = 52) = 74.54, 𝑝 ≤ .001 (1)

indicating that respondents differed significantly in their
preference for investment information sources.

Most respondents reported self-research as their primary
decision source (67.3%), which occurred more frequently than
expected, whereas reliance on peer suggestions and online tools
was less frequent.

Thus, the null hypothesis is rejected, and the results sup-
port that investment decisions are predominantly self-driven
among participants.
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4. Findings

• A majority of the respondents were female (61.5%), indi-
cating higher female participation in the study.

• The age variable showed no variation, as all respondents
fell under a single age category.

• Investors considered multiple factors simultaneously
while making investment decisions, indicating that in-
vestment behaviour is multifactorial.

• More than half of the respondents (53.8%) typically in-
vested only 1

• Over half of the respondents (53.8%) invested 0–20
• Self-research was the dominant source of investment
decision-making (67.3%), suggesting strong independent
and self-directed investment behaviour.

• Reliance on peer suggestions (1.9%) and online tools
(7.7%) was minimal, demonstrating limited dependence
on social or digital decision support.

• There was a statistically significant difference in the pref-
erence for investment decision sources,

• 𝜒2 (4, 𝑁 = 52) = 74.54, 𝑝 ≤ .001, leading to the rejection
of the null hypothesis.

• Findings indicate that although respondents are confi-
dent in making their own financial decisions, they still
allocate only a small proportion of their income and sav-
ings.
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