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A thorough grasp of the variables influencing portfolio performance is
necessary given the significance of investment portfolio management
in the face of shifting financial market dynamics. This study uses a
method called the Systematic Literature Review (SLR) approach with
an emphasis on Prefered Reporting Item for Systematic Review and
Meta-Analysis (PRISMA) 2020, which has not been discovered in prior
research on the same issue. The study highlights the importance of
ratios like Sharpe, Treynor, Jensen, and Sortino in assessing investment
portfolio success. It also highlights the impact of non-financial
variables like household preferences on performance. Return is crucial,
and diversification can lower risk and boost returns. The study

Perf
R‘:; c;;mance emphasizes the use of Value-at-Risk (VaR) for dynamic risk evaluation.
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1. INTRODUCTION

The importance of investment
portfolio management is increasing along
with the changing dynamics of financial
markets. Clear and relevant methods for
dividing returns into activities that make up
the investment management process, such as
investment policy, timing markets, and
selection of collateral, are needed to
distinguish investment liability and measure
performance contributions.

Researchers provide a simple
framework based on passive portfolios, a
reference that indicates the asset classes
planned to be used over the long term,
weighed by their long-term allocation. The
returns generated from these "investment

politics” portfolios are compared to the actual
returns generated from investment policies
and market timing [1].

Government and  development
policies depend on portfolio investment.
Studies on the determination of portfolio
investments have been conducted in a variety
of contexts. A thorough review of the relevant
literature on portfolio investing can provide
valuable insight into the reasons for portfolio
investing. For example, research has
investigated how sovereign bonds and
portfolio allocations in affect the systematic
risk and portfolio investment of Kenyan
rescue [2]. Other studies have investigated
private investments and found factors
influencing investment decisions and the
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added value generated by private investor
portfolio companies. The determinants of
social environment disclosure have also been
studied by several studies. It becomes more
important for investors to assess the
company's performance [3], [4].

Investors, both individual and
institutional, face the challenge of optimizing
the performance of their portfolios in order to
best achieve their investment goals. A
portfolio's performance, which serves as a
gauge of how well investment goals are met,
is impacted by a number of intricate and
shifting variables [5], [6]

A multitude of factors may influence
the performance of a portfolio, depending on
the type of investment made. A study on the
factors influencing stock fund performance,
for example, revealed that, while market
timing has a major negative influence on stock
fund performance, stock manager ability to
choose stocks has a positive and considerable
impact on stock fund performance. Further
research into the factors influencing foreign
direct investment reveals that labour force
participation and exports have an impact on
FDI. Furthermore, considerations such as
profitability, user-friendliness, and security
assurances impact investors' willingness to
invest in fintech financing platforms [7], [8].

Risk, return, diversity, asset
allocation, economic circumstances, and
fluctuations in the global investment climate
are all elements that influence the
performance of investment portfolios [9]-[12].
As the two primary components of investing,
risk and return, they are critical in
determining investment
Additionally, proper asset allocation and
diversification—the distribution of assets

returns.

across many asset classes—are key
components in risk management and
achieving predicted returns [13].

Portfolio performance may be greatly
influenced not only by internal difficulties,
but also by changes in global investment
policy and the status of the global economy.
Investors may face challenges such as altering
political environments, fluctuating interest
rates, and market volatility [12], [14].

Making sensible investment decisions
consequently necessitates a full
understanding of the aspects that influence
the performance of investment portfolios.
This research seeks to examine and explain
these elements in order to enable practitioners
and academics working with investment
portfolios better understand them and
manage their portfolios effectively and
efficiently

This study is expected to provide a
more thorough knowledge of how investment
decisions may be made by taking these
variables into consideration by identifying
and assessing the factors that influence the
performance of an investment portfolio. The
findings of this study are expected to greatly
enhance the theory and practice of investment
portfolio management, as well as serve as a
platform for future advancements in
investment decision-making.

2. METHODS

Systematic Literature Reviews (SLR)
may synthesize current knowledge in an area,
allowing future research objectives to be
identified. They can also address topics that
individual research cannot, indicate
difficulties with significant studies that
should be addressed in upcoming
investigations, and build or evaluate ideas
about the origins or processes of phenomena
[15].

To ensure systematic reviews are
useful to users, authors should compile
transparent, complete, and accurate reports
on why they conduct reviews, what they do
(such as how to identify and select studies),
and what they find (such as contributing
study characteristics and meta-analysis
results) [15]. This systematic literature review
is based on the Prefered Reporting Item for
Systematic ~ Review  and  Meta-Analysis
(PRISMA). PRISMA 2020 is intended for use
in systematic reviews that include synthesis
(such as paired meta-analyses or other
statistical synthesis methods) or do not
include synthesis (for example, because only
one eligible study was identified) [15].
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This literature review data collection
method uses Publish or Persih (PoP) version
8., by selecting international journals in the
Google Scholar and Scopus databases with the
keywords "Investment Protfolio
Performance" and "Risk Investment'. The
literature contained in the database can be
useful for research on Determinants of
Investment Protfolio Performance. Using the
search phrase, 42 articles were identified, with
inclusion criteria including (1) Articles in

English; (2) Relevance to the topic studied;
and (3) Full articles only. While the exclusion
criteria used include (1) Non-expert website
articles; (2) Non-scientific articles; and (3) Not
relevant to the topic.

The next stage includes the
refinement of the article in preparation for
systematic observation. The above strategies
ranging from search results to inclusion and
exclusion criteria are presented in Figure 1.

Identification of studies via databases and registers
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Figure 1. PRISMA Flow: Data Extraction Procedure
Source: Data processing results (2023)

Vol. 02, No. 02, January 2024, pp. 149 - 155



The Eastasouth Management and Business (ESMB)

3 152

3. RESULTS AND DISCUSSION

This research focuses on exploring
what factors can affect portfolio investment
performance. Investment portfolio
performance refers to the evaluation of how
well an investment portfolio has performed
over a period of time. It is a measure of the
return generated by a portfolio relative to the
risk taken. Various performance measures can
be used to assess the performance of an
investment portfolio, such as the Sharpe
Ratio, Treynor Ratio, Jensen Ratio, and
Sortino Ratio [16]-[18]. Evaluating portfolio
performance is important for individual
investors and the economy as a whole, can
help investors make informed decisions about
their investments and contribute to efficient
capital allocation [19].

Research  [16]  Discusses the
evaluation of household investment portfolio
performance by exploring household
preferences  expressed through utility
functions. Traditional performance measures
such as CAPM may not accurately reflect
household preferences. So suggest using a
measure such as the General Sharpe Ratio or
modified beta.

The study [12] analyzed portfolios in
Latin American stock indices for the period
2002-2014. The results showed no negative
correlation, but also no entirely positive
relationship between the different indices.
The highest correlation was 0.86 between the
United States and Europe, while the lowest
was between Colombia and Chile with a value
of 0.44. The conclusion of his research is that
the stock markets with higher correlation
(greater financial integration) are America
and Europe, followed by Mexico and
America, as well as Brazil and Mexico.

Expansion of investment portfolio
performance appraisal model based on Value-
at-Risk using time series approach [10]. Value-
at-Risk (VaR) is a method used to measure
financial risk. The time series approach in the
context of VaR involves analyzing the
historical or changing value of an asset or
portfolio over time to assess the extent to
which that value may fluctuate over a given
period with a certain degree of confidence.

Portfolio optimisation strategies can
be used to discover the best investment
portfolio composition. It comprises selecting
different
combinations that provide the highest return
for a certain level of risk [17]. The appropriate
portfolio may fluctuate
depending on variables such as risk tolerance
and market circumstances. According to one
study, in order for DP-PLN to have an
optimum portfolio, it should invest more in
bonds, real estate, and buildings while
lowering its holdings in mutual funds, stocks,
savings accounts, and time deposits [18].
Diversification helps balance risk and reward

investment instrument

composition

in portfolio development by investing in
fewer connected asset types, according to
another study [11].

A thorough analysis of the risk and
return characteristics of various assets, in
general, should serve as the foundation for
designing an investment portfolio for
optimum returns. The study's findings [18]
revealed the best portfolio composition,
which comprised an increase in bond
investments (59.84%) and land and building
(20.00%), as well as an 11.30% return and
3.77% risk. - Reduce stock and mutual fund
investments to 0%, savings and time deposits
to 1.25%, and direct investments to 3.91%,
while maintaining the SBN composition at
15.00%. - Treynor (0.06%), Jensen (0.02%), and
Positive Sharpe (1.44%).

Portfolio tangency is the concept of
constructing the best portfolio feasible by
maximizing the Sharpe ratio, which
represents the portfolio's risk-adjusted return.
It is a fundamental part of contemporary
portfolio theory and is predicated on the
notion that, given a certain degree of risk,
investors need to seek to maximize returns. A
tangency portfolio, which is a collection of
portfolios that deliver the maximum returns
for a given degree of risk, is created by mixing
risky and risk-free assets in such a way that
the portfolio falls on the efficient frontier.
Investors can maximize profits for a given
level of risk or minimize risk for a given level
of return by identifying a tangency portfolio.
Numerous research publications have
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examined and implemented this idea,
including those written (2017) and [18], [9].

Risk

Numerous risk variables impact an
investment portfolio's success. Risk is the
unpredictability brought on by changes in the
value of an investment. Attempts to quantify
and control risk in order to keep it within an
investor's risk tolerance are known as risk
management. Since various investors have
varying levels of risk tolerance, one crucial
component is the investor's level of risk
aversion [16]. Systematic risk, or hazards that
are inherent in the market as a whole and
cannot be diversified, is another consideration
[20] The overall sharpe ratio and market beta
are two metrics used to quantify this risk [16].

Furthermore, some risks, such as
those unique to a firm or the sector, may have
an impact on portfolio performance.
Additional risk concerns include interest rate
risk, currency risk, and geopolitical risk.
These characteristics may affect volatility and
portfolio outcomes[12]. Investors should
consider and manage these risk variables
while developing and managing their
investment portfolios.

Return

Return measures how much an
investment's value has risen or decreased over
time. Returns can be stated as a percentage of
the initial value of the investment or as face
value. The performance of an investment
portfolio is heavily determined by return. The
returns generated by an investment portfolio
are used to evaluate its performance [16].
Return refers to the income or cash flow
received by investors from their assets, which
includes dividends, interest, and capital gains
[12]. A good return signifies profitable
performance of the portfolio, whereas a
negative return denotes underperformance
[21]. A number of variables, such as market
circumstances, asset allocation, and portfolio
makeup, affect investment portfolio
performance [18]. Investing diversification
and portfolio optimisation allow investors to
target both risk management and return
maximisation [19].

Race

Numerous ratios can impact an
investment portfolio's success. It is customary
to utilise the Treynor, Jensen, and Sharpe
ratios to assess portfolio performance. A
greater ratio denotes superior performance
when comparing a portfolio's excess return to
its overall risk, as measured by the Sharpe
ratio [16].

A metric called the Generalised
Sharpe Ratio (GSR) is used to rank mutual
funds according to past performance and
assess the usefulness of investments [16]. It
may be applied in two situations: first, when
the rate of return on the portfolio is not
normally distributed; and second, when
assessing the performance of investments
from the standpoint of investors who have
consistent levels of absolute risk aversion [17].
Normally undistributed returns may be
utilised to determine GSR by adjusting the
Sharpe Ratio to reflect the investor's desired
utility [18] The Sharpe ratio, on the other
hand, computes the amount of excess return
achieved against each unit of total risk by
dividing the average excess return by the
standard deviation [19]. It is used to assess
portfolio performance and determine if it
beats risk-free assets.

The Treynor ratio, on the other hand,
assesses the excess of a portfolio's return
above its risk using beta as a proxy for
systematic risk [17]. The Treynor ratio is a
performance indicator used to determine how
much a portfolio's excess returns exceed
systematic or market risk. It is calculated by
dividing the portfolio's excess return by the
beta, which indicates how sensitive the
portfolio's returns are to changes in the
market's returns. Treynor ratios are especially
useful in well-diversified portfolios since they
account for risks that diversification cannot
entirely eliminate. It is one of three often used
performance ratios, along with the Jensen and
Sharpe ratios. The Jensen ratio accounts for
the difference between the portfolio risk
premium and the market risk premium,
whereas the Sharpe ratio assesses the
portfolio's total risk [17], [19].

The Jensen Ratio [18] is used to
compare excess portfolio returns based on the
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Capital Asset Price Model (CAPM) to
expected returns. This ratio reveals how
successfully portfolio results relate to the
amount of risk absorbed. To influence
portfolio performance, investors should focus
on components such as asset allocation,
diversification, and risk management
approaches[19]. Investors may attempt to
improve the performance of their investment
portfolio by actively managing risk and
changing the makeup of the portfolio.

Diversification

Diversification is an important factor
that determines the performance of an
investing portfolio. Markowitz's Modern
Portfolio Theory emphasises the benefits of
diversification in decreasing risk and
increasing returns. This means that investors
may achieve a better risk-reward balance by
diversifying their assets across asset classes,
industries, and categories [12]. International
diversification minimises correlations while
increasing diversification benefits by allowing
stock markets and country economies to
evolve concurrently and non-synchronously.
[18]. Furthermore, asset allocation is an
important aspect of diversification. The
benefits of diversification can be enhanced by
allocating funds among various assets based
on industry classifications and expected
returns [20]. Furthermore, it has been
established  that
institutional ownership have a large and
positive impact on portfolio performance [22].
Diversification via international asset
allocation and investment may help investors
improve the performance of their portfolios
by decreasing risk and increasing returns.

diversification and

Investment Asset Allocation

Risk aversion, diversification, and
investment instrument selection are all
elements that influence the asset allocation
performance of an investment portfolio. Risk
aversion is an investor's preference for low-
risk investments, and it can influence how
assets are distributed within a portfolio [16].
Furthermore, diversification is critical since it
reduces overall volatility and helps spread
risk across a number of assets [12]. Portfolio
performance is also affected by the financial

instruments used, such as bonds, mutual
funds, and shares. The asset allocation among
multiple instruments, each of which has a
distinct level of risk and return, can have an
influence on the overall performance of a
portfolio [17], [18].

4. CONCLUSION

This study highlights the various
factors that influence the profitability of
investment portfolios, including risk, ratio,
return, variety, and portfolio allocation.
Performance evaluation is crucial for
investors to make informed decisions. Key
performance metrics include Treynor, Jensen,
Sortino, and Sharpe ratios, which provide a
comprehensive view of portfolio
performance.  Traditional = performance
indicators like CAPM may not accurately
represent household preferences, so metrics
like the Generalised Sharpe Ratio (GSR) or
modified beta are recommended.
Understanding the linkages between Latin
American stock indexes can help make more
successful asset allocation decisions. The
paper also discusses the use of Value-at-Risk
(VaR)-based time series models for analyzing
investment portfolio performance. The study
emphasizes the importance of an optimum
portfolio composition for optimal results,
requiring risk management, asset allocation,
and diversification strategies.

Recommendation

Based on the statistics presented
above, many recommendations may be made.
First, models for measuring the success of
investment portfolios that account for
household preferences and return non-
linearity are expected to offer a more accurate
picture of performance. Second, given the
multiple cross-market links, investors and
portfolio  managers should  consider
increasing the global diversification of their
holdings. Third, combining a time series
technique with Value-at-Risk (VaR) may
improve the dynamic nature of financial risk
management. Using VaR methodologies,
investors may better detect and manage
changes in portfolio value. Fourth, in order to
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get the greatest results, investors should
carefully review the composition of their

allocation strategies. Fifth, by combining
performance ratios such as the Treynor,

portfolio,  taking into account risk Jensen, and Sharpe ratios, a full picture of
management, diversification, and asset portfolio performance may be generated
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