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Based on the capitai market theory, diversification deems

necessary since it can reduce a portfolio risk. The risk of a portfolio of

risky assets can be different from the risk of an individual risky asset. The

opportunity set of investments depends on the correlation coefficient of

each pair of assets included. Portfolio managers should take into account

the importance of reducing a portfolio risk, given the leve! of expected

return whether or not foreign assets are included in such a portfolio.
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3.1 Sharpe’s Index
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