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A portfolio construction concept that 

aims to maximise the expected return 

for a given level of risk. 

What is Modern Portfolio Theory?



Key Principles of MPT

 

 

 

 

 

Diversification

Risk and Return Trade-off

Risk Assessment

Correlation of Assets

Efficient Frontier



The Efficient Frontier in Theory
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Risk / Volatility

• Each dot representing 
a portfolio of assets

• Those closest to the 
Efficient Frontier have 
the potential to 
deliver the highest 
return for a given 
level of risk



Criticism of MPT

Risk
Measurement 

Ignore Shortfall 
Risk

Assume static 
correlations

Output being skewed 
by certain 

assets/products



• Illiquid Assets and 
Smoothed funds do not 
reflect the actual volatility of 
underlying assets.

 

• Lower perceived volatility 
results in optimisers 
over-exposing certain 
assets.

Output being skewed by certain assets/products



The Efficient Frontier in Reality



The Efficient Frontier in Reality



Timeline Planning is a product of Timelineapp Tech Limited. Registered in England. RC: 11405676. Timeline Portfolios (formerly 
Betafolio Ltd) is part of Timeline Holdings Limited (Company number 13266210) incorporated under the laws of England and Wales, 
and operates under the wholly owned regulated subsidiary Timeline Portfolios (Company number 11557205), which is authorised and 
regulated by the Financial Conduct Authority (firm reference number 840807).

This document has been created for information purposes only and has been compiled from sources believed to be reliable. None of 
Timeline, its directors, officers or employees accepts liability for any loss arising from the use hereof or reliance hereon or for any act 
or omission by any such person, or makes any representations as to its accuracy and completeness. This document does not 
constitute an offer or solicitation to invest, it is not advice or a personal recommendation nor does it take into account the particular 
investment objectives, financial situation or needs of individual clients and it is recommended that you seek advice concerning 
suitability from your investment adviser.

Investors are warned that past performance is not necessarily a guide to future performance, income is not guaranteed, share prices 
may go up or down and you may not get back the original capital invested. The value of your investment may also rise or fall due to 
changes in tax rates and rates of exchange if different to the currency in which you measure your wealth.
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