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Abstract 

Purpose: The purpose of this study is to assess the influence 

of asset allocation practices on the financial performance of 
investment firms trading at NSE 

Methodology: This study adopted a positivist philosophy 

and a correlational research design to examine the influence 

of firm-specific factors on the financial performance of 63 

investment firms listed at the Nairobi Securities Exchange 

(NSE) from 2014 to 2023. A census approach was used, and 

data was collected from secondary sources, including NSE, 

CBK, and KNBS. Panel regression models analyzed the 

relationships between asset allocation, portfolio 

diversification, corporate governance, and risk management, 

with diagnostic tests ensuring data reliability. The 

moderating effect of ownership structures was also 

evaluated, and findings were presented using statistical 

analysis tools like SPSS. Tables and Figures were also used 
to present the data. 

Findings: The study found that investment firms at the NSE 

allocated an average of 22.35 billion to bonds, 3.40 billion 

to money markets, and 25.86 billion to stocks, with 

significant variability in bond and stock investments. 

Regression analysis revealed a positive relationship between 

asset allocation and Return on Assets (ROA), with a 

coefficient of 0.0484 and an R-squared value of 0.3978, 

explaining 39.78% of ROA variance. A similar positive 

relationship was found with Return on Equity (ROE), with a 

higher coefficient of 0.3119 and an R-squared value of 

0.3614, explaining 36.14% of ROE variance. The composite 

financial performance measure also showed a positive 

influence from asset allocation, with a coefficient of 0.1802 

and an R-squared value of 0.3912, explaining 39.12% of the 

variance in financial performance. This supports modern 

portfolio theory suggesting that diversification improves 

profitability and aligns with shareholder interests by 

optimizing returns and managing risk. Overall, well-

strategized asset allocation was found to contribute 

positively to the firms' financial performance. 

Unique Contribution to Theory, Practice and Policy: The 

study findings revealed that effective asset management 

practices significantly influenced the financial performance 

of investment firms trading at the NSE. To capitalize on this, 

firms should refine their asset management strategies by 

optimizing asset allocation to balance risk and return 
effectively. 

Keywords: Asset Allocation, Financial Performance, 
Investment Firms, Securities Exchange (SE) 
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INTRODUCTION  

Investment firms operate in complex financial environments influenced by market structures, 

economic conditions, and investment strategies (Adarkwar & Malonaes, 2022). In the USA, firms 

achieve better financial outcomes by diversifying across multiple asset classes, including stocks, 

bonds, and real estate (Hull, 2021). Similarly, NSE-listed investment firms adopt diversified 

portfolios, as shown by Oduor (2019), who found that Kenyan firms allocate investments across 

domestic and foreign markets to hedge against local market risks. The Nigerian and Kenyan stock 

markets share structural similarities, including high volatility, limited liquidity, and reliance on 

emerging investment products (Joseph & Adelegan, 2023). Nigerian firms, due to unpredictable 

cash flows, allocate a substantial portion of assets to working capital, which is comparable to 

Kenyan firms prioritizing liquidity in response to market fluctuations (Oduor, 2019). However, 

South African firms tend to focus on long-term investment strategies, benefiting from a more 

developed financial market and deeper capital reserves (SAICA, 2020), whereas Kenyan firms 

balance between short-term liquidity needs and long-term capital growth. 

Despite these comparative insights, there is limited research specifically analyzing how asset 

allocation strategies influence financial performance among NSE-listed investment firms. This 

study aims to bridge this gap by examining how investment firms trading at NSE in Kenya 

optimize asset allocation practices such as stocks, bonds, and alternative investments to enhance 

financial performance.  

Statement of the Problem  

The financial performance of NSE-listed investment firms has shown notable fluctuations over the 

past five years, with Return on Assets (ROA) declining from 5.2% in 2018 to 3.1% in 2020 before 

partially recovering to 4.5% in 2022. One of the primary causes of this instability is economic 

downturns, particularly the COVID-19 pandemic in 2020, which led to reduced investor 

confidence, liquidity constraints, and lower asset returns, resulting in the lowest profitability 

recorded in the period. Additionally, market volatility due to fluctuating interest rates, foreign 

exchange risks, and capital market uncertainty has affected investment firms’ asset portfolios, 

leading to unpredictable revenue streams. Beyond external economic pressures, regulatory 

changes have also played a role in shaping profitability. Increased capital requirements, 

compliance costs, and policy adjustments by the Capital Markets Authority (CMA) have imposed 

financial burdens on investment firms, affecting their ability to optimize returns. Firm-specific 

factors such as governance quality, liquidity management, and firm size have further contributed 

to performance variations (Chen & Mahmood, 2020; Kiragu & Namusonge, 2017). However, the 

role of asset allocation strategiies in mitigating financial risks remains underexplored, 

underscoring the need for this study to analyze how asset allocation strategies can enhance 

financial stability for NSE-listed investment firms. 

LITERATURE REVIEW  

Theoretical Framework  

The Modern Diversification Theory, introduced by Markowitz in 1952, revolutionized finance by 

emphasizing portfolio construction to optimize risk-return balance. The theory suggests that the 
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performance of assets should not be viewed in isolation but in relation to their contribution to the 

overall portfolio, where diversification—by combining assets with low or negative correlations—

reduces risk without sacrificing returns (Markowitz, 1952).  Modern Portfolio Theory (MPT) is 

particularly relevant to investment firms at the Nairobi Securities Exchange (NSE) as it helps 

explain the risk-return trade-offs in asset allocation strategies. NSE-listed investment firms operate 

in a volatile financial environment, influenced by interest rate fluctuations, market liquidity 

constraints, and macroeconomic uncertainties. By applying MPT principles, these firms can 

construct efficient portfolios that maximize returns while minimizing unsystematic risk through 

diversification across equities, bonds, real estate, and money markets (Markowitz, 1952). 

A key concept of MPT—the efficient frontier—guides NSE investment firms in selecting 

portfolios that provide the highest expected return for a given risk level. Firms that over-

concentrate in equities may experience higher volatility, whereas those that incorporate fixed-

income securities and alternative investments can reduce unsystematic risk without sacrificing 

returns (Sharpe, 1964). The distinction between systematic and unsystematic risk is also crucial in 

the NSE context, as firms must hedge against market-wide risks (e.g., inflation, exchange rate 

fluctuations) while managing firm-specific risks through strategic asset allocation (Lintner & 

Mossin, 1966). 

Additionally, quantitative risk management tools, such as variance, standard deviation, and Value 

at Risk (VaR), which are integral to MPT applications, help NSE investment firms assess portfolio 

volatility and optimize asset allocation (Sharpe, 1964). Although critics argue that MPT 

oversimplifies market movements, it remains fundamental in structuring investment strategies that 

ensure stability and resilience for NSE-listed firms (Mandelbrot, 1963; Fama & French, 1992). 

This study applies MPT to evaluate how asset allocation practices influences financial 

performance among NSE investment firms, offering insights into optimal asset allocation 

strategies that align with Kenya’s evolving investment landscape. 

Empirical Review  

Several studies have explored the impact of bond investments on the financial performance of 

firms, particularly focusing on green bonds, corporate bonds, and diversification strategies. Yeow 

and Ng (2021) investigated the effect of green bonds on the environmental and financial 

performance of corporations. The study, using data from 2015 to 2019, compared green bond 

issuers with conventional bond issuers using propensity score matching and difference-in-

difference methods. The findings indicated that green bonds improved environmental performance 

but did not show a significant impact on financial performance unless certified by third parties. 

The researchers highlighted the issue of "greenwashing," where companies exploit the popularity 

of green finance without delivering substantial environmental or financial benefits. While this 

study highlights the growing importance of sustainable finance, it does not explore how NSE-listed 

investment firms integrate green bonds into their portfolios to balance sustainability and returns. 

In contrast, Ngunjiri (2022) focused on the financial performance of banks and investment firms 

listed on the Nairobi Securities Exchange (NSE) after issuing green bonds. The study found that 

green revenue bonds, project bonds, and proceeds bonds had a positive and significant effect on 

the financial performance of these firms, while securitized bonds had a negative effect. The 
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research also indicated that interest rates moderated the impact of green bonds on financial 

performance, enhancing the explanatory power of the financial structure by 5%. However, it does 

not comprehensively analyze how bond portfolio diversification interacts with other asset classes 

in shaping financial performance. 

Kenga, Banafa, and Ali (2021) examined the effect of bond investment diversification on the 

financial outcomes of retirement benefit schemes in Kenya. Their study revealed that diversifying 

investments in bonds had a significant positive impact on the financial performance of these 

schemes. The research also found that foreign exchange rates played a moderating role in this 

relationship. While relevant, the study does not explore how investment firms at the NSE use bond 

diversification strategies to hedge against market volatility. This study aims to fill this gap by 

evaluating how bond allocations within NSE-listed investment firms contribute to financial 

resilience and long-term growth. 

 Similarly, Jabar et al. (2021) investigated corporate bonds in Nigeria, finding that issuing 

corporate bonds significantly improved the return on assets (ROA) of publicly listed 

manufacturing companies. The researchers recommended that companies in Nigeria consider 

issuing corporate bonds to enhance financial performance. However, the manufacturing context 

differs from NSE investment firms, which have unique risk exposures and liquidity considerations. 

This study will specifically assess how corporate bond allocations within investment firms at the 

NSE affect overall firm performance. 

Kibati et al. (2018) explored the impact of corporate bond investments on the financial 

performance of commercial banks in Kenya. Their study indicated that trading in corporate bonds 

significantly affected the banks’ return on assets. The findings suggested that commercial banks 

should increase their investments in corporate bonds to enhance profitability, despite their slightly 

lower returns compared to other sources of income like loans. The role of money markets in 

influencing the liquidity and financial performance of companies has also been a subject of 

research.  

Isibor et al. (2016) examined the impact of money market instruments on the liquidity of Nigerian 

banks between 2005 and 2014. The study found that working capital and profitability significantly 

influenced the effectiveness of money market instruments. The researchers recommended 

improved monitoring and regulation of market participants to enhance the efficiency of money 

markets. However, it does not address how firms balance money market investments with other 

asset classes to optimize returns.  

In a similar vein, Okoyan and Eze (2021) studied the relationship between money market 

instruments and the performance of Nigeria's capital market using data from 1981 to 2018. The 

study found that trading in Treasury Bills (TB) and commercial papers negatively impacted the 

market capitalization of the Nigerian capital market, while bankers' acceptance had a positive 

effect. These findings suggest that while some money market instruments may adversely affect the 

capital market, others can foster positive performance. However, it does not address how firms 

balance money market investments with other asset classes to optimize returns. 

The effect of stocks on corporate financial performance has also been widely studied, particularly 

in the context of governance, financial ratios, and market listing. Kurniati (2019) examined the 
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relationship between effective corporate governance, stock returns, and financial performance. The 

study revealed a significant but negative relationship between corporate governance and stock 

returns, with stock returns positively affecting financial performance and company value. While 

this study highlights the complexity of stock market performance, it does not directly address how 

investment firms use stock diversification to manage financial risks at the NSE. 

Sukesti et al. (2021) explored the impact of financial ratios—Debt Equity Ratio (DER), Net Profit 

Margin (NPM), and company size—on stock prices in Indonesia. The study found that DER had 

a negative impact on return on assets (ROA) but a positive influence on stock prices. In contrast, 

NPM positively affected both ROA and stock prices, while company size had a positive effect on 

ROA but no impact on stock prices. ROA acted as a mediator between DER and stock prices, and 

between NPM and stock prices. This study provides insights into how financial ratios influence 

stock market outcomes, but it does not assess how investment firms at the NSE adjust their stock 

allocations to maximize financial stability and growth. 

Kurgat (2017) analyzed the effect of stock market listing on the financial performance of 

companies listed on the Nairobi Securities Exchange (NSE). The study found that being listed on 

the stock exchange had varying effects on profitability ratios, with some improving and others 

deteriorating post-listing. This suggests that the impact of stock listing on financial performance 

is complex and depends on factors such as industry, company size, and management practices. 

Research Gaps  

Research on the influence of asset allocation practices (bonds, money markets, and stocks) on the 

financial performance of investment firms trading at the Nairobi Securities Exchange (NSE) has 

made significant strides, but several gaps remain. First, while studies have explored the impact of 

bonds and green bonds on financial performance (e.g., Ngunjiri, 2022), there is limited research 

specifically examining how various types of bonds influence investment firms' performance at the 

NSE. Additionally, the role of money market instruments, such as Treasury Bills and commercial 

papers, remains underexplored within the Kenyan context. Existing studies, like those of Okoyan 

and Eze (2021), have focused more broadly on the capital markets, without isolating their impact 

on investment firms at the NSE. Furthermore, while the relationship between stock investments 

and performance is well-documented (e.g., Kurniati, 2019), there is a lack of research addressing 

the synergistic effects of combined asset allocations (bonds, stocks, and money markets) on 

financial performance.  

METHODOLOGY  

In order to investigate the impact of firm-specific characteristics on the financial performance of 

investment businesses listed at the Nairobi Securities Exchange (NSE), the research relied on 

empirical observation and embraced a positivist mindset. Panel data from 2014–2023 was gathered 

using a correlational research approach from secondary sources such NSE, CBK, and KNBS. The 

63 investment businesses that made up the target population were covered thoroughly and without 

sampling error thanks to a census technique.  Data analysis used panel regression models to look 

at how corporate governance, risk management procedures, portfolio diversification, and asset 

allocation relate to each other. Diagnostic tests that confirmed the dependability of the data 

included Hausman, normality, heteroscedasticity, and autocorrelation. Additionally evaluated was 
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the moderating influence of ownership arrangements on these connections. Variable associations 

were assessed by direction and strength using Pearson correlation analysis. SPSS Version 27 

supported data analysis, and regression models were used to illustrate the results. The method was 

in line with the study's objective of methodically assessing the financial performance and 

corporate-specific procedures. 

RESULTS  

Descriptive Results for Asset Allocation Strategies 

Investment firms, on average, allocated ksh. 22.35 billion to bonds. This allocation exhibited 

considerable variability, with a standard deviation of 12.10 billion. The minimum allocation was 

relatively low at ksh. 1.75 billion, while the maximum reached ksh. 60 billion. This wide range 

indicated that some firms made significant investments in bonds, while others allocated 

substantially less, reflecting diverse investment strategies in fixed-income assets. In contrast, the 

average allocation to money market instruments was ksh. 3.40 billion. The standard deviation for 

this category was lower, at ksh. 1.24 billion, suggesting less variability in the amount firms 

invested in money markets compared to bonds. The minimum allocation was ksh. 1.16 billion, and 

the maximum was ksh. 7.80 billion. Although there was some variation, the overall investment in 

money market instruments was smaller compared to bonds and stocks, highlighting their relatively 

minor role in the firms' portfolios. Stocks received the highest average allocation at ksh. 25.86 

billion. The standard deviation for stock investments was ksh. 11.29 billion, reflecting significant 

variation among firms. With a minimum allocation of ksh. 7.42 billion and a maximum of ksh. 

73.59 billion, the data illustrated a broad range of stock investments. This suggested that while 

some firms heavily invested in stocks, others allocated less, resulting in substantial differences in 

stock allocations across firms. Thus, the findings indicated that investment firms at the NSE 

emphasized stock investments more than bonds or money market instruments. Bonds were also a 

significant component of their portfolios, though with greater variability. Money market 

investments, on the other hand, constituted a smaller and more stable part of the asset allocation, 

reflecting the firms' varied investment strategies and risk appetites. 

Table 1: Descriptive Results for Asset Allocation Strategies 

Variable 

(billions) 

Obs Mean Std. Dev Min Max 

Bonds 530 22.35346 12.10145 1.752 60 

Money market 530 3.401372 1.243506 1.15976 7.796237 

Stocks  530 25.86466 11.29455 7.41636 73.59 

Trend Analysis of Asset Allocation Strategies 

Asset allocation strategies was represented by three indicators, stocks, bonds and money market. 

The asset allocation strategies of 53 firms from 2014 to 2023 revealed four key trends. The bonds 

trend showed how firms adjusted their bond holdings across the 10 years. The money market trend 

indicated that firms focused on liquidity and short-term stability, stocks trend captured how firms’ 

investors invested in shares and profitability. Lastly, the composite asset allocation trend provided 
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a comprehensive overview of how these firms balanced their assets, blending bonds, money market 

instruments, and stocks to optimize risk and return over the decade. 

The trend analysis of asset allocation to stocks among investment firms trading at the Nairobi 

Securities Exchange (NSE) from 2014 to 2023 showed a consistent upward trend, indicating a 

growing preference for stocks as a significant component of investment portfolios. In 2014, the 

allocation to stocks was valued at ksh. 19.64 billion, gradually increasing to ksh. 21.73 billion in 

2015 and ksh. 21.97 billion in 2016. A more noticeable increase occurred in 2017, reaching ksh. 

25.55 billion, followed by a slight decrease to 25.35 billion in 2018. However, the allocation 

rebounded to ksh. 22.22 billion in 2019 and slightly increased to ksh. 22.27 billion in 2020. The 

most substantial growth was observed from 2021 to 2023, where allocations jumped significantly 

from ksh. 31.86 billion in 2021 to ksh. 32.89 billion in 2022, and further to ksh. 35.15 billion in 

2023. This trend indicates a strong inclination among investment firms towards equity 

investments, reflecting confidence in stock market performance over the years, especially in the 

latter period. 

 

Figure 1: Trend Analysis for Stocks per Year 

In 2014, the allocation to bonds was 16.49 billion, which slightly decreased to 16.32 billion in 

2015. However, this decline was short-lived, as bond allocations rose to ksh. 18.73 billion in 2016 

and ksh. 18.93 billion in 2017, indicating growing confidence in fixed-income securities. The most 

significant increase occurred in 2018, with allocations surging to ksh. 22.83 billion, reflecting a 

strong preference for bonds as a safer investment during this period. Despite a slight dip to 19.71 

billion in 2019, bond allocations quickly recovered, reaching ksh. 24.99 billion in 2020. The 

upward trend continued in the subsequent years, with allocations rising to 27.78 billion in 2021, 

ksh. 28.69 billion in 2022, and finally peaking at khs. 29.04 billion in 2023. The steady increase 

in bond investments reflects the firms' strategic shift towards balancing their assets with a mix of 

growth-oriented stocks and stable, income-generating bonds. 
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Figure 2: Trend Analysis for Bonds per Year 

In 2014, the allocation to the money market was ksh. 5.65 billion, the highest in the period under 

review. However, this amount dropped significantly to ksh. 3.67 billion in 2015 and continued to 

decrease to ksh. 3.19 billion in 2016. From 2017 to 2019, the trend remained relatively stable, with 

minor fluctuations: ksh. 3.33 billion in 2017, ksh. 3.14 billion in 2018, and ksh. 2.85 billion in 

2019. Although there was a slight uptick in 2020, with allocations increasing to ksh. 3.4 billion, 

the trend reverted to a downward trajectory in the subsequent years, with allocations declining to 

3 billion in 2021 and reaching their lowest points of ksh. 2.87 billion in 2022 and ksh. 2.88 billion 

in 2023. This declining trend suggested that investment firms have increasingly moved away from 

money market instruments, due to their lower returns compared to stocks and bonds. The 

consistent reduction in allocations to the money market also reflected a strategic shift towards 

higher-yielding investments, as firms sought to enhance their overall financial performance by 

reallocating funds from lower-yielding, short-term investments to more lucrative long-term assets. 
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Figure 3: Trend Analysis of Money Market Assets per Year 

Relationship between Asset Allocation Strategies and Financial Performance 

The study sought to investigate the relationship between asset allocation strategies, specifically 

focusing on stocks, bonds, and money market instruments, and the financial performance of 

investment firms trading at the NSE. The models evaluated the influence of asset allocation on 

three financial performance indicators: ROA, ROE, and a composite financial performance 

measure that averaged ROA and ROE. In Model 1, the coefficient for asset allocation strategies 

was positive at 0.0484099, indicating that the allocation of assets to stocks, bonds, and money 

markets positively influenced ROA. This finding suggested that effective asset allocation 

contributed to higher profitability as measured by ROA, implying that firms that strategically 

diversified their investments were able to utilize their assets more efficiently, leading to better 

financial outcomes. The R-squared value of 0.3978 indicated that approximately 39.78% of the 

variance in ROA could be explained by the asset allocation strategies employed by the firms. The 

F-statistic for this model was 348.86, with a p-value of 0.0000, demonstrating the statistical 

significance of the relationship between asset allocation and ROA. The findings are consisted with 

the Modern Portfolio Theory (MPT), which posits that diversification across various asset classes 

can optimize a portfolio's risk-return trade-off (Markowitz, 1952).  

Model 2 focused on the relationship between asset allocation strategies and ROE. The coefficient 

for asset allocation in this model was higher than in the ROA model, at 0.3119436. This significant 

coefficient suggested that asset allocation had a more pronounced impact on equity returns, 

indicating that strategic allocation decisions not only improved asset utilization but also enhanced 

shareholder value. The R-squared value of 0.3614 indicates that 36.14% of the variance in ROE 

was explained by the asset allocation strategies. The F-statistic was 298.75, with a p-value of 0.000, 

confirming the model's statistical significance. These findings align with the Agency Theory, 

which emphasizes the relationship between principals (shareholders) and agents (managers) 

(Jensen & Meckling, 1976). Effective asset allocation is seen as a management strategy to align 
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with shareholder interests by optimizing returns on equity (Yeow & Ng, 2021). When firms 

diversify their portfolios into various asset classes, they not only mitigate risk but also enhance 

their potential for generating returns that exceed the cost of capital, thereby increasing ROE. The 

positive relationship observed between asset allocation and ROE in this study is consistent with 

Sukesti et al. (2021) research, as it suggested that managers who diversify investments were better 

able to fulfill their fiduciary duties to shareholders by maximizing equity returns. 

Model 3 analyzed the relationship between asset allocation strategies and a composite financial 

performance measure, which was an average of ROA and ROE. The coefficient for asset allocation 

in this model was 0.1801768, which lies between the coefficients observed in the ROA and ROE 

models. This result indicates that asset allocation strategies had a balanced impact on overall 

financial performance, enhancing both asset utilization and shareholder returns. The R-squared 

value of 0.3912 suggests that 39.12% of the variance in composite financial performance could be 

explained by asset allocation strategies. The F-statistic for this model was 339.32, with a p-value 

of 0.000, confirming the statistical significance of the relationship. The findings resonate with the 

Isibor et al. (2016) who asserted that market participants learn and adapt their strategies based on 

past experiences and market conditions. The gradual shift towards diversified asset allocation in 

response to changing market dynamics explain the positive impact on composite financial 

performance. 

Table 2: Relationship between Asset Allocation Strategies and Financial Performance 

Model 

Model 

1(ROA) 

Model 

2(ROE) 

Model 3 

(Composite Financial Performance  ) 

Asset Allocation  .0484099 .3119436 .1801768 

_Cons 0.3068138 2.31318 1.310997 

Number of obs 530 530 530 

F 348.86 298.75 339.32 

Prob > F 0.0000 0.000 0.000 

R-squared 0.3978 0.3614 0.3912 

T  149.2981 6825.36051 10.723 

DoF 529 529 529 

Therefore, the hypothesis was; H01: Asset Management Practices have no significant influence on 

Financial Performance of Investment Firms Trading at the NSE 

The hypothesis H01, was rejected. The results of the study demonstrated statistically significant 

positive coefficients for asset allocation strategies across all models: ROA (0.0484099), ROE 

(0.3119436), and composite financial performance (0.1801768). The R-squared values indicated 

that asset allocation strategies explained a substantial portion of the variance in financial 

performance, with F-statistics showing strong significance (p-value = 0.0000). These findings 

confirm that asset allocation practices, specifically the allocation of assets among stocks, bonds, 

and money markets, significantly influence the financial performance of investment firms at the 

NSE, thus rejecting the null hypothesis. 
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SUMMARY, CONCLUSION AND RECOMMENDATIONS  

Summary 

The study evaluated the influence of asset allocation strategies on the financial performance of 

investment firms trading at the NSE. Descriptive findings revealed that firms prioritized stock 

investments, averaging ksh. 25.86 billion with significant variability, followed by bonds at ksh. 

22.35 billion, and money markets at ksh.3.40 billion, which showed minimal variability and a 

stable role. Regression analysis confirmed that asset allocation positively impacted financial 

performance, with coefficients of 0.0484 (ROA), 0.3119 (ROE), and 0.1802 (composite 

performance), explaining 39.78%, 36.14%, and 39.12% of variance, respectively. These 

relationships were statistically significant and aligned with Modern Portfolio Theory and Agency 

Theory, emphasizing the benefits of diversification and strategic financial management. 

Correlation analysis further showed strong positive relationships between asset allocation 

strategies and financial performance metrics, as well as with portfolio diversification, corporate 

governance, and risk management practices. These findings were consistent with prior studies 

(e.g., Sukesti et al., 2021; Ngunjiri, 2022), which emphasized the importance of diversification in 

optimizing returns. However, contrasting results from Yeow and Ng (2021) highlighted the 

nuanced impact of specific asset types, such as green bonds, depending on market dynamics and 

maturity. 

Conclusion 

The study explored how asset allocation strategies affect the financial performance of investment 

firms at the NSE. It found that firms invested significantly in stocks, followed by bonds, with 

money market instruments playing a minor role. The analysis showed that effective asset allocation 

positively influenced financial performance, enhancing both asset utilization and shareholder 

returns. This supports theories suggesting that diversification improves profitability and aligns 

with shareholder interests by optimizing returns and managing risk. Overall, well-strategized asset 

allocation was found to contribute positively to the firms' financial performance. 

Recommendations 

The study findings support Modern Portfolio Theory (MPT) and Capital Asset Pricing Model 

(CAPM) by demonstrating that effective asset management and diversification enhance financial 

performance among NSE-listed investment firms. To optimize risk-return balance, firms should 

adopt strategic asset allocation models like Mean-Variance Optimization (MVO) and integrate risk 

management tools such as Value at Risk (VaR) and Monte Carlo simulations. Automated portfolio 

rebalancing using platforms like Bloomberg Terminal ensures dynamic adjustments to market 

fluctuations. Additionally, firms should apply factor investing strategies (e.g., Fama-French 

Model) to identify high-performing securities and use liquidity management techniques like cash 

flow matching for financial stability. These strategies align with financial theories, enabling firms 

to enhance returns while mitigating risk. 
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