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Abstract 

There are a number of models that are widely used in forming and managing portfolios of stocks. The 

traditional Markowitz model suggests some degree of diversification (approximately 30 stocks) as 

optimal. Others such as Warren Buffett suggest concentration of the portfolio in 3 to 10 stocks. This 

approach advocates doing research, developing a strong case for investment and following few 

investments with great care. The drawback with the traditional Markowitz model is that making an 

estimate of correlations based on past stock prices may not be right, because the future prices might move 

differently from past prices. The limitation of  the extremely concentrated portfolio is that if a few bets go 

wrong, one might grossly underperform the index. In this paper I propose extreme concentration whereby 

one invests relatively small sums in 200-300 companies. One needs to evaluate large number of 

companies, be roughly certain about 200-300 of them, invest heavily in some sectors and countries and 

avoid other sectors and countries totally. The advantage of this method is that one can quickly analyze 

companies since one doesn’t have to be right about all companies. This method could be highly robust 

and relatively uncomplicated. 
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There are a number of models that are currently in vogue pertaining to Portfolio Management. These 

models fall in a continuum between a concentrated portfolio comprising of 3 to 10 stocks and the 

traditional Markowitz Portfolio comprising of 30 stocks. In this paper I propose to extend this continuum 

by a very large degree, to a portfolio comprising of 200-300 companies. 

The problems with the Traditional Markowitz portfolio and the extreme concentrated one have been 

mentioned in the abstract. In this paper I propose the extreme diversification model wherein, about 0.3% 

to 0.5% of the portfolio is invested in a stock, which makes the total number of stocks in the portfolio to 

be 200-300. 

The rationale behind extreme diversification is that it is very difficult to be right in ones prediction about 

one particular stock. There is a huge amount of information for an analyst to evaluate, and there is also a 

large amount of news flow pertaining to a stock. Hence it is close to impossible for an analyst to claim 

with a high degree of confidence that a particular stock would do well, unless the analyst is privy to 

insider information, something which is illegal.  

Therefore one requires diversification. My studies show that the more diversification there is, the better. 

What are the problems with 30 stock diversification? The problem lies in the fact that a lot of promising 

companies, then are not invested in. In any economy there are a large number of attractive companies and 

if one restricts oneself to 30, then one misses out on many opportunities.  

Hence the more number of promising companies one invests in, the better. It is preferable because then 

out of the 200-300 companies, one might be wrong on 50 of them and still attain attractive portfolio 

returns. And being correct on all companies barring 50 is not difficult, because spotting promising 

companies is not a hard task if one evaluates the product or service the company offers to society.  

For a Global investor, to adopt this extreme portfolio diversification  approach, one needs to have a rough 

view of the attractiveness of different countries. Within a country, one needs to decide which sectors to 

invest in and which to avoid. For example in India, the Information Technology, Pharmaceuticals and 

FMCG Sectors are highly overvalued. Hence one would avoid these sectors completely. Similarly in 
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India, there are a number of attractive sectors such as Infrastructure, Solar and Wind Energy, Distilleries 

and Real Estate. One could decide to invest in these sectors. Once one  has identified the right sectors to 

invest in, one may Select a few or even all the companies of the sector to invest. For example in India, 

there are only a few hotels that are listed. One might invest in three or four of the best hotels. This way, 

one gets exposure to a large number of companies in a few select sectors and countries. 

The question then is, why 200-300. There is nothing sacrosanct about the number, one might invest in 

1,000 companies as well. But in an economy such as India, it is difficult to find 1,000 companies that are 

attractive to invest in. 

The question also is, how much to invest in a stock. My studies show that it is best to invest equal sums of 

money in all the stocks. That way, it is easy to evaluate performance. It is also easy to calculate taxes and 

brokerage. Most of all, it prevents one from transacting needlessly and incurring brokerage and taxes. 

So, to sum up, considering the drawbacks of the traditional portfolio management approaches, I propose 

the extreme diversification method which could enable one to beat the index theoretically (because an 

index contains all varieties of stock while the extreme diversification approach invests in a few sectors). 

Areas of future research: Extending this idea to corporate bond and government security portfolios. 
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