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CREATING A PORTFOLIO OF FINANCIAL PAYMENT 

OBLIGATIONS IN TERMS OF TODAY’S RISKS  

 

 Economic risk is a risk arising in the field of economic relations, 

that is, relations that occur when buying / selling goods or services on 

the market. 

 All risk researchers outline that every business activity shall be 

carried out in order to achieve ultimate success, therefore, success 

and risk are inseparable notions. Investment risks usually arise in 

case there is a possibility of loss or profit failure in the course of 

implementing investment projects. Depending on the peculiarities of 

project implementation, as well as the ways of fund raising, such risks 

may be divided into the following groups: credit risks (arising at the 
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first stage of the project); entrepreneurial risks (related to the second 

stage of the project); extreme risks.  

 At the first stage of implementing an investment project, funds 

are invested in different assets, the purchase of working capital, and 

the construction of facilities, whereas at the second stage, investors 

expect to receive their funds back.  

 Scholars distinguish the following first stage risks: the risk of 

technical errors in the project; the risks associated with inappropriate 

paperwork; the risk of increasing the estimate due to changes in 

construction.  

 At the second stage, the project payback may not be ensured due 

to a range of unfavorable impacts.  

 A financial transaction may be referred to as an economic 

operation, whose initial and final stages have a monetary value, and 

whose purpose lies in maximizing its income (or any other financial 

indicator). If the outcome of this type of transaction is impossible to 

predict, it is called a risky transaction. The examples of financial 

schemes that can eliminate or limit the risk of a financial transaction 

include insurance, buying options, buying futures, and creating an 

optimal portfolio of securities. All these schemes are called hedging.  

 Every investor creates a portfolio of financial instruments so as to 

protect himself from possible risks. There are two main kinds of risks 

- unsystematic and systematic ones and, accordingly, two main ways 

to manage them. Unsystematic risks belong to individual financial 

instruments or their groups and can be optimized by diversifying the 

investment portfolio. If the risks of individual financial instruments are 

highly correlated with each other (systematic risks), diversification 

does not produce the desired effect, as it only leads to risk averaging. 

Therefore, it is necessary to pay particular attention to risk factors, as 

well as to create a portfolio in the way it could be neutral to changes 

in certain factors, for example, to make a portfolio of financial 

instruments insensitive to changes in the volatility of the price of the 

underlying asset. This approach to risk management, which allows 
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eliminating or limiting the risk of a financial transaction, is referred to 

as hedging or immunization.  

 If an investor wants to gain higher profits, he / she is supposed to 

take risks. When creating an investment portfolio, it is important to 

determine to what extent this portfolio can be subject to each of the 

financial risks. Consequently, it is natural that to create a portfolio 

with the maximum return is essential. At the same time, an investor 

should take into account stock exchange restrictions on transactions. 

These include restrictions imposed by regulators, tax authorities, and 

appropriate support for portfolio instruments. Obviously, the 

necessary apparatus for creating an investment portfolio relies on 

mathematical programming methods [1-4].  

 Here is a typical example of complete elimination of a financial 

transaction risk. The Creditor lends X amount of money, while the 

Debtor gives the Creditor a written obligation to return the money 

with the addition of a fixed interest r. To secure the payment, the 

Debtor pledges real estate (a house) that belongs to him / her. The 

situation seems to be risk-free, since the Creditor can recover the 

debt through the court. In fact, the risk remains because the house 

may be destroyed due to a natural calamity (fire, flood), and the 

Debtor will appear to be insolvent.  

 In order to avoid this sort of risk, the Creditor buys an insurance 

policy V, which guarantees the payment (in case of fire) of the sum 

insured. The latter will reimburse the risk with a certain interest. 

Hereby, there are two options: either the fire will occur or it will not. 

Here is how insurance may provide the effectiveness of the deposit. If 

x is debt, and (X-x) is the policy cost, then the amount X is 

distributed as follows:  

 

Suppose, there will be no fire or any other natural calamity. In this 

case, the effectiveness of the contribution for the Creditor, calculated 

as the profit from operations, is 
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If the force majeure situation occurs, the contribution efficiency R2 

will equal to the difference between the insurance indemnity V and 

the invested amount X: 

 

where  is the ratio of the insurance indemnity to the policy 

price. Let us determine the debt  so that , that is,  

 

 

 Conclusion: the hedging scheme that has been calculated with the 

application of the above formula does not suggest any risk. In both 

cases, the efficiency of the contribution is the same:  

 

It is essential that the principle of hedging with the cost of buying 

an insurance policy is typical for the stock market. Specific insurance 

policies used in the stock market include options and futures. 
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