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Return measurement of a portfolio

Abstract: Portfolio values at different points in time are the basis for measuring the return of a
portfolio. In this presentation, we give an introduction into the analytics of return measurement.
The time weighted rate of return (TWR) reflects the return generated by the portfolio manager
whereas the money weighted rate (MWR) of return takes the client’s perspective into account.
The difference of TWR and MWR measures the impact to the return by the timing of the
portfolio’s external cash flows.
Portfolio Analytics is concerned with identifying the sources of the portfolio return.
Decomposing the return is not a unique process.  We present and interpret different possibilities
for decomposing the return. The relevance of the theory is illustrated by an application to a
balanced portfolio, i.e. a portfolio that invests in cash, equities and bonds.
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