How to visualize the risk structures of the financial markets?
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Abstract
As a tenet in investment, diversification may be the most important guideline for the practitioners and researchers. To construct a well diversified portfolio and explore the structures of the markets, the following steps are suggested. First, a universe of attainable assets should be specified. Next, a measure for the distances between pairs of assets is established. Finally, with multidimensional scaling techniques a market map can be formed as a visualization tool to investigate adequacies of asset allocation and the risk structure of the markets. Simple diversification strategies then can be built based on the map. Empirical results on several major markets also revealed the effectiveness of this approach.
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