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MUST
HAVES
IN YOUR

Investment Portfolio
A

well-maintained investment por olio is vital to anyone's
success. The concept is to not put all your eggs in one basket.
This helps mi gate risk and increase your overall return on
investments.
That said, here are seven must-haves in your investment por olio:

1

LIQUID FUNDS

Let's start with the most commonly ignored op on – Liquid Funds and
Ultra-short Debt Funds. Savvy investors are good at inves ng in Equity,
Debt and other investment op ons. But they o en miss taking
advantage of their liquid cash lying idle in bank accounts. By taking
advantage of a Liquid Fund, you can easily earn more return than a bank
account and also ensure it is available for emergencies. Bank accounts,
in contrast, o en make cash too accessible for unwanted expenditures.

2

INDEX FUNDS

If you had invested in the Sensex 10 years ago, your investments would
have jumped 160%. However, this is easier said than done. For starters,
Sensex is an index – not an asset that you can buy. To mimic the Sensex,
you will have to buy the 30 stocks that form the index in the exact weight
and rebalance this por olio every now and then. While doing this, you
may incur high transac on and brokerage charges. Instead, you can
simply opt for an Index Fund. This is a Mutual Fund that replicates the
Sensex and other benchmark indices. This way, you can save on me,
eﬀort as well as lower your costs. This is because Index funds have a
lower management fee, assuring a low expense ra o.

3

ETFs

Exchange-Traded Funds (ETFs) are Mutual Funds that you can trade on
the exchange like a stock. Most common ETFs in India are the Index ETFs
and Gold ETFs. Index ETFs are an alterna ve to Index Funds. The biggest
beneﬁt is the ease by which you can buy and sell these on the exchange.
Thus, with a single ETF, you gain access to a hundred stocks, allowing
you to invest in broad categories. This is another way to take advantage
of the rise in benchmark indices like Sensex and Ni y without having to
form a por olio that mimics the indices.

4

BONDS

Unless you are to see a worldwide re-pricing of interest rates overnight,

bonds are never likely to crash like equity. This level of certainty is rare in
other asset classes. That's why bonds are o en considered almost riskfree. Of course, this only applies to certain types of bonds. You can look at
the bond's ra ng to measure their risk. All said and done, you can hedge
your por olio against market vola lity by inves ng in bonds. You can also
consider adding Debt Funds to your por olio, instead of directly
purchasing Bonds, to give your por olio a downside protec on.

5

STOCKS

There are many experienced investors in India. However, a common
problem with such investors is their general aversion to stock market
inves ng, which is o en considered a gamble. That said, stocks are a
must-have in almost every por olio, even if it is in a small propor on. This
is how investors can beat inﬂa on over the long term. Equity has
outperformed other investment asset classes over a long me in India
and the globe.

6

INSURANCE

You invest to earn money from your money. This is to help you meet
diﬀerent goals in life, like funding your post-re rement life or your child's
educa on. One of the goals in life is to protect your family a er you are
gone. To meet this goal, it is important to invest in an insurance policy.
While it is not considered a tradi onal investment and more of
protec on, insurance is a must-have in your por olio. Not just life
insurance, but also ensure you get a good medical insurance policy in
your por olio. This oﬀers dual beneﬁts – protec on as well as tax savings.
The returns from your policy do not suﬀer on any interest, dividend or
capital gain un l you withdraw your proceeds.

7

GOLD

One of the oldest assets in human history,
gold is an asset class that comes handy
during economic uncertain es.
At mes when the markets and
currencies are vola le, gold assures
safety. However, it could be a good
idea to focus more on Gold Funds
and ETFs rather than physical gold.
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sset alloca on is a strategy by which an investor or
investment advisor manages a por olio in certain pa ern
and maintains that percentages (%) of alloca on in desired
asset classes and reviews it at intervals and reallocates once the
decided alloca on changes. The asset classes includes stocks, bonds,
mutual funds, real estate, gold, other commodi es, etc.
For example, an investor maintains a 60:40 por olio, wherein 60% of
the assets are allocated towards stocks and remaining 40% towards
bonds. For the purpose of simplicity, we have taken these two
alloca ons.
The logic behind the asset alloca on process revolves around the
diversiﬁca on of risk. Stocks are more vola le in nature as compared
to bonds. Stock vola lity many a mes makes investors slightly
uncomfortable with their investments. Bonds typically being less
vola le, they o en move in opposite direc on over shorter periods
thereby oﬀse ng por olio vola lity even more.
The discomfort that is associated with the stocks por olio, is one of
the reasons, why investors choose to diversify their por olio
alloca on in order to reduce por olio vola lity. One major reason for
this diversiﬁca on is their emo onal or behavioural reac ons towards
the vola lity of the por olio and their corresponding impact on the
por olio's performance. For example, a er the recent Bloody Friday
on the Brexit event, if there would be any novice investor, who is not
well versed with the vola lity of the stock market and would have
invested in the recent month, a er seeing the stock market going
down by 1000 pts in intra-day and later closing for the day by -600 pts.
That investor would have become uncomfortable with his por olio
and may have thought of ge ng out of the investments looking at the
nega ve por olio values.
Moreover, a er markets have fallen and market prices are depressed,
nega ve sen ment abounds and many investors cut their losses and
move to the sidelines.
Unfortunately, these reac ons occur a er markets have already
moved and the typical result is a buy high/sell low strategy. This is a
recipe for dismal investment performance. In this light, reducing the
vola lity of the por olio by diversifying the por olio can avoid the
emo onal reac ons of the investors and avoid the tempta ons of
reshuﬄing the por olios at regular intervals (which instead of helping
spoils the por olio strategy) and in turn dampening the por olio
performance.
Asset alloca on strategies vary in mul ple dimensions. The ﬁrst
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and most obvious varia on related to how much (if any) to allocate to
various asset classes. In general, investors with longer me horizons
and higher risk take ability will allocate higher percentages to stocks
and equity mutual funds.
The percentage alloca ons can be sta c or dynamic through the me.
Generally investors prefer sta c asset alloca on and s ck to it through
ups and downs of the market vola lity. Other investor prefer an
approach whereby they specify ranges instead of precise levels. This
allows their investment managers to exploit tac cal strategies to take
advantage of poten al market opportuni es.
Another important detail relates to how o en asset alloca ons are
brought back within their required ranges. Many investors follow a
me-based approach whereby alloca on are adjusted, may be
quarterly or annually. Other investors follow thresholds or buﬀers to
trigger rebalancing.
The beneﬁts of asset alloca on is diversiﬁca on. By diversiﬁca on we
are trying to reduce the risk level of the por olio. However, the real
price that the investors pay for diversifying their por olios via asset
alloca on strategies is not. Over a long term investment horizon,
equi es have outperformed bonds and most expect (including) the
case going forward too.
So it is very important for the investors to understand their risk taking
capability and appe te and accordingly trust their investment advisor
and invest accordingly. As they
say, “In inves ng, what is
comfortable is rarely........
proﬁtable.”
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