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Financial Planning Senes: Article 2 of 3

Asset
Allocation

Fitness experts advocate life style changes for sustained
good health. Fad diets may be a short-term fix at best,
they warn. That is so true about financial planning as
well. Having a saving and investment plan that is align-
ed to what can be done over a long term is a great way
to implement & financial plan.
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The diet and exercize plan for
invesiments s called asset al-
location. it tells you how you
should apporion your inves-
tments across various invest-
ment options. If you are saving
for retirement and would like
your savings 1o giow over a
lang period of time, you will
allocate a higher proportion to
equity instruments.
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If fruits help you Eeep lean,
they alzo keep you hungry; if
sanrosas make you feel good,
they aleo add to calories. Cho-
osing fram various oplions is
ahvays a Drade-ofl, Some im.
eztments have a very low risk,
like zay & public provident fu-
md, but feature a 1%-year per-
ind. Some invesimanis may
provide a higher return and
liquidity like equily, but may
be nisky over shorl perniods,
There iz no ideal investment
that is low risk, high return and

very liquid. They have not still

found the die pill that neads
no workouls,

Various investment optionz ha-
vir thelr own history of perform-
amce, and information albow
whal o expect s widely avai-
lable. Just as imformation a kot
the hasics of the various food
groups = known. We Enoes thait
equity may provide a long-run
return of 15%-20% and that
debt instruments may provide
about 8%-10% and 20 on. We
can use this basic information
toanchoraur allocations.
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Who does not cheat on a diet
plan, yielding fo temptation?
So do investars move aeay
from theair allocations. If stocks
are up 35% in a year, they are
templed to put more and more
in equity, to make that gain,
Such changes fo their invest-
ment patierns as tactical. They
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Cluestion
i an investment features a

high returm it s likely 10 also
femtu re

Answer
A high risk
B. higgh licpuicivy
C. high tax liabiliny
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nead 1o ravarl to the original
allecation, to keep to their go-
als. If cheating ondiet becomes
a daily routine, there will obwi-
ously be no progress on the
fitneszgoals,

To make an asset allocation pl-
an iz to have a programme for
im plementing our financial go-
alg, This needs 1o be done with
an en'e on linancial goals, and
not merely immediate gains.
Az our goals change, we will
nieed to review and revise the
Man, a5 we will see next week.
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DID YOU KNOW?

Should | chooze betweesn
equity and debt? Can | not
have both?

Yoz, that iz what assei allo-
cation is about, If your goal
niskds @ higher growth than
what your favoured debt in-
strumeant can provide, you
nesd 10 add some equity 10
your portfolio. You may be
able 1o increase your yield,
withowt taking too much of
sk o B ity

Haw much should be left in
the bank for sudden neads?

= advocated that evary plan
must allow at least 3 months
of imcome, to be available for
raady w=e, if there iz an amear-
(ency. Such amouwnts can be
kept in savings accounts or in

ghort term deposits that can
kh-a draswn at short notice.
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