Vaccinate your portfolio

Maneesh Kumar

e have all met

someone who

claimed their

portfolio was do-
ing sreat—umnitil it wasn't. The
stories differ: market correc-
tion, aggressive trading, pick-
ing the wrong stock, getting
out too early, and so on. Your
portfolio needs several vacci-
nations to protect your port-
folio from the changing sea-
sons and vagaries of the mar-
ket, s0 that it's not reduced to
a feeble version of its healthy
self, No guarantees, but they
will defend your portfolio fiom
attacks that finanecial markets
may throw at it. You'd cer-
tainly be better off than if you
dicn't employ these strategies.

Vaccine # 1: Asset allocation
Studies show that 91% of port-
folio performance is firom as-
set allocation, and 9% of it
from everything else. What is
asset allocation? It means di-
viding your invesiment port-
folio among different asset cat-
egories, such as stocks, bonds,
and cash. The process of de-
termining the mix is a very
personal one. The asset allo-
cation that works best for vou
at any given point in your life
will depend largely on your
time horizon and your ability
to tolerate risk.

Why is asset allocation so
important? By including asset
categories with investiment re-
turns that move up and down
under different market condi-
tions within a portfolio, an in-
vestor can protect
against significant
losses, Historical-
ly. the returns of
various asset cate-
oories have not moved
up and down simulta-
neounsly. Market con-
ditions that cause one
asset category to do
well often cause an-
other category to
yvield average or
poor returns., By
investing in more
than one category,
yvou'll reduce the
risk of losing money,
and vour portfolio’s
overall returns will bhe
more stable. If one as-
set catezory’s return
falls, its losses will be

Like a baby, your investments stand a better chance
of healthy and steady growth when they're protected
from potentially crippling or fatal attacks

offset by better returns from
another,

Vaccine # 2: Diversification
It's important to spread out
your investiments within an as-
set category. For example,
when investing in stocks. one
can invest in large, mid-sized
and small companies, Be care-
ful, however, not to over-di-
versify Diversification does-
't necessarily mean a cock-
tail of all conceivable invest-
ments within an asset cate-
gory. A good financial advisor
can guide you to pick a few
good investment ideas within
each asset category. Because
diversification is challenging,
some investors find it easier
to approach it through mutu-
al funds, rather than individ-
nal investiments in each asset
category A mutual fund pools
money from many investors,
and invests it in stocks, honds,
and other financial instru-
ments, It makes it easy for you
to own a small portion of
many investiments.

If you invest in nar-
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P rudent

investors will use
these strategies in
tandem to protect
their portfolio from
financial market
uncertainties
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mutual funds, you may need
to invest in more than one
fund to achieve diversifica-
tion. Within asset categories,
that may mean considering,
for instance, large company
stock mutual funds as well as
some small company and
international
stock mutual

. . funds.
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Vaccine # 3: Rebalancing

It is essential to rebalancing
vour portfolio regularly, say,
every six months or annually,
It brings yvour porttolio back to
its original asset allocation
mix. This is necessary because
some of your investments will
crow faster than others. Re-
balancing ensures that your
portfolio doesn’t overemphas-
sise one or two asset categories.

Vaccine # 4: Hedging

In its simplest form. hedging
means instrance. How can you
ensure that your portfolio suf-
fers minimal losses when mar-
kets are down? A simple way
15 through derivatives, Buying
put options on a stock portfo-
lio can provide that insurance,
If the market continues torise,
you lose the premium on the
put option but vour stock port-
folio increases In value as well.
Another way to hedge is
through futures, And a new
and exciting way is to include
structured products in your
porttolio that can provide prin-
cipal protection when the mar-
kets are down, but give youan
upside if they goup.

Vaccine # 5: Inflation guard
Inflation can eat into your port-
folio, Soa portiolio should ide-
ally include the types of as-
sets that increase in
value as inflation
..;,' rises—gold, for ex-
+ ample. On a fixed
\y' income portfolio, -
ternationally; one can
f} purchase TIPS (Treasury
| Inflation Protected Se-
curities). These are meant
f to provide a yield that ex-

] ceeds mflation,
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! To your health

- Prudent investors will use
/ these strategies in tandem

to vaccinate their portolio

) against financial market un-

certainties that could harm
their wealth.
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