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Building a recession-proof portfolio
OVER the last few weeks, clients have

been asking me "Should I reduce
my equity portfolio?", "Fixed income is giv-
ing higher returns and is safer, should I
invest there?" and other such questions
indicating a gradual slide in confidence of
most Indian investors. Contrast this to the
situation about six months ago, when
most Indian investors were extremely con-
fident about the future growth potential that
India had to offer. They were willing to take
high levels of risk in their investment port-
folios to take advantage of the benefits that
could come with this high growth.

Whilst concerns have started to
emerge over the last few months on the
growth rates of the Indian economy due to
domestic and international factors, we
believe that investors are now getting
overly pessimistic about the future of In-
dia. The most pessimistic estimates that
are currently available still show growth
rates in excessof7 per cent p.a., making
India possibly in the top 2 to 3 fastest grow-
ing economies in the world.

Given this background, one might ask
"What should I do in such a scenario?"
Here are 5 things we suggest that you do
to make your investment portfolio reces-
sion-proof:

1. Revisit your financial goals-There
is a tendency to invest without any particu-
lar financial goals in mind amongst a large
number of investors. Investing without dis-
cussing your financial goals with your in-
vestment advisor is a bit like getting into a
taxi and not telling the taxi driver where
you want to go. Clearly list your short-term
and long-term financial goals-be it a for-
eign education for your child or a new
home purchase. In case any of your goals
are likely to come up over the next 24 to 36
months, ensure that the funds required
for these goals are in fixed income instru-
ments like bank deposits, short-term

mutual funds or liquid funds. If your finan-
cial goals are long-term in nature, you need
to ensure that your overall asset mix is
appropriate for your targeted portfolio re-
turns, and rebalance if necessary.

2. Ensure that your portfolio is truly
diversified-Having 50 stocks in the port-
folio or 30 equity mutual funds or 3 in-
vestments in real estate in a single city is
not true diversification. Essentially, your
portfolio should have a blend of invest-
ments that. behave differently in different
situations so that your overall portfolio
risks are controlled. For example, a real
estate correction in Mumbai may not nec-
essarily lead to real estate prices falling
across India.
. 3 . Understand that the house that you
live in is not an asset and what you spend
on it is an expense, not an i"nvestment-
Most people are unable to downgrade or
trade down their homes during difficult
times, making it unfair to compute it in your
net worth in our opinion. Whilst a roof over
your head is critical, what it costs is also
very important. Therefore, be careful about
how much you stretch on the EMI for your
primary residence, especially in an infla-
tionary environment where interest rates
could rise significantly. Besides, only a few
home improvements actually increase the
financial value of your home, so spending
on home improvements needs to be con-
trolled just like your other discretionary
spending.

4. Ensure that you have 10 per cent of
your portfolio in gold-With gold prices
close to lifetime highs, a large number of
investors who. do not have gold in their
portfolio are very hesitant to include the
yellow metal at these prices. Gold needs
to be viewed as a protection for the rest of
your portfolio. If you are hesitant to buy gold
at these prices, you could consider a sys-
tematic exposure to gold through using
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Systematic Investment
Plans (SIPs) in gold
mutual funds.

5. Prepay your
loans-With retu rns
from fixed deposits,
fixed maturity plans and
short-term bonds at attractive levels, it is
very tempting to lock in monies at these
rates. If you have outstanding loans, re-
strict your fixed income exposure to emer:-
gency funds and use excess funds to pre-
pay your loans. Remember that most
loans tend to be reducing balance in na-
ture whilst returns from fixed income in-
struments are compounded. You may
therefore need to take the help of your fi-
nancial planner to decide whether to pre-
pay your loan or buy that fixed deposit or
mutual fund instead.
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Vishal's rich experience of 15years
in the financial services industry has
led him to frequently write columns and
appear on television, including CNBC
and Bloomberg UN. He shares his in-
sights and views in various leading
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PlanAhead is a wealth management
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with both Indian and NRI investors
to help .them achieve their financial
goals and manage their wealth.
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