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Play the Balancing Act

HERE has been a sea change in the

expeciations that we have from our
lives today—whilst we were once happy
visiting friends and family at our native
place during vacations, today we want
holidays to exotic loca-
tions overseas.

From the option of
having to pick between
a Fiat and an Ambassa-
dor, we now have 30
new car launches in the
next few months to
choose from, not to forget the hundreds
of'models already available, with variants
of all kinds. Whilst this explosion of choice
has obviously been beneficial, it has also
resulted in an increased focus on short
term gratification.

Anything that gives us instant pleasure
is given precedence over benefits that are
likely to accrue over the long term. For ex-
ample, we have seen a declined focus on
saving for retirement because it is so far
away amongst people who are younger.
In this environment, it is critical to focus
on achieving a balance between long-term
and short-term financial goals.

So how does one go about achieving
this balance?

1.Make a list—Just like a grocery list
is recommended when you go to a su-
permarket to ensure that you don't over-
spend, you should list out’your financial
goals—education for your children, their
marriages, asset purchases like homes,
and cars, parental support, annual holi-
days, and, of course, regular day-to-day
expenses. List each of your goals clearly.

2. Quantify your goals—A goal without
a number is unlikely to get you anywhere.
Different financial goals have different val-
ues and can also differ from individual to
individual. For example, a retirement in
Mumbai could come with very different
costs vis-a-vis retirement in Kolkata. It is,
therefore, critical to put a number fo each
of these goals based on your own expec-
tations. Do not forget the impact of infla-
tion on these goals—Rs 40,000 per
month that you spend today could be in
excess of Rs 2,50,000 in the next 25 years.
You may need to seek the help of a finan-
cial planner to do this exercise.

3. Rank the goals in order of impor-
tance—Remember, your neighbour's fi-

nancial goals are not yours. Your.

neighbour's shining new car should not
suddenly result in a situation where your
most important financial goal is a new car
purchase. You will probably find that achiev-
ihg all your goals may not be possible, so
a process of prioritisation may need to be
undertaken. Try to achieve a balance be-

tween short-term and long-term goals. Too -

often excessive focus on short-term goals
or any one of the goals tends to compro-
mise your overall financial wellbeing. For
example, overstretching yourself on your
residential home purchase could result in
a compromise of your child's education or
your own retirement. 3

4. Manage the risks—Current
lifestyles could expose you to health risks,
life-threatening or otherwise. Ensure that
you have adequate life and health cover
to insure your risks. Buying them early in-
creases the chances of getting them
cheaper as well as when you are in a good
state of health. The gap between needs
and funds can always be funded by insur-
ance.

5. Diversify your portfolio—Use a com-
bination of financial instruments—stocks/
equity, mutual funds, bonds, precious
metals, real estate and bank deposits in
line with your financial goal requirements
and risk appetite. The products that you
buy should be aligned to deliver to your
financial goals; for e.g.,' avoid buying eg-
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uity for a short-term financial goal where
you are likely to need the money in a year
as equities can be very volatile over short
periods. Similarly, using a 100 per cent
fixed income porifolio, though very safe,
can result in your porifolio value not being
able to maich up with inflation.

6. Put the plan into action—Ensure that
you start saving towards your financial
goals diligently. There is a tendency o put
off the implementation of the plans and
then try to make up lost ime by invesiing
too aggressively. This may not be an ap-
propriate strategy.

T Monnoryoupatiioleﬂuiy—
It is extremely critical o monifor your
portfolio and financial plan annuzally.
There is a high probability that some of
the financial goals change zlong the
way and your financial pian may neso
mid-course correction. Howewer be
careful that you don't chedyul[;uﬁ-
lio each day, as that coula oo you mor=
harm than good.

"The trick to juggling is determining
which balls are made of rubber anc
which ones are made of m g
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