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The US downgrade—What should
you be doing now?

OVER the last fortnight, news about a
possible double-dip recession in
the US has renewed fears in all our minds
about the world economy slipping into re-
cession. More countries keeping getting
added to the list of potential problems, with
significantly larger economies like Spain
and ltaly on the radar. This clearly indi-
cates that the global economy is being
faced with challenges of slow growth.

A significant component of world
growth expectations were driven by a re-
covery by the US. With the S&P down-
grading the US rating, this fear of a slow-
down has got exaggerated and stock
markéts across the globe have been
seeing significant movements, both up
and down. Headlines like Manic Mon-
day, Terrible Tuesdays, Wonder Wednes-
day only add to the noise and panic. We
believe investors need to be careful
about ensuring that they do not lose fo-
cus with respect to planning their per-
sonal finances.

So the moot question is “what should |
do in this noisy environment?”

Accept that this uncertainty is the
new normal—With the US and Europe
having spent beyond their means for many
years now, don't be surprised by down-
grades that continue to take place as we
go forward. Whilst the crisis in 2008 was
unprecedented, we need to be ready for
crises of this kind on a reasonably fre-
quent basis as countries across the globe
face challenges at different points.

Fixed income is not the solution—
There is a tendency to restrict all invest-
ments o fixed income in an uncertain en-
vironment. Whilst we believe that an un-

certain environment is now the new nor-
mal, you will still need to have enough
wealth to provide for all your financial
goals, be it retirement or education for
your children. This may or may not be pos-
sible with a 100 per cent fixed income
portfolio and depends on your current
wealth and savings potential.

It is critical that you look at these goals
after adjusting for inflation, as we can ex-
pect the entire world to see much higher
inflation over the next few years. You may
find inflation beating growth assets like
real estate and equities in the current en-
vironment.

Stick to your asset allocation strat-
egy—During times of extreme volatility,
there is a tendency to want to change your
mix of assets dramatically to align with
the short-term view of the asset. For ex-
ample, investors have been rushing to buy
gold over the last couple of weeks due to
heightened uncertainty. Whilst a small tac-
tical change can be considered, moving
entire monies from one asset like equi-
ties to gold is not a recommended strat-
egy as when the tide turns you may find
that you have missed out on investment
opportunities.

4. Remember why you are investing—
Investments should be made with a clear
end-goal in mind. You need to look at the
end-use of the money clearly whilst invest-
ing itself. Investments for goals which are
5-7 years to realisation can use equity and
real estate offerings in them, whilst shorter
term goals should be fixed income driven.

5. Invest looking forward, not back-
ward—There is a tendency to look at the
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invest in the future.

recent past tend to®
make investors want
to invest more into that
asset class whilst in-
vestments with lower
returns in the recent
past are shunned. The best returns in most
investments come when the view on the
investment is not positive. Investors who
bought gold at the turn of the century have
had close to 18 per cent returns per an-
num even though they made no money in
gold for 20 years before that.

Vishal Dhawan is a certified finan-
clal planner by profession and founder
of Plan Ahead Wealth Advisors Pvi. |
Litd. He can be reached at
vishal@planahead india.com.

Vishal’s rich experience of 15 years
in the financial services indusiry has
led him to frequently write columns and
appear on television, including CNBC
and Bloomberg UTV. He shares his in-
sights and views in various leading
publications, including the Wall Street
Journal, Economic Times, Indian Ex-
press, Reader’s Digest, ET Wealth,
Asian Age andDeccan Chronicle. He is
also a member of the Financial Plan-
ning Association, USA.

Plan Ahead is a wealth management
and financial planning firm that works
with both Indian and NRI investors
to help them achieve their financial
goals and manage their wealih.
(www.planahead.in)
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