
What is asset alloca�on?

Find out more about asset alloca�on, its importance, and its types.

Deciding on a wedding menu can be an uphill task. There are mul�ple food op�ons, and catering to everyone's likes can be 

challenging. Therefore, keeping a perfect blend of sweet and spicy foods, cool and hot beverages, and veg and non-veg op�ons is 

important. Asset alloca�on is like the diverse menu for your investment por�olio. It ensures that your por�olio has the right mix 

of assets. 

Asset alloca�on is an investment strategy that allocates your money among different investment types, such as equity, passive 

debt, cash or cash equivalents, gold, real estate, etc, in line with your goals and risk appe�te. All asset classes carry different 

amounts of risk and perform differently at a given �me in the market. The primary purpose of asset alloca�on is to invest in 

mul�ple asset classes to lower your por�olio's overall risk.

Moving on, let's look at the different types of asset alloca�on.

Types of asset alloca�on

o Tac�cal asset alloca�on: This is the same as strategic asset alloca�on. However, it offers you the choice to make 

occasional changes to your por�olio to take advantage of emerging market opportuni�es. 

Importance of asset alloca�on

Asset alloca�on is essen�al for a number of reasons, such as:

o Dynamic asset alloca�on: Opposite to the sta�c alloca�on strategy, dynamic alloca�on involves changing the alloca�on 

as per fluctua�ng market condi�ons. 

o Strategic asset alloca�on: Also known as sta�c asset alloca�on, this strategy invests in targeted asset classes within the 

specified range irrespec�ve of market condi�ons. For example, you decide to invest 65-75% in equity and 25-35% in debt. 

This approach involves periodic rebalancing to maintain the pre-decided asset mix.
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o Risk management: The primary objec�ve of asset alloca�on is to minimise risk. For instance, inves�ng in only small-cap funds 

can induce high risk to your por�olio. But maintaining a mix of small, mid, and large-cap funds aligned to your risk appe�te and 

needs can be helpful to lower risk.

o Minimise tax: Different asset classes are taxed differently. For example, equity funds a�ract long-term capital gains on 

investments held for over a year, whereas a debt fund a�racts long-term capital gains on investments held for over three 

years. Asset alloca�on helps you manage your taxes by inves�ng in the right combina�on of assets that cater to your needs 

without increasing your tax dues.

o Op�mal return: Asset alloca�on is a planned investment strategy as opposed to emo�onal inves�ng or inves�ng on hearsay. It 

offers you a clear roadmap and helps you follow a fixed strategy that aligns with your financial goals. As a result, the returns are 

far more likely to be in line with your expecta�ons. 

 

Conclusion

Adop�ng a suitable asset alloca�on strategy is essen�al to mi�gate investment risk and ensure financial success. You can do so by 

inves�ng in a mix of equity, debt, cash, real estate, etc., or by inves�ng in a hybrid mutual fund that automa�cally adjusts its exposure 

between mul�ple asset classes. No ma�er what you choose, make sure you understand the pros and cons first and make an informed 

decision.


