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Aggressive Hybrid Fund–
A Suitable Investment Option ?

Asset allocation is the mix of different asset classes e.g. 
equity, debt, gold etc. in an investment portfolio. The 
aim of asset allocation is to balance risk and returns in 
accordance with different financial goals and risk 
appetites. Unfortunately, asset allocation is not given its 
due importance by many investors and we see 
investment portfolios heavily skewed towards particular 
asset classes without factoring in risk and return 
consideration.

Different asset classes have different risk profiles. Risk 
and returns are directly related but risk is a double 
edged sword. If you take too little risk, you may not be 
able to make the money needed for your financial goals. 
On the other hand, if you take too much risk, you will 
expose your financial goals to uncertainties of capital 
markets. Right asset allocation means that you take the 
optimal amount of risk to meet your short term, 
medium term or long term financial goals. 

Irrational behaviour is very common in investing 
because greed and fear plays a big role in how we invest. 
When the market is high, investors put more and more 
money in stocks expecting market to go even higher. 
When the market is low, investors sell stocks fearing 
market to go even lower. Such irrational actions harm 
the long term financial interests of the investors. An 
asset allocation based approach takes emotions out of 
investing and keeps you disciplined. 

Different asset classes outperform / underperform each 
other in different market conditions; witho rebalancing, 

your asset allocation can deviate significantly from your 
target allocation. 

Let us understand the importance of asset rebalancing 
with the help of an example. Let us assume you invested 
Rs 1 lakh in the proportion of 70% equity and 30% debt 
in 1998. In the first example, you only did a one-time 
asset allocation at the time of your investment. In the 
second example, you were rebalancing your portfolio 
every year to bring back the asset allocation to 70% 
equity and 30% debt. If equity allocation exceeded 70% 
equity any year, you sold equity and bought debt to 
keep asset allocation at your target. Similarly when 
equity allocation was below 70%, you sold debt and 
bought equity to keep asset allocation at 30%. In these 
two examples, we will use Nifty 50 as the proxy for 
equity and Nifty 10 year G-Sec Index as the proxy for 
debt. Let us see how your investment would have grown 
over the last 20 years without any rebalancing. Your 
investment’s market value at the end of 2019 would 
have been around Rs 8.8 lakhs. However if you had done 
an annual rebalancing your investment’s market value 
at the end of 2019 would have been around Rs 10.8 
Lakhs; an additional profit of around Rs 2 lakhs.
(Source: Advisorkhoj Research, 31st December 2019)

Let us now see market value at the end of 2019 of Rs 1 
lakh investment made in 1998 for different asset 
allocations with annual asset allocation rebalancing to 
the target asset mix. You can see that the maximum 
wealth creation has taken place in 70% equity and 30% 
debt asset mix. Please note that the analysis can be 
fine-tuned between the asset allocation ranges shown in 
the chart below, but our analysis shows that 70:30 
(equity : debt) asset allocation has been the most 
optimal range. 
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Mutual Fund investments are subject to market risks, read all scheme related documents carefully. 
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