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INVESTMENT

In an economic sense, an investment is the purchase of goods that are not consumed today but are 
used in the future to create wealth. In finance, an investment is a monetary asset purchased with the
idea that the asset will provide income in the future or will be sold at a higher price for a profit.

An investment is an asset or item that is purchased with the hope that it will generate income or will
appreciate in the future. In an economic sense, an investment is the purchase of goods that are not 
consumed today but are used in the future to create wealth. In finance, an investment is a monetary 
asset purchased with the idea that the asset will provide income in the future or will be sold at a 
higher price for a profit.

PROCESS OF INVESMENT

Step 1: Capital Market Assumptions

Freedom employs forward-looking risk, return and correlation assumptions based on 
economic data and indicators. These tools move beyond analyzing historical data and help 
avoid trend-chasing behaviors.

• Step 2: Asset Allocations

Whether you are taking an aggressive or conservative approach to investing, Freedom's 
advanced optimization process is designed to find an asset allocation intended to maximize 
return potential at various risk levels. The resulting portfolio strategies provide you with 
options for reducing the overall volatility of your portfolio while remaining in alignment 
with your overall goals.

• Step 3: Manager Selection and Portfolio Construction

Freedom treats portfolio construction as a distinct step in the process. Asset allocations are 
filled with portfolio managers who are selected based on our confidence that they can 
consistently add value to a Freedom portfolio.

• Step 4: Continual Monitoring

Proactive performance reviews are essential to maximizing the flexibility of Freedom. All 
managers are constantly monitored to determine whether organizational adjustments or 
investment process changes may impact performance. Capital market assumptions are 
continuously monitored and updated to maintain optimal asset allocations.

INVESTMENT ALTERNATIVES

Government Securities (Bonds): Bonds issued by Central or State government. These bonds are 
termed as the safest investment instruments in India. Example of these bonds are “Dated 
government security” which are issued for a period of 10 years with a fixed coupon payment.

These securities carry least amount of credit risk as they are backed by the Government of India.
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Equity: Investing in direct equity. One can start investing in Indian equities by participating in 
primary markets (applying for IPO’s) and also by purchasing securities from secondary markets 
(stock exchanges).

Investing in direct equity is termed risky and one needs to diversify the risk by investing in multiple
securities from various sectors. Example: investing in real estate stocks, pharma stocks, PSU stocks 
and Oil stocks all at once.

Equities carry the maximum risk and (may) also  provide you with maximum returns..

Investors can also participate in equities by investing in mutual funds.

Mutual Funds: Mutual fund is a financial instrument created with pool of investments from many 
investors. Mutual funds are professionally managed and they invest in equity, debt, gold, foreign 
equity, etc. on your behalf.

Mutual funds are one of the best way to diversify your portfolio.

SIP’s are a form of Mutual fund where one tends to invest systematically i.e. once a month or once 
in three months, etc. [I will come up with a detailed post on mutual funds soon.]

Debentures/ Bonds: Corporate’s need money and they don’t go to banks every time to fulfill their 
needs, they have two options to raise money – come up with an IPO or issue bond with fixed term 
to maturity and fixed coupon payments. They function just like the government bonds and the only 
difference is that  they are a bit riskier compared to government bonds.

Returns offered by these bonds are higher compared to government bonds.

Real Estate: In India investing in real estate is considered as the best form of investment but only 
after gold. Historically real estate has performed well in India.

Investing in metros has become very expensive so it is advisable to invest in outskirts. For example 
Vashi, Vasai, Bhiwandi around Mumbai.

Gold: The only form of  investment which most of our mothers and fathers would believe in. Gold 
is considered as the best investment in India, that is the only reason why India is the highest 
consumer of gold in the world.

Most of the people in India buy physical gold. ETF’s, Mutual funds, etc. are yet to pick up as an 
investment avenues in India.

Bank fixed deposits: This considered as one of the traditional ways of Investing. Most of the 
people in India with a bank account will have at least one fixed deposit. FD’s offer a fixed return at 
the end of specified period.

Currently bank FD’s offer somewhere around 8% to 9% returns annually.

Corporate Fixed Deposits: They are just like bank FD’s they only difference is that they are issued
by corporations.  They are a bit riskier compared to bank FD’s as most of these corporate deposits 
are unsecured an hence offer higher interest rate.

They offer interest rates as high as 12% to 13% p.a.
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An example of this would be – FD by Mahindra Finance, Shriram Transport Finance, etc.

Post office savings schemes: These saving schemes by post offices are trusted by many Indians. 
The scheme attracts decent returns. One can start investing with as low as Rs 100 per month. 

National Pension Scheme: The National Pension System (NPS) is a defined contribution based 
pension system launched by Government of India. This instrument is used for retirement planning 
by many. 

Commodity: This is one of the latest passion for investors, trading in MCX to offset the risk of 
their equity portfolio. Many headers and arbitrageurs use this financial instrument.

Retail investors can invest in commodity with the help of commodity mutual funds in India.

Investing in Art: Art as a form of investment is quite common in developed nations and the trend is
picking up in India. Many affluent Indians buy art preserve it and diversify their portfolios! [I will 
soon be writing a detailed post on the same]

Venture Capital/ Angle Investing: Investing in someones business idea at an early stage of the 
venture. You get equity for the amount invested and one can exit the investment when the business 
is acquired by some other company or when the company gets listed. These investments are highly 
il-liquid and carry huge risk.

RISK & RETURN

RETURN
Returns are the gains or losses from a security in a particular period and are usually quoted as a 
percentage. What kind of returns can investors expect from the capital markets? A number of factors
influence returns.

RISK
In the investing world, the dictionary definition of risk is the chance that an investment's actual 
return will be different than expected. Risk means you have the possibility of losing some, or even 
all, of your original investment. Low levels of uncertainty (low risk) are associated with low 
potential returns. High levels of uncertainty (high risk) are associated with high potential returns. 
The risk/return tradeoff is the balance between the desire for the lowest possible risk and the highest
possible return. Investment risks can be divided into two categories: systematic and unsystematic. 

SYSTEMATIC RISK
Also known as "market risk" or "un-diversifiable risk", systematic risk is the uncertainty inherent to
the entire market or entire market segment. Also referred to as volatility, systematic risk is the the 
day-to-day fluctuations in a stock's price. Volatility is a measure of risk because it refers to the 
behavior, or "temperament," of your investment rather than the reason for this behavior. Because 
market movement is the reason why people can make money from stocks, volatility is essential for 
returns, and the more unstable the investment the more chance there is that it will experience a 
dramatic change in either direction.

Interest rates, recession and wars all represent sources of systematic risk because they affect the 
entire market and cannot be avoided through diversification. Systematic risk can be mitigated only 
by being hedged.
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Unsystematic Risk: Also known as "specific risk," "diversifiable risk" or "residual risk," this type of
uncertainty comes with the company or industry you invest in and can be reduced through 
diversification. For example, news that is specific to a small number of stocks, such as a sudden 
strike by the employees of a company you have shares in, is considered to be unsystematic risk. 
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