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The Three Ds of Asset Allocation 

 

With the continued volatility that the market is experiencing, we cannot help but stress the importance of asset 

allocation.  In asset allocation, we need to remember three Ds: Define, Diversify, and Discipline.  

 

1. Define - Before any investment endeavor, we need to be able to identify first our attitude towards risk as well as 

establish our investment objective and horizon. We all know that when it comes to investments, there is no such 

thing as a free lunch. If we want higher returns, then we should be able to assume a higher degree of risk. Thus, 

we start our investment journey with the conduct of the suitability test in order to properly define our risk 

profile, investment objective and investment horizon. 

 

2. Diversify - We often hear the cliche "Don't put all your eggs in one basket."  It refers to spreading your risk by 

creating a diversified portfolio. It is important to have investments in different types of assets so that a negative 

performance in one can be offset by a positive return of another.  

 

Let us take a look on how this can be done through fixed income securities (money market and bonds) and 

equity investments.  Generally, fixed income and equity investments behave differently during economic busts 

and booms. During an economic slow down, equities do not perform well since there is relatively higher 

unemployment, lower income, lesser consumption which results to weaker prospective corporate profits. 

During slowdowns, the government lowers interest rates in order to stimulate economic activity. Lower interest 

rates result to higher bond prices, benefiting fixed income investments. On the other hand, during periods of 

economic growth, stock prices tend to appreciate as bigger income, higher consumption and greater confidence 

provide brighter prospects for corporate earnings. As the economy expands, the government becomes wary 

about rising prices of goods and thus increases interest rates in order to curb inflation. Higher interest rates lead 

to lower bond prices. 

 

Below is our recommended portfolio allocation for 2011 for a moderately conservative investor.  

 

Risk Profile Moderately Conservative

Investment Objective Income

Investment Horizon 1 to 5 years

Portfolio Allocation

Cash and Cash Equivalents 20%

Fixed Income 70%

   Peso 60%

   Global 10%

Equities 10%

   Peso 10%

   Global  -

TOTAL 100%  
 

3. Discipline - As we have seen, financial markets behave in cycles and thus volatility should be expected. Thus, we 

should never panic during downturns. Temporary price dips should be only viewed as "paper loss," which will 

only be realized if we do decide to sell the security when the price is low. During adverse scenarios, we should 

stay focused on our investment objective and remain firm on our investment horizon. It is only by staying the 
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course of our chosen investment plan, as stated in our chosen portfolio allocation, can we truly realize our 

investment goals.  

  


