
The term ‘Financial Independence’ simply means that you have sufficient savings to allow you to 
live your life as you please. To some it simply means retirement from work at the age of 58 and 
spending time with family and oneself; to some it is to be able to pursue their passion whether it 
earns them or not, for instance to spend time with NGOs or pursuing a hobby, or even to convert 
a hobby to a profession; to some it means that they can continue to work – but on their own 
terms. To live such a life without having to worry about how their needs are being met or rather 
with the knowledge that their needs will be met comfortably is financial independence.

How does one reach such a state of bliss?  There is a financial angle and then there is a spiritual 
angle to it. The financial angle first. An important determinant is to be debt free. Believe me, 
having to continue paying off EMIs when your income stops is like retiring with a millstone 
around your neck. By no stretch can you call it independence. Plan your independence day such 
that you have paid off your debts or plan your loans that they are paid off by your target date of 
independence. The first option is a passive one while the second is an active one where a lot of 
forethought goes into spending only as much as you can afford and hence the need to borrow is 
limited. Here, you lead rather than follow. Give it a deep thought, for the difference is wide.

One has to build a retirement nest egg that can sustain your expenses through the rest of your 
life and your partners’. This is a complex topic by itself, but the principles that determine the size 
of the corpus are your spending pattern, the rate of inflation and the manner in which you invest 
those savings when you retire, and the number of years that you want the corpus to last. An 
illustration is included here.

“My dear, here we must run as fast as we can, just to stay in place. And if 
you wish to go anywhere you must run twice as fast as that.”

― Lewis Carroll, Alice in Wonderland  



• Family needs – If your children or any other family members remain dependent onyou into 
adulthood or are yet to finish their education then this need is to be accumulated separately.

• Emergency corpus – Set apart some funds to draw on in the case of an emergency, medical 
or otherwise. Regardless of how much insurance you possess.

• Holiday fund – Many plan to travel till their last breath. Great. Just ensure that you have a 
separate fund for it. The size depends on whether your travels are planned to be domestic or 
international; luxury or budget; frequency of trips and the like. This should be kept separate 
so that its depletion does not affect your day to day living.

• Maintenance fund – One needs to regularly repair, renovate, repaint the house, and refurnish 
too.

• Depreciation fund – You may want to change cars at intervals, replace home equipment, 
computers, phones etc. Unknowingly one spends a lot on such things. Better to plan for it.

When estimating your post retirement expenses do not forget to work in cultural needs such as 
gifting into your budget. I remind many to factor in giving (charity). So with the cost of pursuing 
their hobbies. If one wants to pursue any kind of entrepreneurial dream, build for that such that 
its success or failure does not impact the security of their retirement. Not to forget, increased 
allocation for medical expenses as one gets older.

These lists can go on endlessly. Longer the list, tougher the plan. Tougher the plan, longer the 
time you need to accumulate the corpus. Longer the time needed, more the sacrifices you need 
to make in the present day. All this begs the question, what then is the real secret to financial 
independence? It is actually “Contentment”. Contentment comes out of limiting your desires and 
living a minimalistic life (not necessarily that of a monk!) But think like a monk. This kind of thinking 
results in less baggage for you to manage through your life. Striking that balance between need 
and want is the prime determinant of your financial independence. It will eventually impact your 
work-life balance which has surprising results on the need for premature retirement also! This 
is the spiritual angle to financial independence that in my view is as important as the financial 
angle.

APART FROM YOUR NORMAL LIVING EXPENSES
ONE NEEDS TO PLAN FOR SOME OTHERS
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The Covid disruption has created a different set of winners than in the pre-Covid era. Sectors 
that were the darlings of the stock market suddenly became the least preferred. An example is 
the Financial Sector that includes banks, NBFCs, housing finance companies and insurance 
companies. And to the credit of our funds they reduced exposure quickly from +40% exposure to 
even 25% in a short time. Some built positions in Healthcare and Auto quickly while some already 
had large positions in Healthcare and IT. This active management enabled better performance. 
In general, our fund portfolios that had around 60% exposure to Cyclicals largely because of 
Financials, now hold in the region of 45% to 50% in Cyclicals having shifted to Sensitives and a 
little to Defensives.

Graph 1 Sector Performance (Source: ABSL AMC Ltd.)

“What You Lose on the Swings You Make Upon the Merry-Go-Round.”
― George V. Higgins, Author & Journalist

THE SECTOR MERRY-GO-ROUND



LARGE CAP FUNDS:

MULTI CAP FUNDS:

Your funds fell less than the others and 12-month gains were better than the others.

It was the same story here too. Your multi-cap funds did better than the others – in the 
fall as well as in the past 12-month period that encompasses the fall and the recovery.



Index funds today are great tools for asset allocation. They are low cost, easy to understand and 
have proven to be very effective for long-term wealth creation. While there are hundreds of ETFs 
and index funds to choose from in the US and other developed markets, India has a long way to 
go when it comes to choice.
Passive funds in India have grown tremendously over the last 5 years India. AUMs of passive 
funds have grown from ~12,000 crore to almost 1.9lakh crore (~16x) in the last 5 years. Even 
though most of the flows have been from government pension funds, retail and institutional flows 
have also grown significantly. Recently, however there have been many index launches and we 
hope to see many more in the coming future. With the huge influx of index funds from multiple 
AMC’s - how does one go about choosing the right one? What about ETFs?

BY INVITATION

• Risk profile - Look for funds that match your risk profile. With mid-cap and small-cap being 
sold again - advice would be to stick to funds that match your risk profile. Only investors 
with an appetite to take more risk should look at the mid and small-cap funds. Passive 
funds are available across all categories today in India - Large, mid, small, multi-cap, 
sector, and international. 

• Core vs. satellite approach - Having managed money for wealthy individuals in the USA, 
most sophisticated investors used the core/satellite approach to distribute their investments. 
The core part of the portfolio is something that should not be touched for many years. It’s 
hard to choose the manager for 5- 10 years and above. This is where passive funds can 
play a role. 

• Look for funds with a low expense ratio and low tracking error. 

• ETF’s are an alternative to index funds. The difference between an ETF is that it is traded 
on the exchange (just like a stock) whereas index funds are mutual fund formats of passive 
funds. Both are equally good long-term solutions but investors looking at ETFs should 
check for exchange liquidity before buying them. Often - investors buying ETF’s pay higher 
amount when buying and sell at a discount due to poor liquidity on the exchange.

• Asset allocation and marketing timing - Asset allocation has become a gold standard 
over the last few decades because investors and advisors have realized that market timing 
does not work. Hence the better approach is to split investments into multiple categories 
and rebalance periodically. 

• Have faith in compounding - Warren Buffett’s wealth is more to do with his age than his 
investing style. He has invested and waited for 80+ years now. Regardless of which funds 
are chosen - an essential strategy is to wait. The money invested today will multiply 3-5x 
every year in 15-20 years.

How to select passive funds?

Beginning this issue, we will be bringing you knowledge, thoughts and opinions of leaders from diverse 
industries and geographies in Through the Looking Glass.

Some will be educative and some thought provoking. Hope they enrich you. 

How to select the right passive funds?

PRATIK OSWAL
Head, Passive Funds, Mot i la l  Oswal AMC
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