INVESTMENT RISK MANAGEMENT




As counterintuitive as it may sound, avoiding risk
altogether can make conservative investors vulnerable
to other types of risk—notably inflation risk.

If you invest so conservatively that your invested assets
barely keep pace with the rate of inflation (which has
averaged 3% annually), then your invested assets may
barely be growing at all in terms of real buying power.

If you're also paying taxes on those assets, then they
may in fact be shrinking compared to inflation. That's
vative investment strategy can make it
investment goals, such as a

THE RISKS OF A NO-RISK
PORTFOLIO



Moderate investors seek a
middle course between

protecting the assets they
already have and achieving
ong-term growth.
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Asset allocation involves dividing
(MiXing) an investment portfolio
among different asset categories,
such as stocks, bonds, real estate,

and cash among others.

There are two main factors you need
ake into consideration when
et allocafion:
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By including asset categories with investment
returns that move up and down under different
market conditions within a portfolio, an investor
can hedge against significant loses. Historically,
the returns of the three major asset categories

have not moved up and down at the same time.

Market conditions that cause one asset category
to do well often cause another asset category to
= average or poor returns.
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WHY ASSET
ALLOCATION IS SO
IMPORTANT
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THE CONNECTTION BETWEEN ASSET /
ALLOCATION AND DIVERSIFICATION



A diversified portfolio should be diversified at
two levels:

between asset categories and
within asset categories.

In addition to allocating your investments
among stocks, bonds, cash equivalents, and
possibly other asset categories, you'll also

=d to spread out your iInvestments within
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The most common reason for changing your
asset allocation is a change in your time horizon.

ouU get closer to your investment goal, you'll
“hange your asset allocafion.
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Conservative Investment
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Income Growth
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Rebalancing is bringing your portfolio back
to your original asset allocation mix.

This is necessary because over time some of
your investments may become out of
alignment with your investment goals. You'll

find that some of your investments will grow
faster than others.

ing, you'll ensure that your
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You can rebalance your portfolio based on:

the calendar (such as every six or twelve months)

or on your investments (when the relative weight
increases or decreases more than
e identfified in

WHEN TO //
CONSIDER

REBALANCING




In unstable market environments, it is important to stick
to a well-considered investment plan. There are
substantial long-term benefits in buying securities and
holding a diversified investment portfolio instead of
trading stocks or mutual funds frequently. In fact,
frequent trading can reduce your returns for many
reasons, among them:

First, you will be charge transaction fees each

time you buy and sell;

econd, the more you trade in an account, the
ou will pay ’roxes on your gains and the

ne market.

THE LONG TERM PERSPECTIVE:
BENEFITS OF "BUY AND HOLD"



