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An investment portfolio is a basket of assets that can hold stocks, bonds, cash and more. Investors aim for a
return by mixing these securities in a way that reflects their risk tolerance and financial goals. For additional
hands-on help, you should find a financial advisor who can guide you through building an investment portfolio
that’s right for you.

Break Down: The Investment Portfolio and Asset
Allocation
If you’re looking into investing, you’ve probably heard of asset allocation. This describes how you break down an
investment portfolio based on asset class. An asset class is a category of different securities. For example,
equities are stocks, shares of which you own as a slice of a company that do not offer fixed returns. Meanwhile,
fixed income can include bonds and certificates of deposit (CD).

Below, we provide some more examples of different securities you can build an investment portfolio with:

 Exchange-traded funds (ETFs)
 Mutual funds
 Bond funds
 Real Estate Investment Trusts (REITS)

But you can just randomly dump these into an investment portfolio and expect a major return. While
diversification is key, your asset allocation should adhere to your risk tolerance.

You can use our asset allocation calculator to see what a typical portfolio may look like based on different risk
tolerance levels.

Constructing  an Investment Portfolio: Risk Tolerance
Risk is the potential for your investments to lose money when the market or a particular asset class doesn’t
perform well. There is always a degree of risk when you invest. If you absolutely cannot afford to lose your
money, you might want to consider putting it into a saving account or the best CD you can find.  The
FDIC insures both of these. That means you won’t lose all your money the way you might with a stock.

Your risk tolerance is the amount of variability that you can handle with your investments. In other words, it
reflects how well you can stomach the ups and downs that come with any investment. This is what investors call
market volatility.

If you need your money in a few years and can’t afford to lose any of it, you have a low risk tolerance. This
means you will likely not recover from a major downturn in the market.

On the other hand, someone who won’t need his or her money for 40 years can probably tolerate more volatility
and weather the ups and downs. That investor has time to wait out a decrease in the value of his or her
investments before the market bounces back.
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In the investing world, the length of time between now and when you’d need your money is known as your time
horizon. You should think carefully about this when building your investment portfolio.

Each of us has a different tolerance for risk based on our goals and life situation. For instance, a single college
graduate can probably invest aggressively because time is on his or her side. Meanwhile, a 75-year-old retiree
who is saving for the education of a couple grandchildren may not be able to risk a portfolio drop and will thus
have have a far more conservative portfolio.

Building an Investment Portfolio with ETFs
As mentioned above, an asset allocation is how you distribute the money in your portfolio across different asset
classes. The best asset allocation for your portfolio will depend on many factors. If you are just getting started,
you should choose a financial advisor to help you understand how different investments could affect you.

As you think about your asset allocation, keep in mind that asset classes are broken down into smaller
categories. And each responds differently to market conditions. For example, stocks vary hugely from company
to company. That’s why people group similar investments together. This is especially common with exchange-
traded fund (ETFs).

An ETF is a fund that includes a number of similar stocks. That could mean stocks from a certain sector of the
economy or even stocks from different countries. An ETF could invest only in large, established companies or
only in small companies with high growth potential. Investing in multiple types of ETFs will diversify your overall
stock investment, because you’ll be putting money into funds that behave differently in certain economic
conditions. Most  advisors actually invest their clients’ money in ETFs.

So as you think about your investments, financial advisors recommend that you create a diverse investment
portfolio. That means investing in multiple asset classes. It also means choosing diverse options within an
individual asset class.

The Takeaway
When you’re building your investment portfolio, think carefully about your asset allocation. Make sure it adheres
to your risk tolerance. This is how well you can handle the ups and downs of the market. Some asset classes
such as equities or stocks are generally considered more volatile. Meanwhile, fixed income securities like bonds
and CDs are generally considered safer investments. Also, think about your time horizon or the time you have to
invest before you’d actually need that money. In any case, a financial advisor can help you construct an
investment portfolio based on your individual financial situation and investment goals.




