Asset Allocation and Life-Stage Investing
Asset Allocation
· Asset allocation is the method used to divide a portfolio into different classes of investments

· It’s how you divide your money among different investment options

· The investments (and amounts of those investments) that are appropriate for you are determined by your time horizon, risk tolerance, goals, age and amount available to invest

· The four main asset classes (types of investments) are:

Safety/Cash

· Includes cash, savings accounts, GICs, T-bills, Canada Savings Bonds, etc.

· This is the stable, “rainy day” portion of your portfolio

· Most experts agree that an emergency fund should amount to three to six months expenses

· Advantage: high liquidity

· Disadvantage: low returns

Income/Debt

· Includes government and corporate bonds as well as high quality (“blue chip”) preferred shares

· This is the portion of your portfolio that gives you a more or less steady stream of income (interest and/or dividends)

· Advantages: less volatile than riskier investments, less likely to lose value than riskier investments

· Disadvantage: less opportunity for growth than riskier investments 

Growth/Equity

· Includes common shares, collectables (e.g., gold, gems, antiques) and undeveloped land.  

· You own a piece (or the whole thing) of the company, collectable, etc. with this type of investment.
· This is the portion of your portfolio that gives you the most opportunity for growth

· When you “buy low, sell high” your investments have grown

· Advantage: over the long term, these investments offer the highest potential returns

· Disadvantage: these investments may also yield large losses (they involve the most risk) 

Alternative investments: 

· Complicated investments that usually have high risks leading to high returns. 
· Selecting the “right” investments within an asset class is much less significant than dividing your money correctly among asset classes

· For example, selecting the right stocks is far less important than having the right balance among equities, debt investments and cash

Life-Stage Investing

· Generally speaking, as you age, your investing needs change

· Saving for a home (20-30) → mostly safety

· Saving for retirement (30-45) → mostly growth

· Retirement nears (45-65) → balance between growth and income

· Retirement years (55+) → mostly income

· The shorter the time horizon, the less risk tolerance most people have

