
What Is Asset Allocation? 

Think of your investment portfolio like a balanced meal. You wouldn’t live on only junk food or 

only vegetables—you’d mix proteins, carbs, and fruits for energy and health. Asset allocation 

works the same way in investing: it’s about spreading money across different types of 

investments (asset classes) so your portfolio supports your goals while managing risk. 

This isn’t about chasing the latest “hot stock.” Instead, it’s a big-picture strategy designed to help 

your money grow steadily through ups and downs. With inflation, interest rate changes, and 

market uncertainty—understanding asset allocation is important for anyone saving for 

retirement, a first home, or education. 

 

The Basics: What Exactly Is Asset Allocation? 

At its core, asset allocation is deciding what percentage of your total investments go into each 

type of asset. Each category behaves differently: 

• Stocks may grow quickly but can drop sharply. 

• Bonds tend to be steadier but slower. 

• Cash equivalents are safe and accessible but earn very little. 

By combining them, you balance the potential for growth with the need to limit losses. 

Your personal mix depends on three key factors: 

• Goals – Saving for retirement 30 years away? You’ll lean toward growth. Planning for a 

wedding in two years? Safer options make sense. 

• Risk tolerance – If market swings keep you up at night, a conservative mix is best. If 

you’re comfortable riding out volatility for higher returns, you can be more aggressive. 

• Time horizon – Younger investors often hold more stocks, while those nearing 

retirement shift toward bonds and cash for stability. 

One famous study found that asset allocation decisions explained over 90% of investment 

performance—more than individual stock or bond choices. In other words, it’s the foundation 

everything else rests on. 

 

The Core Building Blocks 

Most portfolios start with three main categories: 

• Stocks (Equities): Ownership in companies. Historically, stocks have returned 7–10% 

annually after inflation. They’re volatile but powerful for long-term growth. 



• Bonds (Fixed Income): Loans to governments or companies that pay steady interest. 

Returns are typically 3–5%, offering stability when stocks stumble. 

• Cash Equivalents: Savings accounts, CDs, or money market funds. They’re safe and 

liquid, but returns (1–3%) often just keep pace with inflation. 

You can also add international stocks, real estate funds, or commodities for extra 

diversification. And within each category—such as tech vs. healthcare stocks—spreading 

investments adds another layer of protection. 

 

Why Diversification Works 

Not all markets move together. When stocks drop, bonds often rise as investors seek safety. This 

“non-correlation” helps smooth returns. Research shows diversified portfolios can reduce risk by 

20–30% while maintaining strong long-term growth. 

It’s the classic “don’t put all your eggs in one basket” principle. 

 

Rebalancing: Staying on Track 

Over time, your portfolio will drift. If stocks soar, you may end up with more risk than intended. 

Rebalancing—selling some winners and adding to lagging areas—resets you to your target mix. 

Think of it like trimming a hedge to keep its shape. Many investors rebalance annually or when 

allocations shift more than 5–10%. Tools like robo-advisors can even do this automatically. 

 

Getting Started 

• Take a risk tolerance quiz (Investor.gov has a free one). 

• Start small with low-cost index funds that track broad markets. 

• Revisit your allocation as life changes—marriage, kids, career shifts, or retirement. 

Markets may see AI stocks in the spotlight or bonds gaining from lower interest rates—but the 

core principles of asset allocation stay timeless. 

 

The Bottom Line 



Asset allocation is your roadmap for investing: dividing money across stocks, bonds, and cash in 

a way that fits your goals, timeline, and comfort with risk. By diversifying and rebalancing, you 

give yourself the best chance at steady, long-term success. 

If you’d like to explore how the right mix could work for your situation, our team at Landis 

Wealth Management is here to guide you. 

Asset allocation and diversification are investment methods used to help manage risk. They do 

not guarantee investment returns or eliminate risk of loss including in a declining market. 

 


