Risk Tolerance and Time Horizon

Planning your financial future is a lot like planning a road trip. Risk tolerance is how
comfortable you are with bumpy, winding roads versus smooth highways—some enjoy the thrill,
others prefer steady, stress-free paths. Time horizon is how long the journey lasts—a weekend
drive versus a cross-country trek. Together, these two factors shape how you invest, helping you
avoid knee-jerk decisions like selling everything during a market dip.

In today’s market where inflation and global events cause frequent ups and downs,
understanding your risk tolerance and time horizon is more important than ever for anyone
saving for retirement, a home, or other major goals.

What Is Risk Tolerance?

Risk tolerance is your financial and emotional comfort level with market ups and downs. Stocks
don’t move in a straight line—prices can dip 10-20% in a correction, or more in a crash, before
bouncing back.

e Ifa15% loss would keep you up at night, you’re likely conservative (low risk tolerance).
e If you’re okay riding out sharp swings for the chance of bigger long-term gains, you’re
aggressive (high risk tolerance).
What shapes risk tolerance?
e Personality: Do you “go with the flow,” or do surprises stress you out?
« Financial cushion: Strong savings or steady income makes risk easier to handle.
o Life stage: Younger investors often accept more risk since they have time to recover.

It’s not fixed—Ilife events like job changes or market downturns can shift your comfort level.
Online risk quizzes (such as those from Vanguard or Fidelity) are a quick way to get a baseline.

What Is Time Horizon?

Time horizon is simply how long you can leave money invested before you’ll need it.
e Short-term (0-5 years): Saving for a car or home down payment. Safety matters most.
e Medium-term (5-15 years): Goals like college funding. Balance is key.

e Long-term (15+ years): Retirement. More time allows for greater stock exposure.

History shows markets recover from downturns—but recovery timelines vary. A mild dip may
rebound in months, while the 2008 financial crisis took about 6 years for the S&P 500 to recover.



Extreme cases, like the Great Depression, stretched over a decade. That’s why short horizons call
for safer investments, while long horizons let you weather storms.

How They Work Together

Risk tolerance and time horizon go hand in hand. They guide your asset allocation—the mix of
stocks, bonds, and cash in your portfolio.

e Long horizon + high tolerance: Heavy in stocks (e.g., 80%) for growth potential.
e Short horizon + low tolerance: Tilt toward bonds and cash to protect capital.

Think of it like choosing the right car for your trip: a sports car for a long adventure, or a reliable
sedan for a short, cautious drive.

Why This Matters
Getting the balance right helps prevent common mistakes:

e Panic selling: Selling in fear during downturns locks in losses just before markets
recover.

e Missed growth: Staying too conservative for decades can leave you short of retirement
needs.

History is clear: over the last 150+ years, markets have always recovered—usually within 1-6
years after a crash, though extreme cases took longer. Staying invested with the right mix
reduces stress and builds confidence, especially in unpredictable times.

Quick Tips to Find Yours

o Self-reflect: Ask, “How would I feel about a 20% drop?”

e Use tools: Try free risk tolerance quizzes from major investment firms.

e Check in yearly: Reassess after major life or market changes.

e Start balanced: Unsure where to begin? A moderate mix is a safe starting point.

o Keep learning: Beginner-friendly books like The Intelligent Investor or investing apps
can help.

The Bottom Line



Risk tolerance is your comfort with ups and downs. Time horizon is how long you can wait for
recovery. Together, they create a strategy that fits your life and reduces stress. By taking time to
evaluate both, you set yourself up for smarter, steadier investing.

If you’d like to see how these principles apply to your situation, our team at Landis Wealth
Management is here to help guide you.



