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Now What? Take Investing to New 
Level 

By Paul Lombino 

You own a few stocks and mutual funds. You know what you 
are investing for--perhaps your first house, a home 
renovation, or trading up to a larger house; your child's private school or college 
education; a special vacation. You check your statements monthly to see how 
you're doing. 

Now is the time to step beyond these basics. Do you have the right mix of 
investments to help reach your financial goals? How can you keep your portfolio 
on track?

What's Important to You: Stability, Growth, or a Mix of Both?
You've probably heard that it's a good idea to be diversified--that is, have your 
money spread across stocks, bonds, and cash. This is commonly referred to as 
asset allocation. 

Generally, investors with a long time horizon--the period in which they can hold 
on to their investments--can be more aggressive with their asset allocation 
strategy. The more years you have before you need your money, the more likely 
that your returns will work to your advantage. By leveraging different 
combinations of investment types, you can customize an asset mix that falls in 
line with your individual situation. 

Knowing when you need the money and how comfortable you are with taking on 
higher risk to earn more, can help determine how to spread your money among 
investments.

Below are six historical asset allocation models that cover a range of financial 
goals, risk tolerance, and time frames to help you understand how different 
combinations of investments have performed in the past and give you guidelines 
for your own portfolio. In these examples stocks refer to both individual stocks 
and stock mutual funds; bonds to individual bonds and bond mutual funds; and 
cash includes money market funds and certificates of deposits. The average 
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annual returns shown are for the 77-year period between January 1926 and 
December 2003. 

 

A Short-Term portfolio consists entirely of cash-oriented investments such as 
money market funds and CDs. This approach may be appropriate if you need the 
money in one to two years or less. Historically, this portfolio has earned the 
lowest returns but the risk of losing any of your money has been low. 

Performance results: Since 1926, the average annual rate of return for a cash 
portfolio was 3.8%. The best 12-month annualized return was 15.2%; the worst 
was 0.0%.

One step higher on the risk/reward scale is a Conservative portfolio made up of 
bonds (50%), cash (30%), and stocks (20%). This may be appropriate if you are 
seeking to increase potential growth without exposing your investments to price 
swings associated with stocks. Generally, this mix is appropriate if you need your 
money in less than five years. 

Performance results: Average annual rate of return for this portfolio was 6.2%. 
The best 12-month annualized return was 31.1%; the worst was -17.7%.

A Balanced portfolio includes a mix of stocks (45%), bonds (40%), cash (10%), 
and international stocks (5%) for extra diversification and performance potential. 
A balanced strategy may be appropriate if you aren't comfortable taking big risks 
with your investments and have a 5- to 10-year time horizon. 

Performance results: Average annual rate of return was 8.1%. The best 12-
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month annualized return was 76.6%; the worst was -40.6%.

Moving into more stocks, our Growth portfolio holds a mix of stocks (60%), 
bonds (25%), cash (5%), and international stocks (10%). This may suit investors 
who want a higher degree of growth while maintaining a measure of protection 
during a market downturn. It may be appropriate if you have a moderate to high 
tolerance for risk and a time horizon of 10 years or more. 

Performance results: Average annual rate of return was 9.1%. The best 12-
month annualized return was 109.6%; the worst was -52.9%.

An Aggressive Growth portfolio includes a mix of stocks (70%), bonds (15%), 
and international equities (15%). This strategy avoids cash investments, which 
tend to restrict growth potential. An aggressive growth model may suit investors 
with a high tolerance for market volatility and a time horizon of 15 to 20 years. 

Performance results: Average annual rate of return was 9.7%. The best 12-
month annualized return was 136.1%; the worst was -60.8%.

The highest rung on our risk/reward ladder is aptly called the Most Aggressive 
portfolio. It includes a mix of stocks (80%) and international stocks (20%). It is 
only suitable for investors able to withstand the highest tolerance for stock price 
fluctuations in the pursuit of higher returns. Typically, that means younger 
investors who are risk tolerant with very long time horizons. 

Performance results: Average annual rate of return was 10.2%. The best 12-
month annualized return was 162.9%; the worst was -67.6%.

Stocks are represented by the S&P 500® Index, an unmanaged measure of U.S. market performance; bonds;by the 
Ibbotson U.S. LT Government Bond Index; and short-term instruments by the Ibbotson U.S. 30-Day T-bill. Assumes 
reinvestment of all dividends and income earned. These portfolios are only meant to illustrate historical performance 
and should not be construed as recommendations for your own portfolio. You should choose your own investments 
based on your particular objectives and situation. Government bonds and corporate bonds have more moderate short-
term price fluctuations than stocks but provide lower potential long-term returns. U.S. Treasury bills maintain a stable 
value if held to maturity, but returns are generally only slightly above the inflation rate. Generally, among asset classes 
stocks are more volatile than bonds.

Take a Step: Check your current portfolio allocation.

If you're looking for a simpler way to seek instant diversification, "all-in-one" 
mutual funds automatically match your time horizon with an appropriate allocation 
strategy. 

Take a Step: Get instant diversification with an all-in-one fund. 

Performance of all-in-one funds depend on that of their underlying investments. 
These funds are subject to the volatility of the financial markets in the U.S. and 
abroad and may be subject to the additional risks associated with investing in high 
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yield, small-cap, and foreign securities.

Maintain Your Target Mix
If you haven't reviewed your mix of investments in a while, you might be 
surprised at what you find. The problem with a misaligned portfolio is that you 
may be taking on more risk than necessary to meet your goals. One way to 
ensure that your asset allocation strategy stays on target is to review it 
periodically or at least once a year. Revisiting your portfolio is particularly 
important during periods of life-changing events such as a marriage, birth of a 
child, or a job change. 

As you get older, your financial priorities, family circumstances, and income are 
likely to change. Generally, the closer you approach any financial goal--whether 
it's to purchase a car, a home renovation, a college education, or the onset of 
retirement--the more conservative that portion of your investment portfolio 
should become. Knowing you need easy access to your money (greater liquidity) 
may mean moving a percentage of equity assets into bonds or short-term cash 
instruments. 

Take a Step: Create an asset allocation strategy for financial goals.

Don't Let Daily News Deter You
Stock and bond prices move up and down for many reasons. Some reasons are 
based on industry data such as corporate earnings or the direction of interest 
rates. Other reasons are more subjective. The uncertainties of war, terrorism, and 
even a hotly contested national political election may influence the buying habits 
of investors. Sometimes it's hard to ignore the daily barrage of media reports that 
trigger a sudden stock buying surge or rapid sell-off. But making snap decisions 
about your own investments based on hunches or abrupt market shifts may do 
more harm than good. Even investment professionals can't predict with certainty 
how the market will ebb or flow. Studies have shown that investors who embrace 
a buy-and-hold strategy tend to outperform those who attempt to time the 
market by jumping in and out to try to chase rapid gains. 

Another way to counteract snap decision-making is to set up automatic investing 
with a regular schedule, which lets you take advantage of dollar cost averaging. 
With dollar cost averaging, you invest a set amount each month, which allows you 
to buy more shares when mutual fund or stock prices are low and fewer shares 
when prices are high. (Dollar cost averaging or periodic investment plans involve 
continuous investment in securities regardless of price. Consider your financial 
ability to continue to purchase shares during periods of high and low prices. Dollar 
cost averaging does not ensure a profit and does not protect against a loss in 
declining markets.)

Take a Step: Understand impact of trying to time the market.
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Take a Step: Set up automatic investments.

Keeping on top of your investments is central to pursuing your long-term financial 
goals. It does mean taking some time to choose investments that will help you 
reach your goals. Then, once you choose a mix of investments that you are 
comfortable with, stick with it, with a once-a-year check to make sure it's still the 
right balance for your current needs. 

Please carefully consider the fund's investment objectives, risks, charges, and 
expenses before investing. For this and other information on any fund available 
through Fidelity, call or write to Fidelity or visit Fidelity.com for a free prospectus. 
Read it carefully before you invest or send money.

The information presented above reflects the views and opinions of the author and is not the opinion or 
recommendation of Fidelity Investments. There materials are provided for informational purposes only.
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