
 

Changing Allocations as Your Goals or Time 
Horizons Change 
 

What is asset allocation? 

Investment in different types of assets 

Asset allocation is an approach to investing. It involves spreading your investments over different asset 
categories, such as equities, cash or cash-alternative investments, bond, real estate, foreign securities, 
and possibly even precious metals or collectibles. Your asset mix, the specific investments within each 
category, and the timing of your investments all play a part in your overall return. 

 

Different categories have different returns 

The principle of asset allocation is that over time, different broad categories of investments have shown 
different rates of return and levels of price volatility. By diversifying your investments over various 
categories, you spread your risk and theoretically maximize your return. Generally, downturns in one 
investment class may be tempered or even offset by favorable returns in another asset class. 
(However, diversification alone cannot guarantee a profit or ensure against a loss.) 

 

General note on asset allocation 

Generally, the higher the potential return on an investment, the higher the risk. The longer your 
investment horizon, the more risk you may generally be able to assume in the short run by allocating 
more of your investment to higher-risk (aggressive) assets. 

When your investment horizon is longer term, you have time to ride out short-term fluctuations. A 
shorter time frame usually requires a more conservative approach. You may want to reallocate more of 
your investments into lower-risk asset categories as the time approaches to convert your investments to 
cash for your particular goal. 

 



Why consider changing your asset allocations? 

The major reason you engaged in asset allocation may have been to achieve certain investment 
objectives. As your life changes, these objectives are likely to change, and it makes sense to shift your 
allocations. Numerous personal factors can cause your objective or time horizon to change. Outside 
factors may lead you to reallocate your investments, as well. 

 

Respond to changes in your life or goals 

The asset allocation you establish today may not be appropriate for goals that you may establish later 
on. For instance, you may have established allocations based on the long-term objective of investing for 
your retirement, which you expected to occur in 20 years. But perhaps you were not married when you 
set your investment strategy for that objective, and now you are, or maybe you are now expecting a 
child. Chances are pretty good that your investment objective has changed somewhat and may now 
include intermediate-range goals such as funding private school tuition. In order to meet your newly 
modified objective, you may want to reallocate your investments. 

 

Adapt to changes in your planning horizon 

You may have set your asset allocations with the initial objective of sending your child to college in 12 
years. Time has passed, and your child will be entering college in 2 years. You should probably change 
your allocations based on the current time horizon. That may mean moving funds from higher-risk to 
lower-risk investments to ensure that the needed money will be available. 

Imagine the stress you might feel if the tuition invoice arrives while you are waiting for that risky stock 
investment to rebound from the tumble it took three months earlier. Imagine the stress that can be 
avoided by planning ahead and monitoring and rebalancing your allocations as your planning horizon 
changes. 
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Asset allocation, which is driven by complex mathematical models, cannot eliminate the risk of fluctuating prices and uncertain 
returns. 
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