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Risk Tolerance: Know Your Investing Comfort Zone

Risk tolerance is a key concept in personal finance and investing, determining how comfortable you feel

when you look at your account value and see it fluctuate day by day. Simply put, it’s the level of

uncertainty or potential loss in your investments that you are comfortable with to achieve your long-term

goals. Knowing your risk tolerance can help guide your investment choices and ensure you're making
decisions that align with your financial goals and emotional comfort.

What Is Risk Tolerance?

Risk tolerance refers to the amount of volatility or risk Types of
Risk Tolerance

you are willing to accept in your investment portfolio.
It takes into account your financial goals, time
horizon, and personal comfort level with market
fluctuations. In general, risk tolerance falls into three
categories:

1.

Aggressive Moderate Conservative

Conservative: You are risk-averse and prefer safer investments with stable, but the trade-off is
lower returns (like bonds, CDs, or savings accounts).

Moderate: You’re willing to accept some risk in exchange for higher potential returns. You might
have a mix of stocks and bonds in your portfolio.

Aggressive: You’re comfortable with high risk and the potential for significant ups and downs in
the market. Your portfolio is likely stock-heavy, aiming for high returns over a longer period of time.

How to Find Your Risk Tolerance

Finding your risk tolerance involves evaluating several factors:

1.

Assess Your Financial Goals: Consider your goals and time horizon. Are you saving for retirement
in 30 years, or are you planning to buy a house in the next five years? Longer time horizons
generally allow for higher risk, as there’s more time to recover from market downturns.

Understand Your Emotional Response to Loss: Think about how you’ve reacted to past market
downturns or financial losses. If the idea of losing money in the market makes you anxious or
keeps you awake at night, you might have a lower risk tolerance. If you’re comfortable with
volatility and understand that markets go up and down, you may be more open to risk.

Take a Risk Assessment Quiz: Many financial institutions and advisors offer online risk tolerance
quizzes that ask questions about your financial situation, time horizon, and emotional reactions to
market changes. These can provide a helpful starting point for determining your risk tolerance.
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4. Consider Your Financial Situation: Your ability to withstand losses depends on your financial
situation. Do you have an emergency fund? Do you have a stable income and low debt? If you have
a solid financial foundation, you may be able to tolerate more risk than someone who is financially
strained.

What to Do with Your Risk Tolerance
Once you’ve identified your risk tolerance, here’s how to apply it:

1. Choose Investments That Match Your Tolerance: If you have a low risk tolerance, consider more
conservative investments like bonds or certificates of deposit (CDs). If you're more comfortable
with risk, you may want to allocate more of your portfolio to stocks, real estate, or other high-risk,
high-reward assets.

2. Diversify Your Portfolio: Even if you're comfortable with risk, diversification can help manage
market exposure. Spread your investments across different asset classes (stocks, bonds, real
estate, etc.) to reduce the potential for significant loss in any one area.

3. Review and Adjust as Needed: Your risk tolerance can change over time based on life events,
financial changes, or market conditions. For example, as you near retirement, you might shift
toward more conservative investments to secure your retirement lifestyle goals. Periodically
reassess your risk tolerance to ensure your investments still align with your current goals and
circumstances.

4. Stay Calm During Market Fluctuations: It’'s important to remember that markets go through
periods of ups and downs. If you're aligned with your risk tolerance and long-term goals, don’t
panic during market volatility. Stick to your plan and avoid making emotional decisions.

Understanding and aligning your investments with your risk tolerance is the guide for building a strategy
that matches your comfort level and financial goals. By determining your risk tolerance, diversifying your
portfolio, and adjusting over time, you can take a more thoughtful, less stressful approach to investing.
Whether you're conservative, moderate, or aggressive in your approach, finding the right balance for your
situation will help you stay on track to achieve your financial objectives.

Find Other Helpful Topics

Securities offered through Avantax Investment Services®™, Member FINRA, SIPC.
Investment advisory services offered through Avantax Advisory Services™.
Insurance services offered through an Avantax affiliated insurance agency.
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