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Asset Allocation

Asset Allocation: The process of dividing an investment portfolio among different asset categories, such as
stocks, bonds, and cash, in order to maximize returns and minimize risk. The mix of assets is based on an
investor's financial goals, risk tolerance, and investment horizon.

Bonds: A type of fixed-income security that represents a loan made by an investor to a borrower, typically a
corporation, government, or government agency. The borrower agrees to repay the principal of the loan,
along with interest, at a specified maturity date.

Common Stock: A type of equity security that represents ownership in a corporation. Common stockholders
are entitled to vote on corporate matters and may receive dividends, but they are last in line to be paid if a
company goes bankrupt.

Diversification: The practice of spreading investments across a variety of assets to reduce risk. Diversification
can be achieved by investing in different types of assets, such as stocks, bonds, and real estate, as well as
different sectors and geographic regions.

Dividends: A distribution of a portion of a company's earnings to shareholders, usually in the form of cash
or additional shares. Dividends are typically paid to common and preferred stockholders.

Emerging Markets: Countries that are in the process of industrialization and economic development, but
have not yet reached the level of developed markets such as the United States and Western Europe.
Investing in emerging markets can be risky, but can also offer high potential returns.

Equities: A type of investment that represents ownership in a corporation, such as common or preferred
stock. Equities are generally considered to be riskier than fixed-income securities, but have the potential for
higher returns.

Exchange-Traded Funds (ETFs): A type of investment fund that is traded on a stock exchange, similar to
individual stocks. ETFs typically track a specific index, sector, or commodity, and offer diversification and
professional management at a lower cost than actively managed funds.

Fixed-Income Securities: A type of investment that pays a fixed rate of interest, such as bonds and
certificates of deposit (CDs). Fixed-income securities are generally considered to be less risky than equities,
but offer lower potential returns.

Index Funds: A type of mutual fund or ETF that aims to replicate the performance of a specific market index,
such as the S&P 500. Index funds offer diversification and professional management at a lower cost than
actively managed funds.

Inflation: A sustained increase in the general price level of goods and services in an economy over time.
Inflation erodes purchasing power and reduces the real value of fixed-income investments.
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Interest Rate Risk: The risk that changes in interest rates will negatively affect the value of a fixed-income
investment. When interest rates rise, the price of existing fixed-income securities falls, and vice versa.

Investment Horizon: The length of time an investor plans to hold an investment. The investment horizon is
an important factor in determining the appropriate asset allocation and risk tolerance.

Mutual Funds: A type of investment vehicle that pools money from many investors to purchase a diversified
portfolio of stocks, bonds, or other assets. Mutual funds are managed by professional fund managers and
offer diversification and professional management at a higher cost than index funds.

Portfolio: A collection of investments held by an individual or institution. A portfolio can include a variety of
assets, such as stocks, bonds, real estate, and cash.

Preferred Stock: A type of equity security that represents a higher claim on a company's assets and earnings
than common stock. Preferred stockholders are entitled to receive dividends before common stockholders,
but do not have voting rights.

Risk: The potential for financial loss or negative returns from an investment. Risk can be measured in various
ways, such as volatility, standard deviation, or value at risk.

Risk Tolerance: The level of risk an investor is willing and able to take in pursuit of their financial goals. Risk
tolerance is influenced by factors such as age, income, financial goals, and investment horizon.

Sectors: A group of companies that operate in the same industry, such as technology, healthcare, or
financial services. Investing in different sectors can provide diversification and reduce risk.

Stocks: A type of equity security that represents ownership in a corporation. Stocks can be classified as
common or preferred, and offer the potential for capital gains and dividends.

Value Investing: An investment strategy that focuses on buying stocks that are undervalued by the market,
based on fundamental analysis. Value investors look for companies with strong financials, competitive
advantages, and a low price-to-earnings (P/E) ratio.

Volatility: A measure of the variation in the price of a security or market index over time. Volatility is often
used as a measure of risk, as it reflects the uncertainty and potential for large price swings.

In conclusion, this glossary provides a comprehensive overview of key terms and concepts related to asset
allocation and investing for teens. Understanding these terms is essential for making informed investment
decisions and achieving long-term financial success. It is important to remember that investing involves risk,
and it is essential to have a well-diversified portfolio that aligns with your financial goals and risk tolerance.
Additionally, it is important to stay informed about market conditions and economic trends, and to regularly
review and adjust your investment strategy as needed.
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