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6 Asset Classes To Diversify Your Portfolio
When it comes to investing, understanding the different asset classes is crucial for building a
well-diversified portfolio. Asset classes refer to different categories of investments that have
unique characteristics in terms of risk, return, and correlation with other assets. In this article,
we’ll explore the main asset classes, including cash, equities, and fixed income, as well as
alternative asset classes like commodities and collectibles.
 

What Are Asset Classes?

An asset class is a group of investments that share similar characteristics, such as risk and
return. They are typically categorized based on the type of investment and the underlying
asset, such as stocks, bonds, real estate, and commodities. By investing in a mix of asset
classes, investors can diversify their portfolios and reduce risk.
 

Main Asset Classes

 

Cash And Cash Equivalents:

Cash and cash equivalents are the most liquid asset class and include investments such as
savings accounts, money market funds, and commercial paper. While cash and cash
equivalents offer low returns, they provide a safe haven for investors looking to preserve their
capital.
 
Pros:

Highly liquid
Low risk
Good for short-term goals

Cons:

Low returns
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Inflation risk

 

Equities:

Equities, also known as stocks, represent ownership in a company. Equities offer potentially
high returns but also come with high risk. Equity investments can be further categorized by
size (large-cap, mid-cap, and small-cap) and style (value, growth, and blend).
 
Pros:

High potential returns
Good for long-term goals
Can provide dividend income

Cons:

High risk
Volatile
Can be affected by economic and political factors

 

Fixed Income:

Fixed income investments, which include bonds and other debt securities, provide a steady
stream of income through interest payments. Fixed income investments can be issued by
governments, corporations, or municipalities and are categorized by credit rating, duration,
and yield.
 
Pros:

Steady income stream
Low to moderate risk
Can provide diversification from equities

Cons:

Lower returns than equities
Interest rate risk
Credit risk
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Alternative Asset Classes:

In addition to the main classes, there are also alternative asset classes that can provide
diversification and potential returns. These can be broken down across many categories.
Some of the most popular alternative asset classes include:
Read the full article here; Asset classes
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