
Journal of the International Academy for Case Studies                                                                      Volume 29, Special Issue 1, 2023 

                                                                                                 1                                                          1532-5822-29-S1-005 

Citation Information: Hines, B. (2023). Asset allocation principles: a guide for investors. Journal of the International Academy for 
Case Studies, 29(S1), 1-2. 

ASSET ALLOCATION PRINCIPLES: A GUIDE FOR 

INVESTORS 

Barbara Hines, University of Pennsylvania 

ABSTRACT 

Asset allocation is a fundamental investment strategy that involves dividing a portfolio 

among different asset classes to achieve maximum returns with minimum risk. This article 

discusses the key principles of asset allocation, including the importance of diversification, the 

need to match asset allocation with investment goals, and the role of regular portfolio 

rebalancing. Additionally, the article emphasizes the importance of understanding the 

correlation between asset classes to create.  
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INTRODUCTION 

Asset allocation is a fundamental strategy for investors to balance their portfolio risk and 

returns. Asset allocation is the process of dividing an investment portfolio among different asset 

classes such as stocks, bonds, real estate, and commodities, among others. The goal is to 

minimize risk by diversifying investments across different asset classes to achieve maximum 

returns. In this article, we will discuss some of the key principles of asset allocation that 

investors should consider when developing their investment strategy (Brunel et al., 2020). 

Asset Allocation is a Long-Term Strategy 

Asset allocation is not a short-term strategy; it is a long-term strategy that requires 

patience and discipline. The goal of asset allocation is to create a well-diversified portfolio that 

can weather market volatility and generate steady returns over time. Investors should resist the 

temptation to react to short-term market fluctuations and stick to their asset allocation plan 

(Clark & Monk, 2013). 

Diversification is Key 

Diversification is the cornerstone of asset allocation. Diversification involves spreading 

your investments across different asset classes, industries, and geographies to minimize risk. By 

diversifying your portfolio, you can reduce the impact of market volatility on your investments  

(Kotsantonis et al., 2016). 

Asset Allocation Should Match Investment Goals 

Asset allocation should be based on your investment goals, risk tolerance, and time 

horizon. For example, if you are a young investor with a long time horizon, you may be able to 

afford a more aggressive asset allocation that includes more equities. On the other hand, if you 
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are nearing retirement, you may want a more conservative asset allocation that includes more 

fixed-income investments (Neumann et al., 2003). 

Rebalance Portfolio Regularly 

Asset allocation is not a one-time event; it requires on-going monitoring and adjustment. 

As your investments grow or shrink, your asset allocation may become unbalanced. To maintain 

your desired asset allocation, you should rebalance your portfolio regularly by selling assets that 

have performed well and buying assets that have underperformed. 

Understand the Correlation between Asset Classes 

Understanding the correlation between asset classes is critical when developing an asset 

allocation strategy. Some asset classes, such as stocks and bonds, have a negative correlation, 

which means they tend to move in opposite directions. Other asset classes, such as commodities 

and real estate, may have a low or even positive correlation with stocks and bonds. By 

understanding the correlation between asset classes, you can create a well-diversified portfolio 

that can withstand market volatility (Osadchii et al., 2021). 

CONCLUSION 

Asset allocation is essential investment strategies that can help investors achieve their 

financial goals. By following these key principles of asset allocation, investors can create a well-

diversified portfolio that can weather market volatility and generate steady returns over time. It is 

important to remember that asset allocation is a long-term strategy that requires patience, 

discipline, and ongoing monitoring and adjustment. 
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