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In our previous Investment Insights, we have learned the importance of asset allocation and 
diversification of our portfolio into different asset classes.  But what exactly are Asset Classes? 
An asset class is a group of securities or investments that exhibit similar characteristics and behave 
similarly in the marketplace.  Additionally, each asset class has a distinct risk and return investment 
characteristic.  The three main asset classes are money market instruments, fixed income securities, and 
equities. 
 

 
 
This chart shows the relationship of risk and return among the different types of investment or asset 
classes.  As we go farther to the right of the horizontal axis, the asset class provides higher potential 
return.  As we go higher the vertical axis, the level of risk increases.  Therefore, the return and risk have 
a direct relationship.  The higher the risk, the higher the potential return. 
 
Money Market Securities 
 
Money market securities or cash equivalents are short-term investments that mature in a year’s time or 
less.  Examples of this asset type include the time deposit, Bangko Sentral ng Piliipinas’ Special Deposit 
Account (BSP SDA), Treasury Bills, and money market investment funds.  This is the least risky asset 
class, but also provides the lowest potential return. 
 
Fixed Income 
 
Fixed income are securities that have specific or fixed interest rates, such as bonds issued by the 
government or private corporation, with tenors ranging from 2-30 years.  Examples of government 
bonds include Retail Treasury Bonds, Fixed-Rate Treasury Notes, and the foreign currency-denominated 
Republic of the Philippines bonds (ROPs). 
 
As bonds are exposed to credit/default risk, it is important for the potential investor to establish the 
stability and credibility of the issuer.  As long as the bond issuer does not default, the investor expects to 
be paid a fixed rate of interest over the tenor of the bond, as well as the repayment of the principal.  For 
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a particular face amount lent to the issuing entity, the investor will receive periodic interest payment, 
either quarterly, semi-annually or annually. 
 
Additionally, as bonds provide a fixed interest rate until its maturity, bonds are exposed to interest rate 
risk, which means that the purchase and sale of a debt instrument may result in profit or loss because 
the value of a debt instrument changes inversely with prevailing interest rates, i.e., as interest rates rise, 
bond prices fall and when interest rates decline, bond prices rise.  As the prices of bonds in a portfolio 
adjust to a rise in interest rate, the portfolio’s market value may decline. 
 
Thus, bonds are moderately conservative to moderately aggressive investments that are riskier than 
money market instruments, but provide a higher income potential. 
 
Equities 
 
Equity represents ownership in a corporation in the form of common or preferred stock.  This is the 
most volatile type of asset class but provides the highest income potential.  When one invests in a 
company’s stock or share, he becomes part owner of that company.  Just like any business owner or 
entrepreneur, an equity investor cannot tell with certainty how much he would earn.  However, equities 
or stocks may provide long-term growth through capital appreciation or dividends. 
 
Capital appreciation is the increase of the market price of a stock.  The difference between an investor’s 
buying price and the market price is the potential return of the investor and this is realized when the 
stock is sold.  On the other hand, dividends represent earnings that a company has decided not to 
reinvest in the business.  It can either be paid in cash or stock dividends. 
 
Although the potential earnings for equities is highest among the three basic asset classes, it is also the 
most volatile since the stock market is affected by several factors such as the company’s current 
business performance, uncertainty of future revenue, market sentiment, and the possibility of 
unfavorable news both within the company and outside the company’s control. 
 
A handy investment concept to remember is securities with longer maturity dates have higher yields, 
but higher level of risk compared to those with shorter tenure.  Because of equity’s volatile nature, it is 
recommended that you stay invested for at least 5-7 years. 
 
Now that you've learned about asset classes and the risk appetite associated with each one, it's time to 
take a bite into investing.  BPI Asset Management offers a wide menu of investment funds suited for 
your taste.  Talk to your Investment Counselor now and let's start with your healthy financial lifestyle.  


