How do we measure risk tolerance?

We have recently begun using new software produced by a company called FinAmetrica in order to analyze our clients’ risk tolerance.  This software takes a risk tolerance questionnaire that is completed by our clients and analyzes the questions in order to determine what their risk tolerance level is.  Risk tolerance is simply your willingness and ability to cope with fluctuations in the value of your portfolio.  If you have a high risk tolerance and are willing to take more risks with your investments you should receive higher returns but you will also see bigger swings in the year to year performance of your portfolio.


The questionnaire that is provided by FinAmetrica has questions that cover many different areas of risk analysis.  Some might seem as though they are not relevant to you and your finances while others may seem too complex for you to be able to answer on your own.  You might not be sure which answer is the most accurate for some of these questions.  This is the reason behind the questionnaire’s 25 questions – each question is taken into account and they are analyzed as a group.  There is no right or wrong answer and there is no concrete solution to what your risk tolerance is.  The software will provide us with a risk tolerance score but it gives us much more than this.  It will give us the answers that differ from others with a similar score.  It also tells us what people with a similar score answered for certain questions.  With all of this information we are able to do our own analysis to better understand your score and what it really means for you.  

We do not use this analysis as the only tool to set up a client’s asset allocation.  Proper asset allocation takes into account many different factors to determine how you can best reach your financial goals.  Your risk tolerance is just one of these factors.  We will use this software to help us understand our clients better and to create a portfolio that better reflects your goals and desires. 

If you are interested in how we are using the risk tolerance questionnaire to assist in setting a client’s asset allocation, feel free to contact us.     

