PSA: Should you stick with index-based investments?
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You may have heard that you can simplify your investment strategy just by owning index-based investments. But is this a good idea?

An index-based fund mimics the performance of a market index, such as the S&P 500. As such, these funds do very little trading, so they generate fewer taxes than more actively managed funds.

And when the financial markets go up, index funds do well. Conversely, when the market is down, as it has been for much of this year, index funds will lose value.
Regardless of their performance, though, index funds are limited in the level of diversification they can add to your portfolio. To achieve your goals, you’ll likely need to hold a mix of investments, as opposed to investing in just one index fund.

Also, it’s not a good idea to measure your investment success against any one market index. Instead, you need to build a portfolio based on your objectives, risk tolerance and time horizon.

Nonetheless, index funds are a part of the broad investment landscape — so it’s useful to know something about them.
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