
Investing Basics 

Explain the relationship between risk 
and return 

 
Discuss how to evaluate and limit risk 
when you make investment decisions 



What is Investing? 

  Investing is choosing to save in a way that 
earns income. 
  Savings accounts, CD’s, bonds 
  Investment decisions involve trade-offs 
  The chance to earn more income requires 

accepting more risk 



Risk and Rate of Return 

  Risk--the chance that an investment will 
decrease in value 
 All investment requires some risk 

  Return--the income you earn on an 
investment 
  Rate of return is measured as a percentage of 

the amount invested 
  See Risk/Return Pyramid on p. 283 



Calculate Rate of Return 

  Investment = $1000.00 
  Return = $100.00 
  Rate of Return  

  Return/investment = rate of return 
  100/1000 = .1 (x100=10%) 



Evaluate Your Risk 

  General Rule of Investing 
  The greater the potential rate of return, the 

greater the risk 
 Some risk may be greater than you are willing to 

accept 

  Remember--when your invest in a non-insured 
account, you risk not only potential earning, but 
also the investment. 



Limit Risk Through 
Diversification 

  Diversification--investing in various 
businesses with different levels of risk 
 Distribute your money among a variety of 

investments 
 Diversification reduces your overall risk of loss 

  If one investment goes bad and another does well, 
you still end up with a good return 



Diversification (cont) 

  As your financial needs change, you will 
want to invest differently 

  Don’t make risky investments with money 
your cannot afford to lose 



How to Make  
Investment Choices 

  Your investment choices depend on your 
personal financial situation 
  1-Your financial situation 
  2-Your risk tolerance 
  3-Your values 



Your Financial Situation 

  If you lose your savings, you may not 
quickly recover 

  Taking more risk makes more sense for 
some than others 
 Good salary 
  Secure employment 
 Amount of savings 



Your Risk Tolerance 

  Different people have different tolerance for 
risk 
 What is your risk tolerance? (1-5 scale) 

  You should select investment choices 
consistent with your level of comfort with 
risk 



Your Values 

  You may want to invest in ways consistent 
with your values 
  Community values 
  Social responsibility 


