


When you think of recreation, do you think of bowling or

bungee-jumping? Swimming or skydiving? A good read or a

good rollercoaster? With investing, as in recreation, different

people are willing to take different risks. Broadly speaking,

investing inherently exposes you to risks; knowing

your risks can help you determine how best to

invest. 

WHAT IS MARKET RISK?

Market risk is the chance that your investment

could lose value because the market performs

poorly. Many factors can influence markets

and cause them to fluctuate, including

consumer and corporate spending, investors�

perceptions and unemployment. Market risk

varies by type of investment. Historically:

� Stocks have provided the highest market
risk, as well as the highest returns. 

� Bonds are generally more stable than stocks, 
but have less return potential. 

� In general, cash alternatives, like money markets and
certificates of deposit, offer the greatest stability and the
lowest returns.  

A good way to limit market risk is to own a diversified

portfolio of investments; however, diversification does not

assure a profit or protect against loss. 

WHAT IS INFLATION RISK?

Inflation risk is the chance that your savings will buy less

over time. If the rate of inflation each year is higher than

the returns your investments earn, then your savings will

lose purchasing power. Inflation risk can be staggering:

Just ask an older relative what they paid more for �

their first house or their last car? One way to protect

against inflation risk is to invest a portion of your

savings in investments that keep pace with or beat

inflation.

MANAGING RISK 

Before you can manage risk, you must decide how

much risk you are willing to take. As a general rule of

thumb, conservative investors prefer more stable portfolios

and are willing to accept lower potential return. Aggressive

investors are willing to tolerate greater fluctuation in the

value of their portfolios with the expectation of earning

higher returns in the long run. Often investors� portfolios

become more conservative as they near retirement. 
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