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LEARNING TARGETS
1. Explain the risk/reward tradeoff - why a higher possible reward always comes paired with higher risk, and why you cannot win without risk
2. Explain what investment risk and volatility are and identify different types of investment risk
3. Explain how your risk tolerance and time horizon decide how much investment risk fits you
4. Explain how diversification lowers risk and describe an investment mix that fits your goals

SECTION 1
No Reward Without Risk
Risk and Return
RISK is the chance that an investment loses value or does not earn what you hoped - the possibility that you get back less than you put in.
RETURN is the money you earn on an investment, usually shown as a percent per year - the reward side of investing.
You Cannot Win Without Risk
Safe places to put money (a savings account) earn a small return; the chance of a big return always comes with the chance of a big loss.
The only way to earn almost no return is to take almost no risk - so to grow money you must accept some risk.
SECTION 2
The Risk/Reward Tradeoff
The Rule
The RISK/REWARD TRADEOFF: a higher possible reward always comes paired with higher risk.
Asset classes line up by risk: savings (safest) -> bonds -> stocks -> crypto (riskiest).
Volatility and Devin’s Choices
VOLATILITY is how much a value swings - the everyday face of risk.
Crypto has about a 15% return but about a 70% swing - highest reward, highest risk.
SECTION 3
Types of Investment Risk
Market and Company Risk
MARKET RISK: the whole market can drop at once (like a recession), pulling most investments down together.
COMPANY (single-stock) RISK: one company can fail on its own and take the money you put in it down with it.
Inflation and Volatility Risk
INFLATION RISK: money in a low-return savings account can lose buying power if prices rise faster than it grows.
VOLATILITY RISK: a very volatile investment can swing so far, so fast, that you panic-sell at a low and lock in a big loss.
SECTION 4
Your Risk Tolerance
What Risk Tolerance Is
RISK TOLERANCE is how much risk - how big a swing or possible loss - you can handle, financially and emotionally, without panic-selling.
The money side: could you afford the loss? If you need the money soon, your ability to take risk is lower.
Be Honest
The feelings side: would a big drop make you panic and sell?
The right risk level is one you can stick WITH in a downturn - picking more risk than you can handle leads to selling low.
SECTION 5
Time Horizon Changes How Much Risk You Can Take
What Time Horizon Is
TIME HORIZON is how long until you need the money.
A LONG horizon can hold riskier investments because there is time to ride out the swings and recover from drops.
Short vs Long
A SHORT horizon (money needed next year) should stay safe and low-volatility.
Match the risk to when you need the money.
SECTION 6
Diversification Lowers Risk
The Idea
DIVERSIFICATION is spreading your money across many different investments so no single one can wreck your whole plan.
It lowers risk WITHOUT giving up much expected return.
Index Funds and the $1,000 Example
An index fund owns hundreds of companies at once - an easy way to diversify.
Split $1,000 across 10 investments ($100 each); ONE drops 50%: only that $100 falls to $50 while the other $900 is untouched.
SECTION 7
Building a Mix That Fits You
Time Horizon and Risk Tolerance
Step 1: check your TIME HORIZON. A long horizon (like retirement) can hold more stocks; short-horizon money stays in savings.
Step 2: be honest about your risk tolerance - pick a risk level you can stick with in a downturn without panic-selling.
Diversify and Manage Risk
Step 3: DIVERSIFY - spread money across many investments (an index fund is an easy way) so no single one can wreck your plan.
Step 4: match risk to the goal - you don’t avoid risk, you manage it.
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Please contact me if you have any issues with this product. Just like our students, I am always looking for opportunities to grow.
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