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 Maintain reasonable return expectations. When developing your financial 
goals, you'll typically decide how much you need, when you'll need the money, 
and how much you'll earn on those savings. Those factors will determine how 
much you'll need to save on an annual basis to reach your goals. The higher your 
expected return on your investments, the less you'll need to save every year. 
However, if your assumed rate of return is significantly higher than your actual 
rate of return, you won't reach your goals. Thus, it's important to come up with 
reasonable return expectations. While past returns aren't a guarantee of future 
returns, you'll want to start by reviewing historical rates of return for investments 
you're interested in. Assessing your progress every year will allow you to make 
adjustments along the way.  

 Understand that risk can't be totally avoided. All investments are subject to 
different types of risk, which can affect the investment's return. Cash is primarily 
affected by purchasing-power risk, or the risk that its purchasing power will 
decrease due to inflation. Bonds are subject to interest-rate risk, or the risk that 
interest rates will rise and cause the bond's value to decrease, and default risk, 
or the risk that the issuer will not repay the bond. Stocks are primarily subject to 
nonmarket risk, or the risk that events specific to a company or its industry will 
adversely affect a stock's price, and market risk, or the risk that a stock will be 
affected by overall stock market movements. These risks make some 
investments more suitable for longer investment periods and others more 
suitable for shorter investment periods.  

 Diversify your portfolio. Typically, you do not know which asset class will 
perform best on a year-to-year basis. Diversification is a defensive strategy - it 
helps protect your portfolio during market downturns and helps reduce your 
portfolio's volatility. Diversify your investment portfolio among and within a variety 
of investment categories.  

 Only invest in the stock market for the long term. Stocks should only be 
considered by investors with an investment time frame of at least five years. 
Remaining in the market over the long term reduces the risk of receiving a lower 
return than you expected.  

 Don't try to time the market. Timing the market is a difficult strategy to 
accomplish successfully, since so many factors affect the market. Remember 
that most people, including professionals, have difficulty timing the market with 
any degree of accuracy. Instead, concentrate on setting an investment program 
that works in all market environments and that you can stick with in good and bad 
times.  

 Pay attention to taxes. Taxes are probably your portfolio's largest expense. 
Ordinary income taxes on short-term capital gains and losses can go as high as 
35%, while long-term capital gains and dividend income are taxed at rates not 
exceeding 15% (5% if you are in the 10% or 15% tax brackets). Using strategies 
that defer income for as long as possible can make a substantial difference in the 
ultimate size of your portfolio. Some strategies to consider include utilizing tax-
deferred investment vehicles (such as 401(k) plans and individual retirement 
accounts), minimizing portfolio turnover, selling investments with losses to offset 
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Whether you're investing for the first time or buying new stocks to augment your current 
portfolio, there are five important questions to ask yourself: 

What's your objective? Is your ideal stock one that pays a high dividend or one that 
has a high growth rate with no dividends? Is it a stock with relatively little price volatility 
but lower potential gains, or one with a lot of potential risk and higher potential rewards? 

How you answer those questions - and the stocks you choose - depends on your 
objectives. If capital preservation is your goal, for example, a lower-risk stock is 
probably preferred. On the other hand, if you're young and growth is your target, a 
higher potential return stock may make more sense. Whatever your objective, defining 
that goal is the first step to selecting stocks for your portfolio. 

Is your portfolio diversified? When considering which stock to purchase, determine 
whether you need to target your investment in certain areas to balance out your 
diversification. Make sure your portfolio isn't concentrated in just one industry, but 
spread out over at least four or five. And there are other dimensions to consider as well, 
such as cap weighting (large, mid, and small), style (growth or value), and geography 
(U.S.-based, developed foreign markets, and emerging markets). 

The benefit of diversification is that the up and down movements of different asset 
subclasses are not completely correlated, so that over time, losses in one industry or 
subclass may be offset by gains or lesser losses in another. 

What's your expected holding period? If you're looking to trade for quick gains, your 
expected holding period is short. In that case, you need to be sure you are timing your 
purchase so you're getting in near the beginning of an upswing, not the end of one. 

If you are buying for the long term, on the other hand, the price you pay is less critical, 
as long as you don't purchase a stock in the early stages of a steep decline in value. 

What's the prevailing market trend? In the 1990s, the market was so strong that 
almost any stock you bought was likely to go up in value. But in a trendless or declining 
market, it's a lot harder to find a winner, at least in the short and intermediate terms. 
That's because the majority of stocks move in the same direction as the market, no 
matter how fundamentally strong a stock may be. 

At the current price, would you be paying too much? To answer this question, you'll 
have to consider some basic fundamentals. 

First, look at the stock's price/earnings (P/E) ratio, which is its price per share divided by 
earnings per share. How does it compare to the stock's normal range, and how does it 
compare to its competitors? If the P/E ratio is high, maybe the stock is overpriced. On 
the other hand, if it's low, it could either be a bargain or an indication of a fundamental 
weakness. 
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 Maintain reasonable return expectations. When developing your financial 
goals, you'll typically decide how much you need, when you'll need the money, 
and how much you'll earn on those savings. Those factors will determine how 
much you'll need to save on an annual basis to reach your goals. The higher your 
expected return on your investments, the less you'll need to save every year. 
However, if your assumed rate of return is significantly higher than your actual 
rate of return, you won't reach your goals. Thus, it's important to come up with 
reasonable return expectations. While past returns aren't a guarantee of future 
returns, you'll want to start by reviewing historical rates of return for investments 
you're interested in. Assessing your progress every year will allow you to make 
adjustments along the way.  

 Understand that risk can't be totally avoided. All investments are subject to 
different types of risk, which can affect the investment's return. Cash is primarily 
affected by purchasing-power risk, or the risk that its purchasing power will 
decrease due to inflation. Bonds are subject to interest-rate risk, or the risk that 
interest rates will rise and cause the bond's value to decrease, and default risk, 
or the risk that the issuer will not repay the bond. Stocks are primarily subject to 
nonmarket risk, or the risk that events specific to a company or its industry will 
adversely affect a stock's price, and market risk, or the risk that a stock will be 
affected by overall stock market movements. These risks make some 
investments more suitable for longer investment periods and others more 
suitable for shorter investment periods.  

 Diversify your portfolio. Typically, you do not know which asset class will 
perform best on a year-to-year basis. Diversification is a defensive strategy - it 
helps protect your portfolio during market downturns and helps reduce your 
portfolio's volatility. Diversify your investment portfolio among and within a variety 
of investment categories.  

 Only invest in the stock market for the long term. Stocks should only be 
considered by investors with an investment time frame of at least five years. 
Remaining in the market over the long term reduces the risk of receiving a lower 
return than you expected.  

 Don't try to time the market. Timing the market is a difficult strategy to 
accomplish successfully, since so many factors affect the market. Remember 
that most people, including professionals, have difficulty timing the market with 
any degree of accuracy. Instead, concentrate on setting an investment program 
that works in all market environments and that you can stick with in good and bad 
times.  

 Pay attention to taxes. Taxes are probably your portfolio's largest expense. 
Ordinary income taxes on short-term capital gains and losses can go as high as 
35%, while long-term capital gains and dividend income are taxed at rates not 
exceeding 15% (5% if you are in the 10% or 15% tax brackets). Using strategies 
that defer income for as long as possible can make a substantial difference in the 
ultimate size of your portfolio. Some strategies to consider include utilizing tax-
deferred investment vehicles (such as 401(k) plans and individual retirement 
accounts), minimizing portfolio turnover, selling investments with losses to offset 
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Whether you're investing for the first time or buying new stocks to augment your current 
portfolio, there are five important questions to ask yourself: 

What's your objective? Is your ideal stock one that pays a high dividend or one that 
has a high growth rate with no dividends? Is it a stock with relatively little price volatility 
but lower potential gains, or one with a lot of potential risk and higher potential rewards? 

How you answer those questions - and the stocks you choose - depends on your 
objectives. If capital preservation is your goal, for example, a lower-risk stock is 
probably preferred. On the other hand, if you're young and growth is your target, a 
higher potential return stock may make more sense. Whatever your objective, defining 
that goal is the first step to selecting stocks for your portfolio. 

Is your portfolio diversified? When considering which stock to purchase, determine 
whether you need to target your investment in certain areas to balance out your 
diversification. Make sure your portfolio isn't concentrated in just one industry, but 
spread out over at least four or five. And there are other dimensions to consider as well, 
such as cap weighting (large, mid, and small), style (growth or value), and geography 
(U.S.-based, developed foreign markets, and emerging markets). 

The benefit of diversification is that the up and down movements of different asset 
subclasses are not completely correlated, so that over time, losses in one industry or 
subclass may be offset by gains or lesser losses in another. 

What's your expected holding period? If you're looking to trade for quick gains, your 
expected holding period is short. In that case, you need to be sure you are timing your 
purchase so you're getting in near the beginning of an upswing, not the end of one. 

If you are buying for the long term, on the other hand, the price you pay is less critical, 
as long as you don't purchase a stock in the early stages of a steep decline in value. 

What's the prevailing market trend? In the 1990s, the market was so strong that 
almost any stock you bought was likely to go up in value. But in a trendless or declining 
market, it's a lot harder to find a winner, at least in the short and intermediate terms. 
That's because the majority of stocks move in the same direction as the market, no 
matter how fundamentally strong a stock may be. 

At the current price, would you be paying too much? To answer this question, you'll 
have to consider some basic fundamentals. 

First, look at the stock's price/earnings (P/E) ratio, which is its price per share divided by 
earnings per share. How does it compare to the stock's normal range, and how does it 
compare to its competitors? If the P/E ratio is high, maybe the stock is overpriced. On 
the other hand, if it's low, it could either be a bargain or an indication of a fundamental 
weakness. 
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