
Investing is all about choices. The choices you make reveal who you are as

an investor and as an individual. This is called your investor profile. To

discover your profile, ask yourself these four questions:
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How much risk is right for me?

- Risk can be defined as the fear of losing money. When talking about 'risk', it

is imperative that 'return 'is discussed. The two terms share a direct relationship,

the higher the risk, the higher the return and vice versa. Taking a high risk

means that there is a chance of an investor earning either a steep return or

making a hefty loss. The chance of making a robust profit or sizeable loss is

what makes taking risk edgy and exciting. On the other hand, taking low risk

implies that an investor makes a slim and modest return, yet providing an

investor with a stability of principal.

-  To judge your risk profile the questions that you need to ask yourself is:

* Do I want the highest possible returns even if it means I may lose some

or all of the money invested by taking a high degree of risk?

*  Would I rather make less return and keep my money safe and be risk

averse?

How much am I hoping to make by investing (your investment
return)?

- Return is the trophy that all investors seek. A higher return is always preferred

but knowing the different types of returns is also important. Investment returns

can be classified as interest income, dividend income or capital gains (or

losses).

- A higher return is always desirable and attractive; however the hunger for a

higher return often means that a greater appetite for risk needs to be tolerated.
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Remember:

Know what’s important to you.
When you understand yourself better as an investor, it will be easier to

make choices that are right for you.
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How long do I plan to invest for?
- Time horizon is the number of years that you plan to invest. For example,

saving for a vacation is a short-term goal. Saving for retirement is a long-term
goal.

- Investment vehicles like equities are quite volatile in the short term and are
most effective for a longer time horizon. Example: An investment like an equity
based mutual fund may go up or down in value. If you have to sell early
because you need your money, you may take a loss depending on market
conditions. If you can stay invested longer, you will generate a similar return
that the underlying companies earn. Remember over the long term Pakistan's
equity markets have generated returns in excess of 25% PA.

How quick can I get my money back?
- How easy will it be to get your money back from an investment? This is called

liquidity.

* Cash is the most liquid. You have it in your hand, purse, or pocket.

* Money in a bank account is also very liquid. You can get it right away and
get it easily, either from a teller or a bank machine (ATM), or with a debit
card.

* Money market funds offer investor the same level of liquidity and safety
as cash in a bank but offer investors much higher returns.

Example: Bank account deposits generate much less returns than if you invest
in equities for a period of three years. They also earn less than a money market
or fixed income mutual fund over time.




