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"The policy of being too cautious is the greatest risk of all."
Jawaharlal Nehru

The importance of risk

In the first of a regular series of articles about the fundamentals of 
stockmarket investing, we look at investment risk.

For those who are unfamiliar with the stockmarket, risk can sound 
off-putting. After all, it tends to have negative connotations in our everyday 
lives – if we “take a risk”, we are usually worried something bad could 
happen.

However, in an investment context risk is an essential part of making the 
most of your money. All you have to do is understand what risk really 
means for investors and decide what level of risk you want to take on. 

calculated risk

is worth taking



Understanding risk

Risk is the chance that your investment could 
fall in value. However, it is also your 
investment’s potential for growth. This is why 
it can be better to think of investment risk as 
investment opportunity. A higher-risk fund is 
generally considered to offer the opportunity 
for higher growth – though, of course, this is 
not guaranteed.

The key factor behind taking full advantage of 
investment risk is time. If you invest in shares 
for just a few years, there is an increased 
chance that your investments could fall in 
value. For longer periods, however, higher-risk 
investments, such as shares, have 
demonstrated an ability to outperform other 
types of asset. 

Pull-out box: Another good way to manage risk 
is to build a portfolio holding a range of 
investments. We look more closely at this 
concept in the second article in this series.
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Finding the right level

To get a good feel for how much risk you want to take on, ask your Investment Adviser to take you through a risk 
profiling exercise. The following factors will all have a bearing on the result.

Your time horizon
Decide how long you can have your money invested in shares before you need to dip into it for important 
expenditure, such as buying a house, paying for your children’s higher education or funding your retirement. As a 
general principle, stockmarket investments should only be considered if your time horizon is over five years. 
Markets move in cycles, so if they fall in value there is a good chance they will rise again, but it can take some 
time. You must be willing to stay focused on your goal through any difficult periods.

your time horizon 

your investment objective

the true picture

of a risk unveils only

after you have

understood

it fully.
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• Your investment objective 
Think about your primary goal. Is it to 
preserve the value of the savings you have 
painstakingly built up over the years or is it to 
increase your savings into something far more 
substantial over time? 

Your Investment Adviser will discuss these 
and other important issues with you to get an 
idea of your appetite for risk. You can then 
decide on a mix of funds that would suit your 
particular circumstances.

• Your attitude to losses 
How do you think you would feel when your 
investments drop during a volatile time in the 
market? If you think you might lose sleep 
about it, riskier share investments are best 
avoided. Alternatively, if you are happy to ride 
out short-term fluctuations in the market or 
even see them as a great opportunity to 
increase your holding at a bargain price, you 
will probably be comfortable with riskier 
holdings.
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short-term risks
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