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IT’S AN UNFORTUNATE fact that many new investors end up losing money right off the bat.

As a token of my appreciation for picking up this book, I want to help you avoid these rookie mistakes by including a free bonus guide.

You will find the link to your free guide at the back of this book. If you can’t wait, click below to get it now!
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Considering the famous saying that ‘money doesn’t grow on trees’, it’s remarkable how rich you can become through the information available in books.

This two-book bundle guide will be instrumental in offering the information required for you to begin your investment or trading journey.

First we will explore the basics of investing and create a roadmap for an absolute beginner to follow to success.

With a little bit of guidance anyone can become a successful investor, it is simply a matter of preparation. 

If you are a newbie thinking of diving into the markets then consider this book your first real investment.

You won’t find complicated strategies or schemes here. Before any of that you need to lay a solid foundation, and that is exactly what this book will achieve.

Before you place any money on the line you owe it to yourself to understand what you are getting into. This book will teach you, step-by-step, the absolute essentials.

By the time you have finished reading you will be ready to decide which road to go down and, under my professional guidance, we’ll get you heading straight for success!

Let’s get started.

​
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​1. Investing 101: The Basics
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Saving to meet the down payment on a new car or home is different from investing to achieve the same goal. So, what exactly does it mean to be an investor?

Most people believe that investing is using money to make more money. While this notion is true, savvy investors aim to accomplish more than just making money with their investments. 

According to Benjamin Graham’s book, ‘The Intelligent Investor’, an investment operation is one that, through analysis, promises safety of invested capital and satisfactory capital gains.

Quite simply put, investing, by definition, is the act of risking money or any other form of wealth to earn a return in the future. However it is not, at least as covered in this guide, the same as saving.

Saving versus Investing

SAVING INVOLVES HOLDING money in a bank account, money market, building society or any other account that is relatively safe. Such saving plans earn interest, albeit low. 

An alternative way to save is through a money market fund, which invests in short-term investments such as treasury bills issued by governments. The funds are relatively liquid, and therefore it is fairly easy for you to access your money.

Don’t worry if you aren’t grasping some of the terminology just jet, all will become clear in the forthcoming chapters.

Savings, then, do not earn as much return as investments do. Consequently, the value of savings may be eroded by the purchasing power of the respective currency and inflation in the long run.

Investments, on the other hand, involve taking greater risks than savings, and hence present an opportunity to earn higher returns.

Due to the higher level of risk undertaken, it is important to understand that the value of investments may also decline, or the investor may suffer a total loss of the entire investment, also known as ‘losing the principle investment.'

This principle goes hand in hand with the saying, ‘the higher the risk; the higher the return.’ This will be covered later under risk management.

The goals set for saving are also different from those of investing. Most savers view savings as money set aside in case of a rainy day. Such funds should be kept safe from any risk of loss since they could be needed at a moment’s notice.

The majority of savers who are not aware of the available investment opportunities end up saving too large a portion of their disposable income, when they could instead be putting it to work for them.

It is important to note that investors save, too. This is crucial because sometimes funds are needed to cover emergency spending and should be stored in a place that is easily accessible.

Typically, investors make savings to cover personal expenses, utility bills, clothing and food for the unforeseeable future.

Most newbie investors look to accrue wealth in a short timeframe and hence do not give much weight to savings. Unless you come from a wealthy background, saving money by living within your means is crucial to the wellbeing of your investment life and generation of wealth.

So, the savings ingredient in investing provides enough stability to allow you to take care of pressing needs without drawing from your investments. It is advisable for everyone to save a little portion of funds every time a paycheck or other income is received.

To summarize, savings and investments should not be treated the same way given that each of them serves a different purpose. Every knowledgeable investor and saver should assess his or her financial goals as well as obligations for both the short and long-term timeframe and decide on the amount of investments and savings to make. Savings should be compared more to a form of insurance and not be confused with investments.

Chapter Summary

• PEOPLE INVEST TO PRESERVE and generate more wealth, while they save to create capital for investment and/or emergencies.

• While savings earn low interests, they are relatively low-risk since regulated monetary authorities usually back them.

• Investments have a relatively higher rate of return compared to savings, but involve greater risk.

• Funds saved are easier to access than those invested.

• Saving is a prerequisite of investing.
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​2. Your Investment Options
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One of the major dilemmas that new and potential investors face is regarding what type of investments to make.

Many people are unaware of the different investment instruments available, while those in the know are often overwhelmed by the varieties available.

Investment, as derived from its definition in the previous chapter, comprises of two key features: the promise of reward and the inherent risk that comes with this promise. 

An investment, also referred to as a security or asset elsewhere in this book, can be classified in two broad categories: marketable and non-marketable.

Non-marketable Assets

DON’T BE MISLED BY the name, non-marketable securities are named so, not because they cannot be sold or bought, but because they don’t trade like shares on a normal securities exchange.

Instead, they can be bought or sold in a private transaction in the exchange market in a process known as an ‘over the counter’ transaction. However, some non-marketable securities are extremely personal and cannot be sold.

Characteristics of non-marketable investments:

• The parties involved in this kind of investment are usually an institution and an investor.

• Are untradeable but liquid. Though they can be turned into cash, it is not always easy as sometimes this process comes at a cost. For instance, in the case of a savings account, a defaulting fee may apply.

• These securities are personal in nature. When changing hands, both sides must know each other; consequently, the investor must table his documents to reveal his identity.

• Nonmarketable securities are low-risk investments, since the institutions that issue them are often insured, the chances of the issuer defaulting is extremely low.

Examples of non-marketable investments:

Savings Account

THIS IS A STANDARD deposit account that earns interest. The higher the amount deposited, the higher the rate of return. Sometimes withdrawals are allowed, but with notice. Savings accounts are offered by financial institutions such as banks, credit unions, and societies.  

Government Savings Bonds

ARE NON-TRADED GOVERNMENT debt. (Learn about bonds in the subsequent sections).

Non-negotiable Certificates of Deposits (CD)

A CD IS A SAVINGS CERTIFICATE issued by commercial banks to a depositor that entitles him or her to receive a specified interest over a stated period. CDs are low-risk investments as they are insured. In layman terms, this is a preconditioned loan from an individual to a bank, with interest as the reward.

Money Market Deposit Account

THIS IS A DEPOSIT ACCOUNT with limited withdrawals that earns higher interest (the prevailing rate in the money market) than a conventional savings account.

As you can see, non-marketable assets play an integral part in investment. They can be used as a prerequisite to investing.

Marketable Assets

MARKETABLE ASSETS ARE those that can easily be exchanged for money. An investor with such investments can sell them any moment he wishes to, since most of them trade in a well-established market.

There are four classes of marketable investments, as below:

• Money market securities

• Capital market investments

• Derivatives

• Investment funds

Let’s look them over one by one.

Money Market Securities

MONEY MARKET SECURITIES are short-term debt instruments with a redemption period limit not exceeding 12 months, offered by governments and corporations in need of funding. 

Characteristics of money market instruments:

• The maturity period does not exceed 12 months.

• They have a minimum transaction limit, typically not less than $100,000.

• Are easily exchangeable for cash since they earn fixed-income within a short period.

• They are low-risk investments since the issuer must have a high credit rating, so there is minimal chance of defaulting. 

• Marketable securities are offered at a discount of their face value. 

Examples of money market instruments:

T-Bills

THESE ARE RISK-FREE assets sold by governments to raise funds and dictate the interest rates in the market. An increase in the supply of treasury bills leads to an increase in the interest rates, while reducing the supply cuts the rates. T-bills may have a maturity period of three, six or nine months. They are sold in weekly auctions and have a specified face value, which is paid to the holder on maturity.

Commercial Papers

AN UNSECURED, SHORT-term debt instrument issued by a corporation to finance short-term liabilities, inventories, and accounts receivable. Maturity period of such an asset is seldom longer than 270 days.

Negotiable Certificate of Deposits

ARE TRADABLE PROMISSORY notes offered by commercial banks to their depositors who are then entitled to a specified interest until maturity. Unlike the previous two examples, there are CDs available under $100,000.

Bank Acceptance

ARE SIMILAR TO TREASURY bills, save for the fact that they are issued by nonfinancial firms guaranteed by a bank. They are redeemable within one month or three months.

Repurchase Agreements (REPO)

IS SHORT-TERM BORROWING for dealers in government securities, such as bonds and T-bills. A holder of such securities may sell them to an investor, with an agreement to buy them back the next day. This agreement is what is called a REPO. The maturity here is 24 hours.

Eurodollar Bonds

THIS IS A DOLLAR-DOMINATED bond issued by conglomerates or governments, with the money raised being held in a foreign institution, not the home of the issuer or the USA. Holding far from the jurisdiction of the regulatory body helps minimize costs. The parties involved are limited to large institutions since the minimum deposit is huge and the maturity is short-term, usually less than six months. However, individuals can invest indirectly in this market through money market funds (more on that later).

Capital Market Investments

CAPITAL MARKETS OFFER the platform for companies, institutions, and governments to raise funds from individuals willing to generate wealth through instruments, such as shares and long-term loans.

Capital market investments are therefore investment products with a maturity period normally ranging from a year to perpetuity. They are classified in two broad categories, as follows:

• Fixed income

• Equities/Stocks

Fixed Income Securities (Bonds)

FIXED INCOME SECURITIES are issued by governments or corporations to raise funds through debt instruments.

The investors, in this case, the holders of such instruments, are entitled to returns in terms of fixed periodic payments and later the principal amount at maturity. However, there is a type of bond known as the zero-coupon that doesn’t pay periodically, but makes a lump sum payment, often the par value, at maturity.

The issuer (corporation or government) can
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