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INVesting 101: The Keys to Achieving Your Goals

You’re about to discover…

n	 The #1 reason to invest

n	 Your investment options

n	 An easy way to create an investment plan

Why Invest?

People invest a portion of their income in order to 

achieve their major, long-term goals and dreams. 

These dreams may include starting a business, building 

a home, supporting your favorite charity or simply 

being financially independent, so you can enjoy life 

any way you want.

When you invest, you forgo spending a portion of 

your money right now, in anticipation of having a 

larger amount of money in the future. As an investor, 

you would like to earn a return (income from your 

investment) by taking a risk in temporarily handing 

your money to someone else. 

Where to Invest: Financial Markets

A financial market is a place where firms and individuals 

enter into contracts to sell or buy financial products such 

as stocks and bonds. Buyers seek to buy at the lowest 

available price; sellers seek to sell at the highest available 

price.  Markets provide a meeting place for buyers and 

sellers where market demand can determine the price 

for financial products, which are called securities.

Some well-known securities markets include:

n	 New York Stock Exchange (NYSE)

n	 Nasdaq Stock Market (Nasdaq)

n	 American Stock Exchange (Amex)

What Are Your Options for Investing?

Cash and cash equivalents. This includes interest-

bearing bank accounts, money market funds, certificates 

of deposit (CDs) and Treasury Bills (T-bills). On the 

plus side, they can be converted into cash very easily if 
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There’s a Trade-off Between Risk and Return

Low Risk = Low Return

Keeping all of your money in the safest investments (cash,  

for example) has a 0% risk but a near 0% return as well.

High Risk = High Return

By investing in a lottery, for instance, you have a 99.999%  

chance of losing all your money. But a huge return if you win.

Ideally, you should aim for the middle ground, taking a little  

bit of risk for a decent return.
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you need liquidity. They are low risk investments but offer a 

low return as well.

Bonds. When you buy a bond, you are lending money 

to an organization for a specific period of time. The 

company or government agency you are lending to makes 

regular “interest” payments over the time period. If the 

company goes bankrupt, lenders (bond holders) get paid 

before stock holders. Interest income on bonds is taxed 

at regular income tax rates, which reduces the amount you 

actually earn. Bonds are relatively and historically low-

risk investments that provide a medium-level investment 

return. Some useful terms to know about bonds:

n	 Maturity – The date on which the principal  

(original amount) is repaid.

n	 Coupon – The periodic interest payments  

from the organization.

n	 Yield – The rate of interest paid on a bond  

compared to its price.

n	 Duration – Bonds can be issued for periods up to 

30 years; the length of time (duration) makes the bond 

sensitive to interest rate changes.

Stocks. When you own a stock, you own a piece (share) 

of a company. If a company is successful and its earnings 

(profits) go up, then the value of your stock may go up, 

and it could be worth more later when you sell the stock. 

If a company declines in value or goes bankrupt, you can 

lose your money. The price of a stock can be affected by 

many factors. The higher risk and unpredictability of stocks 

is balanced by their potential for higher returns.

Some companies issue dividends – a small cash payment per 

share, each year – to their stockholders. Dividends are taxed 

as income. However, increases in the value of your actual 

stock are not taxed until you sell it. That is, until the gain is 

“realized.” These “capital gains” are taxed at a lower rate than 

regular income. Some useful terms to know about stocks:

n	 P/E Ratio – Price/earnings ratio is the most common 

measure of how expensive a stock is. The P/E ratio is 

equal to a stock’s market capitalization divided by its 

after-tax earnings over a 12-month period.1

n	 Yield – For stocks, the yield is the annual dividend 

divided by the purchase price. This is not an accurate 

measure of total return, however, since it does not 

factor in capital gains. It is also sometimes referred to  

as the dividend yield or current yield.2  

n	 Earnings Growth – This is a measure of growth in a 

company’s net income (profit) over a specific period, 

often one year.3

n	 Market Capitalization – This is the size of a company 

as measured by the number of shares outstanding 

multiplied by the stock price of one share.

Owning Stocks Means Owning a Piece of a Company

For example, if you own shares of Apple Computer and: 

n	 They introduce a new iPhone that fly off the shelves;

n	 The company makes money and is worth more; and

n	 Your shares are worth more, too.

However, if you own shares of Ford Motor Company and:

n	 The price of gas forces people to buy smaller 

imported cars;

n	 The company will sell less sport utility vehicles and 

make less money; and

n	 Your shares will drop in value, too.

1 http://www.investorwords.com/3656/P_E_ratio.html
2 http://www.investorwords.com/3656/P_E_ratio.html
3 http://www.investorwords.com/3656/P_E_ratio.html
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How to Read a Stock Table

     1	 2	 3	 4	 5	 6	 7	 8	 9	 10

52 Wks	 HI	 LO	 STOCK	 DIV	 YLD%	 P/E	 VOL 100s	 CLOSE	 NET CHG 
YTD			   (SYM)							        
%CHG										        

4.4	 22.36	 15.05	 Mattel (MAT)	 .05	 .3	 21	 38476	 20	 0.60

Factors Influencing Stock Prices

Why Stocks Go Up	W hy Stocks Go Down

1	 Percent change in stock price over 52 weeks

2 – 3	 High and low prices for last 52 weeks (in dollars)

4	 Name and symbol of stock

5	 Dividend the stock is paying per share (in dollars)

6	 Yield – return on investment:

	     Dividend    
	 x 100 = YLD%

	 Closing Price

7	 Price/earnings ratio (price of one share/earnings 
	 per share)

8	 Number of shares bought and sold that day

9	 Closing price of stock that day (in dollars)

10	 Change in price of the stock from the previous day

n	 Increasing sales and profits

n	 Promising new executive is hired

n	 Exciting new products or services are launched

n	 Company lands big new contract

n	 Flattering media coverage

n	 Scientists discover product is good for  

something important

n	 Famous investor buys shares

n	 Lots of people buying shares

n	 Analysts upgrade the company

n	 Stocks in the same industry go up

n	 Stock market is generally up (bull market)

n	 Competitor’s factory burns down

n	 Company wins lawsuit

n	 More people are buying the product/service

n	 Company expands globally

n	 Industry is “hot” – sometimes for good reason,  

sometimes for no reason

n	 Company may be bought

n	 Rumors

n	 Sales and profits slipping

n	 Top executive(s) leave company

n	 Analyst downgrades recommendation of stock

n	 Company loses major customer

n	 Lots of people are selling shares

n	 A factory burns down

n	 Stocks in the same industry go down

n	 Stock market is generally down (recession/bear market)

n	 Competitor introduces a better product

n	 Supply shortage, so not enough of product can be made

n	 Big lawsuit filed against company

n	 Scientists discover product isn’t safe

n	 Fewer people are buying the product

n	 Industry used to be “hot,” now another industry is  

more popular

n	 A new law might hurt sales/profits

n	 A powerful company becomes a competitor

n	 Rumors
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Accumulated Total Return of $1 (1980 – 2007)

Stocks $30.71

Bonds $11.23

Cash $5.76

Inflation $2.73
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(For illustrative purposes only)

Patience often pays off when you are investing in stocks. 

Although there have been some notable stock market 

“crashes,” you can expect that your investments will 

increase over the long term. In fact, stocks in the S&P 500 

Index have gone up by an average of 10.3% for the past  

50 years.4 Remember, investing is a marathon, not a sprint!

Other T ypes of Investments

Finally, there are other investments that you may want to 

consider for your portfolio.

n	 Alternative Investments – can include private equity 

(ownership in privately held businesses and new 

start-up ventures) and hedge funds that pursue a 

variety of sophisticated investment strategies.

n	 Real Estate – either direct ownership of properties 

or partial ownership through Real Estate Investment 

Trusts (REITs).

n	 Art/Collectibles – such as antiques, paintings, jewelry, 

etc., which may or may not appreciate in value over time.

Dealing with Infl ation Risk

As we mentioned before, the greater the risk of an 

investment, the greater the rewards. However, sticking 

with safe, secure investments such as CDs or Treasury 

Bills can expose you to another kind of risk – inflation 

risk – or the loss of future purchasing power. 

If your safe investments earn less than the rate of 

inflation (which was 4.1% for 20075), then you are 

actually losing money in real terms. This is known 

as inflation risk. Historically, stocks and bonds have 

outpaced inflation over the long term and given investors 

purchasing power protection. 

Vol atilit y is another Consideration

Will you be able to sleep at night if the value of your 

investments falls by 10% or 20%? Your answer will help 

you determine which “asset class” or types of investment 

that you will be most comfortable with. Here are some 

historical rates of return and risk:

			   Probability of   
			   losing money 
	R eturn	R isk	 in 1 year

Cash Equivalents	 3.5	 2.0	 6%

Gov’t/Corp. Bonds	 5.8	 10.0	 25%

Real Estate	 8.5	 15.0	 9%

High Yield	 9.5	 10.0	 11%

Large Cap Stocks	 9.0	 15.0	 23%

Mid Cap Stocks	 9.5	 16.0	 24%

Small Cap Stocks	 10.5	 22.0	 29%

International Stocks	 9.0	 17.0	 24%

Alternative Assets	 13.0	 20.0	 32%

(For illustrative purposes only)

4 http://www.fpanet.org/journal/articles/2002_Issues/jfp0702-art8.cfm?&
5 http://www.bls.gov/news.release/pdf/cpi.pdf
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How to Minimize the Possibilit y of 

Losing Money 

There are three ways to minimize your risk of losing money.

1.	 Extend your timeframe. Your portfolio is better able 

to weather the ups and downs of the markets over 

a longer period of time. A short-term drop may be 

reversed by a long, gradual recovery. As we mentioned 

before, the average annual return for the stock market 

over 50 years is 10.3%.

2.	 Diversify your investments. You can minimize risk 

by not “putting all your eggs in one basket.” Instead, 

you spread out your investments. For example, if you 

invest $10,000 in the stock of one company and it fails, 

you’ve lost everything. Put $10,000 into 10 different 

companies and if one fails, you’ve only lost 10% of 

your overall investment. 

	 Diversification dampens the highs that your portfolio 

might reach, but it also cushions the lows. Since asset 

classes (stocks, bonds, cash) tend to behave differently, 

by owning several asset classes you tend to lessen your 

risk. When the stock market is going down, your bonds 

may be going up, and vice versa.

3.	 Rebalance your portfolio. Let’s say your investment 

plan calls for an asset allocation of 30% stocks, 30% 

bonds, 20% real estate, 10% alternative investments 

and 10% cash. In any given year, one asset class may 

outperform the other. 

	 For example, at the end of the year, your asset allocation 

may have shifted to 40% stocks and 20% bonds, with 

the other allocations remaining roughly the same. 

Even though stocks are hot, you should sell some to get 

back to your original long-term investment strategy of 

30/30/20/10/10. Sticking to a disciplined investment 

strategy means that at least once a year, you check to  

see if your portfolio needs to be rebalanced.

Creating Your Investment Pl an

Your investment plan should take into account your 

goals for income generation, wealth accumulation and 

wealth preservation. In order to figure out which types of 

investments make the most sense for your situation, ask 

yourself the following questions.

n	 Your income needs – Do you need any money from 

these investments right now?

n	 Your investment timeframe – How long do you expect 

to have this money invested? 

n	 Your tax situation – What tax bracket are you in?

n	 Your tolerance for risk – Can you tolerate a decline in 

your investments? If so, by how much?

Your answers to these questions will drive your investment 

choices and how you build your investment plan. For example:

	  			A   lternative 
	 CASH	B onds	S tocks	I nvestments

Income needs are high	 X	 X		

Short time frame	 X	 X		

Wealth preservation		  X	 X	 X

Tax sensitive		  X	 X	 X

Wealth accumulation			   X	 X



family wealth perspectives

NORTHERN TRUST  |  6

In turn, this will lead to your asset allocation mix. Deciding 

on an appropriate asset allocation is the foundation for your 

investment plan. Here is a sample asset allocation:

Sample Investment Plan

Investment horizon: 	 7-8 years 

Risk profile:	 Can accept moderate volatility 

Portfolio goal:	 Growth 

Income requirement: 	 0%

Cash: 	 $10,000 

Bonds: 	 $30,000 

Stocks:	 $30,000 

Real estate:	 $20,000 

Alternative assets: 	 $10,000 

Total assets: 	 $100,000

(For illustrative purposes only)

Implementing Your Pl an

When you have decided on an investment plan that makes 

sense for your goals, it’s time to implement your plan and 

build your portfolio. You have a lot of options to choose from:

n	 Nearly 15,000 U.S. stocks6;

n	 More than 6,000 U.S. bonds traded annually7;

n	 10,000 plus mutual funds8; and

n	 More than 8,600 Registered Investment Advisors9.

You’ll want to monitor your investments on a regular basis to 

make sure they’re performing well. By sticking to your plan 

and rebalancing your portfolio as needed, you can make sure 

your investment mix/asset allocation stays on track to achieve 

your objectives. 

The key to achieving your goals is to make the decision to 

start investing in your future  today. Don’t be intimidated 

by the complexity. Many investors work with a professional 

investment advisor to help set up their account, provide 

detailed reporting and offer advice on asset allocation and 

security selection.

To find out more, contact a Northern Trust professional at 

a location near you or visit northerntrust.com

6 http://personal.fidelity.com/research/etf/content/market_indexes.shtml
7 http://en.wikipedia.org/wiki/Bond_market  and NYSE Bonds press release NYSE Bonds. Accessed May 1, 2007.
8 http://www.ici.org/stats/mf/2007_factbook.pdf
9 http://www.investmentadviser.org/public/nrsiaa_report_press-0605.pdf

Bonds  

30%

stocks 

30%

real estate

20%

alternative 
investments  

10%

cash 

10%

Sample Asset Allocation – Growth Portfolio
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INFORMATION REGARDING HYPOTHETICAL PROJECTIONS: The projections or other information regarding the probabilities that various 
investment outcomes might occur are hypothetical in nature, do not reflect actual portfolio investment results and are not guarantees of 
future results. Information presents only examples of possible outcomes. Please be advised that certain performance results shown reflect 
hypothetical portfolio performance based on various asset allocation assumptions among multiple asset classes or investment styles that 
were selected with the benefit of hindsight. Leading indices have been used to approximate the returns of each asset class or investment 
style.  They do not reflect actual portfolios that were managed according to the proposed allocations noted for the time periods shown, 
and thus, do not fully reflect actual investment risk. If the hypothetical asset allocation portfolios would have been actively invested for the 
time periods shown, they may have been subject to significant economic, market or other conditions that could have materially impacted 
the portfolios’ performance. Were an actual portfolio allocated as indicated, it might have experienced a significant decline in portfolio 
value.  Management fees, trading costs or other expenses have not been deducted from the hypothetical portfolios’ returns. No guarantees 
can be given about future performance and this illustration shall not be construed as offering such a guarantee. Results also may vary 
with each analysis and over time.

Past performance is no guarantee of future results.  Performance assumes the reinvestment of dividends and earnings and is shown gross 
of fees, unless otherwise noted. Returns of the indexes and asset class projections do not reflect the deduction of fees, trading costs or 
expenses. It is not possible to invest directly in an index. Indexes and trademarks are the property of their respective owners, all rights 
reserved. A client’s actual returns would be reduced by investment management fees and other expenses relating to the management of 
his or her account. 

Alternative investments, including hedge funds and private equity funds, involve a high degree of risk. These investments often engage 
in leverage or other aggressive investment strategies that may increase the risk of investment loss. Alternative investments can be highly 
illiquid, may not be required to provide periodic pricing or valuation to investors, and may involve complex tax structures and delays in 
distribution of important tax information. They often are not subject to the same regulatory requirements, charge higher fees and may have 
limited opportunity for early redemption or transference of interests. Each investor should consult his own advisors regarding the legal, tax 
and financial suitability of alternative investments. Unregistered funds are available only to investors who meet certain financial criteria 
described in the private placement memorandum for each such fund.

There are risks involved in investing, including possible loss of principal. There is no guarantee that the investment objectives or any fund 
or strategy will be met. Risk controls and asset allocation models do not promise any level of performance or guarantee against loss of 
principal.  All material has been obtained from sources believed to be reliable, but the accuracy, completeness and interpretation cannot 
be guaranteed.

Northern Trust and its affiliates may have positions in, and may effect transactions in, the markets, contracts and related investments described 
herein, which positions and transactions may be in addition to, or different from, those taken in connection with the investments described 
herein. Opinions expressed are current only as of the date appearing in this material and are subject to change without notice. 

Securities products and brokerage services are sold by registered representatives of Northern Trust Securities, Inc. (member FINRA, SIPC), a registered 
investment adviser and wholly owned subsidiary of Northern Trust Corporation. Investments, securities products and brokerage services are:

NOT FDIC INSURED      No bank guarantee       May lose value
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Northern Trust 
50 South La Salle
Chicago, IL 60603

This article is provided for informational purposes only and does not constitute an offer or 
solicitation to purchase or sell any security or commodity. Any opinions expressed herein 
are subject to change at any time without notice. ©2008

Q22710 (8/08)

IRS CIRCULAR 230 NOTICE: To the extent that this communication or any attachment concerns tax matters, it is not intended 

to be used, and cannot be used by a taxpayer, for the purpose of avoiding any penalties that may be imposed by law. For more 

information about this notice, see http://www.northerntrust.com/circular230.

LEGAL, INVESTMENT AND TAX NOTICE: This information is not intended to be and should not be treated as legal advice, investment advice or 
tax advice. Readers, including professionals, should under no circumstances rely upon this information as a substitute for their own research or 
for obtaining specific legal or tax advice from their own counsel.


