Once you clearly comprehend your resources, including net worth and you have assessed your ability to live within a budget and save money, you are ready to move on to investing.  Knowledge allows you to create an investment program that matches volatility and return to your needs, dreams, and psychological comfort with different levels of risk.

The next thing we need to do is to look at the different ways that we can invest our money.  Investing will keep our money ahead of inflation – ahead of that 3.1% that is constantly eating into our money, constantly eroding it the way water gradually wears away stone.  

What are the different types of financial asset that you can invest in?  Here are some typical examples:

· Stocks

· Bonds

· Real Estate

· Hedge Funds

· Money Market Accounts

· Mutual Funds

· REITs

· Gold

These are called Asset Classes.  They have different characteristics, so for some people in some situations one of these might be appropriate, but for someone else it would be the wrong choice.  It all comes down to the things we’ve talked about before:

· Goals

· Deadlines

· Ability to take risk

Also it is important to note that within each of these asset classes, there is quite a bit of variety.  For example, in the first asset class, stocks, there are small company stocks, large company stocks, value stocks, growth stocks, etc.  

But before we look at any one asset or asset class, it would be nice to have a way to measure them against each other.  If we have a measurement system, then we can judge if an asset or asset class is right for our particular situation and circumstances.  

Today we will begin to look at 3 basic measurements of financial assets.  They are:

· Return

· Volatility

· Diversification

Return simply means how much the particular asset gains in a given time period.  So we can look at last year’s gains, or gains from the past 3 years, or 5 years, or 10 years.  All of these time frames are useful to know.  From that we can gain an idea of how the asset will perform in the future.  

Volatility is a measure of how much the asset value goes up and down in a given time frame.  It is a measurement of short-term risk.  Some assets go up and down a lot, and some don’t.  So depending on when you need to take your money out and spend it on your stated goal, you need to look at the volatility to decide if this asset is right for you.  

Diversification is both a simple concept and a complicated concept.  Simply stated, diversification means putting your money in different places so that if one thing goes down, you don’t lose all your money.  But you also have to consider how things go together.  For example let’s say you invest in potato chips and you also invest in French fries.  One day the market for potatoes dies, because there is no rain in the potato growing countries and they can’t grow any potatoes.  So both your investments go down, because they were tied to the same market.  We could say that you were not well diversified.  Whereas if you had invested in oil and semiconductors, you might be more diversified.  And the loss of one asset doesn’t really have any effect on the performance of the other.  

