English 1302.001

Essay #2


There are two competing issues: risk and reward.  The higher the risk the greater the possible reward, it is like gambling in the casinos.  One must always be aware of the risks involved in investing money.  Dave Ramsey in The Total Money Makeover discusses debt consolidation, how manage your money, and financial planning.  The best investment for five thousand dollars is to invest in a mutual fund not bonds, individual stocks, or the commodity market.


One of the most dangerous investments one can make would be to invest in the commodity market.  If the $5,000 were the only savings, then the commodity market would be very risky.  As with all stocks, the commodity market is uninsured and ungoverned by the Federal Deposit Insurance Corporation (FDIC).  Thus, there is the risk of loosing all your money.  More over the commodity market fluctuates very vastly.

Just like the commodity market, the individual stock option is not viable as well.  Again, the FDIC does not insure the stock market.  If one was to invest in a company, and that company was to go broke, one would loose all the money invested.  In addition, in order to trade stocks in the New York Stock Exchange one must go through a broker.  He intern charges a commission each time he buys, sells, or services a portfolio.  This commission will eat into your investment fast.  More over, one must initiate any changes to your portfolio.  By this, one would have to call the broker and advise him as to how to change the order.  The only way to get around that is to set “call” points were the stock will sell at a set price automatically.  Bonds are also risky because with a bond one would be investing in a company and run the risk of that company going bankrupt and thus loosing all the money.

The best and most viable option is to invest in a mutual fund like Vanguard’s Target Retirement Fund.  With this fund, one picks their target retirement date and the fund will automatically decide what to do with your money.  With a mutual fund, like Vanguard, they diversify the portfolio for their customers in many different stocks and bonds.  All of which they feel will not put you at risk.  Vanguard will over time and as you get closer to retirement becomes more conservative, in fact one can sit back and enjoy the ride.  In addition, the mutual funds will diversify your portfolio so if one part takes a hit one wont have all there eggs in one basket.  As Vanguard’s website said, “You’ll never have to think about hiring an advisor or constantly monitoring the investment” (Vanguard.com 2006).  However, money market funds are not insured by the FDIC “money market funds try to keep the investment at $1 per share, it is possible to loose money by investing in such a fund” (Vanguard.com 2006).  With mutual funds, the diversification should help to ensure a profit but will not protect against a loss if the market crashes.


Of all the options one has in investing one can easily get confused with which way to go.  I am sure one will agree that a mutual fund is the most convenient of all options available.  Convenience, ease, and full disclosure are all important aspects in selecting an investment option for your $5,000.
