
1) What 2020 has taught us

a. Volatility is a natural part of the stock market.  It is important to remember that volatility does

not mean decreasing in value in a hurry. Volatility is the day to day movement in stock prices.

Volatility is also closely associated with the kind of return you can expect. Less volatility means

less movement in your account which typically relates to a lower rate of return. With higher

volatility you should see a greater amount of movement coincident with a higher long-term rate

of return.

b. You are invested in companies that are in business to make money. At the end of the day stock

prices are determined by a company’s ability to make money. Politics may have some effect on

what goes on in the markets, but it is much smaller than what it is given credit for. Most of the

companies you are invested in have been around for decades and have consistently earned

profits no matter who is in office. So, try to tune out the noise coming from the 24 hour news

cycle or what some pundit is projecting and remember that stock prices are driven by profits,

History shows us that over the long run the stock market has a positive rate of return.

c. There is a difference between undervalued and “cheap”. Just because an individual stock is cheap

now does not mean we should always buy it. We must remember to look at the reasons why the

stock price is “cheap”. If the underlying company is weak you do not want to buy the stock

because it is cheaper than it was before. You want to invest in companies that are fundamentally

strong, but due to volatility in the market are temporarily undervalued from what they should

be.

2) Investing Basics

a. Stocks vs. Bonds

i. A stock represents ownership in a company while a bond represents debt, or a loan a

company has made. With stocks you get a share of the company’s profits while with bonds

the company pays you interest because you loaned your money to them.

b. Mutual Funds vs. ETFs

i. A mutual fund is a tool to pool investors’ money together to buy stocks and bonds that a

single investor otherwise would not be able to afford. The mutual fund has an unlimited

number of shares.  When investors contribute to a fund, like in your 401(k), that fund

grows and buys more stocks. When investors take their money out of the fund, stocks are
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sold, and the mutual fund shrinks. You can only buy or sell your shares once per day and 

everyone gets the same universal price, determined at the close of the stock market on 

that day. 

ii. An ETF on the other hand has a limited number of shares. This requires investors to find

someone to trade with to buy or sell their shares. ETFs are constantly trading throughout

the day and their price will always be fluctuating.

c. Active vs. Passive

i. Active management is a team of financial analysts trying to pick the best companies that

they think will outperform the market. There is more work required with this so the fees

will be higher.

ii. Passive management analysts are not going to try and beat the market. They will hold

everything in it, which results in lower fees to you.

d. Growth vs. Value

i. A value company is one that would take its profits and pay it out to its stockholders as a

dividend. You receive income from the stock. A company such as Walmart is a great

example.

ii. A growth company is one that takes its profits and reinvests in itself to grow more, causing

the stock price to increase. Technology companies are an excellent example of this.

e. Diversification

i. Everyone has heard the saying “Don’t keep all your eggs in one basket.” That saying

applies perfectly to how you should think about investing your money. Diversification is

just making sure that you split your money up between different investments. By doing

that you can actually reduce your day to day volatility and increase your potential long-

term return.

3) Put it into action

a. Your long-term plans should not be driven off of today’s news headlines. Make sure you have a

plan and try to tune out the noise coming from the news. You should only be making changes to

your plan when your life and goals change.

b. Revisit your investments to make sure you are putting your money in the right spots to help you

meet your goals.

c. Make sure all your eggs are not in the same basket and diversify your investments. (e.g. growth

and value mutual funds, managed and index funds)
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