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Which should I be more wary of:
risk or volatility?
By Edward Horwitz
Risk and volatility can both threaten
your investments, but they can also
present opportunities, depending
on how you react to each one. To
begin, let’s differentiate between the
two by posing a question:
What would you do if your investments lost 10 percent of their value
in a single day? a) add more money
to your account; b) hold steady with
what you’ve got; or c) yank your
money because you wouldn’t be able
to stand any more losses.
If you tend to buy the right investments but sell them when volatility lowers their value, you may be
better off avoiding asset classes vulnerable to changes in the marketplace. That said, like most investors,
you probably feel more risk-resilient
in up markets and more risk-averse
after market losses. However, rather
than focusing on your response to
short-term losses, which may cause
you to confuse risk and volatility, understanding the difference
between the two and focusing on the
former is a potential way to reach
your financial goals.
Volatility encompasses the changes
in the price of a security, a portfolio,
or a market segment, both on the
upside and downside, during a short
time period like a day or a month.
Risk, by contrast, is a chance you

take that could result in your not
meeting your financial goals, or at
least requiring that you recalibrate
your goals. So how can investors
focus on risk while putting volatility
in its place?
First, accept that volatility is inevitable, but understand that if you
have a sufficiently long enough time
horizon, you may be able to harness
volatility for your own benefit. Also,
diversifying your portfolio among
different asset classes can help mute
the effects of volatility. Remember,
too, that it is possible to recalibrate
your personal risk tolerance so that
you are better able to ride out the
storms caused by volatility. Additionally, articulating your real risks,
that is, knowing what exposure you
have, will strengthen your resolve in
the face of market shifts.
Market, industry, and company
risk: General market fluctuations
may affect securities trading in
that market. Stocks tend to fluctuate more than other asset classes,
and may pose more risk over short
periods of time. Investors looking
to “time” the market may end up
jumping in during the worst times,
and out during the best times.
Credit and interest-rate risk:
Credit risk is the possibility of a
bond issuer being unable to make

timely payments of principal and
interest. Your bond values may also
decrease due to financial difficulties
or the declining credit-worthiness of
the issuer. Interest-rate risk relates
to how bonds tend to rise in value
when interest rates fall, and to fall
in value when they rise. Also, bonds
with longer maturity typically exhibit
greater price volatility.
Inflation risk: When the general
level of prices for goods and
services rises, if your investments
do not keep up with inflation, your
money will purchase less than it did
in the past.
Liquidity risk: Some investments
not widely held by the public may
be difficult to sell if prices drop
dramatically.
Currency risk: Remember that
even though a U.S. investor and a
local citizen in another country may
both invest in the same security
in that country, their returns are
often different because of foreign
exchange rates.
Of course, investing in securities
always involves risk of loss. Diversification does not eliminate that
risk. But remember that while volatility is inevitable, risk is derived
from the investments in your portfolio, so its level should match your
tolerance for it.
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“While volatility is inevitable,
risk is derived from the
investments in your
portfolio, so its level should
match your tolerance for it.”
—Edward Horwitz
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A client that is challenging, has goals, is
involved and has realistic expectations
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Adding quality advisors to our team and continuing
to learn new things as often as opportunities arise

My hobbies are…

Golfing, reading, skiing and
wakeboarding. I also have a
passion for classic motorcycles
and late 1960s automobiles.
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Established in 1970, Horwitz & Associates possesses a conservative investment philosophy and a high sense of
integrity, providing time-tested advice and strategy. Profoundly committed to its clients, the firm follows simple
guiding principles to help create individualized and harmonious financial plans. Horwitz & Associates works to
thoroughly understand each client’s personal, professional and financial situation by taking the time to work
closely with accountants, lawyers and other advisors who are involved. While properly investing according to
each individual’s needs and desires, the firm’s staff also ensures a strategic mix of risk and stability to help each
client achieve a comfortable lifestyle and secure financial future.
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