Notes on Savings and Investments


When one has any money left from one’s paycheck after paying bills (e.g. rent/mortgage, food, utilities, etc.), the remainder is called disposable income.  If one does not spend that disposable income, there are two options that remain for it: saving and investment.
The difference between saving and investment is the concept of risk, which means whether or not one’s disposable income could be in danger of being lost. In the United States, savings are guaranteed by the federal government (e.g. FDIC, FSLIC, and NCUA), whereas investments are not guaranteed.

There are several different types of tools or devices for saving and investment. These are:
SAVINGS DEVICES
· Savings accounts


These require very little money to open, and either do not pay any interest or very limited amounts of interest. Individual accounts are insured by the federal government.
· Checking accounts (debit cards)


These are similar to savings accounts, but are designed to provide a means of accessibility one’s funds without having withdrawing funds directly from the bank. Like savings accounts, checking accounts do not pay out high interest rates, if any at all.
· Certificates of Deposit  (CDs)


These are a means of saving by putting money aside for a specific period of time until it matures, at which point one will gain interest along with the principal (the original
deposit). Rates vary based on the amount of money deposited and how long the money will remain in the CD.
· Money Market Accounts


These are like checking accounts, but these require a minimum balance of $10,000. One cannot make more than three withdrawals in a month. The money deposited is used to invest in foreign currencies.
· Savings Bonds

These are the means of providing money to the federal government in order to pay for government services that taxes cannot cover without a budget deficit.

INVESTMENT DEVICES

· Stocks

These are shares of a company that an investor owns and receives quarterly payments that usually pay out at rates from about 4-12 percent. Purchased in whole numbers of shares, usually in blocks (e.g. 100 shares) from a registered stock broker, who also receives a commission   (percent of the purchase or sale of stock)

· Bonds

These are the portion of a company’s debt in order to improve the firm’s capital stock. In other words, the investor owns part of the debt of the company. These are purchased from a stockbroker who also receives a commission. Company promises to pay investor back principal and a set rate of interest. The more stable the firm, the lower rate the investor will receive.

· Mutual Funds

These are a way to purchase stocks, bonds, or foreign currencies (or any combination of these), based upon how much risk the investor is willing to take with her money. These, too, are purchased from brokers;  to open a fund, one must have a minimum of $250, and to have at least $15 to add to the fund. There can be additional management fees charged to the investor. Common types are 401(k), 403(b), and Individual Retirement Accounts (IRAs).

· Hedge Funds

These are similar to stocks and commodities,  but much riskier and require much larger amounts of money to purchase by the investor. These “hedge” their bets on future results or overnight action.

· Real Estate

This is a general term referring to land or property. Usually increases in value each year.

· Collectibles
Value is very volatile, based on what is popular at the moment. Can have a high rate of return.

