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UNIT-1
INVESTMENT SETTING
1.4 OBJECTIVES OF INVESTMENT
I. Understanding Investment Objectives:

Investment objectives are guiding principles that define what you aim to achieve with
your investments.

They should be specific, measurable, achievable, relevant, and time-bound (SMART) for
effective financial planning.

Different investors have diverse objectives influenced by factors like age, risk
tolerance, income, and financial goals.

II. Common Investment Objectives:
A. Capital Growth:

Definition: Increase the overall value of your investment over time, often through capital
appreciation or reinvesting earnings.

Examples:
Investing in growth stocks with high potential for value increase.

Real estate investments aiming for property value appreciation and rental income
growth.

Considerations: Higher risk, longer time horizon, potential for volatility.
B. Income Generation:

Definition: Earn regular income from your investment in the form of
dividends, interest, or rental payments.

Examples:
Investing in dividend-paying stocks or bonds offering regular income streams.
Purchasing rental properties that generate consistent rental income.

Considerations: Lower potential for capital growth, potential tax implications, careful
asset selection.

C. Capital Preservation:
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Definition: Protect the principal amount of your investment from losing value due to
inflation or market fluctuations.
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Examples:
Investing in low-risk government bonds offering guaranteed returns.
Keeping emergency funds in high-yield savings accounts for liquidity.

Considerations: Lower potential returns, inflation risk, may not keep pace with long-
term goals.

D. Retirement Planning:

Definition: Accumulate sufficient funds to financially support yourself after retirement.
Examples:

Contributing to retirement plans like IRAs or 401(k)s with long-term growth potential.
Investing in a mix of asset classes for diversification and income generation in retirement.

Considerations: Time horizon until retirement, risk tolerance, tax
implications, required withdrawal age.

E. Tax Minimization:

Definition: Reduce the amount of taxes you pay on your investment returns.
Examples:

Investing in tax-advantaged accounts like IRAs or 401(k)s with tax-deferred or tax-free
growth.

Municipal bonds offering tax-exempt interest income in certain jurisdictions.

Considerations: Eligibility requirements, contribution limits, tax regulations, impact on
overall investment strategy.

F. Social Impact:

Definition: Invest in companies or initiatives aligned with your social values and creating
positive change.

Examples:

Investing in ESG (environmental, social, and governance) funds promoting sustainable
practices.

Supporting community development projects through microfinance investments.

Considerations: Potential return trade-offs, aligning investments with specific
values, thorough research on impact investing options.

G. Portfolio Diversification:
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Definition: Spreading your investments across different asset classes and sectors to
reduce overall risk.

Examples:
Building a portfolio with stocks, bonds, real estate, and alternative investments.
Investing in geographically diverse assets to mitigate country-specific risks.

Considerations: Balancing risk and return objectives, choosing suitable asset classes
and individual investments within each.

II1. Additional Considerations:

Risk Tolerance: Your willingness to accept potential losses for higher returns.
Time Horizon: How long you plan to hold your investments before selling.
Liquidity Needs: How easily you need to access your invested funds.
Financial Situation: Your income, expenses, and existing assets.

Regulations & Taxes: Applicable laws and taxes impacting your investment choices.
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