
CalABLE - Understanding Your Investment 
Options

Jesse C. Nix, CFP®



Stocks and Bonds

Stocks (Equity)

● You are the owner of a corporation.

● Board of Directors Fiduciary 
Responsibility to Shareholders.

● Corporations are worth the amount of 
cash flow produced over the coming 5-
10 years discounted back to today. 

● Current market price for a stock reflects 
market expectations for this future cash 
flow.

Bonds (Debt)

● You are the Lender.

● Issued with a Maturity Date and Coupon 
(Interest Rate).

● Paid Semi-Annually until Maturity Date so 
long as borrower is solvent. 

● Secondary Market - Existing bonds can be 
bought and sold prior to maturity. 



Risk is Related to Return Potential (1/2)

*Data from JPMorgan Guide to Markets 



Risk is Related to Return Potential (2/2)

Risk
Increases

&

Expected Long-Term 
Rate of Return 

Increases

100% Bonds

20% Stocks / 80% Bonds

40% Stocks / 60% Bonds

50% Stocks / 50% Bonds

60% Stocks / 40% Bonds

80% Stocks / 20% Bonds

100% Stocks



Time Horizon and Risk Capacity

Risk Capacity Risk Tolerance vs. Risk Capacity

● The further away your needs are for the 
money you have invested, the more 
capacity for risk you have. 

● If you are not interested in exposing 
yourself to the volatility of stocks 
regardless of your capacity -- you must 
adjust your expectations for returns 
accordingly. 



Major Risks 
Associated With 
Bond Funds

● Interest Rate Risk 

(Duration)

● Credit Risk

● Purchasing Power Risk



Your Investment Options - Bonds

Moderate Interest Rate Risk 

Credit Risk

Primary Risk Associated With Investment

Significant Interest Rate Risk

Purchasing Power/Opportunity Cost Risk

Inflation Risk

Credit Risk and Interest Rate Risk



CalABLE’s investment allocations



Risks Associated With Stock Funds



Major Risks 
Associated With 
Stocks

● Systematic Risk (Market Risk)
○ Headline Risk
○ Interest Rate Risk
○ Inflation/Commodity Price Risk
○ Geopolitical Risk
○ Legislative Risk

● Unsystematic Risk (Firm-Specific Risk)
○ Obsolescence Risk
○ Legislative Risk
○ Valuation Risk/Model Risk
○ Commodity Price Risk 
○ Detection Risk (Fraud)



Your Investment Options - Stocks

All U.S. public companies, market-cap weighted.

All public companies in foreign developed markets, 
market-cap weighted (Japan, U.K., France, Germany). 

All public companies in foreign emerging markets, 
market-cap weighted (China, Taiwan, India).



Volatility is Normal - Do Not Let it Derail 
Your Long-term Goals, Stay Invested!



Investing is Counterintuitive



Time, not timing, is what matters
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