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ABSTRACT 
 

This paper is comprised of different parts and a conclusion. The main focus of the paper is on ‘investment’. 
This word has many interpretations. The first one is economic investment that is economists definition of 
investment the second one is investment in a more general or extended sense and the third one is the sense in 
which we are going to be very  much interested ,namely ,financial investment. These types of investments are 
briefly reviewed in this paper. 
 
Key words: factual or informational premises, expectational premises, valuational Premises, investment, 

speculation, gambling 
 
Introduction 
 

Investment is the sacrifice of certain present 
value for the uncertain future reward. It entails 
arriving at numerous decisions such as type, mix, 
amount, timing, grade etc. of investment and 
disinvestment. Further, such decision-making has not 
only to be continuous but rational too. 10'roadly 
speaking, an investment decision is a tradeoff 
between risk and return. All investment choices are 
made at points of time in accordance with the 
personal investment ends and in contemplation of an 
uncertain future. Since investments in securities are 
revocable, investment ends are transient and 
investment environment is fluid, the reliable bases 
for reasoned expectations become more and vaguer 
as one conceives of the distant future. Investors in 
securities will, therefore, from time to time, 
reappraise and re-evaluate their various investment 
commitments in the light of new information, 
changed expectations and ends. 

Investment choices or decisions are found to be 
the outcome of three different but related classes of 
factors. The first may be describes as factual or 
informational premises. The factual premises of 
investment decisions are provided by many streams 
of data which taken together, represent to an investor 
the observable environment and general as well as 
particular features of the securities and firms in 

which he may invest. The second class of factors 
entering into investment decisions may be described 
as expectation premises. 

Expectations relating to the outcomes of 
alternative investments are subjective and 
hypothetical in any case but their foundations are 
necessarily provided by the environmental and 
financial facts available to investors. These limit not 
only the range of investments which may be 
undertaken but also the expectations of outcomes 
which may legitimately be entertained. The third and 
final class of factors may be described as valuational 
premises. 

For investors generally these comprise the 
structure of subjective preferences for the size and 
regularity of the income to be received from and for 
the safety and negotiability of specific investments or 
combinations of investments, as these are appraised 
from time to time. In the formulation of a 
programmed for the acquisition and management of 
investment, the first and most basic step is to 
understand the basic connotations of investment, 
speculation and gambling and to appreciate the 
fundament ital differences between these terms. 
 
Investment: 

 
"Investment" or "investing", like “value" is a 

word of many interjaretations. These are basically 
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three concepts of investment: (1) economic 
investment — that is, and economist's definition of 
investment; (2) investment in a more general or 
extended sense, which is used by " the man on the 
street"; (3) the sense in which we are going to be 
very much interested, namely, financial investment. 
Let us briefly review these types of investments to 
get a feel of some of the characteristics they possess.  

The term economic investment has a rather 
precise meaning in the literature of economic theory. 
Typically it includes net additions to the capital stock 
of society by 'capital stock of society' is meant those 
goods which are used in the production of other 
goods. This is a gross, societal, or aggregate point of 
view. In society there are a number of goods (such as 
building and equipment) which are used to produce 
other goods, and that these means of production are 
considered part of the capital stock of society. For a 
number of reasons, economists also include 
inventories (that is, the goods produced and still in 
the manufacturer's hands) as part of that capital 
stock. Thus, a net addition to the capital stock – an 
investment– means an increase in buildings, 
equipments or inventories over the amount of 
equivalent goods that existed, say, one year ago at 
the same time. [11]. 

The everyday usage of the term investment can 
mean a variety of things, but to the man on the street 
it usually refers to a money commitment of some 
sort. For example, a commitment of money to buy a 
new car is certainly an "investment" from..Gin 
individual's point of view. But these are so in very 
general and in much extended sense of the word 
since no rate of return is involved, nor is a financial 
return or capital growth expected. 

Financial investment is a form of this general or 
extended sense of term. It means an exchange of 
financial claims– stocks and bonds (collectively) 
termed securities) , real estate mortgages, etc. The 
term financial investment is often used by investors 
to differentiate between the pseudo-investment 
concept of the consumer and the real investment of 
the businessman. Semantics aside, there is still a 
difference between an "investment "in a ticket on a 
horse and the construction of a new plant; between 
the pawning of a watch and the planting of a field of 
corn. Some investments are simply transactions 
among people, others involve nature. The latter are 
"real" investments; the former are "financial" 
investments. In this book, investment would imply 
the employment of funds with the objective of 
realizing additional income or growth in value of 
investment at a future date. 

 
Speculatron: 
 

It is well nigh impossible to define the term 
'speculation' with any precision. Investment and 
speculation are somewhat different and yet similar 

because speculation requires an investment and 
investments are at least somewhat speculative. 

Investment usually involves putting money into 
an asset which is not necessarily marketable in the 
short run in order to enjoy a series of returns the 
investment is expected to yield. On the other hand, 
speculation is usually a more short-run phenomenon. 
Speculators tend to buy assets with the expectation 
that a profit can be earned from a subsequent price 
change and sale. Accordingly, they buy marketable 
assets which they do not plan to own for very long. 

Probably the best way to make a distinction 
between investment and speculation is by 
considering the role of expectations. Investments are 
usually made with the expectation that a certain 
stream of income or a certain price which has existed 
will not change in the future. Speculations, on the 
other hand, are usually based on the expectation that 
some change will occur. An expected change is a 
basis for speculation but not for an investment, [5]. 

Speculation involves a higher level of risk 
and a more uncertain expectation of returns but 
in many cases the investors are also in the same 
boat. The investor who thinks that the market 
fluctuations of his investments are not of interest to 
him because he is buying solely for income can very 
well be compared with the ostrich burying its head in 
the ground during danger and feeling himself secure. 

The trained speculator takes action only when 
the probabilities are higher in his favor. Though the 
speculator should not swing with each fresh current 
but this does not imply inflexible behavior on his 
part. When the evidence builds up unmistakably 
against his view, he must be able to change it without 
becoming disorganized. His notions of prestige must 
not attach irrationality to his opinions. For the 
speculator, pride of opinion is the costliest luxury. In 
fact, the speculator must have the courage to make 
decisions when the general atmosphere is one of 
panic, despair, or great optimism — and yet go 
against the current. The crowd is wildly bullish at 
tops and in a panic at bottom and these emotions is 
highly contagious. 

The truth of the matter is that everything we do 
in this world is a speculation, whether we regard it 
as such or not, and the man who comes out in the 
open and uses his judgment to forecast the probable 
course of events, and then acts on it, is the one who 
would reap the returns of his endeavour. This is a 
peculiar psychology that makes many investors avoid 
certain sound stocks or bonds because their broker 
speaks of "speculative possibilities". These investors 
judge safety by yield. If a security pays beyond 
certain percentage it is classed as "speculative", and 
is not for them [4]. 

What is the solution of the problem of investing 
primarily for income and yet relating the very 
important and useful quality of ready marketability 
without loss. It is best solved by never making an 
investment that does not appear after investigation, to 
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be an equally good speculation. It follows that 
speculative investment may be undertaken with the 
expectation of success only bu those specialists who 
are able, out of their knowledge and experience, to 
weigh carefully, the possible outcomes. Furthermore, 
because of the great risk,  what is expected by the 
speculator is not that he will not make errors of 
judgment, but that his substantial resources and 
superior judgment will permit him on balance to 
expect to maximize aggregate gains. 

Another point often raised is, "can the man of 
limited means afford to speculate? " The reply to that 
question depends on what is inferred by the word 
`speculate'. If one means to buy rapidly fluctuating 
stocks on margin in the hope of getting aboard the 
right one, the answer is emphatically "No" !  tut if 
one's idea of speculation is the right one – that is, to 
buy sound stocks for each after a careful study of 
factors apt to affect their future prices, it is certainly 
good policy. Indeed, no man ever becomes wealthy 
without speculating in something. 

There is no such thing as something for nothing. 
Those who come to the stock market with visions of 
easy money are apt to leave it sadder, if not wiser. 
We get out of things what we put into them, and 
brains and money used in an honest effort to secure 

reasonable income on profits in the stock market 
generally receive a just reward. 

From a social stand point speculation must be 
differentiated from investment on different grounds. 
Directly, it is of no significance to society whether a 
given purchase (transfer of ownership of capital) is 
spec, dative or non-speculative. So far as the social 
capital fund is concerned, the same amount of capital 
is being employed all the time. Indirectly, there must 
be distinction, for there can be devastating 
repercussions of the resultant profits or losses. If 
social definition of a speculation is to be created it 
must apparently include the four functions of 
speculation as a process : [6] 

1. Smoothening of the price fluctuation process; 
2.  Maintenance of temporary 

equil ibrium between capital  supply and 
demand; 

3. Consideration of future business / 
prospects in determining the business value of 
existing capital funds; and 

4. Equating the risk to return in the infinitely 
varied utilizations of the social capital fund. 

The several differences between speculation and 
investment which have the doubtful merits of public 
support may be summarized as under: 

 
       Basic                                                                     Investment                                  s p ec u l a t i o n  

Type of contract Creditor Ownership 
itasis of acquisition Usually by outright  purchase Often-on margin 
Length of commitment Comparatively long term For a shot time only 
Source of income  Earnings of enterprise Change in market price 
Quantity of risk Small Large 
Stability of income Very stable Uncertain and erratic 
Psychological attitude of 
participants 

Cautious and conservative Daring and careless 

Reasons for purchase Scientific analysis of 
intrinsic worth 

Hunches,tips Inside  
dope", etc. 

 
From the foregoing discussion, it follows that 

speculation needs no defense. Sometimes it may run 
riot and end in disaster, but that is due to its abuse. In 
fact, good investment management is difficult to 
distinguish at times from what appears to be 
speculative activity, and vice versa. However, it 
would be foolish to suppose from this that 
speculators are imbued with any idea that on them 
the responsibility rests of rectifying the injustice of a 
stagnant market. Their motives may be as selfish as 
those of any other businessmen, but the speculators 
of a market are there to act when opportunity arises 
and their presence is a benefit. The speculator who 
attempts to comer a market is menace. His aim is to 
create an artificial value; that in itself is bad. [12] but 
speculation when undertaken with a full sense of 
market responsibilities, of market reputation and of 
market traditions, falls into a distinctly different 
category. In fact, speculation may be a service and 
has its place in the scheme of economics, when the 
adjustment of prices in responding to the law of 
supply and demand may be so slow that we would 
constantly be in a state of "slack-water". In fact, there 

are days when buying in the market is in 
homeopathic doses; consumers will not give the lead 
lest prices should drop still further. When the 
professional speculators take a stand they buy in 
quantities that at once affect the market, and the 
timid consumer also comes in and fills his forward as 
well as his immediate requirements. Those who have 
delayed are ready to pay any reasonable advance on 
the last quotation. Everyone is buoyant, everyone is 
happy again; the speculator has performed his good 
work. There are some who argue that it is all a matter 
of degree. If there were no speculators, then there 
would be nothing to make the consumer's purchase 
appear too insigli, ificant to influence the market; 
that the speculator is a parasite whose buying dwarfs 
the legitimate trading to such an extent that nothing 
short of exaggerated buying will react on prices. 

Let us accept a market without speculation, a 
market on miniature scale, one that by constant 
demand has reached prices that have stimulated 
production so that there is now a surplus offering. Of 
course, prices should recede, but what would really 
happen in that case is that the producers would 
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combine to maintain the price. Competition, it is 
argued, is enough to check the evil of price 
agreements; but competition is only another of the 
blessings that can be abused, and it is kept in bounds 
by the righting arm of speculation. Some will 
concede all this, but argue that it only establishes the 
place of the speculator to come in at the two 
extremes of the statistical position, whereas he is 
known to be operating almost daily, at any rate much 
often than during extremes of a statistical position.  

That is true, but the law of supply and demand is 
not the whole of marketing. Prices must fluctuate by 
variations of credit, and credit alters from moment to 
moment. The changes are mere fractional changes, 
and the professional operator is the medium through 
whom these niceties of the price are introduced. 
Speculator does not get excessive reward for his 
invaluable services. His only reward is derived from 
the differences on the amount he is prepared to risk. 
Of course, his real task is small. If he is dealing in 
some commodity the risk is that the price may go up 
or down contrary to his expectations. There is no 
chance of the value disappearing entirely or that it 
may rise without affording him an opportunity to cut 
his loss. Thus the remuneration is ample, but not 
excessive. 
 
Gambling: 

 
Gambling dates back to antiquity. Most 

dictionaries refer to 'gamble' as an act involving 
an element of risk. In particular, a gamble 
involves taking on risk without demanding 
compensation in the form of increased expected 
return. Gamblers exhibit some or all of the 
following characteristics: 

(i) Gambling is a typical, chronic and repetitive 
experience. 

(ii) Gambling absorbs all other interests. 
(iii) The gambler displays persistent optimism 

without winning. 
(iv) The gambler never stops while winning.

  
(v) The gambler eventually risks more than he or 

she can afford. 
(vi) The gambler seeks and enjoys a strange 

thrill from gambling, a combination of pleasure and 
pain. 

The distinction between the conscious and 
unconscious motivations of the gambler is important. 
The gambler's conscious response to the question 
"Why do you gamble? is usually "Because I want to 
win money" or "the game gives me thrills and 
excitement". Further probing into the gambler's 
conscious motivation reveals this line of reasoning. 
The possibility of earning real money by normal 
work is greatly restricted, if not impossible. On the 
other hand, there are people who make fortunes 
through gambling. Why not try that way? 

Despite this rationalization by gamblers, most 
psychiatrists believe the answer to compulsive 
gambling lies in the sub-conscious mind. Gamblers 
unconsciously want to lose. This probably seems like 
a ridiculous desire. ut in their own confused way, 
compulsive gamblers apparently transform pain into 
pleasure- i.e. they suffer from masochism. 
investment / Speculation / gambling: People usually 
makes investments with a future end date in mind, 
The length of time from the date when investment is 
purchased to the final date can be called the 
investor's planning horizon, investment horizon, or 
holding period. A financial asset purchased with a 
very short holding period in mind probably is not 
really an investment – it may be simply a gamble or a 
speculation. 

A gamble is usually a very short-term 
investment in a game of chance. The holding period 
for most gambles can be measured in seconds. That 
is, the result of so called investments is quickly 
resolved by the roll of the dice or the turn of acard. 
Such activities have planning horizons that are far 
too brief to do the research that should precede any 
investment activity. 

Speculation typically lasts longer than gambles 
but is briefer than investments. A speculation usually 
involves the purchase of salable assets in hopes of 
making a quick profit from an increase in the price of 
the asset which is expected to occur within a few 
weeks or months. Those involved in speculations are 
reluctant to refer to this activity as speculation 
because they dislike the connotations of the word; 
they prefer to refer to speculations as investment 
activities. 

There is no precise dividing line with respect to 
the length of investment holding periods that could 
be used to separate gambles from speculations and 
speculations from investments. At its best, 
investment is well grounded and carefully planned 
speculation whereas it is an ostrich-like form of 
involuntary and unconscious speculation at its worst. 
There are no set rules for permanently establishing 
which securities are investment and which are 
speculations. Only constant examination and 
vigilance, against a background of knowledge, can 
enable us to decrease the risks which are inherent in 
all forms of ownership. 

Speculation is not the same as gambling and the 
two should never be confused. The difference 
between speculation and gambling is that in 
gambling artificial and unnecessary risks are created 
whereas in speculation the risks already exist and the 
question is simple who shall bear them. Gambling is 
a far cry from the Gambling carefully planned 
research and scientific procedure which underlies the 
best speculative practice. The gambler plays rumors, 
tips, hunches and other unreliable intuitions which 
should not play any but a negative role in the trained 
speculator's process. Speculation is a reasoned 
anticipation of future conditions. It does not rely 
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upon hearsay or labels. It attempts to organize the 
relevant knowledge as a support for judgments. It is 
as legitimate and moral as any other form of risk-
taking business activity. 

In fact, the whole fabric of our society revolves 
around speculation. Those who write and speak most 
forcibly against speculation are usually guilty of 
failing to define their terms. Mere risk assumption is 
not gambling so long as the size of the risk is known, 
risk taking is speculating. Gambling has to do with 
acceptance of risks (1) for their own sake, (2) for the 
object of pecuniary gains, and (3) without knowledge 
of the exact nature of the risk. It may be truthfully 
said that by far the majority of men of the street who 
take a "flier" in the market are sheer gamblers. [9] 

In the foregoing numerous academic definitions 
of investment speculation and gambling, it can be 
observed that most of them are framed around the 
following three differentiating factors: 

 1. What is the motive of the buyer? The investor 
presumably buys to procure an annual return under 
conditions of safety, whereas others buy for 
appreciation. 

2. What type of security is bought – high grade 
or low grade? The investor presumably buys high-
grade securities, the others low-grade. 

3. How long is the security held? The investor 
presumably holds for the long-term, the speculator 
for the short-term. 

 
Features Of An Investment Programme: 
 

In choosing specific investments, investors will 
need definite ideas regarding features which their 
portfolios should possess. These features should be 
considered with the investors' general objectives and, 
in addition, should afford them all the incidental 
conveniences and advantages which are possible 
under the circumstances. The following are the 
suggested features as the ingredients from which 
many successful investors compound their selection 
policies. 
 
Safety of Principal: 

 
The safety sought in investment is not absolute 

or complete; it rather implies protection against loss 
under reasonably likely conditions or variations. It 
calls for carful review of economic and industry 
trends before deciding types and / or timing of 
investments. Thus, it recognizes that errors are 
unavoidable for which extensive diversification is 
suggested as an antidote. 

Adequate diversification means assortment 
of investment commitments in different ways. 
Those who are not familiar with the aggressive-
defensive approach nevertheless often carry out the 
theory of hedging against inflation-deflation. 

Diversification may be geographical, wherever 
possible, because regional or local storms, floods, 

droughts, etc. can cause extensive real estate damage. 
Vertical and horizontal diversification can also be 
opted for the same. Vertical diversification occurs 
when securities of various companies engaged in 
different phases of production from raw material to 
finished goods are held in the portfolio. On the other 
hand, horizontal diversification is the holding by an 
investor in various companies all of which carry on 
activity in the same stage of production. 

Another way to diversify securities is to classify 
them according to bonds and shares and reclassify 
according to types of bonds and types of shares. 
Again, they can also be classified according to the 
issuers, according to the dividend or interest income 
dates, according to the products which are made by 
the firms represented by the securities. But over 
diversification is undesirable. By limiting 
investments to a few issues, the investor has an 
excellent opportunity to maintain knowledge of the 
circumstances surrounding each issue. Probably the 
simplest and most effective diversification is 
accomplished by holding different media at the same 
time having reasonable concentration in each. 

 
Adequate Liquidity and Collateral Value: 

 
An investment is a liquid asset if it can be 

converted into cash without delay at full market 
value in any quantity. For an investment to be liquid 
it must be (1) reversible or (2) marketable. The 
difference between reversibility and marketability 
is that reversibility is the process whereby the 
transaction is reversed or terminated while 
marketability involves the sale of the investment in 
the market for cash. To meet emergencies, every 
investor must have a sound portfolio to be sure of the 
additional funds which may be needed for the 
business opportunities. Whether money raising is to 
be done by sale or by borrowing it will be easier if 
the portfolio contains a planned proportion of high-
grade and readily saleable investment. [1] 

 
Stability of Income: 

 
Stability of income must be looked at in 

different ways just as was security of principal. An 
investor must consider stability of monetary income 
and stability of purchasing power of income. 
However, emphasis upon income stability may not   
purchasing always be consistent with other 
investment principles. If monetary income stability is 
stressed, capital growth and diversification will be 
limited. 
 
Capital Growth: 

 
Capital appreciation has today become an 

important principle. Recognizing the connection 
between corporation and industry growth and very 
large capital appreciation, investors and their 
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advisers constantly are seeking "growth stocks". It is 
exceedingly difficult to make a successful choice. 
The ideal "growth stock" is the right issue in the right 
industry, bought at the right time. 
 
Tax Benefits: 

 
To plan an investment programme without 

regard to one's tax status may be costly to the 
investor. There are really two problems involved 
here, one concerned with the amount of income paid 
by the investment and the other with the burden of 
income taxes upon that income. When investors' 
incomes are small, they are anxious to have 
maximum cash returns on their investments, and are 
prone to take excessive risks. On the other hand, 
investors who are not pressed for cash income often 
find that income taxes deplete certain types of 
investment incomes less than others, thus affecting 
their choices. 
 
Purchasing Power Stability: 

 
Since an investment nearly always involves the 

commitment of current funds with the objective of 
receiving greater amounts of future funds, the 
purchasing power of the future fund should be 
considered by the investor. For maintaining 
purchasing power stability, investors should carefully 
study (1) the degree of price level inflation they 
expect, (2) the possibilities of gain and loss in the 
investment available to them, and(3) the limitations 
imposed by personal and family considerations. 
 
Concealabflity: 

 
To be safe from social disorders, government 

confiscation, or unacceptable levels of taxation, 
property must be concealable and leave no record of 
income received from its use or sale. Gold and 
precious stones have long been esteemed for these 
purposes because they combine high value with 
small bulk and are readily transferable. 

 
Finance Vs Investments: Interacting Decision 
Elements: 

 
Investment decisions and finance decisions 

interact with each other. Like the two blades of a pair 
of scissors, the investment (and savings) decision 
interacts with the finance (and spending) decision to 
cut the pie (called total income) into mutually 
satisfactory (optimal) proportions.  

For many years finance and investment have 
encompassed the three major areas of spending in the 
aggregate economy as stated in equation (1): 
 
GNP= C+I+ G+F 

 
Where 

GNP = Gross national product (total spending in 
the nation). 

C= Spending by individuals for personal 
consumption. 

I= Gross private domestic investment by 
business firms. 

G= Governmental purchases. 
F= Net foreign spending. 
One can study specific applications to (1) 

business or corporate finance and investments, (2) 
government (sometimes called public) finance and 
investments,(3) personal finance and investments. 
But, then, the two are different. Finance and 
investments traditionally have been viewed as 
separate and distinct disciplines. 

Finance decisions have been concerned 
primarily with the sources of money. Three major 
questions must be answered. According to traditional 
views of finance, these are: 

1.How much money will be required? 
2. During what span of time will the money be 

needed? 
3. What is the cheapest source (or combination 

of sources)for obtaining the required sum of money? 
Risk is included implicitly in all three parts of 

the finance decision. Investment decisions, on the 
other hand, traditionally have been concerned 
primarily with uses or budgeting of money instead of 
with locating the cheapest source of money. 
Elements of typical investment decisions are: 

How much total money to invest? What should 
be the allocation between current consumption (e.g., 
dividend payout) and re-investment (i.e., retained and 
reinvested earnings)? 

What is the optimal rate of total investment (i.e. 
what should be the rate of increase in capacity for 
production or earnings)? 

What specific assets should be purchased? 
What proportion of the total money available 

should be invested in each particular asset? 
How often to evaluate the performance of the 

portfolio of assets? 
Thus, on the one hand, optimal investment 

decisions can be made only after the source, and 
therefore, the cost of financing has been determined. 
This is so because total profits can be calculated only 
if total costs (including cost of financing) are known. 
On the other hand, since the cost of financing 
depends upon the expected profit and risk of the 
project to be financed, total costs can be determined 
only after the investment decision has been made. 
Therefore, the two decisions finance and investments 
together are required for a solution. Either one alone 
is insufficient for decision-making purposes. We may 
benefit and possibly gain additional insight into the 
difference (if any) between the two disciplines by 
looking at the complementary nature of jobs of the 
financial manager and investment manager. 

A financial manager is nearly always a borrower 
of funds and seldom a lender; he is generally the 
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seller of an equity interest in a business and is not 
often a purchaser. Since each financial asset is a 
bargain between the business financial manager and 
the investor, the study of investment management 
and analysis makes it necessary for the student to 
reverse his position. As business financial manager, 
the student has available to him all the information 
concerning the firm's operations. In contrast, the 
investor in his relationship with the business with 
which he is dealing is usually viewing financial 
transactions as an outsider. His dealings with the 
business are nearly always as a creditor or an 
absentee owner. Unless the investor has a substantial 
interest in the business, the management does not 
feel compelled to share all the information available. 
[6] 

The investor reinforces his bargaining position 
by analyzing the investment opportunities offered to 
him by business financial managers. The power of 
selection or rejection forces the financial manager to 
offer only those opportunities that will meet their 
requirements of the mass of investors who make up 
market. The key to successful investing involves 
examination and analysis of three chronological 
segments of the business operation - past 
performance, present condition and future prospects. 
 
Success In Investment: 

 
Success in most things is relative, and not less so 

in the field of investment. Success in investment 
means earning the highest possible return with the 
constraints imposed by the investor's personal 
circumstances - age, family needs, liquidity 
requirements, tax position and acceptability of risk. If 
possible, performance should be measured against 
alternative investments, or combinations of 
investments, available to the investor within those 
constraints. Genuine success also means winning the 
battle against inflation, against the fall in the real 
value of savings and capital. 

To be successful investor, one should strive to 
achieve no less than the rate of return consistent with 
the risk assumed. But is this success? If markets are 
efficient, abnormal returns are not likely to be 
achieved, and so the best one can hope for a return 
consistent with the level of risk assumed. The trick is 
to assess the level of risk we wish to assume and 
make certain that the collection of assets we buy 
fulfils our risk expectations. As a reward for 
assuming this level of risk, we will receive the 
returns that are consistent with it. If, however, we 
believe that we do better than the level of return 
warranted by the level of risk assumed, then success 
must be measured in these terms. But care must be 
exercised here. Merely realizing higher returns does 
not indicate success in this sense. We are really 
talking about outperforming the average of the 
participant in the market for assets. And if we realize 
higher return we must be certain that we are not 

assuming higher risks consistent with those returns in 
order to measure our success. Thus we are left with 
two definitions of success. 

Success is achieving the rate of return warranted 
by the level of risk assumed. Investors expect returns 
proportional to the risk assumed. 

Success is achieving a rate of return in excess of 
warranted by the level of risk assumed. Investors 
expect abnormal returns for the risk assumed. 

To be successful under the first definition, an 
investor must have a rational approach to portfolio 
construction and management. Reasonably efficient 
diversification is the key. To be successful under the 
second condition an investor must have at least one 
of the following: 

Superior Analytical Skill, Superior Forecasting 
Ability, Inside Information,  

Dumb Luck 
 

Conclusion: 
 

Investing has been an activity confined to the 
rich and business class in the past. This can be 
attributed to the fact that availability of invertible 
funds is a prerequisite to deployment of funds. But, 
today we find that investment has become a 
household word and is very popular with people 
from all works of life. According to the Quick 
Estimates (January 1997) of the (SO, the Gross 
Domestic Saving reached a new peak of 25.6 percent 
of GDP at current market prices which was an 
improvement over the previous peak of 24.9 percent 
in 1994-95. Overall, the higher saving rate in early 
'90s' led to phenomenal increase in investment 
activities. However, there has been a steady decline 
in the households' investment in shares and 
debentures industry units of UTI since 1994-95. The 
amount raised by these instruments in 1994-95 was 
Rs. 15, 519 crore, which declined to RS. 8, 057 crore 
in 1995-96 and further to Rs.b, 305 crore in 1996-97. 
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