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S I M P L E  S E R I E S  
 

ETFs & Mutual Funds — The Basics 
The Simple Series: Part 3 

In our last two parts, we broke down the basics of stocks and bonds. Stocks let you own a piece of a company. 
Bonds let you lend money to a company or government in exchange for interest. Both are building blocks of 
investing. 

But here’s the challenge: 

• Picking the right mix of stocks and bonds can be tricky. 
• Owning just one or two stocks is risky (what if that company struggles?). 
• Buying many different bonds on your own can be complicated and expensive. 

 
Before we talk about tools like ETFs and mutual funds, let’s step back and look at something even more 
important: risk tolerance. 

R I S K  T O L E R A N C E :  F I N D I N G  T H E  R I G H T  M I X  
Every investor has a different risk tolerance — how much risk you can take (financially and emotionally) without 
losing sleep. 

• Higher Risk Tolerance: If you can handle more ups and downs, you may hold more stocks. Stocks usually 
grow more over time but fluctuate more day-to-day. 

• Lower Risk Tolerance: If you prefer stability, you may hold more bonds. Bonds are generally steadier but 
grow slower. 

• Blended Approach: Many people use a mix of stocks and bonds that balances growth with stability. 
 
Your risk tolerance defines the right mix of stocks and bonds for you. The key is not just financial ability, but also 
emotional comfort. If your portfolio keeps you up at night, it’s probably too risky for you. 

T H E  B I G G E S T  M I S T A K E  T O  A V O I D  

Markets naturally go up and down. One of the biggest mistakes investors make is selling when their 
investments are down. 
Why? Because that locks in losses. Historically, markets have always recovered given enough time. Those who 
stay invested often come out ahead, while those who panic-sell miss the rebound. 

That’s why matching your investments to your risk tolerance is so important: if you’re invested at the right level of 
risk, you’re less likely to panic and sell at the wrong time. 

W H A T ’ S  A  M U T U A L  F U N D ?  
Once you know your risk tolerance, the question becomes: How do I build that mix of stocks and bonds without 
having to pick everything myself? 

That’s where mutual funds come in. A mutual fund is like a big basket that holds many stocks, bonds, or both. 
When you invest in a mutual fund, your money is combined with other investors’ money. A professional manager 
decides what goes inside the basket. 

• Active Management: Most mutual funds are run by managers who try to “beat the market” by picking 
investments they believe will do best. 

• Diversification: With one purchase, you’re instantly spreading your money across many investments, 
lowering the risk of “all eggs in one basket.” 
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• Costs: Mutual funds usually come with management fees (sometimes higher than other options). 
 
Think of it like joining a group meal plan: you don’t have to cook, but you’re paying the chef to decide the menu. 

W H A T ’ S  A N  E T F  ( E X C H A N G E - T R A D E D  F U N D ) ?  
ETFs are similar to mutual funds in that they’re baskets of investments. But they’re built a little differently: 

• Traded Like Stocks: You can buy and sell ETFs throughout the day on the stock market, just like 
individual stocks. 

• Often Passive: Many ETFs simply track an index (like the S&P 500) instead of trying to beat it. This usually 
makes them less expensive. 

• Flexibility: Because they trade like stocks, you can choose when to buy and sell throughout the day. 
 
Think of an ETF like a “pre-made platter” at the grocery store. You know exactly what’s in it, and you can grab 
one whenever you want. 

H O W  T H E Y  F I T  W I T H  S T O C K S  &  B O N D S  
• A stock ETF might hold hundreds of different companies in one package. 
• A bond mutual fund might hold government and corporate bonds across many maturities. 
• A balanced fund might hold both stocks and bonds, giving you instant diversification. 

 
Instead of buying each investment separately, funds let you own a wide mix with one purchase. 

T H E  B O T T O M  L I N E  
• Stocks = ownership. 
• Bonds = lending. 
• Risk tolerance defines your mix. 
• Mutual funds & ETFs = easy ways to build that mix. 
• The biggest mistake is selling while you’re down — stay invested. 

 
For most investors, funds are the simplest way to build a diversified portfolio that matches their comfort level and 
helps them avoid costly mistakes. 

 
Next in the series, we’ll look at how investors decide the right allocation strategy for long-term goals. 


