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Abstract. Everyone who has held a job and a bank account understands the potential benefit of postponing consumption to-
day in order to enjoy greater consumption in the future. If a person decides to save, a lot of investment tools could be chosen,
some of course are more risky than others, but also generates bigger return. Those, who want to be certain about getting all
invested money back, have to choose between low or middle risk ways of investment. Sampling, contrastive, descriptive-
analytical methods was used for the aim of this publication which is to look through the literate about small and middle risk
investment possibilities. Research showed that a deeper analysis needs to be done in this interest of field, because most of au-
thors discussing all investment, not specifying in a conservative way of investment. The comparison of low and middle risk
investment tools and risk defining models was done, in order to have a wider look in this topic.
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1. Introduction

By the middle of 2007, while the Lithuania’s economy
rapidly grew, banks gave the opportunity for population
to borrow and use a lot of money. This influenced that
the investors chosen more risky investments, thinking
only about the return of the investment or borrowed not
thinking about how to return the debt. The recent years of
the global economy crisis showed, that most of the
households did not have any savings, but had large debts.
There is a tendency that the public interest in personal
finance management, savings and cost controlling, tend to
become important then the unknown about the tomorrow
starts [2]. People starts to save for unexpected- situations
and want to be prepared for the money shortage in the
future so the larger part of the society take part in invest-
ment activities.

Usually all investments differ according to their in-
struments, strategies, areas, terms, conditions and other
indications. Resent research shows, that the most im-
portant factors of choosing the instrument to invest are
the risk and return of the investment. When the investor
undertakes big risk, usually he expects also a better yield
or return, but the additional risk can present a different
growth of return. So it is important, that every investor
chose the middle between his wanted return and accessi-
ble risk.

There is a large number of investments in Lithuania,

but investors, who tolerate low or middle risk usually
chose between the most popular investment tools such
deposits, investment deposits, government treasury bills,
government and other bonds, money market funds or
pension funds, which also differ according to their strate-
gies of investment, return to the investor and the risk
undertaken. It should be noted that the strategy of in-
vestment alone does not allow determining and evaluat-
ing unambiguously the level of return and risk.

The novelty of the work: most of articles studies and
discusses all possible investment tools, usually the high-
est profit ones, but did not deeply look throw law or mid-
dle risk investment, which are the most important for an
ordinary person, who gets an average salary and want to
save for the future using without high risk. In order to
this, law and middle investment tools have been chosen
as a subject of this paper. This research differs because it
concentrates on conservative investment; analyze risk and
possible profit of these tools.

The aim is to analyze literature on low and middle
risk investment tools and possible ways to analyze them.

The objectives of the article are to present the low
and middle risk investment tools in literature, to discuss
the problems of defining the level of risk, to compare and
classify the investment tools, to look threw newest topics
of investment worldwide and draw certain conclusions.

The research methods applied to this work are as
follows: sampling method was used to select and arrange
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the investment tools; contrastive method was used to
compare the source text with the target text, descriptive-
analytical method was used to interpret and generalized
the findings of the research, statistical method was ap-
plied to systemize the empirical data.

2. Literature analysis

There is no one single definition, which define the in-
vestment. Different sources give different interpretations
of the concept expression. Some authors pay attention to
the economic substance of investment, then others relates
investments to savings holding in various funds. The
Republic of Lithuania “Investment Law” states that the
investment — cash and other laws and regulations in ac-
cordance with assessed tangible, intangible and financial
assets, which are invested in order to obtain the object of
investment , the result of social or to ensure the imple-
mentation of state functions. International vocabulary
gives the definition of investment: it is the purchase of a
financial product or other item of value with an expecta-
tion of favorable future returns. In general terms, invest-
ment means the use money in the hope of making more
money. The broader definition of investment says, that it
is money, committed or property acquired for future in-
come. There is two main classed of investment: 1. Fixed
incomes investment such as bonds, fixed deposits, pref-
erence shares and 2. Variable income investment such as
business ownership or property ownership. (Business
Dictionary definition of investment). In economics, in-
vestment means creation of capital or goods capable of
producing other goods or services.

In Lithuania author’s publications, investments are
defined as the current provision of funds for a certain
period; in addition to set aside funds for reimbursement
of funds for the grace period, the anticipated inflation rate
and the recovery of funds in future risk (Kancerevycius
2009). Investment is usually interpreted as the process,
where one form of financial capital is converted into oth-
er funds or physical equipment. Each investment is relat-
ed to the invested capital, the costs for investment
projects, hoping after a certain time generate a profit.
This must be carried out in capital investment planning
(Smalenskas 2007). Investments - financial, tangible or
intangible resource costs are invested in tangible, intangi-
ble and financial assets to purchase in order to receive
some economic or non-economic effects, and their im-
plementation is based on market principles and the time
factor, risk and liquidity (Norvaisiené, Stankeviciené,
Krusinskas 2008).

Investment education launched a new phase when
H. Markowitz (1952) proposed the concept of efficient
portfolio, which is characterized by not only profitability,
but also by risk management aspects. The efficient in-
vestment is defined as a portfolio, which has the lowest
risk to certain profitability, or the highest profitability at a
certain level of risk. The main advantage of H.Markovitz
model is that this model allows to determine the relation-
ship between rate of return and risk level. J.Tobin
(1958), W.Sharpe (1964), S.Ross, G.Fama and K. Fench
the followers of H.Markowitz also widely considered the
criteria of investments construction, the problems of
optimal investment, the selection of the securities in the
portfolio and pricing features, determinants of portfolio
value and finding ways to quantify them. Blank, 1. A
(1995) presented as an alternative to modern portfolio
theory and the traditional investment formation, which
was based on technical and fundamental analysis. He
offered to include a wide range of financial instruments
into analysis and explained how they are diversifying.

Speaking about the risk and uncertainty, the theory
of investors behavior in a world of uncertainty has been
set out by several writers, such as Sharpe (1964), Linstner
(1965) and Miller(1977). In these theories is mentioned,
that all investors are assumed to have identical estimates
of the expected return and probability distribution of
return from all securities. However it is implausible to
assume that although the future is very uncertain, and
forecasts are very difficult to make, that somehow every-
one makes identical estimates of the return and risk from
every security [10]. Nowadays, every investor must
choose his accessible level of risk. Jon Linster in his arti-
cle “Securities prices, risk and maximal gains from diver-
sification” (2012) considers conservative investment, and
define it as the investment choice of an individual inves-
tor, who in choosing between any two different possible
investment tools, always prefers the one, which gives him
the largest expected return with the less risk. Authors
such as Boddy, E. Merton, R. K. (2003) proposed to
combine optimum portfolio of risky assets with a risk-
free asset in order to balance the investor's expected re-
turn with an acceptable risk for him. The problems of risk
— related return of investments are discussed by Lithuania
professors Meilé Jasiené and Diana Kocitinaité as well.

Low and middle investment tools explanations can
be found in most of commercials banks ( AB DNB , SEB,
Swedbank and others banks) publications. The most im-
portance parts are description of the investment, investing
conditions, possible risk and expected return. The suitable
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investment for a conservative investor will be discussed
in a following section.

3. The classification and comparison of investment
tools

Any profitability in relation to the safe asset investment is
connected with risk. The higher return investors expect
the higher element of risk they must to accept. The riskier
the investment instrument is chosen, the more profit can
be earned, but also there is a huge possibility to lose
much as well, if the changes in the market are not proper-
ly monitored or the process of investment is out of con-
trol. The investor needs to decide and define what the
expected rate of return is, and respectively what kind of

risks can be taken to achieve this return. Profitable in-
vestments are those, that do not pay off very quickly, but
ones that helps to achieve your goals.

Investors have different objectives, and those ob-
jectives require different investment instruments. Most
importantly is to choose the investment objective and the
financial means corresponding to that goal. The longer
the period, the better, as it accumulates, and there is the
better expected return on the result of investment [9].
Many investors often look only to profitability but look-
ing through the participation in the world — it is now un-
acceptable. In Lithuania, there is a tendency that a
possible investor, who tries to count a risk, usually
chooses among conservative investments.

Investments
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Fig. 1. The model of conservative Lithuanian people's savings (compiled by author)

As showed above, all personal savings can be divid-
ed into two groups: long term use and investments [15].
Conservative investor can choose among a high variety of
investment tools, or in other cases use them all and make
a diversified investment portfolio. In order to understand
each of those tools, a short definition among each other is
presented.

Bank deposit - the amount of money, which is given
to the bank or other credit institution by the depositor, in
order to protect money for a certain period of time and
receive a fixed amount of interest. Bank deposits differ
depending on the maturity, the investment conditions and
the interest rate. Traditionally, there are three types of
deposits: fixed term, deposits till the demand and savings
deposits. Another type of deposits are Investment depos-
its. This is a fixed-term deposit, but its rate depends on
the actual change in the value of financial instruments.
Such deposit interest rate is higher than normal, but a
greater potential of benefits, also increase the risks as
well. In this case, there is a possibility do not receive the
interests at all. Investment deposits have many similari-
ties by comparing them with financial instruments, such

as linked bonds, but their main advantage is that they are
insured up to 100 thousand Euros by a state company
Deposit and Investment Insurance. This product is a great
alternative for investors who want to get higher than
standard annual interest rates on time deposits and are
able to assess and take risks.

Government treasury bills are a short-term debt ob-
ligation backed by the government with a maturity of a
certain numbers of years, at this moment one, two or
three years. These bills are guaranteed by the government
and usually give a higher interest than deposits. The mi-
nus is, that investor must accept the risk that he cannot
receive his investment at least half of the investment pe-
riod.

A debt investment in which an investor loans money
to an entity (corporate or governmental) that borrows the
funds for a defined period of time at a fixed interest rate.
Bonds are used by companies, municipalities, states and
foreign governments to finance a variety of projects and
activities. Bonds are commonly referred to as fixed-
income securities and are one of the three main asset
classes, along with stocks and cash equiva-
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lents. Theindebted entity (issuer) issues a bond that states
the interest rate (coupon) that will be paid and when the
loaned funds are to be returned. Usually the interests are
higher than deposits or treasury bills, but the interest
depends on the market, that means that there is a risk to
lose money, if you do not hold the money till the end of
the investment period

Money market funds are a popular cash manage-
ment tool, where money are invested into short term in-
vestment tools. Money market funds usually pay a
monthly dividend for an investor, but there are some
other alternatives. By keeping a short time-frame, these
funds attempt to reduce risk, but because of the highest
interest, there are at least a couple of risks, that all inves-
tors must take into consideration: money markets fund
rates are variable, and these funds has to deal with infla-
tion, which at long periods of time, can eat away all re-
turn of investment.

The pension fund is a fund established in order to
facilitate and organize the investment, to generate a stable
growth over the long term, and provide pensions for em-
ployees when they reach the end of their working years
and commence the retirement. There are articles; there
are described costs and benefits of such funds. M. Jasiené
in article "Investment return given the risk assessment of
the problem and its possible solution” discuss risks of
pension funds, which are not only the possible amount of
return from these funds, but a possibility to get nothing at
all if you died before the retirement age.

4. The risk level of the investment

For an investor it is important to choose not only the most
profitable investment, but also to understand the possible
risks. Investment management discusses the effectiveness
of using many methods, evaluating the investments risk:
Treynor index, Sharpe index [14]. One of the most popu-
lar Lithuanian, and foreign authors used models of in-
vestment management performance analysis is
Markowitzmodel. Markowitz's model is a classical model
of financial instruments. His model is based on modern
portfolio theory. Markowitz has made several key as-
sumptions about conservative investors (Vasiliauskas
2009):

o like profits and avoid risks;

e  make rational decisions;

e  Make decisions in order to maximize the benefits.

Investor benefits are expected profitability and risk

function. Markowitz's model is based on the expected

profitability and risk concepts. This model has specific
details:
e  projected profitability of each individual instru-
ment;
e  profitability standard deviation, o, as a measure of
risk for each instrument;
e  covariance - instruments yield rate ratio measure.

However, H. Markowitz model‘s practical applica-
tion is problematic, because, in order to assess the risk of
portfolio at a relatively high number of securities in port-
folio, also a large number of statistical calculation has to
be made, as it is necessary to calculate and assess correla-
tions and co variations between each pair of securities.
Treynor developed the first composite portfolio manage-
ment efficiency measure that counting and risk compo-
nent. Some sources may be called as a profit-volatility
ratio. J. Treynor proposed to distinguish two risk compo-
nents (Kancerevyc¢ius 2009):

o market volatility created by the risk;
e instruments in the investments portfolio price vol-
atility risks.

In order to identify the risks of market fluctuations,
J. Treynor suggested the use of a standard line that de-
scribes the relationship between the portfolio profitability
over time and the market portfolio profitability. If inves-
tor’s assets are invested in financial instruments invest-
ments, the Sharpe measure is more appropriate because it
includes non-systematic risk [6]. W. F. Sharpe developed
a methodology for measuring the efficiency of investment
funds. His method is associated with a fixed asset revalu-
ation model and the capital market line [4]. This calcula-
tion method is similar to the Treynor model, but it seeks
to measure the investment risk, portfolio profitability by
using the standard deviation, not only systemic risk
measure.

To sum up all discussed models, profitability of all
securities more or less varies along with the market prof-
itability. The main criteria in the portfolio management:
the systematic and non-systematic risk, profitability and
Sharp indicator showing how many unit of the investment
return go to one investment risk (the average standard
deviation) unit.

5. Conclusions

1. Literature analysis showed that there are lots of arti-
cles; there necessary information about investments
could be found. Also there are discussed theoretical
models of investment and risk management, but
through looked literature, there is no one single arti-



E. Avizinyté. Low and Middle risk investment tools analysis

cle which concentrate all the main information of
the topic and could be helpful for a conservative in-
vestor. This means, that a deeper analysis in this
topic needs to be done.

2. A conservative investor can choose from a high va-
riety of investment tools, which are offered by fi-
nancial institutions, but instead of choosing by
himself, possible investors should use professional
consultations, which could help define the tolerate
rate of risk and diversified the portfolio in order to
generate the highest rate of return due to current
market conditions.

3. In the literature there are lots of possible models to
define the level of risk, but the truth is that usually
the market changes very quickly through a very
short time and the courses deviate so heavily, that to
define the real level of risk is very complicated.
That’s why choosing conservative and diversified
investment tools could help generate not very large,
but at least guaranteed profit.
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MAZOS IR VIDUTINES RIZIKOS INVESTAVIMO
PRIEMONIU ANALIZE

E. AviZinyté
Santrauka

Taupymas ir vartojimas yra neatsiejama $iuolaikinés ekonomi-
kos dalis. Pablogéjus ekonominei situacijai, dauguma vartotojy
suvoké atsidéjimo ateiiai svarba ir pradéjo taupyti buitinémis
salygomis arba pasirinkdami i§ galybés finansiniy institucijy
teikiamy paslaugy. Rinkoje galima pasirinkti jvairias investavi-
mo priemones, kuriy pagrindiniai skirtumai atsispindi generuo-
jamos grazos ir rizikingumo aspektais. Literatiiros analizé
parodé, jog dauguma autoriy analizuoja didziausig graZa tei-
kiangias investavimo priemones, tuo tarpu neskirdami daug
démesio konservatyviam taupymui. Straipsnio tikslas yra per-
zvelgus literatlirg analizuojama tema palyginti konservatyvaus
investavimo priemones bei pasigilinti j rizikos nustatymo mode-
lius. Darbe naudoti literatiiros $altiniy analizés, apibendrinimo ir
lyginamieji tyrimo metodai. Nustatyta, jog néra pakankamai
publikacijy analizuojama tema, kurios galéty padéti susidaryti
tinkama konservatyvaus investavimo plang ir apibrézty visus
privalumus ir trikumus. Rizikos nustatymo modeliai yra sunkiai
taikomi ir reikalaujantys detaliy skai¢iavimy ir apibendrinimy,
kas deja eiliniam visuomenés nariui yra sunkiai prieinama, todél
detalesné Sios temos analizé yra reikalinga ir blity naudinga.

Reik§miniai ZodZiai: investicijos, taupymas, rizika, palikany
graza, investicinis portelis, diversifikacija.
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