Give your money a purpose, understand the risks, and keep costs in view

Updated September 20, 2026.
Investing can feel intimidating, especially when you’re worried about making a mistake with
money you worked hard to save. The choices seem endless, and confident opinions arrive from

every direction.

You don’t need to predict the next market winner to make thoughtful decisions. Start with your
goals, understand what you’re buying, and avoid these five common mistakes.

1. Investing Without Clear Goals

Before choosing an investment, decide what the money is for and when you expect to need it.
Write down a few basic questions:

* What am I saving or investing for?

* How much will I need?

* When will I need the money?



* How much can I contribute regularly?
* How much loss could I afford—and tolerate?

Money for a car purchase next year serves a different purpose from money for retirement
decades away. An investment that suits one goal may be inappropriate for the other.

Your timeframe and ability to handle losses should guide your investment choices. Money you’ll
need soon generally calls for greater emphasis on preserving its value and keeping it accessible.
Investor.gov explains timeframe and risk tolerance.

2. Mistaking a Collection of Investments for Diversification

Diversification means spreading risk across different investments. Owning several funds doesn’t
necessarily accomplish that if they all hold much the same stocks or concentrate on one industry.

Conversely, a single broadly diversified fund may contain hundreds or thousands of investments.
Look at what you own beneath the fund names.

A suitable mix might include stocks, bonds, and cash, with diversification within those
categories. But bonds do not always rise when stocks fall, and diversification cannot guarantee a
profit or prevent losses during a market decline. Read the SEC’s guide to diversification and

rebalancing.

Also understand the difference between products with similar names. A money market mutual
fund invests in short-term debt and generally has much lower volatility than a stock fund, but it
is not FDIC-insured. A bank money market deposit account is a different product and may
qualify for deposit insurance. Learn about money market funds.

3. Letting Hype or Fear Make Your Decisions

A dramatic headline, enthusiastic influencer, or friend’s recent windfall can make an investment
feel urgent. Urgency is a poor substitute for understanding.

Before acting, ask:

* How does this investment fit my plan?

* What could cause me to lose money?

* Can I independently verify the claims?

* Is the person recommending it being paid?

* Am I reacting to evidence—or to excitement and fear?


https://www.investor.gov/introduction-investing/getting-started/asset-allocation
https://www.investor.gov/additional-resources/general-resources/publications-research/info-sheets/beginners-guide-asset
https://www.investor.gov/additional-resources/general-resources/publications-research/info-sheets/beginners-guide-asset
https://www.investor.gov/introduction-investing/investing-basics/investment-products/mutual-funds-and-exchange-traded-5

Promises of unusually high returns with little or no risk, pressure to act immediately, and
unsolicited investment messages are warning signs. Check investment professionals through
official registration tools rather than relying on testimonials. See the SEC’s guidance on
investment scams.

Sticking with a sensible plan does not mean ignoring changing circumstances. Review your
investments when your goals, timeframe, or financial needs change. Make adjustments
deliberately, rather than treating every headline as a trading instruction.

4. Letting Taxes Make the Whole Decision—or Ignoring
Them

Taxes matter because they affect what you keep. But a tax benefit alone does not make an
investment suitable, and a tax bill alone does not make an investment poor.

Consider expected returns, risk, fees, access to your money, and tax treatment together.

A retirement account such as an IRA is an account structure with tax advantages—not a
particular investment with a predetermined return. Its performance depends on the investments
held inside it. Eligibility, contribution limits, and withdrawal rules also matter. Explore tax-
advantaged retirement accounts.

In taxable accounts, interest, dividends, and realized gains can receive different tax treatment.
Selling an investment may itself create a taxable gain. Before making a significant change,
consider the consequences with a qualified tax professional. IRS Publication 550 explains
investment income and expenses.

5. Overlooking Fees and Other Costs

“Commission-free” does not necessarily mean cost-free. Investments and accounts may still
carry fund expenses, advisory fees, account charges, or other costs.

Ask clear questions:

* What will I pay to buy, hold, and sell this investment?
» What ongoing expenses does the fund charge?

* Does the adviser’s fee come on top of fund expenses?
* Are there transfer charges or surrender penalties?

* How is the person recommending this investment compensated?


https://www.investor.gov/protect-your-investments/fraud/protect-your-money
https://www.investor.gov/protect-your-investments/fraud/protect-your-money
https://www.investor.gov/introduction-investing/investing-basics/investment-accounts/tax-advantaged-accounts/retirement-savings
https://www.investor.gov/introduction-investing/investing-basics/investment-accounts/tax-advantaged-accounts/retirement-savings
https://www.irs.gov/publications/p550
https://www.irs.gov/publications/p550

A 1 percent annual advisory fee on a $100,000 portfolio is approximately $1,000 a year before
other costs, assuming a constant balance. Even small ongoing fees can meaningfully reduce
long-term results.

You may decide a service is worth its price. The important thing is to understand the cost and
what you receive in return. Read the SEC’s investor bulletin on fees and expenses.

Build a Plan You Understand

Good investing habits begin with clear goals and realistic expectations. Know what you own,
spread risk thoughtfully, question urgent promises, and consider both taxes and costs.

You cannot eliminate uncertainty. You can make informed choices, review them periodically,
and keep your investments aligned with the life you’re planning.


https://www.investor.gov/introduction-investing/general-resources/news-alerts/alerts-bulletins/investor-bulletins/updated

