May 2025

Pragya Goyal

C ARTICLE ) pragyathehuman@gmail.com

The Fundamentals of Investing

A Beginner’s Guide to Smart Decisions

Investing may feel overwhelming at first, but once you
understand a few basic ideas, it becomes much simpler—and
even exciting. This article breaks down key concepts so you
can make confident, informed money decisions.

1. Where Can You Invest?

Here are four popular options:

Equity Shares: Ownership in a company; can grow your
wealth significantly over time. but comes with risk.

Mutual Funds: Professionals manage your money by investing
in a mix of stocks, bonds, etc.

Bonds: Very safe; your money is secure but returns are
usually low.

Bold: A trusted store of value in India—especially during
uncertain times.

2. High Risk, High Gain vs. Low Risk, Low Gain

The basic trade-off in investing:

More risk = more potential gain, but also more uncertainty.
Less risk = more stability, but usually lower returns.
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Bottom line: The more safety you want, the less return you
can expect. The more return you want, the more uncertainty
you must tolerate. Choose based on your comfart with ups and
downs.
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3. Understanding Market Benchmarks: Nifty & Sensex

A stock exchange is like a big marketplace where buyers and

sellers trade company shares. India has two major ones:

NSE (National Stock Exchange): Tracks top 50 companies via
the Nifty 0 index.

BSE (Bombay Stock Exchange): Tracks top 30 companies via
the Sensex index.

If Nifty or Sensex goes up, it means the country's major
businesses are doing well—and investars are feeling
confident.
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4. The P/E Ratio: Your Stock Valuation Toolkit

Think of stocks like mangoes:

One costs 00, another Tal—if both are equally good, you'll
pick the cheaper one.

That's what the P/E Ratio (Price-to-Earnings) helps with.

P/E = Share Price + Earnings per Share

Low P/E = You're paying less for each | the company earns
— Possibly undervalued.

High P/E = You're paying more — Might be overvalued or
hyped.
Use it to find good deals in the stock market.

3. So, When Should You Buy or Sell?

Minimum P/E (Buy Zone): If a risky stock's P/E is close to a
fixed depasit (FD), it's likely a bargain.

Maximum P/E (Sell Zone): If a stock's P/E is unusually high
(compared to history), it might be time to exit.

A Markets are emotional—so these are guidelines, not
strict rules.

B Smart Strategy Using P/E

Analyzed stock data from 1993-2021 suggests the following:
Buy when P/E falls below:

Q FD-equivalent P/E + 2 points

Sell when P/E rises above:
Double the buy P/E + 2 points

Then, one can calculated CAGR (Compound Annual Growth
Rate) to see long-term returns.

Low P/E = Buy | High P/E = Sell

7 Use the Right P/E Data

0Id methad: Only looked at the parent company's earnings.
New method: Includes both parent and subsidiaries.
Always check updated, consolidated P/E ratios to make
smarter decisions.

8 Gold: More Than Just a Safe Haven

Gold performs well in unstable times:

When markets fall, gold rises (usually).

When markets soar, gold may stay flat or dip.

Why gold seems to do better in India:

It's not just price gain—it's also because the Rupee loses
value against the US Dollar.

So, investing in gold is also a way to protect against currency
depreciation.

9 Currency Depreciation = Inflation Difference

(ver time. a country with higher inflation tends to see its

currency lose value.

Example:

India's inflation > US inflation — Rupee weakens vs. Dollar.
That's why gold and foreign assets often appear to perform
better—they guard your wealth from currency decline.

10. Visual: Gold vs Nifty 50 CAGR (2000-2024)
Here's how gold and equity (Nifty 80) performed over the
|ast two decades:

Gold vs Equity (Nifty 50) CAGR Performance in India (2000-2024)
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Gold: More stable - Slightly lower long-term growth

Nifty a0: Strong long-term growth - More ups and downs
This shows that gold is safer, but equity builds more wealth
if you stay invested long-term.

Final Takeaway: Balance is the Key

V' Mix risky (equity. corporate bonds) and safe (gold. govt
bonds) investments

+ Don't rely on one asset class

v Use lngic—like the P/E ratin—not trends or online hype
+ Start early, stay invested, and let time grow your money
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