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The Importance of Diversification
[bookmark: _GoBack]Diversification is a very important practice in the field of financial investment because it helps a great deal in minimizing the risk of lose in a given portfolio of investments. The fact that Facebook experienced a sudden growth in the value of its stock after its IPO in 2012 does not discredit the relevance of diversification in any investment decision. It is nearly impossible to judge for sure how a certain stock will behave in the market in future. For this reason, investors make decisions based on predictions provided by financial analysists regarding the potential performance of given stocks in the near future. Having been opened at a price of about $38, the Facebook stock price could have moved in any direction and hence it could have been too risky for any investor to put all the $100,000 in one bucket. Though this decision would have seen the investor’s wealth grow to $144,000 just in 20 months due to the rise of stock price to $54.65 per share, the investor could have suffered a great lose if the price of Facebook stock could have declined over the 20 months period. Though the Facebook Stock has continued to increase over years to $138 per share in December 2018, the high risk of investment is effectively minimized through diversification. The investor who could have decided to invest only $20,000 on Facebook stock in 2012 and the $80,000 in other stocks could have been the wisest. Though the $20,000 on FB stocks could have only fetched $9,000 in gain over the 20 months, the risk of loss would have been greatly reduced through diversification. For this reason, I would not have experienced FOMA because of making only $9,000 rather through my diversified portfolio rather than $44,000 without diversifying. Instead, I would be glad I had diversified anyway, even though, on this particular occasion, I did not make as much money as I would have if all of my money was invested in that one Facebook stock. This is because I would have greatly minimized the risk of losing my investment through diversification. The minimized risk would have made me feel safer with my investment, the safety of which is the best thing an investor can experience in the wake of high uncertainty that is characteristic of financial investments.
