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Risk Reward Ratio
Yes, I agree with the statement that the risk/reward ratio helps investors manage their risk of losing money on trades. When we think of the risk/reward ratio, investors look at the return to be generated from a perspective of a risk taken from the point of start and endpoint (Gilli & Schumann,2021). The investor looks at the difference between the sell order point and the trade entry point. The risk/reward ratio acts as a benchmark for investors dealing with individual shares of stock. In this case, there is a setting up of stop-loss point and profit booking point when an investor wishes to trade an individual share (EDUCBA, 2020). For example, I being a trader, I can buy a company's share for $30. As I conduct my analysis, I am convinced that I know it can make a profit from shares. Therefore, setting out a profit booking limit of $50.  By doing so, this might mean that the stock will go high considering the terms of value. I should exit the stock once the stock hits the $55 mark, not risk incurring a loss. 
On the other hand, I can invest in shares after setting up a stop loss point and a profit booking point. For example, suppose I identify a company with a single share trading at $150. An investor wishing to invest it in is likely to set a stop loss of approximately $137. However, the stock has enough potential to gain returns which might rise to $187.  In such a situation, the risk linked with the trading is $13, but the target reward is $37. Calculating the risk reward ratio can be by dividing the risk number by the reward number, $13: $37=1:3. This shows that a unit of risk will have 3units in return. The risk reward ratio is vital in investment as it helps in evaluating risks and expects reward hence determining whether it is worth investing in such a stock.
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