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Abstract. The formation of recently developed capital markets and expansion of investment alternatives inspires 

the investors to apply for the challenging investment strategies or search new alternatives for their capital 

investment. The paper states that among many other investment alternatives, stock market has a number of 

advantages, namely - the transparent procedure of the exchange market pricing and a variety of trade 

instruments allowing the potential investor to invest the capital in order to gain profit on a constant basis and in 

general to create an investment plan completely satisfying the requirements for material security, for financial 

independence achievement, or for creating own retirement account. The paper reveals that the prospect of profit 

completely levels risk of loss, despite short-term corrections of securities market and the crisis periods due to the 

fact that the growing trend proceeds much longer in relation to so-called "waves of corrections" and lasts about 

10-12 years, it is in turn connected with business cycles which are overestimated on the stock market acting as 

the economy indicator in general. It is evident that investment operations in the stock market certainly make 

profit in the long term, however on the condition of investment portfolio active management it is possible to 

achieve significantly more profitability if correspondingly they will use speculative operations on shorter periods 

of time (from 1 week to several months) that is aimed to combine several tools in the trade strategy for 

maximizing potential profit and minimizing the possible risks. The authors proved that due to options it is possible 

to reach 30-40 % of annual portfolio profitability on condition of their proper use. Speculative strategies combining 

purchase and sale of several types of options enable to define the limit of possible risks and potential profit. 

Key words: Exchange stock market, financial instruments, investments, investment strategy, investment 
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Introduction 

Over the past decade, in many countries of the world, the centralized economy was succeeded by 

democracy and the system of a free entrepreneurship. New capital markets are emerging and 

investment alternatives are expanding. Despite all the changes, investors want to gain a large profit, 

but do not wish to expose themselves to the associated risk, this in turn creates the necessity of 

application of more sophisticated investment strategies or provokes to search for new alternatives 

to the usual options in order to invest their capital. Investors often worry about the risk of losing 

their entire investment. Closures of exchange-traded funds, like the closures of mutual funds, are 

not uncommon. Anywhere from 50 to 80 exchange-traded funds close each year (Madhavan, 2016). 

An investor can thoughtlessly reject important classes of investment assets, bonds or stocks, even 

if this particular asset class plays an important role in the development of the best strategy for 

achieving the goals. Return on assets and risk assessment, which is used both in ordinary and 

alternative investments policy is to be perspective as well as effective and reflect connection of basic 

economic risks with regard to assets (Abuselidze et al., 2018). Therefore, the structure of the 

portfolios of many investors precisely reflects their level of comfort and investment advantages, but 

is far from the necessary achievement of the stated financial objectives. The challenges of the 21st 

century stock market require from investors or investment advisers something more than a current 

assessment of a client’ state of affairs, namely the development of corresponding strategies, because 

in most cases the client does not have conceptual knowledge or sufficient competence to understand 

the necessity to follow the received recommendations in his/her own interests. The rational use of 
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resources and a sufficient level of education promotes a potential investor to create a sTable source 

of the passive return through investment operations carried out on the stock market. 

The actuality of the article is justification of the value of the investment operations and the study 

of their state and development. The preference is given to the securities instead of the practical 

means of investing (Abuselidze G., 2013).   The investment process ensures the stability of the 

securities market which plays a significant role in the development of the financial market in general, 

which in turn is an indicator of the state of the entire economy. According to Bayadyan and 

Baghdasaryan (2017, p.92) the development of the capital market is an important factor affecting 

the potential for economic development and sustainable economic growth in the EAEU countries. The 

term "Capital Market" refers only to financial capital. That is why Capital Markets are always financial 

markets, not subjective markets (Juurikkala, 2012, p. 88). According to Khan et al. (2018) the stock 

market is a strong indication for economic conditions of a country. Stock exchange provides a neutral 

ground for brokers and companies to invest. Mobilization of investments is one of the actual leverages 

for progress of national economy (Abuselidze, 2018). 

Research results and discussion 

There many reasons encouraging a person to make investment, the most important being the 

necessity for a large amount of money to ensure his/her old age. Our investments form the basis 

promoting our future purchasing ability. Unsuccessful investments of course can lead to negative 

return and decrease future purchasing ability.  

In the broadest sense, the word "investment" is the investment (attraction) of own capital into 

investment of the objects in order to obtain the long term profit. According to the interpretation of 

William Sharpe, a professor of Stanford University, an investment is a rejection of a certain value of 

an asset just for the benefit of its future greater potential value. He also interprets the concept of 

investment as follows-a set of procedures encouraging an investor to make a decision about the 

asset investment, how large the investment should be and the specific moment they should be 

carried out (Sharpe et al., 2001). 

The investment process begins with the investment plan preparation stating the objectives and 

describing the strategy for their achievement. Before directing free funds to fulfil your plan, you 

should be assured that there is a reserve fund intended to cover unforeseen expenses, for example, 

in case of emergency medical care, job loss, damage or loss of your own property. It is advisable to 

invest the funds of your own reserve fund into liquid assets that can be quickly converted into money 

in case of necessity without significant losses. Liquid assets include all money market instruments 

and bank deposits (Rezgo, Ketova, 2005). 

By creating a reserve fund, you can start the formation of a long term investment. 

5 steps to create an investment plan: 

• ● define your financial objectives; 

• ● distribute your assets; 

• ● develop an investment strategy; 

• ● choose investment tools; 

• ● evaluate your investment portfolio. 
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Source: author’s calculations based on Faerber (2006)  

Fig.  1. An example of the assets distribution in the portfolio 

Investors having more time (30 years and more) can invest in shares and other assets growing 

in the price. Investors of pre-retirement age should direct a considerable part of their capital into 

bonds or other risk-free or low-risk assets to maintain their standard of living and a smaller portion 

of the capital into riskier assets, such as stocks in order to provide the growth of the portfolio. 

According to Lettau and Madhavan (2018, p. 151), exchange-traded products provide exposure to a 

wide range of asset classes (for example, equities, fixed income commodities, and currencies), 

strategies (for example, passive index, model-based, and active), and regions. 

If an investor is focused on the long-term ownership of an asset, then he should give preference 

to passive investment. In turn, an active investment strategy is the implementation of trading 

operations on a permanent basis throughout the investment period to generate more return 

compared to the average market indicators. The choice of investment strategy depends on market 

efficiency assessment - that is, how efficiently the stock and bond markets handle information 

affecting the value of assets. The choice of investment strategy depends on market performance 

evaluation - that is, how effectively the stock and bond markets process information affects the value 

of assets. 

Passive investors choose a diversified portfolio including shares related to various sectors of the 

economy, such as the technology sector, industrial, financial raw materials and many others. An 

active investor forms a portfolio, evaluating the fundamental indicators of companies from various 

sectors of the economy, in order to find and purchase undervalued shares and then sell them after 

reaching their fair value price (Markowitz, 1952). 

Liquid assets can be quickly converted without significant losses when converted into money. 

These include: US Treasury bills, commercial bills, bank acceptances, money market mutual funds, 

short-term deposit certificates, bank deposits. They are ideal for investments aimed at creating a 

reserve fund. It is worth to evaluate your portfolio periodically since all the changes that occur in life 

may create the need of amendments to the current structure of the investment portfolio. In addition, 

economic and market fluctuations can affect asset allocation. You should also take into account the 

changes that occur in companies whose securities are in your portfolio, since such changes can lead 

to changes in the market value of the shares (Brinson et al., 1995). 

In order to see the clear example of the stock market development, it is better to focus on the 

United States. The American stock market is the world leader in this industry and therefore it acts 

as a driving force if the markets begin to grow or fall into crisis. 

Series1; Stock; 

45; 45%

Series1; Bonds; 

30; 30%

Series1; Money 

market; 10; 

10%

Series1; Real 

estate; 10; 10%

Series1; 

Options, 

futures; 5; 5%
Stock

Bonds

Money market

Real estate

Options, futures



Proceedings of the 2019 International Conference "ECONOMIC SCIENCE FOR RURAL DEVELOPMENT" No 52 
Jelgava, LLU ESAF, 9-10 May 2019, pp. 211-221 

DOI: 10.22616/ESRD.2019.124 

 206 

The profitability of the NASDAQ technology index is higher than the profitability of S & P and 

DowJones. This is due to the fact that this index includes shares of the largest non-financial 

companies, a significant share of which is occupied by technology companies, showing higher than 

the average market return from the beginning of the 21st century. However, the high return of this 

index is accompanied by its greater volatility, that is, the level of risk/return is higher here than in S 

& P and DowJones. 

 
Source: author’s calculations based on Futures industry association (2018) 

Fig.  2. Profitability of the major stock indexes of the USA 

The results of research, made on the factual basis of the American stock market, showed that 

there are different interdependencies between returns and risks of financial assets at different 

investment horizons which differ significantly in terms of types of assets (stocks, bonds, treasury 

bills), as well as duration of the investment horizon. The studies of Zakharkin et al. (2018) show that 

with an increase of the investment horizon, the volatility of stocks significantly decreases, making 

them more attractive for investors as compared with bonds. The volatility of European stock markets 

was researched by B. Harrison, W. Moore (2012), D. Gjika, R. Horvath (2013), J. Okičić (2014), A. 

Hepsag (2016), B. Yavas and L. Dedi (2016). 

Stock markets provide a better platform to people as compared to traditional banking 

investments. People can invest their money and can get a huge profit if they invest sensibly. 

According to Khan et al. (2018), stock investments return more profit than bank deposits and bonds. 

Bonds occupy an equally important niche in the securities market. The use of bonds is associated 

with lower risks than when using bank lending. The company undertakes to pay interest and the 

body of the loan until the bankruptcy moment. If company affairs go wrong, the investor will be 

affected by the reduction in the value of shares and the termination of dividend payments. Payments 

on the bonds are made until the company bankruptcy declaration. Due to the high interest payment 

guarantee, their returns are lower in stocks. An investor, wanting to gain a greater profit than from 

a bank deposit or bond purchase, boldly declares that stocks are a suiTable tool for making profits. 

The ratio of the risk and return allows him to make a long term profit.  

After drawing up the financial plan, the investor needs to develop his investment portfolio (Fig. 3). 

Portfolio formation depends on your preferences and risk inclination. So, there are 3 main types of 

investment portfolios depending on the risk level of the investor: 

• ● • Conservative; 

• ● • Moderate; 

• ● • Aggressive (highly risky). 
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The first step is to create an investment portfolio. The name „portfolio” implies choosing a certain 

number of trading instruments for mutual compensation of possible risks and an increase in potential 

return (stocks, bonds, indices, ETFs). 

The investor can combine a set of instruments, as well as their share in the portfolio structure, 

depending on his/her personal preferences and risk inclination. 

The second stage is portfolio diversification (asset allocation). For example, if you created it 

exclusively from stocks, then you should select companies from different sectors of the economy: 

• finance; 

• pharmaceutics; 

• technology sector; 

• services sector; 

• power system,  

• others. 

 
Source: author’s calculations based on Ellman (2011).  

Fig. 3. Example of a diversified portfolio 

By investing in stocks, adhering to the strategy „buy and hold”, you can gain profit from the 

dividend paid by the company or from the value growth of the shares you purchased in the long 

term. However, the options for making money in the securities market do not finish there. An investor 

can gain much more from investments if he combines several trading instruments in his investment 

strategy. 

One of such strategies is "Covered Call" - a covered Call option. This trading strategy combines 

the purchase of shares for long-term ownership and the parallel sale of "Covered Call" options on 

these shares. Options in money (call option price is below the current price of the underlying asset) 

can be compared with an insurance policy (Kratter, 2015). 

Although this is a free insurance policy (paid by the buyer of the option), it somewhat levels the 

possibility of increasing the value of the shares, but provides an additional "airbag" when it decreases 

(Fig.  4). Situations favourable for the potential sale of options in money: 

1. extremely volatile market; 

2. technical analysis of stocks shows mixed performance; 

3. rising, but unsTable schedule. 
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Source: author’s calculations based on Cohen (2005) 

Fig.  4. Selling a call option in „money” 

The reasons for selling covered options are as follow. 

 Selling a call option is the most profiTable of all the moderately risky strategies that investors use 

in the stock market. 

 Selling call options effectively works under any market conditions, it can be bullish, bearish or 

neutral trend. But it is worth remembering, if the market is directed at a certain trend, then with 

a strong uptrend it is better to own a share, with a strong downtrend it is better to change the 

asset at all, the best option for this strategy is a low volatile bullish market. 

 You can generate profits without much effort. All you need is a computer, appropriate skills, 

discipline, and a spirit for success. 

 You can  efficiently use the profit. Funds received from the sale of options are deposited to your 

account on the day of the transaction or the next - depending on the working conditions with the 

broker. 

 You can control the ratio of profit and risk through the use of exit strategies. There are many 

ways of control when dealing with the sale of options, and you can use all their advantages. 

 You can create a breakeven point below the current price of the asset you own. We can recall an 

example of using an option sales strategy. The premium insurance is a "safety cushion" for your 

assets in case of  a small drawdown. 

 You, as the seller of the options and the owner of the shares, reserve the opportunity to receive 

dividends. 

 Passive portfolio management occasionally, provides a return above the average market. Selling 

Circles gives you the opportunity to beat the market. 

Investment operations on the stock market certainly bring long term profit. However, if you 

actively manage your investment portfolio, you can achieve a significantly higher average return by 

using speculative operations on shorter time intervals (from 1 week to several months) in parallel, 
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which aims to combine several instruments in your trading strategy to maximize potential returns 

and minimize possible risks. A clear example of such a combination is the purchase of shares and 

bonds as two instruments mutually compensating risks due to their negative correlation as well as 

the parallel sale of Call options on the acquired assets with the recommended deadlines of 20-30 

days. This strategy will allow to use the whole capital and at the same time increase the potential 

return of the investment portfolio, and due to the negative correlation between asset classes such 

as stocks and bonds, as well as due to the functionality of options, the investor has the opportunity 

to manage its risks. 

Conclusions, proposals, recommendations  

  Portfolio Structure of many investors accurately reflects their level of comfort and investment 

advantages, but is far from the one that is necessary to achieve the stated financial objectives. 

With the rational use of resources and a sufficient level of education, a potential investor can 

create a sTable source of the passive return through investment operations carried out on the 

stock market. 

  The investment process begins with an investment plan stating the objectives and describing a 

strategy for their achievement. Before directing free funds to implement your plan, you should be 

sure that there is a reserve fund intended to cover unforeseen expenses that arise, for example, 

in case of emergency medical care, job loss, damage or loss of your own property. It is advisable 

to invest your own reserve fund into liquid assets, that can be quickly converted into money in 

case of necessity  without significant losses. 

  Passive investors choose a diversified portfolio, that is, one that includes stocks related to various 

sectors of the economy, such as the technology sector, industrial, financial raw materials, among 

others. An active investor forms a portfolio, evaluating the fundamentals of companies from 

different sectors of the economy, in order to find and buy undervalued stocks and then sell them 

after reaching their fair value price.  

  After drawing up the financial plan, the investor develops his investment portfolio. Portfolio 

formation depends on the preferences and risk inclination, the choice of a certain number of 

trading instruments for mutual compensation of possible risks and an increase in potential return 

(stocks, bonds, indices, ETFs). 

  By investing in stocks, adhering to the strategy of „buy and hold”, you can gain profit from the 

dividends paid by the company or from the increased price of the long term purchased shares. 

However, the options for making money in the securities market do not finish there. An investor 

can get much more if he combines several trading instruments in his investment strategy. One of 

these strategies is „Covered Call” - Covered Call Option. This trading strategy combines the 

purchase of shares for the long-term ownership and the parallel sale of Call options on these 

shares. In addition, a strong advantage of options among other stock instruments is that it is not 

necessary to anticipate the future price trend, you can gain profit in any market conditions, turning 

the mathematical expectation of the options return in your favour. 
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