
Principles for investment success

We believe you will give yourself the best chance 
of investment success if you focus on what you 
can control



Important information

This guide has been produced for educational purposes only and should not be 
regarded as a substitute for investment advice. Vanguard Asset Management, 
Limited only gives information on products and services and does not give 
investment advice based on individual circumstances.

If you have any questions related to your investment decision or the suitability 
or appropriateness for you of the products described in this document, please 
contact your financial adviser. 

Past performance is not a reliable indicator of future results. The value of 
investments, and the income from them, may fall or rise and investors may get 
back less than they invested.
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Focus on what you can control

It’s very easy, and very tempting, to focus on the markets, the economy, manager ratings or 
the performance of individual funds. This may lead you to overlook the basic principles that 
we believe can give you the best chance of success. 

These principles rest on a simple idea: Focus on what you can control.

1  Goals 
Create clear, appropriate 
investment goals

The investment process begins by setting 
measurable and attainable investment 
goals and developing plans for reaching 
those goals.

2  Balance
Develop a suitable asset 
allocation using broadly 
diversified funds

A successful investment strategy 
starts with an asset allocation suitable 
for its objective. Investors should 
establish an asset allocation using 
reasonable expectations for risk and 
potential returns. The use of diversified 
investments helps to limit exposure to 
unnecessary risks.

3  Cost
Minimise cost 

You can’t control the markets, but you 
can control how much you pay to invest. 
Every pound that you pay in costs and 
charges comes directly out of your 
potential return. 

Indeed, research suggests that lower-cost 
investments have tended to outperform 
higher-cost alternatives.

4  Discipline
Maintain perspective and  
long-term discipline

Investing evokes emotion that can 
disrupt the plans of even the most 
sophisticated investors. Some make 
rash decisions based on market volatility.

But you can counter emotions with 
discipline and a long-term perspective. 
This can help you stick to your plan.

Read on to find out more about each principle.



Successful investing begins by setting 
measurable and attainable investment goals 
and developing plans for reaching those goals.
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1  Goals 

Create clear, appropriate investment goals

We believe that successful investing begins by setting measurable and attainable investment 
goals and developing a plan for reaching those goals. Keeping this plan on track means 
evaluating progress on a regular, ongoing basis.

Fail to plan, plan to fail 
Investors without a plan often construct portfolios by evaluating the merits of each 
investment or fund individually. If the evaluation is positive, they add the investment to their 
portfolio, often without considering whether it fits. Common mistakes include buying funds 
with good recent performance in the hope that it will continue, or trying to time market peaks 
and troughs and buy and sell at exactly the right time. Our research shows that both efforts 
are incredibly difficult to get right even for professional investors.

Focus on your goals 
Collecting top-performing funds and trying to time markets can result in a portfolio that 
contains more risk than you’re willing to take, or a portfolio with little chance of achieving 
your investing goals. You can avoid this mistake by working through your current situation 
and setting some reasonable goals, along with a plan based on your unique circumstances.

Below you can find some of the items that such a plan may include.

Item Definition

Objective How much money you need to achieve a goal, such as retirement.

Time horizon The number of years you have to the goal.

Risk profile The level of risk you are willing to take to achieve your goals.

Savings rate How much you can invest at the start, and regularly thereafter.

Investment mix The broad mix of investment types you’ll use to achieve your goal. 
Professional investors call this ‘asset allocation’.

Monitoring How your portfolio is going to be monitored and adjusted to keep it near 
its asset allocation target.



About equities and bonds

Equities represent a share of ownership of a 
listed public company. They trade on a stock 
exchange and the price can be quite volatile on 
a daily basis. However, historically they have 
offered the best prospect for long-term growth.

Bonds, on the other hand, represent a promise 
by a government or company to pay a certain 
amount of interest over a given period and 
to repay the sum borrowed at the end of the 
period. The long-term rate of return for bonds 
tends to be lower than equities, but prices 
and income have tended to be more stable.
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2  Balance 

Develop a suitable asset allocation using broadly 
diversified funds
No doubt you’ve heard there’s no reward without risk. That’s as true of investing as it is of 
anything else in life. You can’t control what happens in the markets, but understanding the 
historical patterns of equities and bonds can help you handle risk in your own portfolio and 
select the right balance of investments for you.

Getting the balance right for you 
Achieving long-term financial goals means accepting the trade-off between risk and reward, 
and appreciating the historical characteristics of different types of investment.

Equities, over the last twenty years, have offered higher long-term returns than bonds, but 
they’ve also typically carried more short-term risk. The mix of equities and bonds that you 
choose will depend on how much risk you’re willing to take for an expected return. And that 
depends on why you’re investing, and when you need your money. But always remember 
that the value of investments, and the income from them, may fall or rise and you may get 
back less than you invested.

The graph below shows the risk/return trade off in action for UK equities and bonds. While 
equities have had some much bigger gains in many years, they have also suffered much 
bigger losses. Everyone is different, so you need to think about how much investment risk 
you are willing and able to take and still sleep at night.
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Always remember that past performance is not a reliable indicator of future 
results. The value of investments, and the income from them, may fall or rise and 
investors may get back less than they invested.

The performance of an index is not the exact representation of any particular investment. As you cannot invest directly into an index, the 
performance shown in this table does not include the costs of investing in the relevant index. Basis of performance nav to nav with gross 
income reinvested.
Sources: Thomson Reuters Datastream and Barclays. Indices used: Bonds (Barcap Global Aggregate, hedged in GBP), Equities 
(MSCI World, in GBP)
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Diversification: a broad mix can reduce risk 
In order to reduce your risk, you need to diversify – that is, spread your portfolio across a 
broad mix of assets. Diversifying your portfolio can help smooth out market ups and downs: 
so returns from better performing assets help to offset those that aren’t performing so well.



You can’t control what happens in the 
markets, but you can control how much you 
pay to invest.
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3  Costs 

Minimise expenses

Whatever investments you choose, you increase your chance of outperformance by focusing 
on those with lower fund costs. That’s because the lower the charges, the more you get to 
keep of any return the funds achieve. Remember that fund costs are incurred regardless of 
fund performance.

Using a hypothetical example (which does not represent any particular investment), the 
graph below illustrates the potential impact of costs on an initial investment of £10,000 over 
a 30-year period. This graph assumes 6% average growth per annum which is compounded 
year on year. As this shows, fund expenses of 0.3% compared to 1.2% could potentially lead 
to savings of £11,943 over a 30-year period. Understanding the impact of costs on long-term 
returns is a key step towards investing success.

It is important to note that cost is not the only factor. This example assumes growth of 
6%, but in reality returns may vary and you may get a lower return from a fund with lower 
investment costs.
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This hypothetical example assumes an investment of £10,000 over 30 years. Annual compounding is used for both the assumption 
of 6% average growth p.a. and the investment costs. Costs are applied to average annual growth of 6% for each year. As it is 
hypothetical, this example does not represent any particular investment.

Source: Vanguard 

Growth of a £10,000 initial investment over a 30 year period, 
assuming 6% growth per annum

£52,749

£40,806



A balanced and cost-effective asset 
allocation decision works only if you stick 
to it over time and through market ups 
and downs.
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4  Discipline 

Maintain perspective and long-term discipline

Although the asset allocation decision is one of the cornerstones for achieving an objective, it 
only works if you stick to it over time and through varying market environments.

Some investors may find themselves making impulsive decisions or, conversely, becoming 
paralysed by fear, unable to implement an investment strategy or to rebalance a portfolio 
as needed. Discipline and perspective can help you remain committed to your long-term 
investment programme through periods of market uncertainty.

Guarding against return chasing: Rebalancing 
Sticking to a predetermined target also helps to guard against the tendency to chase returns 
by moving into and out of the best and worst-performing sectors based upon recent past 
performance. Many investors fall prey to this trap. But, by rebalancing to your original 
allocation rather than chasing market performance, you can help to ensure that your portfolio 
remains aligned with your goals and your appetite for risk.

Equities Bonds Equities Bonds Equities Bonds

Your adviser will still need to review your personal circumstances every year to 
ensure you are still in the appropriate fund.

1 2 3

A portfolio has a target 
blend of 60% equities 
and 40% bonds.

Equities perform well 
over a given period, 
which means that the 
portfolio is out of balance 
with a lot more equities 
than the investor is 
comfortable with. The 
fund manager sells 
some equities and buys 
some bonds.

The portfolio returns to 
its target allocation that 
matches the investor’s 
desired risk/return 
profile.
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Glossary of key terms

Active investment management (or funds) 
An investment management approach where the manager 
selects securities from the investment universe prescribed 
by a fund’s investment objective. The goal of an actively 
managed fund is to beat, rather than simply match, the 
return from a particular market index or benchmark.

Asset classes 
A category of assets, in which you can invest, for example 
equities, bonds, cash or property. Investments within an 
asset class have similar characteristics.

Benchmark 
A measure against which a portfolio’s performance is 
compared. A market index measuring the performance of a 
particular sector or style of a securities market is an example 
of a benchmark.

Bond 
A loan certificate issued by a government, public company 
or other body. The issuer agrees to repay the original amount 
borrowed after an agreed time (when the bond matures). 
Bonds usually repay a fixed interest rate (known as the 
coupon) over a specified time.

Diversification 
A strategy for protecting against risk by spreading 
investments across different asset classes or sectors. 

Dividends 
Payment made by a company to its shareholders. Company 
earnings and strategy are two of the factors that determine 
the amount of dividend payments.

Equities 
Ordinary company shares. A stock or other security 
representing an ownership interest in a company.

FTSE Indices 
A range of indices following companies quoted on the 
London Stock Exchange, operated by FTSE International 
Limited (a joint operation owned by the Financial Times and 
the London Stock Exchange). The FTSE 100 or “Footsie” is 
the most frequently quoted measure of the UK market. It 
stands for the Financial Times Stock Exchange Index for 
the largest 100 companies in the UK (as measured by their 
market value). The FTSE 250 is an index of the next largest 
250 companies, and the FTSE 350 combines the FTSE 100 
and FTSE 250 companies. The FTSE Small Cap is an index 
following those companies within the FTSE All-Share Index 
that are not large enough for inclusion in the FTSE 350. 
Companies can move in and out of these indices as market 
conditions change and individual companies grow or decline 
in size.

Fund 
An investment vehicle where a number of individual 
investors pool their money to create a large, professionally 
managed fund.

Fund manager 
A person responsible for making investment decisions 
related to a portfolio and based on that portfolio’s investment 
objectives and guidelines.

Index 
An index is a collection of equities or bonds chosen to 
represent a particular part of the market, such as the FTSE 
All-Share.

Index fund 
An investment fund which aims to closely match the 
returns of a specified market index. A change in the price 
of an index should produce an almost identical change in 
the index fund.

Market / Stock market 
Secondary markets, such as the London Stock Exchange, 
where previously issued securities are bought and sold.

Passive Management 
An investment approach aiming to closely match the returns 
of an index or other benchmark. See also index fund.

Portfolio 
A combination of investments held in one place. A portfolio 
is frequently created to meet particular investment 
objectives, such as providing capital growth or regular 
income.

Risk 
The chance that an investment’s actual return will differ from 
expectations. Risk comes in many forms, including market 
risk (the chance that returns will fluctuate) and shortfall risk 
(the possibility that a portfolio will fail to meet longer-term 
financial goals). Investors should decide on their individual 
risk tolerance and use this as a guide to building their 
investment portfolio.

Risk tolerance, risk appetite, risk profile or risk/reward 
trade-off 
The extent to which individual investors are prepared to 
accept volatility in their investment portfolios in return for 
receiving potentially higher returns.

Transaction costs 
The costs involved in buying or selling equities, bonds or 
other securities.

Volatility 
The extent to which investments or interest rates fluctuate 
over time.
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About Vanguard Asset 
Management 

Vanguard aims to offer UK investors the highest value investment products and services 
available. The Vanguard Group Launched its first index fund in 1976 in the US and investors 
worldwide now trust it to manage £2.7 trillion worth of their assets as at 30 June 2016.

A unique ownership structure

The Vanguard Group’s unique ownership structure in the US allows us to focus exclusively 
on serving investors’ needs over the long term. This makes us a different sort of investment 
company – one with a mutual philosophy focused on serving clients.







Issued by Vanguard Asset Management, Limited which is authorised 
and regulated in the UK by the Financial Conduct Authority.

© 2016 Vanguard Asset Management, Limited. All rights reserved.
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vanguard.co.uk

Please be aware that Vanguard Asset Management, 
Limited only gives information on our products. We cannot 
give advice based on individual circumstances. If you 
have any questions related to your investment decision or 
the suitability or appropriateness for you of the products 
or services described in this brochure, please contact a 
financial adviser.

Important information
The value of investments and the income from them may fall 
or rise and investors may get back less than they invested. 

This guide is designed only for use by, and is directed 
only at persons resident in the UK. The information on 
this document does not constitute legal, tax, or investment 
advice. You must not, therefore, rely on the content of 
this document when making any investment decisions. 
The material contained in this document is not to be 
regarded as an offer to buy or sell or the solicitation of 
any offer to buy or sell securities in any jurisdiction where 
such an offer or solicitation is against the law, or to anyone 
to whom it is unlawful to make such an offer or solicitation, 
or if the person making the offer or solicitation is not 
qualified to do so.


