
 



 

Investment Principles 

 

 

Michael Carmody 

CFP
® 

 

PO Box 124 APPLECROSS, WA 6953 

0467 207 299 

michaelc@vivawealth.com.au 

www.vivawealth.com.au 
 

 

 

Michael Carmody and Viva Wealth Pty Ltd ATF the Viva Business Trust are Authorised Representatives (306576) of  Sentry Wealth 

Management Pty Ltd (AFSL 227748). 

 

 

In preparing any advice in this document, we have not taken into account any particular persons objectives, financial situation or needs. You 

should, before act ing on this information, consider the appropriateness of this information having regard to your personal objectives, financial 

situation or needs. We recommend you obtain financ ial advice spec ific to your situation before making any financ ial investment or insurance 

decision. 



Our 10 Key Investment Principles 

 

Most people never achieve their financial dreams. Why? In many cases, they never understand how 

long-term wealth is created. They assume that investment success depends on picking a hot stock, 

finding an all-star investment manager, or avoiding market downturns.  

 

In reality, the blueprint for success is simple and straightforward. But you must rethink your notion 

of investing and take a different approach, which involves understanding markets and harnessing 

their power, then knowing yourself as an investor, and working your investment plan. 

 

Below are the ten key investment principles or actions we educate our clients on and utilise to help 

you improve your odds of having a successful investment experience......and utilizing your wealth to 

do the things that you truly value in life. 

 

 

Understand Markets 

 

1) Let Markets Work for you 

• invest for the long term 

 

2) Take Risks worth Taking 

• invest in areas known to 

provide returns 

 

3) Invest, don't speculate 

• use research to choose your 

investment approach 

 

 

Harness the Power of the Market 

 

4) Hold multiple asset classes 

• don’t put all your eggs in one 

basket 

 

5) Practice smart diversification 

• diversify at all levels 

 

6) Keep costs low 

• fees and taxes matter 

 

Know Yourself 

 

7) Don't confuse entertainment with advice 

• ignore the constant media 

noise 

 

8) Manage your emotions and biases 

• don't panic or follow the 

crowd 

 

 

 

Work your Plan 

 

9) Avoid investment mistakes 

• don't chase performance 

 

10) Keep a long term perspective and keep 

the course 

• stay disciplined 

 

 

With these 10 key principles in mind we are confident we have the tools to assist you to utilise your 

wealth to do the things that are truly valued by you in life. 



INVESTMENT PRINCIPLES EXPLAINED 

 

1. Let Markets Work For You 

 

 

Markets throughout the world have a history of rewarding investors for the capital they supply. 

Their expected returns offer compensation for bearing systemic risk—or risk that cannot be 

diversified away. 

 

An efficient market or equilibrium view assumes that competition in the marketplace quickly drives 

securities prices to fair value, ensuring that investors can only expect greater average returns by 

taking greater systematic risk in their portfolios.  

 

This graph documents compounded performance of fixed income and equity asset classes from 

January 1985 to June 2013, based upon growth of a dollar. It shows that equities have offered higher 

compounded returns than fixed income investments.  

 

Capital markets reward investors based on the risk they assume. Rather than trying to outguess the 

markets, investors should identify the risks they are willing to take, then position their portfolios to 

capture these risks through broad diversification. 

 



 

2) Take Risks Worth Taking 

 

Premiums available from the size, price and profitability effects are evident all over the world. Going 

from top to bottom, this collection of bar charts shows: 

 

The premium of small stocks over large stocks, low relative priced stocks over high relative priced 

stocks and high profitability stocks over low profitability stocks. 

  

Whilst the above graphs show Australian stocks, the US numbers go back even further - the 

premium of value over growth and large over small stocks extends to eight decades. 

 

These effects are just as prevalent in the other developed markets of Europe and Asia. They also are 

evident in emerging markets. 

 

The above graphs illustrate that these are systemic risks. In other words, they are not stock specific. 

Being systemic, they cannot be diversified away. This means you can build a client’s strategy around 

them. 

 

At the same time, these are dimensions of higher expected returns, however the premiums they 

generate over the long term are not there every year. This is reflected in the annual standard 

deviation which is a measure of volatility. The higher the number, the greater the potential for big 

ups and downs.  
 



 

3) Invest, Don't Speculate 

 

 

Standard and Poor’s Indices versus Active (SPIVA) Funds Score Card Australia June 2015. 

 

While no system is perfect, capital markets overall do a good job of assimilating news and 

information and building it quickly into prices. This makes it hard for anyone to consistently "beat" 

the market, despite the bulk of forecast-based fund managers claiming to be able to do so. 

 

The efficient markets hypothesis implies that no forecast-based active investor will consistently beat 

the market over long periods of time, except by chance. Yet active managers test the hypothesis 

every day through their efforts to pick stocks and time markets. The evidence shows that their 

efforts are not worth the high cost borne by investors.  

 

This slide displays the percentage of actively managed public equity funds that managed to 

outperform their respective market benchmarks for each major fund category for one, three and 

five-year periods ending June 2012. Most of the fund categories failed to beat their respective 

benchmark as a group. This is consistent with research, which shows that, as a group, active 

managers underperform the market by an amount equivalent to their average fees and expenses. 

 

Research by Eugene Fama and other financial academics has also offered evidence that the bond 

markets are efficient and that interest rates and bond prices do not move predictably. This appears 

to be the case with all types of issues, from short-term government instruments to long-term 

corporate bonds. The chart on the right demonstrates the formidable challenge that active bond 

managers face with 0% of managers of Australian bonds beating their benchmark over the preceding 

one-year period.  
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We know that diversification is important, however effective diversification involves more than just 

holding more than one stock, one sector or one country. It is also about diversifying both across 

asset classes and within asset classes.  

 

The patchwork table above shows from top to bottom the highest returning asset classes each year. 

The second table shows which asset class each colour represents. 

 

There is no real pattern in the best performing asset classes from year to year. For instance, in the 

year 2011 Fixed Interest was the best performer and one year later it was the third worst.  

 

Even within one broad asset class such as Australian equities, the sub asset classes – value, large and 

small – behave differently from year to year as you can see from the bottom table.  

 

What’s more, it is not just about picking the best asset class from year to year, but about timing your 

moves in and out of the best performers. That is an awful lot of decisions to get right.  

 

The only way to ensure exposure to the highest performing asset classes each year is to incorporate 

all of them into a portfolio. 



5) Practice Smart Diversification 

 

 

 

 

 

 

 

Many Australians concentrate their investing in their home market. They choose Australian stocks 

and managed funds — or use several brokers who focus on Australian equity investing. Many of 

these investors may not consider their portfolios to be undiversified. Yet, from a global perspective, 

limiting one’s investment universe to a single stock market is a concentrated strategy with possible 

risk and return implications. 

 

Even investing in a broad basket of domestic stocks such as the ASX300, with over 300 securities can 

introduce unintended single security concentration.  

 

This diagram compares a concentrated Australian stock portfolio, as represented by the S&P/ASX 

300 Accumulation Index, to a globally diversified portfolio holding eight equally weighted asset 

classes.  



 

6) Keep Costs Low 

 

 

 

Forecast based managers seek to beat the market through stock selection and market timing. They 

generally charge higher fees as compensation for their perceived “skill.”  Their strategy also leads 

them to trade more frequently, which incurs higher transaction costs. 

 

High fees and costs can inflict a significant penalty on net investment returns and terminal wealth, as 

the attached graph demonstrates for various cost levels. 

 

Over a long period of time, such as thirty years, the difference between a 1%, 2%, and 3% annual fee 

may determine the quality of your lifestyle in retirement. 

 

Eliminating the costs of researching stocks and reducing trading costs and the tax impact on 

investments, can allow non-forecast based managers to generally charge lower fees than the 

average forecast based managed investment. 

 

 

 



 

7) Don't Confuse Entertainment with Advice 

 

 

Building wealth in the capital markets is a long-term endeavor that does not frequently capture 

media attention. The business and financial media look to more sensational news to attract readers 

and keep advertisers. 

 

The short-term focus is particularly obvious in articles that dispense investment advice and are 

framed to appeal to human emotion, especially fear and greed. Investors should view these 

messages as entertainment, not advice, and resist the temptation to act on them. 

 

 

 

 

 

 

 

 



 

8) Manage your Emotions 

 

Behavioral finance examines the influence of social beliefs, psychology and emotion on economic 

decision making. Research suggests that humans are not naturally wired for making good investment 

decisions, due to cognitive errors and behavioural biases.  

 

Investors who are aware of this tendency are better positioned to avoid some of the below common 

behavioural biases: 

 

•  Overconfidence: This can cause people to overestimate their ability to anticipate future 

investment results.  

•  Self attribution: Investors may take credit for their successful investment decisions, while 

blaming bad outcomes on outside influences. 

•  Hindsight: This occurs when viewing past outcomes investors may apply selective recall and 

conclude that future movements were obvious at that time. 

•  Extrapolation: Investors may expect recent market results to continue in the future and 

may place too much weight on certain factors or recent events. 

•  Familiarity: People may limit investing to areas in which they are familiar, resulting in a false 

sense of control. 

•  Mental accounting: People partition their wealth in categories, resulting in inconsistent and 

fragmented financial decisions. 

•  Regret avoidance: Investors who have experienced painful financial events tend to avoid 

those investments or markets in the future.  

•  Confirmation: Investors seek out or interpret information that confirms what they want to 

believe about an investment, markets or their own skill. 



 

9) Avoid Investment Mistakes 

 

 

 

In today’s sophisticated marketplace, investors have access to information, advice and tools to help 

them grow wealth effectively. With these resources at hand, it would seem natural that people 

could pursue a successful investment experience.  

 

But lack of insight, emotions and the temptation to speculate keep many investors from reaching 

their financial goals. Without a well-defined investment plan, they may pick money managers for the 

wrong reasons and make other decisions that increase risk in their portfolios.  

 

By understanding markets and the nature of risk, and by learning to manage their emotions, 

investors may avoid mistakes that can compromise returns.  

 

 

 

 

 

 



 

10) Keep a long Term Perspective and Stay the Course 

 

 

 

 

 

Each year, Dalbar measures mutual fund investor performance using data from industry cash flows 

versus market indices.  

 

The research shows that the “average” equity fund investor significantly underperforms the market 

average, as represented by the S&P 500 Index. (In this study, the market average is considered a 

proxy for a “buy-and-hold” investor.) 

 

The main reason for this poor relative performance is lack of investment discipline. The short-term 

focus of many fund investors compels them to buy high and sell low and to hold funds for less than 

five years, on average. 

 

So, investment returns depend on investor behavior. Those who invest for the long term and stay 

the course typically earn higher returns over time than investors who attempt to time market highs 

and lows. 

 

 



Keeping all of these elements in mind will assist us to improve your financial 

life and to allow you to utilise your wealth to take part in the things in life 

that are truly valuable to you. 

 

 

 



 


