
Define clear goals, invest with balance 
and diversification, minimize cost and 
maintain discipline.

These core investing principles are united by a common 
theme: Focus on the things within your control. By attending 
to the things you and your advisor can influence, rather than 
uncontrollable factors such as the markets, the economy 
or the performance of an individual security or strategy, you 
give yourself the best opportunity for investing success. 
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Key principles for investing success



Investors tend to buy highly rated funds even as they underperform

BALANCE 

Develop a suitable asset allocation 
using broadly diversified funds

 The right asset allocation is critical. It should be 
 based on your individual goals and constraints and  
 achieve the right balance between risk and return.

 If you assume too little risk, you may fail to stay ahead  
 of inflation or to achieve long-term goals. Yet, if you  
 assume too much risk, you may take on levels of  
 volatility that tempt you to abandon your strategy. 

 A portfolio that diversifies across the financial markets  
 is less vulnerable to the impact of significant swings in  
 performance by any one segment.

GOALS 

Create clear, appropriate 
investment goals

 Your financial advisor can help you define clear,  
 realistic goals and design an investment plan that  
 meets your individual needs.

 A sound investment plan can help you stay focused  
 and avoid temptations such as performance chasing  
 or reacting impulsively to market turbulence. 

  Investors often flock to highly rated funds. However, 
there’s no guarantee that a fund’s recent success 
will persist. The chart below displays that, although 
the higher-rated funds outperformed their lower-
rated peers, funds with the highest ratings suffered 
significant underperformance relative to an 
assigned benchmark.
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Notes: Morningstar ratings are designed to bring returns, risks and adjustments for sales loads together into one evaluation. To determine a fund’s star rating for a given time period (three, five or ten 
years), the fund’s risk-adjusted return is plotted on a bell curve. If the fund scores in the top 10% of its category, it receives five stars; in the next 22.5%, four stars; in the middle 35%, three stars; in the 
next 22.5%, two stars; and in the bottom 10%, one star. The overall rating is a weighted average of the available three-, five- and ten-year ratings.

To calculate the median performance versus style benchmarks, Vanguard first assigned each fund to a representative benchmark according to the fund’s target market (large-cap stocks, mid-cap stocks 
or small-cap stocks). We then compared the performance of each fund to the performance of a representative benchmark for each 36-month period since January 2002. Funds were grouped according to 
their star ratings and we then computed the median relative return versus the benchmark for the subsequent 36-month period. Data are through December 31, 2016.

Sources: Data on fund returns and ratings were provided by Morningstar. Index data to compute relative excess returns were provided by Thomson Reuters Datastream. More information is available in 
the Vanguard research paper Mutual Fund Ratings and Future Performance (Philips and Kinniry, 2010).



Volatility is a fact of life

DISCIPLINE 

Maintain perspective and 
long-term discipline

 Abandoning a planned investment strategy 
 can be costly, and some of the most significant  
 factors are behavioural: the failure to rebalance, 
 the allure of market-timing, and the temptation 
 to chase performance.

 Working with an advisor can help you keep a 
 long-term perspective and resist the reactionary  
 impulses that all investors sometimes face. 

COST 

Take control of your costs; 
keep more of your returns

  You can’t control the markets, but you can often 
control what you pay to invest. Every dollar you pay 
in fees is a dollar less earning potential return for you, 
and that can make an enormous difference over time. 

 Index funds and ETFs tend to have costs that are  
 among the lowest in the mutual fund industry. 
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The importance of maintaining discipline: Reacting to market volatility can jeopardize return

Notes: May 31, 2008, represents the equity peak of the period, and has been indexed to 100. Assumes that all dividends and income are reinvested in the respective index. Equities are made up 
of 30% Canadian equity and 30% international equity, rebalanced back to the 30%/30% split at month end. Returns for Canadian equity are based on the S&P/TSX Composite Index. Returns for 
International Equity are based on the MSCI EAFE, MSCI USA and MSCI Emerging Markets Indexes allocated at their historic market weights. Returns for fixed income are based on the Citigroup 
World Government Bond Index. Returns for cash are based on FTSE TMX 91 Day T-Bill. Past performance is not an indicator of future performance.

Source: Vanguard calculations, using data sourced from DataStream through December 2016.
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This material is for informational purposes only. This material is not intended to be 
relied upon as research, investment, or tax advice and is not an implied or express 
recommendation, offer or solicitation to buy or sell any security or to adopt any particular 
investment or portfolio strategy. Any views and opinions expressed do not take into 
account the particular investment objectives, needs, restrictions and circumstances of 
a specific investor and, thus, should not be used as the basis of any specific investment 
recommendation. Please consult your financial and/or tax advisor for financial and/or tax 
information applicable to your specific situation.

Information, figures and charts are summarized for illustrative purposes only and are 
subject to change without notice.

While this information has been compiled from sources believed to be reliable, Vanguard 
Investments Canada Inc. does not guarantee the accuracy, completeness, timeliness or 
reliability of this information or any results from its use.

All investments, including those that seek to track indexes, are subject to risk, including 
the possible loss of principal. Diversification does not ensure a profit or protect against a 
loss in a declining market.

Connect with Vanguard® > vanguardcanada.ca




