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 Quarter 3 - Assets 
We are moving into the 3rd quarter of this year already! That means we are moving on 
from Protection topics and into Assets. This first month will be on investing, the second 
on Real Estate, and the third month will be about how to effectively use different assets 

together. Enjoy! 
 

Investing Effectively Overview 
 

In this issue, we will be zeroing in one how to be an effective investor in stocks, bonds, 
mutual funds, ETFs, etc. While there is a ton of research, metrics, and strategies, I have 
found that effective investing boils down to three simple principles: managing emotions, 
using time, and diversifying risk. They all work together and can be done whether you 
are investing yourself, with a broker, or with an advisor. All of the above are discussed 

below: 

Principle 1 - Managing Emotions 
  

Emotional behavior is the most important component to effective investing. Imagine this: 
you are four years away from retirement and have saved $2,000,000 in your retirement 
account that will sustain you for the rest of your life. The market tanks and that 
$2,000,000 was your ticket to be done working, but now it is down to $1,500,000. You 
cannot think of losing anymore so you move to a safer position. The next year the 
market has recovered but you are in a safer position so you have not recaptured any of 
the gain! Your own emotionally driven behavior has had serious consequences. Check 
this out: 
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You can see above, from the JP Morgan Guide to the Markets chart (this is a great little 
booklet available to the public. Google "JP Morgan Guide to the Markets" and you can 
find the whole thing) that the average investor does not even keep pace with inflation. 
This is because the average investor (yes, I am sorry but that does include you) sells 
when prices are low and buys when prices are high. This means missing the ups and 
not missing the downs. Investing effectively means, first and foremost, leaving your 

emotions at the door. 
 

Principle 2 - Using Time 

  
Those people you have heard of who made it rich off of Microsoft or Apple stock 

overnight are the outlier. Traditional investing is not meant to instantly make someone a 
millionaire. It is through dedication and patience where the gains start to show. Of 

course this also means not being emotional over that time frame, and letting time do the 
work on its own. Even if you are bearish about the short-term outlook of markets (like 

me) there is still a very high chance the markets continue to grow over time. Be patient 
and trust the long term trend that you see below: 
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Principle 3 - Diversifying Risk 

  
Pairing good emotional behavior and utilizing time with diversification makes for the 

perfect recipe to be an effective investor. Why? While it is true if you only held one asset 
class (like an S&P Index Fund that tracks the growth of the above figure) over time you 

will likely experience growth. It is also true that you are likely to experience more 
extreme up and downs over the course of that investing time frame. Why is that a 

negative thing? 1) it is really really hard to manage your emotions during those ups and 
downs  2) If you did manage your emotions but needed to start living off of your 

invested savings during one of those down swings then you have much less money to 
live off of. What is the answer to those problems? Diversification. Diversification is 

investing in a multitude of asset classes and investment options to spread out your risk 
and reduce your volatility (the amount and magnitude of the ups and downs). This is a 

fun little chart that shows how diversification does all of that: 

 

You can see that through diversification you still achieve good returns over the long run 
but it is more steady from year-to-year. This makes it easier to manage emotions and let 

time do the work! 
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Company Plan, DIY, Broker, or Advisor? 
  

You can engage in the market in a multitude of ways. Whether it is through a menu of 
options within a 401k, a brokerage account where you choose investments by yourself, 

through a broker who earns a sales commission for their recommendations, or an 
advisor who charges a fee to watch over your investments and manage your behavior. 

  
I have ran into people who have had positive and negative experiences with all of those 
avenues of investing. If you were to ask me, I believe that working with an advisor is the 

best way to hold to the three principles above. They are compensated based on how 
well you perform and not what you buy (so they are inherently motivated for you to 
perform well), they meet with you more frequently than the other choices, and they 

consistently monitor your investments and your investment behaviors (or at least they 
should do all of those). Therefore, while I personally believe an investment advisor can 
make better strategic and tactical choices, the primary reason for an advisor is to help 

you hold stringently to the three fundamental investing principles. 

 
SUMMARY AND BEST PRACTICES: 

 
• Effective Investing is accomplished by following three foundational principles: Managing 

Emotions, Using Time, and Diversifying Risk 
• All three of those principles work hand in hand, and if you can do one it makes the other two 

easier. 
• I have found how all three of those are easier to do in the context of working with a capable 

advisor which is well worth the fee if you have trouble sticking to those three principles on your 
own. 

  
 

 


