
Vanguard’s principles for 
investing success
Setting goals

Buying your first car. Helping the children get a good education. Enjoying  
a rewarding retirement. It’s important to plan your goals when you invest  
to give yourself the best chance of success.

Without a plan, it’s easy to get distracted by daily 

headlines. You can end up trying to time the market, 

chasing returns and missing out on long-term gains.

With a plan, you know where you’re heading. Along  

the way, you may not know exactly what each day will 

bring or have control of everything but a plan will keep 

you focused on your future goals.

Defining your goals and constraints

Because most objectives are long-term, your investment 

plan should be designed to endure through changing 

market environments, and should be flexible enough to 

adjust for unexpected events along the way. If you have 

multiple goals (for example, paying for both retirement 

and your child’s education expenses), each needs to 

be accounted for. Once the plan is in place, you should 

evaluate it at regular intervals.

Most investment goals are straightforward. Constraints, 

on the other hand, can be either simple or complex, 

depending on you and your situation. The primary 

constraint in meeting any objective is your tolerance for 

market risk. Importantly, risk and potential return are 

generally related, in that the desire for greater return will 

require taking on greater exposure to market risk.

In most cases, the investment time horizon is another 

key constraint; for example, a savings fund with a 

theoretically infinite horizon might take some risks that 

would be unwise for an investor looking to fund a child’s 

education. Other constraints can include exposure to 

taxes, liquidity requirements, legal issues, or unique 

factors such as a desire to avoid certain investments 

entirely. Because constraints may change over time, 

they should be closely monitored.

The danger of lacking a plan

Without a plan, investors often build their portfolios  

from the bottom up, focusing on each investment 

holding rather than on how the portfolio as a whole  

is serving your objectives.

Another way to characterise this process is “fund 

collecting”: Investors can be drawn to evaluate  

a particular fund or other type of investment and,  

Your investment plan should be  
designed to endure through changing  
market environments and flexible  
enough to adjust for unexpected events
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if it seems attractive, they buy it, often without  

thinking about how or where it may fit within the  

overall asset allocation.

While paying close attention to each investment  

may seem logical, this process can lead to a collection 

of holdings that does not serve your ultimate needs.  

As a result, your portfolio may wind up being 

concentrated in a certain market sector, or it may 

have so many holdings that oversight of your portfolio 

becomes onerous. 

Most often, investors are led into such situations by 

common, avoidable mistakes such as performance 

chasing, market timing, or reacting to market “noise.”

Many investors—both individuals and institutions— 

are moved to action by the performance of the broad 

equity market, increasing equities exposure during bull 

markets and reducing it during bear markets. Such “buy 

high, sell low” behaviour is evident in managed fund 

cash flows that mirror what appears to be an emotional 

response—fear or greed—rather than a rational one.

Staying focused on your goals

A sound investment plan can help you to avoid such 

behaviour, because it demonstrates the purpose and 

value of asset allocation, diversification, and rebalancing. 

It also helps you to stay focused on your intended 

contribution and spending rates.

Vanguard believes investors should employ their time 

and effort up front, on the plan, rather than in ongoing 

evaluation of each new idea that hits the headlines. This 

simple step can pay off tremendously in helping you 

stay on the path toward your financial goals.

The key take-away

The best way to work toward an investment goal  

is to start by defining it clearly, take a level-headed  

look at the means of getting there, and then create  

a detailed, specific plan.

Having a good plan means:

• You can spread your investments across a wide 

range of assets

• You can choose whether you’re aiming to track  

or beat the markets

• You can rebalance your investments regularly  

to stay on track

• And you can make sure you don’t pay more  

in fees than you need to invest

Being realistic is essential to this process. You need  

to recognise your constraints and understand the level 

of risk you are able to accept.

You also need to be realistic about the markets,  

because research has shown that pinning one’s hopes  

on outsize market returns—or on finding some investment 

that will outperform the markets—is not the most likely 

road to success.

So whether it’s a new car, education expenses  

or a comfortable retirement, if you keep your eyes  

on the end goal, you’ll stand more chance of reaching 

your destination and achieving investment success.

The best way to work toward 
an investment goal is to start 
by defining it clearly


