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When it comes to investing, we look beyond short-term fads 

in financial markets and help our clients build investment 

portfolios based on more than intuition, forecasts or rumour. 

Our input is based on market data, diversification and  

calculated investment trade-offs. We always underpin this  

by delving into decades of academic research and data 

and using it to guide our way. In fact, we data test every 

little thing we can because often the picture it shows us 

is a critical decision tool for our clients. 

We do this because we believe our clients deserve the 

best odds of success. 
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Risk profiling, what is it?

One of life’s most unpleasant surprises is to discover you have suffered a significant 

loss because you underestimated the risks involved. Similarly, it can be just as  

disappointing to find you have not made the most of your opportunities because you  

over-estimated the risks involved.

So that we can find the optimal level of investment risk for you and your family, we’ll  

undertake a risk profiling process. This will help uncover your tolerance for risk, the 

level of risk required, as well as your capacity for risk, where:

Risk tolerance is the level of risk you are comfortable with. 

Risk required is the risk associated with the return required for reach your goals from 

the financial resources available. 

Risk capacity is the level of financial risk you can afford to take.

Your risk required and risk capacity are financial characteristics calculated using  

financial modelling tools and software. Risk tolerance however, is a psychological  

characteristic which is best determined by way of a psychometric test.

Our risk profiling will separately assess these characteristics so that they can be 

compared to one another. Where a mismatch between risk required, risk capacity 

and risk tolerance has been found, we’ll guide you through the trade-off decisions that 

are required to reach an optimal solution.

The final step in the risk profiling process is to ensure that you have a realistic 

risk and return expectation so that we can be given your well informed consent to  

implement our agreed investment strategy.

Through this guide, we’ll provide you with detailed analysis of the risk and return 

characteristics of a representative set of investment portfolios. It is true that the 

past is no guarantee of the future. But an examination of the past should provide 

you with a comfortable starting point for understanding the likely pattern of future 

returns.



Understanding asset classes, and their risk and return characteristics

Generally, the higher the risk of an investment, the higher the potential return. There 

is no guarantee however, that you will actually get a higher return by accepting 

more risk. You simply increase the potential for higher returns. You could in fact get 

a lower return, or even lose money.

Risk and return is alive and well. It has been for centuries. It’s simple. Do not expect 

high returns without higher risk, and do not expect safety without low returns.

Let’s take a look at how different asset classes have performed and behaved over a 

long period of time. As you can see from the chart below, long-term investors have 

been rewarded for the level of risk taken.
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Growth of Wealth

Data presented may be based on a combination of simulated and actual returns. Past performance is not indicative of future performance. Refer to "Sources and Descriptions of Data"
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A unique blend

As an investor, you have many options. You have the option to invest 100% of your 

portfolio in cash and bonds, or 100% in shares, 50:50, or a different blend. A blend 

that is unique to you and your requirements.

Once we start blending asset classes, not only do we create a more diversified portfolio, 

but we also change the characteristics of how the portfolio behaves.

The chart below illustrates a number of differently mixed portfolios and their respective 

best one year return, worst one year return and the long-term average. As you can see, 

as your portfolio moves higher up the risk spectrum (from bonds to stocks), you should 

see much higher levels of volatility (ups and downs) from your portfolio. You might 

also get a higher long-term average rate of return to compensate for the risk taken.



Randomness of returns

One thing is for certain. The returns from different asset classes vary dramatically 

from year to year, they are random, and last year’s performance offers little insight 

into next year’s performance.

However, when different asset classes are blended together, as we discussed  

earlier, the randomness of returns are also minimized (as illustrated by the  

hypothetical portfolio below shaded in grey).

The chart below paints this picture very well and offers compelling evidence that 

implementing a structured portfolio can be a reliable way to capture the returns  

associated with different asset classes with different levels of risk.



Growth of wealth

Our clients understand that wealth is created over long periods of time, and in order 

to increase the probability of higher returns, you may need to take on a higher level 

of risk. Over and above this, it requires discipline and patience.

So that you can see the benefit of long-term investing, as well as the behaviour of  

various portfolios - from quite conservative to quite aggressive - we have plotted 

the below chart.



This chart clearly demonstrates that the higher the level of risk, the bumpier the 

ride. Although over long periods of time, investors are rewarded for their patience. 

Conversely, the lower the level of risk, the smoother the ride and the lower rate of 

compensation for the safety.

Once we have gone through your risk profiling and determined the level of risk  

required, your capacity for risk, as well as your tolerance for risk, we will agree on a 

broad mix of assets (like the ones above) to help achieve your objectives.



The best and the worst

Although over long periods of time the behaviour of different asset classes and 

the portfolios above may be somewhat predictable, the way they behave during 

shorter time frames can be very unpredictable and sometimes quite frightening.

To give you further insight into the behaviour of the above portfolios over short and 

long periods of time, we have analysed the market data behind these portfolios and  

summarised these data in the following tables:



Once again, you can see that not only the higher the risk of a portfolio, the higher 

the return (and vice versa), but also the shorter the investment time frame, the 

greater the magnitude of ups and downs.





Disclaimer

Please note that the information provided within this document is of a general nature and does not take into account your  

current financial situation, needs or objectives. Before acting on any of the information within this document, you should 

consider its appropriateness, having regard to your own objectives, financial situation and needs. We recommend  

investors obtain financial advice specific to their situation and consider the Product Disclosure Statement prior to making 

any financial investment or insurance decision.
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