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Classic Investment Principles, 
With a Twist
To achieve great investment outcomes, start by planning 
for, and managing, the risk to your capital
by Joseph Rizzello, Chairman, NewSquare Capital

FINANCIAL PLANNING

Successful investing is mostly about thinking long term. Research shows 

that nothing undermines good investor outcomes more than hair-trigger 

decisions to buy or sell investments. When market turbulence hits, or 

when facing short-term underperformance, a commitment to sound 

investment principles can help you stay on track.

Principles like discipline and diversification remain as true today as a 

generation ago. But our perspective is that investors, and the strategies 

they choose, need to think a bit differently about risk. In our view, 

pursuing long-term asset growth does not have to be incompatible 

with carefully managing risk. All you need is a little patience and 

investments that have a clear strategy for protecting principal.

THE BIG 
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Be sure you’re taking the right 
amount of risk. 

A proper investment plan takes into account 

your goals, time horizon, and risk tolerance. 

But it also should reward you properly over 

the long term for taking on risk. Low-volatility 

investments that don’t meet your future growth 

and income needs are not sound investments. 

Focus on long-term outcomes.

A sound investment plan will always have 

periods where it performs differently from 

the broad market, and that means there 

will unquestionably be short-term stretches 

where you will experience losses or 

underperformance. When this happens, focus 

first on whether you are on track to meet your 

long-term goals. Take disappointing returns as 

a signal to reevaluate your investment plan, not 

a sign to change course.

Remember: Selling is a risk too.

Short-term declines rarely have a sustained 

impact on long-term performance — provided 

you don’t exit the market altogether. Selling in 

response to market declines locks in losses and 

prevents you from participating in rallies that 

may occur in the early stages of a recovery. 
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Sound Principles of Investing

S&P 500 Returns

YEAR
5-DAY 

CHANGE
YEAR  

CHANGE %

2001 -1.80 -13.00

2002 1.10 -23.40

2003 3.40 26.40

2004 1.80 9.00

2005 -2.10 3.00

2006 3.40 13.60

2007 -0.40 3.50

2008 -5.30 -38.50

2009 0.70 23.50

2010 2.70 12.78

2011 1.10 0.00

2012 1.84 13.41

2013 2.17 29.60

2014 -0.60 11.40

2015 0.16 -0.73

2016 -5.96 9.54

2017 1.34 19.42

In 2008, the S&P 500 fell 5.30% in just the first five trading days of the year. (See the chart.) The 

index went on to post a 38.50% loss for the year as a whole (and more than 50% from peak to 

trough!). Similarly, in 2016, the S&P slipped 5.96% in those first five trading days. But it ultimately 

went on to a 9.54% gain by year end. The point is, markets are unpredictable, and short-term 

results don’t tell you much about where the market is heading. 

Of course, the S&P 500 has recovered from past corrections and gone on to reach new heights. But 

that history doesn’t make decisions easier when your investment falls more than 5% in a single week. 

So most of the classic principles of investing are about managing risk. They include:
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Diversify your exposures and  
your strategies.

Diversification is a powerful tool in managing 

risk, because the varying performance 

of different securities, asset classes, or 

geographic regions MAY counter weakness in 

any one area. 

We recommend that investors go one 

step further and look for different types of 

investment strategies. Portfolio managers 

innovate as the market evolves, and it’s wise to 

consider diversifying your portfolio with new 

approaches that suit your investment plan. 

Don’t try to time the market.

It is impossible for even the most experienced 

investors to predict market movements with 

certainty and consistency. We like to say that 

we can only see as far as the headlights shine. 

In our view, market timing is a strategy that 

results in undue risk – don’t let yourself get 

caught guessing. 

Expect volatility, but ignore  
the noise.

Every investor faces market uncertainty; 

you will not be spared! The key to staying 

confident in periods of uncertainty is to follow 

a consistent strategy that reacts to market 

changes in predictable ways. This approach 

reduces stress when markets decline and 

simplifies your portfolio decisions. 

Be cost-aware and tax-aware.

Fees and taxes are facts of life in investing, but 

they shouldn’t be invisible. Make sure that you 

know what you are paying and what those 

fees are paying for. Also, ask questions about 

how your portfolio impacts your taxes. Some 

strategies generate more taxable events than 

others, and that should be accounted for in 

your investment planning.

Most classic principles of investing focus on 

staying disciplined and tolerating periods of 

poor performance as you pursue long-term 

goals. But the truth is, capital losses are nerve 

wracking, and most investors find themselves 

wanting to take action to protect their gains. 

It’s a fair perspective, because your long-term 

investment outcomes depend on two things:

1.  How much you participate in market rallies, 

and

2.  How well you protect capital during  

market declines. 

In our experience, clients have the best 

outcomes when their portfolios have a clear, 

systematic strategy for managing risk and 

protecting capital. But not all investment 

strategies have a specific plan for protecting 

capital – and when they don’t, they leave that 

job up to you. 

We think it’s critical for investors to know 

what you own. Transparency is enormously 

valuable in aiding investors and their advisors 

in making informed investment decisions. 

Look for investment strategies that have clear 

plans for capital preservation. Our Relative 

Protect Capital First



Strength series of portfolios, for example, uses 

technical indicators to gauge market demand 

and respond defensively when demand is 

waning. The goal is not to time the market 

but to listen to market signals and respond 

intelligently, capturing the majority of gains in 

an up market while limiting losses in a down 

market. (See diagram.)

Other investment strategies may take different 

approaches. Regardless, whenever you choose 

an investment, make sure to ask first whether 

its strategy emphasizes capital protection, and 

how it does so. That way, when the market 

declines, you’ll know that there’s a plan.

Markets will never be predictable, but 

a disciplined approach and risk-aware 

investment planning can give you a greater 

sense of control. They are the keys to helping 

you navigate daily market drama and stay 

focused on achieving the outcomes you want.
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What to Expect as an Investor:

A disciplined approach that seeks to:

•  Cut the downside

•  Catch intermediate to long-term 

growth trends

HIGH 
PRICE

LOW 
PRICE

Sell after 

signs of 

weakness

Buy after signs 

of strength have 

been established


