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Achieving financial success is a very individualized and complex situation.  A family that is vastly “under-saving” will not achieve financial security even with spectacular investment results.  Conversely, adequate, early and disciplined savings can achieve financial success with only modest investment returns.  Having a disciplined plan for savings and managing debt is a much better predictor of investment success than is the “return” you are earning on some investment portfolio.  But, for the investment side of your life, there are some rules worth knowing.
Market timing doesn’t work for the overwhelming majority of “investors.”  Even if you are lucky enough to “get out” at the right time-when do you get back into the market?  The overwhelming majority of mutual fund managers and hedge fund gurus cannot even match market index returns over intermediate to long periods of times.  They have the benefit of a finance degree, experience, analysts, and exposure to sophisticated investment research.  Do you think you can beat these individuals (and companies) long term?  The good news is that you do not need to.  If you can capture the market returns in a low cost and diversified manner, you will have investment results that far outperform most of your neighbors.

The holy trinity of investing is asset allocation, diversification and rebalancing.  Asset allocation is the process of deciding how your investment funds are divided-how much to stocks and which ones?  How much to bonds? How much to real estate, commodities, timber, etc.?  The best long term investment results come from long term holdings predominantly in equities (stocks).  Just that-stocks, not which stocks and not which funds-just stocks.  This is not to ignore costs, but to emphasize that you cannot earn long term inflation-beating returns without a predominant allocation to equities. Note however that how much you allocate to equities is a function of 1) how much money you have, 2) how much money you want or need, and 3) what your risk tolerance is for volatility.

Diversification is a second tenet of prudent investing.  Investing in stocks doesn’t mean just two or three companies.  It means large company stocks, small company stocks, foreign stocks, emerging markets stocks, and other equity categories.  In most instances this can be accomplished through the purchase of index funds.  Author Nick Murray says: “diversification means giving up making a killing for the return of not getting killed.”  
Once you have a portfolio that is allocated and diversified, you must then rebalance it. This means that on a regular schedule (quarterly, yearly, or some other time period), you sell some of the asset classes that have gone up a lot and buy those asset classes that have not done well. If you are adding new money to portfolios, you can rebalance by buying the poorly performing asset classes, thereby increasing their relative percentage in the overall portfolio. Doing so in 1999 would have captured gains in tech stocks and meant investing into the asset classes that would do well when the tech stocks collapsed in 2000.  What was that advice worth?
Your investment “performance” is conditional on the three factors mentioned above-asset allocation, diversification and rebalancing.  Notice that it is not dependent on picking hot stocks or mutual funds.  Also note that no two investors or families will have the same results, as they might choose different investments at different times. 
A final tenet of investment success is to avoid making large mistakes.  This doesn’t mean buying an asset class that goes down at times.  A mistake is buying an asset class that is grossly overpriced just because it is “going up” or because you see others “making a killing” in it.  A mistake is buying into something that is not understood and widely traded.

Investment success is strongly related to the factors discussed in this article. Financial success is determined by a much more complicated mix of balancing income, liabilities and saving over long periods of time.  Good luck!
