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The Top 10 Mistakes Investors Make — And How To Avoid Them

Mistake #1. 
Not having a plan to guide your investment decisions.

You wouldn’t drive from city to city in a foreign country without a road map to
guide you. If you tried it, you could quickly find yourself hopelessly lost. If you
invest without a detailed written plan to guide you, you could also find yourself
lost and possibly making decisions that often are completely wrong for you.

To invest wisely, you need a plan that lays out why you’re saving money and when
you plan to spend it. You’d invest one way if you were putting aside money to
make a down payment on a home in the next year, and another way if you’re sav-
ing for retirement and won’t need to draw income from that money for 20 years
or more.

You should be in a position to take more risk with your money if you won’t need it
for years to come. The market may have some losing years over that time but,
over the long term, your money should grow. With a long time horizon before you
need to actually sell your investments, you should invest with a growth objective
so you’ll have the nest egg you need to pay for your retirement.

So make a plan before you make major investment decisions. Think through what
you are saving for and when you will need the money. Then make investment
decisions that are matched appropriately to your time horizon. 

Most people invest in the hope of achieving strong, long-term returns.
So why put those potential returns at risk by making common 

investment mistakes? Here are 10 of the most common investment
errors—along with some tips on how to avoid them:
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Mistake #2. 
Selecting the wrong asset allocation.

When it comes to asset allocation, the well-known rule is: Don’t keep all your
eggs in one basket. Each investment has its own unique characteristics. 

Stocks offer the potential for growth, while bonds are attractive because they
deliver a steady stream of income. Money invested in Treasury bills is super-safe,
but doesn’t offer much protection against inflation. You can take advantage of
the special characteristics of each asset class by spreading your money among
them, rather than sticking to only one class.

How important is asset allocation to your investment success? Studies maintain
that 80 percent of investment success can be attributed to having the right asset
allocation—and only 20 percent to picking the right individual securities within
those asset classes.

You shouldn’t pick one asset allocation mix for the rest of your life. Your asset
allocation mix should favor growth investments when you have lots of time until
retirement, and safer income-oriented investments as retirement draws near. 
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Mistake #3. 
Not having enough diversification.

It isn’t enough just to divide your money among stocks and bonds and cash. You
should also diversify within each major asset class. 

Picking just a single stock fund—say one that invests only in large U.S. stocks—
wouldn’t give you enough diversification. 

To be properly diversified, you should spread your money across several funds
that invest in medium sized and smaller U.S. companies, as well as funds that
invest in foreign markets. 

The more you spread your money over investments, the greater the likelihood
that you will always have some winning investments each year. 

Bonds might rally in a year when the U.S. stock market is down. Smaller stocks
might rally in a year when investors are avoiding the blue chip stocks of corpo-
rate giants. And foreign markets might rally even though U.S. stocks are
depressed. 
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Mistake #4. 
Having too much diversification.

Although one fund might not be enough for adequate diversification, it is possible
to spread your money over too many funds or stocks. 

For instance, the more funds you own, the less your investment account will ben-
efit when one particular fund has a stand-out year. Research done by
Morningstar, the mutual fund rating company, showed that owning only one fund
could be risky—but that adding more could reduce that risk. 

More important than the number of funds is how diverse they are. Check out
each fund’s investments to make certain your choices are as diversified as you
think they are. 

“Don’t obsess over the number of securities you own,” says Morningstar.
“Instead, concentrate on their diversity.” 
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Mistake #5. 
Having unrealistic expectations.

Back in the high flying stock market days of the late 1990s, polls showed that
investors expected to earn 30 percent per year or more on their investments. At
that rate of return, even a small amount invested each year would quickly build
your savings into a great deal of wealth.

However, as we all now know, reality intruded and the stock market slumped for
three straight years—putting an end to those overblown expectations of how
much gain their investments might return.

The stock market trend over longer periods of time is still positive. Over a 10-
year period, there’s a very good chance that money invested in stock funds will
appreciate—just not at 30 percent a year. 

Based on market performance going back to 1926, stocks have returned an aver-
age 10 percent a year, bonds an average 6 percent a year, and cash (invested in
Treasury bills) 3 percent a year. You can expect to do better than that some
years—but worse in others. 

To keep your expectations realistic, assume that a diversified portfolio of stocks
and bonds and cash will return roughly 8 percent a year over time, and you prob-
ably won’t be disappointed.
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Mistake #6. 
Following the crowd.

It was hard, in the late 1990s, to avoid all the hype about technology and the
Internet. Investors paid higher and higher prices for dot-com companies with no
history, no earnings, and very little chance of long-term survival. 

However, the investors who managed to steer clear of the dot-com craze general-
ly did better than those who blindly followed the crowd.

The best time to invest is before the crowd has started to move. Managers of
value funds specialize in finding promising investments before they have attract-
ed the crowd.

Tune out the crowd. 

Buy only because an investment makes long-term sense for you—not because
you have seen it in headlines or heard it touted at a cocktail party. 

The reason these investments are called “hot tips” is because most people end
up getting burned!
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Mistake #7. 
Buying or selling on emotion.

Have a reason for buying an investment and a reason for selling—rather than
reacting to the heat of the moment. Even the best long-term investments will
have down periods. 

The most successful investors, over time, are those who buy carefully and then
hold for the longer term. 

Therefore, buy only after careful consideration. No matter how much you may
want to own a particular investment, give yourself enough time to think it over
before you buy. No matter how poorly an investment has performed, don’t sell
until you have had time to review the facts and the circumstances leading to
those poor results.

If you had a sound reason for buying, and all those reasons that attracted you in
the first place still exist, give the fund enough time to recover from what may turn
out to be a short-term drop. 

Always compare the performance of a fund with that of its peers. If you own a
large-company growth fund and all large-company growth funds are performing
poorly, your fund manager probably isn’t at fault. 
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Mistake #8. 
Staying anchored when you should be moving.

When it comes to investing, you are anchored when you won’t sell a losing fund,
no matter how poor its prospects have become, until it returns to the price you
paid for it. 

For example, you paid $25 a share for the XYZ Advanced Technology Fund. Many
of the fund’s investments have turned sour and now the fund sells for only $15 a
share. You made a mistake when you bought the fund. But instead of acknowl-
edging your mistake and moving on to something more promising, you hang onto
the shares, waiting for them to again touch $25.

Not every investment decision you make will pay off. 

When you do make a mistake, acknowledge the error, sell the shares, and invest
in something more promising. 

The longer you stay anchored, the more money you will have tied up in assets
that may never return what you originally paid for them.
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Mistake #9. 
Having no knowledge of what you actually invested your money in.

Many buyers of dot-com stocks in the 1990s had no idea what the companies
they were investing in actually did. 

If you were asked to choose between a foreign stock fund and a global fund,
would you know the difference? (Foreign funds invest only overseas, while global
funds can invest anywhere—including the U.S.)

One of the worst mistakes you can make is putting money into investments you
don’t understand. When you do so, you are investing without a clear understand-
ing of the risks involved—and without a clear understanding of what returns you
can expect for taking those risks.

Always read the fund’s prospectus before you buy. If there is anything you don’t
understand, keep asking questions until the confusion has been cleared away.  

Over the past twenty years, in working with hundreds of individual investors, I’ve
learned that knowledge builds confidence, and that confidence builds comfort.
Isn’t that what most of us are searching for with our retirement nest egg?
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Mistake #10. 
Giving too much of your money away.

What would you think of a merchant who gave you credit for only 96 cents of
each $1 you spent? The rest, the merchant explains, is his fee for being there to
serve you. Chances are you would quickly go to another store where your dollar
bought a dollar’s worth of goods.

If you aren’t careful, a big chunk of each dollar you invest might be taken away
from you because of various commissions and expenses.

Some mutual funds charge an upfront sales commission of 4 percent on each
dollar you invest. That means only 96 cents is actually invested into stocks or
bonds. 

All funds charge a fee to cover the normal expenses of running the fund, but the
size of this ongoing expense can vary widely.

Make sure you understand all the costs connected with your investment. 

The more you pay in fees and expenses, the less money your manager has left to
put to work on your behalf.
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BALANCED

Today in America, millions of people (maybe even you) remain invested in stocks, bonds and mutu-
al funds delivering poor performance. It doesn't have to be this way. From the 8,000 U.S. fund man-
agers, we've identified the top 15 who have achieved outstanding results—year after year—in both
up and down markets. We call this elite group our Money Masters. They’re now available in Money
Masters Investment Portfolios for both Retirement (IRAs and 401(k)s) and General Investments.

To open a Money Masters Investment Portfolio, there is a one-time account establishment fee of
$195.  However, by using the Invitation Code from your email, the $195 fee will be waived and 
you can open your account for FREE.

Here’s all you need to do to open your account for FREE:

1. Visit “www.moneymasters.com” 
2. Click on the “Open an R Account” button on the top right corner.
3. Enter the Invitation Code from your email.

This is a limited time offer.

SPECIAL OFFER 

Open a Money Masters Portfolio account
for FREE — and SAVE $195 

• NO Minimum Account Size  
• NO Commissions 
• NO Conflicts of Interest
• NO Exit Penalties
• NO Transaction Fees 1

• YES A Registered Investment
Advisor Managing Your Portfolio

• YES All 15 Money Masters in
One Diversified Portfolio

• YES Easy Online Sign Up

1. We charge an account set-up fee (which can
be waived with this special offer), a modest
annual asset management fee, and fees
charged by the custodian of the assets.
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For more information about Money Masters Investment Portfolios, visit 
www.moneymasters.com


