
 

Broad diversification reduces risk 
 
Reducing the risk in your investment strategy 
 
An effective way of reducing risk in an 
investment portfolio is to introduce 
diversification.  No one type of security, 
asset class, investment strategy or 
investment manager will necessarily 
provide the best performance over all time 
periods. 
 
Investing in a range of options could reduce the risk of 
an investment portfolio suffering large drops in 
performance, since one asset class or manager may 
perform well to counter poor performance in another. 
 
Outlined below are some ways that diversification may 
be used to reduce risk in an investment strategy: 
 
1. Diversification across asset classes 
 
Sometimes a downturn in one asset class may coincide 
with a rise in another asset class.  Should a particular 
section perform badly, holding assets in other sectors 
may reduce the effects of the under-performing sector. 
 
The major asset classes – cash, fixed interest, property 
and shares each have a level of risk and return specific 
to the type of investments they represent.   
 
The four major asset classes 
 
An asset class is simply an investment category.  Cash, 
fixed interest, property and shares are the names given 
to each of the major asset classes.  Each asset class 
differs in the level of risk and return that it can provide.   
 
Cash 
 
Cash is the name given to short-term debt securities 
(tradeable financial assets) which are issued, 
guaranteed or supported by state or Federal 
governments, banks or large companies.  Examples are 
term deposits, cash management trusts, bank bills and 
other cash managed funds.  Generally, these assets 
remain stable in price and return a modest amount of 
interest. 

Fixed interest 
 
Consists of securities in which income remains constant 
and does not fluctuate.  This includes bonds, annuities 
and preference shares.  Any debt security which has a 
fixed flow of income is known as a fixed interest security. 
 
Property 
 
Property may mean direct investment in buildings, 
shopping centres and industrial sites or indirect 
investment in listed property trusts.  Listed property 
provides both income (mainly from rent) and capital 
growth through increases in the market value of the 
asset. 
 
Generally property assets can have moderate to high 
fluctuations in their value.  These fluctuations are usually 
less than shares over the long term but more than fixed 
interest and cash investments.  Historically, over the 
long term property assets have provided higher returns 
than fixed interest. 
 
Shares 
 
Shares are listed on a stock exchange.  When you 
invest in shares you become a part owner of the 
company you are investing in and if the company makes 
a profit, it generally pays some of its earnings to 
shareholders in the form of dividends.   
 
Historically, shares have produced the best returns over 
time, particularly over the long term.  They have also 
displayed the highest level of volatility of returns in terms 
of risk. 
 
2. Diversification within asset classes 
 
It may be valuable to diversify assets within a broad 
asset class.  For example, within the broad category of 
‘debt’ or ‘fixed interest’ investments, a portfolio may 
invest in government bonds, semi-government bonds, 
international bonds and inflation-linked bonds.  Many of 
these assets also react differently to economic 
conditions and may provide a buffer should one 
category suffer a downturn in investment performance. 
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3. Diversification across investment styles 
 
The performance of various investment managers will 
differ according to the economic environment.  Investing 
with managers of different styles is recognition that no 
one investment style is likely to produce good returns at 
all times.  Rarely, will a value manager or a growth 
manager produce similar investment returns over a short 
period of time.  This is due to the fact that their 
‘investment styles’ differ and their performance is 
underpinned by economic circumstances. 
 
The overall effect of diversification is that you may 
moderate the volatility in your investment portfolio and 
‘smooth out’ investment returns over time. 
 
We recommend that you speak to a licensed financial 
adviser if you need help in making an investment 
decision.  If you do not have your own financial adviser, 
as a member of the Plum Superannuation Fund you can 
access the services of a financial adviser through 
Momentum Financial Advice*. For more information call 
1300 55 7586. 
 
* Momentum Financial Advice is delivered by GWM Adviser Services Limited 
(GWMAS) ABN 96 002 071 749 AFSL 230692 (GWMAS).  Plum Financial 
Services Limited (Plum), PFS Nominees Pty Ltd (Trustee) and GWMAS are 
members of the National Australia Bank Group of companies. 
 
The information in this article has been prepared by Plum Financial Services 
limited (Plum) ABN 35 081 812 731 AFSL 243356, as administrator of the Plum 
Superannuation Fund (Fund). Your interest in the Fund is issued by PFS 
Nominees Pty Ltd (Trustee) ABN 16 082 026 480 AFSL 243357.  
 
Any advice contained in this article has been prepared without taking into 
account your objectives, financial situation or needs.  Before acting on any 
information contained in this article, you should consider whether it is appropriate 
having regard to your own objectives, financial situation and needs.  Plum 
recommends that you consider the Product Disclosure Statement (PDS) for the 
Fund before you make any decisions about your superannuation. 
 
You may obtain a copy of the Fund’s PDS by calling a Member Services 
Consultant on 1300 55 7586.  If you need help in making a decision, you should 
seek the advice of a qualified and licensed financial adviser. 


