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The 5 most 
common mistakes 
investors make.
•	Not setting clearly defined goals
•	Unclear about the returns required
•	Misunderstanding inflation and investment risk
•	Chasing the ball
•	Failing to properly balance  growth and defence

Investors make lots of mistakes, we are all human after 

all and anyone that claims to have the magic ingredients 

for guaranteed positive returns is being less than honest. 

For some people money is an uncomfortable subject 

that gets caught up with baggage of the past. Money 

does little more than provide choice. However it causes 

considerable anxiety and stress. It doesn’t have to be 

this way.

In this brief, free report I will outline the 5 key mistakes 

that most investors make and how to avoid them. This 

is based upon over 20 years of experience advising 

clients as an independent financial planner, based 

in Wimbledon. I am hopeful that you will find this 

document valuable, even though it is free to download. 

Time is precious so I’m going to keep this as brief as 

possible.



1.Not setting clear goals
There is a tendency to simply believe that your money has to grow and therefore unless you want anything other than 
paltry levels of interest paid from deposit accounts, you need to invest your money. This is true for many people, but 
by no means true for everyone. The real issue that is hardly ever spoken of by financial advisers, yet it is their primary 
function, is to ensure that your money does not run out before you do.

In order to meet this objective, you have to know what your lifestyle really costs each month and each year. You have 
to take a bit of a gamble and guess how long you will live (for which you might wish to consider your family longevity, 
the average life expectancy for someone your age now and your general state of health, a product of genetics, luck, 
current and past lifestyle choices). In reality we don’t know – so we make an educated guess and keep it under review.

So let’s keep this really simple. Draw a horizontal line, with your age now on the left and your expected age of death 
on the right (morbid thought). Mark a point, where you expect to retire (unless you have done so already). Then draw 
a vertical line from “now” with lifestyle cost written on it. Figure out how much you spend now to cover your lifestyle 
costs and map this through to retirement, forget about inflation for the moment, just keep things in today’s money.

Mark on some other items – such as when you expect your mortgage to be cleared, when you will collect your State 
pension, when you plan to sell your business, when the children finish University and so on… fill it up as much as you 
like.  You might reach an age when some spending reduces; perhaps you have fewer holidays, perhaps need care, 
make significant financial gifts to your family members etc. Then just draw a line that you think roughly reflects the 
expense of your lifestyle as costs rise and fall. 

Now ask yourself how these costs will be met?

You will hopefully have some things in place – a State pension, perhaps private 
pensions, workplace pensions, an investment portfolio, let property, cash savings, 
sale of a business and so forth. The task of a good financial planner is to assess what 
you have against what you need (which is a lifestyle defined by you). There may not 
be a shortfall at all, in which case perhaps the job is done.

If there is a shortfall, there are several questions that result.

What level of savings do I need to set aside to fill the gap?
What returns do I need to achieve each year?
What happens if there is a disaster and markets fall just at the wrong time for me?



2. Unclear about 
required returns
Once you have identified what income you need to achieve each year, (which may of course 

vary from year to year depending on your plans) we need to address the issue of whether 

any gap can be filled by your own regular saving, entrepreneurial endeavour, lump sums from 

various sources – perhaps, downsizing your home or even inherited wealth.

A proper budget will help identify what surplus income you have now, which could be 

used for your future security. Remember this is surplus money from income/savings that is 

not currently needed to fund your existing lifestyle today. Most people loathe drawing up 

a budget, so make it a bit easier for yourself and estimate to the nearest £100, £1000 or 

£10,000 depending on the size of your lifestyle in the following categories.

•	 Running and maintaining your home (and perhaps a second home)

•	 Food, drink & clothing for you and your family

•	 Running and replacing your car/s

•	 General hobbies and entertainment

•	 Holidays

•	 Gifts, presents & charity

•	 Health (dentist, optician, gym, private medical insurance)

•	 Children 

Income less the above is your surplus income. So does saving this meet your need? Could an 

employer make payments as well?

Suppose you are 45 today. You have identified that from 65 you need £20,000 a year in 

addition to your existing provision (in today’s terms). You don’t need this income to start 

for another 20 years and you have surplus income of £2,000 a month (£24,000 a year). 

You estimate that you will live to 90 and need the extra £20,000 a year to be available from 

when you are 65, so it needs to last 25 years. In other words we want to withdraw £20,000 

each year from a pot of money at 65, so that it runs out at 90. The pot would need to be 

£500,000 by the time you are 65 in order to achieve this (if the balance of the pot grew by 

3% a year). 

So, to build £500,000 by the time you are 65 with £24,000 a year investment for 20 years, 

the return after all charges would need to be 0.4% a year (an investment outlay over 20 years 

of £480,000). Holding off saving until you are 55, with 10 years to go and the return required 

each year after charges is 14% a year. Not terribly realistic by today’s market returns. 



3: Failing to appreciate 
the real risks 
I know that many people glaze over with numbers. These 
are the numbers we should have been taught in school 
and the ones you actually need to focus on, so please 
stay with me. In our calculations so far, we made various 
assumptions, how long you would live and the returns 
achieved by a fund that is being depleted each year. 
Anyone on a fixed income will be quick to point out that 
inflation is possibly the greatest obstacle to overcome. 
An income of £20,000 a year with inflation of 3% a year 
is effectively reducing in purchasing power each year. 
Indeed, £20,000 has the equivalent value of £15,204 
after 10 years and £11,212 after 20 years if inflation is 3% 
a year.

So we need to allow for inflation. This is where the 
numbers become really scary, but I’m providing this 
information in order that you appreciate the importance 
of having a long-term perspective, assumptions about 
the future and why regular reviews are vital.

Let’s assume inflation averages 3% a year (which isn’t 
far off what is has been for the last 30 years in the UK, 
though it has averaged 5.5% since 1948. I have rounded 
the numbers.

You can see why people with fixed incomes, reliant 
upon savings that provide less than inflation returns (as 
banks currently do) are concerned. The £20,000 a year 
that you need today has become £36,100 in practice 
by the time you want it (age 65 in our example). If this 
income is to keep pace with inflation until you are 90 
then the number you really need in your investment is 
£876,000 by the time you are 65. Quote a lot more than 
the £500,000 we originally calculated. The only good 
news from this is that from 65 to 90 you would withdraw 
over £1.3m from the fund (assuming a very modest rate 
of growth at only 3% - i.e. It simply keeps pace with 
inflation).

So how does that effect the saving you need to do? 
Well if you have £2,000 a month surplus income, over 
20 years you will invest £480,000 and need 5.65% net 
of charges each year to build £876,000. Perhaps you 
could increase the investment each year (in-line with 
inflation) so you would end up investing £653,000 over 
20 years but the required return would reduce to 3.11%pa. 
Starting later – well its going to mean you need higher 
returns. Starting just 5 years later, you need a return of 
8.86%pa instead of 3.11%. Higher returns are generally 
only achieved with higher levels of risk, which may be 
unrealistic and also considerably outside of your comfort 
zone.

The mathematical returns you need are one thing, but 
the likelihood of achieving them is another. A good 
financial planner will help you assess your attitude to 
risk, ideally with a thorough psychometric test. This will 
then help form the basis of a discussion about what 
long-term returns are likely given your ability to cope 
with risk.  Most people are much lower risk than their 
advisers, so asking your adviser what would s/he do is 
very unwise. Some investors need a high return to get 
to where they want to go, perhaps this is unrealistically 
high. So some compromise will need to be made. 

The options are limited to 

•	 Saving more money
•	 Taking more investment risk (to improve the value)
•	 Altering your plans for the future (wanting less or 

deferring retirement) 
•	 Any combination of the above. 

The important thing is that you understand the risk you 
are taking and how a portfolio will perform over both the 
long-term and the short term. Ideally your planner will 
also be able to model what would happen if there was a 
market crash and how this would impact your plans.



The major difficultly investors face is coping with the 

barrage of information about the state of the world and 

the global markets. These are not things that anyone 

can control (legally). Most of the coverage within the 

media is utterly unhelpful to investors, yet there are 

many publications in all formats that provide tips on the 

next hot stock, rising star, forthcoming crash, bubble 

and so on. As a consequence investors, both private 

and professional, despite being “armed with insight and 

knowledge” underperform the market by around 4% a 

year according to Dalbar a US Analyst that measures 

markets and US investor behaviour. I cite Dalbar as they 

measure the largest market, with the most investors 

with the longest track record in the research. The US 

stockmarket is about 6 times the size of the UK market.

All those wonderful charts that you see online or in the 

press are visually misleading. Most people see a chart 

that is going up and want to join in, getting some of the 

action. They see the Fund Manager who has performed 

best over 1, 3 or 5 years and so hand over money to 

them. This is nothing more than historic information and 

whilst many trends do repeat themselves, being top dog 

in the investment world is not one of them. Most Fund 

Managers don’t even manage their fund for more than 

5 years, let alone 20. Whilst they may outperform in the 

short-term, this is sadly not the case over the long-term. 

Markets are pretty efficient and it is very difficult to tell 

if the small percentage that outperform the market over 

the longer term did so through luck or skill.

The key to a successful investment experience is to 

have a long-term plan, aware of the volatility and the 

joys and terrors of the market. Any research you care to 

do into global stockmarket returns over the long-term 

(10 years+) will reveal positive returns. A good financial 

planner will keep you disciplined and focused on your 

goals, not worrying about today’s market news, which 

has already happened. Stepping back and allowing 

the markets to do what they do, alleviates stress 

considerably. If you are worried because you need 

money within a few weeks, months or a couple of years, 

then I’d suggest that this money should be in something 

low risk, not exposed to the market. The market is for 

long-term wealth creation and yes it will rise and fall.

Marketing departments also provide funds that are 

latest fads or fashions, by the time these become 

copied (by competing Fund Managers) the benefit is 

probably entirely lost. Successful investing is about 

keeping to proven principles. Don’t get sucked into 

chasing the markets and remember that if it sounds too 

good to be true, it probably is.

If this is true, why do so few people stay the course? It 

is very difficult to stand firm against a tide of marketing, 

which appeals to our sense of security and self-interest. 

Yet we put both at peril if we follow the market’s pied 

pipers. Those that benefit most are those that market 

and manage funds. Many of whom appear in the annual 

Rich List. Charges on funds designed to beat the market 

are higher – considerably. There are alternatives which 

are much more cost effective.

4: Chasing 
the ball



5: Unprepared for 
the conditions
We all know the saying “don’t put all your eggs in 

one basket” yet it is surprising how many people do 

precisely this. Many investors, particularly pension fund 

investors, are often in a single managed fund that is 

both expensive and underperforming, because it is 

the one that the adviser placed them in right at the 

beginning when they started the pension.

Investment diversification means creating a portfolio 

of different assets that work together to produce 

a targeted result. In simple terms: low risk assets 

through to high risk assets. These might include cash, 

gold, gilts, bonds, shares (equities), property, and 

commodities and so on. The list could be virtually 

endless. A good adviser will outline a portfolio that 

provides returns within an expected range, (based 

on data not luck) and within a range of volatility with 

which you are “comfortable”.

The theory is that having assets that work well 

together, provides comfort in the bad times and 

moderated joy in the good times. Essentially prudence, 

the right balance is like a finely tuned engine, 

adjustments need to be made depending on the 

conditions, but these are often minor adjustments, 

seeking additional incremental advantages – which all 

add up. Think of the English summer – in a single day 

you might need sun lotion, a hat and shades, yet also 

require an umbrella and jumper. Being prepared for 

the conditions and having the right equipment reduces 

discomfort.



Bonus Tip: 6. Buy 
low, sell high
Shares or equities invoke a reaction unlike 

any other. I think this is because of a lack of 

understanding and an inability to naturally think 

long-term. Here’s an example. Let’s suppose you 

had decided to buy an item for say £30,000 

– a car. You had saved your money, done the 

research, picked out the model and were deciding 

the colour, but suddenly the price of the car is 

reduced by 30% to £21,000. What do you do? 

Well most people would buy the car at a discount; 

some would buy a better spec model. Yet when 

this happens to the stockmarket, most people 

wait for things to improve… in other words; they 

wait for the price of the car to return to £30,000 

or perhaps a bit more before buying.

It’s a strange phenomenon, but we see it all the 

time. Perhaps you can let me know if you can 

think of any example of something that has 

the same behavioural effect as shares, but I’m 

struggling to think of any.

Returning to your investing experience and a 

diversified portfolio, here is another odd thought; 

a wise investor sells holdings that have done 

well and buys more that have done poorly. Come 

again? This is essentially buying low and selling 

high in practice, which most investors fail to do, 

why? Well put like that it’s pretty hard to do isn’t 

it! Off load things that have done well, take on 

more of what hasn’t – it seems counter-intuitive. 

Yet this is precisely what buying low and selling 

high means.

What most investors do however is buy high and 

sell low. They buy, when markets are buoyant, 

charts are favourable; and the marketing noise is 

at its loudest. The story has happened, the bulk 

of returns have been made – by those that were 

invested earlier. At the same time, when things 

begin to get difficult and prices fall, panic sets 

in and investors sell their holdings at a low price. 

Now this isn’t always a bad thing, if it helps you to 

sleep then its appropriate – but I’d argue that your 

portfolio probably doesn’t have enough set aside 

for your short term needs (say the next 5 years) 

which is the only reason to panic, otherwise ride 

the storm.

Of course saying buy low and sell high is all very 

easy, but it’s fairly difficult to do right? Well, 

not for a decent adviser, who will rebalance 

your portfolio. Rebalancing is essentially selling 

high and buying low. It doesn’t need to be done 

religiously, but it does require discipline.



And finally….
I hope that you have found this brief summary 

helpful. The principles that I have outlined apply to 

everyone, irrespective of your current wealth. I believe 

that these principles will help investors to reduce 

their mistakes. In tennis the amateur player is rarely 

beaten by an opponent, but loses due to their own 

errors, double-faults, poor returns, mistimed shots 

and perhaps the unhelpful delusion that they are a 

Wimbledon champion with higher standards than they 

really do. Yet reducing the number of errors made will 

considerably improve your likelihood of winning and 

perhaps mastering the game. Of course when it comes 

to investing, your motivation isn’t really to win – merely 

to be compensated by returns commensurate to the 

risk you take and to avoid loss where possible.

If you have had a poor investing experience or don’t 

have a financial adviser who can provide the answers 

and service that I have outlined here, it is probably 

time for you to change the coach you have. 

Solomon’s is a short distance from Centre Court at 

Wimbledon. We provide a local financial planning 

service, mainly to people who live and work within 

striking distance of Wimbledon. Most of our clients are 

professionals or business owners and entrepreneurs 

seeking to make a better future for themselves and 

their families. We are experts at helping people who 

are about to retire, explaining all the options available 

as well as serving those with significant funds who 

wish to preserve their wealth and lifestyle.

Do take a look at our website for further information 

or to get in touch click here to request an exploratory 

meeting.

Dominic Thomas

Principal

Solomons IFA

www.solomonsifa.co.uk 
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