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Most investors are aware that risk and return are highly correlated. An old maxim in traditional

finance theory is that to gain higher returns; you need to take on more risk. For some, this may

even imply that higher returns are the reward for taking on more risk. While increased potential

returns on investments often go hand-in-hand with increased risk, we believe these returns

shouldn’'t come at any price and a more nuanced approach is needed when considering and
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assessing risk. Investing in any financial instrument comes with risk — be this project-specific
risk, industry-specific risk, competitive risk or international risk — and several factors influence
the type of returns investors can expect from trading in markets.

Determining an appropriate risk-return trade off will depend on each individual investors’ risk
tolerance, years to retirement and the potential to replace lost funds. Risk should also be
considered both as an essential component of each investment decision and in assessing their
portfolio as a whole. At the portfolio level, diversification allows investors to reduce the overall
risk associated with their portfolio but may limit potential returns. Making investments in only
one market sector, for example, may generate superior returns but it may also experience lower
returns than could have been achieved with a broadly diversified portfolio. Generally, a
diversified portfolio reduces the risks presented by individual investment positions.

For value investors, risk is not something to be endured for future reward and the preference is
generally for reasonable risk investments in large-cap companies. With big, established
companies there is a presumption that there is less chance of the share price suddenly
dropping due to traditional economic forces. There may be an internal issue which arises to
force a sudden drop in value, but outside forces are less of a factor. While the aim is to buy low
and sell high, market capitalisation assists in determining risk as there is likely a ready market of
buyers when it comes time to sell the stock. Then it is just a matter of finding companies where
the share price is attractive relative to its return potential and holding positions for the long term,
provided that the quality of the business remains unchanged and the price remains attractive.

This analysis has been prepared by Perpetual Investment Management Limited (PIIML) ABN 18 000 866 535,
AFSL 234426. It is general information only and is not intended to provide you with financial advice or take
into account your objectives, financial situation or needs. You should consider, with a financial adviser,
whether the information is suitable for your circumstances. To the extent permitted by law, no liability is
accepted for any loss or damage as a result of any reliance on this information.

The information is believed to be accurate at the time of compilation and is provided in good faith. This
document may contain information contributed by third parties. PIML does not warrant the accuracy or
completeness of any information contributed by a third party. Any views expressed in this document are
opinions of the author at the time of writing and do not constitute a recommendation to act.

The product disclosure statement(PDS) for the Perpetual Diversified Income Fund issued by PIML, should be
considered before deciding whether to acquire or hold units in the fund. The PDS and Target Market
Determination can be obtained by calling 1800 022 033 or visiting our website http://www.perpetual.com.au .

No company in the Perpetual Group (Perpetual Limited ABN 86 000 431 827 and its subsidiaries) guarantees
the performance of any fund or the return of an investor’s capital. Past performance is not indicative of future
performance.

Perpetual 14:21:56 24-08-2025


https://www.perpetualequity.com.au/investments
https://www.perpetual.com.au/



