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Successful investment outcomes don’t just happen.  They occur when an investor invests their capital in a 
way that targets the achievement of their needs (and in some cases their wants).  They are planned, as 
opposed to being left to chance.  Therefore, understanding what the needs are and how they can be 
achieved by combining the alternative investments available, is very important.   
 
Investing requires decisions to be made on the appropriate investment strategy (the mix of cash, bonds, 
property and shares), how the strategy will be implemented (by buying assets directly in the market, or via 
products like managed funds) and how it will be maintained and modified over time.  The purpose for 
investing (achieving the needs), should govern the framework for making each of these decisions. 
 

Needs 

 
Most investors have a combination of three needs based on their relative importance to the investor: 
 

1. A need for liquidity 
2. A need for income 
3. A need for inflation protection or growth 

 
Each of these may be in conflict with the others and the relative importance of each to an investor will 
change over time.  The capital available to be invested should be allocated in such a way to achieve the 
required balance of each.  Not all investments need to be liquid or generate immediate income or provide 
long-term growth.  It is often best to think of the investment strategy made up of three separate pools of 
capital, each with the appropriate investment strategy to achieve a specific purpose.  These may then be 
combined and managed as one, but only if, when managed together, they create synergies.   
 

Liquidity 

 
To meet the liquidity-need, an investor will allocate part of their capital to highly marketable assets, 
particularly cash and short dated fixed interest investments.  While shares can be very marketable, shares 
also experience a high level of volatility and so are generally poorly suited to meet an investor’s liquidity 
needs.  Liquidity and marketability are different characteristics.  An investor’s liquidity needs typically 
require a high level of certainty and safety with minimum market movement, as well as marketability (the 
ability to be sold quickly).  You would therefore expect to see a focus on cash assets for the investment of 
the capital allocated to meet the liquidity need. 
 

Income 

 
Investors have a need for income to meet their future expenditure.  Income may be needed for the 
immediate future, and/or over the medium term, and/or over the long-term.  This income will come from 
the interest on cash assets, the coupons on bonds, the maturity proceeds of bonds, the rental income from 
property and the dividend income from shares.  Income can also come from the sale proceeds of property 
and shares, though this comes with a higher level of volatility and is a less certain source of income.   
 
For the immediate and medium-term income needs, the focus is more likely to be on cash and bond 
investments, particularly bonds.  The longer-term income is more likely to come from the rent and 
dividends from property and shares, but also from some bonds. 
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Inflation protection 

 
Because prices and costs can go up, investors will have a need for protection against the consequences of 
inflation and/or may be simply looking to grow the capital. 
 
An investor can protect their capital against the impact of inflation in two main ways.  They can retain some 
of the income return and reinvest it for the future, or they can expose themselves to investments that 
increase in value over time, particularly where the increase in value has some correlation to the rise in 
inflation.  Normally the second option is adopted, except where the investor is short-term risk averse.   
 
Inflation protection therefore typically comes from an exposure to real assets like property and businesses 
(through shares), but may also come from commodities, infrastructure and precious metals, particularly 
where the inflation is fuelled by poor government fiscal policies and not natural supply/demand and 
imbalances. 
 

Investment strategy 

 
An investor allocates their capital first to achieve each of the three goals.  Then for each goal, the 
appropriate combination of cash, bonds, property and shares is chosen.  The investment strategy of the 
investor is the overall resulting mix of cash, bonds, property and shares.  This is reflected in the matrix. 
 

Need/goal 
Total  

capital 

Investment strategy matrix 

Cash Bonds Property/shares 

Liquidity $ $ $ $ 

Income $ $ $ $ 

Inflation $ $ $ $ 

Total $ $ $ $ 

 Overall strategy % % % 

 
Except where an investor needs to place significant emphasis on liquidity or inflation protection, because of 
their specific circumstances, you would expect there to be a correlation between the timing of the income 
needed by the investor (ie to match the expenditure of the investor) and the types of assets held.  This link 
would be along the lines of: 
 

Income for the expenditure 
needs in the next: 

Type of asset 

0 to 3 years Cash 

3 to 10 years Bonds 

10 years plus Property/shares 

 
The above is not an exact science but forms a good basis for the initial allocation of capital between the 
different types of assets.  The resulting mix of assets should then be adjusted to reflect the preferences of 
the investor, to achieve higher/lower returns and the willingness of the investor to be exposed to more/less 
short-term volatility. 
 
When investing to achieve the needs of an investor, the: 
 

• liabilities and investment needs drive the theoretical investment strategy. 

• individual investor preferences then fine tune the actual investment strategy. 
 
It must also be remembered that the only investment return that matters is the net of fees, net of tax/tax 
slippage return split between actual income and market movement and managed in the context of the 
liquidity of capital required. 
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