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RISK OR RETURN? 

Over the years I have had interesting 
conversations with investors and there are 
always questions asked that stand out to me like, 
“How am I financially compared to other people 
my age?”, or “How much money do I need to 
retire?”  But the one I would like to explore 
today is “Do you think we should take more 
risk?”  The short answer in most situations is 
no.  After all, it isn’t risk that we want, its 
return!  But how investors accept risk to get a 
return is the purpose and scope of this article. 
 
Most investors equate “taking more risk” with 
investing more of their money in stocks.  This 
seems appropriate as stocks are the main 
investment used by most investors and happen 
to be the primary investment available in 
company-sponsored retirement plans.  So when 
investors consider taking more risk, whether the 
result of need or greed, they typically increase 
their exposure to stocks.  But what if there was 
another way?  After all, just because they 
increase their exposure to stocks does not mean 
they will necessarily get a higher return.  
Consider Cisco Systems as an example.  For 
investors who initially purchased this stock in 
the early 1990’s they were handsomely 
rewarded for taking that risk.  But for those who 
bought in the late 1990’s at $60, $70, or $80 per 
share they were penalized for taking that risk.  
So this tells us first and foremost that value 
(reflected by price) is a very important 
consideration for taking risk. 
 
Now when value is uncertain, as is the case 
today, my preferred method of “taking more 
risk” is comprised in the strategies used to take 
that risk.  The strategy quoted above is called 
“being long” a stock.  It means an investor buys 
today with the expectation of prices being 
higher in the future.  But let’s consider others.  
A few examples include asset allocation, 
distressed debt, convertible arbitrage, 
long/short, concentrated equity, and global 
macro.  Investors who are not comfortable 

deploying these strategies on their own may hire 
a manager to diversify their risk through these 
strategies.  A good way of thinking about these 
types of strategies would be the “opportunity 
cost” of risk.   
 
For instance, what if an investor utilized an 
asset allocation strategy through the use of a 
mutual fund?  One strategy we employ allows 
the manager to invest in different combinations 
of assets at any point in time and includes 
buying stocks, bonds, commodities, cash, and 
even shorting the stock market (i.e. profiting 
from a decline in prices).  How do I perceive 
“risk” through this strategy?  Well, what if the 
manager is mostly in bonds when the stock 
market is rising?  The investor would likely 
forego some return.  Or what if the manager is 
shorting the stock market when it is rising?  The 
investor would likely experience a loss.  You 
see, just because an investor exposes their 
money to this “risky” strategy does not mean 
they will be exposed to the same “risk” as the 
stock market.  So the “risk” in this case is the 
opportunity cost of the manager employing the 
strategy effectively over time and being right 
more times than they are wrong.   
 
These diverse strategies offer the potential for 
risk-adjusted returns to an investor, over time, 
without complete exposure to the stock market – 
whether good or bad.  And they can be used by 
investors to diversify their portfolio to provide 
for more restful nights without total sacrifice of 
return.  So the next time you are considering 
taking more risk I suggest you change your 
mental construct and consider “how might I go 
about increasing my potential return?” 
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________________________________________________________________________________________________________ 
3948 BROWNING PLACE, SUITE 200|RALEIGH, NC 27609 |MAIN TEL 919-782-7619|FAX 919-882-1624 |WWW.GUARDIANCA.COM 

SECURITIES OFFERED THROUGH TRIAD ADVISORS, MEMBER FINRA/SIPC  
ADVISORY SERVICES OFFERED THROUGH GUARDIAN CAPITAL ADVISORS, LLC, A REGISTERED INVESTMENT ADVISER 

 

 

RISK OR RETURN? 

February 28, 2011 

Disclosure: 
Past performance is not indicative of future results.  This material is not 
financial advice or an offer to sell any product.  The actual 
characteristics with respect to any particular client account will vary 
based on a number of factors including but not limited to: (i) the size of 
the account; (ii) investment restrictions applicable to the account, if any; 
and (iii) market exigencies at the time of investment.  Guardian Capital 
Advisors, LLC (GCA, LLC) reserves the right to modify its current 
investment strategies and techniques based on changing market 
dynamics or client needs.  The information provided in this report 
should not be considered a recommendation to purchase or sell any 
particular security.  It should not be assumed that any of the investment 
recommendations or decisions we make in the future will be profitable.   
 
GCA, LLC is a registered investment advisor.  More information about 
the advisor including its investment strategies and objectives can be 
obtained by visiting www.guardianca.com or in its Form ADV II which 
is available upon request. 
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