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OUR TEN INVESTMENT PRINCIPLES 
 

I. Focus on having a great defense. 
We believe protecting capital is the most critical part of investing.  Losses work geometrically against you.  Risk management is key.  Sam Zell 
once said “the definition of a great investor is someone who starts by understanding the downside.” 

 

II. Define your risk by avoiding taking big losses. 
The biggest mistake we see investors make is letting their losses run out of control as they start to rationalize their mistake.  It goes against 
human nature to easily admit mistakes, but when it comes to investing - it is just the cost of doing business.  We try not to enter into a position 
without having a predetermined exit point if the market proves us wrong.  

 

III. Cut losses short and let winners run. 
This is, without a doubt, the most counterintuitive part of investing.  The novice investor will sell their winners too soon and hang on to their 
losers way too long.  As Peter Lynch said, ”this is like pulling out the flowers and watering the weeds.” * 

 

IV. Avoid adding to a losing position. 
Adding to a losing position can be very tempting as the old saying goes “we aren’t wrong we are just early.”  But this strategy usually leads to an 
inflated ego and the inability to think objectively about risk.  This is also referred to as "throwing good money after bad.”  

 

V. Try to invest with the prevailing trends. 
Although it can be done, it is extremely difficult to invest against the trend as market trends can be just as powerful as the tides in the ocean.  
The trend is your friend.  Don’t fight it. 

 

VI. Avoid trying try to pick tops and bottoms. 
Trying to pick tops and bottoms is a fool’s errand.  It’s next to impossible to get out at the absolute top or get back in at the bottom.  We wait for 
the overall trend to weaken before we start to scale out and, conversely, wait to see strength return and the overall trend begin to change before 
buying back in.   

 

VII. Let the market confirm your opinion before taking action. 
We analyze a tremendous amount of research on the stocks we own, but at the end of the day this research just amounts to an opinion.  If the 
market does not agree, our opinion doesn’t mean anything.  Price action is what dictates success or failure in the stock market, not opinion. 

 

VIII. Avoid getting emotionally tied to a stock. 
The world is dynamic and companies can go in and out of favor like produce at the supermarket.  There is absolutely no guarantee the leading 
companies of today will be the leading companies of tomorrow.   

 

IX. Avoid buying a stock just because it’s had a big decline. 
This is called bottom fishing which in turn can lead to the proverbial “catching a falling knife.”  It might work sometimes but as Mark Miniverini 
once said, “In stud poker and on Wall Street, miracles happen just often enough to keep the losers losing.” **  

 

X. Know when to do nothing. 
This may seem contradictory to some of our other principles but it’s not.  Forcing money to work when the opportunity just isn’t there is a 
possible way to destroy capital.  Sometimes inaction is the best action.  As the old saying goes … “Patience is the rarest commodity on Wall 
Street.” 
 
 
 
 
 
 
 
 
 
 
 



                
 

 
 
 
 
 
 

Sources: 
*https://www.goodreads.com/author/quotes/18237.Peter_Lynch 
**Minervini,Mark (2013) Trade like a stock market wizard, Mcgraw Hill Education                                                                                                                                                                            

 
DISCLAIMERS 
 
This material has been prepared for informational purposes only. It does not provide individually tailored investment advice. It has been prepared without regard to the 
individual financial circumstances and objectives of persons who receive it. Morgan Stanley Smith Barney LLC (“Morgan Stanley”) recommends that investors 
independently evaluate particular investments and strategies and encourages investors to seek the advice of a Morgan Stanley Financial Advisor. The appropriateness of a 
particular investment and strategy will depend on an investor’s individual circumstances and objectives. Past performance is no guarantee of future results.  
 
Morgan Stanley Smith Barney LLC offers a wide array of brokerage and advisory services to its clients, each of which may create a different type of relationship with 
different obligations to you.  Please visit us at www.morganstanleyindividual.com or consult with your Financial Advisor to understand these differences.  
 
Technical analysis is the study of past price and volume trends of a security in an attempt to predict the security's future price and volume trends. Its limitations include but 
are not limited to: the lack of fundamental analysis of a security's financial condition, lack of analysis of macro-economic trend forecasts, the bias of the technician's view 
and the possibility that past participants were not entirely rational in their past purchases or sales of the security being analyzed. Investors using technical analysis should 
consider these limitations prior to making an investment decision. 
 
This material does not provide individually tailored investment advice. It has been prepared without regard to the individual financial circumstances and objectives of 
persons who receive it. The strategies and/or investments discussed in this material may not be suitable for all investors. Morgan Stanley Wealth Management recommends 
that investors independently evaluate particular investments and strategies and encourages investors to seek the advice of a Financial Advisor. The appropriateness of a 
particular investment or strategy will depend on an investor’s individual circumstances and objectives. 
 
The individuals mentioned as the Portfolio Management Team are Financial Advisors with Morgan Stanley participating in the Morgan Stanley Portfolio Management 
program. The Portfolio Management program is an investment advisory program in which the client’s Financial Advisor invests the client’s assets on a discretionary basis 
in a range of securities. The Portfolio Management program is described in the applicable Morgan Stanley ADV Part 2, available at www.morganstanley.com/ADV or from 
your Financial Advisor.  
 
There is no guarantee that this investment strategy will work under all market conditions.  
 
Morgan Stanley Smith Barney LLC (“Morgan Stanley”), its affiliates and Morgan Stanley Financial Advisors or Private Wealth Advisors do not provide tax or legal 
advice.  Clients should consult their tax advisor for matters involving taxation and tax planning and their attorney for matters involving trust and estate planning and 
other legal matters. 
 
International investing may not be suitable for every investor and is subject to additional risks, including currency fluctuations, political factors, withholding, lack of 
liquidity, the absence of adequate financial information, and exchange control restrictions impacting foreign issuers. These risks may be magnified in emerging markets.  
The Information contained herein has been obtained from sources considered to be reliable, but we do not guarantee their accuracy or completeness. 
 
Asset allocation and diversification do not guarantee a profit or protect against a loss in a declining financial market. 
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