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What is diversification? 

 

What is diversification? When thinking about investing, it can be tempting to choose a single type of 

investment that you're most comfortable with, such as a property or perhaps a company that's a 
household name.  

While putting all of your investment eggs into the one basket can work when the investment is 
performing well, this type of investing can also leave you very exposed if anything were to go wrong.  

Instead, if you were to spread out your investment, you’re helping to manage those risks. This process 

is known as diversification.  

The key idea behind diversification is that you shouldn’t invest all of your money into one type of 

investment, because it's unlikely a single investment can produce good results all of the time and it 
could even lose its value.  

Let's take shares as an example.  

Share prices of different companies go up and down at different times due to changing market 
conditions. 

The more companies you invest in, the more likely it is that some share prices will be going up, to    
balance any losses when others are going down. So over time, investing in a wide range of companies  

can smooth out your returns.  

The more you diversify, the less impact any one investment or type of investment can have on the 
return from your overall investment portfolio. 

Some ways you can diversify your investment portfolio are:  

• invest across different types of assets, not just shares, but also bonds, property, cash, and 

alternative assets. Since they all perform well and badly in different market conditions, there's a 

greater chance that some will do well at times when others may not.  

• within each asset class, you can spread your investments across companies, industries, 

countries and regions. If there's a downturn in one industry or region, there will be less impact 

on your overall portfolio.  

• by using a range of investment managers with different investment approaches that are likely to 

pay off in different market conditions.  

 

In a professionally managed investment, the investment manager may diversify in some or all of these 

ways.  

Diversification won't eliminate risk, but it can help you manage it. Smoothing the ups and downs of your 
investment portfolio.  

For more information on how we can help you diversify your investment portfolio, please contact your 
financial adviser. 

 



 

 

 

 

Important information 

This information is provided by MLC Investments Limited (ABN 30 002 641 661, AFSL 230705) (‘MLCI’), part of the IOOF group 
of companies (comprising IOOF Holdings Ltd ABN 49 100 103 722 and its related bodies corporate) (‘IOOF Group’). The capital 
value, payment of income and performance of any financial product referred to in this communication are not guaranteed.  An 
investment in any financial product referred to in this communication is subject to investment risk, including possible delays in 
repayment of capital and loss of income and principal invested. 

This information may constitute general advice. It has been prepared without taking account of an investor’s objectives, financial 
situation or needs and because of that an investor should, before acting on the advice, consider the appropriateness of the 
advice having regard to their personal objectives, financial situation and needs.  

Past performance is not a reliable indicator of future performance. The value of an investment may rise or fall with the changes 
in the market.  

This information is directed to and prepared for Australian residents only. 

Any opinions expressed in this communication constitute MLC Investments Limited’s judgement at the time of issue and are 
subject to change. MLC Investments Limited believes that the information contained in this communication is correct and that 
any estimates, opinions, forecasts, conclusions or recommendations are reasonably held or made at the time of compilation. 
However, no warranty is made as to their accuracy or reliability (which may change without notice) or other information 
contained in this communication. 

 

 

 


