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This short read intends to educate you on the following: 

- What index funds are in plain english  
- How they can be beneficial  
- Examples of popular funds 
- My index fund portfolio
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Index Funds
The good news is that you have come this far which is further than most! So, well done.  
Now, lets get into what index funds are in a way which we understand.  

An index fund is a term used by the financial world to describe a single fund that holds 
multiple stocks and attempts to track the benchmark return of the fund.  Basically, 
financial gurus have formulated an average return % for a fund and the index fund tries to 
track (match) that number.  Most people associate investing with individual stocks, that is, 
the shares related to a single company, like Amazon or Facebook.   However, index funds 
are different in that you can own a relative amount of shares in each company, within an 
index. 

An example might make it easier to understand.  The S&P500, a popular index fund, 
contains 500 of the largest companies in the U.S.  So, if you were to buy shares of the 
S&P500, you really would be buying a tiny tiny part of all of the companies with the S&P500.  
This means then, that you technically own a very small piece of Amazon, Facebook, 
Microsoft, Google, etc.  All of the employees in said businesses are really working for you 
now and the better they perform the more money you can make.   

The reason index funding is becoming more and more popular is due to low fees, it’s 
diversity and it's returns.  A typical index fund returns from 6-8% per year which, as studies 
have shown, is a better performance than even the top financial advisors can consistently 
return.  Not only are the fees low, this type of investing is very low maintenance compared 
to individual stocks and are very easy to set up.  Index funds are widely regarded as the 
best option for the average investor, like you and me.  

If you still aren’t sure, lets move away from financial speak for a minute.  Imagine you want 
to purchase an apartment in a large residential building.  Instead of buying one property 
and solely relying on a single tenant to pay the rent, you buy a small piece of every 
apartment in the block.  By doing this, you are spreading your risk which creates a bit more 
safety in your investment, as its unlikely that every tenant will fault on their payments.   

I hope that all makes sense.  
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Ok, so, you now have some 
knowledge about index funds but 
why should you invest in them?  

Well, as mentioned previously, 
they typically out perform active 
financial advisors. According to 
Societe General (jan 2020), active 
investors only have a 22% chance 
of beating the S&P500 index.  
Although the odds don’t seem too 
bad, keep in mind the research, 
work, money and time spent trying 
to achieve within the 22%.   

Index investing is a great choice 
for those who wish to set and 
forget.  You might not be that 
interested in the market and don’t 
want to be constantly monitoring 
it.  You can put a chunk of money 
in, set up a regular contribution 
and simply leave it, the power of 
compound interest and time will 
take care of the rest.  

Of course, there are downsides.  
There is a chance the index doesn’t 
outperform an active mutual fund 
and you lose out.  Some financial 
analysts have also commented on 
their over weighted focus on 
certain industries, like the S&P500 
being too invested in financial 
companies.   

This, however, can be 
counteracted by 
investing in another, 
different/multi sectored 
index fund such as an 
all/total world index 
fund.  This type of fund 
is an index fund which 
essentially tracks the 
entire stock market.   

It might have 40% 
interest in the US, 15% in 
Australia, 10% in the U.K, etc.  
Typically, it would also have assets 
in emerging markets such as Brazil 
& China but at lower percentages, 
like 3-8%.  This type of fund, which 
is highly recommended in the 
world in index funds, is beneficial 
because it allows for vast 
diversification.  US markets drop? 
Not a problem as only some of 
your money is allocated there, 
emerging markets booming? Great, 
you have some money in that 
market.  This technique ensures 
you are never overexposed in one 
place.  An all world index fund ties 
back in to the apartment analogy 
on the first page, in that, you are 
spread over many apartments/
stock markets and are therefore 
more protected.  

Popular index funds (most from 
Vanguard, a leading index fund 
company*) 

• VUAA (S&P500) 

• Total world index, VRWD, VHYD, 
VWRL 

• VBMX 

• VEMAX 



5

Before I showcase my portfolio, 
I should mention there are other 
companies such as Fidelity or 
Charles Schwab that provide 
similar funds as the previous 
page.  Similarly, my portfolio is 
just that, it’s mine.  I am merely 
presenting what I do and am not 
suggesting you do the same.  

Here it goes, this is what my 
portfolio looks like as of 
January 2020. 

• IDP6 (US small cap 600) 

• IXJ (Australian healthcare 
index fund)  

• PAR (Individual 
pharmaceutical stock)  

• VUAA (S&P500 on LSE to avoid 
NYSE estate tax**)  

• VWRD (all world index fund on 
LSE to avoid NYSE estate tax**)  

• Simplicity NZ retirement 
account  

• Emergency fund cash  

• spending cash. 

Now, as of Jan 2020 the markets 
are high and I fully expect my 
stocks to fluctuate.  

The stock market is volatile and 
will crash if you have a long 
term investing life so don’t be 
alarmed.  Contact me or visit my 
website for more information, I 
hope this has been helpful.  

My smart and lazy approach

* These are offered by Vanguard 
which are is my preferred 
choice.  Other options with 
similar offerings include Fidelity 
and Charles Schwab.


* ** traded on the LSE as NYSE 
incurs dividend taxes and estate 
tax which is a high tax % in the 
event of your death, so trading 
on the LSE avoids this. 



	This short read intends to educate you on the following:
	What index funds are in plain english
	How they can be beneficial
	Examples of popular funds
	My index fund portfolio
	Index Funds

