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Prologue

      Wall Street brokers and active money managers use your relative lack of investment expertise to their benefit… not yours.

      The financial press uses your inclination to be afraid during falling markets and confident during rising markets, to its
         benefit… not yours.
      

      The record shows that our elected representatives, once-trusted ratings agencies, and government regulators have placed their
         own interests first… not yours.
      

      None of these parties has demonstrated an understanding of what you are about to read in this book. It’s time for you to put
         yourself first and take charge of your investment future. It will be much simpler than you think.
      

   
      
      
Why We Wrote this Book

      We hear stories like these too often:

      
         Ron and Judy work with a broker who invested their money in some of the brokerage firm’s popular investment products (a hedge
            fund-of-funds, a managed futures account, two separately managed stock accounts, and several municipal bonds). They have no
            idea what they are paying in fees, or whether their investment results have been good or bad. Their broker has not developed
            a long-term investment plan for them, so they don’t know whether they are on track to achieve their goals. In fact, they are
            not even sure what their investment goals are! Their broker is now recommending a gold fund, because his firm is forecasting
            a rise in inflation. Ron and Judy don’t know what to do.
         

         Betty has never trusted the stock market. She and her late husband always invested their savings in bank CDs and money market
            funds. She now realizes that her savings have not grown enough for her to maintain her current lifestyle, and she will be
            largely dependent on social security income for the rest of her life. She is not sure where to turn next.
         

         Steve manages his money through an online brokerage account, buying individual stocks. He has made a few good picks, but for
            the most part his portfolio has done poorly. He selects his stocks after researching companies online, watching CNBC, and
            reviewing financial periodicals, but feels uncertain about this approach. He is spending a lot of time on this, yet he knows
            that he’s not really getting anywhere. He wonders whether the time he spends on his portfolio would be better spent building
            his career.
         

         Amy has been contributing regularly to her company’s 401(k) plan, and has also purchased some stock mutual funds with additional
            savings. After the stock market dropped in 2008, she sold everything in a panic and has been sitting in cash ever since. She
            has heard that stocks have a good long-term record, but her personal experience has not been good. She wonders if she is just
            not cut out to be an investor.
         

      

      We want to change the way you think about investing. Clearly, the traditional financial services industry is failing to serve investors properly. Our hope is that this book will
         influence the way you select financial advisors, invest your money, and assess your results.
      

      

      
      Our Story

      
      We have a common belief about how markets work and how individuals should approach long-term investing. We came to this shared
         view from different places: Gordon from a successful 25-year Wall Street career interfacing with the most sophisticated institutional
         investors in the world, and Dan from nearly two decades of working with individual investors as an independent financial advisor.
         The fact that we have come from opposite sides of the industry and have reached the same conclusions about how to invest is a testament to the universal logic of this approach.
      

      
      When we first came to appreciate the unshakable logic and compelling evidence supporting the investment concepts described
         in this book, each of us experienced an epiphany that we describe as a “light bulb turning on.”
      

      
      There are numerous other books and papers that address the ideas you are about to read here… and in far more detail. However,
         therein lies part of the problem. For most of us, these publications are too long or too technical. Our goal is to express these important concepts in a way any investor can understand. We have purposely kept this book brief and to the point. We want you to be able to get from beginning to end in one sitting!
      

      
      We need a better way to invest. We need a better understanding of how Wall Street really functions and how markets work. We
         need to feel confident that we are investing prudently and making smart financial decisions.
      

      
      There is an answer. You’ll find it in this book.
      

      
      
   
      
      
Introduction

      Today, the good news is that we expect to live much longer, healthier lives. The life expectancy of a newly retired, 65-year-old
         couple in the U.S. is more than 20 years—far longer than it was just a few decades ago. Furthermore, new medical advances
         are announced almost every day to enhance the quality of our lives and help us age more gracefully.
      

      The bad news is that many of us will not have enough money to retire comfortably. In addition, we are told not to count on
         traditional pension plans, Social Security, or Medicare. Whether we are saving for a down payment on a house, our child’s
         college education, or a comfortable retirement, the need for us to invest wisely is more important now than ever.
      

      Some of us believe the self-serving hype from the financial media, who tell us that we can do it all ourselves. They tell
         us we can beat the market if we buy the mutual funds or stocks they recommend. They want us to believe that we can get rich
         quick if we follow their trading recommendations.
      

      As a result, we might waste countless hours scouring the latest financial periodicals, studying brokerage house research reports,
         or watching the financial news, all with the hope of finding the next hot stock, superstar fund manager, or right time to
         jump into or out of the market. Or we may do the opposite—ignore the importance of financial planning, simply “hope for the
         best,” or spend more time making our vacation plans than our financial plans.
      

      Thus, most of us end up taking unnecessary risk, not diversifying our portfolios properly, and paying too much in fees and
         taxes—resulting in poor investment results with too little return and too much risk.
      

      The unfortunate truth when it comes to investing is that many of us are scared and don’t know where to start. Wall Street
         feels like a casino with the odds stacked against us. We are intimidated by the language of investments and are wary of recommendations
         from Wall Street research analysts. As a result, it is not hard to understand why so many of us are confused about what to
         do with our money and are uncertain about how to make smart financial decisions.
      

      As a patient and disciplined investor with a longer time horizon, financial markets can become your ally rather than your adversary. All you have to do is make five informed decisions that will allow you to take advantage of the wisdom that Nobel Prize winners have acquired over the past six decades to stack
         the investment odds in your favor.
      

      You CAN have a successful investment experience!

      These decisions are:

      
         	
            The Do-It-Yourself Decision
            
            Should you try to invest on your own or seek help from an investment professional? And if so, which type of advisor is best?

         

         	
           The Asset Allocation Decision
            
            How should you allocate your investments among stocks (equities), bonds (fixed income), and cash (money market funds)?

         

         	
            The Diversification Decision
            
            Which specific asset classes within these broad categories should you include in your portfolio, and in what proportions?

         

         	
            The Active versus Passive Decision
            
            Should you favor an actively managed approach to investing that seeks to outsmart the market, or a more passive approach that
               delivers market-like returns?
            

         

         	
            The Rebalancing Decision
            
            
            When should you sell certain assets in your portfolio and when should you buy more?

         

      

      Each of these decisions has a significant impact on your overall investment experience. Whether you know it or not, every
         day you are making these decisions. Even if you decide to just stay the course and do nothing with your investment portfolio,
         you are inherently answering all of these five questions.
      

      We will provide you with the necessary background to make these decisions. And to help you make smart choices, we will share
         our opinions and recommendations with you.
      

      By learning how to make five informed investment decisions that capture the essence of investing, you will never again be
         afraid of financial markets or uncertain about what to do with your money. You will no longer be a speculator… you will be an investor.
      

   
      
      
The Decisions

   
      
      
CHAPTER 1

      
      The Do-It-Yourself Decision

      
      DO-IT-YOURSELF

      
      The do-it-yourself (DIY) approach is increasingly popular in some industries: home repair and renovation, decorating, self-publishing,
         and fashion. However—we are not going to beat around the bush here—in most cases, we do not believe it is prudent when it
         comes to investing. Finance is complex, the odds are stacked against you, and the stakes are very high: your entire financial
         future. Most people would never make serious medical decisions without consulting a doctor. We believe you should take care
         of your financial health the same way you take care of your physical health—with the appropriate professionals by your side!
      

      
      Attempting to invest on your own can be difficult, time-consuming, and emotionally taxing. Most individual investors do not
         have the skills or the inclination to manage their own investments. However, even for those who do, this may not be a good
         idea. In today’s world of global markets and complex financial instruments, professionals have access to superior resources.
         It is difficult for an individual investor to effectively put together and maintain an efficient portfolio that is properly
         diversified, minimizes fees and taxes, and avoids overlapping assets. In addition, the ongoing monitoring of your portfolio and maintenance of your desired risk exposure can be challenging and overwhelming without
         access to the tools that are used by competent professional financial advisors.
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