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NOTE TO READERS

This publication contains the opinions and ideas of its author. The strategies outlined in this book may not be suitable for every individual and are not guaranteed or warranted to produce any particular results. Presentation of performance data herein does not imply similar results will be achieved in the future. Any such data is provided merely for illustrative and discussion purposes; rather than focusing on the time periods used or the results derived, the reader should focus instead on the underlying principles.

This book is sold with the understanding that neither publisher nor author, through this book, is engaged in rendering legal, tax, investment, insurance, financial, accounting, or other professional advice or services. If the reader requires such advice or services, a competent professional should be consulted. Relevant laws vary from state to state.

No warranty is made with respect to the accuracy or completeness of the information contained herein, and both the author and the publisher specifically disclaim any responsibility for any liability, loss, or risk, personal or otherwise, which is incurred as a consequence, directly or indirectly, of the use and application of any of the contents of this book.
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This book is dedicated to all those who, despite being apprehensive about investing, are convinced that financial security and prosperity can be theirs if someone will simply show them the way.
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Overview: The Secret to Successful Investing


What is the secret to successful investing? If you’re like many Americans, you’ve sought the answer. Indeed, there’s no shortage of ideas. Stocks, bonds, mutual funds, exchange-traded funds, real estate, options trading, commodities — you’ve encountered dozens of ways to invest. You’ve also tried some of them.

    And they’ve all led you to the same place: this book.

    After all, if any of those ideas had made you rich, you wouldn’t be reading this page right now.

    I’ve seen a lot of people like you in my three decades as a financial planner. You’re careful with your money, and you want it to grow. You’ve tried a lot of ideas, maybe even worked with a broker or two (or three), but nothing seems to have worked.

    That’s okay. It’s even common. Throughout the 30 years my firm has been managing billions of dollars for people just like you, I’ve spent a lot of time studying investment strategies and learning how consumers get it wrong and what you need to do to get it right.

    And I have exciting news for you! I’ve found the secret to successful investing, and I’m sharing it with you in this book. The secret is so clear, so obvious, and so easy that you’ll kick yourself for missing it all these years. To find out what that secret is, all you have to do is turn the page.


Buy Low

Sell High


Uh-oh. I suspect you’re feeling a little disappointed. Maybe even a little annoyed. I paid how much for a book that tells me to buy low/sell high? You’ve got to be joking.

Indeed, you are probably hoping — even assuming — that I am joking. Everyone knows you’re supposed to buy low/sell high. And everyone also knows the line is a joke, because everyone knows it can’t be done.

But it’s really true. The key to investment success really is buying low and selling high. And in this book I really am going to show you how to do it.

To help you understand how to do it correctly, I’m also going to show you:

[image: Images] the one major goal you should have as you seek investment success;

[image: Images] the two major obstacles you’ll encounter;

[image: Images] the one big question you’ll have to face; and

[image: Images] the two basic “truths” that confront — and confound — every investor.

In the short time it takes you to finish this book (I bet you can read it cover to cover in one sitting), you’ll know how to construct a portfolio that can help you obtain above-average returns, below-average risks, and below-average costs.

So let’s get started.
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ONE


One Major Goal You Should Have


When people seek investments, they tend to have one goal in mind: They want to beat the market.

Don’t agree? Then tell me why you compare the performance of your investments with the S&P 500 Stock Index. You’re gauging your success by comparing your investment results with the overall market, as measured by the S&P 500, the Dow Jones Industrial Average, or some other stock-market index. If you’re beating the market, you’re happy. If you’re not, you’re unhappy.

Guess what? Trying to beat the market is the wrong goal.

In fact, that’s a disastrous goal. Taking that approach sets you up for failure.

Why? It’s really very simple. And we need look no further back than 2008 to understand why. In 2008 the S&P 500 lost 38.5%.I 1 If you lost only 30%, congratulations! You beat the market!

Somehow I doubt you (or your spouse) would be thrilled at such news.

Thus we must remember that “beating the market” isn’t the point. In fact, only one thing matters when it comes to investing: achieving financial security. That is your one major goal.

Think about it. The purpose of investing is to help you achieve your goals, whether that means sending your kids to college, retiring comfortably, or caring for aging parents. It’s financial security that matters, not some benchmark that has no relevance to your personal life.

People who focus on the stock market are missing the point. You need to emphasize your goals.



I. The sources for all statistics can be found on page 175.
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TWO

The Two Major Obstacles That You’ll Face

If financial security is the goal, you’ll soon encounter a couple of problems. Let’s explore them.

Obstacle 1: Taxes

The first obstacle you’ll encounter is taxes.

When you earn money from your occupation, you pay income taxes.

When you purchase goods, you pay sales taxes.

If you invest money, you’ll pay income taxes on the interest you earn or capital gains taxes on the dividends and profits you receive.

If you buy real estate (and in some jurisdictions, cars, boats, and airplanes), you’ll pay property taxes.

If you give money to family members, you (not they) might owe gift taxes.

And if you should die with more money than Congress or your state government feels is appropriate, your estate will pay estate and/or death taxes.

As everyone who has accumulated money knows, money does not solve every problem. But it sure does create new ones.
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Sources: Internal Revenue Service and the Tax Foundation.




Obstacle 2: Inflation Erodes Your Buying Power

The second obstacle to financial security is harder to notice (because you never actually write a check for it, the way you write a check to the IRS), but it’s just as damaging.

It’s inflation.

As it rises, it erodes the buying power of a dollar.

As shown in Figure 2.2, inflation has averaged 3.0% since 1926. Since 2003, it has averaged 2.2%. Sometimes it’s higher, as when it averaged 8.6% from 1973 to 1974. But at other times it’s quite low. From 2010 through 2015, it averaged only 1.5%. But over long periods, it’s been remarkably consistent at 3.0%,2 so that’s what you should assume when engaging in long-term financial planning.
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CPI for All Urban Consumers. Source: Bureau of Labor Statistics. Data through December 31, 2015.




Why Those Who Invest “Safely” Often Go Broke

The sad truth is that taxes and inflation most hurt the people who know the least about investing.

Let’s assume you place $100,000 into a five-year bank certificate of deposit that pays 0.8% annually. That was the average CD rate as of December 31, 2015, according to bankrate.com.

If you earn 0.8% on $100,000, you earn only $800 in interest. And you don’t keep all that because the interest is taxable.

Let’s assume you pay both federal and state income taxes. Let’s further assume your combined federal/state tax bracket is 30%. Because the CD paid 0.8%, you lose 0.24% to taxes, leaving you with a profit of 0.56%.

And let’s not forget inflation. If inflation is 0.7%, as it was for the year ending December 31, 2015, you’d actually be losing 0.14% on every dollar you invested in that CD. Now, losing 0.14% annually might not seem like much, but if you lose 0.14% every year for 20 years, guess what happens? You end up losing 2.8% of your money. In other words, if you start with $100,000, over 20 years you’ll watch your money “grow” to $97,200 in real economic terms.

However, that loss amount is deceivingly low. That’s because inflation has rarely been as low as it was during 2015. Between 2010 and 2015, it averaged 1.5%. Since 2005, it has averaged 2.3%. And since 1926, it has averaged 3%. So let’s use 2.3% inflation for purposes of this illustration. On that basis, as Figure 2.3 shows, you’d have lost 1.74% of your money for each of the 20 years, for a total loss of 34.8%, leaving you with a balance of just $65,200 after 20 years.

To understand the crisis this presents, consider the couple who both retire at age 65. They’ve spent years — two full, lifelong careers — accumulating their savings, and they know the money they have is all the money they will ever have. If they lose it, it’s gone. They know they don’t have another 35 years to regenerate their savings if they lose it. So they invest carefully, choosing investments that can’t lose money. They reject the stock market as too risky and instead place their life savings into bank CDs or the like.
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Earnings reflect hypothetical return, not meant to reflect any specific investment. Taxes based on 30% combined federal/state income tax rate. Inflation rate is based on the average for the Consumer Price Index from 2005 through 2014 according to the Bureau of Labor Statistics. Past performance does not guarantee future results.
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