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				INTRODUCTION

				My phone rings. On the other end is a concerned client. She wants to sell all her stocks and sit on the sidelines until things settle down. Only a few minutes before this call, I was speaking to a prospective client who expressed the same sentiments. He gave me the reasons for his concerns in detail. The U.S. economy “stinks.” The recovery is “a joke.” The stimulus didn’t work. All we are doing is printing money. He doesn’t believe the full faith and credit of the United States is a sufficient cushion against a likely default. He doesn’t trust “those crooks on Wall Street.” Most of Europe is in freefall. Even China is feeling the brunt. The markets are rigged. Individual investors like him don’t have a chance. He can’t cope with these constant ups and downs in the market. He asked me to call him in six months or so when things settle down.

				It’s hard to argue with these sentiments. There are facts supporting all of them. However, the analysis should not stop there. Most of my clients have one overriding investment objective: they want to retire “with dignity.” They don’t want to run out of money during their lifetime or the lifetime of their spouse or partner. They want to maintain their quality of life in retirement, taking inflation into account. They want to be able to afford competent medical care (or possibly extended care) if the need arises. Above all, they don’t want to be a financial burden on family or friends.

				Uncertainty creates fear, and fear creates anxiety. Anxiety can have a paralytic effect. The temptation to sit on the sidelines seems reasonable.

				The financial media fan the flames of fear and anxiety. Their daily grist is often an endless parade of self-styled investment “experts” who peer into their crystal balls and give disturbing—and often conflicting—assessments of where the market is headed. Usually, these “experts” are associated with firms that profit from the predictions they make. For example, it is not uncommon to find a broker with a commodities firm recommending that a large portion of your assets should be placed in “hard assets” like gold and silver. You’ve heard the pitch: “Just call this toll-free number...”

				I regard all this activity as nothing more than noise that keeps you from focusing on information that could really help you separate hype from fact. Fortunately, a lot of objective, historical, peer-reviewed data is available. Understanding it will help you make intelligent, responsible investing decisions.

				My goal is to provide you with that information. I want to empower you to take charge of your financial life so you can achieve your goals. I am using “financial life” in the broadest sense. You don’t need to have a lot of money to invest in order to start to put your finances in order. You probably have a checking account. You have credit cards. Maybe you have student loans, automobile loans, or a mortgage. If you are employed, you may have access to a 401(k) plan. You will find information here that is valuable to you regardless of whether you are at your first job or are in the final stages of planning for retirement.

				If you are at an early stage in your career, before you can consider investing for the future, here are some things you need to do:

				
						Pay off all credit card and other high-interest debt

						Eliminate as much other debt as you can (automobile loans, student loans)

						If you are saving to purchase a home, remember to consider all of the related costs that come with home ownership (taxes, insurance, closing costs). Most experts recommend a down payment of at least 20 percent of the cost of the home. Otherwise, you may be required to purchase private mortgage insurance, which is an additional cost built into your mortgage. In some parts of the country, house prices have fallen to levels where you may be able to put down substantially more. If you can, you should.

						If you have a mortgage, check to see if you qualify for a lower rate. In order to determine if it makes sense to refinance, you will need to calculate your break-even point to determine how long it will take you to recover the costs of refinancing. I provide a resource for you in the last section of this book, “Need More Convincing?”

				

				When you have eliminated all high-interest debt, your first investment should be in your 401(k) plan, but only if your employer contributes to your savings. If so, your goal should be to contribute the minimum necessary to obtain the maximum employer match. If your employer doesn’t contribute, consider opening up a traditional IRA or a Roth IRA, if you qualify. I discuss how to select investments from the available options in your 401(k) plan, and the comparative merits of traditional versus Roth IRAs, in The Smartest 401(k) Book You’ll Ever Read.

				If you have accomplished these goals, you are now ready to open an after-tax account and start investing. This is your best opportunity to secure your retirement, but it is also where most people make critical mistakes that doom their investment goals. I want to be sure this doesn’t happen to you. If you follow the basic guidelines I discuss, you will be fine.

				All of my recommendations are based on extensive, peer-reviewed research. The sources are set forth in the last chapter. This really is information Wall Street doesn’t want you to know. The next time you hear someone recommending that you take a different path and asking you to rely on their “expertise,” ask them, “Where’s your data?”

				Now you will be able to show them yours.

			

		

	
		
			
				First Step

				Get Reliable Data

				“Data! data! data!” he cried impatiently. “I can’t make bricks without clay.”

				—Sherlock Holmes, “The Adventure of the Copper Beeches”

				When it comes to making intelligent investing decisions, there is very good news: You have access to a staggering amount of reliable historical data. We have more than eighty-four years of information, starting in 1928, covering every type of market condition. You can easily find out how the stock market reacted to, and recovered from, the Great Depression, natural disasters, recessions, wars, and acts of terrorism. Every bull and bear market for this entire period has been documented with detailed historical data on how stocks and bonds performed; how volatile the markets were; and what the risks and returns were of all kinds of portfolios of stocks and bonds, ranging from the most conservative to the most aggressive.

				There are literally hundreds of academic, peer-reviewed articles analyzing this data. You can also read many excellent books on investing that summarize and reference this research.

				Here’s the problem: The securities industry and the financial media have a vested interest in keeping you from focusing on this information. They know that if you really understood how to invest responsibly, in all market conditions, you probably would not use their services. For them, an ignorant investor is the best source of revenue.

				They may be correct. Think about it this way. Do you believe Bernie Madoff would have wanted his clients to be more educated? In the

				
				
				
				
				
				
				
				
				
				
				
				
				
				
						Consider the source. A mutual fund family has an obvious conflict of interest when providing data about its own funds. Data provided by an independent third party (like Morningstar) is far more objective.

						Look for Global Investment Performance Standard (GIPS) compliance. Let’s make this easy. Rely only on data that is designated as “GIPS compliant.” This standard is generally considered to assure fair and objective reporting of performance information.

						Look for long-term data. Short-term data is inherently unreliable. Look for at least ten-year, and preferably twenty-year, performance data. But remember, even long-term data is not predictive. There is a reason why the SEC requires mutual funds to state (albeit in a small font) that “past performance is not indicative of future results.”

						Look for risk data. Many investors look at performance without considering risk. You need to understand how much risk the fund is taking with your money. Risk is typically expressed as “standard deviation.” It is a statistical measure of dispersion around a mean outcome: The higher the standard deviation, the greater the risk.

						Look for benchmark data. Most publicly traded mutual funds are given an assigned benchmark by Morningstar. A “benchmark” is a standard against which the performance of a mutual fund or investment manager is measured. Some common benchmarks include the S&P 500 Index, the Dow Jones Industrial Average, and the Russell 2000 Index.
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