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By picking up The Perfect Portfolio, you’ve already taken an important step—choosing to invest your time in understanding how to make confident decisions with your money.

But real progress doesn’t happen in a single sitting. It grows from steady learning, reflection, and curiosity over time.

To help you continue that progress, I created three free bonus chapters that go deeper on some of the practical decisions investors face when building and maintaining a portfolio.

Get instant access to:


	How to choose between mutual funds, ETFs, and SMAs

	How to get out of old positions with big capital gains

	Why individual stocks are riskier than most investors realize



To download the chapters, join my free “What I’m Reading & Why” email list. You’ll receive the bonus chapters right away, plus a brief email every other week with the articles and ideas currently shaping my thinking on investing and financial planning. You can unsubscribe at any time.

Join now by visiting Peterlazaroff.com/join or scan the QR code below with the camera on your phone.

Let’s keep learning together long after you turn the last page of this book.
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To building your perfect portfolio,

Peter Lazaroff, CFA®, CFP®

Author of The Perfect Portfolio and host of The Long-Term Investor Podcast




To my wife and children—the
 best investment I’ll ever make.




PART I
 FOUNDATIONS OF THE PERFECT PORTFOLIO

PART I provides you with the perspective and framework to build a portfolio that can hold up when nobody knows what comes next. Chapter 1 defines what “perfect” really means in investing. Chapter 2 grounds you in market history—what markets have endured, how bubbles form, and why patience is always harder than it sounds in the moment. Chapter 3 covers the behavioral traps that derail good plans and shows how to design guardrails that minimize mistakes. Part I closes with Chapter 4, which explains: how prices reflect expectations, why beating the market is rare, and why forecasts are best avoided.




CHAPTER 1
 DEFINING THE PERFECT PORTFOLIO

WHAT is the best meal you’ve ever had?

For me, my mind wanders. I think about the chicken enchiladas my mom used to make when I was a kid. I think about a joint 40th birthday dinner with old friends. Course after course came out, and every plate was paired with a wine or bourbon pulled from someone’s personal collection. Those meals were great for different reasons.

But I keep coming back to a steak dinner cooked over a cheap grill in the spring of 2010.

The grill was a hand-me-down I’d been given for college graduation a few years earlier. It heated unevenly. The middle stayed cooler while the edges ran hot. At least one piece of meat always caught on fire and ended up beyond what most people would call well-done—which is a shame for someone like me who prefers a medium-rare finish.

And yet this particular steak dinner was perfect.

I’d just bought my first house, and my dad came over while I tried to figure out what “homeownership” actually meant. I grilled in the backyard and he hovered close enough to talk, yet far enough to let me feel like it was mine. The conversation wandered from lawn care to marriage to the weight of making long-term choices. When I replay that night, I can picture the smoke and the backyard light as clearly as the steak.

I’ve eaten at my fair share of highly acclaimed steakhouses since then. I’ve tried steaks dry-aged and dialed in by great chefs. Many of those meals were excellent. But the one that keeps coming back—the one that still feels perfect—was cooked on that temperamental old grill.

The meals that stick in our memories usually have an extra layer. It’s the people, the timing, the reason you were together, the season of life you were in. That sort of context is what people miss when they chase the “perfect” portfolio.

The perfect meal isn’t only about ingredients and technique. It’s also company, timing, mood, and the story happening around the table. A portfolio sits inside a real life with real obligations, real emotions, and real trade-offs.

Still, investors often chase someone else’s version of perfection. Picture walking into a restaurant, feeling unsure, and asking the person at the next table what to order. They rave about the lobster bisque: rich, buttery, unforgettable. It sounds great until you remember your shellfish allergy.

People do a version of this with investments. They copy what worked for someone else without accounting for their own goals, constraints, and tolerance for risk.

Your neighbor boasts about a speculative investment that doubled in a year. Another friend swears by a bond ladder and talks about it like a reliable edge. That person working in finance who seems so knowledgeable might say there is only one smart way to invest—and it’s the way they do it. Each approach can fit a specific person with a specific temperament, timeline, and set of goals. Your fit depends on your own.

The perfect portfolio for you reflects your tastes, your time horizon, your tolerance for risk, and your responsibilities. But it also changes as you do.

When I was younger, I could eat a giant bowl of sugary cereal at midnight and fall asleep without a second thought. Today, that choice keeps me awake. My habits have changed with age and circumstance. Your portfolio needs the same awareness. What felt comfortable at 25 may feel reckless at 45, and what felt reasonable at 45 may feel too restrictive at 65.

The perfect portfolio keeps those shifts in mind, so that it always feels like it belongs to you.

WHAT “THE PERFECT PORTFOLIO” MEANS

In the summer of 2010, markets were still recovering from the financial crisis when I met a prospective client named Andrew. He was a surgeon in his mid-fifties who had managed his own investments for years and was tired of doing it alone. He slid a folder across my desk, neatly labeled “Investments,” and leaned back in his chair.

“This is everything,” he said. “Stocks, bonds, mutual funds, my financial life in a nutshell.”

I flipped through the pages. There were well-known mutual funds and ETFs, a handful of blue-chip stocks, and tax-exempt bonds. It wasn’t how I would have built a portfolio from scratch, yet it looked respectable by conventional checklists.

I set the folder down and asked, “Why these particular investments?”

He hesitated. “They’re good. Safe. They make sense.”

“For who?” I asked.

He frowned. “For anyone. Everyone.”

I’d seen versions of that answer before, but that day it clicked. Andrew wasn’t describing his portfolio. He was describing the portfolio he thought would earn a nod of approval.

That was a problem. A portfolio built for “anyone” is usually built for no one in particular. No single mix of funds stays perfect across every job, every family situation, every tax bracket, every market environment, and every temperament. A portfolio works when it matches your purpose, your limits, your stage of life, and your ability to stay steady when markets get loud.

In this book, the perfect portfolio means a portfolio built on a small set of principles: it has a clear personal purpose, respects emotional and practical limits, leans on evidence, and evolves as your life changes. It’s designed to help your savings grow faster than inflation without taking risks that offer no meaningful reward.

When those pieces are missing, portfolios drift toward whatever is popular, whatever sounds confident on TV, or whatever felt good on the way up. Andrew’s portfolio had working parts. It also felt generic. Our work together focused on making it his.

Purpose and limits: portfolios that fit real people

Once you accept that there’s no universally perfect portfolio, a more useful question shows up: what makes a portfolio perfect for you?

Many investors open with “What should I buy?” I start with two questions: What is this money for? What can you live with along the way? Your answers define both the purpose of your portfolio and the boundaries it must respect.

Take Emily, a software engineer in her early forties who came to see me after Andrew. She loved her work, had decades before she expected to tap her investments, and expected her income to keep rising. Big swings in her account balance didn’t bother her if the long-term reward felt worthwhile. Her portfolio could lean heavily toward growth.

Andrew would have hated that. He was closer to retirement, already successful, and focused on protecting what he’d built. He wanted fewer surprises and more steadiness. Emily and Andrew weren’t making moral statements. They had different lives, timelines, and reasons for investing. A portfolio that fits one can feel unbearable to the other.

Purpose is only half the equation. The other half is what you can realistically tolerate, emotionally and financially, when markets misbehave.

Greg was a successful professional in his late forties who came in after a great run in the market, convinced he could handle aggressive risk. On paper, he looked like someone who could take plenty of risk: high income, healthy savings, no immediate need to draw from his investments. In practice, he built a portfolio full of hot stocks and aggressive funds, rode the thrill of rapid gains, and then unraveled when volatility arrived. He checked prices constantly, lost sleep, and second-guessed every move.

Fit was the issue. His portfolio demanded more emotional stamina than he could reliably give. We scaled back his risk, broadened his diversification, and created clearer rules for how he’d respond to market swings. His expected return dipped slightly, but his ability to stick with the plan improved dramatically.

A portfolio without a clear purpose drifts. A portfolio that ignores your limits breaks. The perfect portfolio sits at the intersection of what your goals require and what you can actually stick with.

Evidence, not predictions

The perfect portfolio also leans on evidence and keeps forecasts from dictating decisions. Most investors know this in theory, but struggle with it in practice. Prediction is tempting. Headlines promise insight about where markets are headed. Confident voices make it sound simple. The voices telling you to ignore the noise can sound naïve—sometimes even ignorant.

Long-running scorecards that track active managers against their benchmarks show how difficult it is to beat broad market benchmarks over long stretches after fees. If people with research departments and trading desks struggle to stay ahead, the odds shrink fast for the rest of us doing it during our free time.

But you’re not flying blind. Investing has foundations. Long-term market data, the relationship between risk and return, and the history of diversified markets rewarding patience give you more reliable footing than forecasts. Evidence won’t tell you what markets will do next month. It does show which behaviors tend to work over decades.

Portfolios lose their footing when they chase predictions, lurch from headline to headline, or put too much weight on someone else’s confidence about the future. Those approaches can feel informed at the start, but they often hide gaps in understanding that make decision-making fragile.

An evidence-based portfolio runs on rules, diversification, and probabilities. From the outside, it can look boring. Boring is useful. It reduces the urge to anticipate every twist and helps you stay invested in a plan built to endure.

The perfect portfolio changes with you

The perfect portfolio can fit well for years and then drift out of sync as life moves. Your goals change. Your income changes. Your responsibilities change. Your ability to take on risk changes.

I saw this with Roger and Michelle, a couple who spent most of their careers investing aggressively. They were comfortable with risk and enjoyed watching their savings grow. As retirement approached, their priorities shifted. Growth still mattered, yet they wanted a path that felt steadier. They wanted to know their savings would support the life they’d built for decades, not just survive the next year.

Their portfolio needed a shift in emphasis. The focus moved from squeezing out every last bit of return to smoothing the path ahead. Roger initially heard “dialing down risk” and translated it as “falling behind.” Once we tied the change to their new timeline and spending needs, it clicked. They were updating the portfolio to match who they were at that stage of life.

The tools evolve, too. An investment philosophy built on diversification, low costs, and not relying on forecasts has worked through the decades of very different markets—and shouldn’t need to change much, if at all. But the vehicles that express that philosophy change. Mutual funds give way to ETFs in many areas. Separately managed accounts offer more precise tax management in the right situations. Costs drop. Diversification becomes easier to maintain. For Roger and Michelle, those shifts justified swapping one fund for another as well as adopting a better vehicle for their changing tax situation.

Later, when it became clear their savings would likely outlast them, we adjusted their allocation again. With their own needs secure, we reshaped part of the portfolio to reflect a longer horizon—the time horizon of people who would likely inherit the money. What mattered wasn’t whether the adjustment was “more aggressive” or “more conservative.” What mattered was revisiting the plan when their life changed rather than reacting to whatever the market had done lately.

Markets change, and so do people. The perfect portfolio is built on a philosophy that can hold up through both—and flexible enough to adjust within that philosophy as your season of life changes.

Evidence-based investing

Decades ago, a meteorologist ran weather simulations on an early computer. To save time, he restarted one of his models by typing in rounded versions of the original numbers, small changes tucked into the fourth or fifth decimal place. He expected the forecast to look almost identical. At first it did. As the model projected further into the future, the new forecast drifted away from the old one. Two runs of the same system, separated only by tiny rounding differences, produced completely different outcomes.

That discovery helped shape how scientists think about complex systems. It later became known as the “butterfly effect,” the idea that a tiny nudge can trigger a chain of events that ends in a storm far away.

Financial markets behave in a similar way. They’re shaped by millions of people making decisions in real time, each with their own information, fears, and incentives. Small surprises—an earnings report, a policy comment, a new technology, a geopolitical shock—can ripple through that system in ways no model fully captures. The further out you try to predict, the more those uncertainties compound.

Every year brings a new wave of confident forecasts: price targets, sector calls, timing strategies, lists of expected winners and losers. Some calls look brilliant in hindsight, many don’t, and it’s rarely obvious in advance which will be which.

Even knowing that, investors still come to me with a familiar sentence: “I know you can’t time the market, but. . .” Then comes whatever the headline of the week happens to be—something scary, something exciting, or both. The question underneath it is almost always the same: “Should we be doing something different right now?” They aren’t asking to day-trade. They’re wondering whether a good portfolio should be able to sidestep every threat or capture every trend as it shows up in the news.

Markets move before the news cycle catches up. Stock prices change when new information shifts what investors collectively expect about future cash flows and risk. Good news and bad news are processed and reflected in prices almost instantly. In competitive markets, it’s extremely hard to stay a step ahead of that process in a way that reliably helps you.

Evidence-based investing takes those lessons seriously. It asks a practical question: given uncertainty, which approaches have tended to give investors better odds over decades? That question pushes you toward diversification, simple rules, and decisions that can survive being wrong about the next twist.

There’s another benefit. When you stop expecting your portfolio to bob and weave through every current event and every trend, you stop investing like a speculator. You don’t need to guess what happens next. You just need an approach that assumes the world will keep changing but still gives you the best odds of reaching your goals.

The rest of this book turns that idea into a plan you can follow. It uses history, human behavior, and investment theory to build a portfolio that holds up through uncertainty and rewards consistency.

HOW THIS BOOK GUIDES YOU TO YOUR PERFECT PORTFOLIO 

I travel a lot, both for work and with my family. I’ve landed in enough unfamiliar airports to know how disorienting it is when the signs aren’t clear. You can still find your way eventually, but you lose time and miss things. A new city without a map can feel the same—lots of wandering and wrong turns.

Building the perfect portfolio can feel similar. You need a framework that helps you recognize when you’re headed in the right or wrong direction.

This book provides a framework for developing an investment philosophy that is grounded in evidence so you can build a portfolio you understand and can live with.

Part I lays the foundation.

Before deciding what belongs in your portfolio, we’ll start with what market history shows: the returns, the drawdowns, the uncomfortable stretches. Then we’ll look at the psychology that causes smart people to make expensive mistakes, often without realizing it in the moment. Only after that do we bring in the key ideas from investment theory that connect risk and return. The order matters. History first, then behavior, then the principles that help you respond well.

Part II moves from foundation to construction.

With the basics in place, we’ll assemble the working parts of your portfolio. We’ll start with how to decide what should and shouldn’t earn a place in your portfolio. Next, we examine rules-based approaches to investing in stocks, including broad indexing and factor tilts. Then we’ll clarify the role bonds can play in the perfect portfolio while addressing the common myths and missteps of the asset class. We’ll also cover when alternatives might help and when they can hurt. The aim is to gain practical clarity and enough understanding to explain why each component belongs.

Part III turns design into day-to-day practice.

Knowing what to own is only half the job. Keeping your portfolio aligned with your life is where many investors struggle. We’ll cover implementation and upkeep: when and how to rebalance, what to do when a large bonus or inheritance arrives, and how to react when markets drop sharply without freezing or flailing. We’ll also talk about whether to manage everything yourself, work with an advisor, or blend the two, with an emphasis on choosing an approach you can actually follow.

By the end of this book, you’ll be able to say, in plain language, what your money is for. You’ll know why each major holding deserves its spot. You’ll have a way to handle volatility without letting every bout of anxiety turn into a trade. You’ll also have a method for measuring progress that aligns with your own goals, not someone else’s scoreboard.

If you’ve ever looked at your portfolio and wondered whether you should “do something,” this book is meant to sit beside you in that moment. There will still be choices, but fewer impulsive ones, and you’ll know how to make them.

The goal is a life you can afford and enjoy, with a portfolio that supports that life without dominating it. The perfect portfolio is personal. It starts with purpose, leans on evidence, and respects your real-world temperament. The result is a portfolio you can stick with through thick and thin.

KEY TAKEAWAYS


	Perfection is personal. A portfolio that worked for someone else can be wrong for you because it ignores your timeline, constraints, and temperament.

	Start with purpose and guardrails. Ask what this money is for, then set boundaries in advance that you will be able to live with when markets misbehave.

	Build on evidence, not forecasts. The future is too sensitive to small surprises for reliable prediction—diversification, low costs, and predetermined rules give you better odds.

	Fit matters more than bravado. A portfolio that looks “right” on paper can fail in real life if it demands more emotional stamina than you have to give.

	Update without constantly tinkering. Your portfolio should evolve as your life changes, but not in response to headlines or market moves.



The perfect portfolio is the one you can stick with through thick and thin.




CHAPTER 2
 HISTORY AND THE PERFECT PORTFOLIO

IN the spring of 1804, Meriwether Lewis stood at the edge of America as he knew it and tried to picture what lay beyond. President Thomas Jefferson had given him an audacious assignment: cross an unmapped continent and reach the Pacific. West of the Mississippi, the best maps were part rumor, part hope—yet Lewis believed imperfect information was better than no guidance at all.

For months, he pored over fur traders’ journals, missionaries’ notes, and accounts from Native American guides. He wasn’t looking for certainty. Every scrap of knowledge mattered—where others got stuck, what they underestimated, and what kept them alive when plans collided with reality.

The journey tested everything. A single bad decision could cost the expedition a boat, a season, or the supplies that made the next hundred miles possible. Many expeditions before them had ended in disaster. But because Lewis and Clark studied history and prepared accordingly, they survived what others could not. After two grueling years, they returned with precise maps and hard-won information that sharpened America’s understanding of its own continent. Their success wasn’t luck. It was the disciplined use of history as a guide.

Investing is its own frontier. None of us can know what comes next, but we can learn what tends to happen when greed outruns judgment, when fear turns ordinary volatility into panic, and when the crowd decides that “this time is different.”

In this chapter, you’ll see how financial history equips you to stay calm


WHY HISTORY IS YOUR BEST INVESTING TEACHER






[image: A line graph shows the growth of various asset classes from 1801 to 2025. The y-axis represents value in pounds, ranging from £0.01 to £10,000,000. The x-axis represents years from 1801 to 2025. The graph includes five lines: Stocks (highest growth, reaching £2,334,920), Bonds (£2,163), Bills (£245), Gold (£4.06), and US Dollar (£0.043). A table on the left lists annualized returns: Stocks 6.9%, Bonds 3.6%, Bills 2.5%, Gold 0.6%, and US Dollar -1.4%.]




	1802–1870 (Real return = 6.7%): This first era saw America’s transformation from a largely agrarian economy into an emerging industrial powerhouse, akin to economic shifts seen recently in developing markets across Latin America and Asia.

	1871–1925 (Real return = 6.6%): In this second era, the U.S. emerged as the preeminent global economic and political superpower, experiencing rapid industrial expansion and significant societal transformations.

	1926–2025 (Real return = 6.8%): The modern era encompasses momentous and challenging events including the Great Depression, the Second World War, the postwar economic boom, the tech bubble and subsequent crash, the global financial crisis, and the Covid-19 pandemic.






EARLY SPECULATIVE MANIAS: LESSONS FROM TULIPS AND TRADING COMPANIES








INDUSTRIAL INNOVATION AND INVESTOR EUPHORIA: RAILROADS AND THE BIRTH OF MODERN MARKETS






MISPLACED CONFIDENCE: FROM THE NIFTY FIFTY TO TODAY’S MAGNIFICENT SEVEN









[image: A bar chart titled ‘Historical P/E Ratios Nifty Fifty and Magnificent Seven.’ The chart shows ‘Nifty 50 peak’ at approximately 45, ‘Current Mag 7’ also around 46, ‘S and P 500 At Nifty 50 peak’ at about 18, and ‘Current S and P 500’ near 27. ]






[image: A bar chart titled ‘Excess Return’ displays excess return percentages of companies before and after the first year they became one of the 10 largest in the U.S. The chart shows 10 years before at 27.20%, 5 years before at 20.00%, 3 years before at 11.80%, 3 years after at 0.50%, 5 years after at -0.90%, and 10 years after at -1.50%. The chart shows a significant decline in excess returns from 10 years before to 10 years after periods.]


CRASHES VERSUS CORRECTIONS








[image: A line graph shows the percentage change in bull and bear markets since 1950. The y-axis ranges from -100 to 700, while the x-axis spans from 1950 to 2022. Bull markets are represented by a light gray area and bear markets by a darker gray area. Significant peaks are observed around 1998 at about 580% and 2021 at about 400%, indicating notable bull market growth.]



EXPOSURE THERAPY FOR INVESTORS






[image: A vertical bar chart displays percentage changes over time from 1950 to 2025. The y-axis ranges from 0% to -60%, with negative values represented by bars. The x-axis marks the years. Significant downward spikes are observed in early 1970s, mid 1980s, early 2000s and the big crash of 2008, indicating substantial negative changes.]






[image: Three line graphs displays real stock returns over time. The top graph shows 1-Year Real Stock Return from 1926 to 2025, with drastic fluctuations between -60% and 60%, and a long-term average line. The middle graph illustrates 3-Year Annualized Real Stock Return, less erratic fluctuations, with a similar long-term average line. The bottom graph depicts 10-Year Annualized Real Stock Return, showing less volatility and a more stable trend.]


VOLATILITY VERSUS NARRATIVE







[image: A line graph, depicting the growth of $1 in MSCI index S and P 500 index from 1970 to 2025, shows fluctuations in value over time. The y-axis represents the index value, ranging from 0.1 to 100, while the x-axis marks significant historical events. Key events include Arab oil embargo (1973), Oil prices quadruple (1974), S and P 500 Down 43% (1974), BusinessWeek: ‘The Death of Equities’ (1979), Gold hits record high (1980), US inflation at 13.5% (1980), Dow drops 23% on Black Monday (1987), Savings and loan crisis (1989), Iraq invades Kuwait (1990), Income tax rates rise (1993), Asian currency crisis (1997), Russian financial crisis (1998), Y2K scare (2000), Dotcom stock crash (2000), 9/11 terrorist attacks (2001), Iraq war begins (2003), Hurricanes Katrina and Rita (2005), Subprime mortgage crisis (2007), S and P 500 down 46% (2008), Eurozone debt crisis (2010), US home prices hit bottom (2012), Fiscal cliff worries (2013), Brexit (2016), and COVID-19 pandemic (2020) . The overall trend shows a general increase in the index value, with notable dips during crises.]







	History won’t tell you what happens next. It tells you what usually goes wrong when people get greedy, scared, or certain.

	Compounding rewards patience. Stocks have done the heavy lifting over long stretches, even when the ride was rough.

	Bubbles are rarely obvious in real time. Sometimes the technology is real—the mistake is paying a price that assumes a perfect future.

	A “great company” is not the same thing as a “great investment.” When expectations get too high, even impressive companies can disappoint.

	Plan for volatility and tune out the noise. Drawdowns are normal, recoveries start fast without warning, and headlines are designed to make you react.
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