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INTRODUCTION

The Market Wants
to Be Your Friend

Risk comes from not knowing what you are doing.
—Warren Buffett

You might be wondering
why this book appears

to be flipping you the bird
right out of the box (see
Figure I.1).1 Well, that’s
the market for you.We often
hear about the market aver-
aging around 10 percent
over long periods of time.
That’s true. It just doesn’t
do it in a nice, linear,
stress-free way. It’s all over
the place. Let’s check out the
graph in Figure I.2 with the
returns by year.

1 “Flipping the bird,” otherwise known as “flipping you off” and a variety of

other things, is a decidedly PG-13 concept. I am assuming you are 13 or that

someone older than 17 gave you the book, and that this is not a concept you

have never heard before or that you will take too much offense to. Besides, I’m

not really flipping you the bird; the market is. I can’t control that.

FIGURE I.1

Welcome to the
Jungle
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So, yes, it is true the market has averaged about a 10 percent return
over the long run. However, most investors never get anywhere near that
return out of their stock investments. The reason is that the market return
varies. A lot. All the time.

This is a concept you need to get comfortable with in order to be a
successful investor, as it’s a prerequisite to avoiding the mistakes all

FIGURE I.2

Percentage Change in S&P Market
Index by Year

Sources: Graph by Creative Planning, Inc. Re-created from graph by Sumner 2008 and
updated with data from S&P Dow Jones Indices, LLC 2014.
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All of that is market timing.
Why would anyone want to get in the way of an investment that has

perpetually produced such fantastical* returns?
Quite simply, it is because the stock market doesn’t go up in a straight

line. Drawn as the returns actually happened, the graph looks like the one
shown in Figure 1.2.

That still doesn’t look so bad when we look at it from here, with the
full benefit of hindsight. Of course, living through it is a completely
different matter. Imagine the emotional turmoil you would have gone
through during the Great Depression, the feeling of inertia and futility
you would have had to endure through the 1970s, or the panic in 2008
(actually, you likely don’t need to imagine that one!). With investing,

*Yes, it is a word! “Fantastic” didn’t seem adequate enough to describe how

great an investment stocks have been.

FIGURE 1.1

Source: Data from S&P Dow Jones Indices, LLC 2014.
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even a few weeks can seem like forever, especially when the market is
moving against you.

To be clear, there are many “markets.”The graphs we have looked at
so far represent the Dow Jones Industrial Average, an index of 30 large
U.S. companies with a history allowing us to go back more than 100
years. Today, the more common index is the S&P 500, which is an index
of 500 large U.S. companies, like Microsoft, Exxon Mobile, Google,
Procter & Gamble, and GE. While there are thousands of stocks, the
largest 500 make up about 80 percent of the entire market capitalization.
This is because companies like McDonald’s, in the S&P 500, are
hundreds of times larger than say, the Cheesecake Factory.*

FIGURE 1.2

Dow Jones Industrial Average,
Nonlinear Return

Source: Data from S&P Dow Jones Indices, LLC 2014.

*Clearly, market capitalization is not a reflection on whose desserts are better.

More on that later.

M a r k e t T i m i n g 3
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Just so no one thinks I am selecting the most awesomest* investment
ever as an example, the same holds true for small U.S. stocks, interna-
tional stocks, and emerging markets stocks. The point being, all broad
markets have done the same thing: Go up. A lot.

All of this looks pretty good, right? But to get these returns, you need
to avoid making the first big mistake: market timing. This isn’t as easy as it
sounds because there are lots of people who are encouraging you to make
this mistake. Among them are prognosticators on TV, market timers,
your buddy at work, your brother-in-law who “jumped out right before
the last crash,” and the majority of the financial services industry.

This group of market timers can be divided into two camps, as
illustrated in Figure 1.3.

FIGURE 1.3

Market Timer Camps

Source:Graph by Creative Planning, Inc.

*Yes, I realize that this is actually not a word.
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5. “Prepare for Stock Market Crash 2013,” Jonathan Yates, money-
morning.com, July 23, 2012

6. “Dr. Doom 2013 Prediction: Roubini Says Worse Global Eco-
nomic Turmoil Approaching; Five Factors to Blame,” Kukil Bora,
International Business Times, July 24, 2012

7. “Watch Out for a Correction—orWorse,”Mark Hulbert, Market-
Watch, August 8, 2012

8. “We think we are set up for an 8�10 percent correction in the
month of September,” MaryAnn Bartels, Bank of America Merrill
Lynch, August 22, 2012

FIGURE 1.4

Market Prognasticators’ Correction
Predictions

Source:Graph by Creative Planning, Inc.
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three to five years, depending on how far back you want to look. There
have been 34 bear markets from 1900 to 2014, including 14 since 1946.
The four bear markets from 2000 on have been jarring for investors with
all sorts of crises assaulting the markets. The average bear market decline is
33 percent and more than one-third of bear markets have suffered drops
over 40 percent. The average bear market lasts close to a year with almost
all of them lasting anywhere between eight months and two years (see
Figure 1.5).

Bear Markets Happen for Different
Reasons, but the Outcome Is Always
the Same

The fourmost expensivewords in theEnglish language are:“This time it’s different.”
—John Templeton

FIGURE 1.5

Bear Markets: How Often,
How Long, and How Severe?

05/29/1946
04/06/1956
12/13/1961
02/09/1966
12/03/1968
01/11/1973
09/21/1976
04/27/1981
08/25/1987
07/16/1990
07/17/1998
03/24/2000
01/04/2002
10/11/2007

05/17/1947
10/22/1957
06/26/1962
10/07/1966
05/26/1970
12/06/1974
02/28/1978
08/12/1982
12/04/1987
10/11/1990
08/31/1998
09/21/2001
07/23/2002
03/09/2009

353
564
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45

547
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–23.2%
–19.4%
–27.1%
–25.2%
–35.9%
–45.1%
–26.9%
–24.1%
–33.5%
–21.2%
–19.3%
–36.8%
–32.0%
–57.6%
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Bottom

Number of
Days

Duration

% Decline
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FIGURE 1.6

Dow Jones Industrial Average and Bear Markets

Source: Graph by Creative Planning, Inc.

29



3GC01 08/02/2014 13:12:8 Page 31

rearview mirror it looks easy. That is very rarely the case. The market trades
in very wide ranges. Since 1980, the market has had an average intrayear
decline of 14.4 percent, but still ended with a positive return 26 of the past
34 years! (See Figure 1.8.) The market moves around a lot. Accept
it, embrace it, learn to love it. If you can’t do that, well then, at least get
used to it!

You Can’t Wait for Consumers to Feel Good
Bull markets are born on pessimism.

—John Templeton

You not only can’t wait for things to “settle,” you also can’t use
consumer confidence as an indicator. You might notice that during bear
markets, commentators often talk a lot about “consumer confidence.”
They do this because the consumer drives a lot of the economy. If the
consumer doesn’t feel good, he likely won’t spend money. If the
consumer doesn’t spend money then companies can’t make money.
And if companies don’t make money, the markets likely won’t recover.
This is simply not true, primarily because the market isn’t looking at

FIGURE 1.7

Bear Markets:
How Quickly They “Turn”

6/13/1949
10/22/1957
6/26/1962
5/26/1970
10/3/1974
8/12/1982
12/4/1987
9/21/2001
7/23/2002
3/9/2009

Bear Market Bottom
 42.07%
 31.02%
 32.66%
 43.73%
 37.96%
 59.4% 
 22.40%

  –12.50%
 17.94%
 69.49%

Next 12 Months (S&P 500)
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FIGURE 1.8

S&P 500 Intrayear Declines versus Calendar-Year Returns

Sources: Data from Standard & Poor’s, FactSet, J.P. Morgan Asset Management. Returns are based on price index only and do not include
dividends. Intrayear drops refer to the largest market drops from a peak to a trough during the year. Data as of 12/31/2013.
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today. The market is always looking at tomorrow. It cares less where the
economy is today and more about where it is headed.

Bull markets tend to emerge when investors are feeling the worst about
the future outlook. The University of Michigan regularly measures
consumer confidence. Figure 1.9 shows how the stock market performed
the 12 months following each time consumer confidence was less than
60 percent.*

Learning to Accept the Bear Markets
If you are 55 years old, you can expect to live through about seven or so
more bear markets. Do you really want to freak out every time? Are you
really going to navigate through each one? No, you’re not, because you
know better! There is one great thing that all bear markets have in
common: 100 percent of the time, they give way to bull markets. Not
50 percent of the time, not 75 percent of the time, not 99 percent of the
time. 100 percent of the time! Why do so many people mess with those

FIGURE 1.9

When the Consumer Gives Up
Consumer Confidence <60%

1974

1980

1990

2008

+37%

+32%

+30%

+60%

Next 12 Months (S&P 500)

*My kids like to play the “opposite game” where you say the opposite of what

you mean. Much of the market information that is intended to help investors,

like the consumer confidence data, actually works the opposite of how

commentators choose to reference it. We will see more of this later in the

book when we look at Morningstar ratings.
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Lump Sum Investing versus Dollar Cost Averaging
In the previous section we cover why, if you find yourself getting money
each year, you should invest it all at once instead of over time. Surely, the
advice is different if we are talking about a huge sum of money, right?

Surely dollar cost averaging instead of lump sum investing spreads out
the risk? After all, it’s a common recommendation given repeatedly by
financial pundits and advisors to invest a lump sum over time. The answer
is no, not really. It does however have legitimate psychological consid-
erations that we will discuss in a minute.

First, what is a lump sum? A lump sum is when you get a boatload of
money all at once. Examples are a large cash inheritance, proceeds from
the sale of a business or real estate, a large gift (lucky you!), winning the
lottery (super lucky you!), or a once-in-a-lifetime bonus. Lump sum
investing refers to taking this lump sum and throwing it all into the
market, all at once. Sounds crazy, right? Surely it’s better to dollar cost
average, which means investing in the market over time, such as investing
1/12th each month for 12 months.

FIGURE 1.10

Even Bad Market
Timing Trumps Inertia

Source:Graph from Riepe 2013.
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FIGURE 1.11

Relative Historical Probability of
Outperformance Using 12-Month
DCA and a 60 Percent Stock/40

Percent Bond Portfolio

Note: Each portfolio consists of a 60 percent allocation to the local equity market and
a 40 percent allocation to the local bond market.

Source:Graph from Shtekhman, Tasopoulos, and Wimmer 2012, 3. Vanguard
calculations based on benchmark data.
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We are all familiar with regret. We may regret something we said or
something we didn’t say, a risk we did or didn’t take, the one that got
away, or some other decision we did or did not make.* Psychologists
have extensively studied the impact of regret on decision making, and this
research has expanded into the behavioral psychology of investing. One
motivating factor for investors is fear of regret. This is the subconscious or
fully conscious emotion that keeps us from selling a stock that is way up
(“If I sell it, it may still go up and I’ll regret it.”), from selling a stock when
it is down (“If I sell it, it may recover and I will regret it.”), and from
buying into the market when it is at an all-time high (“If I buy in, it may
go down and I will regret it.”). Fear of regret drives a lot of our personal
decision making, and is a prevalent factor in investor decision making.

Let’s go back to you and assume you have had a lifetime event leaving
you with a pile of cash to invest, and you are facing the lump sum
investing versus dollar cost averaging decision. If you are the type of
person who plays the statistics, doesn’t get emotional about market
movements, and won’t experience major regret if the market crashes
the day after you invest, then lump sum investing is for you, and you will
likely be better off for it.

FIGURE 1.12

Dollar Cost Averaging Example

Source:Graph from Shtekhman, Tasopoulos, and Wimmer 2012, 2.

*Right now, I am regretting eating a second helping of ice cream.
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of stocks) for a manager’s performance to be judged against. The passive
versus active debate is a heated one, but an illogical one. It is a fact, not an
opinion, that passive indexed investing, on the whole, handily beats active trading.
Let me repeat: This is a fact. Now, some would like to debate whether
some active managers can beat the index. We will come to that later. For
now, let’s cover the evidence.

The objective of an actively managed fund is to outperform its
benchmark, whether it is the S&P 500 or any other index. Thanks to
extensive databases tracking performance, many researchers have studied
this topic. The conclusion, over and over again, is that in any given
12-month period, about 60 percent of mutual fund managers under-
perform (Ellis 2012). Over 10 years, the percentage of managers under-
performing tops 70 percent (Ellis 2012). Over 20 years, the percentage of
managers underperforming is about 80 percent (Ellis 2012). Again, these
are facts, not opinions (see Figure 2.1).

FIGURE 2.1

Mutual Fund Manager Performance
vs. Benchmark

Source: Data from Ellis 2012.
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FIGURE 2.2

A Small Portion of Active Funds
Survived andOutperformed

Over 15 Years

Source: Graph from Wimmer, Chhabra, and Wallick 2013, 3. Vanguard calculations
using data from Morningstar.
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the most redemptions in the 12 months ending March 2000 had gained
an average 21.4 percent* (Waggoner 2005).

Let’s take a more comprehensive look. Morningstar uses star ratings
to evaluate mutual funds. If a fund scores in the top 10 percent of its
category, it receives five stars; in the next 22.5 percent, four stars; in the
middle 35 percent, three stars; in the next 22.5 percent, two stars; and in
the bottom 10 percent, one star. Well, that makes it pretty easy. If a
mutual fund has five stars, we should just buy it, right? Not so fast.

Analyzing data from June 1993 through December 2012, Vanguard
plotted the performance of the mutual funds for the 36 months after their
star rating (The Vanguard Group, Inc. 2013b). (See Figure 2.3.) The
mutual funds that received five stars actually performed the worst and those with one
star performed the best. The star chart actually works in the reverse way

FIGURE 2.3

Annualized 36-Month Fund
Performance Relative to Benchmark

Source: Graph from The Vanguard Group, Inc. 2013b. Data on cash flows, fund
returns, and ratings were provided by Morningstar. Index data to compute relative
excess returns were provided by Thomson Reuters Datastream.

* It’s amazing how little patience investors have. They leave funds right before

they recover and go into funds right before they collapse. Over and over and

over again.
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management costs substantially more. Third, active management gener-
ates more taxes. Fourth, the typical active manager sits on more cash than
an index fund, and this cash drag hurts returns over time. Fifth, active
managers fall prey to the same behavioral mistakes that everyday investors
make (more on this later).

There is another big reason why indexes outperform. It’s because of
the variance of returns among stocks. Most people think an index
contains a basket of stocks, half of which outperform the market and
half of which underperform the market. This is just not how it works.
Inside an index, nearly two-thirds of stocks underperform the index itself,
while about one-third outperform. How can this be? It’s because when a
stock goes down, the worst thing that can happen is a loss of 100 percent
(see Lehman Brothers, Enron, MF Global, and so on). However, when a
stock takes off, the sky is the limit and the return can go up thousands of
percentage points (see Apple, Google, Microsoft, and so on). A big
winner can offset many losers. If you have a basketball team with
10 players and they score 100 points, we don’t assume half scored
more than 10 and half scored less than 10. In reality, one or two players
can score the majority of the points. It’s the same with the market. By
casting a wide net with the index, you are more likely to catch the next
high flyer.

FIGURE 2.4

Myth Dispelled
Percent of Active Funds Outperformed by Benchmarks in Bear Markets

Fund Category

All Large-Cap Funds

All Mid-Cap Funds

All Small-Cap Funds

54.3

74.7

83.8

53.5

77.3

71.6

2008 2000 to 2002
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year-by-year basis, the prudent investor invests for the long run and is
never dependent on the short-term performance of one market.

The next time someone talks to you about the “Lost Decade” as a
reason to market time or actively trade stocks, remind them that a simple
asset allocation made the decade quite profitable for a sensible investor.
The other markets—energy, real estate, emerging markets, international,
and mid-cap and small-cap U.S. markets—were up.

Also, charts like the one used here actually understate how well the
investor actually performed. The S&P 500, in fact, was actually up a few
percentage points when dividends are included, and since the investor
received them, it seems sensible to count them. All in all, while owning
just the S&P 500 would have been extremely unpleasant, someone who
simply allocated their portfolio across various asset classes and ignored the
assault of bear markets throughout the decade did quite well, even during
one of the worst periods in all history to be an investor.

FIGURE 2.5

10-Year Index Returns,
January 2001–December 2010

Sources: Data from Standard & Poors, MSCI, Barclay’s Capital, Google Finance, and
Dow Jones.
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to commodity prices; from consumer confidence to corporate profits;
and yes, whoever controls the White House and Congress.

As a result, we cannot put too much emphasis on one factor alone
having such a large impact on stock market performance. In total, an
election itself will not drive the markets.

Misunderstanding #8—Overestimating the Impact
of a Manager
Among the smaller duties of life I hardly know any one more important than that of
not praising where praise is not due.

—Sydney Smith

Asset class selection is responsible for 88 percent of the investor’s
return, yet investors tend to give too much credit or blame to any given
manager for their performance (see Figure 3.1).

In any given year, the top performing and worst performing funds
tend to be in the same category. For example, in 2013, small-cap U.S.
funds performed extremely well, up 30 to 45 percent. Gold funds were
down substantially during the same year. Were the U.S. small-cap

FIGURE 3.1

Investment Outcomes Are Largely
Determined by the Long-Term
Mixture of Assets in Portfolio

Source: Graph from The Vanguard Group, Inc. 2013b, 9. Vanguard calculations
using data from Morningstar.
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A typical year in the market (see Figure 4.1) . . .
As humans, fear and greed are two of our ugliest traits and most

powerful forces. They can impact the way we live our lives, and they can
have very negative consequences for investors. Novice investors fall prey
to it, legendary investors know how to control it, and the media and
market prognosticators feed into it. Those two emotions, combined with
our natural bias toward herding, can cause major investment mistakes.

Humans are hardwired to move in herds, to follow the crowd, and to
find safety in consensus. If the market is going down and the media,
commentators, and our friends are yelling “head for the exits,” our
herding instinct, coupled with the powerful force of fear, is to do the
same. If the market is rallying, and everyone is saying “full steam ahead,”
our herding instinct, coupled with the alluring force of greed, entices us
to join the crowd. The herding instinct can be very costly. From 1984 to
1995, the S&P 500 was up 15.4 percent per year and the average mutual

FIGURE 4.1

Dow Jones Industrial Average:
1/3/2012–12/31/2012

Sources: Graph by Creative Planning, Inc. Data from Yahoo! Finance.
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fund was up 12.3 percent per year. Over the same time period though,
the average investor was up only 6.3 percent. Why? Because the investors
exit underperforming markets and buy other markets doing
well, constantly herding into the wrong place at the wrong time. In
fact, this is what happens in nearly every significant bull and bear market
(see Figure 4.2).

Unfortunately, these instincts cause the investor irreparable damage.
Despite the market’s insistence on going up for over 100 years, investors
consistently mess up the inevitable gains by falling prey to some of the
most powerful forces of human nature. In bear markets, investors have
been net sellers when in fact, had they simply done nothing, they would
have had substantial gains, regardless of when they bought. A more
sophisticated investor is better served to take the opportunity to buy

FIGURE 4.2

Mutual Fund Cash Flows
Often Follow Performance

*Reflects cash flows starting when the bear market began, rather than for the full 24
months.
Notes: Equity allocations reflect the cumulative assets under management for all
U.S.-domiciled open-ended mutual funds and ETFs. Cash flows represent net
cash moving in or out of stock and bond funds. Market returns are based on the
MSCI USA Index through May 1994 and the MSCI USA Investable Market Index
thereafter.
Sources: Graph from The Vanguard Group, Inc. 2013b, 6. Morningstar for equity
allocations and cash-flow data; Thompson Reuters Datastream for market
returns.

L e t t i n g Y o u r s e l f G e t i n t h e W a y 95



3GC04 06/12/2014 2:34:29 Page 110

Of course, markets don’t work like this. In any given year, the odds
are high the market will end the year positive, regardless of what
happened the year before. In any given year, the odds are good there
will be a correction, regardless of what happened the prior weeks,
months, or years. In any given decade, an investor can expect about
two bear markets, regardless of what happened the previous decade.

Recency bias worked well in some instances for the caveman, and
even today helps us with some of our daily activities. Investing is one area
the recency bias causes harm, not good, and unfortunately, it is where its
impact is most costly.

Every week, Bloomberg asks strategists for their recommended
allocation to stocks. Note in Figure 4.3 that the peak allocation to stocks
was near the market peak in 2001, just prior to the Internet bubble
bursting, and the lowest allocation to stocks was near the market low in
2009. These recommendations were a reflection of the analysts’

FIGURE 4.3

Wall Street Strategists’ Recommended
Allocation to Equities

From Bloomberg’s weekly strategist survey.

Source:Graph from Bespoke Investment Group 2012.

110 T h e 5 M i s t a k e s E v e r y I n v e s t o r M a k e s



3GC05 06/12/2014 2:42:3 Page 120

and is exposed. As Warren Buffett said, “It is when the tide rolls out that
we see who has been swimming naked.”

Some people in the media have blamed the investors for not
investigating their advisor. This misses the point. How could an investor
possibly have known what Bernie Madoff was doing? A background
check would have shown a man who was a member of many exclusive
clubs, served on the boards of charities and hospitals, and was actively
involved in his religious community and causes. He gave millions to
various charities, and his clients included some of the world’s
most sophisticated investors. Madoff even served as the chairman of
NASDAQ. Yes, there were red flags. His funds were audited by a single
accountant with two assistants. His investment returns, up about 10
percent every year, did not behave the way returns work in the real
world. Nevertheless, it is difficult to fault the investors.

The real issue is custody.When an investor speaks with their advisor, one
of the top questions that should be asked is: “Whohas custodymymoney?”

If a client hired Madoff, he or she wrote a check to “Madoff
Investments” and the money was deposited in the Madoff Investments
account. This means Madoff had custody of his clients’ assets. If he

FIGURE 5.1

Monthly Ponzi Rate

Source:Graph from Marquet 2011, 5.
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FIGURE 5.2

Ponzi Scheme Types

Source:Graph from Marquet 2011, 14.

FIGURE 5.3

Ponzi Scheme Targets

Source:Graph from Marquet 2011, 18.

122 T h e 5 M i s t a k e s E v e r y I n v e s t o r M a k e s



3GC06 06/12/2014 10:32:26 Page 140

Many investors are flocking to gold as they worry that the dollar is
losing so much value it may become worthless. Others worry the global
economy will collapse, and gold will be the one true currency. Still others
view it as the safest place to be should we see high inflation.

Unlike companies, real estate, and energy, gold itself is nearly
intrinsically worthless. Companies and real estate have the potential to
create income. Energy companies have the potential to produce income.
Oil itself is used as one of the most critical resources in the global
economy. Gold produces no income and is not a critical resource.
Historically, gold has performed worse than stocks, real estate, energy,
and bonds, barely keeping pace with inflation (see Figure 6.1). Every time
in history it has outperformed substantially, it has ultimately collapsed.
Finally, while gold has proven to dramatically underperform stocks and
even bonds over the long run, it is still one of the most volatile asset
classes. Gold belongs only in the portfolios of fearmongers and specula-
tors. If you own gold in your portfolio, expect to not get paid an income,
pay higher taxes on your returns, take a more volatile ride than the stock
market, and get a long-term return lower than bonds. No thanks.

FIGURE 6.1

Gold Inflation-Adjusted Chart
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the allocation to stocks, the more volatile the portfolio will perform. For
example, a 100 percent stock portfolio has ranged from its best annual
return of 54.2 percent to its worst at �43.1 percent while a 60 percent
stock/40 percent bond portfolio has ranged from a 36.7 percent best to
�26.6 percent worst return, a much narrower range of performance (see
Figure 6.3).

Rule #4—Take a Global Approach
Investors tend to have a home country bias, meaning they invest most of
their money in companies that operate out of their home country. This is
evidenced all over the world. For example, Australians own a dis-
proportionately large amount of their portfolio in home country stocks

FIGURE 6.2

Historical Returns

Note: Stocks are represented by the Standard & Poor’s 90 Index from 1926 to March
3, 1957; the S&P 500 Index from March 4, 1957, through 1974; the Wilshire 500 Index
from 1975 through April 22, 2005; and the MSCI U.S. Broad Market Index thereafter.
Bonds are represented by the S&P High Grade Corporate Index from 1926 to 1968;
the Citigroup High Grade Index from 1969 to 1972; the Barclays U.S. Long Credit AA
Index from 1973 to 1975, and the Barclays U.S. Aggregate Bond Index thereafter.
Data are through December 31, 2013.

Source: Data from The Vanguard Group, Inc. 2013b, 10.
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FIGURE 6.3

The Mixture of Assets Defines the Spectrum of Returns

Source: Graph from The Vanguard Group, Inc. 2013b, p. 10.
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FIGURE 6.5

“I Need 7 Percent to Hit My Long-
Term Goal” Portfolio

Source:Graph by Creative Planning, Inc.

FIGURE 6.4

“I Want to Beat the Market” Portfolio

Source:Graph by Creative Planning, Inc.
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allow the investor to take monthly or annual distributions without
selling stocks in a down market. For an investor with $1,000,000 and
who needs $50,000 per year, the portfolio may look like the one shown
in Figure 6.6.

The “I Have More Money Than I Will Ever
Need and I Want It to Grow with Minimal
Volatility” Portfolio

This portfolio is for someone who has enough money that the income
alone from stocks and bonds will meet their needs for life, even when
adjusted for inflation. Despite reading this book, this person is fearful of

FIGURE 6.6

“Get Me What I Need for the Rest of
My Life with the Least Volatility

Possible” Portfolio

Source:Graph by Creative Planning, Inc.
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stocks and wants a low volatility portfolio that will allow her to draw
about 3 percent without invading principal (see Figure 6.7).

The “I Have More Money Than I Will Ever
Need, Volatility Doesn’t Bother Me, and I
Want It to Grow Along with the
Market” Portfolio

Some people are fortunate enough to have more investable assets than
they could ever possibly spend. A subset of this group is not bothered by
volatility, accepts that stocks will likely outperform bonds, and wants to
participate in the market return, all without taking significant excess risk
to try to beat the market return. For this group, a portfolio might look
like the one shown in Figure 6.8.

FIGURE 6.7

“I Have More Money Than I Will Ever
Need and I Want It to Grow with
Minimal Volatility” Portfolio

Source:Graph by Creative Planning, Inc.

G e t t i n g I t R i g h t 157



3GC06 06/12/2014 10:32:29 Page 158

APath to Success—Intelligent
Portfolio Construction
Some of the principles of portfolio construction are very straightforward:

• Avoid market timing; instead, invest for the long run.

• Avoid active trading; buy mostly passive investments.

• Don’t fall for performance claims, get scared by the media, and the
like; tune out the noise.

• Don’t get in your own way; be aware of your behavioral biases,
recognize them when they appear, and control them.

• Build a portfolio with asset classes that make sense for your situation.

FIGURE 6.8

“I Have More Money Than I Will Ever
Need, Volatility Doesn’t Bother Me,
and I Want It to Grow Along with the

Market” Portfolio

Source:Graph by Creative Planning, Inc.
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