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1o hard-working Canadian investors: There is a better,
easier; less stressful way to achieve your financial goals.
I hope that the time you spend reading this book

will be the best investment you will ever make.
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Introduction;
We Are Different,
but We Are the Same

With understandable pride, Canadians celebrate their differ-
ences from their American neighbours. However, when it

comes to investing, the two countries are remarkably the same.

* Actively managed mutual funds in both countries are
aggressively marketed.

* Active managers in Canada have the same dismal record as
their American counterparts at beating an unmanaged
index of stocks, while charging higher fees for this under-
performance.

* Hedge funds and other “alternative” investments are poorly
understood in both countries, leading investors to assume
risks that they neither understand nor can afford to take.

* Investors in both countries are under the mistaken belief
that investing is extremely complex and difficult, requiring
the services of brokers and advisors to provide the necessary
guidance.

* The brokers and advisors to whom investors turn for advice
in both countries are conflicted and often poorly trained in
basic principles of finance. As a consequence, they often do

more harm than good.






PART ONE

- Become a

Smart Investor:
Change Your
Investment

Life Forever






Chapter 1

An Unbelievable
Chimp Story

The investor’s chief problem—and even his worst enemy—
is likely to be himself.

—Benjamin Graham, The Intelligent Investor

There is a chimpanzee in a remote region of Sierra Leone that
routinely performs open-heart surgery. His success rate is
higher—and his mortality rate lower—than many of the finest
heart surgeons in the world.

Okay, I made that up.

Bug, if you read that report in the newspaper, you would
think that either

1. that chimp is really extraordinary; or
2. those heart surgeons are not very good.

If the story were true, and you needed a heart operation,
you might seek out the chimp and avoid the heart surgeons.

The Financial Times of London annually runs a contest,
pitting a neophyte investor against market analysts. In 2002,
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a five-year-old London girl chose stocks randomly from 100
pieces of paper listing companies on the Financial Times
Stock Exchange. Her results were compared with those of a
top financial analyst and those of a woman who used the
“movement of the planets” to choose her portfolio.

Over a period of one year, the little girl won handily. Very
handily, as a matter of fact. Her stocks gained 5.8%. In stark
contrast, the portfolio of the professional analyst lost 46.2%.
The analyst was also bested by the financial astrologer, whose
stocks lost only 6.2%.

The little girl celebrated by going to McDonald’s. I suspect
the analyst continued to dine at more expensive establishments.

There are some excellent peer-reviewed studies that
demonstrate that the stocks most highly rated by financial
analysts consistently underperform the market.

Those reports are fact.

Either the little girl is very good, the analysts are very bad
or the much-touted skill of stock picking is not something
that any smart investor would want to bet the farm on.

And the chimp? Well, he still doesn’t perform open-heart

surgery.



Chapter 2

An Unbelievable
True Story

Most individual investors would be better off in an index
mutual fund.

~—Peter Lynch, former manager of the Fidelity Magellan
Fund, Barron, April 2, 1990, p. 15

More than 50 million Canadian investors hold a total of
more than $550 billion in mutual funds. Most of this money,
and virtually all money held in individual stocks or in income
trusts, is invested the wrong way—by money managers who
engage in what I call “hyperactive management.” Hyperactive
management is characterized by efforts to beat the market by

picking winners and timing the market. This is dumb money.
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In sharp contrast, #rillions of dollars of assets of pensions,
foundations and university endowments in Canada and the
United States are invested the right way—by money
managers who seek market returns by investing in all of the
stocks and bonds in broad market indexes. This is smart
money.

Ironically, investing for market returns—being among the

smart money—is much easier than investing hyperactively.

* You don’t have to pay any attention to the financial media.

* You don't have to sift though mountains of often-conflicting
and confusing information from self-styled experts.

* It is less expensive.

* The results are demonstrably superior.

* The vast majority of Canadian investors do not need the
advice of any advisor or broker.

* It should take you only 90 minutes or so a year.

Why then does such a gap exist between the investing strat-
egy of smart money and the way most individual investors
invest? This is because most investors use financial consultants
employed by the major brokerage firms, banks or independent
financial advisors who earn commissions or fees for selling
financial products.

Virtually all of these brokerage-based financial consultants
and most independent financial advisors manage money using
dumb-money management techniques. They engage in
market timing and stock picking because doing so makes

them money.
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The Truth about
Dumb-Money Investing

Most financial advisors who work within this dumb-money
system believe they have the ability to choose stocks and
mutual funds that will outperform most other stocks and
mutual funds—at least, that is what they tell their clients.

Or, if they admit they can’t time the market and pick stocks,
they tell their clients they can put their money with a money
manager who can do these things.

But there is littde independent, peer-reviewed, scientifically
valid evidence that anyone can successfully engage in either
market timing or stock picking consistently over the long term.
In fact, all the evidence concludes that the opposite is true.
To be sure, every year some managers do “beat the market” by
beating their benchmark index. A few managers even do it for
many years in a row. But the number of managers who beat
the market is the number one would expect given statistical
probability. The fact that these managers beat the market is
not proof that they are better at what they do than others are.
They beat the market because of simple chance.
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Financial consultants, money managers and mutual fund
managers who attempt to beat the market are engaged in
hyperactive management. I call these investment professionals
“hyperactive brokers and advisors” because that is what they
are.

Smart-money investors avoid those advisors and money

managers. They invest directly with index fund managers or
in Exchange Traded Funds (ETFs). They know that, absent
a lucky streak, the market return is really the best return.

You should invest this way, too—for market returns.

If you ignore this advice, you are doing yourself a huge
disservice. The securities industry adds costs. It subtracts
value. Advisors who counsel their clients that they can beat
the markets are assured of success in one area: transferring

money from their clients’ pockets to their own.
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Why Hyperactive Management
Is So Expensive

The biggest problem with hyperactive management is
expenses. They are so substantial that, when coupled with taxes
and other hidden costs, the odds of a hyperactively managed
portfolio beating the comparable market returns over an
extended period are very, very long.

The success of hyperactive brokers and advisors is really
not success in investing, but success in selling. Their success
in selling is based on five sacred beliefs, all of which are

untrue.

Hyperactive brokers and advisors can beat the markets.
Hyperactive brokers and advisors can time the markets.
Market timing and stock selection are really important.

O

The more expensive a product or service, the more valu-
able it must be.

5. Things that are exclusive or elitist are more valuable.

Theirs is a system that depends on its ability to convince
you, through the expenditure of hundreds of millions of
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dollars of advertising, that you need to listen to these
“experts.” You don’t. Smart Investors dont give their money
to hyperactive brokers or advisors to do things that they can

do better themselves.



Chapter 3

Smart Investing
Takes Less Time
Than Brunch

The first key to wisdom is defined, of course, as assiduous
and frequent questioning.

—Pierre Abélard, 1079-1142. Sic et Non, translated by
W.]. Lewis

So why is this the smartest investment book you'll ever read?
Because it is simple. It is understandable. It doesnt beat
around the bush and it doesnt pull punches. It tells you exactly
why you should call your stock-picking, market-timing, stock-
broker or investment advisor today and tell him or her you are
taking control of your money.

You are moving your money where you can get superior
long-term returns without the hassle and worry you currently
have with your investments. You have seen the light—the light
of investing for market returns.

If that isn’t smart, I don’t know what is.

Brokers and investment advisors cannot beat market returns

over the long term.
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They talk the talk, but they can’t walk the walk.

There are hundreds of academic studies that demonstrate
this fact conclusively.

If investors knew this, they wouldnt use these brokers or
advisors. But the securities industry, assisted by the financial
media, perpetuates the myth that they are able to beat the
markets consistently over the long term, and they hide the data
that demonstrates conclusively that this simply is not true.

Investors of all stripes lose billions of dollars a year because
they dont understand that there is an easy, surefire way to
achieve market returns without using brokers or investment
advisors.

And achieving market returns is a big deal. That’s because
there is ample data indicating that, over the long term, simply
achieving market returns will beat 95% of all professionally
managed investment portfolios.

Now that I have told you this secret, I am going to explain
how you can achieve market returns. It is simple, easy and not
expensive.

It will take you only a relatively brief time to read this book.
But it is an investment of time that can change your life.

Once you have read the book, it shouldn’t take you more

than 90 minutes to implement the advice I provide. And,
after that, it shouldnt take you more than 90 minutes a year
to make sure your investment portfolio continues to be
structured the way you want it to be.

And you can do this yourself—you won't have to rely on the
advice of a broker or advisor whose financial interests are in
conflict with yours.

Now, if taking control of your financial life in 90 minutes

a year isn’t smart, I don’t know what is.



Chapter 4

Drop Me to the
Bottom Line!

More often (alas), the conclusions (supporting active
management) can only be justified by assuming that the
laws of arithmetic have been suspended for the convenience
of those who choose to pursue careers as active managers.

—William E. Sharpe, Nobel laureate in economics, 1990.
“The Arithmetic of Active Management,” Financial Analysts
Journal, vol. 47, no. 1, January/February 1991

The chart on page 14 is the bottom line. When you look at it,
keep in mind that the “low-risk” portfolio has the highest
percentage of bonds and the “high-risk® portfolio has the

highest percentage of stocks.
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In less than a minute, you will understand the long-term
historical returns and risks of the four portfolios that are
suitable for the vast majority of investors. You can quickly
compare the differences in returns and the differences in risk.

The following chart tells you the names of the ETFs, and
the correct percentage of those ETFs, that you should
purchase for the portfolio that you determine is the right

one for you.

COMPOSITION OF FOUR MODEL PORTFOLIOS

LOW MEDIUM- MEDIUM- HIGH

FUND NAME RISK LOW RISK HiGH RISK RISK
iShares CDN Composite Index Fund (XIC) Wh 4% 6% 3%
iShares CDN S&P 500 Index Fund (XSP) 10% 20% 30% 40%
iShares CDN MSCH EAFE Index Fund (XIN) 8% 18% 4% 3%
iShares CDN Bond Index Fund (XBB) 80% 60% 40% 20%
100% 100% 100% 100%

These ETFs are all traded on the Toronto Stock
Exchange. You can find more information about them at
http://www.ishares.ca/index.do.

As I will explain, ETFs replicate the returns of all of the
stocks in a specific segment of the market. For example, an
S&P 500 ETF replicates the returns of the stocks of the 500
widely held companies that make up that index. In this way,
without trying to time the market or pick a stock winner, this
ETF will always match the returns of the stocks of those 500
companies, less the very low costs of the ETF and commissions

incurred in buying it.






Chapter 5

Smart Investing
Simply Makes Sense

If there are 10,000 people looking at the stocks and trying
to pick winners, one in 10,000 is going to score, by chance
alone, a great coup, and that’s all that’s going on. It's a
game, its a chance operation, and people think they are
doing something purposeful ... but theyre really not.

—Merton Miller, Nobel laureate in economics. Transcript

of the PBS Nova special The Trillion-Dollar Bet, 2000

All parents understand the power of a name. That is why they
often give their newborns names that reflect their aspirations
or that connote the virtues they hope will become a part of
their lives. Indeed, in ancient China and Egypt, the name of
the emperor was thought to have such mystical power that the
populace was forbidden to utter it, upon pain of death.

Such is the power of a name.

Those of us who advise clients on how to invest for market
returns find ourselves burdened with names that have negative
connotations. The current terminology is a snore; it makes our

readers’ and our clients’ eyes glaze over.
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You will hold investments in funds that represent four
broad indexes. The four types of index funds you will hold are

1. an index fund representative of the U.S. stock market in its
broadest terms;

2. an index fund representative of the Canadian stock market
in its broadest terms;

3. an index fund representative of the international stock
market (exclusive of the U.S. and Canadian markets) in its
broadest terms; and

4. an index fund representative of the Canadian bond market
in its broadest terms.

I will show you how to determine the exact percentage of
your portfolio that you will hold in each of these ETFs in
greater detail later.

Smart Investing is, in reality, extremely aggressive, intelli-
gent and very rewarding. It is based on academically verifiable
data and quantitative risk management.

This data shows clearly and unmistakably that, over the
long term, Smart Investors will consistently outperform those
who attempt to beat the markets. That’s not average; thats
superior.

Conversely, investing with the goal of beating the markets
is an ill-defined art, not a science. It is characterized by a lack
of risk measurement. It is akin to financial astrology. It is, in
many ways, the equivalent to gambling at a casino.

I call that approach “Hyperactive Investing.” “Hyperactive
Investors™ listen to brokers and other financial advisors spin
their tales of how one particular stock or another will somehow

defy the logic of market efficiency, of how the whole world is






PART TWO

Your Broker

or Advisor

Is Keeping

You from Being
a Smart Investor






Chapter 6

Brokers Make
Money When They
Are Hyperactive

Q: “So investors shouldn’t delude themselves abour beating
the market?”

A: “They're just not going to do it. It’s just not going to
happen.”

—Daniel Kahneman, Nobel laureate in economics, 2002.
Interview reported in the Orange County Register,
January 2, 2002

Virtually all actively managed funds have, as a goal, beating
a benchmark index. For example, many Canadian mutual
funds have as their benchmark index the goal of beating the
S&P/TSX Composite Index.






Brokers Make Money When They Are Hyperactive 25

beat the markets by either trading themselves or using hyper-
active brokers or advisors.

Hyperactive Investors lead the pack in one category: stress.
They are on a fool’s errand and don’t know it. They believe
they must constantly monitor the markets and listen to the
conflicting views of the financial pundits. When all this
attention still results in underperformance or even cataclysmic
losses, their stress level goes off the charts.

The reason for the dismal record of Hyperactive Investors
is a combination of trading costs and management fees.
Hyperactive Canadian mutual funds cost more (average fees of
2.5% per year versus fees of under 0.30% for most ETFs) and
trade more. Trading increases costs. Increased costs, through
fees and trading, make it exceedingly difficult for hyperactively
managed funds to equal the performance of ETFs, and that is
why most of them fail to do so.

Here is what the raw data tells us:

» Hyperactively managed funds significantly underperform
the market over the long term.

* It is much less stressful to be a Smart Investor.

* It is much less expensive to be a Smart Investor.

* Most investors do not need the advice of any broker or

advisor to be a Smart Investor.

Here is the bottom line: Smart Investors will fare signifi-
cantly better than Hyperactive Investors over the long run.
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managed fund investor had an annualized return for the 20-
year period from 1985 to 2004 of 3.7%, when the S&P 500
Index returned 13.2%. The investor would have done better
with bank certificates of deposit!

Another study examined the actual shareholder returns in
specific actively managed funds and compared them with
the reported returns of those funds. In fund after fund,
Hyperactive Investors significantly underperformed the
reported returns. For example, for the period 1998 to 2001,
the Fidelity Aggressive Growth Fund reported returns of
2.8%, but the average Hyperactive Investor in that fund had
a Joss of 24.1%.

There is no reason to believe that a study of Canadian
mutual fund investors would not yield the same, dismal
results.

If the average fund earned 13.2%, shouldn’t the average
investor in those funds also have earned 13.2%? She should,
but she doesn’t. That’s because Hyperactive Investors chase
hot-performing funds. These investors pour their money into
mutual funds affer periods of good performance, hoping for
a repeat performance. They are often disappointed.

Stated differently, Hyperactive Investors buy and sell stocks
and/or mutual funds frequently.

I ask you, what could be sillier than frequently buying and
selling mutual funds?

Mutual funds were originally conceived on the idea that
small investors should not be buying and selling individual
stocks frequently because transaction costs would eat up any
potential profit. Instead, small investors should pool their
money into a mutual fund, where a “professional” money
manager buys and sells the stocks for them, in large blocks,
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Why Investors Pursue
Hyperactive Investing

Santa Claus and the Easter Bunny should take a few
pointers from the mutual-fund industry [and its fund
managers]. All three are trying to pull off elaborate hoaxes.
But while Santa and the bunny suffer the derision of eight-
year-olds everywhere, actively managed stock funds still
have an ardent following among otherwise clear-thinking
adults. This continued loyalty amazes me. Reams of statistics
prove that most of the fund industrys stock pickers fail to
beat the market. For instance, over the 10 years through
2001, U.S. stock funds returned 12.4% a year, vs. 12.9%
for the Standard & Poor’s 500 stock index.

—TJonathan Clements, “Only Fools Fall in ... Managed
Funds?” The Wall Street Journal, September 15, 2002

The evidence that Smart Investing is superior to Hyperactive
Investing is both compelling and overwhelming. Yet in excess
of 90% of all individual investors continue to be Hyperactive
Investors.

Here are the primary reasons.
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another. Some people indulge in “recreational” gambling at a
casino. Others have a more profound attraction and gamble
more frequently and for larger stakes than others.

One study of speculative investors in Ontario noted the
possible linkage between these investors and problem
gamblers.

Being a Hyperactive Investor fuels this psychological attrac-
tion. The fact that hyperactive brokers and advisors can
produce intermittent “winners” reinforces this instinct, just
like the sound of coins hitting the tray at a slot machine. But
just as gamblers ultimately fall to the house at the casino,
Hyperactive Investors will ultimately be the losers. The house

in this case is the brokerage firm.

Desire to Seek Order

There is another well-documented human tendency—to find
order where it does not exist, and thus to confuse luck with
skill. The most commonly cited example is research showing
that a basketball player with a “hot hand” is no more likely to
make his next shot than at any other time. Shooting a basket-
ball is essentially like a coin toss. Every shot is an independent
event, and the chances of making it have to do more with how
close the player is to the basket and how much pressure he or
she is under than whether or not the player has made the last
six shots.

In the financial world, the widespread use of so-called tech-
nical tools to predict the market is a perfect example of this
desire for order. Technical analysis, which uses these technical
tools, looks at patterns of stock prices (so-called charting) in

an effort to divine the stock’s next movement. There are
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basis and trying to outwit other investors. No bragging rights
at the nineteenth hole as to what a great broker they have and
how their broker picked a stock that “really took off.” No need
to even follow the financial pundits, much less engage in the
kind of frenetic, counterproductive and obsessive attention to
every new scrap of financial news generated by media, deliv-
ered breathlessly, minute by minute, throughout the day.

Understanding the reasons why investors ignore reality and
continue to be Hyperactive Investors is very important.

It is significant that superior market performance is not one
of them. To the contrary, Smart Investors have demonstrably
superior returns over the long term.

You would think that this fact would carry the day.
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The “Activity” Myth

Properly measured, the average actively managed dollar
must underperform the average passively managed dollar,
net of costs.

—William F. Sharpe, Nobel laureate in economics, 1990.
“The Arithmetic of Active Management,” Financial Analysts
Journal, vol. 47, no. 1, January/February 1991

Most people confuse activity with progress and passivity with
lack of initiative. That is part of the problem with the current
investing nomenclature.

With investing, activity is not progress. Activity is cost. And
cost just eats up investment return.

A well-known study demonstrated that investors who
. engage in the most trading are the ones who most significantly
underperform the market. The conclusion of the study was
that “trading is hazardous to your wealth.”

Hyperactive brokers and advisors, and especially online
firms for do-it-yourself investors, encourage trading. They tell
investors to sell stocks or funds that have underperformed in
order to “get rid of dogs” and use the tax loss to offset gains
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on other trades. They encourage investors to buy the next
“hot” stock or fund.

But study after study shows that all of this trading does
only one thing for investors—it transfers money from their
accounts to their hyperactive brokers’ and advisors’ pockets
in the form of commissions and fees.

That is why Smart Investors generally fare better than
Hyperactive Investors.
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their clients to be Hyperactive Investors (whether they are
on Bay Street or Wall Street) are qualified only in sales, not in
finance.

But the biggest problem with the Bay Street/Wall Street
investing approach is that it is premised on a set of beliefs

that have no credible support:

* Hyperactive brokers and advisors can time the market.

* Hyperactive brokers and advisors can pick stocks or mutual
funds that will beat the market.

* Hyperactive brokers and advisors can pick fund managers

who will beat the market.
In addition:

* The hyperactive investing system used by most brokers and
financial advisors ignores the effects of fees, trading costs
and other expenses, taxes and inflation, on the ultimate
investment returns.

* The system is fraught with conflicts of interest, from broker
compensation to the relationship between advertising and
news in the financial media.

* The system often fails to measure risk, thereby exposing
investors to portfolios that are far too risky, with terrible
consequences.

* Many hyperactive brokers and advisors in this system have
successfully avoided being held to a fiduciary standard
because they know they cannot meet that standard in their

relationships with investors.
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In short, being a Hyperactive Investor is a fool’s errand. It is
a zero-sum game (or worse, when you consider transaction
costs), except from the perspective of the hyperactive brokers
and advisors.

They make out just fine.
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Brokers Aren’t
on Your Side

It [is] a fundamental dishonesty, a fundamental problem
that cuts to the core of the lack of integrity on Wall Street.

—Fliot L. Spitzer, attorney general of New York. Interview
on NOW with Bill Moyers, May 24, 2002

You need to have utmost trust, faith and confidence in your
financial advisor and in the firm that employs him or her.

But there is unsettling news about advisors’ integrity—or
lack thereof. One study looked at the analyst ratings of 50
banking and brokerage firms in the United States as they
related to 19 companies that went bankrupt in 2002. The
study demonstrated that

1. 94% of the 50 firms continued to advise investors to buy
or hold shares in the companies up to the date the compa-
nies filed for bankruptcy; and

2. 12 of the 19 companies continued to receive “buy” or
“hold” ratings on the actual date they filed for bankruptcy.
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In 2002, many of the best-known and most respected
brokerage firms in the United States, which employ hordes of
hyperactive brokers, entered into a $1.4-billion settlement
(without admitting that they had done anything wrong!) to
resolve allegations that they duped their clients by issuing
misleading analyst reports.

If prominent brokerage firms filled with hyperactive
brokers have no demonstrated ability to give accurate and
reliable advice, and if you give credence to New York
Attorney General Eliot Spitzer’s observation about their “lack
of integrity,” why would you continue to rely on them for
investment advice?

No advisor who advocates Smart Investing was the subject
of any of these allegations. These advisors do not believe,
employ or rely upon stock analysts.

Smart Investing advisors make no predictions about the
future performance of the market as a whole or about any
particular stock. Instead, they focus on asset classes (and their
returns), asset allocation, risk management and a solid,
academically based belief system that has consistently been
demonstrated to outperform hyperactive brokers and advisors

over the long term.




Brokers Aren’t on Your Side 41

Make proper asset allocation your new investment goal.
Once you accept the premise that asset allocation is far more
important than stock picking or market timing, your financial
life will become a stress-free walk in the park and your money
will start to grow.
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and not on the basis of academic credentials, client service
or even the performance of clients’ portfolios. They are handed
out on the basis of commissions and fees generated for the
firm.

I wouldn’t use any advisor, regardless of his or her qualifica-
tions, who tells me that he or she can beat the markets. But it
is useful nonetheless for you as an investor to know something
about real qualifications.

Only a small percentage of hyperactive brokers and advisors
have credentials indicating that they have engaged in any
serious study of finance. Instead, the focus of their training is
on the financial products they will be selling, and it therefore
emphasizes sales over knowledge of basic financial principles.

As T will explain later, the vast majority of Smart Investors
do not need to spend money to seek the advice of any advisor.
Instead, they should invest the money they would otherwise
be paying an advisor in order to increase their total nest egg.
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is a fool’s errand. I like O’Neal’s study because it is so easy
to understand.

First, he looked at the performance of all 494 actively
managed mutual funds in the United States that had, as their
goal, beating the S&P 500 Index for the five-year period July
1993 through June 1998.

How hard could this be? The managers of these funds are
among the best, brightest and highest-paid people in this
country. Some of them earn millions of dollars to beat the
S&P. Their funds charge more than eight times the cost of a
simple index fund, like the Vanguard 500 Index Fund
(VFINX). And we know this fund will a/ways give investors
the returns of the S&P 500 Index (reduced only by the
amount of its low fees), because it is set up to do precisely that.

O’Neal then did the same analysis for the next five-year
period, from July 1998 through June 2003.

Here is what he found: Only 46% of the actively managed
funds beat the index during the first five-year period and only a
pathetic 8% beat the index during the second five-year period.

And here is the real kicker: How many of these funds beat
the S&P 500 Index during both periods? In O’Neal's own

words:
These results are sad indeed. The number of funds that
beat the market in both periods is a whopping 10—or
only 2% of all large cap funds.

Here is O’Neal’s bottom line. It should be yours as well:

Investors, both individual and institutional, and particu-
larly 401(k) [retirement] plans, would be far better served
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that has such a small likelihood of beating the index in the
first place?

The choice seems obvious, but most investors, egged on by
their hyperactive brokers and advisors, make the wrong one.
They attempt to find a “hot” fund that will beat the markets,
and suffer the inevitable costly consequences.

Smart Investors don't chase “hot” funds.
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the markets than Alan Greenspan? After all, the Federal
Reserve Bank sets monetary policy and is responsible for the
stability of the financial system in the United States.

Alan calls you. He says he is worried that the market is
overheated. He refers to the investor enthusiasm for stocks as
“irrational exuberance.” He is concerned about a meltdown
similar to the one experienced in Japan in the early 1990s.

Would you listen to him and dump the stocks in your
portfolio? 1 suspect you would. Well, Alan made such a
prediction, in 1996. And if you had listened to him you
would have missed out on a three-year stock-market boom
where the S&P 500 doubled in value.

So much for Mr. Greenspan’s ability to time the market.

Do you think your hyperactive broker or advisor has more
reliable information than Alan Greenspan?

The reason neither Alan Greenspan nor your hyperactive
broker or advisor can accurately predict the financial markets
in Canada or the United States is that neither of them has the
power to change the psychology of these markets. Alan
Greenspan’s comment about “irrational exuberance” was his
attempt to use his position of influence to “talk the market
down” from the dizzying heights it had begun to attain even
early in what we know now in hindsight was a bubble.

Although his remarks caused a little downward blip, there
was enough energy in the market to propel it upward for more
than another three years. Any prediction that a financial
market will go up or that it will go down is, at some point,
going to prove right. The issue is when that time will be.

Those who adhere to market timing almost always miss the
absolute top or the absolute bottom. They are either too early,
like those who bailed out when Alan Greenspan first spoke of






Chapter 15

Nobody Can
Consistently
Beat the Market

Mutual funds have become an important part of the
Canadian investors’ savings. The value added by money
managers on a long-term basis is meagre and inconsistent.
For a holding period of five years or more, only a quarter
of mutual funds outperform the market and a mere 5% of
the funds consistently perform higher than the median
returns.

—Study authored by Rajeeva Sinha, professor of finance,
Odette School of Business, University of Windsor, and Vijay
M. Jog, professor of finance, Eric Sprott School of Business,
Carleton University, August 17, 2004

“Stock picking” refers to the ability to select stocks or mutual
funds that will outperform the market.

Virtually all hyperactive brokers and advisors tell you
they have the ability to engage in stock picking. After all,
that is how they justify the fat fees and commissions they
get paid.
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recommendations are influenced by payments from mutual
fund companies.

If you need another reason not to use hyperactive brokers
or advisors, this is a good one. Smart Investors do not require
the advice of brokers or advisors. But, if they do decide to go
this route, they use those whose advice is totally objective,
and not influenced by fees received on the basis of the funds

they recommend.



Chapter 18

Hyperactive Investing
Is Expensive

Investing is a strange business. Its the only one we know
of where the more expensive the products get, the more
customers want to buy them.

—-Anthony M. Gallea and William Patalon III,

Contrarian Investing

Why pay more to achieve less? The costs imposed on the
clueless Hyperactive Investors are one of the major reasons
why they fare so poorly.

This is particularly the case in Canada, where fees charged
by actively managed funds are significantly higher than
comparable fees in the United States.

The stated “management expense ratioc” of the average
hyperactive Canadian mutual fund (i.e., the cost of running
the fund—a cost borne by the fund’s investors) is 2.4% of the
fund’s total assets. This is the cost of salaries and other
compensation (which is often high), utilities, computers and
telecommunications, research services and explicit marketing

costs such as glossy brochures, and lunch for retail brokers
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And the taxes paid on ETFs are a fraction of those incurred
by hyperactive funds. This is because limited trading is
performed by ETFs. They only buy or sell shares in a stock
when that company comes into or falls out of the particular
index they are matching.

The difference between the internal costs of hyperactive
funds and those invested for market returns is a primary
reason why you should become a Smart Investor. ETFs have
such a significant cost advantage that they are likely to
outperform hyperactive funds by approximately the difference
in these fund management costs.

In this case, you don’t get what you pay for. The /ess
expensive product is the superior one.

I know this is counterintuitive, but when you understand
the relationship between low transaction costs, lower taxes
(due to significantly less trading) and superior performance,
you are well on your way to understanding why you have a
responsibility, for your sake and for the financial security of
your loved ones, to become a Smart Investor.

Have I convinced you yet? If so, you can skip right to
Chapter 33, which describes the four-step process for achiev-

ing vastly superior market returns.



Chapter 19

If It Walks like a
Duck and Quacks
like a Duck...

[T]heres not a single good reason to invest in a bank wrap.
The fees are comparatively high, the returns all too often
are mediocre or worse and the methodology behind them
can be questionable.

—Rob Carrick, “Bank-Sold Wrap Accounts Don’t Live Up
to Sales Pitch,” Globe and Mail, April 4, 2004. Reported at:

https://secure.globeadvisor.com/servlet/ArticleNews/story/
gam/20041204/STMAINO04

It probably is a duck.

Financial advisors at banks and brokers have become very
successful in convincing Canadian Hyperactive Investors to
pay an annual management fee—a so-called wrap fee—instead
of a commission on fund or stock purchases. These firms
frequently charge fees ranging from 1.5% to 3% of the
portfolio’s value as a wrap fee.

A wrap account is a managed account, usually managed by
selected outside fund managers. Investors are told this is a
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good deal because they are not being charged commissions
and they get access to fund managers otherwise available only
to very large investors. A much-touted added benefit is the
fact that wrap accounts offer pre-packaged blends of mutual
funds, thereby offering investors “one-stop shopping” with
built-in asset allocation.

The sales blitz for wrap accounts has been very successful.
As of December 31, 2004, Canadian investors had sunk
$84 billion into these accounts. That number is projected to
increase to more than $195 billion by 2012.

Investors aren’t told that these fund managers have no more
ability to pick stocks or to time the markets than a “financial
astrologer” or a hyperactive broker or advisor acting on his or
her own.

In reality, wrap accounts are a way for advisors to generate
significant fees for doing very little work. The advisory firm
typically pays 1% of the investor’s assets to the manager(s), and
gets to keep 1% or 1.5% (or more) of the investor’s assets, split
between the firm and the individual broker. The investor
essentially pays 1.5% to 3% of his or her assets for the privi-
lege of investing with fund managers who have no better
chance of beating market returns than mutual fund managers
who charge a lower fee—and you have seen how unlikely it is
that even these managers can beat the markets.

It really doesn’t matter if you invest in a mutual fund or a
wrap account. If either or both are hyperactively managed,
they are poor choices.

The bottom line is that the combination of higher costs,
lower performance and greater tax consequences make all
investments touted as being able to beat the markets worse than

a zero-sum game, which is why Smart Investors avoid them.
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there in the office, without asking for help, I will be stunned.
In any event, if the percentage exceeds these guidelines, Smart
Investors should get concerned.
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Most Hyperactive Investors have portfolios that are under-
weighted in bonds and overweighted in stocks. They are
invested in this manner because their advisors have told them
that stocks will outperform bonds in the long term. Younger
investors are told that they should hold a higher percentage of
stocks in their portfolios because they have more time to deal
with the bad years and, over time, stocks will outperform
bonds.

This is basically true. The average annualized return of the
S&P/TSX Composite Index since 1957 was 10.57%. During
this same time period, the average annualized return of long-
term government bonds was 8.20%. These averages are before
taking into account inflation and taxes.

However, although stocks have historically outperformed
bonds, there are long periods of time where this has not been
the case. For example, for the period from January 1990
through December 2002, Canadian bonds averaged 9.7% and
Canadian equities averaged only 7.2%.

In addition, there is compelling evidence that investment
risk does not always decline over time. Therefore, it is by no
means always true that younger investors should hold most of
their portfolio in stocks.

Bonds are an important part of your portfolio for reasons
other than their performance relative to stocks. The perform-
ance of bonds does not correlate highly with the performance
of stocks. This means that bond prices do not move in tandem
with stock prices.

This is perfectly logical. The psychology of investing—often
at the urging of hyperactive brokers and advisors—leads
people to move money out of bonds when the stock market is






Chapter 22

Risk and Reward

[L]f you can form a portfolio thar performs exactly
average—i.e., identically to the whole market—you will
outperform most actively trading investors.

—TJeremy Siegel, Ph.D., Russell E. Palmer Professor of
Finance, The Wharton School. “Indexing Your Portfolio: The
Evolution of Indices,” The Future for Investors, July 3, 2006.
Reported at: http://finance.yahoo.com/columnist/article/
futureinvest/6953

Everyone wants to make as big a return as he or she can. But
at what risk?

The possibility of gaining a few percentage points on the
upside may be dwarfed by the increase in downside risk.

Take a look at the chart on page 74, which illustrates this

point.
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Hyperactive brokers and advisors typically do not present
data in this manner. Nor do they ask these kinds of questions.
Their focus is exclusively on the upside. Timing the market,
picking stocks and finding hot fund managers all speak to the
upside. Marketing is all about the upside.

Smart Investors never lose sight of the downside risks.



Chapter 23

Beware of
House Funds!

If [expense ratios] are higher on in-house funds, insist on
proof the pick is meant to improve your net worth rather
than the firm.

— Jonathan Chevreau, “Another Way to Lose Your Money,”
National Post, January 11, 2003

House funds are hyperactively managed funds created, owned
and managed by brokerage firms. They can be sold only by
brokers who work for that firm. They usually bear the name
of the brokerage firm that sponsors them (for example, the
Altamira Capital Growth Fund).

There is no evidence that house funds are a good investment.

One study compared the performance of the house funds
of American Express, Smith Barney, Prudential, Merrill Lynch
and Morgan Stanley for a 10-year period with similar funds
managed by well-known independent fund families.

The house funds got trounced.
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Beware of
Hedge Funds!

It’s amateur hour in the hedge fund business. This sideshow
of sometimes bizarre (and always costly) investing is on a
tear like never before. Its attracting some of the shrewdest
and sharpest minds on Wall Street—and also shills, shysters,
charlatans and neophytes too crooked or too stupid to make
any money for you.

— Neil Weinberg and Bernard Condon, “The Sleaziest

Show on Earth,” Forbes, May 24, 2004. Reported at:
http://www.forbes.com/global/2004/0524/030_print.html

The “hot” investment of the twenty-first century is the hedge
fund, many of which specialize in making large investments
in a few positions, which sets up the possibility for either
outsized returns or outsized losses. Others use a so-called
market neutral strategy, which hedges these big bets with
counterweight investments (hence the term hedge fund).
Canadian investors have sunk more than $30 billion into
these funds. Most of these investors have no idea how risky

these funds are and precious little data is available to assist
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them. Unfortunately, there is no end of marketing hype
encouraging Canadians to invest in hedge funds. Much of this
hype is extremely misleading and includes statements about
how hedge funds will make money “in any market” and why
they are really less volatile than mutual funds.

Hedge funds in Canada are very loosely regulated. In
general, “accredited investors” must have assets (net of liabili-
ties) in excess of $1,000,000 or net pre-tax income greater than
$200,000. However, the securities industry in Canada has
found some loopholes in the regulatory scheme so that other-
wise non-accredited investors are able to hop on the hedge
fund freight train.

Much of the activity is generated by hyperactive brokers and
advisors, who sometimes recommend investments in hedge
funds to clients for whom such an investment is completely
inappropriate.

This frenzy is driven by—you guessed it—fees.

Hedge funds typically charge 20% of profits plus 1% to
2% of assets managed. This is a previously unheard-of fee
structure. Brokers and advisors receive significant fees for
recommending hedge funds to their clients.

All you need to know about why you should not invest in
hedge funds is outlined in the Forbes magazine article cited at
the beginning of this chapter.

For starters:

* The performance of these funds is often overstated. (For
example, 26,000 investors—mostly Canadians—are likely
to lose a significant portion of the $800 million invested
in Portus Alternative Asset Management. The hedge fund
declared bankruptcy in March 2006, and its co-founder fled






Chapter 26

Value Stocks—Reward
Without Risk?

Most people want candy, when what they really need is a
balanced meal.

—John J. Bowen, Jr., The Prudent Investor’s Guide to Beating
Wall Street at Its Own Game

The term value stocks refers to stocks that trade at a low price
relative to their “fundamentals.” Fundamentals can mean
factors like dividends, earnings or sales. Many advisors and
authors of financial books—hyped by the financial media—
believe that investing in these companies is a way to beat the
market.

Is this the magic bullet?

The short answer is a resounding “no!”

Supporters of buying value stocks cite data showing that
value stocks, and particularly small value stocks, historically
outperform other sectors.

For example, for the 78-year period from 1927 to 2004,
an index of U.S. small value stocks had annual average

returns of 14.6% per year. For the same time period, an
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of the thousands of stocks that are available in this sector, your
standard deviation will increase, making your portfolio even
more volatile.

Here is the bottom line: Investing all of your assets in any
one sector of the market—especially a volatile sector—is
foolhardy. It appeals to greed, but it is equivalent to rank spec-
ulation. The risk of significant losses is enormously increased.
The risk of greatly enhanced volatility is all but assured.

Don’t do it.
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in the top echelons of all Canadian earners. Not bad for
someone who ignores basic principles of finance and is selling
a hope and a dream, with precious little to back them up.

Conversely, advisors to Smart Investors have typically
marketed well to large investors—endowments, pension plans
and trusts—but poorly to the individual-investor market.

To be sure, there is enough money available from large
investors for an entire cadre of these advisors to collectively
earn a nice living. And it is much easier to explain the concept
of Smart Investing to people who understand basic financial
concepts, which many individual investors do not.

But those of us who advise our clients to become Smart
Investors have been abdicating our responsibility to advise the
millions of Hyperactive Investors. Perhaps it is because we have
no financial incentive to provide this advice since, as I have
said, most Smart Investors do not need our services to reach
their financial goals.

The Vanguard Group, and especially the company’s founder,
John Bogle, is a notable exception to this rule. It was Bogle and
Vanguard that created the opportunity for all investors to invest
for market returns, by establishing index funds with low initial
investments (as little as US$2500), low annual expenses and a
coherent set of marketing materials. Unfortunately, regulations
enacted by the Ontario Securities Commission and provincial
securities regulators make it difficult, if not impossible, for
Canadian investors to purchase these funds or, for that matter,
to access other lower cost index funds available to U.S. residents.
Fortunately, however, a number of low-cost index funds and
ETFs are now available to Canadian investors.

While a number of books have been written about the
virtues of being a Smart Investor, few have achieved commercial






Chapter 28

The Financial Media
Are Part of the
Problem

But there is no one around to hold the financial media
accountable for its actions when it steers investors into
making poor decisions with their money. When “The Best
Five Stocks” turn out to be a poor investment, does
anybody care about the retired couple that followed that
advice and had their retirement funds depleted? Apparently
not.

—Daniel M. Wheeler, director of global financial advisor

services, Dimensional Fund Advisors. “Tools of the Trade:
Don’t Believe the Hype,” Investment Advisor, May 2005.
Reprinted at: http://www.dfaus.com/library/reprints/
tools_hype

The financial media, in both Canada and the United States,
are part of the problem. In fact, the large brokerage firms are
major advertisers in the financial media. As a result, the finan-
cial media are very dependent upon these firms’ goodwill. This
means that the articles written in the financial media don
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Between November 2000 and November 2003, here is how
those predictions fared:

S&P 500 —22%
NASDAQ —41%
Fortune Picks —80%

In August 1979, BusinessWeek magazine featured a story
entitled “The Death of Equities.” The story, true to its
name, opined that “the death of equities is a near-permanent
condition.”

Almost immediately after the story’s publication, far from
“dying,” stocks began one of the great bull markets in history.

And who can forget all of the bullish advice during the
tech boom to focus on the tech sector and ignore investment
fundamentals? Investors who followed the predictions and
advice of these “investment gurus” lost up to 80% of their
portfolios’ value when the tech bubble exploded.

Sometimes the financial media are right. Sometimes they
are wrong. When they are right, it is luck and not skill.

Hyperactive Investors rely on the financial media first to
suggest to them what they should do, then to validate what
they have done. Why would you rely on a source of informa-
tion that is so frequently wrong and misleading, and that has
a vested economic interest in keeping its ratings up so that it
can increase its advertising revenues?

More important, why would you go back to the hyperactive
brokers and advisors who are featured in much of the financial
media and rely on them for financial advice when the predic-
tions they make so publicly are often without any basis in fact?
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Smart Investors pay no attention to the predictions made in
the financial media, and never use them as a basis for their
investment decisions.

If you become a Smart Investor, you can still read the

financial media—but only for its entertainment value.
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e Deutsche Asset Management—manages over US$145
billion in indexed assets; and
o TIAA-CREF—manages over US$100 billion in indexed

asscts.

To me, what is more telling even than these statistics is the
list of individuals who either are Smart Investors or believe
that individual investors should be Smart Investors. Many of
them are quoted at the beginning of chapters in this book.

Here are a few:

Nobel Laureates in Economics

* Daniel Kahneman

* Merton Miller

* Myron S. Scholes, who designed one of the most sophisti-
cated pricing models for valuing stock options

* Paul A. Samuelson, author of one of the most widely used
texts in general economics

* Robert C. Merton

* William E Sharpe

Professors of Finance or Economics

* Burton G. Malkiel, professor of economics, Princeton
University

* Eugene E Fama, professor of finance, University of Chicago,
and consultant to Dimensional Fund Advisors

* Rajeeva Sinha, professor of finance, Odette School of
Business, University of Windsor

* Richard Deaves, professor of finance, DeGroote School
of Bustness, McMaster University
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For instance, one limitation of many index fund families is
that they don’t offer index funds in the international small-cap
and international value markets, whereas DFA does.

There is strong academic evidence that a portfolio tilted
optimally towards value and small-cap equities will, over long
holding periods, outperform the broader equity markets by as
much as 1% to 2% per year. That can add up to a lot of money
when it is compounded over many years. By “tilting” a portfo-
lio towards these equities, I am referring to including a small
percentage of these equities in your portfolio. This is not to
be confused with the mistake of investing all of your assets
in these asset classes (or in any one class), which I discussed in
Chapter 26.

However, I do not believe that this “bang for the buck,”
particularly when you consider the added costs of advisors’
fees, is worth it for investors with less than $1 million to
invest. For these investors, the portfolios I recommend
should more than satisfy their financial objectives. There are,
however, well-respected finance professionals who would
lower the threshold for using an advisor, and who can give
investors access to DFA funds, for as little as $250,000.

Hyperactive brokers and advisors argue that it is small
investors who need the extra “handholding” they can provide
because investing is so complex, and the typical small investor
cannot be expected to know how to conduct research into the
best possible investments.

But, in truth, small investors dont need advice on how to
make complex investments. What small investors need is
actually very simple to implement: Everyone is always looking
for something that correlates positively with superior portfolio
performance. Every academic who has ever studied this
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For the 25-year period ending December 31, 2000, a
portfolio invested 100% in stocks in the TSE 300 Index
yielded a return of 13.7%, with a risk measured by standard
deviation of 16.8%.

However, for the same period, an investment of 80% in an
index of world stocks (the MSCI World Index), and only
20% in the TSE 300 Index, had a Aigher return of 16.7%,
~ with a lower risk of 13.2%.

Canadian Smart Investors need to broaden their investment

horizons.
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However, continued exemption from tax on the earnings of
income trusts is currently subject to review by the federal
government in Ottawa, a situation that has created great
uncertainty in this sector in Canada.

The track record of income trusts is too brief to draw any
meaningful conclusions about them. I reviewed the perform-
ance of all of the income trusts that had a minimum three-year
track record as of May 31, 2006. There were only 30 of them.
Of these, only 12 (40%) beat the returns of the S&P/TSX
Composite Index during that time period. The management
expense ratio of these funds was an average of 2.28%, which is
roughly comparable to the expense ratio of Canadian actively
managed mutual funds and significantly higher than the ETFs
in my recommended portfolios.

Given the uncertainty over the tax status of these trusts,
their modest track record and the high cost of owning them, it
is difficult to understand the enthusiasm of Canadian investors
for these investments.

Smart Investors who believe that income trusts should
nevertheless be included in their portfolios might want to
consider iShares CDN Income Trust Sector Index Fund. This
ETF replicates the performance of the income trust issuers
listed on the Toronto Stock Exchange. Its management
expense ratio is 0.55%, which adds another layer of fees to the
2.28% charged on average by actively managed income trusts.
However, ownership of this ETF would relieve Smart Investors
from the onerous—if not impossible—task of picking
“winners” from the vast number of income trusts that have

recently proliferated in Canada.



















































152 The Real Way Smart Investors Beat 95% of the “Pros”

Chapter 8: Why Investors Pursue
Hyperactive Investing

According to an article in OWS Magazine, December 2003,
Wall Street firms spent $428 million in advertising in 2000.
The misleading claims in this advertising onslaught are rarely
challenged in either paid advertising or editorial comment. No
wonder there are so many Hyperactive Investors and so few
Smart Investors!

An article about the entry of U.S. brokers into “Canadas
staid securities industry,” entitled “U.S. Brokers Boost Stock
in Canada,” by John Gray, appeared in Strategy Magazine
on March 29, 1999. It can be found at http://www.strategy
mag.com/articles/magazine/19990329/25054.html.

There are many studies in behavioural finance that support
the statements in this chapter, which describes the reasons why
investors continue to ignore the data and continue to be
Hyperactive Investors. An excellent summary of this research
can be found at http://www.investorhome.com/psych.htm.
There are useful hyperlinks there to the underlying research.

Exhaustive information about “hot hand” research can be
found at http://thehothand.blogspot.com.

The reprehensible conduct of hyperactive funds touting the
“sizzle” of their past performance was recently exposed by the
outstanding journalist Jonathan Clements of the Wall Streer
Journal, in an online column entitled “Those Performance-
Touting Fund Ads Are Back—And That Could Mean Trouble.”
It is summarized at: http://socialize.morningstar.com/New
Socialize/asp/FullConv.asp?forumId=F100000015&lastConv
Seq=41356 . Clements is the rare exception to those financial
journalists who routinely peddle “financial pornography.”
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Other studies have also debunked the myth of market
timing. A very compelling one was authored by John D,
Stowe, and is aptly entitled “A Market Timing Myth” (Journal
of Investing, Winter, 2000).

Alan Greenspan first used the term irrational exuberance in
a speech entitled “The Challenge of Central Banking in a
Democratic Society” on December 5, 1996, before the
American Enterprise Institute for Public Policy Research in
Washington, D.C.

Chapter 15: Nobody Can
Consistently Beat the Market

For an interesting study that discusses how trading costs can
basically negate the value of analyst recommendations, see
“Can Investors Profit from the Prophets? Security Analyst
Recommendations and Stock Returns,” by Brad Barber,
Reuvan Lehavy, Maureen McNichols and Brett Trueman,
Graduate School of Business, Stanford University, available at
https://gsbapps.stanford.edu/researchpapers/Library/RP1541.
pdf#search="analyst%20recommendations%20under
perform%20market.

The study by Patrick Bajari and John Krainer is “An
Empirical Model of Stock Analysts Recommendations:
Market Fundamentals, Conflicts of Interest, and Peer Effects.”
This paper is available at http://ideas.repec.org/p/nbr/nberwo/
10665.html.


































































Appendix B
Risk and Return Summary

Ml performance data are expressed in percentages and are hypothetical investment
results over the period 1977-2005.

Low Risk | Medium-Low | Medium-High | High Risk
Risk Risk
20/80 40/60 60/40 80/20

Average annual 10.14% 10.89% 11.56% 12.15%
return (Geometric)
Annualized standard 751% 8.47% 10.25% 1251%
deviation
Worst single -207% -200% -799% -13.95%
calendar year
Worst two-calendar- 759% -271% -1251% -21.80%
year period
Worst three-calendar- | 13.32% 037% -12.74% -24.69%
year period







Additional Resources

A number of excellent books explore the subjects discussed in
this book in far more detail than I have here. The problem I
have with some of them is that they provide so much informa-
tion that the overall message tends to get lost and cause
investors to throw their hands up in collective despair.
Unfortunately, the place they turn to for assistance is—you
guessed it—the local hyperactive broker or advisor, who is only
too pleased to “assist.”

Nevertheless, for those who want to delve deeper, here are

some of the best resources:

Richard Deaves, Ph.D. What Kind of an Investor Are
You? Toronto: Insomniac Press, 2006.

John De Goey. The Professional Financial Advisor:
Ethics, Unbundling and Other Things to Ask Your
Financial Advisor About. Toronto: Insomniac Press,
2004.

Ted Cadsby. The Power of Index Funds: Canada’s
Best-Kept Investment Secret. Distributed by General
Distribution Services, 1999.

Burton Malkiel. A Random Walk Down Wall Street. New
York: W.W. Norton & Company, 8th edition, 2006.





















188 Index

Government of Canada bonds,
71, 162

Govoni, Richard, 153-54

Graham, Benjamin, 3

Gray, John, 152

Greenspan, Alan, 4849, 157

Griffiths, Alison, 79

growth stocks, 84-87

Hebner, Mark, 148, 150, 151,
182
hedge funds
about hedge funds, 81-83
fraud in, 163-64
performance of, 165-67
research on, 163-67
Hood, L. Randolph, 162
house funds, 77-78, 163
Hyperactive Investors
about Hyperactive Investors,
19-20, 25, 30-33, 75
as percentage of all investors,
29
reliance on financial media, 96
See also financial media;
psychology of investing
Hyperactive Managers
about managers, 5
disadvantages of, 9
how to manage, 136-38
myths of, 9
research on, 150
use of fund rating systems,
55-56, 158-59
See also actively managed
funds; securities industry

Ibbotson, Roger G., 108
Ilkiw, John, 139

income trusts, 134-35, 169
index funds
about index funds, 8
benchmark indexes and,
23-24
benefits of, 6, 150
costs and fees, 129, 147
DFA index funds, 112-14,
168
famous investors in, 107-9
four types of, 19
institutional investors in, 89,
105-7, 114, 168
list of Canadian index funds,
112, 167
market returns and, 12, 18
market segment funds,
113-14
regulations on buying U.S.
funds, 89
research on, 147, 151, 168
See also ETFs (exchange
traded funds)
Index Funds, Advisors, 147, 182
Index Funds: The 12-Step
Program for Active Investors
(Hebner), 148, 150, 151, 182
Index Mutual Funds (Simon), 148
indexes, benchmark, 23-24
See also S&P Composite
Index (U.S.); S&P/TSX
Composite Index
initial public offering (IPOs),
prospectus for, 60
insurance companies. See securi-
ties industry
international stocks
benefits of, 130-31, 169
in index funds, 19























