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The Average Investor

20 yr. History

S&P 500                              9.22%

Stock Fund Investors        5.02%

Gap 4.20%!

S&P

Source: DALBAR, Inc. 

Investor 

Behavior 

Losses







August 1997

Two years later (after a 40% return in the stock market) 
they published another interesting cover in May 1999 …



May 1999

And why aren’t you rich?

Because I listened to you a year and a half ago!



+ 480%



Oil $100 (July 2011)

Oil $80 (Oct 2014)

Oil $50 (Feb 2015)
Oil $48
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The Failure of Active Management
Percentage of active equity mutual funds that failed to beat the index

Five Years as of December 2014



Why not invest in the winners? 



2005 - 2009 2010 - 2014



Warren E. Buffett

16Berkshire Hathaway Inc., 1996 Annual Report, chairman’s letter, in www.berkshirehathaway.com.

“Most investors, both institutional and individual, will 

find that the best way to own common stocks is 

through an index fund that charges minimal fees.”

- Letter To Berkshire Hathaway Shareholders

Chairman and CEO, Berkshire Hathaway, Inc.



Peter Lynch
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“All the time and effort that people devote to picking 

the right fund, the hot hand, the great manager, have 

in most cases led to no advantage.” 

– Beating The Street

Peter Lynch, Beating the Street (New York: Simon & Schuster, 1993), 60.



How have investors 

reacted?





Flows Since Financial Crisis (millions)

Robert Merton
MIT

Nobel laureate, 1997

Source: Morningstar Dec 2015

Mutual Funds ETFs

$61,216 $1,209,508

ETFs are to Mutual Funds as Smart 

Phones are to Rotary Phones.



Why ETFs?
Low Costs

Precise Representation (no cash drag)

Tax Efficiency

Transparency (no surprises)



What’s the Simplest Way to 

Outperform the Average Investor?

The Academic Approach to Investing
Focus on the “FACTORS” that explain return.



A prudent approach built on 65 years of academic research 

The Greatest Minds in Financial Science



Innovations in Finance

1952

1950
Conventional Wisdom



Where would you put your money?
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1980 - 2015

11.83% 11.89% 12.29%

S&P 500 

Index

Dow Jones 

REIT Index

50/50 Mix

Annual Return

Total Return

Risk 15.18 18.41 14.85

4,904% 4,995% 5,675%
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Innovations in Finance

1964



Are all types of risk the same? 





Innovations in Finance

1966

Nobel Prize, 2013



Innovations in Finance

1993

Nobel Prize, 2013





Risk and Return Are Related

Value

Large

Small

Growth

Increased Risk

Exposure and

Expected Return

Total

Stock

Market

Decreased Risk 

Exposure and Expected 

Return









Diversification Works!











Global Diversification
Annual returns rankings of S&P 500 vs. Equity Balanced Strategy Index, 1973–2015

Did diversification work?

• The S&P 500 did better than the globally 

diversified index 17 times.

• It did worse 26 times.

Highest 
Return

Lowest 
Return
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(G)
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S&P 500

(SP)

Portfolio Returns

S&P returns below
Portfolio

S&P returns above
Portfolio





Excess Return             3.38%                     3.37%                      3.52%                      3.62%              3.38%











Risk (standard deviation)         16.3 16.2
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Why RetirementInvestor.com



Thank you for joining us.

Promo Code 

AAiiHTX





• CRSP data provided by the Center for Research in Security Prices, University of Chicago. The CRSP 110 Index measures the performance of the total US stock market, which it defines as the aggregate capitalization of all securities listed on the NYSE, AMEX, and NASDAQ exchanges. Indices are not available for direct 
investment; therefore, their performance does not reflect the expenses associated with the management of an actual portfolio. Past performance is not a guarantee of future results.

Distribution of US Market Returns
CRSP 1–10 Index returns by year

1926–2014
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1

1949

20.2

1951

20.7

1963

21.0

1970

0.0

1993

11.1

1982

21.0

Positive Years: 67 75%
1953

0.7

2014

11.6

1996

21.4

Negative Years: 22 25%
2011

0.8

2004

12.0

1944

21.5

1960

1.2

1959

12.7

1983

22.0

1987

1.7

1952

13.4

1979

22.6

1997

31.4

1948

2.1

1968

14.1

1998

24.3

2003

31.6

1939

2.8

1965

14.5

1955

25.2

1985

32.2

1947

3.6

2006

15.5

1999

25.2

1936

32.3

1973

-18.1

1966

-8.7

1934

4.1

1942

16.1

1976

26.8

1980

32.8

1929

-15.2

1932

-8.6

1984

4.5

1964

16.1

1961

26.9

1927

33.5

2000

-11.4

1940

-7.1

2007

5.8

1971

16.1

1938

28.2

1991

34.7

2001

-11.1

1946

-6.2

2005

6.2

2012

16.2

1943

28.4

2013

35.2

1969

-10.9

1990

-6.0

1978

7.5

1986

16.2

1967

28.7

1995

36.8

1930

-28.8

1962

-10.2

1977

-4.3

1956

8.3

1972

16.8

2009

28.8

1928

38.4

1935

44.4

2008

-36.7

1974

-27.0

1941

-10.1

1981

-3.6

1926

8.4

2010

17.7

1989

28.9

1945

38.5

1958

45.0

1931

-43.5

1937

-34.7

2002

-21.1

1957

-10.0

1994

-0.1

1992

9.8

1988

18.0

1950

29.6

1975

38.8

1954

50.0

1933

56.7

-50% to -40% -40% to -30% -30% to -20% -20% to -10% -10% to 0% 0% to 10% 10% to 20% 20% to 30% 30% to 40% 40% to 50% 50% to 60%

Annual Return Range



Which Would You Choose in 1981?
Cell phones or canned pork shoulder?

If you invested $10,000 in January 1981 today you would have:

Motorola $143K
7.8% Annualized

Hormel Foods $1.1M
14.3% Annualized

Source:  Bloomberg

Motorola split into Motorola Mobility (MMI) and Motorola Solutions (MSI) on Jan 4, 2011. Technically, Motorola Mobility is a spin-off, and Motorola, Inc. (MOT) changed its name to 
Motorola Solutions, so the past performance of MOT is under MSI.  Data calculated from 3/14/1981 – 5/7/2016.



Active Management:
Beat the Market (Speculating)

Passive Management:
Make the Market Work for Me (Manage Risks & Costs)

Two Approaches to Investing



Stay in Your Lane: Reacting Can Hurt Performance

64

Performance of the S&P 500 Index, 1970-2015

In US dollars. Indices are not available for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio. Past performance is not a guarantee of future results. Performance data for 

January 1970–August 2008 provided by CRSP; performance data for September 2008–December 2015 provided by Bloomberg. S&P data provided by Standard & Poor’s Index Services Group. US bonds and bills data © Stocks, Bonds, Bills, and 

Inflation Yearbook™, Ibbotson Associates, Chicago (annually updated work by Roger G. Ibbotson and Rex A. Sinquefield). 

Missing only a few days 

of strong returns can 

drastically impact 

overall performance.

Total

Period

Missed 

1 Best 

Day

Missed 

5 Best 

Single 

Days

Missed 

15 Best 

Single 

Days

Missed 

25 Best 

Single 

Days

One-

Month 

US T-Bills

Annualized  

Compound Return 10.27% 10.01% 9.24% 7.95% 6.87% 4.94%

$89,678

$80,370

$58,214

$33,710

$21,224

$9,195
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