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Additional Praise for The Only Guide
Youw’ll Ever Need for the Right Financial Plan

“Larry Swedroe has given us an experienced and research-based
treatment with examples of what should enter into the design and
implementation of an investment strategy. The book includes a
wide range of alternative investments and savings related plans that
should prove to be beneficial to individuals and to their financial
advisors.”

—]John A. Haslem, Professor Emeritus of Finance,
Robert H. Smith School of Business,

University of Maryland

Mutual funds researcher and

author of Mutual Funds

“The Only Guide You'll Ever Need for the Right Financial Plan may be the
best collection of advice on key issues such as when to begin Social
Security benefits and how to tax efficiently manage your money
during your accumulation and withdrawal phases of life.

—Dr. William Reichenstein, CFA,
Pat and Thomas R. Powers Chair in Investment Management,
Hankamer School of Business, Baylor University

“As Larry makes abundantly clear, wise investing is wise only in the
context of one’s own unique personal financial situation. If you are
an investor who has not considered how your investments fit into
your life, you need this book.”

—Edward R. Wolfe, Ph.D.,
Professor of Finance, Western Kentucky University

“Larry Swedroe has hit yet another home run with his ninth and
newest book.”

—W. Scott Simon, ].D., CFP®,

AIFA®, Author, The Prudent Investor Act:

A Guide to Understanding,

Columnist, Morningstar’s Fiduciary Focus
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This book is dedicated to the employees of the
Buckingham Family of Financial Services and
the aduvisers at the more than one hundred
independent, fee-only registered investment
adviser (RIA) firms with which we at Buckingham
have strategic alliances. Each and every one of
them works diligently to educate investors on
how markets really work, building long-term
relationships by doing the right thing.
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Preface

ach of the prior eight books I have written reflects what I have
learned in my almost forty years of managing financial risks for
major corporations and advising individuals, institutions, and cor-
porations on the management of financial risks.

Included among my books is the trilogy of “Only Guides.”
The first focuses on equities, the second on bonds, and the third
on alternative investments. Each presents what one might call the
“science” of investing: evidence based on peer-reviewed academic
studies. The “Only Guides” explore the best investment vehicles to
use, the risks and rewards of major asset classes, specific types of
investments, and the benefits of a globally diversified portfolio. The
books even present model portfolios, but these are meant as start-
ing points only. Each investor has a unique ability, willingness, and
need to take risk.

What investors need today is a book offering more specific
investment advice, one focusing on the “art” of investing and guid-
ing investors to adapt a winning investment strategy to their own
situation. That is what this book is all about.

This “Only Guide” addresses a wide range of investment issues.
For example, who should consider owning more small-cap stocks,
value stocks, and emerging market stocks, and who should consider
owning less of them? It also addresses the often-overlooked subjects
of asset location (as opposed to allocation), withdrawal strategies in
retirement, and when and how to take Social Security benefits. Most
importantly, it will help you integrate other financial issues into an
overall financial plan. Having a well-thought-out investment plan is
a necessary condition for success, not a sufficient one. The sufficient
condition is integrating the investment plan into a well-thought-out
estate, tax, and risk management plan. As we demonstrate in Part IV,
even the best investment plans can fail if these other issues are not
adequately addressed.

XV



xvi Preface

The goal of this book is to help both investors and professional
advisers make better, more informed decisions in order to prac-
tice the winning investment strategy. Thus, the book is designed
to help you understand the fundamental concepts of asset allo-
cation, asset location, and other investing and general financial
planning concepts. After reading this book, you will have learned
how to:

¢ design an investment policy statement (IPS) and asset alloca-
tion plan, one most appropriate to your unique situation

* locate assets in the most tax-efficient manner

¢ maintain the portfolio’s risk profile in the most efficient
manner

® provide effective tax management

* integrate risk management and estate planning issues into
the plan

While written to be accessible, this is not a “dummies” book.
The assumption is that you know some basics about stocks and
bonds.

How to Use this Book

This book can be used in two ways: read cover to cover or searched
for topics of interest, providing quick access to information to
answer specific questions that may arise and as circumstances
change. Thus, it can serve as a reference manual. Most topics
are broad based. You will find a brief discussion of a subject and
perhaps a reference to an appendix or one of my other books con-
taining a more detailed discussion of the subject.

Because investing is more art than science, this guide is not
meant to provide hard-and-fast rules. While a physicist can measure
the speed of light to the fourth decimal place with minimal estima-
tion error, even the most fervent finance professor knows that such
precision is impossible in investment theory. Investors and advis-
ers alike must accept that they will never know, ex-ante, the optimal
allocation to international investments or how much an investor’s
portfolio should tilt toward value stocks or small-cap stocks. In most
cases, all they can be sure of is that they are in the ballpark. This
book is a tool to help you make prudent decisions, remembering



Preface xvii

prudence is determined not by the outcome, but by the process.
Therefore, this book:

* raises questions leading you to the best answer given a par-
ticular situation

¢ helps identify issues that should be considered

¢ gives direction so you can best use your own judgment and
apply it to each unique situation

As a final resource, the book contains an extensive glossary of
terms.

LARRY SWEDROE
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CHAPTER

The Uncertainty of Investing

When there’s uncertainty, they always think there’s another shoe to
fall. There is no other shoe to fall.
—Kenneth Lay, former CEO of Enron

nvesting deals with both risk and uncertainty. In 1921, University
of Chicago professor Frank Knight wrote (he is not the publisher)
the classic book Risk, Uncertainty, and Profit. An article from the
Library of Economics and Liberty described Knight’s definitions of
risk and uncertainty as follows: “Risk is present when future events
occur with measurable probability. Uncertainty is present when the
likelihood of future events is indefinite or incalculable.”

In some cases, we know the odds of an event occurring with
certainty. The classic example is that we can calculate the odds
of rolling any particular number with a pair of dice. Because of
demographic data, we can make a good estimate of the odds that
a 65-year-old couple will have at least one spouse live beyond age
ninety. We cannot know the odds precisely because there may be
future advances in medical science extending life expectancy.
Conversely, new diseases may arise shortening it. Other examples
of uncertainty: the odds of an oil embargo (1973); the odds of
an event such as the attacks of September 11, 2001; or the odds
of an accounting scandal the size of Enron. That concept is
uncertainty.



