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During his lectures, the author, founder of the INSEAD
Alumni Association Wealth Management Club, has often
been asked what a sound long-term financial strategy looks
like, and which investment instruments are most attractive.
This Investor’s Guide is the .result of the author’s personal
research on these questions.

The author has -identified three main™ reasons for the
prevalence of unsatisfactory returns on long-term investing:

—Poor investment planning, resulting in the improper
allocation of assets;

—emotional reasoning, which can lead to unfavorable
decisions;

—and most importantly, the deliberate efforts of Wall
Street and others to advertise low-yield products such as
structured products, or non-transparent products such as
hedge funds, which pay very high commissions.

Emphasizing the role of mutual funds, this Investor’s
Guide shows that it is indeed possible to increase one’s wealth

over the long term by investing in financial instruments.
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However, investing in mutual funds does require careful
planning, the sound selection of funds, and the ongoing
monitoring of acquired assets.

This Guide helps investors devise an optimal investment
strategy and select the right funds by discussing the
following:

—the allocation of assets based on both asset
characteristics and your personal circumstances;

—the cost of funds, both upfront and hidden, including
suggestions on how to determine the hidden costs of any given
fund;

—which categories of financial products should be
avoided and why;

—and which categories of financial products the author
recommends, including an evaluation of their risks and
benefits.

The Guide avoids industry jargon whenever possible, and
clearly defines the most important concepts in easy-to-
understand, everyday language. It is brief and concise,
focusing only on issues relevant to individual investors. The
ideas are also easy to apply, since the key information can be
summarized in a set of ten straightforward rules.

There are two ways to.read this Guide:

—from beginning to end, following the chapters in the
correct order, or

—by selecting only the sections and chapters that
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elucidate the investment rules the reader may find unclear.

The Guide is thus adaptable to each reader’s individual
level, interests and requirements.

Note: Well-known sources, such as the Securities and
Exchange Commission (SEC) and Morningstar, can easily be
found through a web search. For this reason, and because
specific URLs can quickly become obsolete, this Guide does

not provide web addresses for them .
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Disclosure

The content of this publication is the result of careful
and thorough research. However, given the ever-changing
climate of regulations, financial products, and markets,
the advice and strategies described in this Guide may not
make sense at every point in time. Any investment decision
should be made in consultation with a financial adviser,
and should be tailored to your own individual
circumstances. The author of this Guide is not liable for
any losses or other damages incurred by its readers.
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Ten Golden Rules for the
Successful Funds Investor

with reference to the relevant
chapters in this Guide

Rule #1: Stick to what you know

It sounds simple, but it’s important. If you watch a
seasoned gambler in a casino, you’ll notice that he sticks to
the games he understands, where his chances of winning are
highest. That is not to say, of course, that investing is
comparable to gambling per se. No financial adviser would
ever promote a method that relies mainly on chance and
luck. The gambling analogy is used only to illustrate the
importance of sticking to what you understand, and of not
becoming over-confident and hazarding outside of those
perimeters.

Chapter 1 describes the basic characteristics of the major
financial instruments, focusing on the information most

useful to investors. In Chapter 4, the author focuses
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specifically on mutual funds, which allow individuals to
invest in the stock and bond market without having to
manage a dlversxfled portfoho of fmanmal assets. The
chapter 1dent1fles the advantages of mutual funds, their
costs, the negative ‘impact on fund performance of buying
and selling shares, and discusses some of the past abuses by

mutual fund managers.

Rule # 2: Asset allocation is at the heart of the
matter

In Chapter 2, the author explains how the strategic
allocation of an investor’s money into the major asset
classes — stocks and bonds — is the key to evaluating risk

(potential losses) and reward (anticipated returns) .

Rule # 3: Financial planning comes before asset
allocation

The third chapter discusses the importance of doing the
following prior to allocating assets:

—Determining total financial assets and liabilities and
maximum savings ability;

—Creating a budget to meet unforeseen expenses;

—Preparing for the possibility that recurring income may

not suffice to cover scheduled expenses.

Investing in Funds




Rule #4: Know your mutual fund

Fund managers are required by law to provide a
semiannual update on the composition of their funds’
portfolios. That means investors cannot monitor and review,
on an ongoing basis, -the makeup of the mutual funds in
which they are investing. Chapter 4 underscores the
importance of doing this. By keeping abreast of the fund’s
composition, investors can ensure that the risk-and-return
profile of their overall portfolio remains steady. In Chapter
8, the author shows that only certain funds, in particular
exchange-traded funds ( ETFs) using physical replication
allow the investor to continually check his strategic asset
allocation. Chapter 12 highlights the importance of
rebalancing, the key to making sure your strategic asset

allocation remains as planned.

Rule #5: Question values

Investors should ask themselves if current stock prices
make sense. In the latter part of Chapter 2, the author
discusses the opportunity to not invest, even with a view to
the long term, in a market that appears overvalued, and

shows the reader how to determine when this is the case.

Ten Golden Rules for the Successful Funds Investor
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Rule # 6: Keep in mind the “ core-satellite”
approach

In Chapter 6, investors will discover the pros and cons of
active and passive management, and the role each of them

plays in the strategies of institutional investors.

Rule # 7. Passive management = ETFs and index
funds

Chapters 7 and 8 contain a thorough analysis of index
funds and exchange-traded funds (ETFs) — both of which
are passively managed — including the risks and advantages

of each.
Rule #8: Avoid psychological pitfalls

Chapter 5 addresses the myth of past performance, and
the so-called Morningstar syndrome. The last paragraph of
Chapter 6 explains why institutional investors tend to remain
invested and refrain from flipping stocks. In Chapter 11, the
author describes common pitfalls that can trip up even

professional investors.
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Rule #9: Don’t hesitate to walk away from certain
funds

In Chapter 4, investors will read about the costs, both
hidden and upfront, of mutual funds, and will learn why they
should exclusively choose funds with reduced management
fees and a low turnover rate. Chapters 9 and 10 contain
examples of hedge funds and of structured investment

products, and explains why investors should avoid them.
Rule #10: Portfolios need an annual check-up
Investors should review their entire portfolio at least

once a year. Chapter 12 explains why this periodic evaluation

is important, and shows investors how to proceed.
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