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A practical guideto passive investing

Time and again, individual investors discover, all too late, that actively picking
stocksisaloser's game. The alternative lies with index funds. This passive form
of investing allows you to participate in the markets relatively cheaply while
prospering al the more because the money saved on investment expenses staysin
your pocket.

In hislatest book, investment expert Richard Ferri shows you how easy and
accessible index investing is. Along the way, he highlights how successful you
can be by using this passive approach to allocate funds to stocks, bonds, and
other prudent asset classes.

- Addresses the advantages of index funds over portfolios that are actively
managed

- Offersinsights on index-based funds that provide exposure to designated broad
markets and don't make bets on individua securities

- Ferri is also author of the Wiley title: The ETF Book and co-author of The
Bogleheads Guide to Retirement Planning

If you're looking for a productive investment approach that won't take all of your
time to implement, then The Power of Passive Investing is the book you need to
read.

Q& A with Author Rick Ferri
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Author Rick Ferri

What is passive investing?

Passive investing is about achieving the returns you need in the markets by using
low cost index funds and exchange-traded funds. Passive investing is all about
earning your fair share of financial market returns whether the market isUS
stocks, international stocks, bonds, commodities, or any combination of those
investments.

The opposite of passive investing is active investing. Thisisthe act of trying to
beat the markets by using an infinite number of higher-cost strategies that
probably won’'t work. Nobel Laureates in Economics have been telling us for
decades that passive investing is a better investment strategy than active
investing. The Power of Passive Investing brings many of those studies together
in one book.

How isthisbook different from your previous ones, such as The ETF Book,
All About Asset Allocation, and All About I ndex Funds?

My previous books explain how to select low-cost index funds and ETFs, and
how to create a portfolio using these funds. The Power of Passive Investing
provides the proof about why thisis a superior strategy to trying to beat the
markets. The evidence in the book isirrefutable.

Who isthe target audience of this book?

The Power of Passive Investing is written for any investor who wants to
understand more about the mutual funds they are investing in, including people
who have a401(k) or similar work savings plan. It s also an important book for
brokers and consultants who make aliving recommending mutual funds and
ETFs, aswell as banks, trust departments and investment advisors who manage
other people’s money. Finadly, it's a particularly important book for people who
oversee endowments, foundations, and pension funds.

An observation you makeisthat whileit’s possibleto beat the market, it’s
not probable. What are the odds a mutual fund will beat the market?
Mutual fund companies that try to beat the market argue that it’s possible to do
so0. They areright. It ispossible; it’s just not probable, and the payout stinks.



Active managers often point to Warren Buffett, the famous CEO of Berkshire
Hathaway as an example. They imply that since Warren beats the markets that
we should believe that they, too, will win. That's nonsense. Here are three
reasons why it can’t be true:

- About one-third of mutual funds go out of business every 10 years, and about
50 percent are defunct after 20 years. Only about 1 in 3 of the surviving funds
outperform index funds. Surviving funds are the ones that don't close, and it
assumes you know which ones those will be, which is not possible. The excess
return from the winning surviving funds doesn’'t come close to the shortfall
from the losing funds, and this is before accounting for the losses in the defunct
funds before they closed.

The Power of Passive Investing explainsthe near certainty that a portfolio of
index fundswill beat a portfolio of active funds over time. Tell me about this
conclusion.

We've addressed one mutual fund versus one index and the low probability for
active fund success. But that’s doesn’t define the whole problem because people
don’'t own just one mutual fund. They own several funds across diversified asset
classes such as US stock, international stock, bonds, real estate, and so forth.

Having several active fundsin a portfolio exponentially lowers the probability
that the portfolio will beat a comparable index fund portfolio. As more active
funds are added, and the longer their held, the probability that a portfolio of index
funds will outperform the active fund portfolio increases dramatically to the point
where the index funds have a 99 percent probability of outperforming a
comparable portfolio of active funds. Now that’s something that all investors
should consider!

Why do active investing strategies fail to beat the market for the vast
majority of investors?

There are several reasons that active funds fail to deliver, not the least is the cost
of trying to beat the markets. Hundreds of thousands of investment managers,
investment advisors, brokers, mutual funds manager, pension funds managers,
banks, trust departments, individual investors, traders, etc., are attempting to out-
fox the markets. They spend hundreds of billions of dollars each year trading
securities, paying managers and consultants, buying research, etc. The cost of
trying to beat the market makes doing so impossible for most people.

A second reason investors fail to beat the market is due to poor behavior. They
seek high returns by looking in the wrong places for outperformance. Active
investors chase after past performance, they chase star ratings, and they chase the
news. They’re putting money in places today where they should have already had
money. Thistail chasing game costs investors dearly.

You makethe case for low-cost index funds. But mutual fund feesaren’t the
only cost. What other costs do investors bear ?

There are trading costs, commissions, advisor fees, taxes, 12b-1 fees,
administrative costs, research costs and the list goes on. Much of these costs are
hidden from investors. For example, most investorsin 401(k) plans don’'t provide



investors good transparency on the costs they’ re paying.

Another bastion of gluttony is high advisor fees. Thisissueisjust starting to
come out in the media. The typical investment advisor charges one percent per
year to manage a portfolio of mutual funds for clients. That’s crazy-high given
the huge advances in portfolio management software and other technology that
have occurred over the years. Advisorstoday should be able to handle five times
the amount of clients with half the amount of staff than they did in the 1990s.
These productivity gains have not been passed on to clients in the form of lower
fees.

What should investment advisers chargetheir clients?

WEéll, it's not one percent, which isthe ‘standard fee’ you'll hear in the
marketplace. | believe Investors shouldn’t pay more than 0.5 percent per year to
an advisor, and probably less. My firm, Portfolio Solutions, charges only 0.25
percent in annual fees. We' ve been charging this low fee for more than a decade,
and it has saved our clients millions of dollars over the years. That’s real money
isin their pockets.

Why do so many peopletry to beat the market if the proof that passive
investing outperforms active investing isirrefutable?

There' s big advertising dollars promoting active management - much more than
passive managers can afford. Remember, actively managed funds charge 5to 10
times the fee of a comparable index fund. Much of this huge revenue stream is
spent bombarding the public with nonsense about how active mangers can beat
the market, and it basically ensures that the truth about passive investing gets lost
in the noise.

Did you know that for every new book published on passive investing there are at
least a dozen books published on how you can beat the market? Did you know
that for every mediainterview with a passive investing advocate like myself there
are at least 100 interviews with people who claim they can beat the market?

It's actually amazing to me that any information about passive investing getsto
the public, and it’'s a credit to investors who have looked beyond the smoke and
mirrors.

How can someone adopt a passive investment strategy? What’sthefirst
step?

The answer isto start learning the real facts about the markets and investing. Y ou
can start with The Power of Passive Investing if you're already knowledgeable
about mutual fund investing. I’ ve also written several how-to books on low-cost
index fund investing, exchange-traded funds, asset allocation and planning for
retirement.
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The Power of Passive Investing: More Wealth with LessWork By Richard A. Ferri
A practical guideto passive investing

Time and again, individual investors discover, all too late, that actively picking stocksis aloser's game. The
alternative lies with index funds. This passive form of investing allows you to participate in the markets
relatively cheaply while prospering all the more because the money saved on investment expenses staysin
your pocket.

In hislatest book, investment expert Richard Ferri shows you how easy and accessible index investing is.
Along the way, he highlights how successful you can be by using this passive approach to alocate funds to
stocks, bonds, and other prudent asset classes.

- Addresses the advantages of index funds over portfolios that are actively managed

- Offersinsights on index-based funds that provide exposure to designated broad markets and don't make
bets on individual securities

- Ferri isalso author of the Wiley title: The ETF Book and co-author of The Bogleheads' Guide to Retirement
Planning

If you're looking for a productive investment approach that won't take all of your time to implement, then
The Power of Passive Investing is the book you need to read.

Q& A with Author Rick Ferri

Author Rick Ferri

What is passive investing?

Passive investing is about achieving the returns you need in the markets by using low cost index funds and
exchange-traded funds. Passive investing is al about earning your fair share of financial market returns
whether the market is US stocks, international stocks, bonds, commodities, or any combination of those
investments.



The opposite of passive investing is active investing. Thisis the act of trying to beat the markets by using an
infinite number of higher-cost strategies that probably won't work. Nobel Laureates in Economics have been
telling us for decades that passive investing is a better investment strategy than active investing. The Power
of Passive Investing brings many of those studies together in one book.

How isthisbook different from your previous ones, such as The ETF Book, All About Asset Allocation,
and All About Index Funds?

My previous books explain how to select low-cost index funds and ETFs, and how to create a portfolio using
these funds. The Power of Passive Investing provides the proof about why thisis a superior strategy to trying
to beat the markets. The evidence in the book isirrefutable.

Who isthe target audience of thisbook?

The Power of Passive Investing is written for any investor who wants to understand more about the mutual
funds they are investing in, including people who have a401(k) or similar work savings plan. It'salso an
important book for brokers and consultants who make a living recommending mutual funds and ETFs, as
well as banks, trust departments and investment advisors who manage other people’ s money. Finally, it'sa
particularly important book for people who oversee endowments, foundations, and pension funds.

An observation you makeisthat whileit’s possibleto beat the market, it’snot probable. What arethe
odds a mutual fund will beat the market?

Mutual fund companies that try to beat the market argue that it’s possible to do so. They areright. It is
possible; it’sjust not probable, and the payout stinks.

Active managers often point to Warren Buffett, the famous CEO of Berkshire Hathaway as an example.
They imply that since Warren beats the markets that we should believe that they, too, will win. That's
nonsense. Here are three reasons why it can’t be true:

- About one-third of mutual funds go out of business every 10 years, and about 50 percent are defunct after
20 years. Only about 1 in 3 of the surviving funds outperform index funds. Surviving funds are the ones
that don’'t close, and it assumes you know which ones those will be, which is not possible. The excess
return from the winning surviving funds doesn’'t come close to the shortfall from the losing funds, and this
is before accounting for the losses in the defunct funds before they closed.

The Power of Passive I nvesting explainsthe near certainty that a portfolio of index fundswill beat a
portfolio of active funds over time. Tell me about this conclusion.

We' ve addressed one mutual fund versus one index and the low probability for active fund success. But
that’ s doesn't define the whole problem because people don’'t own just one mutual fund. They own several
funds across diversified asset classes such as US stock, international stock, bonds, real estate, and so forth.

Having several active fundsin a portfolio exponentially lowers the probability that the portfolio will beat a
comparable index fund portfolio. As more active funds are added, and the longer their held, the probability
that a portfolio of index funds will outperform the active fund portfolio increases dramatically to the point
where the index funds have a 99 percent probability of outperforming a comparable portfolio of active funds.
Now that’s something that all investors should consider!

Why do activeinvesting strategiesfail to beat the market for the vast majority of investors?

There are severa reasons that active funds fail to deliver, not the least is the cost of trying to beat the
markets. Hundreds of thousands of investment managers, investment advisors, brokers, mutual funds
manager, pension funds managers, banks, trust departments, individual investors, traders, etc., are attempting
to out-fox the markets. They spend hundreds of billions of dollars each year trading securities, paying



managers and consultants, buying research, etc. The cost of trying to beat the market makes doing so
impossible for most people.

A second reason investors fail to beat the market is due to poor behavior. They seek high returns by looking
in the wrong places for outperformance. Active investors chase after past performance, they chase star
ratings, and they chase the news. They’re putting money in places today where they should have aready had
money. Thistail chasing game costs investors dearly.

You makethe case for low-cost index funds. But mutual fund feesaren’t the only cost. What other
costs do investors bear ?

There are trading costs, commissions, advisor fees, taxes, 12b-1 fees, administrative costs, research costs and
the list goes on. Much of these costs are hidden from investors. For example, most investors in 401(k) plans
don't provide investors good transparency on the costs they’ re paying.

Another bastion of gluttony is high advisor fees. Thisissueisjust starting to come out in the media. The
typical investment advisor charges one percent per year to manage a portfolio of mutual funds for clients.
That' s crazy-high given the huge advances in portfolio management software and other technology that have
occurred over the years. Advisors today should be able to handle five times the amount of clients with half
the amount of staff than they did in the 1990s. These productivity gains have not been passed onto clientsin
the form of lower fees.

What should investment advisers chargetheir clients?

WEell, it’ s not one percent, which isthe * standard fee’ you'll hear in the marketplace. | believe Investors
shouldn’t pay more than 0.5 percent per year to an advisor, and probably less. My firm, Portfolio Solutions,
charges only 0.25 percent in annual fees. We' ve been charging this low fee for more than a decade, and it has
saved our clients millions of dollars over the years. That's real money isin their pockets.

Why do so many peopletry to beat the market if the proof that passive investing outperfor ms active
investing isirrefutable?

There' s big advertising dollars promating active management - much more than passive managers can
afford. Remember, actively managed funds charge 5 to 10 times the fee of a comparable index fund. Much of
this huge revenue stream is spent bombarding the public with nonsense about how active mangers can beat
the market, and it basically ensures that the truth about passive investing gets lost in the noise.

Did you know that for every new book published on passive investing there are at least a dozen books
published on how you can beat the market? Did you know that for every mediainterview with apassive
investing advocate like myself there are at least 100 interviews with people who claim they can beat the
market?

It's actually amazing to me that any information about passive investing gets to the public, and it’s a credit to
investors who have looked beyond the smoke and mirrors.

How can someone adopt a passive investment strategy? What’sthefirst step?

The answer isto start learning the real facts about the markets and investing. Y ou can start with The Power
of Passive Investing if you' re already knowledgeable about mutual fund investing. I’ ve also written severa
how-to books on low-cost index fund investing, exchange-traded funds, asset alocation and planning for
retirement.
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Editorial Review
From the Inside Flap

Investing is serious business and mistakes cost money. Whether you're acting for yourself or as afiduciary
for others, your aim should always be to reduce mistakes and increase the probability that the portfolio you're
responsible for succeeds in achieving its objective.

Nobody understands this better than author Richard Ferri, an investment expert and founder of the advisory
firm Portfolio Solutions®. Now, in The Power of Passive Investing, he reveals how this proven strategy can
effectively put your portfolio in a better position to gain its fair share of market returns. This approach is
done with a strong understanding and commitment to low-cost, passively managed index funds and
exchange-traded funds (ETFs)—which, today, span aimost every asset class and style, including U.S. and
foreign equity funds, bond funds, commaodities funds, and even currencies.

Filled with in-depth insights and expert advice, this reliable resource offers practical guidance on creating a
sound, long-term investment plan—uwithin a framework of controlled risk—and helps clarify and quantify
the purpose of investing along the way. Containing dozens of historical studies covering severa decades and
financial markets, it will clearly show you how passive investors who buy the market will capture better
results than most active investors who try to beat the market.

Divided into three comprehensive parts, The Power of Passive Investing:

- Tracks the passive versus active debate from its beginnings early in the twentieth century to today and
explores the advantages of investing in individual index funds and ETFs over individual actively managed
funds

- Focuses on portfolio decisions and investor behavior and looks at some of the reasons more people haven't
put the power of passive investing to use yet

- Discusses the purpose of investment policy and makes the case for passive investing in terms of four
different groups: individual investors and their families; trustees of charities and private accounts; pension
trustees and those who select investment options for employer-sponsored pension plans; and professional
investment advisors

Attempting to earn above-market returns with a portfolio of actively managed fundsis both a waste of time
and money. A well-designed, passive investment approach that utilizes index funds and ETFs has the highest
probability of meeting your financial goals and is the most prudent choice for your money. The Power of
Passive Investing will show you why thisistrue as well as how this approach can work for you.

From the Back Cover

"Rick Ferri has done investors a great favor by collecting in one place the consistently overwhelming
evidence that index funds keep beating active funds. The only remaining problem for 'passive’ investing is
the name. Why don't we all agree on asingle change and call indexing success investing?'
—CHARLESD. ELLIS, bestselling author of Winning the Loser's Game and The Elements of Investing

"Indexing wins because indexing must win. The best index funds win simply because they eliminate
management fees and sales loads, and minimize operating costs and portfolio turnover and its costs. But



Ferri takes us from theory to reality, providing scores of examples and tabulations that prove that very point.
| commend it to you."
—JOHN C. BOGLE, founder, The Vanguard Group

"Ferri writesin beautiful, simple language what | have been trying to tell all but the largest institutional
investors—to build a diversified portfolio of index funds. | wish | had written the book myself."
—LAURENCE SIEGEL, Research director, Research Foundation of CFA Institute

About the Author

RICHARD A. FERRI isthe founder of the investment firm Portfolio Solutions® and a Forbes writer.
Portfolio Solutions manages nearly $1 billion in separate accounts for high-net-worth individuals, families,
non-profit organizations, and corporate pension plans. Ferri has written or cowritten six investment books,
including the Wiley titles The ETF Book and The Bogleheads Guide to Retirement Planning. He earned a
bachelor of science in business administration from the University of Rhode Island and a master of sciencein
finance from Walsh College. Ferri isalso a CFA Charterholder as designated by the CFA Institute, a global
association of investment professionals. For more information, visit www.RickFerri.com and
www.PortfolioSol utions.com.

Users Review
From reader reviews:
William Fugate:

Nowadays reading books become more than want or need but also turn into alife style. This reading
behavior give you lot of advantages. The advantages you got of course the knowledge the particular
information inside the book in which improve your knowledge and information. The info you get based on
what kind of book you read, if you want attract knowledge just go with education and learning books but if
you want sense happy read one together with theme for entertaining including comic or novel. Typicaly the
The Power of Passive Investing: More Wealth with Less Work is kind of e-book which is giving the reader
unforeseen experience.

Heidi Odom:

This The Power of Passive Investing: More Wealth with Less Work is great book for you because the
content and that is full of information for you who always deal with world and a so have to make decision
every minute. This particular book reved it info accurately using great organize word or we can say no
rambling sentencesinside. So if you are read the idea hurriedly you can have whole information in it. Doesn't
mean it only provides straight forward sentences but tricky core information with attractive delivering
sentences. Having The Power of Passive Investing: More Wealth with Less Work in your hand like keeping
the world in your arm, information in it is not ridiculous a single. We can say that no e-book that offer you
world in ten or fifteen small right but this reserve already do that. So, this can be good reading book. Hello
Mr. and Mrs. active do you still doubt in which?



Mary Stone:

Reading a book to be new life stylein this year; every people loves to study a book. When you study a book
you can get agreat deal of benefit. When you read books, you can improve your knowledge, because book
has alot of information upon it. The information that you will get depend on what forms of book that you
have read. If you would like get information about your review, you can read education books, but if you
want to entertain yourself you can read a fiction books, these kinds of us novel, comics, and soon. The The
Power of Passive Investing: More Wealth with Less Work offer you a new experience in looking at a book.

Christopher Palmer:

Y ou can obtain this The Power of Passive Investing: More Wealth with Less Work by browse the bookstore
or Mall. Just simply viewing or reviewing it could to be your solve issueif you get difficulties to your
knowledge. Kinds of this e-book are various. Not only by simply written or printed but additionally can you
enjoy this book by e-book. In the modern eraincluding now, you just looking by your local mobile phone
and searching what their problem. Right now, choose your current ways to get more information about your
book. It is most important to arrange yourself to make your knowledge are still revise. Let's try to choose
correct ways for you.
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