Index

e Numerics ®

$1 investment examples, 57

12-B fees, 40

20x rule for retirement needs, 192
401(k) plans, 183-184, 206

o/ o

active investing or active management

with bond funds, 141

cash drag with, 40

churning by, 48

closet index funds, 44, 211

continuing popularity of, 12

costs hidden by, 47-48

costs of, 13, 14, 37

deceptive advertising by, 48-49

efficient market competition for, 42-43

fundamental analysis in, 56

hurdles for, 55

index investing compared to (table), 47

as loser’s game, 11

market rigging risks with, 43-44

mind games involved in, 55-56

passive (index) investing versus, 9, 12, 34,
35-36, 37

performance, index investing versus, 34,
35-36

real-world problems with, 41-44

returns due to kind of investments, not
specific selections, 49

self praise by stock pickers, 52-53

short-term performers pumped by, 49

tactical asset allocation, 222-224

tax liabilities of, 39

technical analysis in, 56

actively managed funds

capital gains taxes on, 39

closet index funds, 44, 211

index funds versus, 34, 35-36

picks for mixing with index investing,
213-221

rules for investing in, 211-213
sales charges on, 13
top-performing in 2007, 41
actively managed indexes, 27, 69
advertising, deceptive, 48-49, 272
advice Web sites, 316-317
age and asset allocation, 187, 252-253
aggressive portfolio examples, 235, 236,
237-238
AIM China A actively managed fund, 41
Alliance of Cambridge Advisors, 266
all-in-one (balanced) funds, 148-149,
233-234, 294
alternative investments, 190, 205
American National Bank of Chicago, 10, 29,
30
American Stock Exchange (AMEX)) site, 319
annuities, asset allocation for, 189
Arnott, Robert (financial guru), 228, 229,
230
asset allocation. See also diversification;
retirement planning
age as determinant for, 187, 252-253
for alternative investments, 190, 205
among asset classes, 187-190
for annuities, 189
balancing small and large cap stocks, 106,
109, 202-203
balancing stocks with other
investments, 100
for bonds, 188, 206-208
for broad U.S. stock market funds, 101-102
for cash, 188
for commodities, 189
for emerging market stocks, 116
for global and international stock funds,
112, 198-202
by industry sector funds, 206
percentages optimal for, 190-191
personal aspects of, 205-206
for real estate, 189
for REITs, 164
for stocks, 188, 204, 205-206
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asset allocation (continued)
for stocks versus bonds, 186, 187
tactical, 222-224
tweaking your original plans, 100, 252-253
for value versus growth stocks, 203-204
volatility determined by, 186
asset classes. See also specific kinds
defined, 49
diversification among, 187-190, 197-198
returns linked to, 49
reversion to the mean by, 222, 256-257
average yearly return
for commodity funds, 152
for index versus actively managed funds,
34, 35, 47
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back-testing, 65, 229, 284
balanced (all-in-one) funds, 148-149, 233-
234, 294
Barclays iShares
indexes used by, 91
industry sector ETFs, 126
S&P style indexes used by, 85
Web site, 318
The Battle for the Soul of Capitalism
(Bogle), 281, 285
Bear Stearns, 51, 69
Bear Stearns Current Yield Fund (YYY), 69
The Beardstown Ladies’ Common-Sense
Investment Guide, 53
beating the market, avoiding the
temptation for, 271-275
benchmarks
appropriate, rule of, 273
DIJIA as, 23
indexes as, 23, 26-27
Morningstar indexes used for, 92
Russell indexes used for, 90
S&P 500 as, 26-27
Bergers, David P. (SEC official), 37
Bernstein, William (financial guru), 315
biotech industry funds, 69, 70
Blanchett, David M. (“Spotlighting
Common Methodological Biases in
Active-Vs.-Passive Studies”), 35

blue chip stocks, volatility of, 38
Bogle, John (father of indexing)
about, 28, 281
The Battle for the Soul of Capitalism, 281,
285
commodities not favored by, 154
first index fund introduced by, 9, 30, 282
interview with, 281-285
The Little Book of Common Sense
Investing, 222, 275, 281
Vanguard Investments founded by, 30
Bogleheads, 28, 315
Bogle’s Folly, 9, 10
bond index funds
actively managed funds versus, 141
in aggressive portfolio, 238
asset allocation for, 188, 190, 206-208
in conservative portfolio, 242
ETF picks, 145-147
ETFs, select list of, 311-313
inverse, 147
in moderate portfolio, 240
mutual fund picks, 142-144
mutual, select list of, 295-296
operating fee issues, 141-142
ratio of stock funds to, 187
for shorter-term money needs, 186
trading costs, 145
bond indexes
challenges of producing, 87-88, 140
by DFA, 93
ETFs tracking, select list of, 311-313
index mutual funds tracking, select list of,
295-296
Lehman Brothers indexes, 87, 88
20-year chart for Lehman Aggregate,
98, 99
Bond Investing For Dummies (Wild), 218
bonds
balanced funds combining with stocks,
148-149, 233-234
compound annual growth rate for, 137
countries issuing, 135
coupon payments, 135
as debt instruments, 134
for diversifying investments, 138, 139-140
high-yield or junk, 135, 207
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interest yield curve on, 256
international, 207
inverse correlation to stock
performance, 138, 139
market size, 134
maturity dates for, 136
percentage of government versus
corporate, 135
predictability of, 139-140
realistic expectations for, 137
reasons for investing in, 137-138, 207
return on stocks versus, 186
stability of, 133
unit investment trusts (UITs), 143
zero-coupon, 137
Booth, David (DFA founder), 30
BRIC nations, defined, 116
Bridgeway Ultra-Small Company Market
Fund (BRSIX), 110-111
broad U.S. stock market funds
ETF picks, 104-105
ETFs, select list of, 297-298
mutual fund picks, 102-103
percentage to invest in, 101-102
brokerage houses. See also specific houses
challenges for choosing among, 174-175
choosing, 176-183
considerations for, 174
convenience of, 173
discount houses, 174-175
free services from, 263
full-service, avoiding, 174
index funds issued by, 174, 175
for mutual funds versus ETFs, 175
opening an account, 180
placing a trade, 180
SIPC insurance and regulation of, 176
Web sites, 317
Buffett, Warren (investing genius), 17, 47, 51
buy-and-hold strategy. See also rebalancing
your portfolio
cost issues, 257
disaster-proofing your portfolio, 248-249
diversification opportunities, 257
with ETFs versus index mutual funds,
77, 81
exceptions to, 209-210
gauging economic trends, 254-257

ignoring hype, 249

index funds as perfect vehicles for, 16
interest yield curve issues for bonds, 256
market orders versus limit orders for, 180
market-timing versus, 231

as proven to be effective, 248

reversion to the mean issues, 256-257

for stock index funds, 99, 100

trading costs saved by, 99

tweaking your original plans, 100, 252-253
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calculators. See retirement calculators
calendar method for rebalancing your
portfolio, 250-251
Canada, economic correlation with U.S.,
200
capital gains taxes, 39, 177
capped or constrained indexes, 63
cap-weighted indexes. See also traditional
indexes
constrained or capped, 63
defined, 62
equal-weighted indexes versus, 66, 230
free float, 63
full cap, 63
fundamental indexes versus, 229
Merrill Lynch HOLDRS funds using, 69
MSCI Barra indexes as, 90
overview, 62-63
potential problems with, 84
S&P 500 as, 62
as traditional indexes, 62
cash, asset allocation for, 188
cash drag, 40
cash flow versus income, 253
Certified Financial Planners (CFPs), 265,
320. See also investment advisors
CFA Institute site, 320
CGM Focus (CGMFX), 214
“Challenge to Judgment” (Samuelson), 28
Charles Schwab, 179-180, 317, 318
Chartered Financial Analysts (CFAs), 265.
See also investment advisors
churning, 48
Claymore Securities site, 318
closed-end mutual funds, 83
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closet index funds, 44, 211
commissions, 14, 262
commodities
in aggressive portfolio, 238
asset allocation for, 189
average yearly return for funds, 152
in conservative portfolio, 242
for diversifying investments, 153-155
ETFs, list of, 313
ETNs, 155-156
investment as speculation, 284
in moderate portfolio, 240
rush in 2008, 152-153
single-commodity funds, 151-152
compound annual growth rate for bonds, 137
compound annual return for various
regions’ stock markets, 113
conservative approach
index fund choices for, 16
portfolio examples, 235, 236, 241-242
constrained or capped indexes, 63
Consumer Staples Select Sector SPDR
(XLP), 125, 242
convertible preferred stock, 167
costs. See also management costs; taxes;
trading costs
with buy-and-hold strategy, 257
cash drag, 40
commissions, 14, 262
hidden by brokers, 47-48
index formulations related to, 15
of index mutual funds versus ETFs,
226-227
investment advisor fees, 100, 261, 262-263
loads, avoiding, 159, 211, 278
lower with index funds, 13, 14, 36-37
operating fees, 141-142, 278, 284-285
research, 13
sales charges, 13
transparency of index funds, 40-41, 59
12-B fees, 40
coupon payments, 135
covered call strategy, 168-169
Cramer, Jim (TV personality), 46, 47, 50,
51, 52
Credit Suisse Global Warming Index, 70
Cremers, Martijn (researcher), 44

currency funds, 165-166, 284
Currency Shares site, 318
Customer’s Afternoon Letter, 21
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de Silva, Harindra (CFA), 223
debt, bonds as instruments of, 134
Deutsche Bank Commodity Index Tracking
Fund (DBC), 156
Deutsche Bank site, 318
developed world index funds. See global
and international stock funds
Dimensional Fund Advisors (DFA)
contact information, 183
enhanced indexing started by, 64
founders of, 30
index funds as specialization of, 78
indexes created by, 92-93
overview, 182-183
small cap lean experimentation by, 63
Direxion Funds, inverse index ETFs
from, 68
discount brokerage houses. See brokerage
houses
diversification. See also asset allocation
advantages of index funds for, 39
among asset classes, 187-190, 197-198
bonds for, 138, 139-140
with buy-and-hold strategy, 257
commodity funds for, 153-155
ease and economy trade-off with, 232
ETFs versus mutual funds for, 227
foreign stock funds for, 198
global and international stock funds
for, 113
importance of, 187
index size related to, 15
industry sector funds for, 125
stock index funds for, 95-96, 100
style drift interfering with, 39
style funds for, 118, 125
unmanaged index problems for, 69
dividends
back-testing example for, 65
financial stocks collapse, 65
high dividend stock funds, 129
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high for REITs, 158
Pacific ex-Japan Dividend Index, 70
weighting based on, 61, 229
Dodge & Cox, 212
Dodge & Cox Stock (DODGX), 215
dollar-cost-averaging, 230-231
Domini 400 Social Index, 67
Dow, Charles (financial reporter), 19, 20, 21
Dow Jones BRIC 50 Index, 71
Dow Jones Industrial Average (DJIA)
companies indexed in 1896, 22
companies indexed today, 23
companies picked by Wall Street Journal
editors, 86
creation of, 19, 20, 21
first appearance of, 21
as longest-lived index, 19
popularity of, 19-20
as price-weighted index, 20, 62, 86
second ETF ever issued tracking, 61
shortcomings of, 21-22, 86, 87
Web site, 319
Dow Jones Wilshire 4500 (DJW 4500), 86-87
Dow Jones Wilshire 5000 (DJW 5000), 86-87
Dow Jones Wilshire REIT ETF (RWR), 162
Dow 36,000 (Glassman, James), 53
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ease and economy, trading off
diversification for, 231-232
Economics (Samuelson), 28
education Web sites, 316-317
efficient market, 43, 66
Ellis, Charles D. (investment analyst)
“The Loser’s Game,” 10-11, 28
Winning the Loser’s Game, 11
emerging market stock funds. See also
global and international stock funds
ETF pick, 116-117
ETFs, select list of, 310-311
MSCI Barra indexes for, 88
mutual fund pick, 116
mutual, select list of, 295
percentage to invest in, 205
volatility of, 116
Energy Select Sector SPDR (XLE), 125
enhanced indexing, 64. See also
fundamental indexing

Enron, 38
equal-weighted indexes
cap-weighted indexes versus, 66, 230
defined, 27, 66
potential problems with, 66, 84-85
Rydex Investments offerings, 67
S&P indexes, 85
equity, defined, 134
ETNs. See exchange-traded notes
ETPs (exchange-traded portfolios/
products), 83
E-trade Financial site, 183
exchange-traded funds (ETFs). See also
specific funds
actively managed, 213
advantages of, 59
all-in-one, for starting small, 233-234
bond fund picks, 145-147
broad U.S. stock market, list of, 297-298
broad U.S. stock market picks, 104-105
brokerage house considerations, 175
buy-and-hold strategy versus, 16
buying options possible with, 76
commodities, list of, 313
costs of investing in mutual funds versus,
226-227
covered call strategy for, 168-169
currency funds, 165-166, 284
emerging market fund pick, 116-117
emerging markets, list of, 310-311
exchange-traded portfolios/products
including, 83
fixed income, list of, 311-313
global and international stock, list of,
306-310
global and international stock picks,
114-115
growth of market for, 75
high dividend funds, 129
history of, 60-61
index mutual funds versus, 60, 76-77,
79-81, 226-228
indexes created specifically for, 61
industry sector U.S. stock, list of, 301-306
international growth fund pick, 124-125
international value fund pick, 124
inverse funds, 129-131
large cap U.S. stock fund picks, 107-108
large cap U.S. stock, list of, 298-299
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exchange-traded funds (ETFs) (continued)
large growth fund picks, 120-121
large value fund picks, 119
largest index funds, 31, 79
leveraged funds, 129-131
lifecycle funds, 148, 149
management costs, 37
mid cap U.S. stock, list of, 300
narrow market exposure possible
with, 15, 282
opening an account, 180
placing a trade, 180
preferred stock funds, 168
private equity funds, 166-167
REIT picks, 161-164
select list of, 297-313
shorting possible with, 76
sleek and sexy portfolio example, 235
small cap U.S. stock, list of, 300-301
small cap U.S. stock picks, 111-112
small growth fund picks, 123-124
small value fund picks, 122
socially conscious, 128
taxes on mutual funds versus, 81, 228
tickers for, 117
trading costs for, 79, 226-227
trading during the day possible for, 77
trading rapidly, avoiding, 227
types removed from select list, 297
unusual indexes tracked by, 69-71
varieties of, 60-61, 80
Web resources, 315-316
Web sites for providers, 318
Exchange-Traded Funds For Dummies
(Wild), 59, 71, 80
exchange-traded notes (ETNs)
commodity ETNs, 155-156
covered call strategy for, 168-169
currency funds, 166, 284
described, 82
exchange-traded portfolios/products
including, 83
exchange-traded portfolios/products
(ETPs), 83
expectations, realistic, 17, 137

expense ratios

for active investing versus index
investing, 47

for actively managed funds, 211

for balanced mutual funds, 294

for broad U.S. stock market ETFs, 297-298

for commodities ETFs, 313

for DFA funds, 93

for emerging market ETFs, 310-311

for emerging markets mutual funds, 295

for equal-weighted versus cap-weighted
indexes, 230

for fixed income ETFs, 311-313

for fixed income mutual funds, 295-296

for fundamental-indexed funds, 66

for global and international stock ETFs,
306-310

for global and international stock mutual
funds, 294-295

for industry sector stock ETFs, 126-127,
301-306

for industry sector stock mutual funds,
293

for large cap stock ETFs, 298-299

for large cap stock mutual funds, 289-292

for mid cap stock ETFs, 300

for mid cap stock mutual funds, 292

for small cap stock ETFs, 300-301

for small cap stock mutual funds, 292-293

for WisdomTree ETFs, 93
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Fairholme Fund (FAIRX), 215-216
Fidelity Investments
contact information, 179, 317, 318
funds from other companies offered by, 78
index funds initially scorned by, 30
number of funds offered by, 77
number of index funds offered by, 77
overview, 178-179
scandal in, 37, 212
Fidelity Low-Priced Stock (FLPSX), 216-217
Fidelity 100 Index Fund (FOHIX), 107
Fidelity Select Energy Service actively
managed fund, 41
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Fidelity Spartan Intermediate Treasury
Bond Index Fund (FIBIX), 144
Fidelity Spartan Total Market Index Fund
(FSTMX), 102
Fidelity Spartan U.S. Equity fund, 78
Financial Analysts Journal, 11, 28
Financial Industry Regulatory Authority
(FINRA), 221
financial planners. See investment advisors
Financial Planning Association site, 320
financial supermarkets, 173, 317. See also
brokerage houses
Financial Times, FTSE owned by, 91
FIRE retirement calculator, 194, 319
First Index Investment Trust fund, 30, 282
First Trust FTSE EPRA/NAREIT Global Real
Estate Index Fund (FFR), 163-164
First Trust site, 318
fixed-income funds. See bond index funds
float-weighted indexes, 26
FocusShares Homeland Security ETF, 70
FocusShares Wal-Mart Supplier ETF, 70
Ford Motor Company, 38
foreign stock funds. See emerging market
stock funds; global and international
stock funds
Fortune magazine, 70
401(k) plans, 183-184, 206
free float indexes, 63
frontier markets, 88. See also emerging
market stock funds
FTSE
indexes created by, 91-92
Web site, 319
FTSE 100 index, 91
full cap indexes, 63
fundamental analysis, 56
fundamental indexing
advantages of, 230
back-testing for, 65, 229, 284
defined, 64
efficient market issues for, 66
expense ratios high for funds, 66
in quasi-actively managed funds, 213
screening, 67-68

fundamental-weighted indexes
defined, 27
by FTSE, 92
traditional indexes versus, 228-230
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gambler’s fallacy, 56
Garrett Planning Network, 266
Gl/Gender Health Index, 70
Glassman, James (Dow 36,000), 53
global and international stock funds. See
also emerging market stock funds
in aggressive portfolio, 238
asset allocation for, 198-199
compound annual return for various
regions, 113
in conservative portfolio, 242
correlation to U.S. economy, 199-200
for diversifying investments, 113
Dow Jones BRIC 50 Index for, 71
ETF picks, 114-115
ETFs, select list of, 306-310
in moderate portfolio, 240
MSCI Barra indexes for, 88-90
mutual fund picks, 113-114
mutual, select list of, 294-295
percent of world stock market, 198
percentage to invest in, 112, 205
regional versus single-country investing,
200-202
reversion to the mean by, 222
style fund picks, 124-125
global warming, index based on, 70
globalization, 199-200
goals
active investing versus index
investing, 47
for retirement investments, 191-192
gold. See commodities
grading system for indexes, 64
Greed Alert icon, 6
Green Century Equity Fund (GCEQX), 67
Greenspan, Alan (former Fed chairman),
222
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growth stocks. See also style funds
defined, 117
international fund pick, 124-125
large cap versus small cap funds, 204
large growth fund picks, 120-121
percentage to invest in, 204
return per unit of risk for, 203-204
small growth fund picks, 122-124
value stocks versus, 203-204

o/ o

HealthShares industry-sliver ETFs,
avoiding, 127
Hebner, Mark (financial manager), 316
high-yield bonds, 135, 207
history of indexes and index investing
Bogle’s Folly (first index fund), 9, 10
development of other indexes, 27-29
Dow Jones Industrial Average, 19-24
Ellis’s study (1975), 10-11
ETFs, 60-61
fund companies, 29-30
prior to 1942, 10
Standard & Poor’s 500, 24-27
Hoffer, Eric
quotations from, 45, 46, 50, 54
The True Believer, 45
Homeland Security, index based on, 70
hot investments, avoiding, 64
Hussman Strategic Growth Fund
(HSGFX), 217, 242

o]e

income versus cash flow, 253
index funds. See also exchange-traded
funds (ETFs); index mutual funds

actively managed funds versus, 34, 35-36
advantages of, 13-14, 15
cash drag lower with, 40
closet, 44, 211
commodity ETNs, 155-156
companies specializing in, 78
considerations for buying, 174
costs lower with, 13, 14, 36-37
creating your own not possible, 84
defined, 23, 34

exchange-traded notes (ETNs), 82, 83
15-year performance results, 35-36
first, introduced by Bogle, 9
five largest, 31
five-year performance results, 34
history of, 29-30
issued by brokerage houses, 174, 175
market exposure of, 15
number to invest in, 231-232
realistic expectations for, 17
study results differing for, 35
suitability considerations for, 16, 64
tracking the S&P, 26
transparency of, 40-41, 59
unit investment trusts (UITs), 82-83, 143
varieties of, 27
index mutual funds. See also specific funds

balanced (all-in-one) fund pick, 148-149
balanced, list of, 294
bond fund picks, 142-144
broad U.S. stock market picks, 102-103
brokerage house considerations, 175
costs of investing in ETFs versus, 226-227
emerging market fund pick, 116
emerging markets, list of, 295
ETFs versus, 60, 76-77, 79-81, 226-228
fixed income, list of, 295-296
as fraction of all mutual funds, 76, 78
global and international stock, list

of, 294-295
global and international stock picks,

113-114
industry sector U.S. stock, list of, 293
large cap U.S. stock fund picks, 106-107
large cap U.S. stock, list of, 289-292
large growth fund pick, 120
large value fund pick, 118
largest funds, 31, 78
management costs, 37
mid cap U.S. stock, list of, 292
opening an account, 180
REIT picks, 159-161
select list of, 289-296
sleek and sexy portfolio example, 236
small cap U.S. stock, list of, 292-293
small cap U.S. stock picks, 110-111
small growth fund pick, 122-123
small value fund pick, 121
socially conscious, 128



Index 329

taxes on ETFs versus, 81, 228

traded only at end of day, 77

types removed from select list, 289
indexes. See also specific indexes and kinds

of indexes

actively managed, 27, 69

as benchmarks, 23, 26-27

for covered calls, 168

created specifically for ETFs, 61

dumb, 29, 278

equal-weighted, defined, 27, 66

float-weighted, defined, 26

formulations and costs, 15

fundamental-weighted, defined, 27

history of, 19-29

inverse, 68

major makers of, 83-93

market-value weighted, defined, 26

price-weighted, defined, 20

private equity, 167

reasonableness of, 64

for REITs, 156

screening, 67-68

selection criteria for stocks in, 64

size and market exposure of, 15

stability of, 64

study result differences due to

choices of, 35

suitability considerations for, 16, 64

traditional, defined, 26

unmanaged, 68-69

unusual, 69-71

uses for, 23, 26-27

varieties of formulations, 15, 27-29

volatility of, 64

Web sites for creators, 319
Industrial Select Sector SPDR (XLI), 126
industry sector U.S. stock funds

allocating portfolio by, 206

chasing hot sectors, avoiding, 277

for diversifying investments, 125

ETF choices, 126-127

ETFs, select list of, 301-306

FTSE indexes for, 92

mutual, select list of, 293

qualities to search for, 126

reversion to the mean by, 222, 256-257

tactical asset allocation for, 223

inflation, with stocks versus bonds, 186
insider trading, 43
interest yield curve, 256
intermediate bonds, 136
intermediate-term performance results, 34
international bonds, 207
international indexes of S&P, 85
international stock funds. See emerging
market stock funds; global and
international stock funds
Internet business, fund tracking, 69
Internet resources. See Web resources
inverse bond index funds, 147
inverse ETFs, 129-131
inverse indexes, 68
Invesco PowerShares site, 318
Investing For Dummies (Tyson), 3
investment advisors
checking credentials of, 264-265
commissioned, 262
determining the need for, 261
eliminating harmful biases in, 263
fee-only, 261, 262-263
finding a suitable advisor, 266-267
free advice from brokerage houses, 263
free luncheons offered by, 33, 264
index funds not favored by, 260
money made from, not for, clients by, 46
payment methods for, 262-263
protecting yourself from fraud, 265
questions to ask, 267
reasonable payment for, 280
reasons for using, 260-261
scrutinizing fees of, 100
Web resources, 320
investment publications, tips from,
51-52, 272
investment-grade bonds, 135, 136
iPath CBOE S&P 500 BuyWrite ETN, 169
iPath Dow Jones-AIG Commodity Index
Total Return ETN (DJP), 155-156, 238,
240, 242
iPath EUR/USD Exchange Rate ETN
(ERO), 166
iPath GBP/USD Exchange Rate ETN
(GBB), 166
iPath GSCI Total Return Index ETN
(GSPO), 156
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IRAs, rolling 401(k) plans into, 184

irrational despondency, 222-224

irrational exuberance, 222

ISE-CCM Homeland Security Index, 70

ISE-Revere Wal-Mart Supplier Index, 70

iShares Dow Jones U.S. Healthcare
ETF (IYH), 126

iShares Dow Jones U.S. Home Construction
ETF (ITB), 224

iShares Dow Jones U.S. Pharmaceuticals
ETF (IHE), 126

iShares Dow Jones U.S. Total Market (IYY),
15, 105

iShares Dow Jones U.S. Transportation ETF
aym), 126

iShares Emerging Markets ETF, 79

iShares FTSE EPRA/NAREIT Global Real
Estate Ex-U.S. Index Fund (IFGL),
162-163

iShares iBox $ Investment Grade Corporate
Bond (LQD), 146

iShares JPMorgan USD Emerging Markets
Bond Fund (EMB), 207

iShares KLD 400 Social ETF (DSI), 128

iShares Lehman Aggregate Bond Fund
(AGQG), 16, 238, 240, 242

iShares Lehman TIPS Bond Fund (TIP),
145-146, 238, 240, 242

iShares Morningstar Large Growth (JKE), 121

iShares Morningstar Small Growth (JKK),
123-124

iShares Morningstar Small Value (JKL), 122

iShares MSCI ACWI Index Fund (ACWI), 234

iShares MSCI EAFE ETF, 79

iShares MSCI EAFE Growth (EFG), 124-125,
238, 240

iShares MSCI EAFE Index Fund, 31

iShares MSCI EAFE Small Cap Index Fund
(5CZ), 115, 235, 236, 240, 242

iShares MSCI EAFE Value (EFV), 124, 238, 240

iShares Russell Microcap ETF (IWC),
16, 111-112

iShares S&P 100 Index Fund (OEF), 108

iShares S&P 500 ETF, 79

iShares S&P U.S. Preferred Stock Index
Fund (PFF), 168

iShares Select Social Index Fund (KLD), 128

Israelson, Craig L. (“Spotlighting Common
Methodological Biases in Active-Vs.-
Passive Studies”), 35

italics in this book, 2

° ] °
Johnson, Edward C., IlI

(Fidelity chairman), 30
Jones, Edward (financial reporter), 21
Journal of Financial Planning, 35
Journal of Portfolio Management, 28
junk bonds, 135, 207
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Kiplinger’s, 51

Kitces, Michael (The Kitces Report), 223-224

KLD Catholic Values 400 Index, 67

KLD Dividend Achievers Social Index, 67

KLD Global Climate 200 Index, 67

KLD Global Sustainability Index, 67

KLD Research & Analytics’ screened
indexes, 67

o/ o

La Monica, Paul R. (columnist), 53
large cap stocks, defined, 25, 106
large cap U.S. stock funds
balancing with small cap funds, 106, 109,
202-203
ETF picks, 107-108
ETFs, select list of, 298-299
mutual fund picks, 106-107
mutual, select list of, 289-292
percentage to invest in, 205
return per unit of risk for, 202-203
small cap funds versus, 202-203
value versus growth stocks, 204
Lehman Aggregate Bond Index, 88, 98, 99
Lehman Brothers, 87-88, 319
leveraged funds, 129-131
leveraged inverse funds, 130, 131
lifecycle funds, 148, 149
limit orders, 180
linear charts of performance, 24-25



The Little Book of Common Sense Investing
(Bogle), 222, 275, 281

loads, avoiding, 159, 211, 278

logarithmic charts of performance, 25

London Stock Exchange, FTSE owned by, 91

Longleaf Partners Fund (LLPFX), 218

long-term bonds, 136

long-term performance results, 35-36, 57

Loomis Sayles Bond Fund (LSBRX/LSBDX),
218-219

“The Loser’s Game” (Ellis), 10-11, 28
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Malkiel, Burton G. (A Random Walk Down
Wall Street), 28, 275
management costs
of actively managed mutual funds, 37
for bond funds, 141-142
calculating, 274
index formulations related to, 15
lower with index funds, 13, 37
operating fees, 141-142, 278, 284-285
scrutinizing, 100, 284-285
market capitalization indexes, 84. See also
cap-weighted indexes
market collapse, ignoring forecasts of, 97
market exposure of indexes, 15, 282
market orders, 180
market rigging, 43-44
market-timing
buy-and-hold strategy versus, 231
dollar-cost-averaging versus investing
your pile, 230-231
inverse indexes suitable for, 68
shorting ETFs suitable for, 76
ways to avoid temptation, 271-275
market-value weighted indexes, 26
Matthews India actively managed fund, 41
maturity dates for bonds, 136
Merger Fund (MERFX), 219-220, 242
Merrill Lynch
HOLDRS funds, 69, 127
HOLDRS Web site, 318
industry sector ETFs, 127
not for index investing, 174
Mexico, economic correlation
with U.S., 200

microcap stocks, 93, 109
mid cap U.S. stock funds, 112, 292, 300
mind games involved in picking stocks,
55-56
moderate portfolio examples, 235, 236,
239-240
Money magazine, 51
Moneychimp retirement calculator,
194, 320
Monte Carlo simulations, 193-194
Morgan Stanley, 88, 174
Morgan Stanley High-Yield Security C
Fund, 142
Morningstar
15-year performance results for index
funds, 35-36
five-year performance results for
index funds, 34
as independent third party, 34
index mutual funds list acquired
from, 289
indexes created by, 91
for mutual fund research, 221
Web site, 316
MSCI Barra, 88-90, 319
municipal bonds, 135-136
Murdoch, Rupert (financier), 21
mutual funds. See also index mutual funds
actively managed, picks, 213-221
closed-end, 83
decline in market for, 75
fraction indexed, 76
limitations of non-index funds, 78
open-end, 83
percent not indexed, 78
Mutual Funds For Dummies (Tyson), 78
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NAREIT All REIT Index, 156

NASDAQ site, 319

National Association of Personal Financial
Planners site, 320

National Association of Real Estate
Investment Trusts (NAREIT), 157

New York Stock Exchange (NYSE) site, 319

news sites, 316-317
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Nicholas Applegate Emerging Markets
actively managed fund, 41

nominal return, on stocks versus bonds,
186

nonsystemic risk, 97

Northern Global Real Estate Fund
(NGREX), 160-161

Northern Trust Corp. (NETS) site, 318
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oil. See commodities

$1 investment examples, 57
open-end mutual funds, 83, 117
operating fees, 141-142, 278, 284-285
options possible with ETFs, 76
overconfidence, 55
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Pacific ex-Japan Dividend Index, 70
passive investing, 9
P/E (Price/Earnings) ratio, 105, 254-255
Petajisto, Antti (researcher), 44
Pimco ETFs site, 318
politicians, stock portfolios of, 44
portfolio. See also diversification;
rebalancing your portfolio
aggressive examples, 235, 236, 237-238
all-in-one ETFs for starting small, 233-234
asset allocation for, 186-191
balancing small and large cap stocks, 106,
109, 202-203
balancing stocks and bonds, 186, 187,
190, 226-228
balancing stocks with other
investments, 100
basic parameters for, 187
bonds in, 206-208
broad U.S. market funds in, 101-102
conservative examples, 235, 236, 241-242
disaster-proofing, 248-249
emerging market stocks in, 116
examining your financial situation for,
243-244
factoring 401(k) investments into, 206
global and international stock funds in,
198-202

mid cap stocks covered by other funds, 112
moderate examples, 235, 236, 239-240
number of funds in, 231-232
percentages optimal for, 190-191
“present and future” technique for, 243
for retirement planning, 183-184,
191-195, 244, 319-320
screwing up, avoiding, 277-280
sleek and sexy ETF example, 235
sleek and sexy index mutual fund
example, 236
stocks in, 204, 205-206
style funds in, 118
tax positioning for, 244, 279
timing your investments, 230-231
traditional versus fundamental indexes
in, 228-230
PowerShares, 92, 127
PowerShares DB U.S. Dollar Index Bearish
Fund (UDN), 166
PowerShares DB U.S. Dollar Index Bullish
Fund (UUP), 166
PowerShares Dynamic Banking ETF (PJB),
127
PowerShares Dynamic Insurance ETF
(PIO), 127
PowerShares Dynamic Semiconductors
ETF (PSD), 127
PowerShares Emerging Markets Sovereign
Debt Portfolio (PCY), 147, 207, 238,
240, 242
PowerShares FTSE RAFI U.S. 1000 (PRF),
119
PowerShares Listed Private Equity ETF
(PSP), 167
PowerShares Preferred Fund (PGX), 168
PowerShares QQQ ETF (QQQQ), 79
PowerShares S&P 500 Buy/Write fund
(PBP), 169
PowerShares WilderHill Clean Energy ETF
(PWB), 128
predictions, caveats for, 54
preferred stock, 167-168
Price/Earnings (P/E) ratio, 105, 254-255
price-weighted indexes, 20, 21-22, 62, 86
private equity funds, 166167
professional help. See investment advisors
profitability of index investing, 2
ProFunds, 68
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ProFunds UltraShort NASDAQ-100 mutual
fund, 131

ProShares, 130, 318

pumping short-term performers, 49
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quality of bonds, 135-136
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RAFI (Research Affiliates Fundamental
Index), 229, 230
random success, 274
A Random Walk Down Wall Street (Malkiel,
Burton G.), 28, 275
ratings claims, understanding, 273
real estate investment trusts (REITs)
above average returns for, 156-157
asset allocation for, 189
avoiding niche areas, 164
for diversifying investments, 125
ETF picks, 161-164
indexes for, 156
international, 156, 158, 164
low stock market correlation of, 157,
158-159
mutual fund picks, 159-161
percentage to invest in, 164, 205
tax liabilities of, 158
unique qualities of, 158-159
rebalancing your portfolio
on as-needed basis, 251
bonus for, 187
calendar method for, 250-251
choosing a method for, 251-252
with commodities, 154
diversification allowing for, 187
importance of, 250, 279
overview, 137-138
Red Rocks Listed Private Equity Index, 167
Remember icon, 6
Research Affiliates Fundamental Index
(RAFI), 229, 230
research costs, not paid on index funds, 13

retirement calculators
caveats for, 192-193
limitations of, 194-195
Monte Carlo simulations with, 193-194
Web sites, 194, 319-320
retirement planning
calculators for, 192-195, 319-320
cash flow versus income, 253
determining amount to save, 192
getting index funds in your 401(k),
183-184
portfolio for, 244
rolling over, 184
20x rule for, 192
reversion to the mean, 222, 256-257
risk. See also volatility
compensation for systemic, 98
determining amount to take, 191
inappropriate, avoiding, 278
for large cap versus small cap funds,
202-203
lessened by diversification, 15
nonsystemic versus systemic, 97
Sharpe Ratio for, 202-203
with stock index funds, 100
for value versus growth stocks, 203-204
Russell, 90-91, 319
Russell 1000 index, 90
Russell 2000 index, 90, 98, 99

Russell 3000 index, 90
Russell/Nomura indexes, 90
Rydex Investments

equal-weighted index fund offerings, 67
inverse index ETFs from, 68

S&P equal-weighted indexes used by, 85
Web site, 318

Rydex Russell Top 50 ETF (XLG), 107-108
Rydex S&P Equal Weight Consumer

Discretionary ETF (RCD), 67

Rydex S&P Equal Weight Consumer Staples

ETF (RHS), 67

Rydex S&P Equal Weight Energy ETF

(RYE), 67

Rydex S&P Equal Weight Financials ETF

(RYF), 67

Rydex S&P Equal Weight Index ETF

(RSP), 67, 230
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sales charges, 13. See also trading costs
Samuelson, Paul (economist), 28
S&P 100, 84
S&P 500. See Standard & Poor’s 500
S&P 600 Small Cap Index, 84
S&P 1500, 84
S&P Mid Cap 400, 84
S&P Total Market Index, 84
Scottrade site, 183
screening, 67-68, 127-128
sector funds. See industry sector U.S. stock
funds
Securities and Exchange Commission
(SEC), 37
Securities Industry and Financial Markets
Association (SIFMA), 134
Securities Investor Protection Corporation
(SIPC), 176
semiconductor industry, fund tracking, 69
senators, stock portfolios of, 44
ShareBuilder site, 183
shareholders, defined, 77
Sharpe Ratio, 202-203
shorting, 76
short-term bonds, 136
short-term performers, pumping, 49
Siegel, Jeremy (investment guru)
on index weighting, 228, 229
Stocks for the Long Run, 93
WisdomTree founded by, 93
SIFMA (Securities Industry and Financial
Markets Association), 134
silver. See commodities
simplicity of index investing, 2
Sinquefield, Rex (DFA founder), 30
SIPC (Securities Investor Protection
Corporation), 176
small cap lean, 63
small cap U.S. stock funds
actively managed funds, 211-212
balancing with large cap funds,
106, 109, 202-203
ETF picks, 111-112
ETFs, select list of, 300-301
large cap funds versus, 202-203

mutual fund picks, 110-111
mutual, select list of, 292-293
percentage to invest in, 205
return per unit of risk for, 202-203
value versus growth stocks, 204
volatility of, 109
yield tending to be higher for, 93, 109
Smart Money magazine, 51
Smith Barney, 48, 174
social irresponsibility, screening for, 68
socially responsible funds, 67-68, 127-128
sovereign bonds, 135
SPDR DB International Government
Inflation-Protected Bond ETF (WIP),
207
SPDR DJ Wilshire International Real Estate
ETF (RWX), 163, 238, 240, 242
SPDR DJ Wilshire Small Cap ETF (VB), 255
SPDR DJ Wilshire Total Market ETF (TMW),
104
SPDR Gold Trust ETF, 79
SPDR Lehman International Treasury Bond
ETF (BWX), 207
SPDR Lehman Municipal Bond ETF (TFI),
146
SPDR Lehman New York Municipal Bond
ETF (INY), 242
SPDR S&P Biotech ETF (XBI), 126
SPDR S&P Emerging Markets Small Cap
(EWX), 238, 240
SPDR S&P Homebuilders ETF (XHB), 126
SPDR S&P Metals and Mining ETF (XME),
126
SPDR Trust Series 1 (SPY or spider), 31,
60-61, 79, 230, 255
“Spotlighting Common Methodological
Biases in Active-Vs.-Passive Studies”
(Blanchett and Israelson), 35
SSgA. See State Street Global Advisors
stability
of bonds, 133
of indexes, 64
Standard & Poor indexes. See also
Standard & Poor’s 500 (S&P 500)
equal-weighted indexes, 85
international indexes, 85
S&P 100, 84
S&P 600 Small Cap Index, 84
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S&P 1500, 84
S&P Mid Cap 400, 84
S&P Total Market Index, 84
style indexes, 85
Standard & Poor’s 500 (S&P 500)
as cap-weighted index, 62
disadvantages of funds based on, 84-85
Ellis’s study using (1975), 11
ETFs based on, 83
first ETF ever issued tracking, 60-61
history of, 25-26
index funds tracking, 26
linear chart of performance, 24-25
logarithmic chart of performance, 25
as manager performance benchmark, 26
as market capitalization index, 84
as market-value weighted, 26
NAREIT index correlation with, 157
popularity of, 24
rationale for company choices, 25, 84
as traditional index, 26, 62
20-year chart for, 98, 99
Web site, 319
worst year ever (1974), 38
State Street Global Advisors (SSgA)
ETFs based on S&P international
indexes, 85
first ETF issued by, 60-61
S&P international indexes used by, 85
S&P SPDRs, 126
Select Sector SPDRs, 126
Web site, 318
Steinhardt, Michael (investment guru), 93
stock exchange Web sites, 319
stock index funds
age considerations for investors, 98
in aggressive portfolio, 238
asset allocation for, 188, 190, 204-205
broad U.S. market funds, 101-105
in conservative portfolio, 242
for diversifying investments, 95-96
emerging market funds, 116-117
as equity instruments, 134
global and international funds, 112-115
guidelines for investing, 99-100
high dividend funds, 129
individual stocks versus, 96-97

industry sector funds, 126-127
inverse funds, 129-131
large cap U.S. funds, 106-108
leveraged funds, 129-131
links between U.S. and foreign
economies, 200
for long-term investment, 186
in moderate portfolio, 240
nonsystemic risk eliminated by, 97
ratio of bond funds to, 187
small cap U.S. funds, 109-112
socially conscious funds, 127-128
style funds, 117-125
systemic risk with, 97-98
20-year chart for, 98, 99
stocks
balanced funds combining with bonds,
148-149
defined, 96
individual versus aggregates, 96-97
inverse correlation to bond performance,
138, 139
major market hits, 186
preferred stock, 167-168
REITs as, 158
return on bonds versus, 186
Stocks for the Long Run (Siegel), 93
style drift, 39
style funds
business cycles for, 117-118
defined, 117
for diversifying investments, 118, 125
growth stocks, 117
international fund pick, 124-125
large growth fund picks, 120-121
large value fund picks, 118-119
Morningstar indexes for, 91
reversion to the mean by, 222
S&P indexes for, 85
small growth fund picks, 122-124
small value fund picks, 121-122
value stocks, 117
value versus growth stocks, 203-204
survivorship bias, 35
systemic risk, 97, 98
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T. Rowe Price
actively managed funds from, 212
contact information, 181, 317, 318
overview, 180-181
retirement calculator, 194, 320
as scandal-free company, 212
T. Rowe Price Capital Appreciation Fund
(PRWCX), 220-221
T. Rowe Price Total Equity Market Index
Fund (POMIX), 103
T. Rowe Price U.S. Bond Index (PBDIX),
142-143
tactical asset allocation, 222-224
taxes. See also specific kinds
benefits of index investing, 2, 13, 36, 39
capital gains, 39, 177
for ETFs versus index mutual funds, 81, 228
portfolio rebalancing issues, 251
positioning your portfolio for, 244, 279
on REITs, 158
taxable versus tax-free bonds, 136
tax-advantaged accounts for stocks, 100
TD Ameritrade, 181, 317
TDAX Independence lifecycle funds, 149
technical analysis, 56
Technology Select Sector SPDR (XLK), 126
television, stock picks on, 50-51, 272
temptation, ways to avoid, 271-275
tickers, meaning of, 117
TIPS (Treasury Inflation-Protected
Securities), 145, 208
trading costs
for bond funds, 145
buy-and-hold strategy for saving on, 99
defined, 38
for ETFs, 79, 226-227
keeping track of, 279
lower with index funds, 13, 38
portfolio rebalancing issues, 251
trading ETFs versus index mutual funds, 77
traditional indexes. See also cap-weighted
indexes
defined, 26, 62
fundamental indexes versus, 228-230

transparency of index funds, 40-41, 59
Treasury Inflation-Protected Securities
(TIPS), 145, 208
The True Believer (Hoffer), 45
12-B fees, 40
20x rule for retirement needs, 192
Tyson, Eric
Beardstown Ladies audit prompted by, 53
Investing For Dummies, 3
Mutual Funds For Dummies, 78
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UBS, 174

unit investment trusts (UITs), 82, 83, 143
unmanaged indexes, 68, 69

U.S. News and World Report, 51

Utilities Select Sector SPDR (XLU), 126

ol

Value Line Investment Survey newsletter, 52
Value Line mutual fund (VLIFX), 53
value stocks. See also style funds
defined, 93, 117
growth stocks versus, 203-204
international fund pick, 124
large cap versus small cap funds, 204
large value fund picks, 118-119
percentage to invest in, 204
return per unit of risk for, 203-204
small value fund picks, 121-122
yield tending to be higher for, 93
Van Eck Global site, 318
Van Eck Market Vectors—Global Alternative
Energy ETF (GEX), 128
Van Eck Market Vectors—Solar Energy ETF
(KWT), 128
Vanguard Balanced Index (VBINX), 148-149
Vanguard Consumer Discretionary ETF
(VCR), 126
Vanguard Consumer Staples ETF (VDC),
125, 126
Vanguard Developed Markets Index
(VDMIX), 236
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Vanguard Emerging Markets ETF (VWO),
116-117, 235, 238, 240, 242, 255
Vanguard Emerging Markets Stock Index
Fund (VEIEX), 116
Vanguard Energy ETF (VDE), 125, 126
Vanguard Europe Pacific ETF (VEA), 235
Vanguard European Stock ETF (VGK),
114-115, 177, 255
Vanguard European Stock Index Fund
(VEURX), 78, 113-114, 177
Vanguard Financials ETF (VFH), 126
Vanguard 500 Index (VFINX), 31, 78, 282
Vanguard FTSE All World Ex-U.S. (VEU),
242
Vanguard FTSE Social Index Fund (VFTSX),
128
Vanguard Group
actively managed funds from, 212
buying index funds issued by, 175
contact information, 178, 317, 318
converting mutual funds to ETFs with,
177
first index fund introduced by, 9
founding of, 30
FTSE indexes used by, 92
index funds as specialization of, 78
industry sector ETFs, 126
largest index funds of, 31
overview, 176-178
as scandal-free company, 212
Web site for ETFs, 318
Vanguard Growth Admiral share class, 177
Vanguard Growth ETF (VUG), 120, 177, 238,
240
Vanguard Growth Index (VIGRX), 120, 177
Vanguard High Dividend Yield ETF (VYM),
129
Vanguard Large Cap ETF (VV), 108, 235,
242
Vanguard Large Cap Index Fund (VLACX),
106-107, 236
Vanguard Pacific ETF (VPL), 115, 255
Vanguard Pacific Stock Index (VPACX), 114
Vanguard PRIMECAP Core Fund
(VPCCX), 221

Vanguard REIT ETF (VNQ), 16, 161-162,
238, 240, 242
Vanguard REIT Index Fund (VGSIX), 160
Vanguard Short-term Bond Index (VBISX),
144
Vanguard Small Cap ETF (VB), 111, 235
Vanguard Small Cap Growth ETF (VBK),
123, 238, 240, 242
Vanguard Small Cap Index Fund (NAESX),
110, 236
Vanguard Small Cap Value ETF (VBR), 235,
238, 240, 242
Vanguard Small Cap Value Index (VISVX),
236
Vanguard Small Value ETF (VBR), 122
Vanguard Small-Cap Growth Index Fund
(VISGX), 122-123
Vanguard Small-Cap Value Index Fund
(VISVX), 121
Vanguard Total Bond Market ETF (BND),
145, 235
Vanguard Total Bond Market Index
(VBMFX), 31, 78, 142
Vanguard Total International Stock fund, 78
Vanguard Total Stock Market ETF (VTI), 104
Vanguard Total Stock Market Index Fund
(VTSMX), 31, 78, 102-103
Vanguard Total World Stock ETF (VT), 234
Vanguard Value ETF (VTV), 119, 238, 240
Vanguard Value Index Fund (VIVAX),
118-119
versatility of index investing, 1
volatility. See also risk
of blue chip stocks, 38
of commodities, 152, 155
determined by asset allocation, 186
of emerging market stock funds, 116
index fund choices for, 16
of index funds versus individual stocks, 38
of indexes, 64
of leveraged funds, 130
portfolio rebalancing issues, 252
of small cap stocks, 109, 202-203
of stock index funds, 100
of stocks, 96
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Wall Street Journal, 21, 56, 86

Web resources
author of this book, 320
checking advisor credentials, 264, 265
conventions in this book, 2-3
exchange-traded index fund providers, 318
financial planners, 320
financial supermarkets, 183, 317
finding fund companies you can trust, 212
general investing news, advice, and

education, 316-317

index creators, 319
with index investing focus, 315-316
index mutual fund providers, 318
interest yield curve on bonds, 256
investment advisors, 266
mutual fund research, 221
P/E ratio information, 255
retirement calculators, 194, 319-320
stock exchanges, 319
Yahoo! Finance site, 56

weightings. See also specific kinds of

indexes

based on dividends, 61, 66, 229
cap-weighted indexes, defined, 62
constrained or capped indexes, defined, 63
equal-weighted indexes, defined, 27, 66
float-weighted indexes, defined, 26
free float indexes, defined, 63
full cap indexes, defined, 63
fundamental-weighted indexes, defined, 27
market-value weighted indexes, defined, 26
overview, 62-63

price-weighted indexes, defined, 20
of RAFI indexes, 229
study result differences due to, 35
traditional versus fundamental, 228-229
Wells Dow Jones Wilshire Global RESI
Index Fund (WDGAX), 159
Wells Dow Jones Wilshire U.S. REIT Index
Fund (WDJAX), 159
Wells Fargo, early index investing by,
10, 29, 30
Wild, Russell (author of this book)
Bond Investing For Dummies, 218
Exchange-Traded Funds For Dummies,
59, 71, 80
Web sites, 320
Wilshire Associates, 86, 319
window dressing, 14, 40
Winning the Loser’s Game (Ellis), 11
WisdomTree, 93, 229, 318
WisdomTree Dreyfus Currency Income
ETFs, 165-166
WisdomTree Japan SmallCap Dividend
Fund, 15
WisdomTree Total Dividend Fund (DTD), 129

oyo

Yahoo! Finance site, 56
Yermack, David (finance professor), 44
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Zecco, 182, 317
zero-coupon bonds, 137
Ziobrowski, Alan (professor), 44



