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Introduction: Excuse Me, Is This
the “Real” World?

This story goes back a long way, and so do I. In the
spring of 1971, I was about to become a newly minted

Ph.D. in abstract, or “pure,” mathematics.
I was thinking about what kind of job to get. Almost

all the other Ph.D.s in pure mathematics wanted to become
professors. That, however, was not my plan. I wanted to
apply mathematics, not to teach it. I had always been fas-
cinated by science and technology, and I wanted to be the
best at applying mathematics to those fields.

But the Vietnam War raised problems for that plan. In
the war’s earlier years, I had organized meetings opposing
it. Now that the war was still going full tilt, every scientific
or technological firm seemed engaged in the war effort.
Nearly all of the big firms and laboratories played a role,
researching or manufacturing components for weaponry
or defoliants. Jobs that would have challenged and fasci-
nated me were, for me, tainted because they only con-
tributed to a war I didn’t believe in.

Then a fellow student told me he heard that a broker-
age firm in Chicago, where I was living, was doing “inter-
esting things with mathematics.”

I interviewed at the firm, A. G. Becker & Company,
and was offered a job. I thought, I don’t know anything
about the stock market—I don’t even know what it is—but
I may as well learn about it. Besides, I should easily be able
to get rich using my knowledge of mathematics, and why
not? I’m smart; surely I can figure out how to beat the
stock market.



Little was I to know how many people I would meet over the
years with the same idea, all of whom would be wrong.

With my new Ph.D. in pure mathematics in hand from North-
western University, I reported to work at Becker in July 1971. Imme-
diately after starting, my bosses gave me books to read on stock
market theories. I was the only mathematician with a Ph.D. in the
firm, so I quickly became chief theoretician. I was assigned to work
with a young assistant professor at the University of Chicago named
Myron Scholes (later to become famous for the Black-Scholes option
pricing model), who had been hired as a consultant. I was sent to
conferences on quantitative finance, where I rubbed elbows and sat
on panels with future Nobel Prize winners.

But within a few short months I realized something was askew.
The academic findings were clear and undeniable, but the firm—and
the whole industry—paid no real attention to them.

It was as if theoretical physicists knew the laws of thermody-
namics, but engineers spent their time trying to construct perpetual
motion machines—and were paid very handsomely for it.

The evidence showed that professional investors could not beat
market averages. Professional investors couldn’t even predict stock
prices better than the nearest taxicab driver.

A study by a young professor named Michael Jensen published in
the Journal of Finance in 1968 showed that mutual funds run by pro-
fessional managers do not beat market averages. Its conclusion said:

The evidence on mutual fund performance discussed above
indicates not only that these . . . mutual funds were on average
not able to predict security prices well enough to outperform a
buy-the-market-and-hold policy, but also that there is very little
evidence that any individual fund was able to do significantly
better than that which we expected from mere random chance.1

Academic models showed that highly competitive markets would
cause stock prices to change randomly and unpredictably. And many
studies similar to Jensen’s have been conducted since then, again and
again, overwhelmingly supporting the conclusion.

A. G. Becker, at the time, had the largest database of tax-exempt
investment funds in the world. It included pension funds, foundation
funds, and endowment funds. There were funds overseen by corpo-
rations, state and municipal governments, government agencies, and
unions. Some of these funds were enormous, with assets in today’s
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terms of tens of billions of dollars. Becker’s proprietary database was
the largest database of professionally managed funds in existence.

I had access to this database, and I knew how to program com-
puters. So I used the data to check the academic studies. Sure enough,
they were right. The average stock portfolio in our database did not
outperform a naive strategy of buying the whole market. Further-
more, the portfolios behaved unpredictably and randomly—there
was no way to tell in advance which one would beat the market in
any given year.

In spite of this evidence that trying to beat the market was futile,
the whole business of the firm—and of the entire industry—was
oriented toward trying to beat the market. Sales pitches to sell infor-
mation (and information, bushels of it, is what Becker sold) always
implied that if you have this information, then you’ll be in a better
position to beat the market.

The people who did the selling—who were the higher-paid and
more impressively titled employees of the firm—did not give a fig for
whether it was really possible to beat the market. What they did give
a fig for was what would sell the product.

The product, in Becker’s case, was a huge book full of statistics
on fund performance that we sold to fund sponsors and fund man-
agers. Believe it or not, this book sold for $20,000 to $30,000—in
1971. It could sell for this price because of the practice of “directed
brokerage” or “soft dollars”—of which I will say more in Chapter 2.

Twenty thousand dollars for one book. This sum of money was,
at the time, more than enough for four years of tuition at a top-notch
college plus room and board. Such was my introduction to the world
of incredibly high prices and high levels of compensation.

The huge payoffs brought about a Pavlovian process of sales pitch
creation. People found out by trial and error what would work well
for selling.

The scientific process creates a hypothesis and tests it against fac-
tual reality. The sales process creates a pitch and tests it against mar-
ket reality to see what sells; factual reality—the truth—is not a
necessary consideration.

One salesman I knew could carry on an extended monologue in
highly technical-sounding language, punctuating it by repeatedly
elbowing his interlocutor in the ribs and poking him in the tie with the
wet end of his cigar. What he said made no sense at all, but he sold a
lot of Becker books and became the sales manager. (The salespeople
were called “consultants,” but they were really only salespeople.)
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I quickly realized that the whole industry was about what would
sell, and not about what was true or factually based. This was an
unaccustomed realization for a mathematician, whose entire course
of learning and endeavor was oriented solely toward finding out 
what is true. Whether a mathematical proof would “sell” is never an
issue.

In short, I was a fish out of water. I did not like the fact that 
the whole company—and, as far as I could tell, the whole industry—
paid little regard to the truth. But I also thought that, perhaps, well,
this was business. Academia—especially in cloistered fields like pure
mathematics—is not thought of, even by academicians, as the real
world. Business is the real world—and here I was. I resolved to try to
make the best of it.

Making the best of it means

• going against the tide and sneaking the truth into the product
while trying not to impair sales;

• accepting the language of the business as some sort of code
that, though it sounds like a complete distortion of the truth,
is really an Orwellian transliteration that everyone in the busi-
ness understands and interprets correctly; or

• succumbing to cynicism, either despising the customers (Michael
Lewis in his book Liar’s Poker finally concludes, “The cus-
tomers were our victims!”) or believing they are so stupid 
that speaking to them in simplified lies is necessary to help
them.

The alternative is to get out of the business. In my subsequent career,
I alternated between getting out of the business and staying in it, but
trying to go against the tide.

Getting out of the business usually meant accepting a much lower
level of compensation. I tried working on renewable energy at a
research institution in Colorado for a few years. But this alternative
collapsed for me in the oil glut of the early 1980s. So I got back into
the investment business.

I became a “lone eagle.” Lone eagle is the Colorado term for an
independent consultant who works alone and lives on a mountain-
top, communicating with clients electronically and by FedEx. (As
time wore on and we were still at it, we were called “bald eagles.”) I
consulted to institutional investors on the esoteric mathematics of
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dynamic asset allocation, risk hedging using options and futures,
asset–liability modeling, and portfolio optimization.

I also authored a computer system to measure investment per-
formance and select money managers. This system was used by a suc-
cession of investment firms, from E. F. Hutton to Shearson Lehman
to American Express to Smith Barney, and by Dean Witter, Citicorp,
and a number of other big firms. Once again, I found myself in
possession of a large proprietary database of the performance of
investment accounts. Once again, I tested the data to see whether
professional managers could beat the market consistently and pre-
dictably; and once again, the answer was that they could not.

Each time I got back into the investment field, I tried to leave
plenty of time for other activities that I deemed more important—
primarily activities in the nonprofit world.

Finally, in the mid-1990s, I became a founding partner and 
chief economist of a new firm in the investment advisory field, Lock-
wood Financial Group. We tried to perform a useful function for the
investor and stand by the truth, but our resolve tended to erode in 
the context of an industry that was already thriving on a lie. In the
end, the firm was sold, in September 2002, for a large sum to the
Bank of New York—the big New York bank founded by Alexander
Hamilton.

Shortly after that, I experienced back-to-back, and at close range,
several instances of incredible investment foolishness (which you will
soon read about), exhibited by otherwise very smart people. I decided
then that it was time to write this book. The message of the book is
not new. It has been written many times before—though, it seems,
not forcefully enough. If the book is imbued with a sense of outrage,
it is because nothing else has worked. The lie perpetrated by the
investment world to sell its services at exorbitantly high prices still
works all too well.

The lie that it is worth paying a huge amount extra to profes-
sional investment service providers to try to beat the market prevails
as much today as when I was at A. G. Becker thirty-five years ago.
The field has progressed only in finding better and yet more profitable
ways to skin clients.

When I occasionally go to a talk on investment theory and prac-
tice, I am amazed to find how little things have changed. The talks
are still full of the same esoteric but simplistic mathematics. The con-
structs still begin by blithely assuming, against all the evidence, that
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many investment professionals have an innate ability to beat the mar-
ket, that those who do have this innate ability can be identified early
enough to benefit from their skills, and that it will be worth the cost.

This book will try to make crystal clear—through interesting and
sometimes humorous experiences and anecdotes, simple explanations
of theories, and evidence—what the truth is, what the Big Investment
Lie is and how it is sold to us, and what we can do to avoid it. It
begins by showing how easy it is to lie—even by accident—and to
have that lie accepted, but it takes great marketing and salesmanship
to pull it off on a sustained basis. It then shows what the Lie costs us,
how it is conveyed using doctored statistics, what the real truth is,
how the truth is distorted in the selling process, and how to avoid the
Lie and do it right.

Other books have been written on these topics. But this is the first
written by a mathematician. It is the first to draw not only on an
insider’s knowledge of the industry but also on in-depth mathemati-
cal expertise, exposing the Lie’s rotting intellectual foundations. I
show that for all the industry’s claims of “sophisticated technology”
and “sophisticated mathematics,” its use of these claims to sell its
services and justify its charges is absurd, nonsensical, and Swiftian.

For me, this book is a way—at long last—to find a useful appli-
cation for my experience in the investment field.
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PART I

HOW MUCH YOU PAY
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1
The Beardstown Ladies versus 
the Professionals

The Beardstown Ladies would have had it made for
good if they hadn’t been so naive and honest.
In the early 1980s, Mrs. Betty Sinnock, a grandmoth-

erly woman of homespun wisdom, formed an investment
club with fifteen other women—also senior citizens—in
the town of Beardstown, Illinois, population 6,200. They
called their club the Beardstown Business and Professional
Women’s Investment Club.

They got together regularly to study public companies
and to select some to invest in. They joined the National
Association of Investors Corporation (NAIC), an organi-
zation of investment clubs. They researched stocks, look-
ing for companies with a solid history of growth. They
saved and invested diligently, contributing $4,800 a year
to their joint portfolio.

They stuck to companies they knew. When one of
them came to a club meeting and announced she had seen
a lot of cars parked at Wal-Mart, they bought Wal-Mart.
One member brought some Hershey Hugs to a meeting.
The members decided they tasted good. They wound up
buying Hershey stock.

By 1992, they had accumulated a substantial port-
folio, making them one of the larger investment clubs in
the NAIC. The Beardstown Ladies’ discipline and hard
work had paid off. They were proud of their achievement,
accomplished through their own efforts without profes-
sional advisors.
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They were so unlike the conventional image of astute inves-
tors, and so appealing as a human interest story, that they attracted 
media attention. They appeared on the nationally televised pro-
gram CBS This Morning, performing so well that CBS asked them
back.

What happened next will go down in history. As one observer’s
account puts it, “For the Beardstown Ladies, it was the deviation
from their comfort zone—in an attempt to quell the fast-paced, num-
ber-hungry media—that got them into trouble.”

In senior partner Betty Sinnock’s own words: “In 1991, a pro-
ducer of CBS This Morning called and asked to feature our club for
the second time. They wanted us to be on the show January 2, 1992
and they wanted to know what our annual return had been and how
we had fared against the Dow.”1

To respond to this request, the club bought the NAIC Account-
ing Software and received permission to use it at their bank, since
Mrs. Sinnock didn’t own a computer.

When Mrs. Sinnock finally got the data entered and read the
results, the club had earned an average 23.4 percent per year for a ten-
year period. The Standard and Poor’s 500 (S&P 500) stock market
index, a broader index than the Dow, had achieved only 14.9 percent
per year.

The Beardstown Ladies had outperformed the stock market by a
full 8.5 percent per year!

The mere human interest story of the Beardstown Ladies got a
shot of adrenaline from that 23.4 percent ten-year return that Betty
Sinnock had calculated with the NAIC accounting program. This was
the stuff of big print on book jackets, a publisher’s dream.

A book packager in New York asked to do a book based on 
the club. The book, The Beardstown Ladies Common Sense Invest-
ment Guide, became an instant best seller and soon was being
published in seven different languages. Four more books followed, 
plus several audio and big-print editions and a video. The books
touted in big bold letters the Beardstown Ladies’ “23.4% per year
return.” The ladies were doing more traveling than they had ever
dreamed possible. They were happy to share their knowledge to
motivate others to save and learn about investing. They were 
constantly in the news, always in stories glowing with warmth and
admiration.

In Betty Sinnock’s words:
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Television stations would fly us to New York or California for 
a four-minute segment. For us, coming from a small town, it
was all the more exciting. Maybe a little frustrating and amaz-
ing, too.

In December 1994, Phil Donahue flew 13 ladies and our bro-
ker to New York to appear on his show to promote the first
book. Six of the ladies had never been to New York City, and
two of the ladies, in their 70s, had never flown before. It was a
fantastic experience.

As we were being chauffeured around in limousines, I remem-
ber thinking, “we don’t spend money like this.” . . .

As part of the book’s promotion, we were scheduled to be 
in a different city every day for 14 days. We were doing several
interviews a day, for the print, radio and television media. It 
got pretty exhausting. . . . I was traveling nearly four days a
week. . . .

It wasn’t until the groups of people coming to hear us talk
began to grow that we finally began to take in what was hap-
pening. At one point we were asked to do a program for the
Smithsonian. Every time I talked to the people from the Smith-
sonian, the venue had changed because they needed more space
to accommodate all of the people. Finally, we ended up in the
auditorium of Washington University, where 1,500 people had
made reservations to hear us speak.

For the first time, I felt that this must be how a celebrity
feels.2

And it was all because of their 23.4 percent annual return.
When I heard about this on the news I assumed the number was

wrong—but not because the Beardstown Ladies were inexperienced
and untrained investment professionals. No, I assumed it was wrong
because I knew how easily accidental or trumped-up statistics acquire
lives of their own in the investment field. The gullible public and the
mass media that cater to it, wishing fervently to believe in investment
Holy Grails, regularly swallow these unlikely but facile figures whole,
without checking.

On March 2, 1995, the New York Times, usually known for care-
ful reporting and fact checking, nevertheless published a long and
thoroughly uncritical piece on the Beardstown Ladies, in which their
23-plus percent performance was cited not just once but several
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times. The piece included a recipe for “Shirley’s Stock Market Muffins
(Guaranteed to Rise).”

A Times editor would reread this piece now with deep embarrass-
ment. But from 1992 to 1998, the Beardstown Ladies had a spectac-
ular run. Their books, audios, and videos sold in the millions. Their
success spawned investment clubs around the country. They became
investment advisors to the world.

In 1998, a journalist for Chicago magazine, Shane Tritsch, expect-
ing to write the usual puff piece on the Beardstown Ladies, suddenly
became suspicious. What aroused his suspicion was a fine-print dis-
claimer on the copyright page of the paperback version of the Beard-
stown Ladies’ Common Sense Investment Guide. The disclaimer read,
“This ‘return’ may be different from the return that might be calcu-
lated for a mutual fund or bank.”

At the instigation of the Beardstown Ladies themselves, an inde-
pendent audit of their investment returns was performed by the
accounting firm Price Waterhouse. The study concluded that their
investment return over the ten years had been not 23.4 percent but
only 9.1 percent—underperforming the S&P 500 index by almost 6
percent instead of outperforming it.

The news should have come as no surprise to knowledgeable
stock market and financial media observers. But it was of course
devastating to the Beardstown Ladies’ reputations as investment
gurus. The error was apparently totally innocent. As Betty Sinnock
described it:

In 1992, the club offered to buy the NAIC Accounting Soft-
ware if I could get permission to use it on a computer at the
bank since I didn’t own a computer. I entered the data as of
12/31/91 and I thought I was inputting the data so the first
eight years would be included in our returns. Because of this,
when the computer showed an annual return for our mem-
bers in 1993 of 23.4 percent, I thought it was for the first 10
years and shared the information with the rest of the ladies 
and with the producer of our video, which had recently been
completed. . . . 

We have since learned that the 23.4 percent was for a two-
year period and not for the first 10 years as we had always
thought.3
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In giving this account of the error in a press release, Mrs. Sinnock
added, “The Beardstown Ladies are just really, really sorry.”

The error was duly reported in the media. Time magazine pub-
lished an article under the tongue-in-cheek headline “Jail the Beard-
stown Ladies.” The Beardstown Ladies’ publisher dropped them. But
the Ladies had clearly not connived, knowingly and maliciously, to
propagate an erroneous number purely to enhance their own rep-
utations and sell books. Their phenomenal success—though based
largely on a falsehood—was not based on a deliberate, premeditated,
and knowing falsehood but on an inadvertent one, a falsehood that
the credulous public and the media lapped right up.

There was the expected, though muted, tut-tutting, implying that
things had been set right again. Of course, mere amateurs like the
Beardstown Ladies couldn’t really beat the pants off the market and
compete with professional investors on Wall Street. But this theme
was surprisingly downplayed, not played very often, and not played
much at all—in particular—by professional investment counselors
themselves. It might seem like a case of professional courtesy, or just
kindness and deference to some white-haired old ladies.

In fact, the muted quality and even nonexistence of “I told 
you so’s” in the investment profession was also motivated by the
perennial need of the investment advisory industry—the commu-
nity of investment advisors, investment managers, investment con-
sultants, investment commentators, and other investment “experts”
of all stripes—to deflect attention from their own nakedness.

In March 1998, after the Beardstown unmasking, Tom Gard-
ner, a founder of the offbeat Web-based investment commentary
called “The Motley Fool,” posted the appropriate comment on the 
Fool’s Web site, fool.com. Noting that the Associated Press had run
an article entitled “Beardstown Investors Called Frauds,” Gardner
wrote:

Over the past five- and ten-year periods, between 85–95% of 
all mutual funds have done worse than market average, and 
we haven’t yet come across a single article entitled “Mutual
Fund Managers Called Frauds.” This even as their advertise-
ments cloud over the real underlying value of their managed
funds (after the deduction of all costs and taxes) relative to 
that of an index fund. Do mutual-fund families plan to hire
outside auditors to scrutinize and then publicize the after-tax
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returns of their products over the past decade? (I’ve decided 
to start holding my breath now. Someone please tell me to
stop.) 4

Compared with the Beardstown Ladies (their inadvertent fraud
having been exposed at their own behest, to the ruin of their enterprise)
—whose fraudulent practice was naive, unintended, and strictly from
Hicksville—the fraud of the investment advice and management indus-
try is studied, refined, Wall Street minted and Madison Avenue pack-
aged, and extraordinarily effective.

Unfortunately, the real message of the Beardstown Ladies—the
example they represented of the virtues of self-reliance, disciplined
saving, and thrift—was lost in the shuffle. For the prurient taste 
of the public and the media, these virtues had to be mixed with a 
hint of avarice. The Beardstown Ladies fell short, in the end, on the
avarice quota. But they needn’t have.

If they had been more artful, more worldly, more knowing, more
cunning in the ways of the investment advice industry, they could
have come out smelling like a crafty rose. They could have admitted
and quickly apologized for their error, then swiftly moved on to
emphasize the years in which they did beat the stock market. They
could have explained away the years in which they lagged the 
stock market by saying their investment approach was “out of style”
in those years or some such thing. Their publisher would not have
dumped them, they would continue to be regarded as investment
gurus, and they would have joined the ranks of the true investment
professionals.5

The Big Investment Lie

The saga of the Beardstown Ladies may seem like an aberration and a
curiosity in the annals of investment gurus. But it is not an aberration
and a curiosity. On the contrary, it is typical. Behind the success of
nearly every wealthy investment professional lie a winning way, an air
of confidence, and an erroneous or highly selectively quoted statistic.

The success of nearly all prosperous investment professionals
consists not in procuring higher rates of return on investment 
for their clients but in procuring astoundingly high fees from their
clients—without the clients taking much notice.
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In other fields, too, professional advice can be of doubtful value.
An abundance of savage lawyer jokes makes it clear that many peo-
ple think lawyers often do more harm than good—and overcharge
their clients. Even in the medical field, doctors themselves will admit
that their medical expertise can make a real difference only in a
minority of cases.

But in no service field in which customers pay for professional
advice and assistance is the failure to help so clearly measurable, and
so clearly demonstrated, as in the investment field. Furthermore, for
this total and demonstrable failure, customers pay far, far more than
they will ever pay for medical advice and treatment, or for the serv-
ices of a lawyer, or for any other professional advice and assistance
they will ever get.

The investment advice and management industry encompasses 
a vast and complex array of advisors, managers, financial ana-
lysts, custodians, brokers, traders, performance evaluators, auditors,
accountants, actuaries, conference managers, journalists and pub-
lishers, writers, ghostwriters, newsletter publishers, computer sys-
tems developers, and an endless array of consultants and consultants
to consultants.

The investment advice and management industry is enormous,
with total revenues well over $200 billion per year in the United
States alone.6 A percentage of investors’ assets provides the entire
financial support for this industry.

When an investor engages the services of an investment advisor
or of a money manager, or both (usually both), the investor typically
winds up with a combination of two investment strategies, one on
top of the other.

The first is a sound, simple, low-cost strategy of investing in a
diversified portfolio of stocks and bonds, a strategy that is almost cer-
tain to provide a strong positive return on investment in the long run.

The second strategy, which is skillfully and seamlessly overlaid on
the first, is a gambling strategy, having expected zero return, and a
cost paid to the croupiers rivaling the house take at any gambling
casino in Las Vegas.

The vast majority of advisors and managers recommend not 
just the first strategy but also the second strategy packaged with 
it. Recommending both strategies as a package and collecting the
large resulting fees is, quite frankly, like taking candy from a baby.
Most investors—even those, surprisingly, who are very wealthy—
seem totally unaware of what they are paying and equally unaware
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of the fact that they get nothing for it. On the contrary, they assume,
against all the plainly available evidence, that they are getting some-
thing of great value.

In maintaining this situation, the community of investment pro-
fessionals is helped greatly by what I will call “the Big Investment
Lie.” A Big Lie is a lie so bold, so often and so firmly stated that even
in the face of contradictory evidence, people cannot believe anyone
would be so assertive if it were not true. Once a Big Lie gains cur-
rency, it is repeated by many people, adding to its force.

The investing public has been fooled (and has fooled itself) for a
long time by the Big Lie, a lie strongly supported by the investment
advice and management professions. As the infamous former leader
of Nazi Germany said,

The size of the lie is a definite factor in causing it to be believed,
for the vast masses of a nation are in the depths of their hearts
more easily deceived than they are consciously and intentionally
bad. The primitive simplicity of their minds renders them more
easily prey to a big lie than a small one, for they themselves
often tell little lies but would be ashamed to tell a big one.7

Indeed, the vast masses of a nation are not as primitively simple
as the leader thought. Yet his insight into the nature of a Big Lie 
is still valid. It is harder to debunk a Big Lie than a little one, 
because the vast majority of people do not tell big lies themselves.
Therefore, given the choice, on the one hand, of believing what a
phalanx of ostensible authorities (at least as respectable in appear-
ance as they are themselves) says to be true and, on the other hand,
believing it is an outlandish whopper, most people will believe it to 
be true.

Therefore, it takes a major information campaign to debunk a
Big Lie. It is a campaign that must be waged again and again—
because the Big Lie keeps hopping verbal airships bound for bigger
and more unearthly lies, while the Truth lags far behind, still putting
on its boots.

If an investor interviews several investment advisors, she will find
that they all say much the same thing. They will speak of a process of
“asset allocation” and “selecting the best money managers or mutual
funds.” They may speak of “dollar-cost averaging” and, perhaps,
“regression toward the mean,” “efficient frontier,” “mean-variance
analysis,” and “Nobel Prize–winning technology”—all with the pre-
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dictable effect of snowing the client and helping to spread the Big
Investment Lie.

Once you hear the same things from several different members of
the same profession, all wearing nice clothes and occupying plush
offices, you will assume a verifiable body of fact, theory, and evidence
lies behind it—much as you would assume the same if you inter-
viewed several doctors about a medical condition. And indeed there
is a body of theory and evidence. But virtually all of that theory 
and evidence implies you should use the simple strategy, Strategy 1—
never Strategy 2.

Strategy 2 is what advisors and managers add so that they can get
paid handsomely. It is like the cable that a computer store sells you
at a high price, to go along with the printer you thought you were
buying for such a low price. It is like the maintenance insurance con-
tract they try to sell you, too, because they can make a good profit on
that, while they can’t make much profit on the printer itself because
price competition has driven the price of that commodity to rock
bottom.

Similarly, in the field of investment advice and management, the
advisors and managers add on features to the basic investment com-
modity that they can charge you for. But what a charge! When you
buy a printer and then find you have to buy a cable too, it might cost
you $15 extra. But the add-on for worthless investment advice and
management will cost you tens of thousands, hundreds of thousands,
even millions of dollars. The investment advice and management
industry is trying to sell you a $10 million mainframe—almost all of
it of no value to you—when all you need is a $499 laptop.

The Big Lie is perpetuated by a constant barrage of advertising.
The typical ad is a two-page spread in a glossy magazine for a big
brokerage firm or a big bank. The ad shows a distinguished-looking
man in a conventional suit, graying at the temples (sometimes now it
is a woman), who looks like he came from central casting (and he is,
in fact, not an employee of the company but a professional model).
The look implies “we know our business.”

But that knowing look is a look of knowing . . . absolutely noth-
ing, except how to sell a high-fee service.

This tactic is not that surprising or even shameful in a capitalist
economy. The company is only doing what it is supposed to do: sell
whatever its product is and try to maximize profits.

But the customer is not doing what the customer is supposed to
do: try to minimize costs. Instead, the customers in the investment
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advice and management industry are so befuddled and so taken in by
the Big Investment Lie, that they seem almost totally inattentive to
costs. They will search for hours online to find the cheapest airfare to
save $50, but they will not realize they are losing $50,000 on costly
but worthless investment advice and management. In recent years, as
the evidence has piled up and piled up that money management by
professional investment managers adds nothing at all,8 the exorbitant
fees charged by money managers have not decreased but increased.
And investors pay these fees, apparently unaware of the cost.9

Investors pay these fees because of what an investment pro-
fessional I know, the chairman of a major investment firm, calls
“optics.” If you are an investment advisor or manager or any one of
a veritable explosion of middlemen in the investment field, you state
fees in such a way that they look small. This usually takes the form
of stating fees as a “small” percentage of assets. Investors accept these
“small” fees without quibble because they assume that the value of
the advice, as a percentage of assets, will surely exceed the cost.

But this is exactly what the evidence, unequivocally, shows to be
untrue. This is no secret. It has been published widely. It has been
pointed out by the best writers of investment self-help books, people
like Jane Bryant Quinn, Andrew Tobias, and many others. Public
awareness of the fact accounts for the success of a mutual fund
subindustry based on low-cost investing. Yet, still, far too many peo-
ple pay exorbitant fees for investment advice and management. The
message has gotten through, but it hasn’t spread as widely as it
should. The Big Investment Lie has seen to that.

Sauntering through the expensive, glossy outputs of the profes-
sional investment field, you may glimpse arcane, sophisticated-sound-
ing articles, suggesting the discourses of an elite corps of exquisitely
knowledgeable experts. Recent issues of Institutional Investor maga-
zine, for example, and others like it carry stories about “portable
alpha,” “separating your alpha from your beta,” and other impene-
trable themes.

Yet in spite of the self-serving message trumpeted to both insiders
and outsiders by these arcana—“we insiders are smart and extraor-
dinarily capable”—the actual fact is that professional investors do
not do better than the random investment picks of a gaggle of
monkeys.

The Big Investment Lie is rather like the Big Lie perpetrated 
by tobacco companies in their advertising in the 1950s. As evidence
that cigarette smoking was detrimental to health began to mount,
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cigarette companies’ TV commercials featured men wearing white
laboratory coats touting their brand of cigarettes. This “doctor”
strategy finally fell apart under a barrage of negative medical evi-
dence, after decades of resistance by tobacco companies and a torrent
of advertising.

But the strategy of the Big Investment Lie is still working won-
ders. No equivalent of the federal Food and Drug Administration
(FDA) rigorously checks the validity of the implied claims of invest-
ment advisory firms. If the tacitly implied claims of investment advice
and management firms were subjected to a statistical test similar to
the tests new pharmaceutical drugs have to pass, few or no invest-
ment advisory firms would ever be registered.

But because poor advice and investment management is not detri-
mental to your health, only to your finances, it is—perhaps prop-
erly—deemed a matter in which the buyer, not the government, must
beware. The government will guard you against certain openly fraud-
ulent practices in the investment advice and management industry;
but it will not—as it does in the approval process for pharmaceutical
drugs—protect you or even warn you against a remedy that costs far
too much and doesn’t work at all.

The investor is not an entirely innocent victim of the Big Invest-
ment Lie. The lure of getting rich quick, of finding the Holy Grail,
can make the client a willing partner in assisted self-delusion. Per-
haps, like Blanche DuBois in A Streetcar Named Desire, clients for
investment advice and management would honestly say, “I don’t want
reality—I want magic!”

The investment industry by and large caters to this wish instead
of discouraging it. Industry “professionals” are like physicians who
invent medical-sounding reasons why their addicted patients should
keep on smoking. Their advertising suggests that the investor is smart
to hire professional assistance, but it is smarter by far to “just say no”
to expensive and misleading help—and, as I shall show in later chap-
ters, how much smarter, you cannot begin to imagine!

The typical investor—the buyer of hot mutual funds or the client
of expensive advisors who imply they offer superior investments—is
looking to get rich without working. He is looking for a vicarious
road to riches, a road that enables him to suddenly wake up one day
rich.

The odd thing is that this road exists. But its advantages are
squandered away by investors who want their road to be better and
richer than other people’s. Diversified, low-cost, low-tax investment

19The Beardstown Ladies versus the Professionals



in stocks and bonds will make most thrifty people, who save their
money and invest it, well off over time. But instead—because investors
want not just a pot of gold but the rainbow, too—they make invest-
ment advisors and managers rich, while they themselves do only
modestly well. In some cases, they do not do well at all.

Investors have a central role to play in breaking the back of the
Big Investment Lie. They must give up the temptation of high-cost
gambling and realize that it is much more likely to keep them poor
than to make them rich. They must be supremely suspicious of invest-
ment advisors who imply they will beat the market or who do not
fully reveal, in every minute and cumulative detail, what their serv-
ices cost.

The job of genuinely professional investment advisors should be
to disabuse investors of the get-rich-quick, beat-the-market mentality
and tell them how simple it is, if they would only stop searching for
the Holy Grail. And they should not charge them too much for this
unadorned truth.

There are a few fine, upstanding people and companies in the
investment advice and management field, who charge only reason-
able fees and who honestly and learnedly advise you what will and
will not add investment value. If you feel the need for a personal advi-
sor, this book will help you find one. But it will also show you that
you don’t need one. The smartest investment strategy is so simple and
so direct that you can easily do it yourself. This book will show you
how.

It is not the purpose of this book to indict an entire industry and
put it to shame. The investment industry is doing what businesses are,
for better or worse, supposed to do in a capitalist economy: figure out
what earns a profit and pursue it. It is inevitable that they will find
ways to present their sales materials so that customers buy into it. As
long as their activities do not clearly violate broad legal principles,
they are entitled to persist. If the customers buy the sales pitch and
the product, sellers can only presume they have given the customers
what they want at the price they want to pay.

It is emphatically not the purpose of this book to call for new leg-
islation or regulation, though requirements for the money manage-
ment industry to publicize more balanced and accurate statistical
information may be beneficial.

No, the proper check on a rogue industry is an informed con-
sumer. The purpose of this book is to expose the Big Investment Lie
and thus to enlighten consumers of investment services. The informa-
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tion in this book is already widely available, but it continues to be
drowned in a sea of the Big Investment Lie. The steady drumbeat 
of the message, “You need professional investment advice and man-
agement,” drowns out the relatively far weaker voices purveying the
truth. Why? Because, of course, there’s much more money to be made
in selling expensive advice and management than there is in exposing
the fact that it is far too high priced and adds nothing of value.

As I shall show, two types of professionals that could, if bent to
the purpose, expose the truth in a louder voice have in large part been
subtly co-opted by the reality, or even the whiff, of the money that
can be made in the investment industry: financial journalists and
financial academicians.

This book’s aim is to start a communication snowball rolling that
will enlist these voices as well as others, becoming big enough to
combat the Big Investment Lie. Thus, perhaps, this book will reduce
the investment advice and management industry to the compensation
and size that are properly due it, and it may release a number of
smart people from golden bondage to pursue more productive work.
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