Q:  How important is which mutual funds I buy to my investment success?

A:  Which funds you buy and how they are "rated" is among the least important measures of investment success.  There are in fact just two very important factors in achieving financial security.  

 

The first is to have a financial plan.  How much do you need to save, and for how long to achieve your financial goals.  Saving less than ten percent of your income during the accumulation years is unlikely to lead to financial security regardless of how successful your investments are.

 

The second important factor is the combination of an asset allocation and investing discipline.  How you allocate your assets among the various investment choices is generally more important than which funds you use to actually invest in. There are a number of theories on asset allocation, but I like the relatively straightforward idea of 1) avoiding probably overvalued asset classes, 2) increasing percentages of probably undervalued asset classes, and 3) broadly diversifying among everything else.  I'm a strong proponent of using inexpensive index funds wherever possible, but again understand that the allocation trumps the actual fund choices in most cases.  The discipline is equally important.  As painful as the last six months have been, the nearly 15% jump in stock prices over the last two weeks points out the poor results of "market timing."  It is just about impossible to know when to "get in and out" of the markets with any success, and staying the course with a given asset allocation remains the best advice available after almost a century of investment history.

