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    Where is the best place to put your money for long term investment returns?  The answer is simple-in the American stock market.  To be absolutely certain is impossible, but we can definitely be guided by history.  And this history tells us that an investment in the American stock market –held long term (ten years or more) provides a positive return of approximately 10% per year.  In fact, an index of all the stocks in the major listed American markets made an average return of 9.8% yearly for the last 10 years, and 12.4% a year for the last 30 years.
   Some caveats are important.  First, this excellent return presumes that you buy and hold the investments.  Investors that move in and out of the markets generally don’t do nearly as well.  Despite the many advocates of “market timing”, there is no proof that it works, and much evidence that it doesn’t.  Second, the generous long term returns assume a very low cost of investing.  In fact, these returns have almost no “costs” of investing assumed, so you may subtract your cost from these percentage returns to see how you would have done.  The average actively managed mutual fund may have trimmed from 1.5-6% in expenses off this return-leaving you with a much poorer outcome.  Here, plain and simple, is the argument for “indexed” investing-that is, buying the stock market indexes (S&P 500, Dow, etc.) at a low cost of ownership in order to maximize the long term gain.  Such index funds are readily available at a very low cost, and combined with advisory costs, shouldn’t cost you much more than 1% a year.

   Aren’t stocks risky?  What most of us perceive as risk is actually volatility-the fact that stock market prices move up and down in wide swings.  However, we can avoid the effects of the volatility by having a long enough time horizon.  It is rare to find a ten year period with a net negative stock market return, and there are no 15 year time periods with a negative return during this century.  The trick is to hang on and ride out periods of negative volatility.  Knowing that stock market investing ultimately leads to the highest long term return of any asset class makes stocks look anything but risky!  Conversely, that “safe” CD at your bank that yields 3% interest is losing you money yearly after taxes and inflation.
   A strong argument can be made for including stocks from countries outside of the United States.  This asset class may provide gains when the U.S. stock market is weak, and vice versa.  In addition, foreign stocks provide some protection against a weak dollar.  I personally like the idea of having an investment in the booming markets of Asia.  Again, index funds are the way to go.

    So, yes, you should buy stocks.  You should buy stocks in inexpensive large index funds (or exchange traded funds, which are very similar) and hold them for a long time.  Doing this gives you the best chance of beating inflation and building wealth.  Rebalancing accounts by keeping a certain percentage of your portfolio in “range” will help you avoid too much concentration in a “hot” asset class, and also keep you buying assets that are cheap.
    In my next column, I’ll discuss investing in bonds.  Surprisingly, a case can be made for having some bonds in your portfolio despite the fact that they don’t perform as well as stocks in the long run.  Another column will discuss how investment advisors build portfolios with the intent to maximize return and minimize risk.
Dr. Podnos is a fee-only wealth manager and the author of “Building and Preserving Your Wealth, A Practical Guide to Financial Planning for Affluent Investors” (available at Amazon.com and bookstores).  He can be reached at Steven@wealthcarellc.com. 

