
Key Takeaways from 
“Index Funds” by Mark T. Hebner 

★ It will fluctuate (the stock market) 

★ Don’t try to time the market 

★ Choose a portfolio you can live with despite market fluctuations 

★ The chief problem with small investors is they buy when the market has gone up 

and believe it will rise further, and they sell when the market has fallen and 

believe it will fall more 

★ One of the principal functions of the right financial advisor is to make sure the 

investor understands the volatility of his or her specific portfolio and is willing to 

stick with it for the long run 

★ Rebalance: the process which sells when the market is up and buys when the 

market is down (Volatility capture) 

★ A foolish attempt to beat the market and get rich quickly will make one’s broker 

rich and oneself much less so 

★ Managers don’t beat markets 

★ The neutral activity of someone whose investments are making money is 

indistinguishable from that of someone who is high on cocaine  

★ Passive investors buy and hold globally diversified portfolios of passively 

managed funds (Exchange Traded Fund) 

★ Think of an index fund as an investment utilizing rules-based investing 

★ Some self-control strategies include minimizing time spent checking your 

portfolio or seeking advice prior to making a buy or sell decision  

★ News is what moves the markets  

★ Passive investors invest regardless of market condition because they understand 

the short-term volatility is unpredictable 

★ Passive investors engage in periodic rebalancing and are rewarded in the long 

term for their discipline  

★ Investment results are more dependent on investor behavior than on fund 

performance 
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★ Mutual fund investors who hold on to their investments have been more 

successful than those who try to time the market 

★ Buyers and rebalancers of index funds seek to capture the returns of the global 

market in a low-cost and tax-efficient manner 

★ A wise investment strategy is to buy, hold, and create a portfolio that is globally 

diversified across many asset classes or indexes 

★ Investors should take on as much risk as they have the capacity to hold 

★ To determine risk capacity, examine: an investor’s time horizon and liquidity 

needs, investment knowledge, attitude toward risk, net income, and net worth 

★ Quality passive advisors offer valuable services, such as rebalancing, tax loss, 

harvesting, a glide path strategy, and other wealth management strategies 

★ The lure and noise of the financial media often drive the behaviors and decisions 

of investors 

★ One of Warren Buffett’s investment strategies: 10% into short term government 

bonds and 90% into low-cost index funds 

★ Stock prices continuously react to new information and therefore move in a 

random and unpredictable fashion 

★ The current stock price is always the best estimate of the stock’s fair price 

★ The success of top traders was simply due to luck, and patterns in prices 

appeared by chance alone 

★ All the information an analyst can learn about a company, from balance sheets to 

marketing material, is already built into the stock price because all of the other 

thousands of analysts have the same information  

★ On average, the stocks investors bought underperformed the stocks they sold 

★ Distressed companies have earned higher returns than those of companies with 

lots of hype or goodwill at the time of purchase 

★ The admired portfolio: growth stocks 

★ The spurned portfolio: value stocks 
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★ Stocks of admired companies had lower returns, on average, than stocks of 

spurned companies 

★ Buying and holding wins out in the end 

★ Almost all big stock market gains and drops are concentrated in just a few trading 

days each year 

★ Before you trade, ask yourself: Who is on the other side of my trade? Do I think I 

know more than they do? Am I paying a fair price? 

★ The best way to earn the market’s fair return is to simply remain invested at all 

times in a relatively low-cost, passively managed index portfolio 

★ Wall Street’s favorite scam is pretending that luck is skill 

★ Investment styles: 

○ Market capitalization: large cap, mid cap, small cap, micro cap stocks 

○ Growth: rapid growth in earnings, sales or return on equity, low 

book-to-market ratios 

○ Value: low price to earnings ratios, and high book-to-market ratios 

★ An increase in yield always come with an increase in risk and dividend-paying 

stocks are far riskier than bonds 

★ The average active mutual fund has higher turnover rates than index funds 

★ Inflation is an uncontrollable variable 

★ One way to mitigate inflation is to keep bond maturities short because market 

interest rates will reflect expected inflation, and as these bonds mature, they can 

be reinvested at the higher market interest rates 

★ The overall concept of the risk/return relationship is that when risk increases, the 

expected return on the asset should also increase 

★ The risk of an investment is quantified by the degree to which the returns of the 

investment deviate from the average return during specific periods of time 

★ The higher an investment’s standard deviation, the greater the chance that future 

returns will lie farther away from the average return 

★ Unsystematic risk should be avoided through diversification  
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★ Systematic risk: 

○ Market Wide Risk 

■ War 

■ Recession 

■ Inflation 

■ Government intervention 

○ Capitalism Risk 

○ Non-Diversifiable 

★ Unsystematic risk: 

○ Company Specific Risk 

■ Lawsuits 

■ Fraud 

■ Management 

○ Unrewarded Risk 

○ Diversifiable 

○ Increased Volatility  

○ Speculative 

★ Stocks: 

○ The stock market has higher expected returns than the risk free T-bills 

○ Stocks with low market capitalization or small companies have higher 

expected returns than large companies 

○ Stocks priced closer to their book value have higher expected returns than 

stocks priced far above their book value 

★ Fixed Income: 

○ Longer terms have higher yields 

○ Lower credit ratings have higher expected returns 

○ Higher credit ratings have lower returns 

★ History shows an investment in the US market as a whole has delivered about 

9.6% a year on average for the last 86 years 
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★ Risk and return go hand in hand 

★ Small and value companies carry higher risk 

★ Market risk factor: the amount of an investor’s exposure to the overall stock 

market compared to risk-free investments 

★ Size risk factor: the level of a portfolio’s exposure to small company stocks 

★ Small companies are more volatile and riskier than larger companies because 

they have less business diversification, fewer financial resources, and greater 

uncertainty of earnings than their larger counterparts 

★ Value risk factor: the amount of a portfolio’s exposure to value or low-priced 

stocks relative to their book value 

★ Holding low-volatility bonds provides good diversification 

★ Term risk factor: difference in returns between long-term government bonds 

and short-term treasury bills 

★ Longer-term bonds are riskier than shorter-term instruments and have yielded 

higher returns 

★ Default risk factor: the credit quality of bonds 

★ Instruments of lower credit quality are riskier than those of higher credit quality 

★ Try to build a portfolio that you can live with for a long, long time 

★ The best portfolios include non-correlated stocks that act and move 

independently from each other 

★ Asset allocation: the blend of investments that is appropriate for a particular 

investor 

★ When you buy a commodity, you’re not buying something that generates 

earnings and profit. You’re buying a hard asset and hoping another buyer will be 

willing to pay more for that asset in the future 

★ Asset location: 

○ Roth IRAs: assets with the highest expected returns 

■ Emerging markets and international small value 

○ Traditional IRAs: assets that are least tax-efficient 
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■ Real Estate Investment Trusts and fixed income 

○ Taxable Accounts: tax-managed funds 

■ US large company, US large cap value, US small blend, US small 

cap value, and international value 

★ Tax loss harvesting: reduce future tax liabilities either due to rebalancing or 

capital gains distributions 

○ 1) Sell the stock mutual funds in your taxable accounts that have declined 

more than 10% 

○ 2) Immediately invest the assets in a substantially different fund, realizing 

capital loss 

○ 3) Purchase the original funds back after 31 days from the sale 

○ Report the realized capital losses to your accountant to offset future 

capital gains and a portion of your income 

★ Hot performance is a function of luck, not repeatable skill 
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