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This book is for those who are new 
to investing. It’s for those who want 
to know what they need to know, 
without spending too much time or 
money. It’s for those who want to 
be wise with their money.
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Why Learn to Invest?
You’ve	been	working,	and	you’ve	started	to	accumulate	some	

meaningful	savings.	You’ve	opened	a	savings	account	at	a	bank	but	

have	noticed	that	the	interest	payments	are	meagre,	if	not	pathetic.	

You	are	convinced	that	there	must	be	a	better	way	to	put	your	

savings	to	work.	In	other	words,	you	want	to	invest.	

The	problem	is,	you	don’t	know	much	about	investing.	

You’ve	read	a	bit	about	it	in	the	newspapers	or	online,	but	sometimes	

you	feel	as	if	the	experts	are	speaking	a	different	language.	You	

just	don’t	have	that	many	hours	to	spend	trying	to	figure	it	all	out.	

Investing	has	always	just	seemed	too	complicated.	You’ve	thought	

about	getting	a	financial	advisor	or	a	planner	to	help	you	out,	but	you	

don’t	know	whom	to	trust.

If	the	above	rings	true	for	you,	then	this	book	is	for	you.

This	book	is	for	people	who	are	new	to	investing.	It’s	for	those	who	

want	to	be	involved	in,	or	at	least	understand,	the	decision	making	

for	their	investments,	rather	than	sitting	back	to	let	a	financial	advisor	

tell	them	what	they	should	do.	This	book	is	for	busy	people	of	all	

backgrounds	who	want	to	know	what’s	going	on	with	their	money.	

Quite	simply,	it	is	for	those	who	want	to	be	wise	with	their	money.

This	book	will	teach	you	the	basics.	It	will	teach	you	concepts	to	help	

you	understand	investments.	It	will	give	you	the	basic	low-down	on	

financial	products	such	as	stocks,bonds,	and	more.	It	will	teach	you	

practical	tips,	including	a	step-by-step	guide	on	how	you	might	invest	

for	yourself.	You	will	learn	all	of	this	in	under	30	pages.

Today,	many	people	go	to	financial	advisors	to	gain	this	knowledge.	

Unfortunately,	the	financial	advice	industry	has	a	well-deserved	

reputation	for	being	untrustworthy.	Far	too	often,	financial	advisors	

lack	enough	knowledge	to	properly	advise	their	clients.	Often,	they	

are	not	upfront	about	their	fees.	They	often	don’t	act	in	their	clients’	

best	interests.	Yet	they	get	away	with	all	this	because	for	all	of	their	

lack	of	knowledge,	they	still	know	more	than	their	clients.	This	book	

will	not	only	equip	you	with	a	basic	knowledge	of	investing,	but	it	will	

also	help	you	choose	the	right	financial	advisor,	should	you	decide	to	

go	to	one.	

Investing	well	can	literally	make	a	difference	of	hundreds	of	

thousands	of	dollars,	even	to	the	average	middle	class	earner.	Read	

this	book,	and	you	will	see	that	I’m	not	exaggerating.

Why should You trust Me?
In	the	financial	planning	industry,	trust	is	essential.	You	should	not	

trust	anybody	without	reason,	and	that	includes	me.	So,	can	you	trust	

me?	Well,	here	is	why	I	think	you	can:	

My	name	is	Dr.	Jin	Won	Choi.	I	have	a	Ph.D.	in	the	area	of	Financial	

Mathematics.	That	means	I	spent	a	number	of	years	researching	and	

learning	about	how	the	financial	markets	work,	how	assets	are	priced,	

and	how	to	measure	risk,	etc.

I	also	worked	as	an	analyst	for	two	years	for	a	top	performing	hedge	

fund.	In	this	job,	I	worked	as	a	member	of	a	three-person	team	to	

analyze	various	investment	opportunities	with	different	companies,	

but	mainly	with	the	oil	and	gas	sector.	While	I	can’t	say	too	much	in	

detail	about	this	hedge	fund	because	of	confidentiality,	I	can	tell	you	

that	its	3-year	track	record	from	2009	to	2012	would	have	placed	the	

fund	well	within	the	top	1%	of	all	mutual	funds	found	on	the	Globe	

Investor.

So	far,	I’ve	passed	two	out	of	three	levels	of	the	Chartered	Financial	

Analyst	(CFA)	designation,	which	is	widely	regarded	as	the	most	

rigorous	designation	in	the	investment	industry.	

I	am	Korean	by	birth,	and	have	lived	in	Korea,	the	U.S.,	Ireland	and	

Canada.	I	am	married,	and	my	lovely	wife’s	name	is	Jennifer.	I	am	also	

a	devoted	Christian.

http://www.theglobeandmail.com/globe-investor/funds-and-etfs/funds/
http://www.theglobeandmail.com/globe-investor/funds-and-etfs/funds/
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Concepts In this section, I will explain the 
concepts you need to know in order 
to get a handle on understanding your 
investment opportunities.

2         
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Compound Returns
Albert	Einstein	was	once	asked	what	he	thought	to	be	the	most	

powerful	force	in	the	universe.	His	answer	was	“Compound	interest.”

I	think	the	term	compounding	can	best	be	understood	through	

an	example.	Say	a	bank	lent	you	$1,000	at	a	rate	of	20%	per	year,	

compounded.	After	the	first	year,	you	owe	the	bank	$1,200.	After	the	

second	year,	you	now	owe	20%	not	on	the	original	$1,000,	but	on	

the	new	owing	of	$1,200.	That	means	you	owe	not	$1,400,	but	rather	

$1,440	(i.e.	$1,2001.2).	If	your	loan	went	on	to	a	third	year	and	you	still	

hadn’t	paid	anything	back,	you’d	then	owe	20%	on	$1,440,	or	$1,728.

Compounding	turns	money	into	a	growing	snowball.	The	bigger	the	

amount,	the	faster	it	grows,	and	like	Einstein	said,	that	can	be	a	very	

powerful	force.

Legend	has	it	that	Manhattan	was	bought	for	just	5	pearls	in	1626.	

Some	estimate	that	5	pearls	in	today’s	dollars		—	assuming	the	pearls	

were	real	—	would	be	worth	about	$1,000.	Fast	forward	to	2010.	

Some	estimated	that	in	2010	the	land	of	Manhattan	was	worth	$210	

billion.	Could	you	guess	what	the	compound	rate	of	return	would	

have	been	over	that	period	of	384	years?	It	was	actually	just	5.1%	per	

year.	Here’s	another	way	of	saying	it;	if	you	had	invested	$1,000	in	

1626	and	grew	it	at	5.1%	per	year,	you	would	be	left	with	$210	billion	

after	384	years.

You	may	ask,	“So	what?	I’m	not	going	to	live	384	years.”	True.	So	let’s	

consider	a	more	relevant	example.	Say	you	had	$10,000	to	invest.	In	

one	scenario,	you	returned	6.5%	per	year.	In	another	scenario,	you	

returned	8.5%	per	year.	There’s	a	reason	why	I	chose	those	numbers,	

and	I’ll	explain	why	later	in	this	book.	Let’s	also	say	that	in	both	

scenarios,	your	money	was	allowed	to	compound	for	30	years.	How	

much	would	you	have	after	30	years?

With	6.5%	per	year,	you	would	have	ended	up	with	around	$66,000	

after	30	years.	With	8.5%	per	year,	you	would	have	ended	up	with	

$116,000.	This	is	a	difference	of	$50,000.	Now	let’s	go	one	step	

further,	and	say	we	invested	at	these	different	rates	for	60	years.

With	6.5%	per	year,	you	would	end	up	with	$437,000.	Not	bad.	But	

with	8.5%	per	year,	you	would	end	up	with	$1,336,000.	The	difference	

this	time	is	almost	$900,000.	As	time	goes	on,	the	gap	between	

money	invested	at	a	higher	and	lower	return	grows.

In	summary,	compounded	rates	of	return	matter,	and	they	matter	a	

lot.	You	would	be	wise	not	to	ignore	the	difference	that	a	“mere”	2%	

per	year	can	make.
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Risk
Suppose	someone	proposed	the	following	bet.	He	will	flip	a	coin.	

If	it	turns	up	heads,	you	win	$22,000;	if	it’s	tails,	you	lose	$20,000.	

Would	you	take	this	bet?	The	chances	are,	you	wouldn’t,	and	you’re	

not	alone.	According	to	research,	most	people	(though	not	all)	would	

refuse	a	bet	like	this.

Why	wouldn’t	people	take	the	bet?	On	average,	people	will	make	

money	if	they	go	for	this.	Chalk	it	up	to	human	nature.	The	human	

mind	instinctively	understands	that	this	bet	is	risky.	For	most	people,	

the	potential	to	earn	money	is	not	worth	the	risk.

Every	investment	has	some	risk.	With	each	investment,	not	only	

should	you	look	at	its	potential	returns,	you	should	also	look	at	its	

risk.	Like	Siamese	twins,	risk	and	returns	always	go	together.	If	returns	

are	high,	it’s	usually	because	risks	are	high,	and	vice	versa.

A	statistical	concept	called	‘standard	deviation’	is	often	used	to	

measure	risk.	The	higher	the	standard	deviation,	the	wider	the	range	

of	possible	outcomes	for	your	investment,	and	therefore	the	higher	

the	risk.

Let’s	consider	an	example.	You	have	$10,000,	which	you	use	to	

buy	some	railroad	stock.	Neither	you	nor	I	know	for	sure	where	the	

stock	is	going	to	end	up.	However,	you’re	fairly	optimistic.	You	think	

that	in	the	next	year,	there’s	a	50%	chance	that	your	investment	will	

grow	to	$11,500	—	a	15%	gain.	You	also	think	there’s	a	50%	chance	

your	investments	will	decline	to	$9,500	—	a	5%	loss.	If	you	get	a	

math	geek	to	punch	in	the	numbers,	you	will	find	that	the	standard	

deviation	is	10%.

Now	let’s	contrast	it	with	another	example.	This	time,	you	invest	

$10,000	in	an	up-and-coming	technology	stock.	You’re	still	optimistic.	

You	think	that	in	the	next	year,	there	is	a	50%	chance	your	investment	

will	grow	to	$15,000	—	a	50%	gain.	But	you’re	a	realist	and	you	also	

think	there’s	a	50%	chance	your	investment	will	decline	to	$7,000,	

a	30%	loss.	In	this	case,	the	standard	deviation	is	40%;	much	higher	

$9,500

$7,000

$11,500

$15,000

$10,000 $10,000

Lower	risk	bet Higher	risk	bet

Liquidity
In	his	book	“Delivering	Happiness,”	Tony	Hsieh	recounted	the	story	

of	his	company,	Zappos,	the	online	retailer	now	owned	by	Amazon.	

According	to	Hsieh’s	book,	there	was	one	point	in	Zappos’	history	

when	the	company	almost	went	bankrupt.	In	order	to	keep	the	

company	alive,	Tony	put	his	loft	up	for	sale.	If	the	loft	was	sold,	his	

than	for	the	railroad	stock.	What	do	the	numbers	tell	us?	Buying	

the	technology	stock	is	a	much	riskier	proposition	than	buying	the	

railroad	stock.	You	stand	to	gain	a	lot	more,	but	you	stand	to	lose	

more	as	well.

In	summary,	always	keep	risk	in	mind	when	thinking	about	

investments.	You	can	measure	an	investment’s	riskiness	by	looking	

at	standard	deviation.	The	higher	the	standard	deviation,	the	higher	

the	risk.
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company	would	have	cash	to	live	another	day.	If	not,	his	company	

would	go	bankrupt.	It	was	certain	that	Tony’s	loft	held	value,	but	it	

was	far	from	certain	that	he’d	be	able	to	sell	it	in	time.	In	other	words,	

Tony	had	a	liquidity	problem.

If	a	financial	asset	is	liquid,	it	means	that	you	can	trade	it	very	easily.	

For	example,	stocks	are	generally	liquid	—	you	can	trade	them	within	

seconds.	This	contrasts	with	financial	assets	that	are	illiquid.	As	an	

example,	real	estate	is	an	asset	class	that	is	generally	illiquid.

Along	with	risks	and	returns,	liquidity	is	also	something	you	should	

be	very	mindful	of.	If	you	hold	illiquid	assets,	you	could	be	vulnerable	

to	shocks	in	your	life	—	such	as	job	losses,	accidents,	etc.	Your	million	

dollar	home	might	fetch	only	$800,000	if	you	had	to	sell	it	tomorrow.	

To	clarify,	I’m	not	suggesting	that	you	sell	your	house	at	the	soonest	

opportunity	to	buy	liquid	investments.	Rather,	I	believe	everyone	

should	have	at	least	some	of	their	savings	in	more	liquid	assets	than	

real	estate.	Life	throws	curve	balls	at	you,	often	without	warning.	Be	

prepared.

Diversification
We	all	know	the	common	proverb,	“Don’t	put	all	your	eggs	in	one	

basket.”	An	investor	would	do	well	to	heed	this	advice.

Diversification	means	spreading	out	your	investments	so	that	you’re	

not	vulnerable	to	any	bad	news.	You’re	properly	diversified	when	your	

investments	are	unrelated.	The	fate	of	a	nickel	mine	in	Australia	is	

unrelated	to	the	fate	of	a	software	company	in	Toronto.	Suppose	you	

invest	in	both.	To	wipe	out	your	investments,	both	the	nickel	mine	and	

the	software	company	would	have	to	fail.	It	may	be	unlikely	to	see	

one	of	them	fail,	but	to	see	both	fail	would	be	truly	rare.	You	are	safer	

holding	both	of	these	companies,	rather	than	holding	just	one.

However,	you’re	not	properly	diversified	if	your	investments	are	

correlated.	An	example	might	be	an	investment	in	a	car	manufacturer,	

as	well	as	an	investment	in	the	company	that	supplies	its	engines.	

Bankruptcy	for	the	car	manufacturer	can	lead	to	the	bankruptcy	of	

the	supplier.	If	you	invest	in	both	these	companies,	you	are	just	as	

vulnerable	as	investing	only	in	the	manufacturer.

In	summary,	diversification	means	spreading	out	your	investments.	

To	diversify	properly,	invest	in	unrelated	opportunities.	Proper	

diversification	will	lower	the	risk	of	your	investment	portfolio.
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Financial
Products This section contains my explanations 

of the various financial products 
available to the average investor. It 
also contains my unashamedly biased 
views on those products.

3         
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Stocks
A	stock	is	a	part	ownership	of	a	company.	That	is	why	when	you	own	

stock,	you	are	called	a	“shareholder”		—	i.e.	someone	who	holds	share	

of	a	company.	The	company’s	assets	and	future	profits	determine	the	

value	of	your	stock.

It’s	very	easy	to	trade	stocks.	Most	banks	offer	brokerage	services	

where	you	can	buy	or	sell	stocks	for	a	fee.	However,	it’s	much	

cheaper	if	you	use	a	discount	brokerage	service.	We	will	deal	with	

the	subject	of	discount	brokerages	later	on	in	this	book.	Unless	you	

are	a	multimillionaire	pouring	millions	into	a	single	stock,	you	will	find	

that	stocks	are	very	liquid	investments.	You	can	sell	your	stocks	in	

seconds.

There	are	some	15,000	publicly	listed	companies	(i.e.	companies	with	

tradable	stock)	in	the	U.S.,	and	some	6,000	in	Canada.	As	the	number	

of	publicly	traded	companies	grew,	it	became	harder	to	track	how	the	

stock	market	as	a	collective	was	doing	overall.	You	could	no	longer	

point	to	a	few	stocks	and	say	the	market	did	well	overall	in	any	given	

year.	So,	people	created	indices.

The	two	most	famous	U.S.	indices	are	the	Dow	Jones	Industrial	

Average,	and	the	S&P	500.	The	Dow	consists	of	30	very	large,	very	

stable	U.S.	companies.	It’s	by	far	the	older	of	the	two	indices,	dating	

back	to	1896.	The	S&P	500,	on	the	other	hand,	consists	of	500	of	

the	largest	U.S.	companies.	Both	are	widely	quoted	in	the	media.	

In	Canada,	the	two	most	prominent	indices	are	the	TSX	Composite	

Index,	and	the	TSX	60	Index.	The	TSX	Composite	includes	hundreds	

of	the	largest	Canadian	companies,	while	the	TSX	60	includes	just	the	

60	largest.

In	the	past,	stocks	generated	high	returns	at	the	cost	of	moderately	

high	risk.	Over	the	past	100	years,	the	volatility	rate	was	around	

15%,	which	meant	that	returns	were	unpredictable.	Returns	ranged	

between	-20%	and	+35%	during	most	years,	and	even	went	outside	

that	range	every	couple	of	decades.	But	overall,	if	you	had	invested	in	

every	stock	in	the	Dow	index,	your	investments	would	have	returned	

9%	per	year,	with	a	standard	deviation	of	15%.	The	S&P	500	has	had	

similar	risk	and	returns	as	the	Dow	since	its	inception.

9%	returns	for	stocks	sounds	great,	but	will	it	continue?	I	think	so,	at	

least	in	the	very	long	term.

For	the	past	100	years,	the	average	return	on	capital	for	U.S.	and	

Canadian	corporations	was	9%.	In	other	words,	with	every	dollar	

the	average	U.S	or	Canadian	corporation	received	from	investors,	it	

generated	profits	of	9	cents	per	year.

According	to	business	tycoon	Warren	Buffett,	the	corporations	

generated	such	profits	not	because	Americans	and	Canadians	were	

any	smarter	than	people	from	other	nations,	but	because	their	

capitalist	system	and	rules	of	law	allowed	human	potential	to	blossom.	

For	all	the	troubles	our	countries	face,	the	historical,	positive	stock	

returns	should	continue	into	the	future	as	long	as	their	basic	systems	

remain	intact.

Notice	that	I	have	kept	our	discussion	to	indices	—	i.e.	the	stock	

market	as	a	whole	—	instead	of	individual	stocks.	That’s	because	I	

want	to	offer	a	big	word	of	caution	to	anyone	wishing	to	invest	in	

individual	stocks.	Picking	stocks	is	hard.

If	you	buy	one	or	two	stocks,	or	even	several,	you’re	not	properly	

diversified.	Everyone	feels	that	they	can	“beat	the	market”	-	in	other	

words,	generate	above	average	returns.	Research	has	shown	again	and	

again	that	the	great	majority	of	stock	pickers	generate	below	average	

returns,	though	not	all	do.	Unless	you	plan	on	spending	thousands	of	

hours	researching	stocks,	take	my	advice	—	don’t	do	it.	Instead,	be	

properly	diversified	by	holding	many,	many	stocks.	In	later	chapters,	I’ll	

show	you	how.

In	summary,	stocks	are	part	ownership	of	corporations.	The	average	

corporation	has	returned	9%	historically,	which	I	believe	will	continue.	

The	standard	deviation	is	about	15%,	which	makes	stocks	moderately	

high	in	risk.	They’re	also	very	liquid	investments.	However,	try	not	to	

pick	individual	stocks	—	doing	so	will	likely	cost	you.
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Bonds and GICs
A	bond	is	basically	someone’s	debt.	If	you	hold	a	bond,	it	means	

that	someone	owes	you	money.	For	example,	if	you	hold	a	type	of	

bond	called	a	Canada	Savings	Bond	(CSB),	the	federal	government	

of	Canada	owes	you	money.	On	the	other	hand,	if	you	hold	a	Tim	

Horton’s	bond,	Tim	Horton’s	owes	you	money.

Bonds	have	three	important	characteristics:	maturity,	credit	rating	

and	yield.

Maturity	is	when	the	bond	will	be	fully	paid	back	—	e.g.	a	Tim	

Horton’s	bond	may	mature	on	June	1,	2017.	You can trade bonds 

before maturity.	In	fact,	bonds	are	usually	pretty	liquid	—	you	can	

normally	trade	them	in	seconds.	Maturities	are	important	not	because	

they	lock	you	in,	but	because	bonds	with	longer	maturities	are	riskier.	

You’ll	see	why	later.

The	bond’s	credit	rating	indicates	the	likelihood	that	your	bond	

will	be	paid	in	full.	Generally	speaking,	credit	ratings	of	large	stable	

corporations	are	very	good	—	the	chance	of	one	of	them	defaulting	is	

usually	less	than	2%.	However,	if	the	market	thinks	the	corporation	is	

anywhere	close	to	defaulting,	watch	out;	the	bond	can	suddenly	drop	

in	value.

Yield	is	the	rate	of	return	earned	by	the	bondholder.	It’s	not	the	same	

as	coupons,	which	are	regular	payments	made	to	bondholders.	For	

example,	a	bond	may	pay	5%	per	year	of	its	principal	every	year	until	

it	matures.	The	5%	per	year	is	the	coupon.	But	it	may	have	a	different	

yield.	I	will	explain	why	in	the	next	few	paragraphs,	but	the	discussion	

is	slightly	technical.	If	you	don’t	follow,	that’s	okay.	Just	understand	

the	conclusions	at	the	end.

Say	there	is	a	bond	with	a	$1,000	principal	and	a	5%	per	year	coupon	

that	matures	1	year	from	now.	If you	buy	the	bond	at	$1,000,	the	yield	

is	the	same	as	the	coupon.	Doing	so	is	called	buying	at	par.	However,	

you	will	not	buy	the	bond	at	par	most	of	the	time.

Let’s	say	you	bought	the	bond	we	mentioned	at	$900	instead	(i.e.	

at	below	par).	You	get	the	$50	in	coupons	and	$1,000	in	principal	at	

maturity.	Your	total	gain	was	$150	(1,000+50-900),	and	so	your	yield	

was	$150/$900	=	17%.	In	other	words,	you	gained	17%	on	your	$900	

investment.

You	can	also	buy	the	bond	at	above	par.	Let’s	say	you	bought	our	

example	bond	at	$1,025.	You	still	only	get	the	$50	in	coupons	and	

$1,000	in	principal	at	maturity.	Your	total	gain	was	$25	(1,000+50-

1,025),	and	so	your	yield	was	$25/$1,025	=	2.4%.	In	other	words,	you	

only	gained	2.4%	on	your	$1,025	investment.

Here’s	the	conclusion:	lower yields come with higher prices, and 

higher yields come with lower prices.	Generally,	bonds	are	not	risky	

because	you’re	afraid	that	the	debtor	won’t	pay	you	back,	although	

that	happens	sometimes.	Instead,	bonds	are	risky	because	when	

yields	go	up,	the	value	of	your	bonds	go	down.

If	you	read	financial	publications,	you	will	find	that	they	like	to	talk	

a	lot	about	central	banks.	Some	people	think	central	bankers	are	

the	most	powerful	people	in	the	world,	even	more	powerful	than	

presidents	or	prime	ministers.	Here’s	part	of	the	reason	why.	They	

control	interest	rates,	and	by	doing	so,	they	control	the	yield	on	your	

bonds.	If	they	adjust	interest	rates	up,	your	yields	go	up,	and	your	

bond	prices	go	down,	and	you	are	poorer.	If	they	adjust	interest	rates	

down,	the	opposite	generally	happens,	and	you’re	richer	for	it.

Bonds	with	longer	maturities	are	more	sensitive	to	interest	rates	than	

bonds	with	shorter	maturities.	Bonds	with	30	years	to	maturity	will	

often	lose	15%	of	their	value	with	each	1%	rise	in	yield,	while	bonds	

with	2	years	to	maturity	may	only	suffer	about	2%.	

Note	that	Guaranteed	Investment	Certificates	(GICs)	are	basically	

bonds.	They	are	bonds	issued	by	financial	institutions	such	as	banks	

and	trusts.	GICs	generally	have	a	common	flaw:	liquidity.	Traditional	

GICs	have	lock-ins,	which	means	you	can’t	trade	in	your	GIC	before	

maturity.	Flexible	GICs	allow	you	to	trade	in	your	GIC	during	specific	
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times,	but	often	at	a	penalty.	This	is	different	from	regular	bonds,	

which	you	can	trade	virtually	any	business	day.	I’m	personally	not	a	

fan	of	GICs	for	this	reason.

Lastly,	as	with	stocks,	don’t	try	to	pick	and	choose	the	“best”	bond.	

It	takes	a	lot	of	education	and	experience	to	pick	out	the	best	ones.	

Instead,	own	many	different	bonds.	You	will	see	how	later	on	in	this	

book.

In	summary,	bonds	are	debt	owed	by	an	entity.	We	talked	about	

what	maturity,	credit	rating	and	yield	mean.	You	can	easily	sell	bonds	

before	maturity.	As	yield	goes	up,	bond	prices	go	down,	and	vice	

versa.	Interest	rates	affect	yield.	Watch	out	for	long	term	bonds;	

they’re	more	sensitive	to	changes	in	yield.	GICs	are	similar	to	bonds,	

but	they’re	less	liquid.	As	with	stocks,	don’t	try	to	pick	out	individual	

bonds	—	own	many	instead.

Mutual Funds
You	generally	shouldn’t	own	a	small	number	of	stocks	and	bonds,	

because	you’re	not	diversified	enough.	However,	you	shouldn’t	buy	

hundreds	of	them	either,	not	just	because	it’s	tedious	to	buy	every	

single	stock,	but	also	because	you’d	pay	far	too	much	in	transaction	

costs.	For	example,	if	you	had	just	$5,000	saved	up,	you	shouldn’t	

divide	it	up	into	five	hundred	pieces	worth	$10	each.	If	you	made	

500	transactions,	you	would	pay	$2500	even	if	transaction	costs	

were	just	$5/trade.

Many	people	shared	the	same	concern,	so	they	came	up	with	an	

idea.	What	if	they	pooled	money	together	and	bought	a	lot	of	stocks	

and	bonds?	Someone	will	manage	this	pool	of	money,	and	investors	

will	each	own	a	piece	of	this	pool.	That’s	how	mutual	funds	got	

started.

You	can	buy	a	mutual	fund	through	a	discount	broker,	or	through	

a	financial	advisor.	Financial	advisors	actually	make	a	living	selling	

mutual	funds.	Mutual	funds	are	liquid	investments	—	you	can	

withdraw	money	during	any	business	day.	

With	the	pool	of	capital,	the	mutual	fund	manager	scans	the	

investment	horizon,	and	picks	out	what	he	or	she	thinks	is	the	best	

investment.	The	average	manager	charges	2.5%	of	money	under	

management	every	year	in	Canada.	This	amount	gets	charged	

whether	the	manager	performs	well	or	not.	

This	is	where	my	criticism	begins.

If	you’re	a	mutual	fund	holder,	you’re	theoretically	paying	the	fund	

manager	to	pick	and	choose	the	best	investments.	You’re	hoping	

the	manager	will	outperform	the	market	enough	to	justify	the	fees.	

However,	beating	the	market	is	very	hard.	Many	studies	have	been	

published	on	the	subject	of	fund	performance,	and	the	conclusion	is	

universal:	the	great	majority	of	firms	underperform	the	market.	From	

the	beginning	of	2003	to	the	end	of	2012,	the	TSX	Composite	Index	

returned	9.2%	per	year.	Of	the	many	thousands	of	mutual	funds	in	

Canada,	3154	had	10	year	track	records.	Of	those,	only	254	(less	than	

10%)	did	just	as	well	or	better	than	the	index.

Investing	is	a	bit	like	poker.	Everytime	you	win	a	pot,	somebody	else	

loses.	That	means	no	matter	how	hard	they	try,	your	average	mutual	

fund	will	perform	average.	However,	this	average	performance	comes	

before	fees	—	the	2.5%	per	year	mentioned	earlier.	After	fees,	your	

average	fund	will	underperform	by	2.5%.	The	statistics	bear	this	out.	

For	the	past	10	years,	the	average	mutual	fund	returned	6.9%,	which	

is	2.3%	below	what	the	index	returns.

Comparing	mutual	fund	performance	against	the	index	matters,	

because	if	you	held	many	randomly	chosen	stocks	and	bonds,	you	

would	probably	perform	just	as	well	as	the	index.	This	is	why	financial	

professionals	say	monkeys	throwing	darts	can	beat	mutual	funds.	

Mutual	funds	are	also	plagued	by	systemic	problems.	Star	managers	

often	jump	ship	so	they	can	earn	more.	Mutual	funds	charge	2.5%	no	

matter	how	well	they	do.	Those	who	have	a	good	track	record	often	

switch	to	hedge	funds,	where	they	can	typically	charge	2%	of	money	

under	management	plus	20%	of	profits.	At	a	hedge	fund,	a	star	

performer	can	earn	many	times	the	amount	relative	to	mutual	funds.
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2.5%	per	year	is	a	lot	to	pay.	In	the	‘Compound	Returns’	section	

earlier	in	this	book,	we	saw	the	difference	2%	makes	over	time.	This	

is	why	I’m	not	a	fan	of	high	cost	mutual	funds.	Thankfully,	there	are	

better	alternatives,	as	we	will	see.

In	summary,	mutual	funds	are	pools	of	money	managed	by	

professionals.	If	you	invest	in	a	mutual	fund,	you	own	a	piece	of	this	

pool.	Mutual	funds	are	great	for	helping	you	diversify,	but	their	fees	

are	terrible.	Most	of	the	time,	their	performance	fails	to	justify	their	

fees.

Index Funds and ETFs
Index	funds	are	low	cost	mutual	funds	that	track	indices	such	as	

the	S&P	500	or	the	TSX	Composite.	The	money	inside	the	funds	

are	allocated	among	stocks/bonds	in	the	same	way	the	indices	are	

allocated.	For	example,	if	TD	was	5%	of	the	TSX	60,	5%	of	the	TSX	

60	index	fund	would	be	invested	in	TD.	Because	index	funds	follow	

a	prescribed	way	of	allocating	funds,	they	don’t	have	managers.

A	company	called	Vanguard	created	the	first	index	fund,	because	

it	believed	that	index	funds	would	outperform	most	mutual	funds.	

Vanguard	believed	that	by	eliminating	the	fees,	its	index	funds	

would	outperform	most	other	mutual	funds	in	the	long	run.	They	

were	right,	and	their	investors	rewarded	them	by	giving	them	more	

money	to	manage.	As	a	result,	Vanguard’s	funds	are	among	the	

biggest	in	the	world.

Most	Exchange	Traded	Funds	(ETFs)	are	basically	index	funds.	

There	is	only	one	meaningful	difference:	ETFs	are	traded	on	the	

stock	exchange,	whereas	index	funds	are	bought	and	sold	as	mutual	

funds.	Both	are	terrific	ways	to	invest.

With	ETFs	and	index	funds,	the	fees	are	much	lower.	Some	of	

Vanguard’s	ETFs,	for	instance,	have	management	expenses	of	less	

than	0.1%	per	year.	Other	index	funds’	and	ETFs’	fees	are	not	quite	

as	low,	but	they	generally	come	in	below	0.5%	per	year.

Opponents	of	ETFs	and	index	funds	argue	that	if	you	invest	in	them,	

you’re	guaranteed	to	not	beat	the	market.	This	is	true	—	you	will	

always	perform	about	as	well	as	the	market,	and	no	more.	However,	

as	we	have	seen	in	the	section	on	mutual	funds,	very	few	mutual	

funds	beat	the	market	after	fees,	because	the	fees	are	too	big.	By	

investing	in	ETFs	and	index	funds,	if	the	future	looks	like	the	past,	you	

will	outperform	more	than	95%	of	the	mutual	funds	in	a	20	year	span.	

There	are	many	types	of	index	funds	and	ETFs.	Some	are	bond	funds	

that	track	bond	indices.	Some	are	foreign	stock	funds	that	track	

foreign	indices.	Later	in	this	book,	you’ll	see	how	you	can	choose.

In	summary,	index	funds	and	ETFs	are	basically	mutual	funds	without	

managers.	Instead	of	picking	and	choosing	investments,	they	hold	

every	stock	in	the	indices	they	track.	The	fees	are	much	lower	—	

generally	in	the	range	of	0.1		–	0.5%	per	year.	They’re	a	very	good	way	

to	invest.

Real Estate
I	don’t	think	real	estate	needs	any	introduction.	For	some	people,	

houses	are	the	only	acceptable	investment	because	they	can	see	and	

touch	them.

Analyzing	past	returns	on	real	estate	is	not	very	straightforward.	

Unlike	with	stocks	or	bonds,	a	homeowner	has	to	deal	with	repairs,	

renovations,	taxes	and	other	considerations.	For	example,	someone	

might	have	bought	a	house	for	$200,000	and	sold	it	the	following	

year	for	$260,000.	That	would	be	a	30%	gain	in	a	year,	right?	But	

what	if	the	person	put	in	$50,000	to	add	an	extension,	and	paid	

$10,000	to	real	estate	agents	and	lawyers?	The	gain	was	0%	—	no	

return	at	all.

However,	some	bright	people	put	their	minds	to	tracking	the	real	

estate	market	and	invented	housing	market	indices.	In	the	U.S.,	the	

Case-Shiller	index	tracks	home	prices.	In	Canada,	Statistics	Canada	

tracks	the	prices	of	new	homes,	and	Teranet	tracks	changes	in	prices	

http://www.ritholtz.com/blog/2013/02/an-updated-look-at-etf-assets-2/
http://www.marketwatch.com/tools/mutual-fund/top25largest
http://www.forbes.com/sites/rickferri/2012/08/20/index-fund-portfolios-reign-superior
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every	time	a	home	is	resold.	The	indices	mentioned	adjust	for	

changes	in	the	quality	of	houses.

According	to	Professor	Robert	Shiller,	the	author	of	the	Case-Shiller	

index,	housing	prices	grew	at	the	rate	of	inflation	(3%/year)	for	the	

past	100+	years.	There	were	times	when	house	prices	increased	

much	faster	than	inflation,	such	as	during	the	years	leading	up	to	

2008	in	the	U.S.	However,	those	times	were	the	exception	rather	

than	the	norm.

To	get	a	full	picture	of	real	estate	as	an	investment,	we	must	also	

factor	in	rent	saved,	as	well	as	on-going	costs	such	as	maintenance	

and	taxes.	Though	it	varies	widely	from	house	to	house,	according	

to	data	from	the	IMF	and	other	reliable	sources,	rents	in	Canada	

average	about	3%	per	year	of	the	value	of	the	average	home.	On	the	

other	hand,	maintenance	costs	average	1.5%	per	year,	and	property	

taxes	average	1%	per	year.	Combined,	this	boosts	real	estate’s	return	

on	investments	by	roughly	0.5%	per	year.	This	means	that	historically,	

the	average	home	returned	roughly	3.5%	per	year.

Measuring	riskiness	of	real	estate	investments	is	very	difficult.	

However,	some	calculations	show	that	the	standard	deviation	for	a	

single	property	is	around	10%.	This	means	the	price	of	a	single	house	

will	change	between	-15%	and	+21%	during	most	years.

For	the	past	60	years,	short	term	government	bonds	yielded	

roughly	5%	per	year.	This	means	that	owning	a	GIC	or	a	short	term	

government	bond	would	have	been	more	profitable	and	much	safer	

than	owning	a	house.	Unfortunately,	we	can’t	escape	the	conclusion:	

houses	have	been	bad	investments.

Some	people	counter	this	by	saying	they	know	of	some	aunt	or	

uncle	whose	house	doubled	in	value	over	the	last	x	years.	I	have	two	

responses	to	this:

First,	just	as	with	individual	stocks,	individual	house	prices	can	vary	

a	lot.	Perhaps	someone	bought	a	house	before	the	neighbourhood	

was	revitalized.	Perhaps	a	subway	station	appeared	a	few	years	after	

someone	bought	a	house.	There	are	many	reasons,	but	they’re	not	

typical.	We	are	just	more	likely	to	hear	about	these	types	of	stories	

because	they’re	exciting	and	unusual,	rather	than	stories	where	prices	

appreciated	by	just	2%	last	year.

Second,	the	power	of	compound	interest	is	so	significant,	that	even	

3%	per	year	makes	an	investment	look	good.	Maybe	you’ve	heard	of	

an	uncle	who	bought	his	house	for	a	mere	$100,000	in	1973.	In	2013,	

it	was	deemed	to	be	worth	$330,000,	more	than	3	times	the	original	

amount.	However,	if	you	analyze	the	compound	rate	of	return	over	

the	past	40	years,	you	will	find	that	the	rate	of	increase	was	a	mere	

3%	per	year.

Real	estate	can	be	particularly	dangerous	because	the	buyer	normally	

takes	on	a	lot	of	debt	to	purchase	the	house.	You’re	probably	familiar	

with	this	ratio:	20%	downpayment,	80%	mortgage.	However,	it	can	

take	a	long	time	to	save	up	for	a	down	payment,	so	many	people	buy	

mortgage	insurance,	which	lets	them	put	less	money	down;	say	5%	

down,	95%	mortgage.

Because	of	the	debt,	you	have	a	much	greater	chance	of	losing	all	

your	money	in	your	investment.	Say	you	put	$80,000	down	on	a	

$400,000	house,	which	means	you	have	$320,000	in	mortgages.	

Imagine	the	price	of	the	house	goes	down	significantly	the	next	year,	

by	15%.	That	means	the	house	is	now	worth	$340,000.	You	probably	

still	owe	close	to	$320,000	in	mortgages,	which	means	your	equity	

(i.e.	the	debt-free	portion)	on	the	house	went	down	from	$80,000	to	

$20,000,	a	75%	loss.	

To	make	matters	worse,	real	estate	is	an	illiquid	investment.	In	the	

Concepts	section,	we	talked	about	Tony	Hsieh,	who	couldn’t	sell	his	

property	quickly	without	a	significant	discount.	Most	properties	take	

months	to	sell.

In	some	extraordinary	circumstances,	such	as	right	after	the	housing	

crash	in	the	U.S.,	real	estate	can	be	a	good	investment.	However,	

those	occasions	are	rare.	There	are	also	professional	investors	who	

trade	real	estate	and	consistently	make	money.	Just	as	with	investing	

in	individual	stocks	and	bonds,	it	takes	a	lot	of	knowledge	and	

experience	to	do	what	they	do,	and	I	wouldn’t	recommend	trying	it	

yourself.
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I’m	not	suggesting	you	should	never	buy	a	house.	Buying	a	house	

gives	people	joy,	and	money	is	not	all	that	matters	in	life.	What	I	am	

saying	is	that	buying	a	house	purely	for	investment	reasons	is	not	a	

great	idea.	The	returns	are	not	great,	the	risk	is	high,	and	the	liquidity	

is	low.

Commodities
Commodities	are	things.	They	are	such	things	as	oil,	livestock,	wheat,	

uranium,	and	most	famously,	gold.	However,	not	every	‘thing’	is	a	

commodity.	For	example,	the	sweater	that	your	grandma	knit	is	not	a	

commodity.	To	be	a	commodity,	there	must	be	many	of	those	‘things,’	

and	they	must	be	essentially	the	same	‘thing.’	A	pound	of	copper,	for	

instance,	is	essentially	the	same	as	another	pound	of	copper.	

Most	commodities	trade	on	a	commodity	exchange	that	is	separate	

from	a	stock	exchange.	That	means	you	can’t	buy	a	herd	of	cattle	

while	sitting	in	front	of	your	computer	through	your	discount	broker.	

Sorry.	However,	you	can	buy	ETFs	that	hold	commodities.	Or	you	can	

buy	some	physical	commodities	like	gold	and	diamonds,	and	store	

them	yourself.

For	the	rest	of	this	chapter,	I	will	focus	on	the	example	of	gold.	

Many	people	hold	gold	in	their	portfolios,	and	they	invest	in	gold	for	

roughly	the	same	reason	people	invest	in	other	commodities	for	the	

long	term:	inflation	protection.	As	such,	much	of	our	discussion	about	

gold	applies	to	other	commodities	as	well.

Until	1971,	the	U.S.	operated	on	the	‘gold	standard.’	That	meant	the	

U.S.	artificially	pegged	the	price	of	gold.	Back	then,	$38	and	one	

ounce	of	gold	was	one	and	the	same	thing.	Since	1972	when	the	U.S.	

went	off	the	gold	standard	to	the	present,	gold	has	appreciated	by	

7.9%	per	year,	significantly	outperforming	the	rate	of	inflation.	During	

the	same	period,	the	standard	deviation	of	gold	has	been	around	

25%,	which	means	gold	has	been	a	highly	risky	investment.

Will	gold	continue	to	return	8%	in	the	future?	There	is	much	debate	

on	this	issue.	On	the	one	hand,	some	say	gold	prices	will	continue	to	

appreciate	at	a	high	rate.	They	say	that	inflation	will	shoot	higher	as	a	

result	of	governments’	printing	money.	Others	say	the	opposite,	that	

gold	prices	will	depreciate,	because	they	think	inflation	will	remain	

subdued.	Despite	the	disagreements,	experts	agree	on	one	thing:	

gold	prices	will	go	the	way	of	inflation.

Investing	in	gold	differs	from	investing	in	stocks.	If	you	invest	in	a	

stock,	you’re	the	part	owner	of	a	corporation.	This	corporation	may	

grow,	or	it	may	decline.	If	you	own	gold,	or	some	other	types	of	

commodities,	you	own	something	that	neither	grows	nor	declines.	

That’s	why	it’s	reasonable	to	think	that	gold	prices	will	track	inflation	

in	the	future.	In	the	past	40	years,	gold	outperformed	inflation,	but	

that	probably	happened	because	of	special	circumstances	relating	to	

the	end	of	the	gold	standard.

If	the	next	100	years	look	similar	to	the	past	100	years,	the	economy	

and	financial	markets	won’t	be	stable.	The	world	will	go	through	

depressions	and	panics.	Governments	will	take	on	debt	and	print	

money.	Inflation	will	shoot	up	from	time	to	time,	and	many	people	will	

bemoan	the	decline	of	Western	Civilization.	But	despite	it	all,	if	the	

next	100	years	look	like	the	past	100	years,	inflation	will	average	3%	

per	year.	If	this	is	true,	investing	in	gold	will	be	a	bad	idea.

Not	all	commodities	are	expected	to	track	inflation.	Certain	

commodities	are	becoming	more	scarce	over	time,	either	because	

they	are	used	up	after	extraction	(eg.	oil),	or	because	people	are	

finding	increasing	uses	of	the	commodity	(eg.	palladium).	Prices	of	

such	commodities	are	expected	to	increase	over	time,	but	analyzing	

the	outlook	of	those	commodities	is	difficult,	and	I	don’t	recommend	

it	for	most	investors.

In	summary,	commodities	are	things	like	gold,	livestock	and	uranium.	

The	average	investor	generally	can’t	trade	them,	but	they	can	buy	

ETFs	that	hold	them.	Gold	returned	8%	per	year	for	the	past	40+	

years,	with	a	standard	deviation	of	25%,	which	means	gold	is	highly	

risky.	The	future	of	gold	is	uncertain,	but	experts	agree	that	it	will	rise	

at	the	rate	of	inflation.	I	personally	think	it’s	a	bad	investment.
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Life Insurance
As	with	other	types	of	insurance,	holding	life	insurance	can	be	a	

good	thing.	Holding	it	protects	you	financially	in	the	event	of	the	

loss	of	your	significant	other.	However,	not	all	forms	of	life	insurance	

are	great.	Insurance	companies	normally	offer	us	two	types	of	life	

insurance:	term	life	insurance	and	whole	life	insurance.

Term	life	insurance	is	straightforward.	The	policyholder	pays	the	

fees	and	if	the	designated	person	dies	during	the	policy	term,	the	

policyholder	receives	money.	Normally,	the	policyholder	and	the	

designated	person	are	different.	If	the	policy	term	expires	and	the	

designated	person	is	still	alive,	the	holder	receives	nothing.	Since	

your	risk	of	dying	increases	as	you	age,	the	premium	on	your	term	life	

insurance	increases	each	year.

With	whole	life	insurance	(also	called	permanent	life	insurance),	

your	premium	starts	higher,	but	stays	at	the	same	level	throughout	

your	life.	The	insurance	policy	has	a	cash	reserve,	which	builds	as	the	

holder	makes	more	payments.	The	policyholder	can	borrow	from	

this	cash	reserve	if	he	or	she	wants	to.	Upon	the	designated	person’s	

death,	a	sum	of	money	is	paid	out,	minus	the	loaned	amount.

I’m	going	to	slightly	oversimplify	things	here,	but	whole	insurance	

is	basically	term	insurance	+	inclusion	in	a	mutual	fund.	To	help	you	

understand,	let’s	replicate	it	ourselves.	Let’s	say	whole	insurance	costs	

$2000/year,	and	term	insurance	costs	$500/year	initially.	Instead	of	

paying	whole	insurance,	buy	term	insurance,	and	invest	$1,500/year.	

Your	‘cash	reserve’	is	basically	your	investments,	with	one	difference.	

The	chances	are	you’ll	get	better	returns	investing	yourself	than	if	you	

trusted	your	cash	with	a	life	insurance	company.

The	investment	returns	on	cash	reserves	differ	from	company	to	

company,	but	they’ve	generally	underperformed	the	stock	market	by	

3%	per	year.	However,	to	be	fair,	insurance	companies	invest	in	bonds	

as	well.	If	we	compare	the	performance	of	life	insurance	companies	

with	a	typical	portfolio	consisting	of	80%	stocks	and	20%	bonds,	life	

insurance	companies	still	would	have	underperformed	by	at	least	

2.5%	per	year.	Does	2.5%	sound	familiar?	It’s	the	average	fee	charged	

by	mutual	funds.	In	other	words,	by	purchasing	whole	life	insurance,	

you’re	really	buying	term	insurance	+	inclusion	in	a	mutual	fund.	If	you	

want	to	be	richer,	buy	term	insurance,	and	invest	the	rest	yourself.

In	summary,	there	are	two	life	insurance	categories:	term	and	whole	

insurance.	Term	insurance	is	pure	insurance,	while	whole	insurance	is	

essentially	term	insurance	+	mutual	fund.	Don’t	buy	whole	insurance.	

Buy	term	insurance	and	invest	the	rest	yourself.
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Taxation In this section, we’ll talk about how 
your investments are taxed, and how 
registered savings plans work.

4
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Capital Gains Tax
Capital	gains	taxes	are	taxes	on	your	investment	profits.	Let’s	say	you	

bought	100	shares	of	Coca-Cola	at	$30	last	year,	for	$3000.	This	year,	

you	sold	them	at	$35/share,	for	$3,500.	The	“capital	gains”	is	$500.	

(3,500	-	3,000.)	You’re	taxed	on	your	capital	gains	when	you	sell	your	

shares,	but	not	before	then.

Only	half	of	your	capital	gains	are	taxed	at	your	marginal	tax	rate.	For	

example,	if	you	earn	$60,000/year,	your	marginal	tax	rate	is	about	

34%.	If	you	had	made	$500	from	trading	Coca-Cola	stock,	only	$250	

would	have	been	taxed	at	34%,	which	comes	out	to	roughly	$85.

Now	let’s	consider	a	hypothetical	scenario.	You	work	hard	at	your	job,	

and	you	earn	a	pre-tax	income	of	$40,000.	You	earmark	$6,000	of	

it	for	investing.	Let’s	say	the	government	taxed	you	at	25%	on	your	

income,	and	you’re	left	with	$4,500	to	invest.

You	invest	the	$4,500	well,	and	it	doubles	in	10	years.	Now,	you	have	

$9,000	in	investments,	a	100%	gain.	Your	capital	gains	is	$4,500.

You	sell	all	your	investments,	which	means	you	have	to	pay	taxes	on	

your	capital	gains.	The	government	taxes	half	of	the	$4,500	at	the	

marginal	income	tax	rate	—	we	will	assume	34%	at	this	point.	This	

means	another	$765	goes	to	the	taxman.

At	the	end	of	the	day,	you	are	left	with	$8,235.

$6,000 $4,500 $9,000 $8,235

Income	tax	

of	$1,500

Investment	gain	

of	100%

Capital	gains	tax

of	$765

$6,000 $12,000 $7,920

Investment	gain	of	100% Income	tax	of	$4,080

In	summary,	capital	gains	are	profits	on	your	investments.	The	

government	only	taxes	half	of	your	capital	gains	at	your	marginal	

income	tax	rate.

RRSP
The	Registered	Retirement	Savings	Plan	(RRSP)	allows	you	to	defer	

taxes	on	your	income.	Once	you	have	an	RRSP	account	set	up,	any	

money	you	put	into	that	account	gets	deducted	from	your	income.	

For	example,	if	you	earned	$50,000	last	year	and	put	$5,000	into	

an	RRSP	account,	your	income	will	be	taxed	as	if	you	only	earned	

$45,000.

Inside	the	RRSP	account,	you	can	grow	your	investments	without	

any	capital	gains	taxes.	You	can	buy	stocks,	sell	it	at	twice	the	

price,	and	as	long	as	it	stays	in	the	RRSP,	you	don’t	pay	any	taxes.	

You	can	set	up	an	RRSP	with	a	bank,	or	a	discount	brokerage.	I	

personally	recommend	the	latter.	Some	banks	may	try	to	sell	you	

RRSPs	where	your	money	inside	the	RRSPs	automatically	gets	

invested	in	GICs.	Don’t	do	it	—	they’re	taking	advantage	of	you.

However,	when	you	withdraw	from	an	RRSP,	you	get	taxed	at	

the	full	personal	tax	rate.	In	other	words,	whatever	you	withdraw	

is	treated	like	any	other	income.	If	you	earn	$50,000,	and	you	

withdraw	$10,000	from	an	RRSP,	you	pay	taxes	as	if	your	income	

were	$60,000.

Now	let’s	repeat	the	hypothetical	scenario	in	the	‘capital	gains’	

section,	but	with	an	RRSP.	Let’s	say	you	earned	$40,000	last	year,	

and	contributed	$6,000	to	the	RRSP.	The	government	doesn’t	tax	

the	$6,000.

This	money	is	invested	well,	and	doubles	in	10	years	to	$12,000,	a	

100%	gain.

You	withdraw	this	money	at	the	marginal	tax	rate	of	34%.	After	

taxes,	you	have	$7,920	left.
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In	the	‘capital	gains	tax’	section,	the	investor	was	left	with	$8,235	

after	taxes.	Thus,	the	benefit	of	using	an	RRSP	was	$7,920-$8,235	=	

-$315,	a	negative	number!	That	means	you	would	have	been	better	off	

not	using	the	RRSP	at	all.

This	happened	because	your	tax	rates	were	much	higher	in	the	future	

than	when	you	contributed	(25%	vs.	34%).	This	calculation	will	vary	

according	to	each	person’s	unique	situation.	If	you’re	already	in	a	high	

tax	bracket,	or	if	you	don’t	expect	your	income	to	rise	substantially	

when	you	take	money	out,	it	makes	sense	to	use	RRSPs.	Since	most	

people	don’t	plan	on	taking	money	out	until	retirement	when	their	tax	

rates	are	lower,	this	is	generally	the	case.	But	in	other	times,	it	makes	

sense	not	to	use	RRSPs.

A	couple	of	other	things	to	know	about	RRSPs:	When	you	hit	a	

certain	age	(71	currently),	the	government	requires	you	to	convert	

your	RRSPs	into	what	are	called	Registered	Retirement	Income	Fund	

(RRIF).	With	an	RRIF,	you’re	forced	to	withdraw	a	certain	amount	

each	year.

Also,	you	can	take	out	up	to	$25,000	from	your	own	RRSP	to	buy	

a	house.	This	is	great	because	you	don’t	pay	taxes	on	that	$25,000.	

However,	you	must	put	this	money	back	into	RRSPs	within	15	years.

There’s	a	limit	on	how	much	you	can	contribute	to	RRSPs	each	year.	

You	can	find	your	contribution	limit	on	your	most	recent	income	tax	

notice	of	assessment,	or	by	calling	CRA.	

In	summary,	RRSPs	allow	you	to	defer	your	income	taxes.	But	any	

money	you	take	out	from	an	RRSP	account	gets	taxed	at	your	normal	

income	tax	rate.	RRSPs	are	great	when	your	tax	rates	won’t	rise	much	

in	the	future	when	you’re	expected	to	take	money	out,	or	if	you’re	

close	to	retirement.	But	it’s	not	always	great.	If	you	choose	to	use	

RRSPs,	I	recommend	setting	up	an	RRSP	account	with	a	discount	

brokerage.	RRSPs	become	RRIFs	when	you	hit	retirement	age.	You	

can	also	temporarily	take	out	up	to	$25,000	from	your	own	RRSP	to	

buy	a	house.

TFSA
The	government	introduced	the	Tax	Free	Savings	Account	(TFSA)	in	

2009.	You	can	contribute	money	into	the	TFSA,	and	invest	with	that	

money.	With	investments	inside	your	TFSA,	you	don’t	have	to	pay	any	

capital	gains	taxes.	However,	unlike	with	an	RRSP,	your	contributions	

are	not	tax	deductible	—	i.e.	you	would	have	already	paid	income	

taxes	on	the	money	going	into	TFSA	accounts.	Instead,	there’s	no	tax	

when	you	take	money	out	of	the	TFSA.

You	can	invest	in	many	different	kinds	of	financial	products	in	a	TFSA,	

including	stocks,	bonds	and	ETFs,	whether	they	be	U.S.	or	Canadian.	

However,	some	banks	let	you	invest	only	in	a	limited	number	of	

products	—	like	their	own	GICs	or	mutual	funds.	For	this	reason,	I	

recommend	opening	an	account	with	a	discount	broker	instead.	We	

will	discuss	more	about	discount	brokers	later	in	this	book.

We	shall	repeat	the	hypothetical	scenario	shown	in	the	last	2	

sections.	You	earn	$40,000,	and	you	earmark	$6,000	for	investing.	

At	the	marginal	tax	rate	of	25%,	you	pay	$1,500	in	income	taxes,	and	

contribute	the	$4,500	leftover	into	a	TFSA	account.

You	invest	well,	and	double	the	investment	to	$9,000,	a	100%	gain.	

You	sell	the	investments	and	withdraw	the	$9,000	tax-free.

$6,000 $4,500 $9,000

Income	tax	of	$1500 Investment	gain	of	100%

As	we	have	seen,	paying	the	full	capital	gains	tax	would	leave	you	

with	$8,235.	The	benefit	of	using	the	TFSA	is	$9,000-$8,235	=	$665.	

You	almost	always	benefit	by	using	the	TFSA	than	by	using	nothing	

at	all.	However,	sometimes	it’s	more	beneficial	to	use	RRSPs	than	

TFSAs.	This	happens	when	you	expect	your	income	tax	rates	to	go	

down	in	the	future.
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You	could	contribute	$5,000	to	your	TFSA	from	2009	to	2012.	

Starting	in	2013,	you	can	contribute	up	to	$5,500.	If	you	didn’t	

contribute	any	money	between	2009-2012,	not	to	worry;	you	can	still	

contribute	the	missed	amounts.	That	means	you	can	contribute	up	

to	$46,500	in	2016	if	you	didn’t	contribute	anything	so	far.	You	can	

withdraw	from	the	TFSA,	but	if	you	do	so,	you	can’t	re-contribute	the	

withdrawn	amount	until	the	next	year.

In	summary,	you	don’t	pay	any	capital	gains	taxes	within	your	TFSA	

account.	Using	a	TFSA	is	almost	always	better	than	using	nothing.	I	

recommend	opening	a	TFSA	account	with	a	discount	brokerage.

RESP
Registered	Education	Savings	Plan	(RESP)	helps	you	save	for	your	

child’s	education.	Unlike	RRSPs	or	TFSAs,	you	have	to	name	a	

beneficiary	(i.e.	the	child).	There	are	no	tax	breaks	for	the	parent	for	

using	the	RESP.	Instead,	the	government	contributes	some	money	to	

the	RESP	if	the	parent	contributes.	The	parent	can	contribute	up	to	

$2,500/year	and	receive	about	20~40%	extra	from	the	government.	

Note	that	there	is	a	limit	of	$50,000/child.

Inside	the	RESP,	the	money	can	grow	tax-free,	just	as	inside	RRSPs	

or	TFSAs.	When	the	child	becomes	a	university/college	student	and	

takes	out	that	money,	the	money	is	taxed	at	the	student’s	personal	

tax	rate,	which	will	probably	be	very	low.	This	gives	the	family	a	tax	

advantage	on	top	of	the	free	money	the	government	gives.

If	the	student	doesn’t	continue	on	to	university	or	college,	the	parent	

can	take	back	their	contributions	tax-free,	but	they	have	to	pay	a	high	

tax	rate	on	the	gains	(normal	income	tax	rate	+	20%).

For	example,	let’s	say	you	contributed	$20,000	into	an	RESP	over	

many	years	and	the	government	gave	you	$5,000.	During	this	time,	

you	also	realized	an	investment	gain	of	$5,000.	If	your	child	doesn’t	

go	to	college	or	university,	you’ll	be	able	to	withdraw	the	$20,000	tax	

free.	But	the	government	will	take	back	the	$5,000	it	gave	you,	and	

if	your	tax	rate	is	30%,	you’ll	have	to	pay	50%	taxes	on	the	$5,000	

gains.	In	other	words,	you’ll	only	get	$2,500.

Just	as	with	TFSAs	and	RRSPs,	you	can	open	an	RESP	account	with	

either	a	bank	or	a	discount	brokerage.	If	you	open	an	account	with	

a	bank,	they	may	only	allow	you	to	buy	from	a	limited	selection	of	

investments.	For	that	reason,	I	generally	recommend	opening	an	

RESP	account	with	a	discount	brokerage	instead.

In	summary,	RESPs	are	for	saving	for	your	child’s	post-secondary	

education.	The	parent	contributes,	and	the	child	can	take	money	

out	once	in	university/college.	It’s	not	very	tax	advantageous,	but	

the	government	contributes	some	money	to	the	RESP	instead.	If	the	

child	doesn’t	go	to	university,	the	parent	has	to	pay	a	heavy	tax	on	

investment	gains.	Using	RESPs	is	a	good	idea	if	the	parent	is	sure	the	

child	will	go	to	university	or	to	college.
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Practical 
Considerations In this section, I outline some 

of the practical steps you 
can take to plan your own 
investments.

5
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Paying Down Debt vs. Saving
Should	you	pay	down	debt	or	should	you	invest?	That	depends	on	

the	debt.

Certain	kinds	of	debt	come	with	very	low	interest	rates.	Those	

include	student	loans	and	mortgages.	When	this	book	was	written,	

interest	rates	on	such	loans	ranged	from	3~3.5%	per	year.	These	are	

historically	low	rates.	I	think	it’s	okay	to	invest	rather	than	pay	down	

low	interest	rate	debt,	as	long	as	the	debt	load	is	not	huge.	You	

will	likely	generate	higher	returns	and	end	up	being	richer	through	

investments,	albeit	at	a	higher	risk.

However,	I	definitely	think	you	should	pay	down	higher	interest	rate	

debt	before	you	invest.	This	especially	applies	to	credit	card	debt,	

which	typically	carries	rates	of	over	19%	per	year.	If	you	carried	

$1,000	worth	of	credit	card	debt	at	19%	for	30	years,	without	paying	

any	of	it	down,	you’d	be	with	$185,000	in	debt.	The	awesome	power	

of	compound	returns	can	work	against	you.	Don’t	let	this	happen.	

Pay	down	your	high	interest	debt.t

How To Buy Stocks and ETFs
As	a	first	step	to	planning	your	investments,	you	should	open	a	

discount	brokerage	account.

There	are	a	few	discount	brokerages	available	to	Canadians.	

Personally,	I	recommend	Questrade	because	I	believe	it’s	the	

cheapest	service	for	the	average	Canadian	investor.	However,	I	

think	other	discount	brokerages	such	as	Virtual	Brokers	are	good	

options	as	well.	As	a	full	disclosure,	I	do	receive	affiliate	income	from	

Questrade	for	referring	people	to	them,	but	I	honestly	think	they’re	

the	best	option	for	many	Canadians.	You	can	read	my	comparison	

of	popular	discount	brokers	here.

You	will	notice	that	brokerages	offer	a	type	of	account	called	a	

‘Margin’	account,	as	well	as	the	familiar	RRSP	and	TFSA	accounts.	

Margin	accounts	refer	to	those	accounts	that	are	taxed	normally	—	

i.e.	you	pay	the	capital	gains	tax.	Margin	accounts	have	additional	

benefits,	such	as	being	able	to	borrow	money	to	invest,	not	that	I	

recommend	borrowing	money	this	way.

If	you	already	have	a	brokerage	account	with	a	bank,	it	might	

be	worth	switching	to	one	of	the	discount	brokerages.	You	can	

potentially	pay	a	lot	more	in	trading	fees	with	other	brokerages,	

especially	with	bank-owned	brokerages.	

Many	people	find	the	application	process	to	open	a	brokerage	

account	confusing.	I	prepared	a	video	that	shows	you	how	to	open	a	

Questrade	account	in	this	link.

Knowing Which Stocks and ETFs 
To Buy
After	reading	this	far,	you	may	be	convinced	that	ETFs	and	index	

funds	are	a	great	way	to	invest.	But	which	one	should	you	buy,	and	

how	much?	There	are	thousands	of	ETFs	and	index	funds	out	there,	

so	it’s	hard	to	choose	just	a	few,	and	it’s	harder	still	to	know	how	to	

allocate	your	money	between	them.

Properly	allocating	a	portfolio	is	hard.	Optimized	portfolios	have	

lower	risks	for	the	same	potential	return,	compared	to	portfolios	

that	haven’t	been	optimized.	A	lot	of	research	went	into	this	topic,	

and	some	bright	people	invented	the	‘Modern	Portfolio	Theory’	

(MPT),	for	which	its	creators	won	the	Nobel	prize.	Anyone	can	use	

the	theory	to	construct	optimized	portfolios,	but	using	it	requires	a	

lot	of	knowledge.

To	solve	this	problem,	my	company,	MoneyGeek,	has	constructed	a	

set	of	optimized	portfolios	using	the	Black	Litterman	model,	which	

is	an	improved	version	of	the	MPT.	Without	going	into	too	much	

detail,	MPT	has	some	flaws,	which	the	Black	Litterman	corrects.

http://www.questrade.com/?refid=hdanbyen
http://www.moneygeek.ca/weblog/2015/08/24/questrade-vs-interactive-brokers-vs-virtual-brokers/
http://www.moneygeek.ca/weblog/2015/08/24/questrade-vs-interactive-brokers-vs-virtual-brokers/
http://www.moneygeek.ca/weblog/2013/05/24/how-open-questrade-account-video/
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You	will	need	to	pay	to	access	MoneyGeek’s	portfolios.	But	as	far	as	

I	know,	it’s	the	only	place	in	Canada	where	you	can	get	optimized	

portfolios	for	Canadians.	

I	put	a	lot	of	thought	and	research	into	picking	what	I	believe	to	

be	the	best	investments	for	the	portfolios	at	any	given	time.	These	

portfolios	will	change	very	slowly	over	time	as	I	continue	to	analyze	

which	investments	should	be	included	or	excluded	based	on	the	

investments’	current	and	potential	values.

If	you’re	budget	conscious,	you	could	also	get	unoptimized	

portfolios	from	the	canadiancouchpotato.com,	among	other	places.	

Though	I	don’t	fully	agree	with	these	portfolios,	they	will	likely	do	a	

decent	job.	For	a	full	list	of	differences	between	MoneyGeek	and	the	

Canadian	Couch	Potato,	see	this	link.

You	can	also	check	out	wealthfront.com	for	free	optimized	model	

portfolios.	However,	their	portfolios	are	optimized	for	U.S.	investors.	

Canadian	currency	can	fluctuate	wildly	against	the	U.S.	dollar,	so	

an	optimized	portfolio	for	Canadians	will	look	different	from	one	

optimized	for	Americans.

How To Optimize For Taxes
Unfortunately,	it’s	difficult	to	know	the	best	way	to	divide	up	

investments	between	TFSA,	RRSP,	or	Margin	(normally	taxed)	

accounts.	It	depends	on	each	individual’s	circumstances.

To	solve	this	problem,	I	created	a	tool	that	efficiently	allocates	

investments	between	such	accounts.	The	tool	is	called	the	

Investment	Tax	Optimizer,	and	it	simulates	hundreds	of	different	

scenarios	to	arrive	at	the	allocation	that	I	believe	should	save	the	

most	on	taxes.	

The	free	version	allows	you	to	efficiently	allocate	Canadian	stocks	

and	Canadian	bonds	between	the	accounts.	Paid	members	have	

access	to	the	tool	that	also	allocates	U.S.	stocks.	Both	versions	are	

available	on	our	site	at	moneygeek.ca.	As	far	as	we	know,	it’s	the	only	

tool	of	its	kind	in	Canada.

There	are	many	other	nuances	regarding	taxation	beyond	just	

allocating	investments	between	different	accounts.	If	you	want	more	

advice,	I	would	encourage	you	to	talk	to	an	accountant.

How Much To Save Each Month
How	much	you	should	save	depends	on	your	goal.	Most	working	

people	hope	to	retire	one	day,	and	they	should	save	towards	that	

goal.	Many	people	also	save	up	for	a	big	purchase,	such	as	a	house.	

It’s	part	of	the	financial	advisor’s	job	to	put	together	a	financial	plan	

for	you,	to	help	you	reach	your	goals.	A	financial	plan	shows	you	

how	much	you	should	save,	and	how	your	investments	are	expected	

to	grow	over	time.	However,	many	financial	advisors	don’t	give	such	

plans,	perhaps	because	they	don’t	make	much	money	from	it.

I’m	personally	not	a	fan	of	the	way	most	financial	advisors	create	

financial	plans.	Most	financial	plans	assume	a	smooth	growth	in	

investments.	However,	that’s	not	the	way	the	real	world	operates.	

Investments	are	inherently	uncertain	—	markets	sometimes	crash,	and	

they	sometimes	soar.	People	are	often	lulled	into	buying	the	riskiest	

investments,	since	they	tend	to	promise	the	highest	returns.	However,	

buying	riskiest	investments	also	puts	the	client	at	risk.	One	market	

crash	at	the	wrong	time	can	wipe	out	enough	in	investments	so	as	to	

virtually	guarantee	failure	to	reach	a	client’s	goals.

http://canadiancouchpotato.com/
http://www.moneygeek.ca/weblog/2014/03/03/q-moneygeek-vs-canadian-couch-potato-portfolios-whats-difference/
https://www.wealthfront.com/
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Since	it’s	impossible	to	predict	exact	market	movements,	no	one	

can	say	with	100%	certainty	whether	they	can	achieve	their	goals.	

At	best,	you	can	project	the	chances	of	achieving	your	goals.	

At	MoneyGeek,	we	looked	around	for	a	planning	calculator	that	

took	risk	into	account,	but	found	nothing	satisfactory.	As	a	result,	

I	created	a	retirement	calculator,	which	is	available	for	our	paid	

members.

Many	young	professionals	put	off	saving	for	retirement	since	it’s	so	

far	in	the	future	for	them.	However,	I	think	even	if	you	are	young,	

it’s	prudent	to	start	saving	now.	Money	saved	earlier	in	life	will	have	

more	time	to	grow,	so	it’s	more	efficient	to	get	saving	when	you’re	

young..	But	more	importantly,	I	believe	most	people	underestimate	

the	amount	of	money	needed	to	retire	comfortably.	

Many	of	today’s	generation	can	expect	to	live	until	the	age	of	90.	If	

they	plan	on	retiring	at	the	age	of	65,	that	means	they	have	to	fund	

25	years	of	retirement.	25	years	is	a	long	time	-	that’s	longer	than	it	

takes	for	a	newborn	to	become	a	university	graduate.	Retiring	at	65	

is	achievable,	but	it	requires	saving	early	and	diligently.

In	summary,	your	goals	dictate	how	much	you	should	save.	A	financial	

plan	details	how	you	can	reach	your	goals.	Most	financial	plans	

assume	investments	grow	predictably,	but	you	can	use	MoneyGeek’s	

or	similar	calculators	to	allow	for	uncertain	futures.	It’s	a	good	idea	to	

save	for	retirement	as	early	as	you	can.

Once You’ve Invested
Warren	Buffett	said,	“The	greatest	enemies	of	the	equity	investor	are	

expenses	and	emotions.”

A	few	times	in	our	life,	the	markets	will	crash.	Usually,	it’s	the	stock	

market	that	crashes,	but	bond	markets	can	as	well.	When	this	

happens	(not	‘if’,	but	‘when’),	you	will	feel	fear.	It	will	seem	as	though	

the	markets	are	going	down	every	day.	You	will	feel	virtually	certain	

that	the	markets	will	go	down	the	next	day.	To	protect	your	savings,	

you	might	feel	the	urge	to	sell	all	your	investments,	and	keep	the	

money	under	the	proverbial	mattress.

When	you	feel	this	way,	don’t	give	in	to	your	urges,	or	you	will	lose.

Let	me	tell	you	a	paradoxical	truth.	The	best	time	to	invest	is	when	

everybody	is	fearful.	Because	everyone	else	is	selling,	you	have	the	

opportunity	to	pick	up	bargains.	Much	of	the	time,	market	prices	

don’t	go	down	because	the	companies	really	are	getting	crushed,	but	

because	people	think	they	are	getting	crushed.

Similarly,	there	may	be	times	when	euphoria	sweeps	the	market.	

The	markets	are	rising	every	single	day.	You	feel	as	though	you	can’t	

possibly	lose	by	investing	in	the	future.	During	these	times,	you	will	

feel	the	urge	to	borrow	money	and	invest	more.

When	you	feel	this	way,	don’t	give	in	to	your	urges,	or	you	will	lose.

The	worst	time	to	invest	is	when	everybody	is	greedy.	Because	

everyone	else	is	buying,	the	prices	of	everything	will	be	high.	When	
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you	buy	expensive	stock,	your	returns	will	be	far	less.	Just	ask	

those	who	invested	during	the	dot-com	bubble.

In	the	wake	of	the	2008	financial	crisis,	I	borrowed	$20,000	to	

invest	in	the	stock	market.	I	did	so	because	it	was	an	unusual	time.	

Everybody	was	panicking.	I	could	pick	up	companies	for	less	than	

half	their	true	worth.	It	takes	experience	and	a	lot	of	self-control	

to	identify	and	take	advantage	of	situations	like	these	so	I	don’t	

recommend	doing	this	yourself.	That	said,	I	will	provide	regular	

market	commentary	for	MoneyGeek’s	members,	to	at	least	help	

our	clients	understand	the	market	situation.

Instead	of	reacting	emotionally,	I	recommend	adding	steadily	to	

your	investments	with	your	savings.	As	stock	and	bond	markets	

lurch	up	and	down,	your	portfolio	will	go	out	of	balance.	I	

recommend	rebalancing	your	portfolio	once	or	twice	a	year.	To	

rebalance,	simply	consult	the	model	portfolios	again,	and	divide	

up	your	investments	accordingly.

Economists and Other Talking Heads
There	is	a	saying:	“Economists	were	put	on	the	earth	to	make	

astrologers	look	good.”

Every	now	and	then,	you	may	read	or	hear	what	a	‘star	economist’	

has	to	say.	“The	Canadian	economy	will	slow	down!”	they	will	bellow,	

or	perhaps	they	might	shout,	“Unemployment	rates	will	drop!”	You	

might	come	across	such	economists	on	TV,	or	you	might	read	one	

of	their	online	articles.	They	will	often	dress	well	and	speak	with	

confidence.	They’re	fun	to	watch,	but	don’t	let	them	influence	how	

you	invest.

Every	now	and	then,	people	record	economists’	projections	to	see	

how	often	they	come	true.	The	results	are	consistent	—	economists	

are	pretty	bad	at	predicting	the	future.	For	example,	90%	of	

economists	didn’t	see	the	2008	financial	crisis	happening.	One	

of	the	star	economists	who	‘predicted’	the	financial	crisis,	named	

Nouriel	Roubini,	has	a	track	record	of	predicting	10	economic	crises,	

and	only	getting	3.	However,	this	is	considered	a	great	record	for	an	

economist.

Economists	are	entertaining.	Just	don’t	take	their	predictions	too	

seriously.
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Final thoughts6
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Final Thoughts
Say	a	30	year	old	saved	$5,000	a	year	for	35	years,	and	got	a	rate	

of	return	of	7.5%	per	year	on	his	or	her	savings.	This	person	would	

have	saved	a	total	of	$175,000	dollars,	but	this	person	will	have	

gained	an	extra	$570,000	from	investments,	ending	up	with	a	total	

of	$745,000	after	35	years.

If	this	story	sounds	too	good	to	be	true,	it’s	not.	After	reading	this	

book,	you	will	have	learned	how	to	make	this	story	your	own.	We	

can	summarize	how	in	a	few	simple	steps.

1. Know which Stocks/Bonds/ETFs to buy.

2. Know how to allocate your investments between 
RRSP, TFSA, or margin (normally taxed) accounts.

3. Know how much to save, and keep saving. 
Rebalance your investment portfolio as you save.

With	the	right	tools,	taking	each	step	is	easy.	We	provide	such	tools	

at	MoneyGeek,	or	you	can	check	out	the	other	free	tools	mentioned	

in	this	book.	Investing	is	more	rewarding	the	earlier	you	start,	so	

start	as	early	as	you	can.	Good	luck.
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