THE

SEC
%\G for the RQ}‘

Small Investor

GREENBIATT

Author of THE LITTLE BOOK THAT BEATS THE MARKET







THE

BIG SECRET
FOR THE

SMALL
INVESTOR






THE
BIG SECRET

FOR THE
SMALL
INVESTOR

N A _

New Route

to Long-Term
Investment

Success

FWILEY

A John Wiley and Sons, Ltd, Publication



This edition published by John Wiley & Sons Ltd in 2011
Copyright © 2011 by Joel Greenblatt

Registered office
John Wiley & Sons Ltd, The Atrium, Southern Gate, Chichester, West
Sussex, PO19 85Q, United Kingdom

For details of our global editorial offices, for customer services and for
information about how to apply for permission to reuse the copyright
material in this book please see our website at www.wiley.com

The right of Joel Greenblatt to be identified as Author of this work has
been asserted by him in accordance with the Copyright, Designs and
Patents Act 1988.

First published in the United States by Crown Business, an imprint of the
Crown Publishing Group, a division of Random House, Inc., New York.

All rights reserved. No part of this publication may be reproduced,
stored in a retrieval system, or transmitted, in any form or by any means,
electronic, mechanical, photocopying, recording or otherwise, except as
permitted by the UK Copyright, Designs and Patents Act 1988, without
the prior permission of the publisher.

Wiley also publishes its books in a variety of electronic formats. Some
content that appears in print may not be available in electronic books.

Designations used by companies to distinguish their products are often
claimed as trademarks. All brand names and product names used in

this book are trade names, service marks, trademarks or registered
trademarks of their respective owners. The publisher is not associated
with any product or vendor mentioned in this book. This publication

is designed to provide accurate and authoritative information in regard
to the subject matter covered. It is sold on the understanding that the
publisher is not engaged in rendering professional services. If professional
advice or other expert assistance is required, the services of a competent
professional should be sought.

ISBN 978-1-119-97960-9 (hardback)

ISBN 978-1-119-97970-8 (ebook)

ISBN 978-1-119-97971-5 (ebook)

ISBN 978-1-119-97972-2 (ebook)

A catalogue record for this book is available from the British Library.

Book design by Gretchen Achilles

Printed in Great Britain by T] International Ltd, Padstow, Cornwall.


http://www.wiley.com

To my wonderful wife, Julie,

and our five magnificent spinoffs.






CONTENTS

Introduction

Chapter One
Chapter Two
Chapter Three
Chapter Four
Chapter Five
Chapter Six
Chapter Seven
Chapter Eight
Chapter Nine

Appendix

Acknowledgments

15
19
33
43
55
69
91
13
131

149

155






THE

BIG SECRET
FOR THE

SMALL
INVESTOR






INTRODUCTION

When it comes to investing in the stock market, inves-

tors have plenty of options:

1. They can do it themselves. Trillions of dollars are
invested this way. (Of course, the only problem
here is that most people have no idea how to ana-
lyze and choose individual stocks. Wait, did I say
the only problem? I really meant most investors
have no idea how to construct a stock portfolio,
most have no idea when to buy and sell, and most
have no idea how much to invest in the market in
the first place. Okay, that’s better.)

2. They can give it to professionals to invest. Tril-
lions of dollars are invested this way. (Though,
after fees and other institutional impediments,
most don’t add value. In fact, most professionals
actually underperform the market averages over

time. Oh, I almost forgot—it may be even harder
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to pick good professional managers than it is to
pick good individual stocks.)

They can invest in traditional index funds. Tril-
lions of dollars are also invested this way. (This
is a great way to match the major market aver-
ages, to pay very low fees, and to beat most pro-
fessional managers. Then again, investing this
way is seriously flawed—and almost a guarantee

of subpar investment returns over time.)

. They can read The Big Secret for the Small Inves-
tor and do something else. Not much is invested
this way. (Yet...)

For years individual investors have asked me how

they should go about investing their savings in the stock
market. After all, ’'m a longtime business school profes-
sor and institutional money manager, and they figure I
should know. Yet for years I haven't had a good answer.
You see, Wall Street isn’t very kind to small investors.
While it’s true that individual investors have many op-
tions, for one reason or another (and usually one reason
and another) most choices aren’t very good. Well, with
this book, I finally have what I think is a good answer to
that very important question. And it’s an answer that

should work well for investors both big and small.
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Then again, this is my third investing book. The first
one, You Can Be a Stock Market Genius (yes, I know, I
know), was meant to help the individual investor, too. It
didn’t. It assumed investors had a lot of specialized in-
vestment knowledge and a lot of free time. (Actually, it
did end up helping a few dozen hedge fund managers,
but...) My second book, The Little Book That Beats the
Market, gave a step-by-step method for the individual
investor to just “do it yourself.” I still believe strongly in
this method and I still love that book. But here, too, I
missed the boat. As it turns out, most people don’t
want to do it themselves. Yes, they want to understand
it. But they still want someone else to do it for them.

So maybe the third time really is the charm. The Big
Secret for the Small Investor should be a great answer
for many investors. I don’t think most individual or
even institutional investors have considered this solu-
tion for how best to invest in the stock market. I sin-
cerely believe they should. In any case, I think both
novice and sophisticated investors will benefit from the

discussion. Good luck.






