Random Acts of Planning

“Measure twice, cut once,”  “Save it for a rainy day.”  “Those who fail to plan, plan to fail.”  Practically from birth, we are taught the critical role that planning plays in our ability to build, save and succeed.

But how do you plan an investment strategy in the face of overwhelming academic research indicating that the market is subject to bouts of irrational highs and lows?  To borrow Burton Malkiel’s landmark book title, how can anyone plan for “a random walk down Wall Street”?  

Fortunately, it might not be as hard as you think.  Among the most difficult parts is simply accepting the academic literature that we feel best explains the market’s random nature.  We agree with Wall Street Journal columnist Jonathan Clements, who admonishes, “Ignore market timers, Wall Street strategist, technical analysts and bozo journalists who make market predictions … admit to your therapist that you can’t beat the market.”

1. The market can experience periods of irrational behavior and still be efficient.  The $20 bill tale below discusses the efficient market hypothesis.

2. Forewarned is forearmed; more accurate planning requires more realistic goals.

3. Risk and expected reward are related; diversification reduces uncompensated risk.  Armed with these components and a basic understanding of the quirks and qualities of the market, you are well on your way to having a prudent plan in place.
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