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David Spaulding: I’m curious, before we get started of-
ficially, why the nautical theme in your offices, and why
Admiral Nelson? What’s the background on that? 

Jack Bogle: Well, it’s vaguely interesting. For a whole
lot of reasons that were really not very credible, the
board of directors, most of whose members were money
managers of a firm with which we had merged, de-
stroyed Wellington Management Company. They had
more votes on the board. I was never very political, and
they fired me basically for their sins. That doesn’t sound
right and it wasn’t right, but it was done so I had to fig-
ure out what to do to keep my career going. It’s not fun
to be fired, and it’s certainly not fun to be fired under
those circumstances. Nothing I did warranted being
fired, although they claim to be collective and I’m pretty
much individual. That’s a reasonable complaint, but I
thought that’s what people were supposed to do when
they lead. 

In any event, my choice finally turned out to be, instead
of going to another company, or trying to start another
company, that I would come back here from Wellington
and persuade the board of directors of the funds to de-
clare their independence from Wellington Management
Company. This had never happened in the industry’s
history before. The management company fired me, and
I told the directors of the funds that they should not be
in a position where somebody else can fire their chief.
(I was chief of both.) This split has never before hap-
pened in the industry. Basically, the funds are captives
of the management company. So I laid out a plan for
them to create a new company which would do all the
operations and be owned and controlled by the funds,
which have their own functioning officers and directors.
That’s not the way the industry has ever worked before.
That would be mutual. We’d operate at cost. 

My wonderful mentor, Walter Morgan, had founded and
named the Wellington Fund in 1929, and I was still the
chairman of the fund’s board. An antique dealer came
into my office, and offered to sell me some prints of the
Battles of the Duke of Wellington. They were very pop-
ular during that era. I bought them and he said, “I have
some naval prints of the same era, Napoleonic War era.”
I said, “Sure, let’s take a look at them.” I’ve always
loved the sea and the mystery and the tides and the
winds. The rough waters and the calm waters. I sail a
little bit myself. I bought half a dozen or whatever he

had left. They all came in a book. 

He said, “This is a good day for me,” so he left me the
book that these prints had been pulled out of, from 1820.
It’s actually right here and was reproduced later on. So
I went through the book and looked at these short write-
ups, lots of prints, and I got to the Battle of the Nile. The
most complete naval victory to this day in history. Most
complete, meaning that the British lost barely a ship and
the entire French fleet was wiped out right near the Nile.
I got to the end of one, from Lord Nelson and his flow-
ery terms, and he saluted the crew and the bravery and
character, and all these things that are important to me.
It was signed by Horatio Nelson, on the deck of HMS
Vanguard. You can’t make this stuff up. 

David Spaulding: I like your artillery piece there, too.
I was actually in the artillery. 

Jack Bogle: I was in London many years ago. I bought
it there and threw it on the plane and brought it home.
It’s kind of a doorstopper, which I don’t really need, but
it’s an antique thing. Hanging over there are two of the
prints of the Battle of the Nile that I got from the book.
Those are the prints that came into my possession in
1974. 

David Spaulding: Interesting. How did you come up
with the idea of having an index fund? 

Jack Bogle: That has a long genesis. I’m a very con-
trarian thinker, also known as a royal pain in the duffle-
bag, and didn’t like to accept anything at face value. I
wanted to write my thesis at Princeton University on a
subject that no one else had written a Princeton thesis
on before. I didn’t know what that would be, but I was
reading Fortune Magazine in the newly opened Fire-
stone Library there. I opened to page 116, and there was
an article titled “Big Money in Boston.” It told me about
Massachusetts Investors Trust, the oldest and for a long
time largest mutual fund. It described the industry as
“tiny but contentious.” So I wrote about the industry. I
studied it at great length. I looked at a bunch of funds.
We didn’t have the kind of industry data that we have
today by a long, long shot. But as I looked at the records
of these funds relative to the Standard & Poors 500,
while it was just anecdotal evidence, it was pretty ap-
parent that the pattern repeated over and over again: The
S&P 500 was a very difficult standard for them to beat. 
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So I put a sentence in my thesis saying, “Investment
companies [mutual funds] may make no claim to supe-
riority over the market averages.” The germ of an idea,
way back in 1951. Then I started to have investment ex-
perience, and I worked my way up through Wellington
Management Company. I was on the investment com-
mittee for Wellington Fund, and I was also deeply in-
volved with our wholesaling unit. They had a lot of trust
in me even though I was just a kid. They kept saying,
“Why can’t we do better?” At the end of the year you
say, “Okay, we’re going to do better next year.” How do
you do that? I mean, there’s no easy way. There’s no
rule. Working harder doesn’t do it. Working harder may
make it worse. Changing the portfolio may make it bet-
ter, but it may make it worse. I found this is a tough busi-
ness to win at because there are a lot of roughly equally
credentialed, equally qualified money managers, and it
was not an exciting business in those days. Everybody
was kind of middle-of-the-road. We offered one of the
rare balanced funds. We would compare ourselves with

a few other balanced funds, but the industry at that time
was mostly a stock fund business. 

So I could see from personal experience sitting around
that investment committee table evaluating performance
and trying to make it better that this is a tough business.
Then, the balanced fund fell on very hard times. Its share
of industry cash flow dropped to 1% from 30%, and ba-
sically all we had was one balanced fund. It was the
“Go-Go” era, and the more conservative a fund was, the
harder it was to sell; and the more aggressive—includ-
ing in the lunatic fringe—the easier it was to sell. So as
I tried to explain to people, if you’re running a nice little
bagel shop, and six donut shops open around the neigh-
borhood and all the customers are buying donuts, the
bagel shop owner has no choice but to start selling
donuts whether he likes them or not. 

So I knew I had to do a merger and diversify Wellington
Management beyond the balanced fund business. I ulti-
mately did the merger with a very aggressive group of
funds that we were in the mainstream of this idiotic era.
I tried to merge with four different partners, and only
one worked out. They had the best record in the fund in-
dustry for two or three years, and then about two more
after the merger. But then it was over. Their fund col-
lapsed. They had started two other funds, one called
Technivest Fund, using point and figure charts, and the
other called Trustees’ Equity Fund, which was one of
the great misnomers in mutual fund history. All these
funds plummeted in value. The market went down about
50%, these funds probably went down 65%. There’s a
lesson in the value of investment management—the
negative value of poor active management, and the cor-
relative to that is the positive value of no management
in indexing. Active management is a bad bet if it comes
and goes. This is a very important point here, and that
is that the best way to run a mutual fund is to have it in
the middle, because if your performance is way up here
one, year you’re probably going to be average over the
rest of the decade. But if you’re way up, the money
comes in, and then your performance goes way down
because reversion of the mean is everywhere in this
business, and the money goes out. So if a fund has a
10% annual return, the average investor has something
less than that, say an 8% return. 

So now we’re looking at a market with a 12% return.
Mutual funds cost about 2% so the average mutual fund
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will give you 10%, yet investors end up with only 8%
because jumping in and out of funds at the wrong time.
That’s 8% instead of 12%. It makes no sense, so you
want something stable and in the middle. We called that,
before I even started the index fund, relative predictabil-
ity. My goal when I ran Vanguard was to offer funds
with middle-of-the-road strategies at low cost, because
Vanguard’s mutual structure eliminates the advisor’s
profits, which is usually about a 50% profit margin. So
if a fund carries a 1% cost to investors and has a 50%
profit margin, a mutual firm could run it for 50 basis
points. That’s a managed fund, but an index fund takes
much less than that. So here we are foreseeing that
maybe indexing was a good idea going all the way back
in 1951. 

Having the experience in 1960-1965 of seeing the work
that had to be done, how difficult it was to get the
Wellington Fund ahead of its peer group in 1965-1968,
having the whole balanced fund business fall apart in
the face of this revolution in lunatic fringe investing,
and seeing how good managers really were, which is no
good at all in this case. So what else do you need? At
that point, the new company starts and of course I was
trying to think of ways we could differentiate ourselves
as a mutual company. It occurred to me that everybody
had the opportunity to start an index fund, but nobody
else had both the opportunity and the motive. We were
operating at cost. We didn’t give a damn what the fees
were. We didn’t have to make a profit on it. 

Vanguard was incorporated on September 24th, 1974.
Around October 10th, I opened the first edition of the
Journal of Portfolio Management. There was an article
by Paul Samuelson, who would become my friend and
mentor, the greatest economist of the 20th century. It was
called “Challenge to Judgment.” Paraphrasing his
words, he said, “Show me the brute evidence that active
managers can systematically beat the market index.
There is none. So would somebody somewhere please
start an index fund?” That article struck me like a bolt
of lightning. 

Within a year, September of 1975, I took the proposal
to the board of directors. I offered a very unusual ration-
ale when I presented. This new company was only re-
sponsible for fund administration, and nobody thought
it would amount to anything. Everybody felt I would be
bored. I bore easily, and administering shareholder

records, accounting, legal, and compliance didn’t seem
like enough of a challenge. I knew I would never be in-
terested in a company like that, but I had to take what I
could get at the beginning. I could not get into invest-
ment management and I could not get into distribution,
in accordance with the agreement that the lawyers
worked out to get the deal done on my part. 

I started thinking about the index fund and I did a little
statistical work, all by myself. I calculated the average
performance record of the fund industry, which was ba-
sically an index-like industry then, mostly large-cap
funds, and I compared it to the S&P 500. The S&P 500
won by 1.6% per year over 35 years, with a very high
correlation, about 0.98. That’s what you would expect
of a large-cap fund industry and a large-cap index. I
showed the directors the data, and I showed them Paul
Samuelson’s article with his endorsement of indexing,
because I had no credibility with the board at all. They
said, “It sounds interesting but you’re not allowed to get
into investment management.” Then I said, “Please un-
derstand: this fund has no management.” They bought
that. It gets weirder and weirder. 

It took a long time before the index fund caught on with
investors. The board gave their approval in September
of 1975. After scouring Wall Street—u sing up eight sets
of shoe leather—I finally put together four underwriters.
None of them wanted to be the lead underwriter, so I had
to persuade Dean Witter to take the lead. I’m tempted to
say they did a great job. The idea was for them to un-
derwrite a $250 million fund; they came up with just $11
million. I said, “my God, we can’t even buy all 500
stocks in round lots.” They said, “Why don’t we just pull
the offering and give everybody their money back?” I
said, “No, we have the world’s first index fund. Let’s see
what we can do with it.” Curiously enough, we cele-
brated the 40th anniversary of the underwriting not long
ago. Some of the underwriters and their lawyers came
down here and they take great pride in this failed under-
writing. 

One of them said it’s really interesting that the worst un-
derwriting in the history of Wall Street turned out to be
the most innovative, productive, investor-friendly inno-
vation in finance ever, and I think it did. What can I say?
Then, it took until 1984 for the second index fund to
start. A poster came out saying, “stamp out index funds,
they are un-American.” It was called Bogle’s folly. The
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fund’s growth during its first decade was very uneven.
It grew gradually until the early to mid-1990s, then it re-
ally started to gain traction. By that time we had started
a bond index fund in 1986, and an extended market
index—if you wanted to own the entire stock market
you could buy the S&P 500 and the extended market
which covered the mid- and small-cap stocks that com-
prise the rest of the U.S. stock market. Then in 1992, we
started a total stock market index fund and a balanced
index fund. 

Also in 1992, we started growth and value index funds.
These funds have retrospectively been labeled as “smart
beta” funds, and they’re still the two oldest and largest
smart beta funds in the industry. Smart beta was not what
we called them and that was not their purpose. I think
smart beta is stupid, agreeing with Bill Sharpe, but there
they are, and they’ve done just exactly what you’d ex-
pect. In the initial annual report of the growth and value
index funds, I said that the odds are that they will do
equally well over the long term. Those are the two sep-
arations in the fund over the long-term. Sure enough, 25
or so years later, both of them earned 9% annual returns,
but the investors in both had earned closer to 6% per
year. 

That’s what’s the matter with deviating from the market.
Investors put their money into growth after that had done
well and they took it out when value outpaced the mar-
ket … that’s the way the industry works. You want to be
in the middle. I like the idea. The fact that it didn’t work
is too bad, I think. The idea was to have investors accu-
mulate money in the growth fund, take a little more risk,
because growth funds are riskier, have a little less in-
come to be taxed, and then when they retire a slightly
more conservative fund with a higher dividend yield.
That was the idea. It didn’t work—investors chased the
hot returns. That was not my only failure. Although the
funds themselves are not a failure. It’s kind of a funny
thing. 

We did a lot also. We started specialized funds. Stupid.
I’m trying to remember. We must have done something
smart. We started PRIMECAP Fund. Brilliant. The same
managers later took over the Capital Opportunity Fund
and those are our two shining stars. In 1985, we started
Windsor II because Windsor Fund had become the
largest fund in the industry in those days, managing $3.6
billion. We were worried that it was too big to manage,

so we started Windsor II. People said, “You shouldn’t
call it that. You’re capitalizing on John Neff, long-time
manager of Windsor Fund, and the original Windsor
Fund’s name and reputation. There’s no way in the
world that Windsor II can ever do as well as John Neff
had.” Of course, if you go back in time to 1985, Windsor
II did better than the original Windsor. Anytime some-
body is certain that something won’t happen, it will hap-
pen. That’s the story. 

David Spaulding: Very good. It’s funny, you mentioned
the comment about the suggestion the company
wouldn’t amount to anything. You recently crossed the
$4 trillion mark in assets, which is an amazing achieve-
ment. Congratulations. What does this mean for your
success? How do you respond to that? 

Jack Bogle: I think the response is pretty easy. I’m a
small company guy. I loved the early years of struggle.
The years of momentum do absolutely nothing for me.
I ran the company for 21 years, roughly. I’ve never been
enamored by size. I tell people that I never had any in-
tention to build a colossus. That was not on my agenda
at all, but I was too stupid to realize if you gave investors
the best deal they’ve ever gotten in their lives, and the
best deal they will ever get in their lives, you build a
colossus inadvertently. 

I’ll give you one example about reaching the $4 trillion
milestone. When I got this $4 trillion notice from our
management, I was going to send a note titled, “What
does the founder think about $4 trillion?” I was re-
minded I used to give a speech to the crew with some
frequency. Get everyone together and talk about where
we’re trying to go and what we’re trying to do, and what
kind of values we want to have and what kind of behav-
ior we expected, and those kind of things. 

One of the speeches I gave was called “Which Axiom?”
This is what I was going to write to the crew, although I
never got around to doing it. Axiom one is, “Nothing
succeeds like success.” Axiom two is, “Nothing fails like
success.” So I looked up the speech. I wrote a book
called Character Counts with all of my speeches to the
crew. I found the speech. I was bewailing the problems
of size. I quoted, I believe, Carl Sandburg saying,
“When an institution goes down or a society perishes,
one condition may always be found: They forgot where
they came from.” The speech said, “Let’s be careful
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about size.” This happened to be our $8 billion celebra-
tion. 

David Spaulding: You’ve come a long way. I’m sure
you’re aware that Warren Buffett has entered into a mil-
lion dollar bet where he suggested an S&P 500 index
fund would outperform a collection of hedge funds. I
understand there’s about a year to go on that bet, but
where the S&P fund is up over 250%, the hedge funds
are not doing very well. What do you think the message
is here for investors? 

Jack Bogle: I think the message is, “all that glitters isn’t
gold.” There are fads in this business. The idea of the
original Alfred Jones hedge fund in 1960 is not a stupid
idea. It’s not easy to implement, but it was actually a
hedge fund. He was 50% long and 50% short, so it was
not exposed to market risk. Parenthetically, my son,
John, also runs a hedge fund in Boston, around $3 bil-
lion. He does very well and the fund does very well, but
it’s actually hedged. He owns, say, 100 stocks long and
100 stocks short. If he’s long an auto stock, he’s going
to be short an auto stock. It’s really low volatility. I think
his beta is something like two or three out of a scale of
100. 

But hedge funds then got a little bit big for their britches,
and hedge funds became “alternative investments” that
aren’t necessarily hedged. There are managers like Bill
Ackman and John Paulson, they’re making big bets.
Price discovery, as they call it, is a lot easier if you’re
the only one doing it. When you get a whole industry of
brilliant people … I mean, they put me to shame with
their brilliance. It’s amazing. Cliff Asness of AQR, I
guess one of the biggest hedge fund managers, I don’t
know why he pays any attention to me. We’ve become
very good friends, but he’s intellectually sound. He’s an
iconoclast. He is a great writer, and yet we have a great
relationship. 

As more and more people like Cliff and John Paulson
and Bill Ackman pursue similar strategies, the under-
valued stocks become harder and harder to find. This is
common sense, so it’s really quite predictable. When an
industry matures—hedge funds are around $3 trillion,
that’s about the amount of our index fund assets here at
Vanguard—it just makes the game difficult. Then you
get people who are a little arrogant. (I’m not talking
about Cliff here at all.) So I wouldn’t say that their de-

mise is imminent, but their cache is gone, and they’re
going to have a struggle whether good or bad. But what
everybody realizes, coming back to reversion to the
mean, is they’ve done well in the past. Don’t count on it
being as good in the future. 

The other big villain here is, when you do something
with very small amounts of money, you’re not interfer-
ing with the marketplace very much. When you deal
with large amounts the task becomes much more diffi-
cult to pull off. The task of selecting undervalued secu-
rities and beating your competitors and beating the
market, and doing so with a large asset base, is quite dif-
ficult. So they’ve gone through a bad era. And when
you’re taking 20% of the gain plus 2% of assets every
year, that’s a battle that most hedge funds can’t win. In
the mutual fund industry, even 2% annual costs means
most funds won’t win. Not that they win anyway, but on
average they lose to the market by the amount of their
costs, some lose even more. Size is a big part of the
problem. 

David Spaulding: Related to that, what do you think is
the maximum weight of market cap that can safely be
held passively before market pricing efficiency starts to
become adversely affected? 

Jack Bogle: I use this example. Right now, indexing is,
depending on who you talk to, about 22% of the U.S.
stock market. Growing from 22% to 50% is going to
take a long time just because the world is stubborn. Even
at 50%, I don’t think the size of indexing is a problem.
Then, think about this perspective. When I came into
this business stocks were turning over at about 25% a
year. Now stocks are turning over at around 250% a
year. That means that if half the market were indexed in
this abstract example, the turnover would drop all the
way to 125%. Well, if it functioned at 25%, you’ve still
got a long way to go. 

Now, that said, nobody seems to realize the simplest
proposition in the world, and that is if markets do be-
come a little less efficient it will make it easier for good
active managers to win. But for every active manager
who wins, there will be another active manager who
loses. If the index fund is a third of the total market, or
a third of the mutual fund business in this case, the other
two-thirds represents the rest of the market. Indexers
own the market portfolio in aggregate, so active man-
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agers also own the market portfolio in aggregate. The
rest of the market’s going to perform just the same way
it does today, but it’ll be a smaller share. If that return is
7% and I get 8%, someone else is going to have to get
6%, metaphorically speaking. I think we’re a long, long
way needing to worry about the growth of indexing.
How long are active managers going to win? Will active
management become a competitive threat to indexing?
I don’t see it. 

David Spaulding: Do you have any thoughts on the role
of big data, market sentiment indicators, and fintech in
the asset management industry, and can it be used to cre-
ate new, dynamic, passive funds? 

Jack Bogle: Let me point out a distinction lost on the
world. I started the first index fund, and that is in a cat-
egory I call Traditional Index Funds (TIFs). They aren’t
traded every day. TIFs account for about $2.5 trillion.
One reason they don’t get any attention is they don’t
have a group designation, so I’m trying to change that.
The other half of the index fund business, also about
$2.5 trillion, is ETFs. They get all the attention, and
they’re trying everything. They’re trading vehicles, by
and large, largely banks trading with one another. The
original ETF in the U.S., and still the largest, is the
SPDR S&P 500 run by State Street. Then, you get into
the fringe elements of the industry, so-called smart beta
is the big thing today. Everybody thinks that’s going to
win. Factor investing, which is similar to smart beta. I
don’t see any rhyme or reason why they should do better
than the market. 

My first book was called Bogle on Mutual Funds: New
Perspectives for the Intelligent Investor. That was the
first books that systematically evaluated the mutual fund
industry. It was a pretty darn good book if I do say so
myself. It was a huge bestseller. I’ve never done that
well since, not a sign of progress. 

When my eleventh book comes out, the 10th anniversary
edition of The Little Book of Common Sense Investing,
I’ll probably total about a million books in sales. The re-
ality is that when my 1999 book Common Sense on Mu-
tual Funds: New Imperatives for the Intelligent Investor
was released, quantitative investing was just beginning.
I concluded in the book that I don’t see any reason that
quantitative managers on average will do better than tra-
ditional stock picking on average, except that quantita-

tive managers can operate at a much lower cost and,
therefore are much more likely to win, but not because
they’re smarter. Because you don’t have to hire analysts
and things of that nature, and that proved to be right. I
think it’s going to prove to be right again. Have you read
the New York Times this morning?  BlackRock is con-
verting many of their traditional actively managed funds
into quantitative funds. They’re going to use big data
and all the words you just used. I just read that today.
Am I scared? No, but I no longer run this place. 

David Spaulding: Are there certain submarkets within
equities that you feel active management can be better
than passive? For instance, small cap or emerging mar-
ket equity active managers may beat their indices more
frequently than would a U.S. domestic large cap equity
manager beat, for example, the S&P 500. 

Jack Bogle: There’s not a scintilla of data that suggests
that happens. Indeed, all the data out there suggests that
it does not happen. If you want to take a look, Standard
& Poors has a service called SPIVA, Standard & Poors
Indices Versus Active. The study compares actively
managed funds by category to the index. How did the
emerging markets do against the emerging market
index? How do small cap funds do? They divide them
in three ways, small cap growth, value, and core. They
evaluate the funds over multiple time frames, as long as
15 years, and they probably have a dozen segments. In
no case does the index superiority look very different
than every other case. For example, over the past 15
years, 95% of large-cap funds underperformed the S&P
500. Did small-cap managers do better? Well, 95% of
small-cap core funds underperformed the small-cap
index. How about emerging markets? 90% of emerging
markets funds underperformed the index. The rules of
simple arithmetic apply: for every purchase there’s a
sale, and one manager hates some little company and
the other one loves it, so they trade places. The index
doesn’t care who’s holding stock X. The stock doesn’t
know whether you own it or not, as I understand it. 

David Spaulding: The same rules apply to every mar-
ket. 

Jack Bogle: Sure. 

David Spaulding: David Swensen of Yale University’s
Endowment Fund wrote in one of his books something
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to the effect that quantitative measures of risk have a lot
to be desired. What does risk mean to you and how
would you measure it? 

Jack Bogle: Well, let me try it this way. Quantitative
measures of risk are great at what they do but they don’t
really measure risk. The typical one is volatility, which
can tell a lot. Typically higher performing funds have
higher volatility. Then consider a balanced fund, maybe
60% is as volatile as the stock market. You would expect
a balanced fund to fall much less than the stock market
in the next market decline, holding other things equal.
If the fund changes its mandate, that’s something else. 

Another measure of risk is beta, which we might call
relative risk. The market beta is 1.00, and the beta of a
fund is higher or lower depending on its relative volatil-
ity. Wellington Fund has a beta of about 0.60 because
it’s a balanced fund. A middle-of-the-road stock fund
would have a beta of 1.00. You can be confident that the
Wellington Fund is less risky than a stock fund with a
beta of 1.00, but what does that mean? How many peo-
ple can even calculate the numbers? I mean, they’re
easy but people aren’t familiar with them. Risk to me is
the chance that you’re going to lose an awful lot of
money, period. That’s where it hits you in the pocket
book. There’s no way to measure it in advance. There
are a lot of ways to measure relative risk. 

If you tell me that the stock market is going to go down
50%, I’ll tell you the Wellington Fund is going to go
down 35%, and I’ll tell you one of our growth funds is
going to go down 55T because it’s a little more volatile.
That is a measurement of relative risk. But absolute risk
the risk that you will lose a lot of money. I don’t know
any other way to look at it. David is also always right.
He’s become a good friend of mine like Cliff Asness. 

David Spaulding: You’re aware that a lot of people like
to measure forward-looking risk, ex-ante, using perhaps
value at risk or something like that. That seemed to have
been criticized around the time of ‘08 because VAR did-
n’t seem to help investors give any indication what was
going to happen. On the other hand, we have somebody
like Nassim Taleb who wrote the book on black swan
who says one should not attempt to make any predic-
tions. What are your thoughts on trying to predict risk? 

Jack Bogle: Well, I have had, since 1990, a system for

establishing reasonable expectations for market returns
over the coming decade. In the decades that transpired
since the beginning of 1990, I guess there are 15 of
them, my average reasonable expectation for stock mar-
ket return was 8.6%, and the average return of the S&P
500 was 8.7%. That’s pretty good on average, although
there was one huge aberration and I’ll explain it more
easily by telling you what the system is. I have an article
the Journal of Portfolio Management about this written
with my pal, Mike Nolan. The reality is that stock mar-
ket returns come from two sources: enterprise and spec-
ulation. Lord Keynes told us that the long-term return
on stocks is driven by enterprise—the value created by
businesses—and speculation, which is guessing what
other investors would do. 

Now, I just thought I’d put numbers to it. I don’t think
anybody else has. A few people that have read my stuff
really like it, but it hasn’t gotten broad academic accept-
ance because I don’t have enough footnotes or some-
thing. I’m not bothered by that. A Spanish professor
named Javier Estrada wrote an article called, “Investing
in the 21st Century: With Occam’s Razor and Bogle’s
Wit,” which got some attention. No one’s really argued
with it. I define investment return as the initial dividend
yield plus the subsequent earnings growth over the
decade. I don’t do anything shorter than a decade; there’s
too much noise in the short term. Speculation is the im-
pact of the change in the price earnings multiple, upward
or downward, annualized over that period. 

To give you an example, today’s dividend yield is about
2%. The long-term average dividend yield is around
4.8% on the S&P. That’s a 2.8% deadweight loss on fu-
ture returns relative to history. Earnings growth typically
has been around 5% to 5.5%. Future earnings growth is
which is closely tied to GDP. Many investment profes-
sionals don’t see GDP as important for predicting stock
returns. You tell me what the GDP is going to be 10
years from now and I will tell you what the earnings
growth is going to be over the next 10 years, and I’ll be
within 1%. So we now have a known dividend yield and
a rational expectation for earnings growth. The long-
term average was roughly 5% a year, so I think over the
next decade we’ll be lucky to get about 4%. I always
make clear that this is just my opinion. That’s 6% in-
vestment return, two plus four. 

The PE today is about 24 by my standards, and I use ac-
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tual GAAP earnings over the previous 12 months. Many
on Wall Street use projected operating earnings, which
eliminate all the bad stuff from the reported earnings,
over the coming 12 months. Wall Street is using about a
16 PE, and I’m using around a 24 PE. I don’t think a PE
of 24 is sustainable, so if it were to drop to 18, six points
or 25%, that translates to around 2% a year negative re-
turns over a decade. That takes the 6% investment return
down to 4% total return, which is my reasonable expec-
tation for stock returns over the coming decade. Some
people on Wall Street think it’s far too low. I saw a thing
on the internet that said, “John Bogle is a mad man,
we’re never going to get to 4 percent.” Never. It’s too
high. I don’t know, but I think investors have a right to
have some expectation. They shouldn’t use it for timing.
They should use it to help determine how much they
have to save. 

David Spaulding: In his new book Unshakeable, which
you are cited in, Tony Robbins mentions that an investor
would be wise not to sell when the market is falling, but
rather to hold on to their investments with the expecta-
tion that it will surely turn around. That does seem to
have been the case with 2008. What are your thoughts
on this philosophy? 

Jack Bogle: Tony is a good friend of mine. We just did
a joint interview for Money magazine. A few years ago,
I got a note from David Swensen asking if I would I talk
to Tony Robbins, who David described as a “force of
nature.” He came in here for a half-hour interview, and
we talked for three-and-a-half hours! We shared many
of the same beliefs about investing. 

I should add another thing about my expectation for fu-
ture returns, if the market gives 4% and active mutual
funds take 2% in costs, that’s a net return of 2%. And if
inflation averages 2%, that’s a real net return of … well,
you do the math, I’m not going to say it. 

Tony and I get along very, very well. I think I totally
dominated his first book. I wrote the introduction to his
second book. I thought the book was a little bit too bull-
ish, and not conscious enough of the fact that bad things
can happen. I don’t predict bad things are going to hap-
pen. How would I know how to do that? But I am say-
ing, don’t think it’s easy. Don’t take anything for
granted. If you’re a little concerned you may want to
have a bond position as well as a stock position. When

you’re older, most certainly have a bond position. A
common rule of thumb is to have a bond position that
equals your age. 

I am not 50 but I’m about 50/50 in bonds and stocks.
This thing is not a formula, it’s a rule of thumb. I’m
afraid it’s a bad rule of thumb because people forget to
add Social Security to their bond position. The capital-
ized value of your Social Security when you retire, if
you’re right in the middle of the pack, is around
$300,000. So in theory, if you have a $300,000 mutual
fund portfolio and  you want to be 50/50, you would
have 100% of your mutual fund investments in stocks
and 100% of your bond position in Social Security. It’s
not that easy but you cannot look at your retirement as
solely depending on your investment position because
you’ve got Social Security, and if you’re lucky you may
have a private pension. You may even have a private
pension that’s sound, unlike many state and local gov-
ernment pensions. 

David Spaulding: I understand you have a role in The
Institute for the Fiduciary Standard. Please explain
briefly what the group is about and what you’re doing
with it, and also what advice would you give to President
Trump on this topic? 

Jack Bogle: I’ve known Knut Rostad for a long time,
probably 10 years. Do you know him? 

David Spaulding: I’ve spoken to him. 

Jack Bogle: Knut has accomplished a lot in getting the
Institute for the Fiduciary Standard started. It’s basically
focused on best practices for RIAs who are fiduciaries.
I don’t think many brokers have joined that thing be-
cause the broker is still teetering between a suitability
standard and a fiduciary standard. The suitability stan-
dard is much weaker than the fiduciary standard. The
people who will really be hurt by the DOL’s new fidu-
ciary requirements are insurance salesmen selling vari-
able annuities, a product that probably should not exist.
I would just say on the face of it, don’t buy variable an-
nuities. You might have to look at the small print, the
complexities. Don’t get any investment you don’t fully
understand and nobody could understand that kind of
thing. 

So Knut’s organization, at the moment, is trying to de-
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velop a set of fiduciary principles for registered invest-
ment advisors. He’s working with the SEC on this. I par-
ticipate in some of his phone calls with advisors and
with the press. We’re just trying to get the fiduciary stan-
dard from an amorphous kind of vague issue into some-
thing that’s a little bit more structured. That itself is hard
to do because the initial proposal from the Department
of Labor has been weakened and changed in a way that
better fits the industry. Still, some people are writing to
the Department of Labor and to the president saying,
“Let’s examine the standard all over again.” 

I wrote an op-ed in the New York Times on this topic,
did you see that by any chance? 

David Spaulding: No. 

Jack Bogle: They asked me to write an op-ed on the fi-
duciary standard. Raise the awareness of investors and
the world about the need for their brokers and invest-
ment advisors and insurance salesmen to put the clients’
interests first. My own view has been that the fiduciary
standard is the genie that’s out of the bottle. As I said in
my Times op-ed, there’s a reality here that the client is
demanding to be served and it’s getting stronger every
day. If you’re putting the client second and the client re-
alizes it, the client is going to go to somebody else. As
I said, “The arc of investing is long, but it bends towards
fiduciary duty.” 

David Spaulding: I’m wondering, do you have any
thoughts on the various ways to construct what you do
or what you think about the variations of indexing
whether equal weighting, free flow, do you have any
thoughts? Since we’re talking about passive, which is
against an index, do you have any thoughts on the struc-
ture? Do you have one preference over another? 

Jack Bogle: I have an absolute preference for S&P 500
or the total stock market. The S&P 500 is 85% of the
stock market, so they’re not much different. Warren
Buffet likes the 500 better because he likes the large
companies better than the small. That’s a broad gener-
alization. It’s all about indexing today. That can be gen-
eralized without self-contradiction. Equal weighted
cannot be. If you’re going to have an equal-weighted
portfolio, it’s going to require a lot of activity to rebal-
ance back to an equal weight, so it cannot be general-
ized. Not everybody can do that because it’s not cap

weighted. There is a 10% cap stated in the Investment
Company Act of 1940 on the amount of a stock a mutual
fund can own. You get to 10% very quickly on some of
the smaller stocks. I continue to believe the U.S. is the
best place to invest and, therefore, I don’t think you need
to own non-U.S. stock. 

David Spaulding: Of course the S&P now is free-float
weighted as opposed to just straight asset weighted. Do
you think that’s an advantage? 

Jack Bogle: Well, that’s really a better measure of the
stocks available to investors. We can’t buy Bill Gates’
stock. We can’t buy the Walton family’s stock. So the
universe for investors is the stock that’s actually floating
in the market. 

David Spaulding: Now, I don’t think I’m giving any se-
crets away by mentioning that you’re in your early-80s
and still working. 

Jack Bogle: Eighty-eight. 

David Spaulding: Oh, wow. Okay. A little bit older than
even I thought. It almost seems to be a universal goal to
retire in our country where many seek to retire by 65. I
guess I’m curious whether you have any plans to retire
and do you have any broad views of philosophies on the
subject of retirement? 

Jack Bogle: I’m absolutely retiring. I have no idea
when. I have no idea whether it will be my decision or
the Lord’s, so I just go through each day as if there’s an-
other day following it. I’m happy to be active, but my
philosophy on the subject of retirement is if somebody
wants to retire at 55 or 65 to play golf in Florida, that’s
fine, but it’s just not me. If you’re doing something use-
ful for your community or your society or your industry,
don’t stop. Why would you want to stop? When work
stops being fun, I suppose that would be a good time to
retire. I haven’t thought much about that because I enjoy
myself a lot, even if I drive everybody around me crazy. 

David Spaulding: Well, I share your views. My wife
and I moved into a 55 and older community a little bit
more than a year ago, and I don’t know what the per-
centage is of people still working, but I am one of them
and I have no plans to retire. I’m enjoying what I’m
doing. Just to close out then, I’m curious if you have any



The Journal of Performance MeasurementSpring 2017 -29-

other thoughts in the area of performance and risk or in-
vesting, in general, that you would like to share. 

Jack Bogle: I think one thing that’s very clear is these
are very risky times. There are all kinds of risk. As Don-
ald Rumsfeld used to say, “There are the known un-
knowns and the unknown unknowns.” I can’t comment
on the unknown unknowns, but they’re always out there.
Our society globally is carrying huge amounts of debt,
the highest in history. Student debt is a huge portion of
our U.S. debt now, which is something that’s kind of out
of the blue, there is no history on that going back very
far. We have racial divisions in our society, which are
not getting any better and they’ve got to get better pretty
quickly in my opinion. We have a division of wealth,
which cannot go on this way forever. To have immense
riches on one hand and abject poverty on the other leads
to social instability. The income gap is ultimately a se-
rious, long-term social problem. We seem to be not so
interested in international trade anymore. We seem to be
withdrawing from the global view of the world. I think
that’s a huge risk in the long run. We always have the
possibility of a pandemic. These are all thing that could
happen. There could be religious war, there could be nu-
clear war. They’re all out there and nobody knows
what’s going to happen and any high school senior
knows as much about the odds of one of those happen-
ing as I do. We just don’t know. 

But you can’t not invest because if you never invest you
will end up right to the last penny with nothing. I think
it’s cause for a little conservatism. As I mentioned ear-
lier, I think we will be looking for returns on stocks of
around 4% per year over the coming decade compared
to about 12% that we’ve had since 1984 and essentially
the beginning of Vanguard which is 1974. This is one of
the great bull markets in stocks and a very good market
in bonds because we had high interest rates at the begin-
ning which have gradually come down over the decades,
and that’s what moves the bond market. I tell people I’m
50/50 stocks and bonds roughly. Half the time I’m wor-
ried about having quite so much in stock and the other
half of the time I’m worried about having so little in
stock, so I must be about right. 

David Spaulding: Thank you so much for your time
and sharing your thoughts with us. 


