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PREFACE TO
ANNIVERSARY EDITION

At her death in 1999, at the age of 91, Oseola McCarty
bequeathed $150,000 to The University of Southern Mississippi.
For her generosity, she received an honorary degree from the uni-
versity and the Presidential Citizens Medal, the second-highest
civilian award in the United States. Her gift was all the more
extraordinary because she earned her living washing clothes.

At a very young age, Ms. McCarty was taught by her mother
to be a great saver. She made tradeoffs, spending what she needed
to live on, but forgoing any luxuries. She had a used TV, but only
watched shows that she could pick up over the airwaves. She did
not own a car, electing to walk everywhere. She lived in a house
that she had inherited from her uncle. Over the course of her
lifetime, she amassed a remarkable nest egg, estimated to be about
$250,000.

Ms. McCarty was the very model of a disciplined saver. Her
example shows that a little bit of will power—and yes, thrift—
can add up to big things. This is Lesson Number 1 in any sound
financial plan, and it is the first lesson in this wonderful book by

Burton G. Malkiel and Charles D. Ellis.
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Preface to Anniversary Edition

Opver the past several decades, Malkiel’s A Random Walk Down
Wall Street and Ellis’s Winning the Losers Game have helped mil-
lions of people to understand the fundamentals of investing and
to reach their financial goals. In 7he Elements of Investing, Malkiel
and Ellis distill their wisdom and experience into a sensible plan
for people to save and invest.

Some money managers warn that successful investing can be
carried out by only the most sophisticated and talented profes-
sionals. And, of course, these managers claim to be members of
that small club. Malkiel and Ellis argue that successful investing
should not be the province of a select few. Football games are not
always won by the best quarterback; they are won in the trenches.
Investors have to win the war of blocking and tackling.

The Elements of Investing provides a roadmap that can multiply
your savings to reach your financial target. It starts with under-
standing some basic questions, like: When will you need this
money? How well can you tolerate investment risk? The answers
to those questions can help you build an appropriate asset alloca-
tion between stocks, bonds, and cash.

The approach should be balanced and the investments should
be broadly diversified. Most importantly, the authors stress that
the investments must be low cost. One certainty about investing
is that, for a given return, the more you spend to earn it, the less of
it you will keep. The authors conclude that the best way to imple-
ment your plan is to invest in low-cost index funds.

Like blocking and tackling, this approach is certainly not sexy.
But, I daresay that most investors would be better off if they
followed this strategy. Indeed, it’s the kind of approach that we
espoused at Vanguard and it has served many clients very well

over the years.
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Preface to Anniversary Edition

Pundits bombard us daily with claims that the old rules no lon-
ger apply. They say that people should abandon buy-and-hold
investing and become more opportunistic. Malkiel and Ellis take
umbrage with these claims. To be sure, the pundits have been say-
ing this for many decades. While it may seem intuitive that a
smart professional should be able to identify the highs and lows
of the market, the majority of such professionals have not been
able to achieve the long-term returns of the disciplined, low-cost
approach that the authors of this book espouse. Do we believe
that results will be different in the future? The authors reaffirm
the views they expressed in their earlier editions and they pro-
vide supporting evidence. Diversification, rebalancing, dollar-cost
averaging, and low-cost indexing remain the best path to achieve
investment success.

The Elements of Investing is a must-read for all investors—those
new to investing and those who have been at it for a while. It’s for
people of all ages. It should be required reading in high school
because the power of compounding is particularly valuable when
investors start at a young age. But veteran investors will also ben-
efit from reading this book because it debunks misconceptions
and identifies behavioral biases that stand in the way of successful
investing. And, just to make sure you do not fall prey to the siren’s
song of a better way, you should reread this book every several
years.

Over the course of my career, I've seen time and again how
the principles discussed in this book have helped ordinary people

achieve extraordinary results.

George U. “Gus” Sauter
Retired Chief Investment Officer, Vanguard
July 2019
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FOREWORD TO
ORIGINAL EDITION

In The Elements of Investing, Charley Ellis and Burt Malkiel, two
of the investment world’s greatest thinkers, combine their tal-
ents to produce a remarkable guide to personal finance. Having
already written two of the finest books on financial markets, Ellis’s
Winning the Losers Game and Malkiel's A Random Walk Down
Wall Street, why should the authors revisit the subject of their
already classic volumes? The sad fact is that in the cacophony of
advice for individual investors, few sane voices are raised. In writ-
ing 7he Elements of Investing, the authors provide an important
service to the lay reader, honing their message to the bare essen-
tials by heeding Albert Einstein’s dictum that “everything should
be made as simple as possible, but not simpler.”

Investors have three tools to deploy in the portfolio manage-
ment process—asset allocation, market timing, and security selec-
tion. Asset allocation involves setting long-term targets for each
of the asset classes in which an investor invests. Market timing
consists of short-term bets against the long-term asset allocation
targets. Security selection deals with the construction of the asset

classes that an investor chooses to employ.
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