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In his classic book The Elements of Style, Professor William 
Strunk Jr. whittled down the art of powerful writing to 
a few basic rules. Forty years later, E.B. White initiated 
a revision, and thus The Elements of Style became known 
as Strunk & White. Following this same format, authors 
Charles Ellis and Burton Malkiel, two of the investment 
world’s greatest thinkers, have combined their talents 
to produce The Elements of Investing—a short, straight-
talking book about investing and saving that will put you 
on a path towards a lifetime of fi nancial success.

The Elements of Investing lays to rest the popular 
shibboleths that undergird the hyperactive trading of 
the average investor. In it, Malkiel and Ellis skillfully 
focus their message to address the essentials and offer a 
set of simple, but powerful thoughts on how to avoid 
Mr. Market and his “loser’s game,” and instead enjoy the 
“winner’s game” approach to investing.

All the investment rules and principles you need to know 
are here—with clear advice on how to follow them. In 
just two hours of reading time, you will learn all you need 
to know to be truly successful in investing. Divided into 
fi ve essential elements of investing, this little book packs 
a big message that can help secure your fi nancial future all 
the way through retirement. Topics touched upon include:

•  Diversifying broadly over different types of securities 
with low-cost “total market” index funds and different 
asset types—and why this is important

•  Focusing on the long term instead of following market 
fl uctuations that are likely to lead to costly investing 
mistakes

•  Using employer-sponsored plans to supercharge your 
savings and minimize your taxes

• And much, much more

A disciplined approach to investing, complemented by 
understanding, is all you need to enjoy success. This 
practical guide explains what you really need to know 
and puts you on the right course for long-term success 
through all kinds of markets.
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“These noted authors have distilled all you need to know about investing 

into a very small package. The best time to read this book is when you turn 

eighteen (or maybe thirteen) and every year thereafter.”

—Harry Markowitz, Nobel Laureate in Economics 1990

“Struggling to fi nd money to save? Befuddled by the bewildering array of 

investment choices? As you venture into the fi nancial markets for the fi rst 

time, it’s helpful to have a trusted guide—and, in Charley Ellis and Burt 

Malkiel, you have two of the fi nest.”

—Jonathan Clements, author of The Little Book of Main Street Money

“No one knows more about investing than Charley Ellis and Burt Malkiel 

and no one has written a better investment guide. These are the best basic 

rules of investing by two of the world’s greatest fi nancial thinkers.”

—Consuelo Mack, Anchor and Managing Editor, Consuelo Mack WealthTrack

$19 .95  USA  /  $23 .95  CAN

( C O N T I N U E D  O N  B A C K  F L A P )

( C O N T I N U E D  F R O M  F R O N T  F L A P )

Pra i s e  f o r

THE ELEMEN T S OF IN V ES TING

i

i
i

JACKET DESIGN:  MICHAEL J. FREELAND

AUTHOR PHOTOGRAPHS:  (MALKIEL) TOBY RICHARDS; (ELLIS) JEFF HACKETT



ffirs.indd   iiffirs.indd   ii 11/2/09   7:59:58 PM11/2/09   7:59:58 PM



THE 
ELEMENTS 

OF 
INVESTING

ffirs.indd   iffirs.indd   i 11/2/09   7:59:57 PM11/2/09   7:59:57 PM



ffirs.indd   iiffirs.indd   ii 11/2/09   7:59:58 PM11/2/09   7:59:58 PM



THE 
ELEMENTS 

OF 
INVESTING

Burton G. Malkiel 

Charles D. Ellis

John Wiley & Sons, Inc.

ffirs.indd   iiiffirs.indd   iii 11/2/09   7:59:58 PM11/2/09   7:59:58 PM



Copyright © 2010 by Burton G. Malkiel and Charles D. Ellis.
All rights reserved.

Published by John Wiley & Sons, Inc., Hoboken, New Jersey.
Published simultaneously in Canada.

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, scanning, or otherwise, except as permitted under Section 107 or 108 of 
the 1976 United States Copyright Act, without either the prior written permission 
of the Publisher, or authorization through payment of the appropriate per-copy fee 
to the Copyright Clearance Center, Inc., 222 Rosewood Drive, Danvers, MA 01923, (978) 
750-8400, fax (978) 646-8600, or on the Web at www.copyright.com. Requests to the 
Publisher for permission should be addressed to the Permissions Department, John Wiley & 
Sons, Inc., 111 River Street, Hoboken, NJ 07030, (201) 748-6011, fax (201) 
748-6008, or online at http://www.wiley.com/go/permissions.

Limit of Liability/Disclaimer of Warranty: While the publisher and author have used 
their best efforts in preparing this book, they make no representations or warranties 
with respect to the accuracy or completeness of the contents of this book and specifi cally 
disclaim any implied warranties of merchantability or fi tness for a particular purpose. No 
warranty may be created or extended by sales representatives or written sales materials. 
The advice and strategies contained herein may not be suitable for your situation. You 
should consult with a professional where appropriate. Neither the publisher nor author 
shall be liable for any loss of profi t or any other commercial damages, including but not 
limited to special, incidental, consequential, or other damages.

For general information on our other products and services or for technical support, 
please contact our Customer Care Department within the United States at (800) 
762-2974, outside the United States at (317) 572-3993 or fax (317) 572-4002.

Wiley also publishes its books in a variety of electronic formats. Some content that 
appears in print may not be available in electronic books. For more information about 
Wiley products, visit our Web site at www.wiley.com.

Library of Congress Cataloging-in-Publication Data:

Malkiel, Burton Gordon.
  The elements of investing / Burton G. Malkiel and Charles D. Ellis; foreword by
 David Swensen.
   p. cm.
  Includes index.
  ISBN 978-0-470-52849-5 (cloth)
   1. Investments. 2. Finance, Personal. 3. Portfolio management.
4. Investment analysis. I. Ellis, Charles D. II. Title.
 HG4521.M2827 2010
 332.6—dc22

2009031708

Printed in the United States of America
10 9 8 7 6 5 4 3 2 1

ffirs.indd   ivffirs.indd   iv 11/2/09   7:59:58 PM11/2/09   7:59:58 PM



To our delightful grandchildren, 

Porter, Mackie, Jade, Morgan, Charles, and Ray

ffirs.indd   vffirs.indd   v 11/2/09   7:59:58 PM11/2/09   7:59:58 PM



ffirs.indd   viffirs.indd   vi 11/2/09   7:59:58 PM11/2/09   7:59:58 PM



vii

CONTENTS

Foreword xi
Introduction xvii

It All Starts with Saving 1
 I. Save 3

First Do No Harm 6

Start Saving Early: Time Is Money 7

The Amazing Rule of 72 9

Savvy Savings 14

Small Savings Tips 18

Big Ways to Save 20

Let the Government Help You Save 22

Own Your Home 24

How Do I Catch Up? 25

ftoc.indd   viiftoc.indd   vii 10/31/09   6:07:14 PM10/31/09   6:07:14 PM



viii

 II. Index 29
Nobody Knows More Than the Market 31

The Index Fund Solution 34

Don’t Some Beat the Market? 38

Index Bonds 43

Index Internationally 44

Index Funds Have Big Advantages 44

One Warning 46

Confession 49

 III. Diversify 51
Diversify Across Asset Classes 54

Diversify Across Markets 58

Diversify Over Time 60

Rebalance  65

 IV. Avoid Blunders 73
Overconfi dence 76

Beware of Mr. Market 79

The Penalty of Timing 84

More Mistakes 85

Minimize Costs 87

 V. Keep It Simple 93
Review of Basic Rules 95

Asset Allocation 105

Contents

ftoc.indd   viiiftoc.indd   viii 10/31/09   6:07:14 PM10/31/09   6:07:14 PM



ix

Contents

Asset Allocation Ranges 107

Investing in Retirement 112

Getting Specifi c 114

A Super Simple Summary: KISS 
 Investing 125

Appendix: Save on Taxes Legally 127

Individual Retirement Accounts (IRAs) 128

Roth IRAs 130

Pension Plans 132

Tax-Advantaged Saving for Education 135

Recommended Reading 139
Acknowledgments 141
About the Authors 143
Index 145

ftoc.indd   ixftoc.indd   ix 10/31/09   6:07:14 PM10/31/09   6:07:14 PM



ftoc.indd   xftoc.indd   x 10/31/09   6:07:14 PM10/31/09   6:07:14 PM



xi

FOREWORD

In The Elements of Investing, Charley Ellis and Burt 

Malkiel, two of the investment world’s greatest thinkers, 

combine their talents to produce a remarkable guide to 

personal fi nance.  Having already written two of the fi n-

est books on fi nancial markets, Ellis’s Winning the Loser’s 

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 writing The Elements of Investing, the authors provide 

an important service to the lay reader, honing their mes-

sage to the bare essentials by heeding Albert Einstein’s 

dictum that “everything should be made as simple as 

possible, but not simpler.”
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 Investors have three tools to deploy in the portfolio 

management process — asset allocation, market timing, 

and security selection. 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. 

 Ellis and Malkiel correctly focus on asset allocation 

since asset allocation accounts for more than 100 per-

cent of investor returns. How can it be that more than 

100 percent of returns come from the asset allocation 

decision? Market timing and security selection involve 

signifi cant costs in the form of management fees paid 

to outside advisors and commissions extracted by Wall 

Street  brokers. Such costs ensure that investors will 

underperform by the totality of investment management 

costs, which represent transfers from investors to their 

agents. Hence, the expensive activities of market timing 

and security selection reduce the returns available for the 

community of investors and that is the reason asset alloca-

tion explains more than 100 percent of investor returns. 

 Ellis and Malkiel observe that investors consistently 

make perverse market timing decisions, chasing hot 

Foreword
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performers and dumping laggards. Study after study of 

mutual fund trading concludes that investors buy high 

and sell low,  subtracting value with their timing deci-

sions. Ellis and Malkiel sensibly advise investors to adopt 

a coherent long - term strategy and stick with it. 

 Security selection decisions further reduce returns. 

Ellis and Malkiel cite depressing statistics regarding 

the failure of the majority of mutual fund managers to 

exceed the returns of low - cost, passive, market - matching 

index strategies. The documented dismal numbers only 

begin to capture the enormity of the situation. Ellis and 

Malkiel cite numbers only for funds that survived, a rela-

tively successful subset of the mutual fund universe. The 

failures, which as a group produced miserable returns, are 

nowhere to be measured. Many funds disappeared. The 

Center for Research in Security Prices collects data on all 

mutual funds, dead or alive. As of December 2008, the 

Center tracked 39,000 funds, only 26,000 of which are 

active. The 13,000 failed funds do not show up in the 

authors ’  studies of past returns because the failed funds 

do not have current track records. (They disappeared, 

after all.) Considering the experience of mutual funds, 

dead and alive, reinforces Ellis and Malkiel ’ s advice to 

take the low - cost, passive approach. 
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 Of course, even in a slim volume, quibbles arise. I 

view home ownership more as a consumption good and 

less as an investment asset. I cast a skeptical eye on Ellis 

and Malkiel ’ s implicit endorsement of stock picking in 

their confessions regarding personal success in security 

selection. (Is it surprising that two of the greatest fi gures 

in modern fi nance would fi gure out how to beat the 

market? Yes, they can pick stocks — the rest of us can-

not.) I more emphatically recommend Vanguard, which, 

along with TIAA - CREF, operates on a not - for - profi t 

basis and thereby eliminates the money management 

industry ’ s pervasive confl ict between profi t motive and 

fi duciary responsibility. Quibbles aside,  The Elements of 

Investing  delivers an important and fundamentally valu-

able message. 

When I was a doctoral student at Yale in the late 

1970s my dissertation advisor, Nobel laureate James 

Tobin, suggested that I read A Random Walk Down Wall 

Street to learn about how markets really work.  Burt 

Malkiel’s wonderful book provided a critical foundation 

for my academic work.  When I returned to Yale in the 

mid-1980s to manage Yale’s endowment, I came across 

Investment Policy, the predecessor to Winning the Loser’s 

Game. Charley Ellis ’ s marvelous volume informed my 
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approach to investment management in countless ways. 

Now, Charley Ellis and Burt Malkiel have produced a 

magnifi cent primer on investing for all of us. Follow their 

recommendations and prosper!

David F. Swensen

Author of  Unconventional Success: 

A Fundamental Approach to Personal Investment

Chief Investment Offi cer, Yale University

July 2009
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