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Praise for The Bogle Effect



“We are on the threshold of a new era, one in which the power of large numbers beats expertise. Where network effects and mass distribution overwhelm traditional structures of authority. To fully understand it, one must go back to Jack Bogle’s revolution, the effects of which are only now beginning to be felt everywhere. Let Eric Balchunas be your guide as we leave behind the old world and go charging into the new one.”


—Downtown Josh Brown, CEO of Ritholtz Wealth Management, star of CNBC’s The Halftime Report


“Eric Balchunas has not only written the definitive professional biography of John Bogle, but he has done so with a penetrating honesty and narrative grace rare in the genre. Read, enjoy, and, most important, absorb the wisdom of the most important investor ever to have lived.”


—William J. Bernstein, author of The Four Pillars of Investing and A Splendid Exchange


“Balchunas has written a rare beast: a delightful read that humanizes one of the icons of finance, while at the same time providing a meaty argument for how our modern financial world has been shaped by the genius, goodness, luck, and perhaps arrogance of one man.”


—Dave Nadig, Director of Research and CIO, ETF Trends and ETF Database


“A riveting story of a once in a lifetime, transformational figure for the fund industry. A candid look at the birth of passive investing and its subsequent revolution.”


—Aye Soe, Head of Product, S&P Dow Jones Indices


“Eric Balchunas’s The Bogle Effect is a powerful and captivating exploration of how John Bogle and Vanguard revolutionized the entire financial industry. A must-read for Wall Street beginners and veterans alike.”


—Arthur Levitt, Former Chairman, the Securities and Exchange Commission


“Thanks to Jack Bogle, there’s no longer any dumb money in the stock market. Also thanks to Jack Bogle, the smart money has to work that much harder to prove they’re worth the fees they charge to beat the market. In The Bogle Effect, Eric Balchunas expertly shows how Jack Bogle built Vanguard into the Amazon of the asset management industry: a disruptive, disintermediary and deflationary force that’s left its competitors scrambling. This is a must-read for anyone wondering how buy and hold became a winning strategy.”


—Scarlet Fu, Quicktake Anchor, Bloomberg, and senior markets editor, Bloomberg Television


“Balchunas provides one of the first ever exhaustive looks behind the veil of the high fee asset management business and the dramatic impact that John Bogle played (and still plays) in saving the retail investor billions of dollars. This is a must read for anyone who wants to understand the past, present, and future of the asset management world and portfolio management.”


—Cullen Roche, Founder, Discipline Funds


“The Bogle Effect will change the way you look at the financial industry forever. Balchunas’s insights give readers a fresh and unique look at how Bogle and The Vanguard Group revolutionized both portfolios and Wall Street. A must-read for all.”


—Mary Schapiro, Vice Chair for Global Public Policy, Bloomberg, and Former Chair, US Securities and Exchange Commission


“Jack Bogle did more for investors than anyone else, ever. He was brave enough to wave a pirate flag, take on Wall Street, and change the world. And no one will help you appreciate Bogle’s radical simplicity quite like Eric Balchunas.”


—Joel Weber, Editor, Bloomberg Businessweek


“Jack Bogle is famous and revered—but not nearly as famous and revered as he should be. Eric Balchunas’s new book should help on both counts. Read it and learn. Read it and be amazed what one determined man did for the average investor.”


—Alan Blinder, the Gordon S. Rentschler Memorial Professor of Economics and Public Affairs at Princeton University and Former Vice Chair of the Federal Reserve
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FOREWORD


I didn’t expect to learn much from this book.


That’s the honest truth.


Having spent twelve years in the ETF industry, I knew the story of John “Jack” Bogle well: his early days at Wellington, his split to form Vanguard, the subsequent growth. As CEO of ETF.com, I had the pleasure of interviewing Bogle multiple times; I even edited a number of articles he wrote for The Journal of Indexes, arguing with him over word choice.


Jack is also a personal hero of mine. I’ve read his books, studied his speeches, and use him as a north star when making decisions. What more could I learn about a man I consider one of the greatest Americans?


But Eric is a good friend and a great writer, so when he asked me to read his book, I obliged.


I was blown away.


The thing that separates good biographies from great biographies is simple. Good biographies tell us what happened—the upbringing, early career, and formative moments in the lives of our leaders. This book does that well, bringing stories to life that even I didn’t know.


But great biographies gaze forward, weaving threads from a person’s life and accomplishments to craft a tapestry of what lies ahead.


And here, in Eric’s hands, Bogle’s story is transformed.


At a time when America’s relationship with the financial system is fraught—when the common narrative is that Wall Street takes more than it gives—this book is a reminder that it can go the other way.


As Eric shows, the scale of Bogle’s impact to date is staggering. The creation of Vanguard and Bogle’s relentless focus on costs have taken $1 trillion out of the claws of Wall Street and stuffed it into the pockets of everyday Americans.


That figure is likely to triple in the next ten years: The equivalent of 95 million years of college tuition, 36 million down payments on the average American home, or 27 million years of private nursing home care, all saved by the simple idea—that fund companies should pass along economies of scale rather than arrogating the proceeds for themselves.


Eric uses clever techniques to bring Bogle’s story into the present. He sprinkles in dozens of interviews with some of the biggest names in finance—from iShares founder Lee Kranefuss to Berkshire Hathaway’s Warren Buffett to Morningstar’s Christine Benz—showcasing Bogle’s profound influence on the industry’s pioneers.


He also wades directly into the toughest challenges the industry faces today, from concerns that indexing has gotten too big to discussions on ESG, thematic investing, and meme stocks. Driven by Eric’s framing, we can meet these challenges from Bogle’s perspective and see a clear path forward.


Eric is also unafraid to weave his own views into the mix, tackling issues like the common arguments made against ETFs. Though he wouldn’t admit it, Eric is a big part of the modern Bogleian movement—using words, research, and insights to push the investing industry toward a better future.


Importantly, being Eric, he does it with wit and style. Who else could write: “[B]laming the stock market bubble on index funds or ETFs is like blaming MP3s for the rise of Nickelback”?


Readers may wonder how I came to write the foreword for a book about Jack Bogle. After all, I left the ETF industry in 2018 to become the chief investment officer for one of the world’s largest crypto asset managers. We run crypto index funds, but still: Jack would have raged against my current career. He didn’t like investments without cash flows, and he spat fury at anything that smelled of speculation. Bitcoin would have driven him nuts.


But the principles he championed are a daily inspiration to me. Seek efficiency, but always with the goal of improving lives. Open new doors. Don’t fear the raised eyebrow. And always remember you serve your investors, not the other way around.


That’s the really extraordinary thing about Jack Bogle: You could disagree with him over an asset class or a word choice, but at the end of the day you couldn’t help but be drawn to his wisdom and his character.


—Matt Hougan, Chief Investment Officer at Bitwise Asset Management










INTRODUCTION





“If a statue is ever erected to honor the person who has done the most for American investors, the hands-down choice should be Jack Bogle.”


—WARREN BUFFETT





I realized about five years ago how relatively unknown and underappreciated John Clifton “Jack” Bogle was after I had written an article for Bloomberg Opinion deconstructing how much money Vanguard had saved investors. Soon after, The Billfold, a millennial-focused personal finance site, published a follow-up piece using the BuzzFeed-esque headline “Some Guy You’ve Never Heard of Has Saved Us All Billions of Dollars.”


That headline was spot-on and spoke to the need for a book. Because when all is said and done, Jack Bogle will likely end up having had a bigger impact on both investors and the global financial industry than any other human being. Through Vanguard, he is already responsible for funneling more than a trillion dollars from Wall Street to Main Street, enriching the lives of about fifty million people, and installing a fiduciary mindset in a financial industry that was losing its way. Yet many outside—and inside—the financial bubble don’t really know who he is beyond the “father of the index fund” label. There’s a lot more to his story and impact than that. When you really sit back, think about it, and trace it out, his story and legacy are truly mind-blowing. I tried to capture all of it in this book.


The Last Company


During the past decade, there has been nothing short of a total sea change in investing as the amount of assets in index funds and exchange-traded funds (ETFs) has exploded to $11 trillion in the United States and $15 trillion globally. By the time you read this, it will probably be much more. Each year, about a third of all the net new cash invested by Americans goes to Vanguard. And most of the rest goes to Vanguard-esque low-cost index products from one of its competitors. And this isn’t fickle money chasing the latest shiny object or star manager—it is migrating to a permanent home.




I often call Vanguard investors’ last fund company. If they invest with Vanguard, they probably would not have a motivation to move their money elsewhere.


—Christine Benz





By setting up Vanguard in such a way that the fund investors are also the owners of the company—a decision motivated by a desperate attempt to save his job as much as, or more than, altruism—Bogle changed everything. For him, it was a chance to keep his career going as well as to start the financial world over again by creating a company that aligned its incentives with those of its investors. Profits would not be spent on making everyone at the company rich but rather on lowering the fees in the funds.


The bigger Vanguard grew, the lower its fees got. And the lower its fees got, the more cash came in and Vanguard grew even bigger, which resulted in still lower fees. Rinse and repeat for forty-five years, and you reach the point at which investors today can now get a fully diversified portfolio for basically no cost.


This book aims to show that without Bogle and Vanguard’s “mutual” structure, the boom in passive funds wouldn’t have been a boom at all but rather a tiny fraction of itself. It took the unique structure of Vanguard, combined with the unique makeup of Bogle himself—a force of nature with vision, patience, and unrelenting evangelism about the importance of costs—to win the hearts and minds, as well as the assets, of American investors.


Google Is Wrong


And while some would say that Bogle’s impact is fairly well-known, I would argue that it is wildly underrated—and even misunderstood. For example, when you google Jack Bogle, the search engine brings up an image of him with the label “American Investor,” but that’s really incorrect. That is a more fitting description of Warren Buffett, Peter Lynch, or Cathie Wood. Those are the kind of investors people are used to seeing books written about. But Bogle was something entirely different. He was more like a combination of Steve Jobs and Martin Luther.




Jack Bogle was on a different trip. And I think folks who had the unbelievable honor and privilege of spending any time with him—or his team, because he assembled some amazing people around himself over his career—all would report what I would report: he was not playing the same game we were playing. And more importantly, he wasn’t playing it for the same reasons. He was not a charlatan. He was a true believer, and I think he felt he had a moral obligation to do what he was doing. Never once in countless meetings with him and speeches that I saw did I ever get the sense that he was anything but 100 percent convinced that he was doing the right thing for the American people, for the world. And I think sometimes that rubbed some people the wrong way. But I also think it was true.


—Dave Nadig







I challenge you to give me someone who is more of a revolutionary in investment than Jack Bogle. You just can’t.


—Jim Wiandt






Addition by Subtraction


Bogle definitely had attributes of a revolutionary, a preacher, and even a punk rocker. He was known to be abrasive and was more comfortable swimming upstream than down. He loved sticking it to the “establishment” and calling out gimmickry, excess, and corruption. And his overall investment philosophy, spearheaded by the index fund, was all about addition by subtraction—a hallmark of punk songs and the title I almost gave to this book. Just as the punk genre was built by removing all the stuff its pioneers didn’t like from rock music at the time, Bogle built an entire genre of investing by eliminating all the stuff he didn’t like that just gets in the way of investors’ fair share of returns—management fees, brokers, trading costs, attempts at market timing, or even human bias and emotion. A cheap index fund is basically investing distilled to its purest form. There’s no fat or indulgence. This is why it will likely never go out of style.


Bogle was highly creative and passionate, but he could also be egotistical, unbending, and difficult to work with. After all, he essentially got booted against his will from both of the companies that he ran and loved so much. He remained feisty and fired up right until the end, too (which I’m convinced is the secret to longevity). In fact, one of the last things Bogle ever wrote—on the final pages of his last book, Stay the Course: The Story of Vanguard and the Index Revolution—was this quote from the poet Dylan Thomas: “Do not go gentle into the good night. Rage, rage against the dying of the light.”


For many, even those of us inside the industry, it was easy to miss the punk-rockery of Bogle, because although his words and ideas were explosive, he looked and sounded so grandfatherly and folksy. Not to mention, we’re talking about mutual funds—a subject most find as interesting as watching C-SPAN. But this industry’s relevance can’t be overstated as it sits between the value created by our nation’s businesses and the trillions in investment savings of everyday Americans. It’s an easy place to get greedy and extract unwarranted value. In retrospect, this was actually the perfect industry for a guy like Bogle. You’ll see why in the upcoming chapters.



Why Did He Do It?


One of the questions I’ve always had and made sure to explore in this book is: Why has no one in all these years copied Vanguard’s mutual ownership structure? Clearly, Vanguard’s had such amazing success with it, you’d think some would follow suit. But they haven’t. No one has followed. The perhaps obvious answer is that there’s no economic incentive for an aspiring asset manager to turn over ownership of their company to the investors of the fund. And generally, people who go to Wall Street want to make a ton of money. OK, fine. So then why did Bogle do it?


This question sent me on an even deeper journey and sparked an entire chapter in this book that wasn’t even in my original outline. How could it not? Here’s a guy who created the biggest fund company the world has ever seen, and yet he himself wouldn’t even rank in the top one thousand richest people in finance. It defies logic and all the laws of Wall Street physics.




The thing that makes Bogle different is that he literally chose not to make any money from his innovation. It was the most powerful innovation in finance in, like, fifty years. He could have been a billionaire, and he deliberately chose not to do that.


—Jared Dillian







He did very well for himself, but he also did much better for other people. This is a great lesson. It shows that the financial industry doesn’t have to be predatory. This industry tends to attract people for all the wrong reasons. But you can be in finance and not be the Wolf of Wall Street. There’s another path. And you can do a lot of good. He showed that.


—Anthony Isola





Although this book is largely very favorable toward Bogle, I try to give the full picture, which means showing his less attractive traits, as well as the huge part circumstance played in his career. That said, here, “net positive” is the accurate framing. One fact that confirmed this is the people closest to him seemed to respect and admire him the most. You sometimes read about a historical figure—a world leader or entertainer, for example—who was beloved by millions but neglected their own family or treated the staff like garbage. That was not the case here, as Bogle’s family and former assistants are among his biggest fans.


Even his competitors seemed to really respect him. I tried in vain to find someone who went toe-to-toe with Vanguard and would talk about how big a pain in the rear Bogle was. I thought I had found that person in Lee Kranefuss, who ran BlackRock’s iShares ETFs at the same time that Vanguard launched its ETFs, which you’d think would be really annoying given the company’s reputation for causing fee compression wherever it went. But Kranefuss was happy Vanguard came into the market. He ended up becoming friends with Bogle. They became email buddies.




I hope he gets the credit he deserves. It’s huge. I used to say to Jack sometimes that those of us that came after you in the ETF and index world are standing on your giant shoulders here. Because Jack introduced what can be a very esoteric concept, in terms of the effective proof and theory, to individual investors. From there forward, it has been the amplification of that idea. He broke the ice. Everyone associates Jack Bogle with indexing, and I hope they continue to. He was really a pioneer, and he was the first one who cut the trail through the jungle. His impact has been huge.


—Lee Kranefuss





Pushing the Industry


This was a pattern I would see again and again in all the folks I spoke with. Even when I brought up one of Bogle’s savage comments about their area of the financial ecosystem, they’d sort of smile and laugh, like, “That’s just Jack being Jack, and I love him anyway.” I think the reason is twofold: he was just such a colorful character in an old-school way, and deep down his competitors actually liked being pushed to align more with the investor. People want to feel good about what they do every day. Bogle almost single-handedly increased the amount of “I’m doing good for my clients” sentiment in the financial industry. He made finance people—and the industry as a whole—better.


Another reason it was hard to find Bogle haters is that he was very good about separating someone’s job from the human being that they were. Even if he bashed someone’s investment strategy, their company, or their whole industry, he didn’t use that to judge them as a person. “You can have different ideas with people,” Bogle told me. “What are ideas? Ideas are a dime a dozen, and friends are much more important.”


Even active managers tended to be friends with him or draw inspiration from him.




I can’t think of another figure, current or historical, who has championed an initially less-loved cause, persevered, and thereby benefited more everyday investors than Jack. In fact, it’s not close. I can’t think of a number two on the list that isn’t a ridiculous comparison with the Great Man. Despite the fact that no human is perfect (disagreeing with me being the definition of imperfect!), he truly earned the sobriquet Saint Jack. And, on a personal note, he was a kind, witty man and great company. I will always really miss him.


—Cliff Asness





And yet, Bogle could be pretty savage when it came to almost every area of the financial industry. And a lot of that savagery is in this book. Let me say right now, if you currently work in the financial services industry, there will likely be times while reading this book that you feel a little judged and maybe even attacked. You aren’t alone though; Bogle was an equal opportunity offender on that front. As an ETF analyst, the host of an ETF podcast, and the author of a book on ETFs, Bogle was just as brutal toward my world and livelihood. Moreover, some of his more pointed criticisms were aimed at Vanguard itself, which we will look at in the book. No one was spared. He even trashed himself on occasion.



Abnormal Guy


I was fortunate enough to be able to interview Bogle in his office on three separate occasions for more than an hour each time in the five years before he passed away. When I was first looking to speak with him, in early 2015, I reached out to my colleague Michael Regan of Bloomberg News, who had just written a profile of Bogle for the Bloomberg Markets magazine. He gave me Bogle’s email and said he would probably reply. He was right. Bogle replied within a few hours and we set up the meeting.


When I first arrived at Bogle’s office, I told him how abnormal it was for someone of his stature to be so easy to get a hold of. He replied, “Well, I am abnormal in more ways than that, my friend.” And that is how our relationship began. During the next five years, we would do in-person interviews as well as exchange regular emails. He was also a recurring guest on a TV show I cohosted for Bloomberg Television, ETF IQ, as well as one of the key speakers at the first ETF event at Bloomberg, which I organized. Michael Bloomberg had introduced him as “one of the deans of our industry,” and Bogle responded by encouraging Mike to run for president. It was a cool moment.


My first interview with Bogle was for my book on ETFs. The second one was for a book I never ended up writing, about passive portfolio management, although some of that interview is in this book. The third one was for a Bloomberg ETF podcast that I cohost, Trillions. All told, I have about four hours’ worth of his views on just about everything, and I knew if I just let those interviews sit there, trapped in my Dictaphone, I’d probably come to regret it.


While his eighty-year-old body was clearly weakening and his lifestyle was that of a senior citizen, his mind was still sharp, evidenced by his feistiness as well as his quick wit and self-deprecation. For example, when testing audio before our podcast interview at his office, our technician asked him to say what he had for breakfast. Bogle replied, “I had raisin bran, a banana, a large glass of orange juice, and twenty-three pills.”


When asked what he did last weekend, he replied: “I have a family, and my daughter came over for dinner Friday night. Can’t remember what we did Saturday night, and my daughter and her husband came over Sunday night. And then, as I am shameless about saying, I need a nap every day. The only thing that interferes with my nap is the New York Times crossword puzzle on Sunday.”


In addition to my own interviews with Bogle, I used his own writing as a foundation for this book. Bogle was a gifted and prolific writer, penning twelve books, most of which I’ve read both before and during this project. He wrote all but one of those books after he stepped down as Vanguard CEO, in 1996. Personally, I probably would have moved to the beach to focus on fishing and tennis, but Bogle is not normal, so he continued working out of a small office on the Vanguard campus, where he wrote like crazy for more than twenty years. The guy was seriously inspired—on a mission, as you will learn throughout the book.




Things to Know Before Reading


You will see me use the terms passive, index funds, and ETFs almost interchangeably to denote funds that track indexes and have set rules versus, say, a fund that is run at the discretion of a human portfolio manager who has ultimate control over what goes in and out of it (“active”). When I say passive, I am referring to the fund, not the investor. If I am talking about an ETF that happens to be actively managed, I will state that clearly; otherwise, just assume passive means a rules-based index fund or ETF.


I will also use basis points or bps on occasion—especially when describing fees. It just means a hundredth of a percentage. For example, 0.20 percent would be twenty basis points. You will also see NAV (net asset value), which is simply the fair value of a fund based on the value of its holdings divided by its shares outstanding. In short, the fair price for the fund based on what it holds.






More Than a Biography


While you will get to know the man and what made him tick and learn the story of Vanguard’s inception in this book, it is not meant to be a biography, a textbook, or a how-to guide to investing. There are elements of all those things, but swimming in just one lane is not my style. What Bogle did is in itself multidimensional, so I wanted the book to reflect that.


I also wanted the book to feel like a semi-documentary. And so I went and interviewed about fifty people whose commentary helps give color to the topics and stories. Many of them worked with or knew Bogle personally, while some only saw him from a distance. I spoke to some people who disagreed with him or offered criticism. After all, Bogle was human, and he and Vanguard aren’t beyond reproach. Here is a list of all the people (in alphabetical order) that I interviewed exclusively for this book. Thank you.


Theodore “Ted” Aronson: founder and managing principal of Philadelphia-based AJO


Erin Arvedlund: columnist for the Philadelphia Inquirer


Cliff Asness: founder, managing principal, and chief investment officer of AQR Capital Management


Victoria Bailey: Bogle scholar and financial advisor


Christine Benz: director of personal finance and retirement planning at Morningstar


David Blitzer: former managing director and chairman of the Index Committee, S&P Dow Jones Indices


John C. Bogle Jr.: founder of Bogle Investment Management


Nicole Boyson: professor of finance, D’Amore-McKim School of Business, Northeastern University


Warren Buffett: chairman and CEO of Berkshire Hathaway


Ben Carlson: director of institutional asset management at Ritholtz Wealth Management


Jamie Catherwood: client portfolio associate at O’Shaughnessy Asset Management


Anthony D’Amato: Bogle scholar and singer-songwriter


Jared Dillian: editor and publisher of The Daily Dirtnap and columnist for Bloomberg Opinion


Rob Du Boff: ESG research analyst, Global Equity, Bloomberg Intelligence


Dan Egan: vice president of behavioral finance and investing at Betterment


Donnie Ethier: senior director, Wealth Management for Cerulli Associates


Rick Ferri: founder of Ferri Investment Solutions and president of the John C. Bogle Center for Financial Literacy


Deborah Fuhr: managing partner, founder, owner of ETFGI


Sheryl Garrett: founder of Garrett Planning Network


Nate Geraci: chairman and president of the ETF Store and host of the ETF Prime podcast


Wesley Gray: founder and CEO of Alpha Architect and former captain in the United States Marine Corps


Victor Haghani: founder of Elm Partners


Amy Hollands: director of development at LEAP Innovations


Anthony Isola: investment advisor at Ritholtz Wealth Management


Elisabeth Kashner: VP, director of global fund analytics at FactSet


Brad Katsuyama: cofounder and CEO of IEX Group


Michael Kitces: head of planning strategy for Buckingham Wealth Partners


Lee Kranefuss: founding member at The Kranefuss Group LLC


Taylor Larimore: author of The Bogleheads’ Guide to the Three-Fund Portfolio


Michael Lewis: author


Burton Malkiel: professor emeritus of economics at Princeton University


John Mulvey: professor of operations research and financial engineering at Princeton University


Dave Nadig: chief investment officer and director of research of ETF Trends and ETF Database


Jim Norris: former managing director of Vanguard International and onetime assistant to John Bogle


Ken Nuttall: chief investment officer of BlackDiamond Wealth Management


Eric Posner: law professor at the University of Chicago Law School


Robin Powell: editor of The Evidence-Based Investor


Athanasios Psarofagis: ETF analyst at Bloomberg Intelligence


Salim Ramji: senior managing director and global head of iShares and index investments at BlackRock


James Riepe: retired vice chairman and former senior advisor at T. Rowe Price and previous Vanguard executive vice president and assistant to John Bogle


Barry Ritholtz: chairman and chief investment officer of Ritholtz Wealth Management


Todd Rosenbluth: senior director of ETF and mutual fund research at CFRA


Tyrone V. Ross Jr: CEO/cofounder of Onramp Invest


Gus Sauter: former chief investment officer of Vanguard


Jerry Schlichter: founder and managing partner of Schlichter Bogard & Denton


Jan Twardowski: former president of Frank Russell and former senior vice president of Vanguard


Nerina Visser: independent ETF strategist and advisor


Jim Wiandt: founder and CEO of Spark Network and IndexUniverse (now ETF.com) and the Journal of Indexes


Dan Wiener: coeditor of The Independent Advisor for Vanguard Investors


Catherine Wood: founder, CEO, CIO of ARK Investment Management


Jason Zweig: investing columnist for the Wall Street Journal


Yes, Warren Buffett is on this list. The fact that he even replied to my inquiry to offer some thoughts on Bogle is telling. He is famously tough to reach, so I figured my long-shot request would go unfulfilled. But Buffett replied, within a few hours to boot, with, “I’m swamped with requests, but I’ll try to help on a couple of items about Jack.”


And he wasn’t alone. Almost everyone I reached out to got right back to me. There was genuine love and respect there, not for me or just to be quoted in a book, but for Bogle. People miss him. They still think about him. And they had plenty to say, as you’ll see.
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The Vanguard Colossus




“I was never in this business to build a colossus. But I was too stupid to realize if we gave investors the best deal they would ever get, I’d be building a colossus. So here we are.”





Many people are well aware that Vanguard is a big asset manager. But there’s so much more to it that isn’t all that well-known because Vanguard isn’t a publicly traded company like BlackRock or Goldman Sachs, so it largely lives off the radar. It physically exists off the radar, too, headquartered in Malvern, Pennsylvania, which is one hundred miles from New York City but might as well be five light-years away.


Even folks inside the industry probably do not realize the extent of Vanguard’s growth rate, reach, and impact. The firm has gotten so big that Bogle—a true wordsmith, as you will learn throughout this book—called it a colossus. And its impact is only just beginning.


As I write this sentence, Vanguard manages $8.3 trillion for upwards of thirty million investors—and likely more by the time you read this. Those assets are in funds in a variety of asset classes as the firm spearheaded equity index funds and bond index funds, as well as money market funds and a variety of other financial products that we will explore.


Vanguard is currently the second-biggest asset manager by total assets but the biggest in US fund assets. Only BlackRock, which manages a lot of institutional money, is bigger overall, but barely and likely not for long, given that Vanguard regularly attracts more new cash every year. Vanguard has taken in an average of $1 billion every day for the last ten years. For most asset managers or advisors, $500 million in new money would be a good year. Vanguard sees that much come in by lunchtime.


Add up all those days, and you have a sum total of about $2.3 trillion in flows for Vanguard since 2010. In second place is BlackRock, with about half that, and then you need binoculars to see third place. Moreover, many asset managers have seen outflows.


[image: images]


These numbers are even more astonishing considering every dime came from investors seeking out Vanguard as opposed to the company paying an intermediary, which it has always refused to do even though that is how much of the industry operates and was built.




Vanguard was not paying to be on brokerage platforms. It was doing limited, if any, advertising. Its products don’t have cute tickers. They just are what they are, which is well diversified and cheap. And the firm is very diligent about what products they roll out to the marketplace, which is why people keep coming back to them time and again—because they know what they are getting.


—Todd Rosenbluth





One important factor to remember is that this isn’t Vanguard’s money but rather the money of thirty million‒plus investors who were fed up with overpaying for underperformance and sought out the low-fee pastures of Vanguard. And this populist investor revolt has now reached fever pitch. If you were to rank the top ten biggest funds in the world, you’d find that Vanguard has six of them, including the top three. And this is in a fund industry that has about 750 companies with about 30,000 competing funds.


The biggest of them all, the Vanguard Total Stock Market Index Fund, is also the first and only fund to ever eclipse $1 trillion in assets. The fund serves up 99 percent of the entire US stock market for almost no cost. It’s pure, uncut exposure to the whole enchilada. This fund is Bogle’s Mona Lisa.


It is also notable that three of the remaining four funds in the top ten—the SPDR S&P 500 ETF Trust (SPY), the iShares Core S&P 500 ETF (IVV), and the Fidelity® 500 Index Fund (FXAIX)—are also dirt-cheap index funds offered by Vanguard’s competitors, who essentially launched them after they saw all the success Vanguard was having (a development I refer to as the Vanguard Effect or the Bogle Effect throughout the book). And then there is the Growth Fund of America, the sole high-cost active mutual fund hanging on for dear life to a top-ten spot—a far cry from only twenty years ago, when active funds made up the majority of this list.


Top 10 Biggest Funds in the US








	Name


	Ticker


	Active or Passive


	Fund Asset Class Focus


	Total Assets $B











	Vanguard Total Stock Market Index Fund


	VTSMX


	Passive


	Equity


	1304.95







	Vanguard 500 Index Fund


	VFINX


	Passive


	Equity


	796.24







	Vanguard Total International Stock Index Fund


	VGTSX


	Passive


	Equity


	417.70







	SPDR S&P 500 ETF Trust


	SPY


	Passive


	Equity


	384.85







	Fidelity 500 Index Fund


	FXAIX


	Passive


	Equity


	350.33







	Vanguard Total Bond Market Index Fund


	VBTIX


	Passive


	Fixed Income


	318.13







	Vanguard Institutional Index Fund


	VINIX


	Passive


	Equity


	298.03







	iShares Core S&P 500 ETF


	IVV


	Passive


	Equity


	286.71






	Growth Fund of America


	AGTHX


	Active


	Equity


	278.81






	Vanguard Total Bond Market II Index Fund


	VTBIX


	Passive


	Fixed Income


	254.31










Bloomberg


Add it all up, and Vanguard has a 29 percent market share of US fund assets. In the one hundred years that the fund industry has existed, no asset manager has ever come close to this level of dominance. The previous two leaders and their high-water marks were Investors Diversified Services (IDS) with 16 percent in 1964 and Fidelity with 14 percent in 1999. Anyone over the age of forty can attest to how invincible Fidelity seemed back in the day.




Fidelity was so big. It was just unfathomable that we would ever be bigger than Fidelity. It was so much bigger at the time.


—Jim Norris





Vanguard has about double Fidelity’s assets today. In fact, Vanguard has blown both of those leaders’ records away, and its market share is likely to go even higher given how dominant and consistent it is when it comes to inflows.


Staying Power


Unlike those other former top dogs, though, Vanguard’s asset growth is not based on beating the market or having a star manager as much as it is on simply owning the market. Moreover, what makes Vanguard different is that despite having a 29 percent market share in assets, it only accounts for 5 percent of the industry’s total revenue thanks to its superlow fees. That gap is why it is so popular with investors, and it may be the most telling stat in the whole book as it foreshadows the huge changes (shrinkage) coming to the financial industry.
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With no chance of underperforming the market (because the funds largely track the market) Vanguard’s reign at the top is much more likely to last than its predecessors. Bogle purposely set it up this way. He had seen how fickle flows could be in his early years in the industry. He called it “the curse of the mutual fund industry” in a 1994 speech to the crew (his term for Vanguard’s employees and staff):




We have tried to avoid, with some degree of success, the curse of the mutual fund industry: huge cash flows from investors after spectacular performance gains have been achieved and huge outflows after commensurate losses have occurred … This has always been a cyclical, market-sensitive business; it remains so today. But sooner or later, the investment pendulum, having swung to the speculative extreme, swings back to the defensive extreme, finally coming to repose in the conservative center, before repeating the cycle again.





Bogle knew the history of the fund business better than anyone, and in Stay the Course he meditated on what it would take to ensure that Vanguard, with its edge of having a highly trusted name and low fees, would be able to stay on top:




By 2004, Vanguard had become the fourth firm to hold the crown of leadership in the mutual fund industry since its inception in 1924. At some point in their lives, our predecessors were all powerful firms, but somewhere along the way, they lost their bearings and proved unable to deal with the changes in the investment environment, investor preferences, and the industry’s distribution systems. Vanguard is different. We began following our guiding star of “shareholders first” 30 years before our rise to prominence in 2004, and we have continued to follow that star. Staying the course with our mutual structure and our index strategy should assure Vanguard’s leadership for decades to come.





Good Money vs. Bad Money


Another reason for Vanguard’s staying power is its strong core of long-term-minded investors that was partially a result of it filtering out the “wrong” clients at the beginning. Bogle didn’t want “hot” money that was going to use the fund short term and potentially incur costs for the long-term investors.




The first week I was at Vanguard was maybe the best lesson I ever learned. I’m there running the index fund, and I remember we had somebody who wanted to put a fair amount of money in. If it came in at more than $100k, I had to approve it, and this was more than that. It was significant enough that I talked to Jack about it.


I remember him saying, “Do we really want that money? There’s a difference between good money and bad money.”


It was a great lesson. Bad money comes in and stays for six months. You incur transaction costs coming in and transaction costs getting it out, and it does nothing but hurt the existing long-term investors. And that was what we were all about. [Rejecting that money] was absolutely the right thing to do, which is what drove Vanguard—being sure we were doing the right thing for our existing investors.


—Gus Sauter





The idea of turning down investors isn’t unusual if you are some kind of private equity fund or small cap fund that can only take in a certain amount due to the limited liquidity of the market you are investing in. But it is highly unusual—borderline unprecedented—if you are a mainstream mutual fund company investing in big liquid markets, especially one that is young, small, and looking to grow. Stories like these help add a level of consistency to Bogle that is rare to find. He walked the walk even when it was inconvenient and would delay the company’s success.


While Bogle relished the early years when he had to claw and scratch for the flows—“Honestly, I love the years of struggle,” he said; “the years of momentum do very little for me”—he was nevertheless surprised at how long Vanguard struggled, given how good a deal it offered investors. “I’m disappointed by how long it took. Forty years is a long time.”


Once the company took root, however, and the world came around, Vanguard’s asset ascent was stunningly parabolic as evidenced by the fact that $7.3 trillion (88 percent) of Vanguard’s $8.3 trillion in assets came after the firm’s thirtieth birthday, in 2004. It is a textbook example of the Ernest Hemingway “gradually, then suddenly” line. The pace and level of Vanguard’s ascent blew Bogle away—and perhaps even alarmed him a little. Here’s what he told attendees at a Grant’s Conference at the Plaza Hotel in 2017:




Indexing is growing at an astonishing rate and, for someone who never intended to build a colossus, a kind of frightening rate. When we passed the $4 trillion mark in assets at Vanguard, I recalled a speech I gave to our crew—I used to do it quite frequently—called “Which Axiom?” I gave it when Vanguard’s assets crossed $8 billion. I used to give the speech every billion in the old days, and now we’re taking in a billion a day. Go figure.
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The compounding effect that Vanguard experienced would become a fitting parallel to the compounding effect of the buy-and-hold, low-cost index investing that Bogle preached relentlessly for about fifty years.


In short: hang in there and don’t do anything stupid because it will start to add up.


A Trillion Dollars in Savings


Speaking of adding up, the amount of money that Vanguard’s rise has saved investors is pretty astonishing, and it’s one of the reasons I was drawn to this topic. The sum of the savings is currently more than $1 trillion and growing exponentially. This is money that would have otherwise belonged to the financial industry—and why I sometimes say Vanguard’s gain is Wall Street’s pain. I’ll walk you through how I came up with those numbers.
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First, investors have saved about $300 billion since Vanguard launched its first fund in 1976 via lower expense ratios, which is the term for the percentage of the assets in the fund that the fund company takes each year. This is calculated by assuming what those assets would currently be charged if Vanguard didn’t exist. That spread has varied over the years, but generally it is about 0.60 percent more. That may seem small, but when it’s multiplied by the trillions in Vanguard funds, it suddenly becomes big.


This number doesn’t even include sales loads, which are onetime distribution fees (usually around 5 percent) that an investor pays to a broker. While Vanguard funds do not have loads, I didn’t include them in this calculation because that is part of the shift in how advisors get paid—which we will look at shortly. But those savings could arguably be added to the total as well.


Investors save another $250 billion in the form of lower trading costs by having very minimal portfolio turnover. Every time a mutual fund manager makes a trade, it costs a tiny amount. Generally speaking, every additional 1 percent in turnover comes with 0.01 percent in extra costs. Active mutual funds have an average turnover that is approximately 50 percentage points higher than that of a Vanguard fund. Again, we multiply that difference by Vanguard’s assets each year.


The turnover loss is why assets going to Vanguard stings both asset managers and Wall Street banks. Market makers and Wall Street banks facilitate much of the trading that happens each day. Using casino-speak, they are like the house and they get a tiny cut of each trade. When money moves to Vanguard, it basically leaves the casino entirely and lessens the amount that active managers—some of the casino’s most prized customers—have available to trade. This is why you could make the case that the ethos behind Vanguard is similar to that of “DeFi,” or decentralized finance.
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Last, but certainly not least, there is the Vanguard Effect, or the company’s influence on other financial firms to lower their fees in order to better compete. As Bogle put it in a 1989 speech to the crew, “Vanguard’s very existence has established price competition—long overdue—in this industry, and if our competitors are dragged kicking and screaming into giving their customers a fair shake, well, that is not without redeeming social value, even if it slows our growth.”


The Vanguard Effect has largely come at the expense of Vanguard’s own assets since that is money that probably would have gone to the company but is now going to its competitors’ low-cost funds instead. Yet the idea of others copying Vanguard’s low-cost formula wasn’t a problem for Bogle—in fact, it was the perfect situation. In Character Counts: The Creation and Building of the Vanguard Group, he recalls a 1991 speech to the crew:




And if our competitors will finally compete on lower price and higher value, rather than on higher spending on dubious marketing, they will make the mutual fund world even more competitive. Indeed, as I told the Harvard Business School class, the first sign that Vanguard’s mission has created a better world for the investor will be when our market share begins to erode.





I’m not sure anyone else in the history of business—let alone the history of asset management—has ever wished for their market share to erode. It’s somehow anticapitalist yet supercapitalist at the same time. It really speaks to the different trip Bogle was on. Mission really is the perfect word for it.




It’s almost as if he is selfless as to how his goal gets accomplished. The thing about him was I always wanted to be more cynical about him than the material would permit. Whenever I tried to take it to the next level and [call him out], I’d sort of hit the wall and be like, no, he’s not really motivated the same way everybody else is.


—Jason Zweig







That was absolutely [Vanguard’s] mission, to basically do good for all investors. Heck, there are investors in Australia that don’t realize the benefit they get because of what Vanguard did in the US. And the rest of the world have lowered fees because of Vanguard, and investors who have never heard of Vanguard are benefiting from it. It’s the title of your book, The Bogle Effect.


—Gus Sauter





And while there was definitely some “kicking and screaming” among Vanguard’s peers, many have also embraced the idea of offering low-cost index funds and ETFs because they know how beneficial it is to the client. They like being in tune with the end investor, and they deserve their due.




Bogle had incredible clarity of vision and was a huge advocate for individual investors, particularly in the United States. He was a pioneer. We spend a lot of time making investing more accessible and affordable, and I think if Bogle were alive, he would approve.


—Salim Ramji





Let’s try to calculate the savings from the Vanguard Effect starting with active funds, which have seen fees drop from 0.99 percent in 2000 (when Vanguard and indexing started to get popular) to 0.66 percent today. Again, that seemingly small decline adds up because it is multiplied by trillions each year. That’s about $200 billion in total savings from Vanguard’s influence on active mutual funds to lower their fees as well as on investors to choose cheaper funds.


On the passive side of the equation, the Vanguard Effect is even greater. Think about it: every single issuer that launches a cheap index mutual fund or ETF (such as Fidelity, BlackRock, or State Street) is largely doing it because they need to better compete with Vanguard or serve a client that was influenced by Bogle’s low-cost preaching. For example, the very first ETF launched in 1993, the SPDR S&P 500 ETF Trust (SPY), was inspired by and priced to match the fee of the Vanguard 500 Index Fund, which was 0.20 percent.


Today Vanguard has about 50 percent market share of the $11 trillion in total passive fund assets, but it influenced almost all the rest. And those non-Vanguard cheap passive funds have an asset weighted average fee of about 0.18 percent. If there were no Vanguard, this money would also likely be paying the active mutual fund rate. Thus, investors get another $250 billion in savings via the Vanguard Effect.


Interestingly, almost everyone I spoke with brought up the point that Vanguard offered low-cost index funds because it wanted to while others did it because they had to, and that difference mattered to them.




[Bogle] forced the hand of so many different places who have had to cut costs, kicking and screaming. Vanguard made them do this. It’s not like they wanted to do this on their own.


—Ben Carlson







The only reason many of these other asset managers are offering and marketing low-cost index funds is because they have to. They don’t have any other choice. If Vanguard was not in existence, trust me, Fidelity would not have zero-fee index funds.


—Anthony Isola





To sum up the savings:


Expense ratio: $300 billion


Turnover: $250 billion


Vanguard Effect (active): $200 billion


Vanguard Effect (passive): $250 billion


TOTAL: $1 trillion


But There’s More


That’s how I get to $1 trillion. But the real number is arguably even bigger than that. What I just walked you through was an updated version of my original math when I sketched this out in an article for Bloomberg Opinion in 2016. About ten days after the piece came out, my colleague Matt Miller asked Bogle what he thought about my article during a Bloomberg Television interview, and here’s what he said:




Actually, it may even be understated. [Eric] doesn’t take the savings each year and earn a return on the accumulated savings. If you put some kind of a return on the money we save investors each year and look at it over twenty years or so, you’ll find a huge and staggering number. It’s big. It’s very big. And it’s good for the investor. That’s the important thing.





OK, so let’s add in the money that was likely made by reinvesting the savings people got each year and letting that compound. That results in another $400 billion. We could also throw in the international markets, which have about $3 trillion and counting in low-cost passive fund assets.


Either way, this puts the total savings at well over $1 trillion. And by the time you read this, the number will be higher than that since the amount saved is not static—rather, it grows by about $100 billion a year. And as assets grow, that $100 billion annual number will also grow. We could realistically reach $3 trillion or $4 trillion in savings in the next ten years, especially if the investor obsession with low fees persists—and I can almost guarantee that it will. Remember, this isn’t total assets (that’s going to be in the tens of trillions)—this is just the fee revenue that would have gone into the financial industry instead of investors’ pockets.


Further, everything I’ve covered so far is just funds. Vanguard is now expanding into other areas as well. For example, the firm has launched an advisory business that charges a fraction of the industry average, which we will cover in a later chapter. It’s also helped bring down the cost of trading after it announced commission-free ETF trading on its platform before other big discount brokerages did. It won’t end there. Vanguard is making a push into Europe and Asia. It just made a first step into private equity. There’s talk of launching a custody business. It could even get into crypto at some point. Anywhere it applies its unique structure and mission it is likely to disrupt the status quo and wreak havoc on any firm that has been overcharging and underdelivering.


The Faces Behind the Flows


Who exactly are these thirty million people (more if you add investors in competitors’ index funds) that have “found” Vanguard and are enjoying that $1 trillion in savings? We in the media tend to focus too heavily on the supply side of the business. But it is important to understand and dig into the demand side, too. Without investors, there is no Vanguard and there is no $11 trillion in passive fund assets. Bogle made sure to keep the focus on the people behind the numbers. In Character Counts, he referred to them as “souls, all of whom with their own hopes and fears, their own financial objectives, and their own trust in us. And we have never let them down.”


These investors, or souls, take many forms but can largely be broken down into four categories: The first is self-directed retail investors who found Vanguard directly. Then there are retail investors that have come through defined contribution (DC) plans such as a 401(k). The second group—and one of the fastest growing—is advisors, who are ultimately putting their clients into Vanguard because they consider themselves fiduciaries and feel it is the best move. Third is institutions, though most tend to do their own investing or favor alternative strategies like hedge funds and private equity. That said, Vanguard has a fair share of small- and midsize institutions that outsource their investment plans to it. We will look more at them later in the book. The final category is international investors, which is one of the newer but fast-growing areas for the firm.
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DIY Retail


Do-it-yourself retail investors make up about 30 percent of Vanguard’s total assets but account for 90 percent of the firm’s DNA. These are the original core assets, the ones Bogle obsessed over protecting in the early years. These are the doctors, dentists, schoolteachers, accountants, software developers, electricians, graphic artists, office clerks and managers, entertainers, athletes, PR people, plumbers, and financial industry professionals. These people were not looking to invest for fun or excitement but rather to achieve real goals, like sending their kids to college, buying a second home, and enjoying a comfortable retirement. Bogle lived for these investors.




He saved every single letter he ever received from an investor, and he showed me copies of them. He would talk about having to write back to some of them. That practically brought me to tears because who does that? Nobody. One letter he showed me was from a doorman who wrote him to say thank you because he was able to save for his kids’ education and his retirement and he couldn’t have done it without [Bogle]. He derived a lot of personal satisfaction from those [letters], especially as the passive investment movement got so big. I think it was the only way he felt he could have a personal effect.


—Erin Arvedlund





In a way, you could say that Bogle had to correspond with these investors because they were the owners of his company. They were, in effect, his boss. In fact, one of the earliest Vanguard investors would end up becoming something of a compass for the company to use in making decisions.




We had this mythical character named Toby Choate. From the day I got there, everybody kept talking about Toby Choate. Everything was subject to the Toby Choate test. The legend went that Toby Choate would ask, “Why do I want you to spend money on—” whatever it might be, advertising or a holiday party or whatever. So we always had that test: Would Toby Choate be OK with us spending this money? If we couldn’t justify spending Toby Choate’s money, because ultimately it was the investors’ money, then we didn’t do it. And it wasn’t until about ten years ago that I found out Toby Choate was a real person. Back in the early eighties, he was challenging Jack, “Do I want you to spend this money?” So I think Jack really felt a fiduciary responsibility for the investors’ money and are we getting any sort of return for these people if we go out and spend a big wad on marketing?


—Gus Sauter





Not spending on advertising is right in line with Bogle’s Field of Dreamsesque “Build it and they will come” approach. As he told the crew in a 1980 speech: “We are beholden to no army of outside sales staff. Rather, we depend on the investor to come directly to us.” And they did. By waiting for people to come to it, Vanguard ended up attracting the best kind of “sticky” investors. In Character Counts, Bogle comments:




We have always known that our typical Vanguard client is better educated and wealthier than the typical fund investor. We know that, in addition, he or she is more ready, willing, and able to move his or her assets among our funds. In short, our prototypical client is a financially astute investor who knows what he or she wants, when he or she wants it and how to get it.





Celebrity Indexers


To Bogle’s point, some of Vanguard’s retail investors include some pretty prominent, high-profile people who use index funds when it comes to their personal money. One example is Salomon Brothers bond trader–turned-writer Michael Lewis, who has taken deep dives into many of the corners of Wall Street in his best-selling books, including The Big Short and Flash Boys. Here’s what he told MarketWatch in an interview:




I’ve always been a boring and conservative investor. I own index funds, and I don’t time the market … I put it away and I don’t look at it very much … I think the best way is a low-cost index fund. I do not think people really should be making individual stock picks with their savings. I think that’s generally been demonstrated to be not such a good idea. If you want to do it as entertainment like gambling—like you bet on football games—fine, but I think you’re better off in a low-cost index fund, like a Vanguard index fund.





Another high-profile retail investor—if you could call him that—is Warren Buffett, who in a 2013 letter said he planned to put the vast majority of his wealth in an index fund:




My money, I should add, is where my mouth is: What I advise here is essentially identical to certain instructions I’ve laid out in my will. One bequest provides that cash will be delivered to a trustee for my wife’s benefit. (I have to use cash for individual bequests, because all of my Berkshire shares will be fully distributed to certain philanthropic organizations over the ten years following the closing of my estate.) My advice to the trustee could not be more simple: Put 10 percent of the cash in short-term government bonds and 90 percent in a very low-cost S&P 500 index fund. (I suggest Vanguard’s.) I believe the trust’s long-term results from this policy will be superior to those attained by most investors—whether pension funds, institutions or individuals—who employ high-fee managers.





I asked him about this and he confirmed that it was still the plan.


Buffett’s 90/10 portfolio is very similar to what former secretary of state Hillary Clinton’s portfolio—as well as former president Barack Obama’s—looks like, at least according to their financial disclosures. Both are strikingly simple but potent relative to many of their political peers, whose portfolios typically involve multiple funds from multiple fund families with a lot of overlap. Clinton reported to have about $5 million in the Vanguard 500 Fund. She also had around $75,000 in short-term treasuries.


Like Clinton, Obama has in the neighborhood of $600,000 in Vanguard index funds as well as some Treasury bills and notes, according to his 2016 financial disclosure. Vanguard is the only fund company listed in his disclosures. Like many, he has simplified his investments and kept them low-cost.


Academics


One of Vanguard’s first-ever investors included renowned academic Paul Samuelson. An MIT professor for his entire career, he was the first economist in America to win the Nobel Prize in Economics. He was also an advisor to former presidents John F. Kennedy and Lyndon B. Johnson and wrote one of the textbooks Bogle used during college. He became friendly with Bogle and ended up writing the foreword to Bogle’s first book: “I have no association with The Vanguard Group of funds other than as a charter member investor, along with numerous children and innumerable grandchildren.”


Samuelson was the first of what would be a long line of academics who not only endorsed Vanguard and low-cost indexing and worked it into the curriculum but also became friends with Bogle. Here’s Bogle talking about it on the Bogleheads podcast:




Another great source of our strength is academia. Few business school courses in investment do not take the index as book—the Bogle message. It’s an academic community. So it’s not just the man or woman on the street, worthy of help and worthy of honor, but it’s the man off the street, too, in the ivory tower of education and sophisticated concepts that has also been a great asset.





The Ultimate Compliment


Some of these astute index investors include Vanguard’s own competitors.




People used to say stuff about Bogle like, he’s so sanctimonious, he’s such a hypocrite. But on the other hand, they all owned Vanguard funds. To me, that was the funniest thing of all. What I learned from putting alcohol into these fund industry CEOs and talking to them—in five minutes they’d be like, “Yeah, most of my money is in Vanguard funds.” So they hated him but they were customers at the same time.


—Jason Zweig







You would be amazed at how many analysts on Wall Street I used to manage money for that are index fund investors. A lot of Wall Street has their money and their family’s money in index funds.


—Rick Ferri





“Look at all the directors of our mutual fund competitors,” Bogle said on this topic during one of our interviews. “You know what they own when they buy their kids’ college plans? They’re going to Vanguard. Look at a securities salesman at Merrill Lynch when his uncle comes in and doesn’t know what to do. He says, ‘Buy Vanguard,’ because it keeps him from looking like an idiot.”


The Bogleheads


Some of the investors that found Vanguard have turned into something akin to missionaries in an effort to advance Bogle’s cause and enlighten other investors. Dubbed the Bogleheads, the group started small and informally but has blossomed into a mini-institution with some serious reach. The roots of the annual conferences were formed by Mel Lindauer and Taylor Larimore, a World War II veteran who fought in the Battle of the Bulge and whom Bogle once dubbed “King of the Bogleheads,” as a way to discuss, debate, and spread Bogle’s message and philosophy of low-cost investing. The Bogleheads’ conferences, individual chapters, and online forum have been very effective in spreading the “gospel,” and Bogle appreciated it and was always available to the group. Here he is on the Bogleheads on Investing Podcast:




The Bogleheads have been a staggeringly large asset to Vanguard … The Bogleheads have not only helped one another but they are also independent and have nothing to do with us. They have nothing to sell but good grace and good advice. So the Bogleheads stand alone in being a huge asset to Vanguard and a huge asset to indexing.





The Bogleheads are quick to say they are not a Vanguard fan club; they’re more about Bogle-osophy. As such, the Bogleheads’ forums often highlight the value-add of non-Vanguard funds, such as those from Charles Schwab or BlackRock. The forums are divided into personal investments, investing theory, and news and personal finance. A quick scan of topics shows people discussing nonqualified savings investments, ideas for diversification, protecting against inflation, dividends, and whether a 401(k) is worth it.
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