Quotes from Burton Malkiel

Princeton professor Burton Malkiel, author of the classic A Random Walk Down Wall Street, which was first published in 1973; the 10th edition will be available this November. In a recent interview on Fool.com, Malkiel was asked whether his advocacy of index funds has held up over the past 37 years. His response:

 “
I believe that even more strongly than I did when I first wrote the book in 1973, when there were no index funds. What I have done with every subsequent edition is ask the question, was the advice right? Is it in fact the case that investors have done better with index funds? And every time I do it, including the data that I put together earlier this year, I find that two-thirds of active managers are beaten by a passive index and the one-third who beat the index in one year, are not the one-third who beat them in the next year.

In other words, there is very little persistence in terms of excess performance. Sure, in any period there will be people who have beaten the market, but it is not the same people from period to period. So I would say to you that I feel even more strongly today in that thesis than I did when I first wrote it almost 40 years ago. 

 [A]t least the core of every portfolio ought to be indexed. Now, fully understand that telling an investor that you can’t beat the market is like telling a 6-year-old that Santa Claus doesn’t exist. And anyone with a speculative temperament is going to say, “Look, I want to go and pick some of my own stocks.” And I think that is fine, and you can do it with much less risk if the core of your portfolio is indexed."
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