Can you give a brief overview of
your position on the investment
versus speculation debate?

I . The great British economist John

Maynard Keynes drew a stark
distinction between investment

and speculation, and | echo his
sentiments. He separated “forecasting
the prospective vield of the asset

over its whole life” (what Keynes
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John C. Bogle, founder of the Vanguard Group, kesnariists” Thuse concepts reflet
comments on the fundamental difference between two radically different views of the
investing and speculation. -fundamental nature of investing. -

Investing refers to the real market of
intrinsic business value; speculation is
all about the evanescent expectations
market of momentary stock prices.
And as I've said many times before,
the stock market is a giant distraction
from the business of investing.

Today, the wisdom of prudent, long-
term investment has given way to

the folly of short-term speculation.
This change has led to deterioration

In the conduct, values, and ethics

of our financial market participants.
Speculation distorts not anly the stock
market, but the way businesses are
actuslly run, To meet the demands

of spaculators whe value short=term
razults and pradictable sarnings in

an Irevitably urpradictable world,
corporate rmanagers are pressurad

to iay off werkers, eut corners, slash
rasearch and development, and pursue
mergers just to “maka the numbaers.

Is all speculation to be avoided,
or is there a difference between
retall investors and Institutional
investors on the levels of risk
and return they should target?

As a group, individual and instituticnal
investors share many commen
attrioutes, but individually, wide
variations occur. One cannot maks
bread generalizations about the
appropriate level of risk for individual or
institutional investors; the problem of
risk is much more nuanged than that

However, the question is never
whether or not to take risk, for risk is
John C, Bogle, Founder, Vanguard Group everywhers, While some individuals
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may sleep better with dollar-safe
investments in a savings account,
those dollars are far from safe.

They are highly exposed to the
ravages of inflation. Over the long-
term, those safe dollars will almost
surely fail to meet investors' capital
accumulation goals. While money
invested in equities is much riskier in
the short term, if properly diversified
and kept in low-cost investments,

't should provide remarkable

growth over the long term.

Equities are struggling, what other
investments should people look
towards to meet their growth
targets? Or is being long on equities
enough of a potential return?

In teday's low interest rate
environment (the 10-year Treasury
Is at 1,80% as of this writing), the
returns on equities over the coming
decade are [ikely, but hardly certain,
to afford & solid return, albeit below
histarical norms. The timeless
sources of returns for equities are
the inltiel dividend yield, earnings
growth, and speculative changes in
the amount Investors are willing te
pay for those dividends and earnings.

While equity yields are attractiva
relative to ifvestmeant-grade
bBands, thay are quita law by
historical standards. Without &
apaculative manla in the near
future, the 8% return target sought
by many of our natlon's pension
funds will b& far out of reach,

However, quality alternatives do not
abound. Hedge funds are often simply
cleverly repackaged equity portfolios,
albeit with egregious!y high costs.
What about commodities? Well,

they are not an Investment at all! We
know that dividend yield and earnings
growth are the sources of lang-term
returns for equities, and bond returns
are based largely on the initial coupon
when purchased. Commadities, on
the other hand, just sit there. There is
no internal rate of return, simply the
hope that some other speculator will
come along and pay a higher price
than you paid for the same ounce of
gold, copper, pork belly, or whatever.
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INVESTHENTE@ SPECULATION

The CLASH Of The CULTURES:
Investment Vs. Speculation

The rise of speculation, isita
result of technology, regulatory
change, or a wider attitudinal and
cultural change on the markets?

Regulatory changes paved the way
for changes In technology that
have allowed speculators to trade
stocks at lightning fast speeds,
Increasing risk and complaxity

for all market participants. it
sometirmes feels like the algorithms
are In control of the Investors,

and riot the other way aroundl

But thess are symptoms, not calses,
The cultural change towards shart=
termism, focused on ephemeral stock
prices rather than enduring Intrinslc
valug, Is the fundamaental cause of
the rise of spaculation. Today, far too
many of our largest Investors dan't
own stocks, they merely rent them.
As a rasult, they have no intergst in
corporate governance (as renters,
why should they?), This gives our
corporate manager/agents tha green
light to shower thermselves with lavish
compensation packages and put every
politician in sight in thelr back pocket,

How could the fiduciary duty
be established? What effect
would this have on trading?

A federal standard of fiduciary duty
is absolutely essential to returning
investment management from a

business focused on asset gathering to
a profession focused on the financial
needs of clients. And no financial
professional should fear a fiduciary
standard, unless their business model
depends on putting their own interests
ahead of their clients. |'ve met with

SEC Chairman Mary Schapiro on this
topic, and | encouraged her to push
forward with establishing a standard
of fiduciary duty for managers of
pension funds and mutual funds as well
as financial advisors fo individuals.

Where do you see the future of the
stock market and investing heading?

As | mentioned earlier, returns are likely
ta be below historical averages over
the next ten years due largely to the
current low interest rate environment.
Equity yields are at about 2% and
corporate earnings can reasonably, if
optimistically, be expected to grow at
about 5%, P/E ratios are consistent
with leng-term historical averages, 561
do not see changes in valuations either
naturally increasing or decreasing the
likely annual return of about 7% for
equities over tha coming decade.

Bond returns, on the other hand, are
gasler to projact, When we buy &
10-year bend today, we know exactly
hew mueh we will earn avar the rext
10 yaars. We need simply look at the
yigld on the date of purchase. With
that sald, | think it s reasonable for
investors to overweight In invastment-
grade corporate bands right now,
High-grade corporate bends provide
#n attractive, but not stallar, premium
over government bends, which arg

at histarically low rates. | think a well
diversified portfolio of government
and corporate bonds, overwelghtad
to the corperate side, can be
expected to provide a 3% annual
return cver the next ten years.
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