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Many people will find the guarantee of playing the stock-market game at par every
round a very attractive one. The index fund is a sensible, serviceable method for
obtaining the market’s rate of return with absolutely no effort and minimal expense.
—Burton G. Malkiel, Professor of Economics at Princeton University
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urton Gordon Malkiel (born
August 28, 1932) is an American
economist and writer, most famous
for his classic finance book 4 Random Walk
Down Wall Street (now in its 9th edition,
2007). He is a leading proponent of the
efficient market hypothesis, which contends
that prices of publicly traded assets reflect
all publicly available
information, although
he has also pointed out
that some markets are
evidently inefficient,
exhibiting signs of non-
random walk.
He is a professor of
economics at Princeton

University, and is a
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two-time chairman of the Economics
Department there. He served as a
member of the Council of Economic
Advisers (1975-1977), president of

RBARE—MEZAR
AR Rl
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alkiel thought investment
was a way of living. Facing
the inflations (i@ %% ¥
B), only through correct investing
method, can we maintain our property
and protect it from decreasing. Think
of the advice that follows as a set of

warm-up exercises that will enable

the American Finance Association

(1978), and dean of the Yale School
of Management (1981-1988).

you to reduce your income taxes and

risk and at the same time increase
your returns.

Investment is an art. You need
talent and luck to success. He said so.
Even if you are unlucky, if you follow

the principles mentioned below, you

“can control the risk and avoid failure.

If you have the confidence that you
can win, at least you won’t lose too
much, you can enjoy yourself in the

stock market.
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ou know that if you keep your money in a

savings bank and get, say, 3% interest in a year

in which the inflation rate exceeds 3%, you

will lose real purchasing power (2B A). In fact,

the situation’s even worse because the interest you get is

subject to regular income taxes. So what could a small
saver do?

The investor of substantial means has no problems.

1 He or she can buy Treasury bills (short-term IOUs

issued by the U.S. government) or large certificates
of deposit (short-term IOUs issued by banks, called
bank CDs), some of which are issued only in large
denominations. If you have only a small amount of
liquid assets, you can’t get into this market directly. So
how does the small saver avoid getting shafted? How
do you get a rate of return that protects you against
inflation? That is what this exercise is all about.

There are four short-term investment instruments




that can at least help you stand up to inflation. These
are (1) money-market mutual funds; (2) money-market
deposit accounts; (3) bank certificates; and (4) tax-
exempt (% B #) money-market funds.

M FFiai 2
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good house on good land keeps its value no

matter wha;t happens to money. As long as

the world’s population continues to grow,
the demand for real estate will be among the most
dependable inflation hedges available.

Go, get yourself a piece of ground, and hold
possession. You need do nothing more. You may sit
down and smoke your pipe; you may lie around like the
lazzarone (ift’R&) of Naples or the lepers of Mexico;

you may go up in a balloon, or down a hole in the
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ground and without doing one stroke
of work, without adding one iota to
the wealth of the community, in ten
years you will be rich.

This advice turned out to be pretty
good. Although the calculation is
tricky, it appears that the returns on
residential real estate have been quite
generous. Although returns in the late
1980s and early 1990s were poor, the
longer-run record has been excellent.
But the real estate market is less
efficient than the stock market. There
may be hundreds of knowledgeable
investors who study the worth of

ARBFHEAR L, ZEREPAR
BERERAERSDH, RE—ER
HEEMNER, —EEFIAAMELER
REIES, HAXGSY “BR" , 6
WRE. ZREGEEERBEISE
BEKNREY, MEEE, RERH
AEMBAMRPHERERTIEE,

ublishers jumped on this
golden bandwagon (&
7) and a number of “how-
to-beat-inflation” books came out,
touting investments in “things” rather
than paper securities. The premise

was that because you and everybody

every common stock. Perhaps only |
a handful of prospective buyers
assess the worth of a particular real
estate property. Hence, individual
pieces of property are not always
appropriately priced. Finally, real
estate returns seem to be higher than
stock returns during periods when
inflation is accelerating, but do less
well during periods of disinflation.
In sum, real estate has proved to be a
good investment providing generous
returns and excellent inflation hedging
(PEE3) characteristics.

else consumed “things”, if you want
to preserve real purchasing power,
you can do so by owning specific
commodities. For example, if you eat
TV dinners and drive Honda Accords,
the way to preserve real purchasing
power is to store away TV dinners
and Hondas. There’s something to
this advice. Indeed, in countries which
have suffered from hyperinflation,
one can often see cars up on blocks
in the backyards of middle-class
neighborhoods, for it is by accumulating
objects of this sort that people hedge

their savings against inflation.



