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Common	sense	on	mutual	funds	review

JOHN	C.	BOGLE	is	the	founder	and	former	Chief	Executive	of	The	Vanguard	Group,	Inc.,	the	world's	largest	no-load	mutual	fund	group,	with	more	than	12	million	shareholders	and	$500	billion	in	assets.	He	has	studied	mutual	funds	in	depth	since	1949,	when	he	began	the	research	for	his	senior	thesis	at	Princeton	University	before	joining	the
industry	in	1951.	In	1998,	he	received	the	Distinguished	Service	Award	of	the	Association	for	Investment	Management	and	Research.	Early	in	1999,	his	alma	mater,	Princeton	University,	presented	him	with	its	coveted	Woodrow	Wilson	Award,	exemplifying	"Princeton	in	the	Nation's	Service."	Later	in	1999,	he	was	identified	as	one	of	America's	four
financial	"giants	of	the	twentieth	century"	by	Fortune	magazine.	Bogle	is	the	author	of	the	bestselling	book,	Bogle	on	Mutual	Funds:	New	Perspectives	for	the	Intelligent	Investor,	as	well	as	numerous	articles	on	investing.	Photo	Courtesy:	yongyuan/Getty	Images	If	you’re	new	to	investing,	don’t	be	too	surprised	if	more	experienced	investors	advise	you
to	stick	to	mutual	funds	until	you	get	a	solid	idea	of	how	the	stock	market	works.	They’re	onto	something	—	mutual	funds	can	be	great	for	beginning	investors	who	don’t	want	to	risk	it	all	on	a	single	stock	or	spend	hours	each	day	researching	and	selecting	companies.	That’s	reassuring,	of	course.	But	before	you	dive	into	this	type	of	investment,	it’s
important	to	learn	all	the	basics,	including	what	mutual	funds	are,	how	they	work	and	how	to	know	if	they’re	right	for	you	based	on	your	investment	goals.	We’ll	delve	into	each	of	these	topics	to	help	give	you	an	idea	of	whether	mutual	fund	investment	is	a	strategy	you	want	to	pursue.	What	Are	Mutual	Funds,	and	How	Do	They	Work?	Photo	Courtesy:
South_agency/Getty	Images	Ever	wished	you	could	earn	money	on	investments	without	having	to	be	too	hands-on	in	managing	them?	Mutual	funds	can	turn	that	wish	into	reality	—	in	a	way.	It	helps	to	think	of	a	mutual	fund	as	one	big	pool	of	money	that	different	investors	all	contribute	money	to.	A	money	manager	then	takes	that	whole	pool	of	money
and	invests	it	in	different	assets,	usually	stocks	and	bonds.	As	the	investments	make	money,	everyone	who	put	money	into	the	pool	profits	proportionally	to	the	amount	of	money	they	each	put	in.		In	other	words,	people	who	put	in	larger	amounts	of	money	get	back	larger	earnings	when	the	investments	in	the	fund	profit.	But	even	those	who	invest
smaller	amounts	still	get	a	piece	of	the	profits	—	just	a	smaller	slice.	Investing	in	a	mutual	fund	is	sort	of	like	investing	in	a	large,	group	portfolio	that’s	assembled	and	managed	by	an	expert.Most	mutual	funds	focus	on	investing	in	portfolios	that	contain	assets	that	revolve	around	a	specific	theme.	For	instance,	one	mutual	fund	may	focus	on	investing
in	the	best	value	stocks	on	the	market.	Another	may	focus	on	building	a	portfolio	of	international	stocks.	Others	still	revolve	exclusively	around	blue-chip	stocks	or	those	that	tend	to	offer	high	dividends.	No	matter	what	type	of	assets	you’re	interested	in	investing	in,	there’s	more	than	likely	a	mutual	fund	out	there	that	focuses	on	it.	A	mutual	fund
keeps	track	of	how	much	each	investor	puts	into	the	fund	by	dividing	the	total	amount	into	shares,	similar	to	stocks.	The	price	of	a	share	reflects	what’s	often	referred	to	as	net	asset	value	(NAV)	per	share,	or	sometimes	NAVPS.	Unlike	stocks,	which	constantly	change	in	price	throughout	the	day,	NAVs	are	only	updated	once	at	the	end	of	each	trading
day.	If	you	want	to	cash	out	your	shares,	you	can	do	so	at	the	current	per-share	price	they	reflect.	Why	Do	People	Invest	in	Mutual	Funds?	Photo	Courtesy:	athima	tongloom/Getty	Images	There	are	several	reasons	why	mutual	funds	have	remained	so	popular	over	time	and	continue	to	be	an	asset	of	choice	for	employer-sponsored	retirement	accounts.
Some	of	these	reasons	include	the	following.DiversificationOne	of	the	first	things	you’ve	probably	heard	as	you’ve	started	to	get	into	investing	is	that	it’s	important	to	diversify	your	portfolio.	But,	diversifying	can	also	get	expensive	if	you	choose	to	buy	each	stock	individually.	Mutual	funds	provide	an	easy	way	around	this,	as	it’s	common	for	an
individual	fund	to	have	holdings	in	over	100	different	companies.	This	makes	for	a	great	way	to	diversify	at	a	relatively	low	cost	and	without	as	much	effort.Increased	AccessSome	mutual	funds	also	offer	access	to	foreign	investments	that	individual	retail	investors	might	not	otherwise	have	the	chance	to	participate	in.	Additionally,	as	an	individual
investor,	you	can	access	opportunities	that	would	otherwise	only	be	available	to	institutional	investors	when	you	buy	into	a	mutual	fund.	The	Expertise	FactorWhile	anyone	can	invest	in	the	stock	market,	some	people	have	a	lot	more	time	to	dedicate	to	managing	their	portfolios	than	others.	If	you	don’t	have	time	to	check	up	on	your	stocks	as	often	as
you	should	or	to	do	enough	research	to	make	sound	investments,	allowing	a	professional	money	manager	to	take	the	helm	can	be	a	smart	way	to	go.	Overall,	the	best	mutual	funds	offer	a	stress-free	way	to	invest,	easy	access	to	your	money	and	the	peace	of	mind	that	comes	with	knowing	it’s	in	professional	hands.	Why	Doesn’t	Everyone	Invest	in
Mutual	Funds?	Photo	Courtesy:	South_agency/Getty	Images	So	far,	mutual	funds	sound	pretty	great	—	so	why	doesn’t	everyone	invest	in	them	instead	of	individual	stocks?	Just	like	anything	else,	mutual	funds	also	come	with	potential	downsides.	Some	of	these	include	the	following:Commissions	and	ExpensesAs	they	say,	few	things	in	life	are	free	—
and	mutual	fund	investments	are	no	exception.	Some	mutual	funds	may	include	fees	associated	with	buying	or	selling	your	shares	and/or	expense	ratios.	An	expense	ratio	is	usually	calculated	as	a	percentage	of	your	investment	per	year,	commonly	anywhere	from	0.25%	to	1.5%.	Make	sure	to	take	a	good	look	at	any	fees	associated	with	a	fund	before
you	invest	so	they	don’t	end	up	cutting	into	your	earnings.	High	MinimumsWhile	there	are	many	great	funds	out	there	with	low	or	no	minimum	investment	requirements,	there	are	others	with	prohibitive	limits.	For	instance,	the	Vanguard	S&P	Mid-Cap	400	Index	Fund	Institutional	Shares	(VSPMX)	may	look	like	a	great	opportunity,	but	getting	in	on	it
will	cost	you	a	minimum	investment	of	$5,000,000.	If	you	ever	run	into	this	kind	of	situation,	you	may	want	to	check	to	see	if	the	fund	is	available	in	ETF	form	instead;	many	often	are.	No	Guarantee	and	Less	ControlAs	with	any	investment,	there’s	no	guarantee	that	the	portfolio	of	the	mutual	fund	you	invest	in	will	increase	in	value.	While	fund
managers	do	their	best	to	pick	assets	that	are	likely	to	generate	returns,	their	choices	are	in	no	way	infallible.	Additionally,	you	don’t	enjoy	the	same	control	as	you	would	if	you	created	your	own	portfolio.	This	is	why	you’ll	want	to	do	plenty	of	research	to	find	a	mutual	fund	that	aligns	with	your	risk	tolerance	and	goals.	How	Do	You	Invest	in	a	Mutual
Fund?	Photo	Courtesy:	wera	Rodsawang/Getty	Images	One	major	perk	of	mutual	funds	is	that	they’re	generally	easy	to	invest	in.	If	you	have	an	employer-sponsored	retirement	fund,	like	a	401(k),	the	odds	are	that	you’re	probably	already	invested	in	a	few.	When	investing	on	your	own,	you	can	purchase	mutual	fund	shares	directly	from	the	fund	itself,
through	an	online	brokerage	or	as	part	of	a	retirement	account.	The	easiest	way	to	invest	these	days	is	quite	possibly	through	an	online	broker,	such	as	Fidelity	Investments,	TD	Ameritrade,	Charles	Schwab	or	E-Trade	Financial.Many	of	these	online	investing	platforms	offer	easy	ways	to	help	narrow	down	your	search,	as	the	sheer	number	of	mutual
funds	that	exist	can	be	a	bit	overwhelming	to	beginning	investors.	You	can	filter	your	search	to	no-	or	low-cost	funds	or	to	those	that	focus	on	your	preferred	risk	level	and	investing	strategy.	Always	make	sure	that	you	look	over	each	mutual	fund’s	breakdown	information	to	get	a	clear	idea	of	its	performance,	the	top	holdings	in	its	portfolio	and	other
vital	information	like	miminums.	MORE	FROM	ASKMONEY.COM	"...provides	good	basics	on	how	to	think	about	mutual	fund	investing..."	(Wall	Street	Journal,	August	7,	2006)	"...A	solid	advisor	in	the	world	of	charlatans,	false	prophets	and	hysterics	and	can	be	recommended	to	everyone."	(Financial	Times	(Germany),	27th	February	2001)	NATIONAL
BESTSELLER!"Cogent,	honest,	and	hard-hitting-a	must	read	for	every	investor."	-Warren	E.	BuffettPraise	for	Common	Sense	on	Mutual	Funds"Invoking	both	Thomas	Paine	and	Benjamin	Graham,	Jack	Bogle	outlines	a	supremely	logical	plan	not	only	to	better	investors'	returns,	but	to	improve	the	whole	fund	industry.	This	isn't	just	the	best	book	yet	by
Bogle,	it	may	well	be	the	best	book	ever	on	mutual	funds."	-DON	PHILLIPS,	President	&	CEO,	Morningstar,	Inc."Buffett	cannot	teach	you	or	me	how	to	become	a	Warren	Buffett.	Bogle's	reasoned	precepts	can	enable	a	few	million	of	us	savers	to	become	in	twenty	years	the	envy	of	our	suburban	neighbors-while	at	the	same	time	we	have	slept	well	in
these	eventful	times."-PAUL	A.	SAMUELSON,	Massachusetts	Institute	of	Technology	Department	of	Economics"After	a	lifetime	of	picking	stocks,	I	have	to	admit	that	Bogle's	arguments	in	favor	of	the	index	fund	have	me	thinking	of	joining	him	rather	than	trying	to	beat	him.	Bogle's	wisdom	and	his	commonsense	way	of	explaining	things	make	this
book	indispensable	reading	for	anyone	trying	to	figure	out	how	to	invest	in	this	crazy	stock	market."-JAMES	J.	CRAMER,	Money	Manager	and	Senior	Columnist	for	TheStreet.com"Written	in	his	characteristic	forthright	and	visionary	style,	Bogle	penetrates	the	myths	and	jargon	to	shed	a	powerful	light	on	the	central	issues	that	confront	every	investor,
no	matter	what	their	level	of	experience	or	sophistication."	-MARTIN	L.	LEIBOWITZ,	Vice	Chairman	and	Chief	Investment	Officer,	TIAA-CREF"Jack	Bogle	is	one	of	the	great	pioneer/visionaries	of	the	investment	business.	In	this	book,	he	shares	his	knowledge,	experience,	and	judgment	to	enable	us	to	become	better	investors.	The	final	philosophical
chapters	provide	insights	that	may	help	some	of	us	become	better	people."	-BYRON	R.	WIEN,	Chief	U.S.	Investment	Strategist	Morgan	Stanley	Dean	Witter	JOHN	C.	BOGLE	is	the	founder	and	former	Chief	Executive	of	The	Vanguard	Group,	Inc.,	the	world's	largest	no-load	mutual	fund	group,	with	more	than	12	million	shareholders	and	$500	billion	in
assets.	He	has	studied	mutual	funds	in	depth	since	1949,	when	he	began	the	research	for	his	senior	thesis	at	Princeton	University	before	joining	the	industry	in	1951.	In	1998,	he	received	the	Distinguished	Service	Award	of	the	Association	for	Investment	Management	and	Research.	Early	in	1999,	his	alma	mater,	Princeton	University,	presented	him
with	its	coveted	Woodrow	Wilson	Award,	exemplifying	"Princeton	in	the	Nation's	Service."	Later	in	1999,	he	was	identified	as	one	of	America's	four	financial	"giants	of	the	twentieth	century"	by	Fortune	magazine.	Bogle	is	the	author	of	the	bestselling	book,	Bogle	on	Mutual	Funds:	New	Perspectives	for	the	Intelligent	Investor,	as	well	as	numerous
articles	on	investing.
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