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The classic guide to constructing a solid portfolio―without a financial advisor!“With relatively
little effort, you can design and assemble an investment portfolio that, because of its wide
diversification and minimal expenses, will prove superior to the most professionally managed
accounts. Great intelligence and good luck are not required.”William Bernstein’s commonsense
approach to portfolio construction has served investors well during the past turbulent
decade―and it’s what made The Four Pillars of Investing an instant classic when it was first
published nearly a decade ago.This down-to-earth book lays out in easy-to-understand prose
the four essential topics that every investor must master: the relationship of risk and reward, the
history of the market, the psychology of the investor and the market, and the folly of taking
financial advice from investment salespeople.Bernstein pulls back the curtain to reveal what
really goes on in today’s financial industry as he outlines a simple program for building wealth
while controlling risk. Straightforward in its presentation and generous in its real-life examples,
The Four Pillars of Investing presents a no-nonsense discussion of:The art and science of
mixing different asset classes into an effective blendThe dangers of actively picking stocks, as
opposed to investing in the whole marketBehavioral finance and how state of mind can
adversely affect decision makingReasons the mutual fund and brokerage industries, rather than
your partners, are often your most direct competitorsStrategies for managing all of your
assets―savings, 401(k)s, home equity―as one portfolioInvesting is not a destination. It is a
journey, and along the way are stockbrokers, journalists, and mutual fund companies whose
interests are diametrically opposed to yours.More relevant today than ever, The Four Pillars of
Investing shows you how to determine your own financial direction and assemble an investment
program with the sole goal of building long-term wealth for you and your family.

From the PublisherWilliam J. Bernstein, Ph.D., M.D., is a neurologist and the cofounder of the
investment management firm Efficient Frontier Advisors. He is the author of three finance
books―The Intelligent Asset Allocator, The Four Pillars of Investing, and The Investor’s
Manifesto―and two volumes of economic history, The Birth of Plenty and A Splendid Exchange.
Bernstein is currently working on a history book exploring the effects of access to technology on
human relations and politics.From the Back CoverSince its initial publication, The Four Pillars of
Investing has become a staplefor the independent-minded investor looking to make better-
informedinvestment decisions. Written by noted financial expert and neurologistWilliam
Bernstein, this time-honored investing guide provides the knowledgeand tools for achieving long-
term profitability.Bernstein bridges the four fundamental topics successful investors use to
generateexceptional profits on a consistent basis:The Theory of Investing: “Do not expect high
returnswithout risks.”The History of Investing: “About once every generation,the markets go



barking mad. If you are unprepared,you are sure to fail.”The Psychology of Investing: “Identify the
era’sconventional wisdom and assume that it is wrong.More often than not, it is.”The Business of
Investing: “The stockbroker serviceshis clients in the same way that Bonnie and Clydeserviced
banks.”From the essential soundness of classic portfolio theory through the inherent wisdomof
investing in multiple asset classes, The Four Pillars of Investing providesa distinctive blend of
market history, investing theory, and behavioral finance tohelp you become a successful, self-
sufficient investor.About the AuthorWilliam J. Bernstein, Ph.D., M.D., is a neurologist and the
cofounder of the investment management firm Efficient Frontier Advisors. He is the author of
three finance books―The Intelligent Asset Allocator, The Four Pillars of Investing, and The
Investor’s Manifesto―and two volumes of economic history, The Birth of Plenty and A Splendid
Exchange. Bernstein is currently working on a history book exploring the effects of access to
technology on human relations and politics.Excerpt. © Reprinted by permission. All rights
reserved.The Four Pillars of InvestingLessons for Building a Winning PortfolioBy William J.
BernsteinMcGraw-HillCopyright © 2010 The McGraw-Hill Companies, Inc.All right
reserved.ContentsChapter OneNo Guts, No GloryThere are certain things that cannot be
adequately explained to a virgin either by words or pictures. Nor can any description that I might
offer here even approximate what it feels like to lose a real chunk of money that you used to own.
Fred Schwed, from Where Are the Customers' Yachts?I'm often asked whether the markets
behave rationally. My answer is that it all depends on your time horizon. Turn on CNBC at 9:31
A.M. any weekday morning and you're faced with a lunatic asylum described by the Three
Stooges. But stand back a bit and you'll start to see trends and regular occurrences. When the
market is viewed over decades, its behavior is as predictable as a Lakers- Clippers basketball
game. The one thing that stands out above all else is the relationship between return and risk.
Assets with higher returns invariably carry with them stomach-churning risk, while safe assets
almost always have lower returns. The best way to illustrate the critical relationship between risk
and return is by surveying stock and bond markets through the centuries.The Fairy TaleWhen I
was a child back in the fifties, I treasured my monthly trips to the barbershop. I'd pay my quarter,
jump into the huge chair, and for 15 minutes become an honorary member of adult male society.
Conversation generally revolved around the emanations from the television set: a small
household god dwarfed by its oversized mahogany frame. The fare reflected the innocence of
the era: I Love Lucy, game shows, and, if we were especially lucky, afternoon baseball. But I do
not ever recall hearing one conversation or program that included finance. The stock market,
economy, machinations of the Fed, or even government expenditures did not infiltrate our
barbershop world.Today we live in a sea of financial information, with waves of stock information
constantly bombarding us. On days when the markets are particularly active, our day-to-day
routines are saturated with news stories and personal conversations concerning the whys and
wherefores of security prices. Even on quiet days, it is impossible to escape the ubiquitous stock
ticker scrolling across the bottom of the television screen or commercials featuring British royalty
discoursing knowledgeably about equity ratios.It has become a commonplace that stocks are



the best long-term investment for the average citizen. At one time or another, most of us have
seen a plot of capital wealth looking something like Figure 1-1, demonstrating that $1 invested in
the U.S. stock market in 1790 would have grown to more than $23 million by the year
2000.Unfortunately, for a number of reasons, no person, family, or organization ever obtained
these returns. First, we invest now so that we may spend later. In fact, this is the essence of
investing: the forbearance of immediate spending in exchange for future income. Because of the
mathematics of compound interest, spending even a tiny fraction on a regular basis devastates
final wealth over the long haul. During the last two hundred years, each 1% spent each year
reduces the final amount by a factor of eight. For example, a 1% reduction in return would have
reduced the final amount from $23 million to about $3 million and a 2% reduction to about
$400,000. Few investors have the patience to leave the fruits of their labor untouched. And even
if they did, their spendthrift heirs would likely make fast work of their fortune.But even allowing for
this, Figure 1-1 is still highly deceptive. For starters, it ignores commissions and taxes, which
would have shrunk returns by another percent or two, reducing a potential $23 million fortune to
the above $3 million or $400,000. Even more importantly, it ignores "survivorship bias." This term
refers to the fact that only the best outcomes make it into the history books; those financial
markets that failed do not. It is no accident that investors focus on the immense wealth
generated by the economy and markets of the United States these past two centuries; the
champion—our stock market—is the most easily visible, while less successful assets fade
quickly from view.And yet the global investor in 1790 would have been hard pressed to pick out
the United States as a success story. At its birth, our nation was a financial basket case. And its
history over the next century hardly inspired confidence, with an unstable banking structure,
rampant speculation, and the Civil War. The nineteenth century culminated in the near
bankruptcy of the U.S. Treasury, which was narrowly averted only through the organizational
talents of J.P. Morgan. Worse still, for most of the past 200 years, stocks were inaccessible to the
average person. Before about 1925, it was virtually impossible for even the wealthiest Americans
to purchase shares in an honest and efficient manner.Worst of all, in the year 2002, the good
news about historically high stock returns is out of the bag. For historical reasons, many financial
scholars undertake the serious study of U.S. stock returns with data beginning in 1871. But it's
worth remembering that 1871 was only six years after the end of the Civil War, with industrial
stocks selling at ridiculously low prices—just three to four times their annual earnings. Stocks
today are selling at nearly ten times that valuation, making it unlikely that we will witness a repeat
of the returns seen in the past 130 years.Finally, there is the small matter of risk. Figure 1-1 is
also deceptive because of the manner in which the data are displayed, with an enormous range
of dollar values compressed into its vertical scale. The Great Depression, during which stocks
lost more than 80% of their value, is just barely visible. Likewise, the 1973—1974 bear market,
during which stocks lost more than one-half of their after-inflation value, is seen only as a slight
flattening of the plot. And the October 1987 market crash is not visible at all. All three of these
events drove millions of investors permanently out of the stock market. For a generation after the



1929 crash, the overwhelming majority of the investing public shunned stocks altogether.The
popular conceit of every bull market is that the public has bought into the value of long-term
investing and will never sell their stocks simply because of market fluctuation. And time after
time, the investing public loses heart after the inevitable punishing declines that stock markets
periodically dish out, and the cycle begins anew.With that in mind, we'll plumb the history of
stock and bond returns around the globe for clues regarding how to capture some of their
rewards.Ultimately, this book is about the building of investment portfolios that are both prudent
and efficient. The construction of a house is a valuable metaphor for this process. The very first
thing the wise homebuilder does, before drawing up blueprints, digging a foundation, or ordering
appliances, is learn about the construction materials available.In the case of investing, these
materials are stocks and bonds, and it is impossible to spend too much time studying them. We
will expend a lot of energy on the several-hundred-year sweep of human investing—a topic that
some may initially find tangential to our ultimate goal. Rest assured that our efforts in this area
will be well rewarded. For the better we understand the nature, behavior, and history of our
building materials, the stronger our house will be.The study of financial history is an essential
part of every investor's education. It is not possible to precisely predict the future, but a
knowledge of the past often allows us to identify financial risk in the here and now. Returns are
uncertain. But risks, at least, can be controlled. We tend to think of the stock and bond markets
as relatively recent historical phenomena, but, in fact, there have been credit markets since
human civilization first took root in the Fertile Crescent. And governments have been issuing
bonds for several hundred years. More importantly, after they were issued, these bonds then
fluctuated in price according to economic, political, and military conditions, just as they do
today.Nowhere is historian George Santayana's famous dictum, "Those who cannot remember
the past are condemned to repeat it," more applicable than in finance. Financial history provides
us with invaluable wisdom about the nature of the capital markets and of returns on securities.
Intelligent investors ignore this record at their peril.Risk and Return Throughout the
CenturiesEven before money first appeared in the form of small pellets of silver 5,000 years ago,
there have been credit markets. It is likely that for thousands of years of prehistory, loans of grain
and cattle were made at interest; a bushel or calf lent in winter would be repaid twice over at
harvest time. Such practices are still widespread in primitive societies. (When gold and silver first
appeared as money, they were valued according to head of cattle, not the other way around.)
But the invention of money magnified the prime question that has echoed down through
investment history: How much return should be paid by the borrowers of capital to its lenders?
You may be wondering by now about why we're spending time on the early history of the credit
markets. The reason for their relevance is simple. Two Nobel Prize-winning economists, Franco
Modigliani and Merton Miller, realized more than four decades ago that the aggregate cost of
and return on capital, adjusted for risk, are the same, regardless of whether stocks or bonds are
employed. In other words, had the ancients used stock issuance instead of debt to finance their
businesses, the rate of return to investors would have been the same. So we are looking at a



reasonable portrait of investment return over the millennia.The history of ancient credit markets
is fairly extensive. In fact, much of the earliest historical record from the Fertile Crescent—
Sumeria, Babylon, and Assyria—concerns itself with the loaning of money. Much of
Hammurabi's famous Babylonian Code—the first comprehensive set of laws—dealt with
commercial transactions.A small ancient example will suffice. In Greece, a common business
was that of the "bottomry loan," which was made against a maritime shipment and forfeited if the
vessel sank. A fair amount of data is available on such loans, with rates of 22.5% for a round-trip
voyage to the Bosphorus in peacetime and 30% in wartime. Since it is likely that fewer than 10%
of ships were lost, these were highly profitable in the aggregate, though quite risky on a case-by-
case basis. This is one of the first historical demonstrations of the relationship between risk and
return: The 22.5% rate of interest was high, even for that period, reflecting the uncertainty of
dealing with maritime navigation and trade. Further, the rate increased during wartime to
compensate for the higher risk of cargo loss.Another thing we learn from a brief tour of ancient
finance is that interest rates responded to the stability of the society; in uncertain times, returns
were higher because there was less sense of public trust and of societal permanence. All of the
major ancient civilizations demonstrated a "U-shaped" pattern of interest rates, with high rates
early in their history that slowly fell as the civilizations matured and stabilized, reaching the
lowest point at the height of the civilizations' development and rising again as they decayed. For
example, the apex of the Roman Empire in the first and second century A.D. saw interest rates
as low as 4%.As a general rule, the historical record suggests excellent investment returns in the
ancient world. But this record reflects only those societies that survived and prospered, since
successful societies are much more likely to leave a record. Babylonian, Greek, and Roman
investors did much better than those in the nations they vanquished—the citizens of Judea or
Carthage had far bigger worries than their failing financial portfolios.This is not a trivial issue. At
a very early stage in history we are encountering "survivorship bias"—the fact that only the best
results tend to show up in the history books. In the twentieth century, for example, investors in
the U.S., Canada, Sweden, and Switzerland did handsomely because they went largely
untouched by the military and political disasters that befell most of the rest of the planet.
Investors in tumultuous Germany, Japan, Argentina, and India were not so lucky; they obtained
far smaller rewards.Thus, it is highly misleading to rely on the investment performance of
history's most successful nations and empires as indicative of your own future returns.At first
glance, it might appear that the above list of winners and losers contradicts the relationship
between risk and return. This is an excellent example of "hindsight bias"; in 1913 it was by no
means obvious that the U.S., Canada, Sweden, and Switzerland would have the highest returns,
and that Germany, Japan, Argentina, and India, the lowest. Going back further, in 1650 France
and Spain were the mightiest economic and military powers in Europe, and England an
impoverished upstart torn by civil war.The interest rate bottom of 4% reached in Rome is
particularly relevant to the modern audience. Never before, and perhaps not since, have the
citizens of any nation had the sense of cultural and political permanence experienced in Rome



at its apex. So the 4% return at Rome's height may represent a kind of natural lower limit of
investment returns, experienced only by the most confident (or perhaps overconfident) nations
at the top of their game.The Austrian economist Eugen von Böhm-Bawerk stated that the
cultural and political level of a nation could be discerned by its interest rate: The more advanced
the nation, the lower the loan rate. Economist Richard Sylla notes that a plot of interest rates can
be thought of as a nation's "fever chart," with upward spikes almost always representing a
military, economic, or political crisis, and long, flat stretches signifying extended periods of
stability.As we'll see, the 4% Roman rate of return is about the same as the aggregate return on
capital (when stocks and bonds are considered together) in the U.S. in the twentieth century,
and perhaps even a bit more than the aggregate return expected in the next century. (The 4%
Roman rate was gold-based, so the return was a real, that is, after-inflation, return.)The same
phenomenon was observed in Europe. The primitive and unstable societies of medieval Europe
initially had very high interest rates, which gradually fell as the Dark Ages gave way to the
Renaissance and Enlightenment. To illustrate this point, Figure 1-2 shows European interest
rates from the thirteenth through the eighteenth centuries.One of the most important European
financial inventions was the "annuity," that is, a bond that pays interest forever, without ever
repaying the principal amount. This is different from the modern insurance company annuity, in
which payments cease with the death of the owner. European annuities were usually issued by a
government to pay for war expenses and never expired; instead, they were handed down and
traded among succeeding generations of investors. Newcomers tend to recoil at a loan that
yields only interest with no return of principal, but the annuity provides a very useful way of
thinking about the price of a loan or bond. It's worth spending some time discussing this topic,
because it forms one of the foundations of modern finance.If you have trouble dealing with the
concept of a loan which pays interest forever but never repays its principal, consider the modern
U.S. 30-year Treasury bond, which yields 60 semiannual payments of interest before repaying its
principal. During the past 30 years, inflation has averaged more than 5% per year; over that
period the purchasing power of the original dollar fell to less than 23 cents. (In other words, the
purchasing power of the dollar declined by 77%.) So almost all of the value of the bond is
garnered from interest, not principal. Extend the term of the loan to 100 years, and the inflation-
adjusted value of the ending principal payment is less than one cent on the dollar.The historical
European government annuity is worthy of modern consideration for one compelling reason: its
value is extremely simple to calculate: divide the annual payment by the current (market) interest
rate. For example, consider an annuity that pays $100 each year. At a 5% interest rate, this
annuity has a value of $2,000 ($100/0.05 = $2,000). If you purchased an annuity when interest
rates were 5%, and rates then increased to 10%, the value of your annuity would have fallen by
half, since $100/0.1 = $1,000.(Continues...)Excerpted from The Four Pillars of Investingby
William J. Bernstein Copyright © 2010 by The McGraw-Hill Companies, Inc.. Excerpted by
permission of McGraw-Hill. All rights reserved. No part of this excerpt may be reproduced or
reprinted without permission in writing from the publisher.Excerpts are provided by Dial-A-Book
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O. Halabieh, “Investing 101!. As the title suggests, the author presents within this book four
essential pillars of successful investing. Each section of the book is then dedicated to
investigating and detailing each of these pillars and they are: 1) Theory 2) History 3) Psychology
and 4) Business. The first section on theory, is one which the author calls "the most important
part of the book". In his words it "surveys the awesome body of theory and data relevant to
everyday investing". This section centers itself around the "fundamental characteristic of any
investment is that its return and risk go hand in hand." The second section on History postulates
that "an understanding of financial history provides an additional dimension of expertise." The
third section, Psychology, is one in which the author surveys the area of "behavioral finance".
Where one "learns how to avoid the most common behavioral mistakes and to confront your
own dysfunctional investment behavior." Last but not least the last section - Business - exposes
how "the modern financial services industry is designed solely to serve itself."What sets this
book apart from other investing books is the breadth of areas covered, and also the writing style
which is both "understandable and entertaining". A highly recommended read for any investor
regardless of level.Below are key excerpts from the book, that I found particularly insightful:1)
"The highest returns are obtained by shouldering prudent risk when things look the bleakest."2)
"Most small investors naturally assume that good companies are good stocks, when the
opposite is usually true."3) "Sine you cannot successfully time the market or select individual
stocks, asset allocation should be the major focus of your investment strategy. because it is the
only factor affecting your investment risk and return that you can control."4) "Bubbles occur
whenever investors begin buying stocks simply because they have been going up."5) "Buying
assets that everyone else has been running from takes more fortitude than most investors can
manage. But if you are equal to the task, you will be rewarded."6) "There are really two
behavioral errors operating in the overconfidence playground. The first is the
"compartmentalization" of success and failure. We tend to remember those activities, or areas of
our portfolios, in which we succeeded an forget about those areas where we didn't...The second
is that its far more agreeable to ascribe success to skill than to luck."7) "By indexing, you are
tapping into the most powerful intelligence in the world of finance - the collective wisdom of the
market itself."8) "Rebalancing forces you to be a contrarian - someone who does the opposite of
what everyone else is doing. Financial contrarians tend to be wealthier than folks who like to
simply follow the crowd."9) "Risk and return are inextricably enmeshed. Do not expect high
returns without frightening risks, and if you desire safety, you must accept low returns."10) "This
book should be seen as a framework to which you'll be continuously adding knowledge."11)
"The overarching message of this book is at once powerful and simple: With relatively little effort,
you can design and assemble an investment portfolio that, because of its wide diversification
and minimal expense, will prove superior to most professionally managed accounts."”



ARTHUR F., “If you find investing exciting you are doing it wrong.. Bernstein is a skeptical realist
when it comes to investing: we can never really expect to do fabulously, because in order to do
so one must shoulder extraordinary risk. The first pillar, The Theory of Investing, I found to be
the most useful. Here the author schools us in the relationship between risk and reward of
various types of asset classes. Bonds, and their historical precedents, prestiti, in the Venetian
republic, and consuls, in France, serve to illustrate the considerable risks of holding long-term
debt instruments. The solution is short-term loans, and for the rest of the book this becomes
ingrained in the reader. As nations rise and fall risks, and returns, of holding debt change in the
inverse. The lesson here is don't expect high interest rates in advanced economies. Which
leaves us looking to stocks as the growth drivers of our portfolios.I found the remaining three
pillars, history, psychology, and business of investing to be less useful and covered well
elsewhere. By now everyone has heard the mantra, don't try to beat the market, minimize costs,
buy index funds. Bernstein repeats these recommendations. But one thing is interesting. If, as
the author maintains, conventional wisdom is usually wrong, then should the (current)
conventional wisdom to "buy the market" and index be questioned? I don't have the answer to
that. Also, with stocks, the only safe period is 20 years or more, as the author illustrates. It might
be unrealistic to expect today's late-saving Boomers to make up for lost time with a heavy stock
allocation in their portfolios if they are looking at just a decade or less before retirement.
Curiously, this long time horizon for stocks would seem to counter the author's contention that
only value stocks can be expected to have a higher return. In the short-term, yes, but if we are
investing in stocks for the long term I am not so sure it makes sense to mostly focus on value
stocks.This brings us back to short-term debt instruments and how crucial they can be to
minimizing next egg catastrophe. But they are boring and have very low return. But maybe that
is the point: if you find investing exciting, you are probably doing it wrong. The most important
decision you can make is asset allocation. Bernstein does an excellent job illustrating some
example asset allocations for some fictional investors at different ages. and points in their
careers. This is emphasized so strongly that there are NO individual stock examples, as the
expected long-term returns of different asset classes are what is important in constructing a
portfolio.”

RWM, “A must read for any investor. I have started devoting time to understanding personal
finance and retirement over the past year. I've listened to multiple pod casts and read about six
books on the subject. I avoided this book because it was written in 2002 and obviously, now, out
of date (the 2010 update was a short, and rather useless, post-script). The investment
strategies that I have gravitated to have been simplicity and indexed funds, especially Vanguard.
I have not looked into whether or not this was one of the foundational books which made an
argument for this strategy or not, but no book has been close in quality. Until completing the
book I was honestly skeptical that a good knowledge of theory, history, and understanding of the
financial business was important to me. I see now that I was wrong. Even after reading other



books, I have evaluated investment options completely wrong. I finished the book one day ago,
so I would rather wait a year before making this statement, but presently I feel this is one of the
top 5 most important books I have read. An absolute game changer. I could not suggest more
strongly that you read this book, regardless of how much you buy his advice at the end of the
book, I think the foundational knowledge you receive in the first three quarters is absolute gold.
Regarding the antiquity of the book, its actually irrelevant and surprisingly improves its punch.
The book was written during the dot com meltdown and before the housing bubble. In
retrospect, yet again nothing is new and the solid foundations discussed in the book have held
true. My only criticism is the last section felt very much like 2002 advice and not generalized
enough, which I think can be problematic. It is touched on in his post script, but I think a
complete revision would be more appropriate when describing the book as a new edition.”

Julie, “One of my favorite personal finance books!. I loved this book. Bernstein writes in a
digestible and humourous language that is highly engaging. Great for people who have already
read personal finance books and wants one that goes into more depth with asset allocation.
Bernstein outlines the four pillars necessary to set up an effective investment strategy;
investment theory, history, psychology and the business of investing. I also like how he strongly
warns against the conflicts of interest inherent in the brokerage space, takes a long-term view of
investing and recommends actual indexes across asset classes.He highlights that the most
important thing to decide before investing is your risk tolerance (to avoid shunning stocks forever
after a downturn) and that a low valuation implies higher future returns (and vice versa) as well
as the benefits of being a contrarian investor (rebalance out of asset classes when valuations
are high and putting more money in the market when valuations are low and the economic
outlook dim). He encourages you to continue learning about the history of the markets to give
you a fighting chance of recognizing when asset classes have become absurdly expensive and
risky when they have become too depressed and cheap to pass up. He also provides some
suggested further readings that I’ve added to my reading list.”

N. Weeds, “Another good book from William Bernstein. William Bernstein is usually worth
reading and this is no exception. Whether beginner or expert you'll find a fresh point of view with
interesting and useful observations on investing. My main caveat is that this probably isn't a
book for complete beginners - I think in places Bernstein does assume that the reader already
knows the basics.”

Ebook Library Reader, “Best Book On THe Subject of Investment Ever. Best book on the subject
ever, pithy practical readable and re-readable, a light touch upon the maths, and understandable
by all continues to stand the test of time very well. Warning - read this book young enough and it
can seriously improve your wealth”



Charlie, “Five Stars. Recommended. Buy this tome, rather than the 3-volume series. Good
advice from an investing  sage”

Ebook Library Reader, “Very good book. I thought the book was very useful in laying the
foundations for a novice to investing. I would highly recommend the book to anyone looking to
obtain foundational knowledge of personal investing (I wouldn’t be able to speak as to whether
this is useful for professional investing).”

The book by Amanda Stock has a rating of  5 out of 4.6. 499 people have provided feedback.
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