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Jimmy Wales, founder of Wikipedia, and Jack Bogle, founder of Vanguard, were 
among the distinguished speakers at the 2017 Morningstar Investment Conference in 
Chicago. Both men’s accomplishments have disrupted existing practices in ways that 
have almost uncountable benefits for mankind. As I’ll demonstrate, each of them has 
been responsible for two major disruptions. 
 
Wales set as his objective the dissemination of the “sum of human knowledge” to 
every human being on the planet, free of charge. If someone announced this as their 
goal I would have thought they were crazy, but he has in large part accomplished it, 
and in less than two decades. In a parallel story, Bogle sought to democratize investing 
by enabling everyone with money to invest to participate in the return of the entire 
capital market at the lowest cost possible. By making index funds a dominant force in 
investment management, Bogle has saved investors a trillion dollars in fees.1 
 
JIMMY WALES 

 
 
Jimmy Wales, 50, started out intending to go into academic finance, but dropped out 
of the University of Alabama’s graduate program, before completing his Ph.D., to trade 
options in Chicago. Studying operations research as part of his graduate education, 
Wales learned that “in 1945, one idea in the wind was to send all information to central 
planners who would use operations research techniques to optimize.” Governments 
around the world, including in the U.S., were enamored with this kind of planning, a fad 
that lasted from about 1945 to 1980.2  
                                                         
1 https://www.bloomberg.com/view/articles/2016-08-30/how-much-has-vanguard-saved-investors-try-1-
trillion  

2 A good description of the role of central planning in developed (capitalist) economies from about 1945 
to 1980, and the decline in importance of this approach after 1980, is in Levinson, Marc [2016]. An 
Extraordinary Time: The End of the Postwar Boom and the Return of the Ordinary Economy. New York: 
Basic Books. 
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But, as Wales recounted, the free-market economist Friedrich Hayek argued, in a 1945 
American Economic Review article, that “a market economy is more efficient because 
you push all the decision making out to the end point where the information is.”3 Wales 
took Hayek’s recommendation, having nothing to do with encyclopedias or computers, 
as the starting premise of Wikipedia’s basic design. Readers collectively have more 
knowledge than a committee of encyclopedia writers, not just because there are so 
many more of them, but because they are the end points where the information is. (The 
trick, of course, is to build a system that takes advantage of distributed knowledge 
instead of encouraging a complete free-for-all where the loudest and most ignorant 
speaker rules. I’ll get to that.) 
 
The easiest way to deliver the sum of human knowledge — Wales uses the word “sum” 
to indicate that it’s a summary, not all knowledge — to everyone free of charge would 
have been to buy the Encyclopedia Britannica, digitize it, and make it accessible over 
the Internet. That in itself would have been a profound disruption: readers over a 
certain age can remember encyclopedia salesmen trudging, door to door, to try to get 
families to make a major financial commitment to printed knowledge.4  
 
But Wales did not buy, or organize a group of philanthropists to buy, the Britannica. 
Instead, he started in motion a second and much more disruptive innovation: the open 
sourcing of content. Wikipedia is written by its readers, who monitor and edit each 
other’s work through an elaborate system of version tracking, discussion pages, and 
review by — in the English-language version alone — some 1200 “administrators.” 
(Administrators “assume these responsibilities as volunteers after undergoing 
a community review process. They do not act as employees of the Wikimedia 
Foundation.”5) Who would have thought that this chaotic population of volunteer 
scholar-writers, anonymous in the sense that they’re only known by fictitious user 
names, could merit an endorsement like this one in Time Magazine? 
 

In a study in the journal Nature, researchers chose articles from a wide range of 
topics from both Wikipedia and the knowledge standard-bearer, Encyclopedia 
Britannica. The experts sent those entries to “relevant” field experts for peer 
review. The verdict? The journal found eight serious errors in the articles — four 
from each side. However, they also discovered many more minor factual errors, 
like omissions and misleading statements — 162 in Wikipedia and 123 in 
Britannica. Even though Britannica pointed to those minor errors as proof it’s 
the more reliable source, Wikipedia took the study as somewhat of a victory.6 

 
The test of a disruptive innovation is, of course, the extent to which it’s imitated. The 
Wikipedia “List of Wikis” article lists 87 “notable” web sites that use the wiki model. 
They range from Appropriapedia to ZineWiki.                                                           
3 The quote is Wales’s. See Hayek, Friedrich A. 1945. “The Use of Knowledge in Society.” American 
Economic Review, Vol. 35, No. 4. (September), pp. 519-530, http://www.kysq.org/docs/Hayek_45.pdf.  

4 Britannica has since been digitized and made free of charge, that is, advertising-supported, presumably 
in response to competition from Wikipedia; Wikipedia has no advertising. A pay version of Britannica is ad-
free.) 

5 https://en.wikipedia.org/wiki/Wikipedia:Administrators  

6 Sanburn, Josh. 2011. “Study Finds Wikipedia (Almost) As Accurate as Britannica,” Time (January 13).  
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BANNED IN BEIJING? 
Wales noted that the entirety of Wikipedia is now banned in China. This is not because 
the Chinese government opposes the concept or doesn’t approve of most of the 
content. It’s because they disapprove of a very small number of pages that cover the 
Tienanmen Square massacre of 1989 or are otherwise critical of Chinese policies.  
 
At one time, these pages were banned and the rest of Wikipedia was accessible in 
China, but this could only work if the source code was unencrypted. Because 
Wikipedia’s programmers were displeased with unencrypted code, believing that it 
could easily be hacked or corrupted, the whole site was converted to encrypted code 
and access to Wikipedia became an all-or-nothing proposition. So, in China, it’s 
nothing. The company is working on bringing access back to China. 

 
THE GOOD, THE BAD, AND THE UGLY 
Wikipedia is not perfect. We all have our favorite bad Wikipedia articles; mine is 
“Finance.” I’ve tried to fix it, but I don’t have a year to devote to revert wars, which 
might involve me writing and posting a 20 or 30 page essay and having it deleted 
within hours. Relics of my frustration are visible on the Talk:Finance page. If you’re 
passionate about teaching finance to general audiences, fix it yourself: 
https://en.wikipedia.org/wiki/Finance.  
 
FOR NERDS ONLY 
Wales also described his organization’s pay site, http://www.wikia.com. It consists of 
user-contributed content for fans of movies, television, video games, comics, and (I 
almost couldn’t find this) books. Wales noted with amusement that its users have seen 
fit to produce 20,000 pages on muppets. I guess a lot of people have extra time on 
their hands. 
 
REAL NEWS VS. FAKE NEWS 
Wales also indicated, at the outset, that he would be making a major corporate 
announcement during his presentation. The announcement turned out to be the launch 
of an online newspaper called WikiTribune, which uses paid journalists; seven have 
been hired as of mid-May 2017. In a slam on fake news, WikiTribune’s motto is 
“evidence-based journalism.” A Venn diagram featured on the newspaper’s web site 
places it into context as follows: 
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In other words, the newspaper will be an open-source wiki, like Wikipedia, that can be 
edited by readers; Wales envisions a partnership between the small paid staff of 
journalists and a large reader population, much like the partnership that (without the 
paid staff) makes information on Wikipedia reasonably reliable. WikiTribune will be free 
of charge and advertising-free, and will be supported by voluntary contributions from 
readers.  
 
JACK BOGLE 

 
 
If you’re in the investment business, Jack Bogle has been even more disruptive than 
Jimmy Wales. 
 
Bogle, born in 1929, wrote his undergraduate thesis at Princeton on “The Economic 
Role of the Investment Company.” It was more than a little prescient: 
 

…[Mutual] funds can make no claim to superiority over the market averages, 
which are in a sense investment trusts with fixed portfolios; e.g., the stocks 
composing the particular “average.” They state, rather, that their performance 
must be judged against what the individual could have done at the same cost 
over the same period, with the same objectives as has a given fund. 

 
There, in a 21-year-old college student’s words, you have the essential challenge facing 
all investment managers: the difficulty of beating the market. In addition, Bogle sets 
forth the basic principle underlying performance measurement – holding everything 
equal other than the active management being measured, what could the investor have 
accomplished? For 1951 or any other time, this is cool stuff. Based on his senior paper, 
I would have expected Bogle to become a very successful asset manager — or, 
possibly, a thoughtful and innovative finance professor. 
 
That would have been a huge underestimate. 
 
VANGUARD: DISRUPTING INVESTMENT MANAGEMENT FIRM OWNERSHIP 
Hired at Wellington, the large investment house, after graduating from Princeton, 
Bogle found himself without a job two decades later when he pursued a project that 
was unpopular with his bosses. He decided to set out on his own, founding the 
Vanguard Group of mutual funds along a new business model: Vanguard is owned, not 
by an outside group of entrepreneurs, but by the funds themselves. And the funds are 
owned by the fund shareholders, so they are “mutual” mutual funds. 



 5

What does this mean in practice? Vanguard funds are required to charge only their 
costs, not an additional profit amount, to their fund shareholders. This practice was 
disruptive enough, in 1974, to prompt Jon Lovelace, who then headed the giant 
American Funds organization, to tell Bogle that his work would “destroy” the mutual 
fund industry.7  
 
Not unsurprisingly, it did the opposite, helping to propel the mutual fund industry to 
250-to-1 growth over the next 40 years.8 (He did not do this all by himself, of course, 
and the industry still has many high-cost providers, but Vanguard has become the 
second-largest fund group, with over $3 trillion in assets.) This pattern is typical of 
industries with an inflated cost structure: price cutters are at first regarded as 
destructive, but the industry later makes up many times in volume what it loses in per-
unit fees. 
 
INDEXING: DISRUPTING ACTIVE MANAGEMENT 
If Bogle’s aggressive and contagious price-cutting were all he did, that would have 
been enough to make him one of the handful of people who created the mutual fund 
industry as we know it today. But he was also among the first to champion index funds, 
was the first to develop and distribute them commercially to individual investors, and 
was and still is the most visible advocate of indexing as a winning strategy.  
 
Bogle did not exactly invent the index fund. It was a group effort, involving a team 
catering to the institutional investor clients of Wells Fargo, Bogle at Vanguard, and a 
cadre of professors who regarded index funds as the ideal investment in the light of the 
advances in investment theory surrounding the Nobel Prize winners Harry Markowitz 
and William Sharpe. I am especially inclined to credit Sharpe, because practically every 
business-school student for two generations has encountered Sharpe’s masterwork, the 
Capital Asset Pricing Model, which aligns closely with the philosophy of indexing.9 
 
Exhibit 2 shows the growth of indexed assets since they began to be offered to 
individual investors in the 1970s. They began as a cultlike oddity, then became a trickle 
in the 1980s, a flood toward the turn of the century, and a torrent recently. (Note that 
the left-hand axis in the exhibit, showing dollars under management, is a log scale.) 
There is a natural limit to the amount that can be indexed – and it’s less than 100% of 
total market capitalization, because someone has to analyze securities and set the 
prices – but we are nowhere near that limit. It is reasonable to expect indexing to 
continue to grow, even from today’s very high level, albeit at a slower growth rate. 
 
 
 
 
                                                         
7 Rekenthaler [2017]; see footnote 10. 

8 Because of inflation, real growth in assets has been smaller, about 50-to-1. 

9 Sharpe was a consultant to the Wells Fargo team that was headed by John McQuown. In addition, 
Eugene Fama, another Nobel Prize-winning financial economist, contributed to the development of the 
index fund by advancing the Efficient Market Hypothesis.  
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EXHIBIT 2 
GROWTH OF INDEX FUND ASSETS UNDER MANAGEMENT AND MARKET SHARE,  
1976-2015 
 
 
 
 
 
 
 
 
 
 
 

Reproduced from Bogle, John C., “The Index Mutual Fund: 40 Years of Growth, Change, and Challenge,” 
Financial Analysts Journal, January/February 2016, p. 10. 
 
I’ve deviated from reporting on Bogle’s speech at Morningstar, because his 
extraordinary biography and accomplishments make better copy than his latest views. 
(In summary: if you’re an investor, continue to favor indexing and be wary of current 
high valuations; if you’re an active manager, stick to your knitting, don’t become a 
closet indexer, and keep costs under control.) The content of his speech is well 
described in two recent articles, referenced below.10 
 
THE TWO CONDITIONS FOR USING ACTIVE MANAGERS 
This is too good to pass up: Bogle’s Morningstar speech quoted my work. He said, 

 
So what does the active manager do? Here are some suggestions from 
respected commentators about the business strategies that might help today’s 
active managers to survive. First, Laurence B. Siegel, CFA [Research 
Foundation] director of research: Success will come to active managers “when 
they present convincing evidence, both historically and in the process they 
intend to use in the future, that they have a good chance of beating the 
relevant benchmark after costs.”11 

 
In isolation, my quote is a little lame, but Bogle had many topics to cover so I didn’t 
expect him to explain it thoroughly. Let me try. To justify hiring active managers, an 
investor must meet two separate conditions.12                                                          
10 Rekenthaler, John. 2017. “Jack Bogle: It's easier to serve one master than two” (April 28), 
http://beta.morningstar.com/articles/805237/jack-bogle-its-easier-to-serve-one-master-than-two.html. 
Sjolin, Sara. 2017. “Jack Bogle on how to invest in a time of Trump: 'Be realistic'. MarketWatch (April 27), 
http://www.marketwatch.com/story/jack-bogle-on-how-to-invest-in-a-time-of-trump-be-realistic-2017-04-
13. 

11 Source of the quote: Siegel, Laurence B. 2017. “A Prediction for the Future of Active Management,” 
Advisor Perspectives (January 2). Also circulated as an AJO white paper. (Italics are in the original.) 

12 This concept was developed by Barton Waring and elaborated by Waring and myself. See Waring, M. 
Barton, Duane Whitney, John Pirone, and Charles Castille, 2000, “Optimizing Manager Structure and 
Budgeting Manager Risk,” Journal of Portfolio Management (Spring), Appendix C; and Waring, M. Barton, 
and Laurence B. Siegel, 2003, “The Dimensions of Active Management,” Journal of Portfolio 
Management, Vol. 29, no. 3 (Spring): pp. 35–51. 
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First, he or she must believe that skillful active managers exist, beyond what can be 
explained by chance or random variation — and that these managers’ skills will apply in 
the future, not just in some past measurement period. Second, the investor must 
believe she has the skill to identify those managers, out of a large population that — by 
simple arithmetic — must have no skill on average, because their returns average out 
to those of the market portfolio.  
 
Investors who can say “yes” to both conditions should try to beat the market by 
building portfolios of active managers, or by blending index and active; all others 
should only index. 
 
IS DISRUPTION GOOD? 
All this talk about disruption makes it sound as though it’s an unalloyed good. In fact, 
most people hate disruption of their personal, business, and recreational lives. Change 
always creates winners and losers, and no one knows in advance who the winners will 
be.  
 
When major changes do take place, the losers squeal like stuck pigs, while the winners 
quietly settle into their new roles. The fact that the noise flow is so unbalanced makes it 
appear as though disruption is a terrible idea. But it’s the only way we make progress. 
 
We can thank the Harvard Business School professor Clayton Christensen for reminding 
us of the positive aspects of disruptions such as those brought about by Wales and 
Bogle. While many economists and philosophers have touted the benefits of change — 
I am thinking particularly of Joseph Schumpeter’s description of competition and 
progress as “creative destruction” and John Maynard Keynes’ attribution of economic 
growth to “animal spirits” — it was Christensen who vocally applied these ideas to 
today’s atmosphere of profound technological change. Although Christensen’s classic 
The Innovator’s Dilemma [1997] is a little out of date, it provides a start at 
understanding the current decade, which I believe is the most disruptive one since the 
1920s. 
 
FINALLY… 
Michael Lewis and Larry Fink were also among those who spoke at the Morningstar 
conference. I reviewed Lewis’ most recent book, The Undoing Project, in Advisor 
Perspectives on February 6, 2017.13 I am hoping that Larry Fink will speak on his 
favorite topic, stagnation in productivity growth and how to fix it, at the upcoming CFA 
Institute Research Foundation-sponsored productivity conference, organized by the 
economic journalist and polymath David Adler and scheduled to take place at the 
Museum of American Finance, later this year.  

                                                        
 

13 http://larrysiegel.org/the-bromance-that-turned-economics-upside-down-2/   


