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Benjamin Grossbaum was born in London, England, in 1894, toward the end of the reign of Queen Victoria. Grossbaum was his legal surname until his family “Americanized” it to Graham roughly twenty-three years later (for the sake of clarity and consistency, our subject will generally be referred to as Graham throughout the book). His father, Isaac, was born in Britain and was proud of his British upbringing (a pride that, apparently, was never diminished by the family's subsequent emigration to the United States) while his mother, Dora, originated from Poland. Isaac Grossbaum, along with his five brothers and his father, Bernard, owned and operated a business that imported china, bric-a-brac, and related merchandise from Austria and Germany to the United Kingdom. The Grossbaums were able and industrious merchants, Isaac being especially gifted in this regard. The Grossbaum family was also strictly orthodox in its practice of the Jewish faith.

Isaac was one of eleven children. Among the devoutly religious (Jewish or otherwise), such large families were (and are) not unusual. What was somewhat unusual, even in an orthodox context, was the extent of discipline that Isaac's father imposed upon his children. Because he was so fearful of any “ungodly” influence, he enforced a draconian code of conduct upon his household so severe as to prohibit such “sinful debauchery” as whistling! According to his memoirs, Graham recalls his paternal grandfather, nicknamed “Old Grossbaum,” in fairly stark terms: “A man with a square, expansive, grey-black beard, a skull cap, a severe expression, and a fanatical gleam in his eyes.”1 However, considering that Benjamin grew up in a home where he was exposed to French lessons and other secular/non-Jewish activities, it seems that, while officially orthodox (at least while Isaac was still alive), the family Graham was born into was somewhat less pious than that of Bernard Grossbaum.

Moreover, despite being a young and presumably fertile couple, Isaac and Dora had quite a number of childless years between Benjamin's birth and Isaac's death. Such a gap is rare among the most pious practitioners of Orthodox Judaism. As Graham writes in his memoirs, “Out of delicacy or a lack of the inquisitive sense, I never asked mother how it came about that there were none after me.”2 Regarding Benjamin's mother, Dora, her family was also comprised of highly devout Orthodox Jews. This family was known as the Gesundheits. Graham recalls his maternal grandfather as a “stout, jovial man with a white beard,”3 and Grandmother Gesundheit as a “stout, emotional, and domineering lady.”4

Of course, the hilarity of the Gesundheit name did not go unnoticed, and there were many who couldn't quite hold in their laughter after verifying that the Gesundheits were not kidding and it really was their family name. As Graham recounted several decades later in his memoirs, Gesundheit “was a name which was the cause of much amusement for others and embarrassment to us.”5 Not surprisingly, circumstance and common sense intervened to ensure that the name would not last long in the New World. Graham's cousins, who immigrated to America, would eventually change their surname from Gesundheit to Gerard (“for the children's sake,” as one of the surviving Gerards recounted to me). However, behind the amusing name was an intellectual lineage that was anything but laughable.

Graham's maternal great-grandfather was a celebrated religious scholar in nineteenth-century Poland and even served as chief rabbi of Warsaw for several years. At the time, that was among the most prestigious positions anywhere for an observant Jew. One had to be extremely learned in many different areas to become a chief rabbi of any Jewish community, let alone what was, by a significant margin, the largest Jewish community in the world at that time (comprising somewhere between 30 and 40 percent of the Polish capital's total population).6 Indeed, from a nineteenth-century Jewish perspective, such a position was almost comparable to the papacy for Polish (and other) Catholics of that era. So it would be difficult to understate the stature of such an honored post and the level of both respect and trust that the world's largest Jewish community must have had for Graham's great-grandfather.

Not surprisingly, there is an entry for Graham's maternal grandfather, Jacob Ben Isaac Gesundheit (1815–1878) in the Jewish Encyclopedia. Despite the fact that he died long before Graham was born, the entry for Mr. Gesundheit reveals three remarkable parallels between the two men: Jacob was a noted scholar in his field (Jewish law and religion) and wrote a number of works that were “very highly esteemed by Talmudical scholars of eastern Europe.”7 Apparently, he was also an enthusiastic teacher, having led a yeshiva (a Jewish seminary) in Warsaw for forty-two years. Last, although he was a devoted religious scholar (and, one presumes, an observant Jew), as chief rabbi, he apparently held views on some religious matters that were considered to be excessively liberal by some of the more pious members of his community. This created a stir that ultimately led to his loss of that prestigious post.

Revealing another, almost eerie, similarity to his great-grandson Benjamin, whose memoirs remained both unpublished and incomplete when he died, the Jewish Encyclopedia entry notes that Jacob “left several works in manuscript.”8 As will be elaborated in subsequent chapters, Graham, like Jacob Gesundheit, also became known for highly esteemed scholarly written works and many years of teaching in his field of investment finance (thirty-seven years, to be precise). And, of course, he used both the typewriter and the classroom lectern to communicate an investment philosophy that, relative to the accepted “wisdom” of Wall Street at the time, was entirely unconventional. So it seems that thinking outside of the mainstream and being willing to espouse unorthodox views had some relatively recent precedent in the Gesundheit branch of Graham's family tree.

Rhoda Sarnat, the daughter of Maurice Gesundheit/Gerard (Rhoda Gesundheit's brother), had extensive contact with Graham throughout much of his life. I interviewed her and her late husband, Dr. Bernard Sarnat (who, prior to his retirement, was a plastic surgeon of some renown), just a few months prior to the latter's passing. Having studied the family tree in some detail, both of them expressed to me that they saw a link between the Gesundheits’ intellectualism and Graham's exemplary success in a highly analytical field. In a recent biography of Dr. Sarnat, the illustrious genealogy of the doctor's wife is highlighted to a considerable extent. While the author concludes that, of the Gesundheit progeny, “the most famous of all was Benjamin Graham,”9 he certainly is not the only great intellect in that gene pool.

In fact, Rhoda's own father (and Dora Grossbaum/Graham's brother), Maurice Gesundheit, was a respected intellectual in his own right. Curiously, after several years of rabbinical studies convinced him that he was actually an agnostic, Maurice abandoned religious studies for mathematics. In turn, he became a professor in this field at the University of Manchester. Later, upon leaving the United Kingdom for America, Maurice became, as Graham recalled in his memoirs, “quite a success as one of the earliest of the ‘systematizers’ or ‘efficiency engineers.’”10 To one degree or another, this intellectualism is evident in many of Maurice Gesundheit/Gerard's children, most of whom have excelled in medicine and various other academic disciplines. Perhaps the most significant among these is Ralph Waldo Gerard. A son from Maurice's first marriage (and Rhoda Sarnat's half-bother), Ralph earned his doctorate in neurophysiology, and his research won him two Nobel Prize nominations (but no awards).

During Ralph's lifetime, the late scholar wrote or cowrote over five hundred scientific papers and nine books that pertained to heady topics and carried such titles as “Biological and Cultural Evolution: Some Analogies and Explorations”11 (a paper published in Behavioral Science) and “The Effect of Frequency of Simulations on the Heat Production of the Nerve”12 (a paper published in the Journal of Physiology). Of the descendants of the great chief rabbi of Warsaw, Ralph Gerard was a close runner-up to his first cousin Benjamin Graham. Aside from sheer volume and complexity, Gerard's output is comparable to Graham's in its originality and its tendency to draw enlightening parallels between seemingly distinct disciplines. (Despite—or, perhaps, due to—their similarly impressive intellects, the two cousins never got along very well). Another notable Gesundheit was Rita Auerbach, Dora's first cousin and, according to the Sarnats, one of the first women elected to the British parliament. While it's unclear that this political accomplishment is an indication of great intellect, it certainly reflects a willingness to flout convention.

The extent to which heredity shapes the course of one's life lies at the heart of the “nature versus nurture” conundrum, a still-unresolved (and potentially unresolvable) controversy that is outside the scope of our discussion. However, the pronounced expression of intellectualism and original thought among numerous members of the Gesundheit family line is certainly worthy of exploration in a work highlighting Graham's intellect. Such a lineage is clearly a plausible explanatory factor behind the uncanny brilliance that has become the defining characteristic of Graham's life and legacy. As for the Grossbaums, while considerably less intellectual, the business acumen of Bernard and Isaac also found some expression in “Benny,” as his parents would call him. Considering that he established the first of three successful investment enterprises of his own before turning thirty, Graham had some talent in this regard as well. Moreover, his career as a manager and comanager of these enterprises proved that Graham was able to interact both profitably and fairly with clients, employees, and partners alike.

Grossbaum & Sons, as the family's kitchenware/ornament import business was known, saw great opportunity for expansion in America. So, only one year after the birth of Isaac and Dora's third (and final) child, Benjamin, it was decided that Isaac's family would take that fabled nautical journey from Europe to Ellis Island. However, unlike many of the European immigrants of that period (particularly Jewish immigrants, almost all of whom were emigrating from eastern and, to a lesser extent, central Europe, as opposed to the generally more tolerant and prosperous United Kingdom), it seems that the Grossbaums probably intended to return to their point of origin. After all, Isaac held both a deep affection for Britain and an almost umbilical attachment to his family in London, particularly his father, Bernard. As such, the prospect of relocating permanently in a distant (albeit English-speaking) foreign land and leaving his father and brothers behind in Britain did not appeal to him.

Little is known of Dora's feelings about leaving London. Considering that she had already relocated once before (from her native Poland) and that her family roots were elsewhere, it is probable that the move was less wrenching for her. As for their three children, the eldest, Victor, was only three years of age; Leon was two; and “little Benny” was only one. At such a young age, it is unlikely that any of them carried any strong feelings (let alone influence) regarding such a transition. So, despite Isaac's attachments, with the booming turn-of-the-century US economy making headlines across the pond, it was deemed essential for Grossbaum & Sons to establish some sort of presence in America. It is likely that the Grossbaums intended to return to London once that was in place. It is telling that, for the first four years in which Isaac governed his household (as was the norm during that era) in the United States, the Grossbaums rented part of a private home. Despite possessing ample means to rent or purchase a home of his own, it took several years of living in the United States before Isaac relented and established an independent home for his family.

In 1895, with both hope and a measure of sadness, Isaac and his family boarded a ship from London for New York City. Aside from their somewhat unusual point of origin (for that particular epoch of US immigration), the Grossbaums differed from the masses of mainly southern European and eastern European immigrants of the Ellis Island era in two other important respects: they brought a significant sum of money with them to establish the American branch of Grossbaum & Sons and, unlike the great majority of immigrants from the Ellis Island era, they already spoke English. Their relative wealth, coupled with a mastery of the native language, endowed the Grossbaums with a considerable dual advantage in adapting to American life as first-generation immigrants. To illustrate, unlike the fourth-class passengers on the ship (who, most likely, originated from points east and/or south of Britain), the Grossbaums, as second-class passengers and British-accented English speakers, were not even asked for papers by Ellis Island immigration officials! Indeed, for several years, it seemed that the Grossbaums’ cultural and monetary advantages (along with Isaac's tireless work ethic) would ensure a smooth ascent up the golden ladder of the New World.

Instead of the neglected tenement slums endured by most Jewish immigrants of the Ellis Island heyday, the Grossbaums’ first (rented) home in New York was just off Park Avenue! While the house was shared with their landlord, it's safe to presume that such an address carried both prestige and considerable expense. Aside from the Park Avenue home, Graham's recollections of his early childhood make reference to all manifestations of ragtime-era affluence: vacations in trendy summer resorts; trips to Hot Springs, Virginia; at least one extended stay in Europe; governesses; regular trips to fashionable boutiques and fine food stores; gold watches; the latest phonographs and recordings; cooks, maids, and even “servants’ quarters.”13 Moreover, from both a personal and a familial perspective, it was an idyllic time. Graham recalls children's locomotive trains in Central Park, typical troublemaking from the growing Grossbaum boys (of which Graham, being the youngest and least mischievous, was the most reluctant participant), and what seems to have been a fairly harmonious union between Isaac and Dora.

So, while many immigrants of the era were suffering from the dangerous and unsanitary conditions observed in the 1890 classic How the Other Half Lives,14 it seems that the Grossbaums were living in a parallel universe of luxury, prestige, and even glamour. Moreover, despite being Jewish at a time when open anti-Semitism was fairly common, the Grossbaums not only succeeded financially, but they even gained some exposure to American “high society.” Perhaps the most notable illustration of such exposure in Graham's own life is the friendship that he, as a five-year-old, developed with a young child of the Swift family (meat-industry moguls) during his family's stay in Hot Springs. Within a year of that trip, the Grossbaums took up residence in a private brownstone house on Fifth Avenue. This move was a definitive indication that not only had Isaac made the American branch of Grossbaum & Sons a great success but also that he did not anticipate a permanent return to Britain for the foreseeable future.

Perhaps that is why Isaac, now reconciled to staying in America, took the family to England the following summer to spend the whole season with his family and those members of Dora's who lived in England as well. So, Isaac, Dora, Leon, and seven-year-old Benjamin set sail for London. (Graham's eldest brother, Victor, had become such a prankster and rebel by then that, instead of traveling to Europe, he was sent to a disciplinary summer camp in Pennsylvania!) The family enjoyed a pleasant extended vacation in London and Brighton (where Dora's parents lived). According to Graham, the British operations of Grossbaum & Sons had been suffering badly just as Isaac's American branch had been thriving. Consequently, Isaac had become the primary breadwinner for his father, his ten siblings, some of Dora's family, and, undoubtedly, a much larger contingent of nephews and nieces. So it is probable that there was a heightened element of reverence and gratitude for the family among their British hosts.

Graham's father had had several health problems in the preceding years, and it is almost certain that his constant work on behalf of Grossbaum & Sons, successful as it was, took a heavy toll on his health. Isaac had been working and traveling (developing distribution throughout the United States) so intensively that, despite being nine years old when his father died, an adult Graham wrote that “of my father I remember very little indeed.”15 Such an exhausting schedule, coupled with the mental stress of being responsible for an enormous extended family, probably left him both physically and emotionally drained. Certainly, Isaac's inhuman working schedule left him vulnerable to illness at an unusually young age. Shortly after summering in Britain, Isaac's father, with whom Graham's father was particularly close, died of pneumonia at the fairly early age (even by 1903 standards) of fifty-six. Graham would learn later that this unexpected passing was at least partly due to emotional shock. It seems that his grandfather had dealings with an assistant who not only proved to be a thief but also threatened Bernard's life at gunpoint when he was discovered.16

Tragically, the news of “Old Man Grossbaum's” untimely death was a severe emotional shock of its own for Isaac. Like Graham's grandfather, Graham's father proved ill-equipped to withstand a great emotional shock. Indeed, his already-fragile health left him precariously vulnerable to the effects of such a devastating and entirely unexpected loss. Prior to his father's death, Isaac had been diagnosed with a “mysterious ailment” but, soon after the emotional shock, Graham's father was diagnosed with full-blown pancreatic cancer. Graham recalls the moment that his father became aware of Bernard's passing:

The news came suddenly in a cablegram. I remember my father reading it and straightaway bursting into a loud lament. Even clearer is the picture of him sitting in a low chair, with slippered feet on a footstool, and wearing an old suit with the sleeves willfully slashed and buttons torn off. This was part of the Orthodox custom called “sitting shiva”—an elaborate ritual of mourning for a departed parent.17

Shortly thereafter, Isaac's health deteriorated dramatically, and he was promptly hospitalized. Like his recently departed father, with his immunity (probably) reeling from deep emotional shock, Isaac succumbed to a disease that feeds upon a weak immune system. However, unlike Bernard Grossbaum, Graham's thirty-five-year-old father was still a relatively young man. Initiating a tragic series of events for the Grossbaum family, in February 1903, Victor, Leon, and Benjamin were summoned to the hospital, where their grievously ill father proceeded to bless his three bewildered boys. Subsequently, they were escorted quickly from his hospital bed to wait for their mother at home. Eventually, a teary-eyed Dora opened the door and, as Graham recalls,

at the sight of our scared faces, she cried out, “My poor, poor boys. You are all orphans.” I suppose we started to cry, too, for even I was not too young to understand that from that moment on everything would be different, unhappily different.18

With both a steadiness and a rapidity that must have been alarming, the fatherless Grossbaum family proceeded to lose, quite literally, everything: Graham recalls how the mounting financial challenges during this distressing period “carried us down into evermore straitened circumstances, and continuing for several more years in a struggle to keep from falling still lower.”19 Three of Isaac's brothers (all of whom had been working at Grossbaum & Sons in some capacity) endeavored but ultimately failed to sustain the business. Then, the reins were passed to Dora's brother Maurice who, despite his well-respected intellect, proved similarly ill-suited to running such a business. With characteristic perceptiveness, Graham observed that his uncle had “neither the engaging salesmanship nor the day-to-day resourcefulness that had been the foundation of Father's achievements.”20

Tragically, in the absence of capable management, the same business that had sustained a large transatlantic extended family for nearly a decade collapsed with remarkable speed. As Graham recalled in his memoirs, “By the end of a year or so the business had lost so much money that the remaining stock (inventory) was sold for what it would bring, and the business given up completely.”21 Meanwhile, in order to keep her family afloat, Dora proceeded to sell the expensive furniture, jewelry, and other tangible assets that the family had acquired in more prosperous times. Within a few years, these assets, along with the money from their sale, had vanished. Graham described the first three years after his father's death (1903 to 1906) as “the years that formed my character.”22 However, that's not to suggest that Graham was some kind of pampered child gone astray before adversity struck his family.

In fact, despite the great success of his father's business, Graham was never “spoiled” in the usual sense. On the contrary, his parents were avid disciplinarians and, long before Isaac's passing, Graham had already proven to be an excellent student and an obedient child. However, thus far, he had only seen the world from the perch of success and plenty. Isaac's tragically premature death would introduce the stigma of failure and the pain of poverty into his family as formative life experiences, the memories of which would remain with Graham vividly and permanently. Indeed, the lessons that he drew from these experiences are evident from the conservatism that underlies Graham's celebrated investment philosophy. More immediately, the general state of need that afflicted his family was certainly a motivating factor in Graham's continued academic and, later, professional success.

Perhaps the most direct example of the impact of this adversity on the young boy's life is the fact that, within a few months of his father's death, a nine-year-old Graham was on the streets of New York selling the Saturday Evening Post. While Isaac was still alive, “Benny” was expected to attain academic excellence. Afterward, he was still expected to perform well at school (in fact, the academic pressure intensified as the scholastic success of the Grossbaum boys was seen by their mother as the family's ultimate exit route from poverty) while taking on as much part-time and seasonal work as possible. From selling magazines to tutoring his fellow students in math and working at a dairy farm, a theater, and a telephone-assembly operation, such work remained an integral element of his life from age nine all the way through high school and college. In fact, even as a young professional on Wall Street, he would often moonlight at various other jobs (e.g., tutoring children of high-ranking US military officers in various subjects) to bring in some additional income.

So, although his investment education came relatively late (as least compared to Warren Buffett, who began reading investment books at the tender age of eight), Graham certainly knew the value of a dollar from a very early age. Having earned most of his first dollars from (mostly physical and) strenuous labor, Graham became permanently averse to excessive financial risk. For many on Wall Street, money was (and is) almost an abstraction—a score-keeping system with which to see who's “on top.” Graham's experience of money was much more visceral. It was the very real and tangible force that had elevated then decimated his family's position, and it was also the means of survival for which he had labored since he was a student in the fourth grade. There was another character-building activity assigned to Graham at this time, which, like working, exerted a lasting influence on his views of money and, eventually, investments.

With his family's hired help gone, the three boys were now assigned various household chores. While brothers Leon and Victor dried the dishes, made the beds, and helped with other cleaning, “Benny” was assigned most of the shopping. Reflecting on that time of poverty several decades later, Graham marvels that “somehow or other we managed to get the things we needed.”23 When trying to determine how they were able to do that with a substandard income, he reveals that “as a matter of course we bought only bargains.”24 Graham and some of his relatives and friends enjoyed playing tennis. So, as an example of this bargain hunting, he recalls purchasing “used” tennis balls from the Manhattan Tennis Club at the heavily discounted price of three for twenty-five cents. As Graham recalls, these allegedly ruined items proved to be “quite good,”25 and they “lasted a long time.”26

As for Graham's mother, to her credit, she adopted a more modest lifestyle than she had grown accustomed to and, although her discomfort and embarrassment were evident, she never complained about the family's reversal of fortune. Although Graham took note of her missteps during this time (e.g., secretly baking then hiding a batch of relatively expensive butter-rich cookies for her personal consumption), overall, he was greatly impressed by his mother's selflessness and determined resilience during those difficult years. When Isaac was still around, Dora enjoyed all manner of luxury. Revealingly, she once identified herself, albeit partly in jest, as “die Erbsenprinzessin,”27 German for the fabled “Princess of the Pea,” who demonstrated that she was a bona fide princess by sensing a pea that was hidden beneath her mattress (the Gesundheit family in which she was raised spoke German fairly well). Yet, when tragedy struck, Dora proved willing to put away such fanciful notions and apply herself to whatever needed to be done, including the most menial work. Her boys were astonished by the transformation:

But after the loss of her husband she seemed overnight to develop an unsuspected toughness, resiliency, and resourcefulness. She did whatever she had to do—even to scrubbing the kitchen floor, for her the ultimate trial of Job.28

Perhaps her most courageous act during this time was refusing the marriage offer of a generous middle-aged man while her family was in the midst of ongoing financial turmoil. Surely such a marriage would have been the quickest route back to solvency, and she would never have had to struggle for her family again. However, after being taken to dinner and the theater and being pampered with expensive chocolates, she still could not bring herself to accept the offer because, as Graham recalls, “without love she would never remarry, regardless of the advantages.”29 (Apparently, she never did find love again for, despite multiple marriage offers, she remained single for the rest of her life.) In fact, she did all that she could to keep the family independent of all forms of external assistance. Nonetheless, subsequent events would prove that, despite her drive, she possessed neither the skill nor the judgment to deliver on her good intentions.


Sometime after the demise of Grossbaum & Sons, Graham's mother decided to convert their home, a smaller and more utilitarian house (they had long since moved away from their Fifth Avenue address), into a boardinghouse. After all, it seemed like a fairly straightforward business and a certain way to bring in additional income. Unfortunately, the boardinghouse failed to generate the expected revenue and, within two years, this venture was abandoned as well. When it was, the Grossbaums had lost their only source of income and had spent most of their savings trying to sustain a failing business. Consequently, they were forced to auction off their home and most of their possessions. It is clear that this loss and the manner in which it occurred was a deeply humiliating experience that Graham (and, most likely, the other three members of his family) took personally. Writing over six decades later, Graham recalls the “shame at our disgrace of our being sold out publicly under the [auctioneer's] hammer.”30

While this may have been the Grossbaums’ most embarrassing setback, it proved not to be the last. Following the boardinghouse debacle, Dora's most notable attempt at improving her family's lot proved to be a fateful one for both her and her youngest son. Desperate for some way of leveraging her few remaining resources for profit, Graham's mother opened a margin account to “invest” (or, according to the criteria Graham would later establish, speculate) in the stock market, specifically on US Steel. Her knowledge of the market was limited and her experience with it even more so. These factors coupled with the fact that she had the misfortune of investing just a couple of months prior to the Banking Panic of 1907 (which was not dissimilar to the more recent “Banking Panic” of 2008). The panic wiped out the market, including much of her investment, and her bank's subsequent closure liquidated what little remained in her account.

This incident, unfortunate as it was, marked Graham's introduction to “Mr. Market.” Prior to the panic, the young, devoted son would check the financial pages of the daily paper to track the stock value of US Steel. Of course, at that point, Graham had no knowledge of securities, but he “knew enough to be glad when the price was up and sorry when it was down.”31 His mother's market misadventures were his first indication that investing “on a whim” involved great financial risk. However, beyond that, once Dora's margin account had evaporated, so did Graham's interest in the market. For a number of years still, the market would retreat to the relevance of background noise, which it had always been for Graham. That is, until circumstances would bring it to the foreground for the whole of his professional career. As Graham writes:

Little did I or anyone else suspect that many years later the financial pages were to become an open book to me and that the dreamy, impractical, ink-stained Benny G. would become a figure on Wall Street.32

What was clear back then was that Dora Grossbaum was unable to provide for her family. So, on two occasions, despite the acute embarrassment and discomfort that it caused her, she put her pride aside and moved the family in with her brother Maurice: “Mother was happy to have her boys living with her, but she had a deep dislike of living with anyone else.”33 It seems that, for her, having to rely on her sometimes-harsh and temperamental brother for her own children's welfare was particularly irksome. Graham recalls stormy arguments between Dora and Maurice that became so heated that the two Polish-born siblings would switch from English to Polish at a certain point. That way, the children wouldn't understand the offensive words they were yelling at each other.

There were other irritants at work in the merged Gesundheit-Grossbaum household: From Dr. Sarnat's recollections of conversations with his late father-in-law, he recalled that while Maurice got along well enough with Benjamin and Leon (both fairly quiet and studious), the more mischievous Victor set off his temper fairly often. However, it seems that all the Grossbaum boys viewed Uncle Maurice as a brilliant but somewhat tyrannical figure (Maurice's relationship with Graham would take on both professional and financial dimensions in subsequent decades). Meanwhile, from his recollections of conversations with Graham, Dr. Sarnat told me that Graham never got along well with Maurice's son Fred (the same Fred Gesundheit/Gerard who would go on to become a Nobel-nominated neurophysiologist): “Fred's personality was difficult and Ben described him as a ‘spoiled brat.’ I imagine that he was giving Ben a hard time.”34

In this way and others, Graham was certainly inconvenienced by his family's misfortunes and, in some instances (such as the home auction), personally embarrassed. However, most of his discomfort resulted from the strain of increasingly dire and humiliating circumstances on his mother. For some time, Dora and her sons were living on $75 a month (less than $1,800 in today's money [i.e., an annual income of less than $22,000], well below the poverty line for a family of four) after once having lived in a large house with a full-time cook, a maid, and a governess. While he certainly did not like this dramatic reversal of fortune, it seems that Graham, fully occupied with school, work, friends, and all manner of books, was able to get along fairly well without the old luxuries. However, being very close to his mother, he was pained to see her struggling valiantly but desperately to provide for her family. This pain became the catalyst for much of Graham's future success.

The famed author, investor, and public servant John Train characterized this dynamic aptly in his 1980 classic The Money Masters:

The family was greatly reduced in circumstances. His mother never adjusted to the change, and her anxieties undoubtedly contributed to Ben's subsequent preoccupation with achieving financial security.35

Meanwhile, Graham's mother recognized fairly early on that, due to advantages of both character and intellect, her “Benny” was her best hope for reclaiming the family's former stature. According to Graham's memoirs, his mother's hopes for his future were evident, and there can be little doubt that they made an indelible impression upon his psyche. When recalling one of his first youthful inventions (Graham would go on to produce a number of innovations that were entirely unrelated to investing), Graham indicated that he had high hopes for his improved apartment visitor bell ringer: “The impractical dreamer of the family was going to restore its fortunes, nay, raise it to new heights of affluence.”36 This he would do, albeit with an entirely different set of “inventions.” (Once his ringer contraption malfunctioned, it caused all manner of mayhem for visitors and great annoyance for his mother, who forced her heartbroken son to dismantle it!)

Writing as an accomplished and financially secure retiree in his Beverly Hills home, Graham's fondness and nostalgia for this difficult period is evident from his memoirs. However, it is also clear from his writing that, so many years later, some of the harsher memories of loss and humiliation still stung. So one surmises that some of his retrospective fondness for the time was an expression of satisfaction for not only prevailing over such difficulties but, ultimately, benefiting from them. As he writes, “Adversity is bitter, but its uses may be sweet. Our loss was great, but in the end we could count great compensations.”37 The older Graham makes it unambiguously clear that the general state of need that afflicted his family after his father's death was both distressing and inspirational. The determination to restore his family's stature and make his mother proud became the primary motivation in his academic and, later, his professional success.

Even more important, at least from a value-investing perspective, Graham's riches-to-rags youth shaped his outlook on money—both earning and spending it. Being compelled to contribute to the household income from a young age and to minimize expenditures by shopping on a shoestring budget, Graham already understood (many decades before the concept was popularized in financial self-help literature) that monetary success involved playing good offense (i.e., earning money) and defense (i.e., spending as little as possible for good value). As he writes:


The years of poverty since Father's death had touched me only lightly. They had developed in my character a serious concern for money, a willingness to work hard for small sums, and an extreme conservatism in all my spending habits.38

This “extreme conservatism” would give Graham an enormous (some would say definitive) advantage when picking stocks and bonds for purchase. Ultimately, it found its expression as the quintessential tenet of his investment philosophy: a principle known as the margin of safety.
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Due to the extraordinary success of Warren Buffett and his other celebrated value-investing disciples, in the early twenty-first century, Benjamin Graham is associated almost entirely with the field of investing, not economics. However, Graham himself considered his proposals for what he believed to be a more stable form of currency to be the most seminal contribution of his life's work. As he wrote in 1965, “If my name has any chance of being remembered by future generations—assuming that there will be future generations—it will be as inventor of the commodity reserve currency plan.”1 Considering that, some thirty-five years after his passing, his book The Intelligent Investor is consistently ranked in the top two or three hundred of Amazon.com's more than seven million books, Graham's speculation that his name might be forgotten seems misplaced. However, from a modern perspective, his prediction regarding posterity's greater acclaim for his economic treatises relative to his far more voluminous investment writings seems equally misguided.

After all, even among those who appreciate the revolutionary implications and impact of Graham's seminal contributions to finance, relatively few are even aware of his economic ideas. After all, he spent the whole of his forty-two-year full-time career working on Wall Street, of which thirty-three years were spent managing or comanaging his own successful fund utilizing his own methods. This track record speaks for itself and lends credibility to any investment-related material penned by Graham. (Of course, the fact that Warren Buffett, the most successful investor in human history, identifies Graham as his primary mentor in the field enhances this credibility even further.) Conversely, although he certainly devoted some time to discussing, thinking, and reading about the macroeconomic challenges of his day, Graham's “trade” was investing, not implementing large-scale transformations of the monetary system.

This dynamic accounts for some but not all of the discrepancy between Graham's iconic status in investment finance relative to his less prominent standing in economics. Another important reason is that, while Graham's currency proposal was considered (with varying degrees of thoroughness) by some of the most prominent economists of his time, Graham's value-investment paradigm has not only been thoroughly examined, parsed, and discussed within the financial-analyst community, but most importantly, it has been implemented successfully. As I write, Graham's investment principles are being applied actively to the allocation of literally hundreds of billions of dollars throughout the United States and, indeed, the world. Yet, in the sphere of macroeconomics, eighty years after it was first proposed, his exhaustively detailed proposal for an alternate basis of currency has yet to be implemented in any substantive manner.

Consequently, unlike the labyrinth of performance statistics accumulated over eight decades of applied value investing, there is a dearth of empirical data with which to support (or, for that matter, refute) Graham's economic views. Nonetheless, they were certainly meritorious enough to generate considerable discussion and, in some cases, praise among some of the most notable economists and government officials of Graham's time. They have since faded mostly into obscurity, although, as will be discussed below, they still resurface in interesting ways from time to time. Overall, were he alive today, Graham would have felt disappointed about the general neglect of what he considered to be the most significant piece of his intellectual legacy. His close friend and former teaching assistant Irving Kahn certainly harbors that feeling. As Mr. Kahn told me in September 2011, “Ben's best book is not the book he's known best for [The Intelligent Investor]. His best book, his most important book, was Storage and Stability.”2

Although I'm not as certain that it was Graham's best book (however one chooses to define that), I was surprised at how deeply a book on such a “dry” topic as currency stabilization held my interest throughout. As usual, Graham's writing style in Storage and Stability is engaging and persuasive. The book represents a cogent and thorough analysis of a large body of economic data peppered with fascinating historical references and insights. At least from a biographical perspective, it is also, as Kahn characterized it, an important book. Aside from what they reveal about Graham as a theoretician and a socially conscious human being, the essential principles from Storage and Stability as well as his later work, World Commodities and World Currencies, present a fascinatingly novel conception of not only currency, but also production, employment, and even international relations. In order to understand these principles, it is instructive to gain an understanding of the challenges that motivated Graham to formulate them.

“MR. MONEY”

Chapter 8 discussed Graham's unorthodox view of the stock market as a system that, contrary to the prevailing wisdom of his day and ours, is not inherently and unquestionably rational. Rather, it is prone to frequent bouts of wildly irrational/inefficient behavior, which Graham encapsulated in the fictitious character of “Mr. Market.” Similarly, beginning as early as 1921, toward the end of what is now known as the 1920–1921 Depression (one definition of depression is a drop in gross domestic product of greater than 10 percent3) or the 1920–1921 Deflation (defined as “a negative average inflation rate”4), Graham began to recognize the inherent inefficiencies of the allegedly “rational” US monetary system. Recalling what he (slightly inaccurately) refers to as the “Depression of 1921 to 1922”5 in his memoirs, Graham describes this period as being “when the world had perhaps its first real exposure to poverty in the midst of plenty.”6

Ever the logician, upon examining this state of affairs in greater detail, he came to see it as a gross and indefensible failure of common sense on the part of policymakers. As he wrote in his memoirs,

If a nation lacks the means of production—in fertile land, manufacturing capacity, technical knowledge—then its standard of living must necessarily be low. But it seems logically absurd for a country like ours, blessed with so many resources, to find itself unable to buy it own products, suffering at once from an excess of goods in the warehouses and too few on the shelves of its families.7

During this severe (albeit relatively brief) downturn of the early 1920s, Graham noticed that gold producers were “exempt from the difficulties that bedeviled the rest of us.”8

This perplexing situation was a direct consequence of the gold standard: American dollars had long been “backed” by gold (and, to a lesser extent, silver) in the sense that each dollar represented a defined quantity of the metal. This dynamic was enshrined in federal law with the 1900 passage of the Gold Standard Act.9 So, while prices of essential commodities plummeted calamitously during the 1920–1921 period, the price of gold was an oasis of stability amid economic chaos. As Graham recognized, “No matter how large their output, they [gold producers] could sell it immediately at an assured price—then $20 an ounce.”10 Clearly, something was fundamentally wrong with a monetary system that, in times of economic crisis, wreaked havoc upon so much of the economy while sparing (even benefiting) those who produce the only tangible item with which its paper money is linked.

A twenty-seven-year-old employee of Newburger, Henderson, and Loeb at the time, Graham witnessed the economic carnage of falling prices (and their domino effect from one industry to another) reflected in the corporate financial information that he pored over each day. He was both dismayed and intrigued by the glaring irrationality of a monetary system that seemed to exacerbate, instead of contain (let alone reverse), the damage. Ideally, a monetary system should serve to help revive a troubled economy through the stimulus of additional liquidity (i.e., stimulating demand and stemming further price drops by injecting more money into the economy). Although Graham had no economic training (as mentioned earlier, he had dropped out of the only economics course he had ever registered in at Columbia), he had the same combination of rigorous mathematical training and natural facility with logical thinking that he applied so fruitfully to the realm of investment finance (in which he also had no formal education). Undaunted by the novelty of the field, Graham set his mind to considering this problem.

As one would expect, considering the distinctive nature of his contributions to investment finance, the results of Graham's consideration of macroeconomic issues were very interesting. While prominent economic theorists of the time were addressing the glaring weaknesses of the system with adjustments to the relationship between dollars and gold,11 in characteristic Graham fashion, he considered an entirely different solution, one that was more mindful of the plight of raw-material suppliers and its impact upon the wider economy. As Graham recalls of his initial flash of inspiration (ca. 1921) regarding this matter, “A better standard, I felt, was to give a designated bundle or ‘market basket’ of basic raw materials a monetary status equivalent to that which had always been accorded to gold.”12

Specifically, Graham advocated for a “commodity-unit” currency representing a basket of twenty-three commonly used commodities13—“the former 23 gr. of gold in the dollar are to be replaced by 23 small quantities of different basic raw materials.”14 In this manner, some of the stability enjoyed by gold producers during the 1920–1921 Depression could be experienced by those who supply/produce what Graham describes as the “tangible, basic goods that we use and need, in their proper relative amounts.”15 This would be a monetary system that would provide greater stability to the prices of basic foodstuffs (wheat, sugar, etc.), textiles (e.g., cotton), metals (e.g., copper), and other vital tangible elements of American production and consumption, such as rubber. In other words, just as gold had enjoyed greater stability by being the constituent element of the monetary unit (the dollar), by being elevated to constituent elements of the dollar, the price stability of the primary inputs of production would be enhanced considerably. The improved stability of these primary “inputs” would, in Graham's view, then ripple throughout the economy, leading to greater overall stability in pricing, production, consumption, profitability, and employment.

During downturns, the government would purchase a reserve of this basket of goods (on an established proportional basis set by the government) from its suppliers to absorb excess capacity. Then, when the economic cycle turned yet again, these reserves would be sold off in exchange for money. Of course, during the lean years, the reserves would also have the added benefit of providing an emergency supply of essential goods. According to his memoirs, as early as 1921, Graham was of the opinion that “the chief cause of depressions in the modern world, I felt, was the public's lack of purchasing power to absorb the increased production resulting from previous economic booms.”16 This lack of adequate consumer spending forced factories (and other businesses) to adjust to lower consumer demand by producing at lower levels. This, in turn, led to lay-offs that depressed the economy even further.

Graham's reflection regarding the public's purchasing power is significant, as it was arrived at many years prior to the publication of John Maynard Keynes's major works in this regard (most notably, Keynes's 1936 classic General Theory of Employment, Interest, and Money17). Graham does acknowledge reading John A. Hobson's 1922 work The Economics of Unemployment,18 which espouses similar ideas. However, he claims to have arrived at a similar conclusion prior to reading Hobson, just as he claims to have considered a commodity-based currency prior to learning of a similar, though less elaborate, scheme proposed by none other than Thomas Edison. Considering the number of instances in which he criticizes himself and even his work (e.g., regarding Baby Pompadour, the poorly received play he cowrote: “The probabilities are that it wasn't good enough for Broadway and that it deserved to fail.”19) Graham's memoirs, intended only for posthumous publication, are among the most candid that I have read. Consequently, I am inclined to believe Graham's contention that he had formulated his own conceptions on these matters independently of Hobson, Keynes, and Edison.

In any case, conscious of the scourge of insufficient demand during business-cycle downturns, Graham believed that his commodity-reserve system would help smooth out the business cycle by ensuring a consistent minimum level of demand for his basket of “basic durable raw materials.”20 Unfortunately (or not, depending on one's opinion of the merits of Graham's economic prescriptions), Graham was too focused on his work at Newburger in 1921 to do much about his plan other than discuss it with his uncle, Maurice Gerard, who found it very intriguing. Moreover, the downturn during the early 1920s, severe as it was, became an obscure footnote in American history as the 1920s “roared” on to unprecedented prosperity. Graham, supporting a growing family during this time, recalls how his reserve plan faded into irrelevance for the remainder of that decade: “I put the plan aside during the ensuing boom years: I was too busy making money on Wall Street. (These years, by the way, were marked by unusual stability in the price index.)”21

A PRESCRIPTION FOR “MR. MONEY’S” PARALYSIS

While monetary stability may have seemed like an academic, even trivial, matter in 1923 or 1928, by 1932 it was anything but. According to Milton Friedman and Anna Schwartz's A Monetary History of the United States, 1867–1960, the US money supply had contracted by over one-third during the period between 1929 and 1933, “more than triple the largest preceding declines recorded in our series”22 of US monetary contractions that “seized up” the entire economy: “U.S. net national product in current prices fell by more than one-half from 1929 to 1933; net national product in constant prices, by more than one-third; implicit prices, by more than one-quarter; and monthly wholesale prices, by more than one-third.”23 Of course, plummeting prices impacted production, which, in turn, led to a 24.1 percent unemployment rate in 1932.24 In Friedman and Schwartz's view, the monetary contraction was the primary reason that an otherwise ordinary recession descended into the worst economic crisis in American and, ultimately, world history.

Friedman and Schwartz were reflecting on the calamity of 1930s monetary dynamics in 1963. However, as evidenced by the superlative work of John Maynard Keynes and others, the role of monetary policy in the crisis did not go unnoticed by macroeconomic thinkers of the Depression era itself. By then, the quest for monetary stability had become a matter of the utmost importance to anyone with a stake in the US economy and a social conscience about its less fortunate participants. Graham had both. By then, he was an active participant in Alvin Johnson's group, the Economic Forum, whose stated objective was “to exchange ideas about how to improve ‘the sorry scheme of things.’”25 Johnson’ group was a kind of informal think tank, with a number of great intellects but only limited political influence. At a 1932 session of the Economic Forum, Graham presented several economic plans to the group, of which the commodity-reserve currency plan was best received.

By coincidence, and entirely unbeknownst to the New York resident, a currency modification plan along related (but far from identical) lines had been developed during the same year by the Dutch academic Jan Goudriaan at the University of Rotterdam and published in an obscure thirty-two-page pamphlet titled How to Stop Deflation.26 While Goudriaan advocated for the replacement of the gold standard with a commodities-backed currency, the government run reserve, which, for better or worse, was the central element of Graham's plan, was not part of Goudriaan's vision. As Kahn and Milne recount, “This pamphlet was little known and Ben did not hear of it for several years. In time, Ben became friends with Professor Goudriaan.”27 Another European thinker who had briefly posited some incomplete aspects of a commodity-related currency (only to dismiss them as “most inconvenient”28) was the nineteenth-century British economist William Jevons (whom Graham was not familiar with until some years later). Of course, prior to our current “information age,” the discovery of such transatlantic academic synchronicities after the fact was not uncommon.

According to Graham, the purpose of the group's self-named periodical, edited by Joseph Mead and William McChesney Martin (the future Federal Reserve chairman), was to “publish as many of the new proposals as the editors deemed worthy of attention.”29 Apparently, Mead and Martin considered Graham's commodity-reserve currency plan to be sufficiently “worthy of attention” for publication in the Spring 1933 issue of the Economic Forum as an eight-page article titled “Stabilized Reflation.”30 As Graham explains, the since-discarded term reflation was then “a popular term to describe a return of conditions from deflation to normal without bringing on the counterevils of inflation.”31 That same spring, Franklin Delano Roosevelt (FDR) took the reins of the executive branch in Washington, where he would soon embark upon ambitious reforms and programs, unprecedented in their scope, to attempt to address the near paralysis of the country's economic condition.

Somewhat surprisingly (considering his immigrant background and his lack of social connections to the “blue blood” circles of the Roosevelt family), Graham actually had multiple entrées into the heart of the new administration—including a friend who was once a classmate of the new president. Indeed, FDR himself reportedly considered the plan seriously on more than one occasion, and his agriculture secretary (and later, vice president) Henry Wallace invited Graham to meet with him in Washington regarding his plan. Encouraged by this positive (albeit noncommittal) feedback from the very highest echelons of the US government, Graham worked extensively on further developing and formalizing the commodity-reserve currency plan. This work culminated in a 235-page presentation of the plan, published in 1937 as Storage and Stability.

Regardless of one's opinion of his ideas (with respect to investment finance, macroeconomics, or any other issue on which he posited a novel/alternate hypothesis), Graham's views were almost always thoroughly researched and well presented. A tour de force of agricultural and monetary history and policy, Storage and Stability is no exception. Graham commences with the vexing problem of agricultural surplus and the absurd “solutions” to the problem that a poorly conceived monetary system has led to: “That surplus stocks of goods have played an overshadowing part in the depression of the 1930s can scarcely be gainsaid. The point was brought home in a spectacular manner by the government-sponsored plowing under of cotton and slaughter of pigs in 1933.”32 Graham then explains that such gross inefficiency is a direct consequence of paper money's near-complete divorce from tangible items of direct relevance to human welfare: “Wealth, in short, became not so much the actual ownership of things as the ability to purchase them.”33

THE HISTORICAL BASIS OF STORAGE

Charles Brandes, Graham's preeminent West Coast disciple, told me something very insightful about his mentor's outlook on the world: “I think that this knowledge of his history gave him the perspective of eternity, which can be a great advantage in investing.”34 Not only did his historical knowledge help shape his approach to investing but, as evidenced by Graham's reflections on various other topics in his memoirs (theology, friendship, and so forth), the rare breadth and depth of his historical understanding informed his view on every aspect of life to which he turned his attention. Collectively, Graham's works on macroeconomics exemplify his “eternal” perspective on current problems. In fact, the essential premise of the commodity-reserve currency plan is a historical one.

In Storage and Stability, Graham explains how, due to the advent of commercial and investment banking, liquidity (i.e., the speed with which an asset can be converted into cash) has trumped all else, much to the detriment of many important groups of producers. “The relegation of merchandise inventories to their present inferior and even dubious state as regards liquidity has been a gradual process of long duration.”35 The unfortunate series of historical developments that led to this situation, according to Graham, account for why inventories of entirely useful and needed (albeit not always immediately) products such as basic foodstuffs, textiles, and essential (but nonprecious) metals have become “looked upon either as a means of making money or as an obstacle to making money, depending upon market conditions.”36 The latter leads to the rather perverse scenario of “both the business man and the farmer”37 identifying surplus inventory as the culprit to the extent that crop burning and the like are seen as wholly rational, even necessary, countermeasures against falling prices.

Along with the businessman and the farmer, the policymaker played a central role as well, particularly in the years immediately preceding the publication of Storage and Stability. FDR's Agricultural Adjustment Act (AAA), a central element of the new president's New Deal, was designed to impose a “floor” under crop and livestock pricing through production restrictions. To this end, it necessitated payment to farmers for not farming portions of their land and led to significant crop burning and livestock slaughter. However, the act did serve Roosevelt's primary aim of supporting (some) farmers through raising prices for agricultural products. “Although quite controversial when introduced—especially because it required the destruction of newly planted fields at a time when many Americans were going hungry—the AAA program gradually succeeded in raising farmers’ incomes.”38 However, due to a number of unintended consequences of the act (which was declared unconstitutional by the Supreme Court in
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NOTES

1. 2011 estimated net income is annualized from the 2011 Third Quarter Report.
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Net income from 2012 to 2020 is forecasted by employing the average growth rate of the past five years (2010~2006) of net annual income figures.

Net income for terminal value assumes a rate of 3 percent (average US GDP rate).

2. The 2010 real (i.e., historical) depreciation figure is from Merck's 2010 Annual Report.

Estimated depreciation is forecasted by employing the average growth rate of the past five years (2010~2006) of annual depreciation figures.

Depreciation for terminal value (perpetuity) is calculated using a rate of 3 percent.

3. The 2010 real amortization figure is from Merck's 2010 Annual Report.

Estimated depreciation from 2011 to 2015 is from the 2010 Annual Report.

Estimated depreciation from 2016 to 2020 deducted $400 million every year.

Amortization for terminal value is calculated using a rate of 3 percent.

4. The 2010 real working capital figure is from Merck's 2010 Annual Report.

Working capital from 2012 to 2020 is forecasted by employing the average growth rate of the past five years (2010~2006) of annual revenue figures.

Working capital for terminal value is calculated using a rate of 3 percent.


5. The 2010 real capital expenditure figure is from Merck's 2010 Annual Report.

Estimated capital expenditures are forecasted by employing the average growth rate of the past five years (2010~2006) of capital expenditure figures.

Capital expenditures for terminal value are calculated using a rate of 3 percent.

6. Assume that free cash flow occurs at the end of the year.

7. Apply 10 percent discount rate (since Merck is a large-cap company).

8. Apply interest-bearing debt figure from the 2010 Annual Report
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9. The figure for the number of shares outstanding is from the 2010 Annual Report.
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“Ben Graham is still a hero to me.”
—WARREN BUFFETT
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