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CHAPTER ONE

The Complete Investor




By the time he was thirty-one years of age, Warren Buffett was already a millionaire.

Twenty-one years later, in 1982, he was ranked Number 82 in the Forbes 400 list of wealthiest Americans. It was his breakthrough year on that list.

By 1983 he had jumped up to Number 31 by doubling his net worth to $520 million.

In 1985 he became a billionaire, worth some $1.07 billion, and was Number 12.

By 1986 he had worked his way up to Number 5 on the list and was included by U.S. News & World Report on a list of one hundred people and families who owned the biggest stakes in America’s publicly traded companies. There Buffett ranked eighth.

In 1989, with $4.2 billion, Buffett was Number 2 on the Forbes 400 list.

In 1993 Buffett finally reached Number 1, taking Bill Gates’s position. With $8.3 billion, he was officially the richest man in America.

Among the most amazing things about this plainspoken, sometimes witty, always sharply intelligent man was the fact that he did it all on his own without a fat inheritance to stake him. He did it by the simple means of investing money in successful companies.

In several other ways Warren Buffett was an unfamiliar figure on the Forbes 400 list. For example, he did not take part directly in Wall Street maneuverings as most of his peers did. Instead, after a certain amount of exposure to Wall Street, he moved back home to Omaha, Nebraska, and from there did all his buying and selling.

For that matter, in physical appearance he did not resemble his peers, either. Nor did he act like his competitors on the Street. For whatever reason, he clung tightly to the image of a rather humble, even simple, Midwesterner—homespun, humorous, ever ready with an aphorism to illustrate his point, the Will Rogers of Wall Street.

After so many years of playing the homespun prophet, Warren Buffett had actually become that prophet—and it hadn’t hurt him one bit.

Honesty and integrity were the two most important elements in the man’s character, according to one of his most trusted sources: himself, Warren Buffett. But it was not enough just to say that.

In Buffettese it came out this way:

“Never lie under any circumstances. Don’t pay any attention to the lawyers. If you start letting lawyers get into the picture, they’ll basically tell you, ‘Don’t say anything.’ You’ll never get tangled up if you just basically lay it out as you see it.”

On the other hand, Buffett was always hedging his more pointed aphorisms just a bit. “Never” became “hardly ever” in this tribute to See’s Candy Shops, one of the companies he eventually owned, in which he told how “little white lies” don’t always count:

“When business sags, we spread the rumor that our candy acts as an aphrodisiac. Very effective. The rumor, that is; not the candy.”


Buffett also believed in loyalty—and expected it of the people with whom he dealt. In Buffett’s book, when a friend was hurt, you went to bat for him. One anecdote proved his point.

“I ate lunch at the Omaha Club—that’s the downtown club—and I noticed there weren’t any Jews. I was told, ‘They have their own club.’ Now, there are Jewish families that have been in Omaha a hundred years; they have contributed to the community all the time; they have helped build Omaha as much as anybody, and yet they can’t join a club that John Jones, the new middle-rank Union Pacific man, joins as soon as he’s transferred here. That is hardly fair.

“So I joined the Jewish Club: it took me four months. They were a little put back and confused, and I had to do some convincing. Then I went back to the Omaha Club and told them that the Jewish Club wasn’t totally Jewish anymore. I got two or three of the Jewish members to apply to the Omaha Club. Now we’ve got the thing cracked.”

Buffett always was upbeat about his work—that is, about investing his money. Did he like his work because it accumulated mountains of cash for him? Or was it something else? As a boy he had said:

“It’s not that I want money. It’s the fun of making money and watching it grow.”

That was the key to Buffett’s character: making money. He didn’t care about having it around, or spending it. He just loved to make it. Once, he was spending time on the West Coast and went as a tourist to visit San Simeon, the gigantic mansion that William Randolph Hearst had built as a repository for millions of dollars’ worth of collectibles from all over the globe. After a long session of sight-seeing with the talkative guide, Buffett finally burst out:

“Don’t tell us how he spent it. Tell us how he made it!”


For Buffett there’s an artistic element to making money, a literal sense of creation.

“When I go to my office every morning, I feel like I’m going to the Sistine Chapel to paint.”

He could be comical about money, too.

“[I] enjoy the process far more than the proceeds, though [I] have learned to live with those also.”

And, to cap it off, he did it his way.

“My guess is that if Ted Williams was getting the highest salary in baseball and he was hitting .220, he would be unhappy. And if he was getting the lowest salary in baseball and batting .400, he’d be very happy. That’s the way I feel about doing this job. Money is a by-product of doing something I like doing extremely well.”

Vive le by-product!

Warren Buffett’s down-home dietary habits were deeply ingrained in him as a child, and after he grew up, it was obvious that nothing could change them. He quite honestly said:

“My ideas about food and diet were irrevocably formed quite early—the product of a wildly successful party that celebrated my fifth birthday. On that occasion we had hot dogs, hamburgers, soft drinks, popcorn, and ice cream.”

About the famous “Dusty Sundae”—a Buffett Special—Hershey’s chocolate syrup poured over vanilla ice cream, with a layer of malted milk powder over that, he had this lesson to expound:.

“My caloric consumption produced by this concoction is inconsequential. Assume that your basal metabolism rate is twenty-eight hundred calories per day. Simple arithmetic tells us that you can—indeed you must—consume slightly over 1 million calories per year. In my own case—with a life expectancy of about twenty-five years—this means that, in order to avoid premature death through starvation, I need to eat some twenty-five million calories. Why not get on with it?”

Being a gourmet was the farthest thing from his mind from the start. In New York, where the prize targets for gourmets of every size and shape exist, Buffett would eat with friends at the Stage Deli, where he would inevitably order a “roast beef with mayo on white bread.” Once, one of his friends, trying to woo Warren over into the forbidden gourmet gardens, suggested a Japanese steak house.

Buffett: “Why don’t we go to Reuben’s?”

“We ate there yesterday.”

“Right,” Buffett rejoined. “You know what you’re getting.”

“By that logic, we’d go there every day!” the astounded gourmet observed.

“Precisely. Why not eat there every day?”

Malcolm Forbes once brought a fancy wine to a dinner at Kay Graham’s house—a wine bottled the year she was born. He said it cost him a bundle. When the waiter got to Buffett, Buffett put his hand over the glass.

“No thanks,” he said with that little elfin grin. “I’ll take the cash.”

If food was a bore to Buffett, clothes were even less significant. He saw clothes not as enhancements of the personality but as covers of the flesh. And he never tried to hone or re-create his image through fashion. As he frankly admitted:

“One of the things that attracted me to working with securities was the fact that you could live your own life. You don’t have to dress for success.”

Even though he does sometimes wear Italian-made Zegna suits that sell for about $1,500, you can always be sure that the Buffett you see today will be basically the same Buffett you’ll see tomorrow.

Warren Buffett’s determination to appear casual caused him to have numerous battles with people who wondered why he dressed so drably, so Omaha-ian, as it were. He would appear in sneakers—called tennis shoes in those dim and distant days. He would wear a shirt unbuttoned at the neck, with his sleeves rolled up.

And when he climbed into more conventional attire for visits to New York or other big cities, he would look scruffy, to say the least. One journalist even called him on it. But Buffett had a comeback:

“I buy expensive suits. They just look cheap on me.”

Recently the Omaha Press Club produced a caricature of Warren Buffett by the artist James Horan. Buffett studied it for a moment. It had caught his own unkempt appearance, and in particular his careless, off-the-rack style of haberdashery. He laughed.

“Almost anything beats looking in the mirror.”

Perhaps because he worked his way up from nothing all by himself, Warren Buffett decided after he had become a millionaire many times over not to dump all his gains on his children and members of his family. He once called inherited wealth “food stamps for the rich.”

“All these people who think that food stamps are debilitating and lead to a cycle of poverty, they’re the same ones who go out and want to leave a ton of money to their kids.”

Rumors spread that Buffett had cut his children off with nothing. Buffett saw it differently.

“They’ve gotten gifts right along, but they’re not going to live the life of the superrich. I think they probably feel pretty good about how they’ve been brought up. They all function well, and they are all independent in that they don’t feel obliged to kowtow to me in any way.”

Nevertheless, he realized that he might have underestimated his offsprings’ tolerance just a mite. He once explained his “food stamp” philosophy to a group of college students, and then concluded:


“My kids will be glad to come and rebut this next week.”

Buffett has always believed in starting a career early—just as he did.

“I’d been interested in the stock market from the time I was eleven, when I spent some time watching the market and marking the board at Harris Upham, a New York Stock Exchange firm that was in the same building as my dad’s firm, Buffett-Falk & Company.”

As for his kids, Buffett must have done something right in bringing them up. Susie married, worked for Century 21 in real estate, and then began raising a family. Howard was an entrepreneur from the start, establishing Buffett Excavating, working for See’s Candy Shops in Los Angeles, then returning to Omaha to marry and start a family. Peter was always interested in music, and became a professional musician, playing piano with a fifteen-piece band.

Job satisfaction has always been an important concern for Warren Buffett. He chose to work always with people he liked to work with. He selected his associates carefully. In the long run, his care paid off. He told a reporter once:

“I believe in going to work for businesses you admire and people you admire. Anytime you’re around somebody that you’re getting something out of and you feel good about the organization, you just have to get a good result. I advise you never to do anything because you think it’s miserable now but it’s going to be great ten years from now, or because you think ‘I’ve got X dollars now, but I’ll have 10X.’ If you’re not enjoying it today, you’re probably not going to enjoy it ten years from now.”

Buffett incorporated that advice into a speech he later gave at several colleges around the country. One of the colleges happened to be Harvard. A question came up from the floor:

“Whom should I go to work for?”

Buffett takes up the story:

“I said go to work for whoever you admire the most. I got a call from the dean about two weeks later. He said, ‘What are you telling these kids? They’re all becoming self-employed.’”

(Harvard Business School in fact had turned Warren Buffett down when he applied for admission in his early years, and he never forgot that slight. Anti-Harvard flak crops up in little asides and comments again and again in his later life. It is always something of an inside joke with him—as many of his sayings are.)

One of the men Buffett came to admire most eventually became his partner in the investment business: Charles T. Munger. The two men contrasted in simple blacks and whites: Buffett was a Democrat, although his own father had been a Republican and had served in the U.S. House of Representatives; Munger was a Republican. Buffett was rejected by Harvard Business School; Munger went through Harvard without even having earned an undergraduate business degree. Buffett would be leaving his money to charitable trusts; Munger gave money to liberal causes.

The two men were different in outlook, too. Buffett liked to say yes. Munger liked to say no. Not that Buffett could not say no—he definitely could. But Buffett used to call Munger the “abominable ‘no’ man.”

Buffett liked to give long answers to complex questions; Munger liked to go for the quick and brusque response.

Buffett: “Charlie is not paid by the word.”

Also according to Buffett: “Charlie is rational, very rational. He doesn’t have his ego wrapped up in the business the way I do, but he understands it perfectly. Essentially, we have never had an argument, though occasional disagreements.”

According to Munger: “[Buffett’s] brain is a superbly rational mechanism. And since he’s articulate you can see the damn brain working.”

And Munger has said gloomily: “One of the reasons Warren is so cheerful is that he doesn’t have to remember his lines.”

The two of them were naturals together, and the Berkshire Hathaway annual meetings immediately merged Munger in with Buffett to make a twosome that many recall equating with that advertising phenomenon of some years ago, the Bartles & Jaymes commercials on television.

Warren Buffett had always loved the smell of printer’s ink in the days when he was young. In fact, he had worked as a newsboy for the Washington Post, and later, when he was in college in Nebraska, he had supervised a group of boys who delivered the Lincoln Journal.

“Let’s face it, newspapers are a hell of a lot more interesting business than, say, making couplers for rail cars. While I don’t get involved in the editorial operations of the papers I own, I really enjoy being part of the institutions that help shape society.”

Warren had always had great empathy with Katharine Graham, the owner of the Washington Post. He became good friends with her over the years. She appointed him to the board of directors, and then reappointed him after a short absence. It was one of his better decisions to purchase a goodly number of shares of the Post through Berkshire Hathaway. He once wrote Katharine Graham a kind of thank-you note, as follows:

“Berkshire Hathaway bought its shares in the Washington Post in the spring and summer of 1973. The cost of these shares was $10.6 million, and the present [1985] market value is about $140 million…. If we had spent this same $10.6 million at the same time in the shares of…other [media companies] we now would have either $50 million worth of Dow Jones, $30 million worth of Gannett, $75 million worth of Knight-Ridder, $60 million worth of the New York Times, or $40 million of Times Mirror. So, instead of thanks a million, make it thanks anywhere from $65 to $110 million.”

 

Warren’s homespun philosophy is laced with truisms that sound better when uttered by someone who has created an image like that of Warren Buffett. One of Berkshire’s investments, the World Book Encyclopedia, always had difficulty in delivering any kind of decent investment returns, as opposed to the fantastic returns achieved by the Walt Disney Company. Buffett thought he knew the reason why:

“The market will pay you better to entertain than to educate.”

And here’s Buffett on another fact of life:

“We’re not pure economic creatures, and that…penalizes our results somewhat, but we prefer to operate that way in life. What’s the sense of becoming rich if you’re going to have a pattern of operation where you continually discard associations with people you like, admire, and find interesting in order to earn a slightly bigger figure? We like big figures, but not to the exclusion of everything else.”

For example, Berkshire invested heavily in Capital Cities/ABC, and Buffett assured its CEO, Tom Murphy, that the investment would be a long-term one, not a quick in-and-out.

“It’s like if you have a kid that has problems: it’s not something we’re going to sell in five years. We’re partners in it.”

Buffett also said:


“I don’t think I would feel good about myself if I went around dumping people after they trusted me.”

About his sudden burst of popularity in the past few years, especially after the Salomon crisis that he handled from the top, Buffett was not all that pleased. In fact, he felt that being an icon in the business field was not the be-all and the end-all of anything.

“It’s not a plus to get terribly well known…. We are not equipped to handle tons of inquiries. We get letters from people all over who want advice on investments. I don’t like to be hard-nosed, but there’s no way I can do it and get my job done.”

There was a kind of finality in a recent comment he made about investment:

“You should invest in a business that even a fool can run, because someday a fool will.”

In spite of his fascination with and love for newspapers, Warren noted that dealing with the members of the press was always a risky business, no matter how circumspect you were and no matter how you tried to avoid saying something that could be misinterpreted.

“The tough part about it is that essentially there is no one, virtually with the exception of an assassin, that can do you as much damage as somebody can in the press, if they do something the wrong way. There may be doctors out there who can do you just as much harm, but in that case, you initiate the transaction.”

He was asked once why he did not favor working in New York City rather than out in what Wall Street considers the boondocks. He would be closer to the focus of all the attention; he would be more aware of what was happening in the world of finance.

“With enough inside information and a million dollars, you can go broke in a year,” Buffett responded.

 


He has always been upbeat about the job of investing money. It is what he does—and does well. There are reasons, of course.

“I love what I do. I’m involved in a kind of intellectually interesting game that isn’t too tough to win, and Berkshire Hathaway is my canvas. I don’t try to jump over seven-foot bars; I look around for one-foot bars that I can step over. I work with sensational people, and I do what I want in life. Why shouldn’t I? If I’m not in a position to do what I want, who the hell is?”

Although Warren Buffett has become known as possibly the most astute investor of the twentieth century, he does have a habit that sets him apart from other men and women who have made themselves into successful investors. He loves to let his stocks ride and simply make money—or lose money—for him. He once explained why he tended to hang in there:

“One of my quirks is that I like to keep things. The best stock to buy is one you are never going to sell.”

Selling any of his favorite stocks has never been his main purpose in investing money.

“It’s like dumping your wife when she gets old. With all the money I have, I don’t want to live my life to get the last one-tenth of one percent.”








CHAPTER TWO

Early Days




Warren Edward Buffett first saw the light of day on August 30, 1930, in Omaha, Nebraska. His father, Howard Buffett, had been an insurance salesman, but had turned his hand to selling securities and stocks and bonds for Union Street Bank. The Buffetts had lived in Omaha since 1869, most of them plying the trade of greengrocer.

It would be difficult to determine where Warren Buffett got his absorbing interest in numbers, along with what most folks came to regard as his photographic memory—but, no matter, it was there within him, for his own private use.

His other interest—that is, in the making of money—was something else again. While his photographic memory and wizardry with numbers were a gift of his genetic makeup, his interest in money grew out of the economic situation into which he had been born—the Great Depression. He might almost have at one time or another uttered Scarlett O’Hara’s famous words: “As God is my witness, I’m never going to be hungry again!”

Not that he was ever hungry. But he had an obsession about making enough money to live comfortably—and he had it at an early age.


The Depression was making it hard for everyone to survive economically, and about the time of Warren’s birth, the bank where his father sold securities folded, and Howard then opened his own shop—Buffett, Sklenka & Co.—in the same building the bank had used.

Warren and his two sisters—Doris, the oldest sibling, and Roberta, the baby—managed to skimp along as kids generally do. When Warren was only five years old, he operated a chewing gum store on the sidewalk in front of his house, selling Chiclets to people who walked by. Later on, he opened a lemonade stand in front of a friend’s house on a much busier street. He was quick to learn the facts of life about successful marketing.

Along about the time Warren began to go to school, his father’s prospects started improving, and the family moved from the small house they had been living in to a much larger one.

And yet the Depression had made such a dent in Warren’s life that he had to think about it. And in thinking about it, he always moved on to do something about making money.

When he was six, the family spent some summer days at Lake Okoboji in Iowa. Warren saw that there were lots of people around the summer camp area and decided to get a store going. He set up a Coca-Cola stand, selling Coke at five cents a bottle, exactly what it would cost in a store.

Ah, but the point was that he bought six-packs at twenty-five cents and made five cents on every six bottles he sold! Even at that age he was able to see the benefits of numbers and their application to making money.

The interesting thing about the Coca-Cola stand was that Warren never drank Coke at all. He preferred Pepsi-Cola. He explained once to a shareholder in one of his stock deals:

“I originally started on the Pepsi because at the time [about 1936] Pepsi came in twelve-ounce bottles and Coke came in six-ounce bottles, and the price was the same. That was a pretty powerful argument.”

He instinctively turned everything he knew toward making himself a profit.

But Warren’s mind was on other facets of marketing, too, although he would not have known he was dealing with such concepts. What interested him were the discards from the soda machine at the gas station across the street. After the buyers opened the bottles of soda and drank them, the bottle caps remained as a record of the customer’s tastes and desires. What Warren was curious about was: How many Coca-Colas were sold? How many Orange Crushes? How many Green Rivers?

He would pile the caps in a wagon and take them home to store them in the garage, going over his collections at times. He kept up on which brands were selling the most. He had a marketer’s instinct for wondering what things were moving.

When Warren was seven years old he caught a strange fever that raged through his body. It did not resemble anything the doctors could diagnose. They did remove his appendix, which seemed somewhat inflamed, but that did not stop the high temperatures. As he lay there in the hospital, with the doctors trying to figure out what to do next, Warren asked for a pencil and paper. He filled a page with a lot of numbers.

The nurse was puzzled. “What are those numbers?” she asked.

“Those numbers represent my future capital,” he told her. “I don’t have much now, but someday I will and I’ll have my picture in the paper.”

The thought of all that money in the future seemed to cheer him up—and, magically, the fever broke. No one ever knew what had stricken him.

For an ambitious young man like Warren, there was always work to be had around the local golf course. He knew that by careful searching he could find golf balls that were almost as good as new—marketable to some of the duffers who wanted to practice their swings. And he would gather his finds together and sell them as good secondhand balls whenever he had a large enough collection of them.

In addition, he could always caddy for the more affluent gentlemen who frequented the course and earn $3 a day. Carrying the clubs was no hardship, and sometimes the more cheerful golfers—especially if they had a good day—might even give him a twenty-five-cent tip at the end of the eighteenth hole.

He was a quick study, and he read everything he could about the stock market—stuff that his father left lying around.

“I was fascinated with anything to do with numbers and money,” he later recalled.

He would collect rolls of ticker tape and lay them out on the floor, trying to figure out what the symbols on the paper meant. He would look up everything he was curious about in his father’s copy of Standard & Poor’s.

In fact, Howard Buffett’s brokerage company had become a prosperous one. It moved its offices to the Omaha National Bank Building from its smaller site. The boy would frequently visit his father’s office, where he would take in all the activity and the undercurrent of excitement that accompanied buying and selling. His father had a new partner now, a man named Carl Falk, and the firm was known as Buffett & Falk, or simply Buffett-Falk.

Occasionally Warren would visit another brokerage outfit in the same building as his father’s office—the Harris Upham company, which was a more crowded and lively place than his father’s was. The brokers there liked Warren because he looked up to them and admired what they were doing. Occasionally, when the notion struck them, they would hand him a piece of chalk and let him mark the prices on the huge blackboard.

There was something in Warren’s blood that would not allow him to pass up an opportunity to develop and try out his own system of determining which stocks would go up and which stock would go down—and when. First he began to take copious notes on the more dramatic of the stocks. He could see that their ups and downs were important, but he could not figure out why the rises and falls would happen.

So he worked on charts day after day, trying to break the code that he sensed must be lurking there in the background—the code that would determine if an offering would improve or decline in value.

Finally, when he was only eleven years old, he simply had to try out the market himself. With his hard-earned money he bought three shares of Cities Service preferred for himself and three for his sister Doris, putting up $38 a share. Almost immediately the stock fell to $27. He knew what he’d lost in the transaction, yet he kept in there, and watched the numbers day by day.

The suspense was incredible. But Warren was made of stern stuff even then—and so was Doris. Eventually the stock moved up to $40, and at that point, Warren sold, making his first profit in the market. He had weathered a downturn and prospered.

Ironically, Cities Services zoomed up the scale to 200 points shortly thereafter. Warren kicked himself. If only he had had the patience to wait out the stock’s rise—he could have made a small fortune!

He determined that the next time he had a chance, he’d hang in there, and see exactly where the stock was headed before he sold out at only a marginal profit. He knew he had to learn to curb his own natural impatience and his desire to make a quick buck every minute.

Warren had realized for some time that the stock market, in its own way, operated very much like the racetrack. That is, no one really knew whether a stock—or a horse—would have a good day or a bad day. He became fascinated by the similarity. With a good friend, Bob Russell, he began haunting the Ak-Sar-Ben racetrack nearby. Largely at Warren’s insistence, the two boys worked out a formula they thought would help customers select the winning horses by name. They tried out the system themselves, checking it each day for a week or so.

Then they made copies of their list of picks, under the headline “Stable-Boy Selections,” and went to the track. They began selling their paper, and people bought it. In some instances, the selections worked. In others, they didn’t. But the enterprise was short-lived. It turned out that the two boys didn’t have a license for operating a tout sheet and the racetrack people shut them down—or at least shut their enterprise down.

Later on, Warren articulated his views on handicapping the horses and investing in stocks in the following manner:

“There are a lot of similarities between handicapping and investing. There are speed handicappers and class handicappers. The speed handicapper says you try and figure out how fast the horse can run. A class handicapper says a $10,000 horse will beat a $6,000 horse. Ben Graham said, ‘Buy any stock cheap and it will work.’ That was the speed handicapper. And other people said, ‘Buy the best company and it will work.’ That’s class handicapping.”

Warren wondered if people could be handicapped in real life the way horses or stocks and bonds were in order to determine their worth in the eyes of humanity. In church one Sunday, he noticed that the composers and writers of the hymns in the hymnal were given birth and death dates. As a matter of curiosity, he began writing down the lengths of these composers’ and writers’ lives. It turned out that the life spans of these Presbyterian hymnalists were not at all either long or short, but just about average. And so he decided that their religious calling had not been rewarded with anything tangible in the way of the “good life.”

In a small way he continued to invest in stocks when he was a teenager in school. The first lesson he took to heart was the one he had found out for himself: not to take the advice of others at all but to decide on a stock because of his own analysis of the company.

Later on he wrote out his ideas along these lines in a letter to members of the Buffett Partnership in 1965:

“We derive no comfort because important people, vocal people, or great numbers of people agree with us. Nor do we derive comfort if they don’t. A public opinion poll is no substitute for thought.”

He was a reader at a very young age
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