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Prologue

The low point came in late 1974 when Dean and I traveled to New York to visit our most prestigious client, the Rockefeller Family Fund. They had a few million dollars with Batterymarch, perhaps $4 million of our $48 million. They were our only well-known name, so it was critical for us to retain them. Anyway, we went into their offices in Rockefeller Center to justify our terrible performance, which was no more terrible than anyone else’s. For the first time ever Laurance Rockefeller attended the meeting. He was a grandson of the Standard Oil titan and brother to the politician Nelson and the banker David. Their wealth was held in the Rockefeller Brothers Fund, which was much larger. The Family Fund was for their children’s generation. Laurance Rockefeller was the honorary chairman or something and was keeping an eye on his children’s affairs.

They had a committee of about nine very smart, agreeable people, including my good friend Bevis Longstreth and Jon Hagler (who later became a GMO colleague) and a very smart and agreeable hired gun with Mr. Rockefeller, making sure they all stayed on the straight and narrow. I made a fairly impassioned pitch for why small cap value would come back. The actual case for small cap stocks was that to go back to trend, they would have to rise 100 percentage points against the market. Right. One hundred percentage points of outperformance. I couldn’t bring myself to say it because it felt inherently unbelievable. So I presented the data that to the eye suggested this but said out loud we were counting on 50 percentage points of outperformance. I showed the data of the ebb and flow and how cheap small caps were. They were at an absolutely all-time low. Why would you want to quit now? I mean, this was one of those rare opportunities that comes once or twice in a lifetime. And it was, by the way.

At the end of my harangue, Mr. Rockefeller said, in a stage whisper, “Well, it’s a lot of words, but what does it mean?” I was looking down at this piece of paper. I remember that moment, absolutely, vividly. My eyes watered, I was so mad. I was really pissed off. I flushed and couldn’t hear what was being said, but I was vaguely aware that Dean had started to talk. I interrupted Dean. And I heard someone talking, then a little part of my brain said, that’s me. What’s he going to say? I’ve gone on automatic pilot only a couple of times in my life, when I’ve had this out-of-body experience in which I’m talking and I’m thinking, oh my God, at the same time.

I looked up at the crowd, stared down the table so I wouldn’t be looking straight at Mr. Rockefeller (who was sitting next to me), and said, “Well, I have the impression that I have completely missed my target. I think this is probably the most important thing that we’ve ever had to say about the stock market, and I’d really like to have another go.” So I recapped the argument, boiled it down, spat out the points, and behind Mr. Rockefeller were these nine people all nodding sympathetically at me, which was pretty cool of them. He couldn’t see them, because they were sitting behind him, but they were very supportive. With them still nodding encouragement, I went through my pitch and finished. We left. As Dean and I walked down Fifth Avenue after the meeting, silently contemplating the high probability of losing our most prestigious account, he said, “Well, if you’ve got to go, you might as well go with style.” A pretty generous comment under pressure. Dean always had a soft spot for style.




CHAPTER 1

Gasbag

By background I’m both a Quaker and a Yorkshireman, which I like to call double jeopardy. People from Yorkshire are known for their bloody-mindedness and independence of mind – they call a spade a spade. Quakers consider thrift a virtue. So maybe I was destined by birth to become a value investor.

I was born on October 6, 1938 in Great Amwell, a little village outside Ware in the southern county of Hertfordshire, and christened Robert Jeremy Goltho Grantham. My father’s family came from Lincolnshire. Goltho is a town in Lincolnshire established in 850 AD, only 25 miles from Grantham, where Margaret Thatcher was born and raised. Goltho’s main claim to fame is that it was one of the few villages in the country not included in the Domesday Book, which took a record of every person, every sheep, every cow so the conquering Normans could tax them. Presumably in the case of Goltho an effective bribe was received. (As an addendum to my arrival on this earth, The Times of London on October 6 carried the story of “the Cassandra-like” Mr. Churchill complaining that Herr Hitler appeared to want to devour Europe piece by piece, having just moved into Czechoslovakia the day before.)

My father was a civil engineer and, at a very young age, was appointed town surveyor for Thurnscoe in Yorkshire. It was said that he was the youngest surveyor in the country. Later, in 1931, he became the town surveyor for Ware in Hertfordshire. And, I think reading between the lines, he was extremely ambitious. He pioneered the use of concrete, helping to build some of the first concrete roads in England while also trying to build cheap council housing that would be good value for the money. He came from the junior branch of an upper-class family, but he was the youngest son of the youngest son. His father had a country inn and his uncle was a kind of country squire. When he was working up in Yorkshire, he met my mother, she became pregnant and they married, not necessarily to the great satisfaction of his family.

After the war started, my father joined the Royal Engineers and was posted to Egypt, based in Cairo, where there were plenty of bridge-building possibilities. He died there in 1942, having caught a disease that wouldn’t kill you if you had decent medicine. But in wartime conditions it did. He’d been away for two years so I must have last seen him when I was one and a half. We were living at the time in a rather fancy house in Ware, Hertfordshire. Very shortly after my father died, my mother, three sisters and I piled into a substantial truck with bits of furniture and off we went to live with her parents in Doncaster, a mining town in Yorkshire.

My mother’s parents came from a resolutely working-class background. Both of them had left school at 12 or 13. Her mother was registered in the census as a houseworker. Her father had started working life as a wheelwright and had lost an eye in an industrial accident. He received a decent settlement and used it to buy a little corner bakery store. He took the first shilling from the first loaf of bread they sold and nailed it to the counter. (By a nice twist of fate, that first delivery of bread came by a pony and trap driven by my grandmother’s brother Henry Douse, who was building a very successful regional bread company, “Douse’s Bread.” He later sold the business to J. Arthur Rank, the famous moviemaker and bread company, who even later sold on to Xerox, much to my great-uncle’s financial benefit.) My grandfather had been brought up a Quaker. Although apostate, he led the life of a Quaker. Because Quakers don’t approve of flashy spending and do approve of hard work (believing the devil finds work for idle hands), they got to be pretty well off.

After a few years – a typical story of thriftiness – they opened a second store but didn’t stay in one specialty. To the little bakery they added a greengrocer and then a liquor store. They eventually ended up with 17 stores. A few decades later they traded them all to a chain for quite a lot of money and bought a big restaurant on the Great North Road that ran from London to Edinburgh, right through the middle of the town in the days before the bypass. As soon as they had done that, the war broke out. Restaurants had an extra ration of food, which meant that if you wanted to eat off your ration book, you had to go out and pay up. Being in the restaurant business was a license to steal.

But my grandfather refused to profiteer. As I like to say, capitalism being what it is, they cleared the market the hard way by having lines outside the restaurant every lunchtime that would stretch up the high street. And they had marvelously highly trained waitresses, all dressed in dark blue with little lacy things around their heads and aprons. They would scurry around, very impressively, with three big dishes of meat, potatoes and cabbage on one hand and three on the other. They responded to this crazy demand caused by the cheap price by being very, very quick and slick.

Wartime propaganda forced frugality on the nation. There was a government program to get people to stop wasting. We had big posters in the streets showing a Squander Bug, which was a big, ugly-looking spidery thing. It said to the general public, “Do not waste.” In my view, this is how one should live. You didn’t need to tell Yorkshire Quakers not to waste. Of course, you had to clear your dinner plate. You couldn’t throw anything away. You darned socks over and over again. Till they were all darn and no sock. And why not? Waste not, want not.

Even if you’d wanted to waste money during the war, it was pretty hard. I didn’t know at the time that the toy shops had once been full of toys. When I looked through their windows, they were always very sparse. I thought that was normal so I didn’t suffer. My mother took me to buy a toy when I was four. But there were no toys. She wept but I didn’t know why she was weeping. She only told me years later. All they had was a pathetic wooden sword and an army revolver holster. She wanted me to buy that nice leather holster without a gun. I thought what on earth would I want with an empty holster? I went for the sword. And then, mysteriously, the sword disappeared about two days later. I looked everywhere for it but it had gone. Of course, I must have been racing around the house, waving that damn sword, threatening to knock over everything precious. They just mysteriously vanished it for me. Decades later I told that story to my nephew and his son, and the son, who was about six years old, was so moved that he and his father made me a wooden sword that we proudly display in our house in Westport, Massachusetts. It’s an unlikely little codicil to that story.
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Me with my favorite stuffed toy in Doncaster, Yorkshire, in 1942



Even after the war, everything was rationed – potatoes, bread, sugar. The only exotic things that were sometimes available were oranges, which we had at Christmas. But after I turned seven, life got better every year. The main aspect was food becoming more available: potatoes would come off the ration list, then bread would come off, and, finally, candy came off years later, when I was nine or ten. I remember the whole family driving around from shop to shop that first Saturday with freely available sweets and chocolate, trying mostly unsuccessfully to buy whatever scraps were left in the stampede. I remember my first banana, my first melon, my first grapes. Cars came back on the road and toy shops filled up. Everything zooming upwards at a rate they could never keep up, what the French call the Trente Glorieuses, the three decades of rising post-war prosperity. As Prime Minister Macmillan said, “You’ve never had it so good.” Of course we’d never had it so good: the comparison period was pre-war depression, war and post-war austerity.

Looking back, the early experiences of childhood seem to me a kind of brainwashing that was impossible to shake off. Take my Yorkshire grandfather, who was brought up as a Quaker and later became a diehard apostate. But he retained near-perfect Quaker principles to the end of his life. He could reject the notion of the ever-lasting life, one of the key tenets of faith, but he couldn’t shake off the rest of the cultural brainwashing. He treated everyone so well and he was so modest and unassuming, despite being a substantially self-made man. As my grandfather lay on his deathbed, his believing wife, my wonderfully warm and friendly grandmother, who really brought me up on her apron strings, said to him, “Joe, Joe, you’ll soon be with the angels.” To which he replied, “Florie, I’ll be happy enough just pushing up daisies.” They say there are no atheists in foxholes, yet even though a deathbed is the foxiest of holes, he didn’t flinch. That still seems to me pretty cool.

In Doncaster we lived in a terraced Victorian house, three floors with stained-glass windows at the front and an extended area at the back, big kitchen and scullery, an outhouse where the washing was done and a long, thin garden. My mother worked full-time in the restaurant, so I was mostly brought up by my grandmother, who took me to the movies almost every day. I saw more movies as a young boy than most people have seen in their entire lives. She used the cinema as a babysitting tool. After she was finished with the housework, she’d take me off to the movies and we’d see whatever was to be seen. I had to stand up most of the time, holding on to the seat in front, watching completely adult movies – gangster movies, Jimmy Cagney and all the classics, Humphrey Bogart as the bad guy – not really getting the point but being entertained. I wouldn’t make a fuss, and my grandmother would sleep… soundly, every time. She never saw a single film. So, it worked out beautifully for both of us. Even now, watching old black and white movies on some cable channel, I’ll think, “My God, this looks faintly familiar… I think I know what’s going to happen next.”

Having my grandfather as a father figure, I realize how much I was enveloped by his values. It’s as if I had no choice. It’s in my cortex. All my life I have been practicing a form of ancestor worship which, given the character of my grandparents, has not been such a bad thing. They, particularly my grandfather, brought me up with such a strong set of examples that I do things that I can’t explain, as if I had no choice. I hate waste. I feel forced to be economical. To this day when visiting restaurants I still check the menu and order the thing that I think is a bargain. If I want a drink I have a glass of the cheapest wine. Years later, when I came to live in Boston I found that old-fashioned Yankee virtue was a very easy fit for a Yorkshireman. The fact that I later gave away most of my money is a further testament to my grandparents’ powerful hold on me. My childhood experiences also influenced my approach to investment: as I like to say, every Yorkshireman worth his salt is born with the natural understanding that cheap is better than expensive.

SCHOOLING

My father had been a Freemason, which was a very fashionable thing back in the thirties. So, at the age of eight I was sent to the Royal Masonic Junior School for Boys in Bushey, near Watford. The school was run like a typical English prep school with one super-critical difference: everything from tuition to room and board to books to clothing to even rugby balls and cricket bats was paid for by the Freemasons. The unusual entry fee was that you had to have a dead Freemason father. At the end of the war, there were plenty of those. We were several hundred boys without a father between us.

I was one term behind the crowd because they wouldn’t take you if you weren’t eight, and because I’m an October birthday I didn’t go until the Easter term. Just a handful of newbies arrived with me. What an alien, cold, cruel world we encountered. The food was barely edible – little pieces of meat with gristle, not fat, just gristle, with carrots and peas on the side. And gray bread – you still weren’t allowed to make white bread because of rationing. During the war, bread was made with whole wheat and the wartime regulations continued for several years afterwards. When they finally brought out the unhealthy white bread, we all thought we’d died and gone to heaven.

I was raised at a time when the British still believed that a child should be seen and not heard. That didn’t suit me at all. There are some of us who have a powerful urge to talk, and I was one of them. A trained psychologist given 20 hours of interviews might come up with a decent explanation, but I’ve come up with my own poor man’s explanation. I grew up with three dominant sisters and a dominant mother, and no father. Put it this way: they ranged from normally strong characters to extremely strong. They had no mercy. If I couldn’t get a word in, they didn’t care. The topics over teatime, dinner and breakfast were overwhelmingly female topics. They were not going to spend that much time talking about football. The result was I hardly got a word in. For a while they gave me a bell to ring when I wanted attention. The bell was soon ignored.

When I got to boarding school, I couldn’t wait to talk. Alas, that was forbidden. The school was like a Trappist monastery. We weren’t allowed to talk anywhere – whether walking to and from meals, during prep or getting up from, or going to, bed. This was for the teachers’ convenience. They didn’t want to hear us kids yapping away. But because I couldn’t talk at home, I made up for it at school and was duly punished. I became known as “Gasbag Grantham” and the teachers referred to me as “Gas.” I was the only person in school whom the teachers uniformly referred to by a nickname.

Quite often I’d get stuck in the corner or take a beating for talking too much. The masters would hit us on the bottom and on the hand, any way they could. By general agreement, I was the most punished boy in the school. That went on for a couple of years until finally they grew tired of whacking me. I received something of a papal dispensation. A master would hear a voice and say, “Who’s talking down there? Oh, Gas, shut up.” If it had been anyone else, they’d have given him a whack on the hand. You could say that I enjoyed a mildly privileged position.

By 1947, when I arrived, almost all the boys’ fathers had died in the war. After lights out we occasionally had the ritual “How did your father die?” My best buddy’s father was shot down in the Bay of Biscay on a bombing mission. One boy had been on the beach with his family in Torquay in Devon when a German fighter, a Messerschmitt, came down the beach, machine-gunning the holidaymakers. They all ran for the breakwaters, which were huge. If you could get on the right side of one you’d be safe. This guy called Kestervan and his elder brother, father and mother were all running like mad. Then, little Kestervan fell and his father went back for him and put his body over him, which doesn’t do any good against the kind of shells coming from a Messerschmitt. It killed his father and put a bullet through Kestervan’s foot. At this stage of the story, he’d show us the scar on his foot and we boys were deadly impressed. Of course, he won the contest.

Not the best student, I finally got fed up with being a dunce. By the time I became a senior at the junior school, I began to make a determined effort. We had A, B and C streams. I worked my way up the class until in my last full year I made it to the top of the B stream. Unlike a boarding school of the normal kind, our school had to take everybody. Some of the boys were not very smart. Maybe I was a little dyslexic. Until multiple choice came along many years later, my results were never good. Multiple choice can make a poor student into a good student. I actually have a very substantial memory and remember much more than most people, but a retrieval system from hell. I simply cannot recall names at the spur of the moment. Exams were pure torture for me. I would hand in my papers with gaps. And I would write something like, “In 1704, the battle of blank took place.” At the back of my mind, I knew it was the Battle of Blenheim, but I couldn’t summon up the name. That’s not how you do well at school. Later in life I’d find myself working with colleagues for many years and still not be able to recall their names. I remember my surprise and delight at meeting my first multiple choice quiz, which I took to get into Harvard Business School. I told my mother, “You won’t believe it. They tell you the right answer!” Which, of course, they do.

VICTOR LUDORUM

I inherited my competitive side from my father. From what I gather, he was a real man’s man, what we used to call a beer-drinking backslapper. He partied pretty well and played rugby for Eastern Counties and had a zero handicap at golf. His aristocratic great-uncle, Redding Grantham, didn’t think it was gentlemanly to chase after little balls. Redding thought, damn it, the only dignified things were hunting, shooting and fishing.

Until about the age of 13, I was stocky with fair gingerish hair and sticking out ears. I could wrestle anyone who showed up. (Later, I shot up in height, grew skinny and stayed that way forever. There are people like me who fidget a lot, who are unable to sit still and burn off all their extra calories.) At boarding school I was the victor ludorum for overall sporting achievement. My sister Sally, at the Mason’s girls’ school, was awarded victrix ludorum. I won the 100 yards, equaling the school record. I established a new school record at 220 yards and I was slightly behind the record in the half- and quarter-mile. I won the hurdles. I came second in the high jump, the long jump and the mile. It was pretty hard to beat me.

My greatest competitive feat came in the half-mile. My best buddy, the Hertfordshire County champion over the distance, was in the same race. He ran a ridiculously fast first lap in well under a minute. A crazy thing to do, which seemed aimed at breaking my heart. I found myself at the back, so far away I could barely see him. But as he rounded a curve I noticed him slowing. I accelerated, overtaking a few runners and I thought, “Oh my God, this is going to kill me.” I then jogged along in fourth or fifth place. On the next turn I saw that he had slowed even more. I made another dash and moved into third place, closing the gap. Into the final lap, he was so blasted that he practically started to walk. I took off in a sprint and by the time we reached the home straight, he was 10 yards ahead with me closing in, eyes watering, chest burning, legs throbbing. Finally, he turned around and grimaced – the world’s worst-looking grimace – and started to accelerate. Although totally exhausted, he had a little something left. The calculation was that he was moving more slowly, but accelerating; I was moving faster, but exhausted and decelerating. Could I catch him up before these two ratios shifted? As we crossed the tape, I was ahead by about a foot. Had it been another two yards or so, he would have won.
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The winners and runners-up of the 100-yard relay at the Royal Masonic Junior School for Boys in 1950. I’m in the middle of the top row.



We lay on the middle of the grass track, the two most zapped, exhausted kids in England, with every part of our bodies aching. A little voice inside of me was saying, “Okay, big deal. You proved if you try much harder than anyone else and you nearly kill yourself, you can just beat them.” If my buddy had put in as much as I had, he would have won. Maybe half the other runners could have beaten me. Yet I was the sucker who had put everything into it, every last drop of energy. I discovered that winning was not as big a deal as I had thought; not worth dying for, at least. This left me free to treat sport at college as casual and devote more energy to other things. At that moment, I vowed that I would never try that hard again – it just wasn’t that important. And to the best of my knowledge, I never did. My nature didn’t change, however. Decades later, my son Rupert told me that I was the most competitive person he’d ever met.

GAMING

Although I couldn’t recall names and was a mediocre pupil, I always had a good head for figuring odds. At school on a Saturday evening, we played Monopoly, at which I was a complete whizz by the way. I won seven consecutive games of Monopoly with six people playing. It was not an accident. We were fanatics and played whenever we could. I simply had a much better method playing the game given the rules that we had adopted. The end to each row had a higher rate of return than the beginning of the row. That alone was a helpful insight into winning the game. The end of each row from the Go had a higher return for the same price. The light blues had a much higher return than the browns, and the oranges had a much higher return than the pinks.

They were the value stocks, so to speak, and because they also were at the end of the first row and everyone was starting together, they were very likely to hit the light blue. If I could horse-trade for that set and get them developed before the game started, the poor suckers were paying me £550 on the first roll of the dice. If they survived that, I would quickly take my winnings and build hotels or houses on the oranges where, you know, my opponents are paying around £1,000. They are basically out of the game if they hit twice early in the match. Anyway, that battle plan was often sufficient.

Toward the end of junior school I added to my gaming repertoire and started a lottery. My fellow students were not sophisticated but they were very excited. It was just too much for the 10-, 11- and 12-year-olds to use their brains. The price of a ticket was a piece of candy or square of chocolate. The prize was a bar of chocolate. One guy, who later went to Cambridge, bought a whole bar of chocolate’s worth of tickets to win a bar of chocolate. Some of the faculty were quite amused; others were horrified.

My buddies and I also played roulette. We used to go to cricket matches, pretending to watch the game but instead were hunkered around a roulette wheel, playing it, looking for a pattern. We tried to produce an infallible system, checking the numbers down in a little book. Needless to say, we didn’t find an infallible system, but we did find out that the roulette wheel was skewed so that after playing for several weeks we found that certain numbers paid up. As I was to discover, the nice thing about the investment business is that it allows one to continue to hunt for infallible systems.

I also had a stamp-trading venture with my buddy, Norman Glass. We had a Stanley Gibbons catalog that was a great investment, though expensive. We knew what everything was theoretically worth and we would try and trade up with that information. We then became much more manipulative, returning from vacations with wonderful, pretty Central African Republic stamps, huge triangular colored things with camels and flowers. We would trade those wonderful, pretty stamps for nasty (but valuable) little penny blacks – fairly reprehensible, taking advantage of the callow nature of 10-year-olds. But they let us get away with it.

(Later, I became more and more serious as a stamp collector. At the age of 16 I was on the cusp of buying a whole collection from a dealer. When you buy a whole stamp collection you acquire many multiples of the theoretical Stanley Gibbons’ value so that for me was an irresistible discount. I was palpitating at the thought, but the collection cost £4, which was quite a fortune. I had this money for my summer vacation. Did I want to have lots of money up my sleeve or this damn collection? I was in agony trying to make up my mind. And I decided that I would buy the collection but then I lost my wallet with the money in it. I was heartbroken. That was the end of my stamp-collecting days. I couldn’t look at a stamp again without thinking of the loss.)

At that time, the school took the opportunity to suggest that I stay back a year. Their blatant reason was to get me out of the clutches of Norman Glass, who was obviously leading me into these terrible habits. The irony is that it was me, the crafty little Yorkshire boy, rather than Norman, who was responsible. He was blamed for my conniving character because he was Jewish. I discovered at a very visceral level the casual anti-Semitism and injustice that was typical of English schools in that period. There was a substantial degree of anti-Semitism back then, which I didn’t share – two of my best friends at the junior school were Jewish, which took some doing as there was barely a handful at the school. I also felt the injustice of being forced to repeat a year unnecessarily, to separate me from this guy whom I had led astray, not the other way round. My education suffered. If I had gone up a year with the smarter boys, I would have been more engaged and focused.

UNIVERSITY

I failed my school leaving exams (known as A levels) and was sent to a crammer in London where I was finally able to take English. The Masonic School had no one available to teach English to the older boys. So my only academic talent was sidestepped; I was forced to take chemistry, which I failed gloriously. English literature was my favorite subject and the only one I was really good at. After my experience at the mediocre boarding school, I couldn’t believe how exciting education could be. Our English teachers loved the language and loved literature. One even had a play on at the Royal Court Theatre. You could not help but pick up their enthusiasm. We would sit around during the coffee break, trading Chaucerian and Shakespearean quotes. It was dynamite. We did the two-year English course in one year. And the teaching was so brilliant that a motley crew of around 20 of us – housewives, refugees from Hungary, a Dutch Jesuit priest and three or four young girls who couldn’t stand their convents any longer – all passed, every single one of us, even though half weren’t even born English speakers. I got the top score in our class. I marched onward with confidence, at least in English.

My first three preferred choices for university turned me down. Sheffield was the only place prepared to take a risk on me. As it was the only offer, I didn’t even need to visit their campus. I just replied, yes, thank you, packed up and arrived there for the first time as the semester started. I started out by reading English, but quickly saw the writing on the wall. Less than 10% of the entire year were women, and they were all concentrated in English. They were largely upper class, bright as whippets and from the top schools. I sensed the competition was going to be utterly deadly. We also had to do Anglo-Saxon, which is a complex language that declines like Latin, as well as Latin itself, to scholarship level. In a mad five-week course at the crammer I’d done enough Latin to meet the entrance qualifications for an English degree. But that combination was inconceivable to me, entailing lots of work and masses of competition.

To hell with that, I thought. Toward the end of my first semester, I switched to economics. One of my roommate buddies was taking economics and it looked like a piece of cake, which, as we all know, it is. I was lucky to get about the last minute of economics as a social science, just as the idea that you should actually use your brain was about to die on the vine in economics. We didn’t do econometrics. There was one course in statistics, which was basic common sense and a few standard correlations. But the whole miserable business of pretending that humans are machines and can be treated by algorithms – I did none of it. What a relief. I did much more study in the history of economics – the general building blocks of the Pigou effect, Ricardo and the boys – which was much more interesting.

Although I read economics at university, I didn’t find it of much help in my investment career. Economists today are always missing the point. They overexplain data without really understanding the quality of the data, or, I might add, the low quality of the data. They just will not use their common sense or perhaps they don’t have any to use. Modern economics is like a brainwashing program: it teaches you to stop thinking and to accept the dominant theory that is being pushed by the teaching faculty. Nor is it useful training for investors. Back in the day, it used to take us two years to deprogram an economics PhD at GMO. They all arrived thinking the market was efficient. I mean, you can’t get any more stupid than that.

Academically, I came alive in my second year at Sheffield, making a decent impression on the famous economist and future Nobel laureate, Sir John Hicks. Although he was an Oxford professor, for some reason he was given the job of marking our theory papers. He gave me a first on my theory papers. I did less well on some seriously boring papers. After graduating I was offered the opportunity to do a doctorate. My thesis proposal was on whether tax makes you work harder because some of your money has been taken away or whether it depresses you because the sweat of your brow is no longer rewarded. The study of taxation and incentives was right up my street and I should have done it. Instead, I went to work for my stepfather.

My mother had remarried just before my eighth birthday. She was a very likeable woman who must have appealed to almost every man. After my father died, she had three marriage proposals despite coming with four children in her train: one was from an air commodore; another from a captain, my favorite, who rode a motorbike and died in Burma behind enemy lines; and lastly from my stepfather, who was a captain in the Royal Army Service Corps. During the war he had led convoys of food and ammunition around Italy, including infamously taking a convoy of 18 heavy trucks up into a high mountain Italian village to a dead end. It was so tight all of them had to back down the mountain. It took hours and hours with people waving and shouting and screaming. It became a legend of military misfortune.

After the war, the family moved to South Croydon, on the outskirts of London. My stepfather ran a small supplier of catering and hospital equipment, A.W. Gregory. After my graduation he told me that if I didn’t join the family business immediately, he would have to find someone to replace me in perpetuity. It seemed a mild form of blackmail but, being by nature conservative, I thought I had better comply. It just might be a great opportunity.

Instead, it turned out to be a succession of mishaps. One day I was sent to Harrods, the posh Knightsbridge store, to sell them a curious piece of equipment. It was a French commando’s trenching tool, a little spade that went into your backpack and had all manner of instruments attached – wire cutters, bottle openers, snippers, you name it – a very impressive little gadget, lightweight, strong. When I tried to demonstrate it to the buyer at Harrods, I caught my tie in the snipper part and it was so tight that we could not get it open. The buyer had to borrow scissors from the kitchen department to cut my tie off. Anyway, he was so amused by the whole thing that he bought three of those damn tools and amazingly sold them eventually.

On another occasion we had this tea set – cups and saucers and mugs and plates for hospitals – made of polycarbonate. Polycarbonate was the up and coming super-strong plastic that could take all manner of colors. I wanted to demonstrate how absolutely indestructible polycarbonate was so I urged the guy at the hospital to jump on it. He jumped on it and the damn thing broke into a thousand pieces. But he bought some too. Apparently, the secret of my success was to make a complete ass of myself and then someone would buy something. These were the two most embarrassing episodes of my happily short career in the family business, which was complete misery.

There was a silver lining, though. After every appointment, I read a book for 15 minutes as a reward. I tried to learn languages from a primitive early tape recorder, which I would put on the driver’s seat. I got recordings from foreign girlfriends who would record sections in their accent. If the girl was from Switzerland, I learned to recite lines from All Quiet on the Western Front in a Swiss-German accent. “Mitten in der Nacht erwachen wir. Die Erde dröhnt.” [We wake up in the middle of the night. The earth shakes.]

The worst part about working for my stepfather was, once in, how was I to get out? How do you tell your stepfather, who makes a point of saying that everything he’s done has been to build up his business for you, treating you exactly like his real son, which, in a sense, he did, you want out? I knew that my leaving would hurt him and my mother too. Extricating myself was nerve-wracking beyond belief. In the end it happened by luck. After 18 months, I still hadn’t summoned up the courage to tell him that I was planning to leave. But somehow he got wind of a job interview I had botched and threw such a hissy fit, assuming I’d made the decision to quit, that I had nothing to lose. It gave me the courage to take on the psychological family stress that I had so dreaded. Then I went out and hunted around for another job.

FROM SHELL TO HARVARD

One of the first things I did was visit a big consulting firm in the City of London. There I met a typical chinless twit – one forgets how much England has changed since then – but in the early sixties the City was full of upper-class types, who were so rude, so blatantly rude and demeaning and dismissive to everybody, it seemed. This one was typical; sneering at my résumé, he looked up and said, “Oh, Grantham, with this record you’re no good to us. Come back when you’ve had 40 years of variegated business experience or been to the Harvard Business School.” As I walked out of the office, I thought to myself, “Am I going to burn this building down and kill them all, or am I going to apply to the Harvard Business School?”

I chose the latter. I sent in an application to Harvard and then forgot about it. In the meantime, I had much better luck at a couple of enterprises. The first was at Hedley’s, the makers of Fairy Soap, a company in Newcastle that had just been bought by Procter & Gamble. They offered me work as a researcher, digging through data and finding useful stuff about selling soap and other things. That would have been a serious job. Then Shell offered me a job. Shell was very upper class in those days – about three-quarters of its English management hires were from Oxbridge. The Honourable Hugh Arbuthnott (I’m not kidding) was my handler. He explained everything to me, took me here, there and everywhere. Tests included masses of English stuff, which I could ace and finish before other people were halfway through, particularly because many of them were Dutch, which didn’t help them. I was then taken to the final selection meeting where the key personnel officer for the Royal Dutch group and eight other people sat along a table, like the Last Supper, and I sat on a little chair in front of them.

I’d recently had a miserable experience applying to the Reader’s Digest, which was my first effort, where I disgraced myself by becoming so nervous that I became almost physically out of control and couldn’t even find the chair to sit on. Very embarrassing. The rejection slip beat me home. This time, however, the Shell boss said, “Grantham, I see you went to Sheffield. Tell me, didn’t you find that a cultural wilderness?” This is exactly what he said. A cultural wilderness. I’m happy to say I laughed. It was the only adequate response. I genuinely laughed and said, “Yes, you’re right, I suppose it was.” I went on to explain that Sheffield had more people who’d come from state secondary modern schools than from private schools. It was unique in that sense. To get to university from a secondary modern meant that in an obscure country village in Derbyshire some teacher had taken you under their wing and nursed you through A levels, as a kind of special gesture. You’d think such students were as rare as hen’s teeth. But Sheffield had plenty. Some of my good friends were in that category. In that sense, it was almost a working-class university. After 11 years at boarding school, Sheffield was a chance to re-engage with, if not the real world, then at least a much less unreal one.

My laughter showed confidence and the answer hit them in a soft spot. So, they offered me a job and looked at my results and said this guy is clearly more analytical than executive, which, of course, is correct. They wanted to put me in the analytical category, which was the staff function, pointing out that I could aspire to become the boss of the economics department, that sort of thing. I said, nah, I want to be an executive. And they said, well, you know, everything suggests you’re a staff guy. I replied to my friendly handler that I’d rather go and work for Procter & Gamble as a market researcher, my other job offer, up in Newcastle. Anyway, I went home and waited for the offer that I was going to reject. The letter arrived. “We’re happy to offer you £1,200 a year as an executive stream trainee.” This was £200 a year more than the staff job paid. Shell was about the highest paying big company in Britain, so that was all pretty good. Nine months later I left for Harvard Business School (HBS). At least I was decently paid for those nine months.

The only thing of note from my time at Shell was a paper I wrote on coal. I stumbled upon the fact that America had a monstrous amount of cheap coal. Even at the very substantial rate they were cranking it out, the U.S. had 800 years’ supply of known reserves. By contrast, the rate at which they were pumping regular oil left them with only a few years’ supply. I wrote this unexpected paper arguing that the United States should be a coal-based economy, dealing with the costs of delivering coal to ports and shipping it all over the world. There was a legal requirement that analysts could insist on sending research out to all the divisions – Deutsche Shell, French Shell, Italian Shell and so on. Over my boss’s objections, I sent out this weird coal thing and it resonated like mad around the system because they all found it kind of strange and interesting. They checked the data and sent back responses, which never normally happened. It created a bit of a stir, and, in certain circles, must have marked me down as either a nitwit or a troublemaker.

Shortly afterwards, I received a message to go to London to take the Harvard entrance test. I traveled by train and arrived at the English Speaking Union where they were administering this entry test, a general knowledge multiple choice test. English people were terrified because we didn’t do multiple choice in those days. But I had got a little book and had already practiced multiple choice, giving me an unfair advantage. Helpfully, one of the sections was about oil tankers. I knew the answers before I read the damn piece. Anyway, I sailed through that test. It turns out that they added 100 points to the score of the English people because they had no experience with multiple choice. So, 100 points added to my very decent score gave me a very high score indeed.

Next, I got a little note telling me to show up at the same place to be interviewed. I arrived with 18 or 20 people, two of whom were from universities established in industrial cities by the Victorians, such as Sheffield, known patronizingly as “red bricks,” and the rest were from Oxbridge. We were to be interviewed by three HBS graduates, all of whom had been to Oxbridge, and then to business school where they had mutated, basically, into a different species. We were told to introduce ourselves. The first guy said, “I’m Roger Davenport. I went to Balliol. My ambition in life is to sail up the Nile.” Then the next guy said, you know, basically, “My name’s also Roger Davenport. I also went to Balliol and my ambition is to sail up and down the Nile.” I could not believe how ridiculous their ambitions were. Of course, they became more and more embroidered and competitive in their ambitions. Finally it was my turn. I said in my best Yorkshire accent, “Eeh by gum, the name’s Grantham. I want to go to HBS to learn how to make money.” I was being deliberately crass in order to play off these guys. The three adjudicators practically cheered because they had been pulling their hair out over how wonderfully off-topic these characters were. They must have been thinking why the hell are they applying to business school?

I hesitate to mention what happened next. It marks the extreme outer edge of my evil competitiveness. This was the only Brer Rabbit incident of my life. After the introductions, they asked us to take 10 minutes to pick a topic and then take half an hour to discuss it, after which we’d break for coffee. Then, we were to take another five or 10 minutes to pick another topic. I picked a reasonable first topic and threw myself into the argument pretty aggressively. Following the break the Oxbridgey types gathered around the coffee urn, giving me dirty looks. They’d marked me out as the uncouth Yorkshire git who had to be stomped on. They started to discuss what topic to choose next. One of them suggested transportation. I was working at Shell, for heaven’s sake. I spent my whole day reading about transportation. Naturally, I tell them that transportation is the worst damn idea I had ever heard. Instead, I proposed South America as a general topic as a red herring. Of course, they gathered behind transportation and railroaded it in.

This is too much, I’m thinking. This kind of thing only happens in movies. Anyway, it gets worse. The leader of the bad guys is holding forth about the recent Crowther report on transportation, one of these giant government reports that makes its author a peer. This report had been written up everywhere, but I had read the damn thing cover to cover because that was my job. This is getting better and better, I think to myself. I say to this guy, “Have you read it?” He squirms around, saying he’d not really actually read it but had seen several reviews. Then, of course, I say, “Well, I’ve actually read it and this is what it says, bang, bang, bang.” There were no survivors from this group when I got to Harvard. I never saw any of them again, but I’ve never managed to repress the guilty feelings I had about being so completely ruthless. It was a level of ruthlessness that I never reached again, which is a pity because perhaps I should have done. Since then I would say my career has suffered a little, but often, from being a patsy. Still, the incident changed my life by getting me accepted, with a mixed academic record, into HBS.

It was not, however, all work and no play. While I was working for my stepfather, on Friday evenings I would drop in at a bar in South Croydon, where foreign au pair girls would go after they’d had their English lessons. One night, having not been for a week or two, I dropped in and met a beautiful German girl, Hanne. We danced together. Her English was not good enough to talk much, but good enough for her to listen. And of course, talking was my specialty. I didn’t stop talking and she got most of it; what she got was that I was having some family business trouble. Hanne came from a family business – her father ran a little printing enterprise attached to their big German house in Bremen. She was sympathetic and knew what it meant within the family for the son to say, “No, I’m not going to do this.” I asked her out for a coffee, and we started seeing each other.

At the beginning of the summer before my start at Harvard, the time came for her to get on the train and make her way back to Germany. I went to London, put her on the train and said goodbye, as I’d done a few times before, being something of an au pair specialist. It was good to have a relationship with such a nice clean end. They’d get on the boat train for France, known as the Golden Arrow, and disappear out of my life. In this case, it was the Harwich train and then a ship to Bremerhaven.

After Hanne had left, I felt a few pangs. I had felt pangs before, but they soon dissipated. These were different: they were relentless. Soon after, I called her up and proposed over the telephone. “Will you marry me?” I got to the point very quickly. And she replied, “I’m sorry. What was that?” I asked again, and she still couldn’t hear. This time I practically shouted. Hanne was embarrassed because she took the call in the dining room, with the entire family sitting down for lunch. She knew the family would not be entirely happy at the prospect of their only daughter marrying an Englishman and that she would have to break the news gently. So she replied, “Oh, yes. How are you?” That’s what she said, because I think she was trying to make our conversation sound commonplace.
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Me with my mother (left) and Hanne (right) looking 1960s cool at the Shell Country Club in London in 1961



She then came back to England and stayed with us for about a month, after which I got on a plane and flew off to Boston. At Christmas after my first semester, having written some pretty decent love letters, I got on an Icelandic Airways plane and flew to London. After a day or two to recover, I took the train and the ferry and the train to Bremen, where Hanne met me. Then I had a session with her father telling him that I wanted to marry his daughter. He got a little drunk and said there was no real lasting trouble between the Germans and the English. It was just their ridiculous leaders, Hitler and Churchill. Under the circumstances, I wasn’t going to push him on this argument. The following summer, Hanne joined me in the States.

HARVARD BUSINESS SCHOOL

At Shell’s headquarters in the spring of 1964, the elevator was a dangerous place to be at 5:01 as almost everyone in the executive block dashed to get home before dark, “to play with the kids.” This was definitely not Goldman Sachs, and definitely pre-Thatcher, who in many ways Americanized Britain. After her, executives would, for better or worse, work a whole lot harder. But on this particular afternoon I was staying after 6 o’clock to eat dinner with a friend at our very good and heavily subsidized cafeteria, when the telephone rang and the secretary of my boss’s boss’s boss’s boss said, to my amazement, that Mr. Bridges wanted to see me. It turned out that Mr. Bridges like me was a Yorkshireman and not educated at Oxford or Cambridge, unlike most Shell executives. Despite this disadvantage, Mr. Bridges, then head of supply and planning at Royal Dutch, went on to become the boss of Shell Oil U.S. in 1971, an almost unique event for the completely autonomous U.S. division that presented itself as diehard Texan. We had an immediate friendly conversation, what a Yorkshireman calls a “thee and me,” when we assume some tribal solidarity. He eventually asked me what my division was doing to help me go to HBS and I told him they had arranged for a tanker to take my trunk to Boston. “Well, Grantham,” he says – this is how they talked in 1964, believe me – “how would it be if I kept you on the payroll?” Without taking any time, I said that I couldn’t accept and explained to him, given he was clearly surprised, that two years was a long time and I had no idea whether I would want to return to Shell or to England. To this he said, “Grantham, when I place an order for a new tanker it takes five years to deliver and I have no idea what the tanker market will be like in five years,” pause, “and, frankly Grantham, that’s a much bigger decision.”

I must say it was a very effective and memorable way to make the point. So immediately I replied that if he put it that way “I accept.” And with that a third of my total business school costs were covered.

You need plenty of luck to get ahead in life. I had been lucky to get into Sheffield despite my poor school record and lucky to get into HBS and lucky that Shell offered to defray a fair bit of my costs. I also had the good fortune to avoid military service on two occasions due to some freak circumstances. Because I failed the school finishing exams, I spent an extra year at the crammer. During that time, Britain abolished National Service. So the rest of my school class had to do two years of military service and ended up a year behind me at university. Then, when I arrived in America, I was given a month to register for military service. Naturally, I waited until the last possible moment. I went along to register just after my 26th birthday, not knowing then that foreigners who were green card holders went to the top of the draft list. The rules stated that if you reached 26 without having received student deferment, which obviously I hadn’t because I’d only just arrived in the country, you were deemed to be over age. I squeezed through this loophole very much to the disgust of the local officials. As a result, I was completely free of worrying about being sent to Vietnam, unlike almost all my other classmates.

I quickly realized that business school was not the intellectual challenge I had expected. It was more a spectacularly rigorous trade school. Our task was to race through cases of problems faced by individual companies, learning to view those cases through the eyes of individual executives while learning corporate jargon. It was a crash course in becoming familiar with every aspect of American business and not at all intellectual. There were hardly any questions about why something was going on, might it be different or even should it be different. We were certainly not there to question capitalism or suggest how it could be improved.

The school saw its job as getting the students up to speed as fast as possible so they could hold their own in business. It also gave us the very valuable opportunity to practice arguing cases against a relatively hostile, competitive crowd, leaving them with a sense of confidence, or rather overconfidence. Overconfidence is good for career development in regular business. But it’s a pain in the butt for the people who have to deal with these overconfident people. They all reckon themselves more capable than they are. Me, too, no doubt. On the other hand, the last thing you want is someone lacking in confidence.

At business school I also got very valuable practice at public speaking. For six weeks, I didn’t speak because I was too intimidated. Then one day, a perfect case arrived on ethics – the only one in the entire curriculum back then. I knew the regular guys would think that it was a waste of time. Happily, it was my kind of topic, a mixture of logic and philosophy. In any case, gamesmanship suggested that I had to do it. I studied every little nuance and worked hard to beat this soft topic into some sort of shape. When they asked for volunteers to present the case, which they always did, I put my hand up about four inches and there was only one other hand that went up. This guy had been waving his arms for six weeks. The professor looked down at the page because he didn’t know who the hell I was and called on me. I made my presentation and then he did something very odd. He invited the rest of the class to ask me questions, to poke holes in my thesis. Seven or eight people asked me half-baked questions, which he allowed me to bury quickly. Then finally he threw it open and one of the highest status persons in the class said, “Well, one has to admit he nailed it.” Thus he did no damage to my opening salvo. This was like walking on water. I floated back to my room with my roommate, gliding across the quadrangle when the visiting professor who had just taught the case, Mr. von Peterffy from Arthur D. Little, the consulting firm, saw us and changed direction slightly to intersect with us. He paused his walk briefly to say, “Good job today, Grantham.”

It was worth waiting the six weeks of stomach-turning inability to make a point because you’re intimidated – because you think you have no business being there. Apparently, this typically applies to about half the class. And, you know, you think you’re an imposter, and by the end you think perhaps half the class are nitwits. It’s an interesting process. It took me six weeks to catch up with the confident Princetonians and Harvardians who had already been indoctrinated to believe in their superiority. I actually recognized that a handful of the class were way over my pay grade. The Baker Scholars, recipients of the school’s highest academic award, were drawn from the top 5% of the class. About half of them were so smart they didn’t need to work hard to achieve that honor. The other half were particularly avoidable characters who focused everything on getting the scholarship; sucking up and working hard on even the most useless subjects and doing all those evil things.

The basic courses were not that interesting with one or two honorable exceptions. One was taught by a very famous guy, Theodore (Ted) Levitt, who wrote the state of the art marketing case study, Marketing Myopia. He was the guy who introduced the idea that you shouldn’t define your job as buggy-whip manufacturer but as a transportation accessory manufacturer. That was the origin of the all-time cliché. Levitt also pointed out that oil companies were making a glorious mistake by not defining themselves as energy companies. And that was pretty cool for the mid-sixties. The oil companies still make that terrible error. If they’d defined themselves as energy companies and done it rigorously, forever, what different enterprises they would be today. Getting off your central skill proves to be very, very difficult. Anyway, that was a very important idea at the time.

The marketing class came with a really interesting and unique project that we performed at the end of the course. A small group was handed a consulting project: talking to outside people, asking questions and putting together a collective report and presentation to the company that posed the problem you were working on. Our problem was proposed by International Minerals and Chemicals (IMC) in Skokie, Illinois, which was a mass producer of farm fertilizer. They were interested in finding some tricks to get them to do better in the lawn and garden business, selling little bags of fertilizer to homeowners for their lawns. We had a brilliant taskmaster, Larry Selkovits, who would never take an easy answer. He would send you off to get a better one. We picked one guy because his typing skills were brilliant and someone else who was pretty good with numbers. I managed to get myself the plum job, which was to determine, if my colleagues decided there was not much juice to be had running on the current course, whether there was a deal to be had. Should they think in terms of buying into someone else’s experience who was more focused on the lawn and garden market?

My colleagues soon realized that for 23 reasons there was little chance of IMC breaking into the business. There was only one player in the field, a specialist called O.M. Scott (Scott’s), which had been around for a few decades, was doing perfectly well and had a very nice brand image, quality, dependability and all those good things. Scott’s had an unassailable position. People only buy lawn and garden fertilizer once or twice a year – two weeks in the spring and maybe one week in the fall. Because that’s the only time they use it. Scott’s would do a wave of advertising at those times and otherwise remain out of view. IMC, Chevron and Shell all tried to break into the market and failed. It turns out that however much money you have, you can’t make up for lost time. Scott’s had a decades-long head start, which turned out to be the ultimate moat. It’s still chugging along today.

I concluded, therefore, that the correct strategy for
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