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			Book Presentation: The Sages by Charles R. Morris

			Book Abstract

			Throughout the violent financial disruptions of the past several years, three men have stood out as beacons of judgment and wisdom: Warren Buffett, George Soros, and Paul Volcker. All three men have more than 50 years of deep involvement in markets and they believe that markets tend to be right, but usually only over the medium term. They have seen too many cycles of herd-driven, emotion-riding booms and busts to make their views hostage to the sweeping and simplistic assumptions of “efficient-markets” models.

			With the benefit of his own deep understanding of markets and finance, Morris analyzes the records of these three men and argues for the importance of consistent values in navigating the treacherous terrain of today’s globalized world.

			About the Author

			Charles R. Morris is the author of 10 books, including The Trillion Dollar Meltdown, a New York Times bestseller, The Cost of Good Intentions, which was one of the New York Times’ Best Books of 1980, and The Tycoons, a Barron’s Best Book of 2005. Morris is a lawyer and a former banker. He has written extensively on financial matters for The New York Times, The Wall Street Journal, and The Atlantic Monthly. 

		


		
			Summary of The Sages (Charles R. Morris)

			Introduction

			The United States and the rest of the world are facing the steepest economic downturn since the Great Depression. By and large, most economists failed to anticipate the near meltdown of the financial system. However, three economic sages – Warren Buffett, George Soros, and Paul Volcker – saw the financial storm clouds gathering and sounded the alarm. Their prescient warnings were all but ignored.

			The incredible track records and impressive careers of these three contrarians offer many lessons that are too valuable to ignore.

			Buffett, Soros, and Volcker may be mavericks, but they share a common characteristic; they are steadfast in their devotion to personal integrity. Further, time and again Buffett, Soros, and Volcker have demonstrated that the wisdom of common sense is far more valuable than the dogma of the herd. In particular, they have demonstrated the virtues of discipline, flexibility, and a willingness to admit mistakes.

			Buffet, Soros, and Volcker have a positive view of free markets, but they are deeply skeptical when it comes to the dogma that markets are self-regulating. Their views stand in sharp contrast to free market fundamentalists, such as Alan Greenspan, who insisted that markets were self-correcting, if not infallible. Needless to say – with Washington scrambling to nationalize the banking system, the auto industry, and quite possibly much more – Buffett, Soros, and Volcker have seen their views vindicated.

			How is it that Buffet, Soros, and Volcker saw the current crisis well in advance while others did not?

			To begin with, the three contrarians rejected many of the central tenets and assumptions that dominate mainstream economic thinking. Buffett, Soros, and Volcker are deeply pragmatic men who are innately suspicious of grand economic ideologies. For instance, Soros rejects the notion that economics is a hard science like physics; Buffett only invests in companies and industries that have business models he understands; and Volcker demonstrated remarkable flexibility as Fed Chairman, trying a variety of approaches and schools of thought to see which ones worked in the fight against inflation.

			The current economic crisis highlights the wisdom of Buffet, Soros, and Volcker. In particular, each was deeply skeptical regarding the role of the financial instruments known as derivatives, which were at the heart of the economic meltdown of 2008. Alan Greenspan and free-market fundamentalists had believed that derivatives (essentially complex forms of financial insurance) decreased overall risk to the financial system. Buffet, on the other hand, warned that derivatives were “ticking time bombs”.

			Buffett, Soros, and Volcker understood what others did not; namely, that the proliferation of risk-hedging devices, which nobody really understood, actually encouraged individuals and firms to assume more risks than they could safely bear. CEOs, bankers, and fund managers, of course weren’t risking their own money, but rather their shareholders’ money. Thus, they had incentive to run risks; the greater their risks, the greater their potential fees and bonuses. This led to bad loans, unwise mergers, and all types of unsound investments. In short, the collapse of the credit system was all about unbridled greed, professional chicanery, and institutionalized fraud on a massive scale.

			Warren Buffet

			Warren Buffet is a disciple of Benjamin Graham, the author of a seminal text on investing (with co-author David Dodd) entitled Security Analysis. Graham and Dodd, writing before the Great Depression, were deeply skeptical of the empty slogans being spouted by Wall Street’s financial “experts”. In fact, Graham and Dodd were the antithesis of the get-rich hucksterism that was being peddled on Wall Street at the time. Instead, they emphasized an approach where investors learned everything they could about the companies they bought in order to properly value them. In their view, buying good businesses and holding them for the long haul is what creates value.

			The Graham-Dodd approach to investing stands in stark contrast to the Chicago School theory, namely that stock prices are a true expression of perfect information. If the Chicago School theory is right, then value investing approaches like Graham-Dodd’s are a fool’s errand, since “no single individual can outsmart the market”.

			The Chicago School spawned approaches to investing that included: index-investing, market-timing, and esoteric mathematical tools and modeling techniques for managing portfolios. By building on the work of Graham and Dodd, however, Warren Buffett has demonstrated the folly of the Chicago School’s theories and assumption. Time and again, the “Sage of Omaha”, as Buffett has become known, uses homespun wisdom to expose the conceits of academic experts and Wall Street moguls. In short, Graham and Dodd’s insights have helped Buffett become one of the richest men in the world.

			Buffett epitomizes the “nerdy” approach to wealth building. Born just months after the Crash of 1929, Buffett was a bright child, but something of a loner. At an early age, he became fascinated by the idea of compounded interest. In fact, Buffet was peddling gum and Coca-Cola door to door, delivering newspapers, and selling warehouse goods all before he was a teenager. Indeed, it would be no exaggeration to say that “the Buffet brain was an almost perfectly evolved money-processing organism.”

			Buffett’s investing philosophy boils down to common sense; investing in profitable companies, that are well-managed, and that have sound business models. Buffet famously won’t invest in a company unless he understands the business they are in. For instance, Buffett once declined a stake in Intel because he didn’t understand the technology. However, GEICO insurance, See’s Candies, and the Nebraska Furniture Mart were the kind of “cash machines” Buffett identified as prudent investments.

			Buffett has always maintained a fanatical attitude when it comes to protecting shareholder value and interests. At the same time, he has been a persistent skeptic and critic of leveraged buyouts and corporate takeovers, which have a tendency to enrich insiders and financiers, but dilute shareholder value. In fact, Buffett has compared corporate raiders to house flippers; both make acquisitions on the assumption that short-term fixes and window dressing can create value. Buffett, in contrast, “believes that you create wealth only by building companies, which takes a long-term commitment”.

			Buffet’s reputation for integrity is even more unassailable than his sterling reputation as an investor. By focusing on long-term value, Buffett has consistently outperformed market benchmarks year after year. He correctly identified derivatives as “financial weapons of mass destruction” long before the 2008 meltdown. Today, Buffett is an advisor to President Obama.

			Warren Buffett is a straight-shooter who believes that America’s best days are ahead, but that our market system has to do a more equitable job of distributing resources and rewards.

			George Soros

			By any measure, George Soros is one of one the world’s most successful investors. In fact, for decades, Soros’ Quantum Fund has yielded on average return of 31% per year for investors.

			Soros was born in Hungary in 1930. As Hungarian Jews, Soros and his family were at great risk when the Nazis conquered Europe during WWII. In all likelihood, Soros’ “youthful experience running risks in the face of a menace like the Nazis contributed to his legendary cool in financial dealings”.

			Following WWII, Soviet Communism descended on Hungary. By this time, Soros had fled to London, but another totalitarian takeover of his native Hungary left a deep impression on the young economics student. In particular, Soros studied under the legendary philosopher, Karl Popper, whose treatise, The Open Society and Its Enemies, became a seminal influence. Since then, Soros has become an ardent champion of Democracy, pluralism, and human rights.

			Popper was also a philosopher of science and his most influential principle that all knowledge was
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