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Admgwicigments

From bis freshmn seminar on the life of John Maynard Keynes and in bis many
subsequent courses over the following four years, Professor E. Roy Weintranb instilled in me and
many ofhers an interest in the substance and history of economics, That interest led to my
rescarch on the evolution of the idea of “value investing™ that i reflected in this paper. T would
ik to thank Professor Weintraub for his criticism and his insights that helped shape both this
thesis and my development as a stadent of cconomics.
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remembrance about Uraham in the Minancial Anatysts Journal, their value has ofien been
“enhanced and better understood in the wake of financial storms that demalished flimsier
ntellectual stroctures.”™

‘Graham mostly operated in & busincss environment conditioned by the extreme
cconomic collapse of the 1930s. Indeed, the majoriy of investors rermained shell-shocked for
many years thereafter. As & result, Graham and his disciples could readily find extraordinary
bargains in the public secarities markets, However, in investing, e inlfe, one mst adapt to the
conditions at hand.

Tovestor in the United States cventually geined insight from the recoguition that stocks
had been chronically mispiced on the low side. Accordingly, investors bid stock prices higher
and higher, and, by and large, the most obvious bargains of the type Graham had slwaya
searched for vanished. Thos, in order to remain succesaful, the Ben Graham disciples had to
change their definition of a bargain in various ways. Graham's most femous pupl, Wamren
Buffett of Omala, Nebrasks, is geaerally credited with refining and calarging his meator’s
principles. Both because of the eaormons size of Buffett's chief nvestment vehicle, Beckakiro
Hathaway, and because he finds businesses mars interesting than did Graham, Buffet rics to
find businesses whose cash flows he expects to grow substantially in the futare.

‘This paper wil race the evolntion of Graham's end Buffet's deas n response to changes
in both ecomomic conditions and their own expeziences. We emphasize that this paper does not
argue for the merits of “valus investing” or cleim that “value investing” is the “correct” approach.
Noz does the paper present a biography of Benjamin Graham or Werren Buffett — although we
introduce some biographical material in crder to contextualize the development of their thought.
After all, ke all ideas and beliefs,the ideas and belifs held by Graham, Buffet, and their fellow
“value imvestors” shaped and were shaped by personal and socisl expeience.

‘We note that this paper does not simply reprise material that already appears in the widely
evailable books and rticles on Buffett and Gralam. Rather, it narrates an evolving.
busincsafinvestment philosophy — and, therefore, it may be seen 25 2 case study of specific kinds
of deas a8 we ask how thooght in the discipline of “value investing” has changed, why it has
changed, and how these changes have affected investment strategy and practice. In conducting
*Waaren . Buftsr, “Benjamin Geabarn 1894-1976," Flnancial Analysts Journal, NovecbesfDecember 1976.
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Warren Bigjent (Dirmingnam, AL: AKYE, 1578), which functions as a vezitable eacyclopedia of
Buffett arcana.

Forbes and Fortune have,dong a remarkable job of covering Buffett's carcer over the
years. Carol Loomis, a senior edior a the latter magazine and a close friend of Buffet’s,
consistently writes the most in-depth and relisble articles in this arca. Buffett himself has written.
numerous articles in various publications over the years, but by fur the most important source
reganding Buffett's thinking s his leters to shareholders in the Beckahire Hathaway Anmual
Reparts:* Prior to Buffett’s invlvement in Berkalire, the beat source regarding his thinking is his
ettezs o partners in Buffett Partncrship, Lid., boginming in the mid-1950s Boffets has also given
several talks to studeats at colleges and high schools across the country, but his most significant
speech is “The Superinvestors of Graham-and-Doddsville” delivered to students at Columbia
Business School in 1984,

Finally, Outstanding Investor Digest provides extremely long features and interviews
with the natien’s most sucoessful investors and money managers. Edited by Heary Emerson,
OID i the single best source of timely information sbout the opinions and activitics of “value.
investors,” especially Warren Buffett and his closest circle of like-minded investors. In this paper,
we rely heavily on OID for many otherwise imposaible-to-access primary sources (¢.g. specches
and lectures) by Buffett, Munger, nd others as well as relevant sccondary sources (c.§., notes
from past Bezkshire anmal meetings and various investment conferences).

1. Introduction

Befiors the stock market crash of 1929, portfolio investment was a diserdered and
muddled activity. Benjamin Grahem and David L. Dodd's Security Analysis, first published in
1934, brought structure and logic to the field, creating an intellectual framework for sound
investment. In an area where much looks foolish shartly after publication, Graham's principles
have proved relisble for over sixty-five years. Morcover, as Warren Buffett wrotz ina
 Theao ltersaro ofparticalritees o 1977 cnward. Nos: they can be acoesaed viathe Beckaive lthaway
webaits (www.berkshirshathaway.com) free of charge.
¥ Althoogh these letters are not availahie to the pubiic, they are cited heavily by Buffett’s biographers and can very
kel bo obtained (s 1 bave dome) by contacting former partoers.
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A INote on Sources:

‘This paper draws on the writings, speeches, and lectures of Benjamin Graham, Warrea
Buffet, their associates, and fellow practitioness; many biographics, nterviews, end busincss
histocies; and relevant articles in newspepers, magazines, and professional jourmals, On the life
and carcer of Benjamin Graham, the most balanced and thoroughly rescarched source is withont
question Janct Lowe's Benjamin Graham on Value Investing. Lowe portrays Grsham and his
ideas through the cyes of scveral of his most devoted students, and her effort stands as the.
definitive biography on Grsham. Benjamin Graham: The Father of Financial Analysis by Trving
Kaln and Robeet D, Milne also provides usefol infoemation on Graham's personsl and
professional experiences, although it tends to take & somewhat ovealy-rovereatisl perspective.

‘Readers wanting to learn more about Graham's personality and outside interests as well
a8 sbout the times in which he ived will find Benjamin Graham: The Memoirs of the Dean of
Wall Street (New Yotk: MoGraw-Eill, 1996), a memoir that Iooks back on Graham's early,
formative decades, both fascinating and genuinely insightful. Roger Lowenstein's biography of
Wiarren Bufftt also contsins an excellent biographical section on Graham and is probably the
best souros dealing with Greham's direct influence on Buffet. Jobn Train's The Money Masters
presents a solid overview of Graham's investment philosophy that can seevo as a useful
introdaction to the ficld.

The definitive biography on Warren Buffett must be Roger Lowenstein's Bigfert: The
Making of an American Capitalist. Lowenstein, a veteran reparter at the Wall Street Journal and
a longtime shareholder of Berkshire Hathaway, gained unprecedented and unparalleled acoess to
Buffct's family members, fricads, business associstzs, and ofbers - and he has written
biography that succeeds moro than any ofher in capturing the cssence of Buffet, both as
businessman and as & human being, Robert Hagatrom's The Warren Buffett Way helps readers
understand Buffet's basic methodology in anslyzing prospective investments, although it does
not contribute much new materisl. However, The Warren Buffett Portfolio (Hagstrom's second
book), sets Buffett’s approach in a broader context and persuasively elucidates the power of
Buffett's philosophy. In addition, readers searching for eny and sll picces of information (s0
mater how triviall) on Buffett willenjoy Andrew Kilpatrick's Of Permanens Value: The Story of
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