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WHAT | LEARNT FROM
WARREN BUFFETT

Focusing on a few good stocks and consistent positive
returns yield betler long-term gains

ow would vou like to be happy evers
moment, every day, for the rest of your
lites If you thought the only thing you
cun learn from Warren Buffett, ar
guably the world's greatest investor,
is how to pick stocks — think aguin! Buffett, unfuil
ingly, always comes across as a cheerful, witty, down
to corth and an intellectually charged persan, While
most of us bemoan the drodgery of work, Buffett is
g0 jorful about his job that he can't have enough of it
Fvem at 36 years, this multi-ballonaire has oo plans of
rel iFinge hee YR T still ‘I'.l;:l danees" o work (e
dlay. So what gives?

FoufTobl s suecess is the ond ||r-:-|!|||'| of his |J-:'-:'|L thirk-
ing amd intense pursait of “rationality”. Over the
_'||'1':|.r'\-|., P'IE' ||.|" ;’I'I'II':I'III]'-I." 'h!|.'| |'1'i| Il:i" “'!"-il(lrl'l {1k ||j‘r"' .|I'.||
wirk throagh his writings and specches. 10 woubd be
wensual nol to e strock ||._|, the eread :|'.-'il._1.'. |'|:||"i-'_1.' anil
consistency of his thoughts, All told. it pays Lo observe
Warren Butllett,

Of course. there is a lot to learn about investing teo.
The success of Berkshire Hathaway, his investment
vehicle, defies normal standards. Berkshire, today the
world s tifth largest public company, has compounded
its nel worth {return on equity or ROE) at 19.2% over
the last 51 FPArs. What mukes this |:|r'rI'||r|'||.'| NeF eUem
ereater is that it was arhisved \'.||i1|'-.'||||||n}':r'.g L ]
levernge and retaining o | el its SUTTITES, In I':-|r'II Frk-
"I'Iil I'I'h I!'I'I'f' IFEN A MESE O 'IIi:l ||||:l.||:||:l|.'| ]'I' ||:1' hl'C"‘-l |'1.-r ill'l_'a
eompany in the warld in this period. So, is there 2 Bof-
et rube book to suecess? Here's what T learnt from the

masber inveshor:
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Buy stocks: Bullett places enormous faith o stocks
bo generabe and -:'r'|1|:'|]1r'|||11|:| wealth. A characteristic of
equities 15 that unlike bonds, they can re-invest their
retuined earnings {corporate profits not puid out us
dvidends). Over time, this incremental capital results
in even higher eornings and volue for & company. In
fact, a century of data shows thae stocks have outper-
formed bonds for the most part,

Recopnising that stock retums over the long-term
muierar Lhe pelurns gememied ]a-_l. Ll lmisiress, Bl
festl likes Lo buy and hold businesses with strong com-
pelitive advantages (moats), which hove the ability
Py esorm aned sustain g high return on capital over Lhe
|l"|'|_||' Lesran, Nl.:ll HILI'iII'ihiIILE[_'h" |l|' IHIE.". .l:llll'l"‘ I?II‘\.i"I'h'\I“‘-
where he is able o reasonably forecast the sustenanes
of these moats '__:ulcl ||ag]| ek inrne on -:':|:||-i|.'|| 12200
yoars ol This means gravitating bo unigue franchis-
es such as Coke, Gillette or Wriglev's chewing gum
where the rate of change in business dynamics is low
as compared to say the technology business,

Eule number one: Don't lose money; Hule num
ber two — Never [orget rule number one. Protecting
t':l.FI'Ji:I and avoidine losses is parmmatn for Buitett
Berkshire in its 51-vear history has registered a decline
in s book value 1:11|I1.' twriee (in 2N ]l_l.' 6. 0% anc] 2IHIR
5:-_'. o600 Also, the highest inerease that Berkshire has
witnessed 15 59.3% in 1976, Berkshire's |w|'r'|r|'r||.:1r'|r'r'-
thus has more do with achieving consistent [rositive re-
turns r-‘lr'l'll'r 1h:| n E“HF'.:Ll"-rlI-'-ILI rl |"-' I'll:fh H.'!'lllll:'.L reburms.
A bewsie math caleulation shows that ‘.h:u|| declines

in investment values attect the compounding rate (As
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Seth Klarman says in his book Moergin of Sty a Pand
manager who compounds money at 16% for a decade
will be better off than a fund manager who compounds
wl 2iien Gor TN Yeurs, bouit Teasass 1595 ir b tenth PO
Ir otheer words, an investor is more likely v de owell by
achieving consistently good returns with limited down-
side risk than by achieving volatile and sometimes even
spectacular zains with considerable risk to principal.

S0 while evaluating an individual investment opportu-
nity, Buffett foruses more on the risk than the poten
tial return, The probability of a loss is far higher in case
ol a COMpEnY Lhat is innaval ng will o niew I.II'III:IIH I
compared to an established franchise investing in ex
panding its facilittes, even though the returns from the
Former could be far superior, Likewise, he is careful to
avoid business risks arising out of a highly-leveraged or
ikre (I[I:IIIIH" Ih.il.l:llll'l" \Ill'l'l : |'|||||]||I'HI|I I"I"“:I nagure IIIIr]II'
business, vulnerability to technology changes etc.; risks
which can lead to a permanent loss of capital.

Puadlenn likes 1o bay s Che priee paid i@ a0 adis-
count to what he believes should be the tair valoe
of purchase (or “margin of
sufety” 1. Such a bargain, for
instance:, coubd be available

whien e ional and [HESSI IR | I0rmance I

tic investors are selling in fear

of Turihwr losses,

Bead nnd think: How should
an investor unearth investing
opportunities? Talk to brokers, g
sedl-side analysts or Listen 1o
cxperts? Buffett's preference
is to sit alone in & reom, read
Trom the original sources and think i||||r|'|:l|':|||:||.'||11;.. e
is a vociferons reacer and is said to read an average of
500 pages a day. An avid student of business, he is keen
to learn how companies and businesses evolve and sue-
eceed, but even keener to learn why they fail, Over time,
T lisas |3|'\|'|r||1|'|1 Al I'ril'_'qt'l'lFIill'iil.l'1i.:||.ll‘\.il'~l'H|-|1II'~IIIE-'-."
insights. S0, how does that help his investing?
Buffett recornises that mood ideas come in clusters
bay time, seetor or mssel class — and mispricing in the
markets doesn't last long. This accumulated knowl
edge helps him move swiftly. As he points out “Noah
did not start building hiz ark when it started raining”,
Often, b can make an imvestment deeision within five
iniriiless, |1 ih:l |3‘1|| ﬂ'll'l.il.l'LHEl‘ll" ||.||'I'|' I'I'Illl.'ll hl' I"1'| H's (M)
FI]:L]T.I. common sense to arrive at investment decisions.
Pulleit 5 a zenlous :|L~:r'1lllr- ol value irn.'r'-n-.rm_l;, un g
proach championed by his mentor, Bengamin Graham,
in the 1930s. Value investors, typically, buy stocks when
they believe the market is temporarily and irrational-
ly valiing a company below its intrinsie value, While
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value investing is unlikely to become inellectual, in-
vestments methods do as they become too popular, For
instance, one is unlikely to find attractive opportuni-
I il':‘\iH'I““' I'II" 'l'u(l-_h.illl_'\. ('i!l:l“.li, [EE ] |"'\|H|.|M":i ]||| {JF-I]I.IIII.
becanse too many peophe are aware of Uhis approach,
Superior investment performaonce is likely only
when one is able to |-|:_1.' |lir|'|-r|~|1r1l'r' and ahead of the
crowd. What is remarkable about Buffett is his ability
to continmously learn about che changing dynamics
and economics of several businesses and evolve. This
helps him exploit new opportunities. His recent bets
om Lhie :1I'||.|1l:||.'1'|] ecirprnnics of Lhe A merican ra i]l.\-n_'r
business or identifying the option value in 1BM’s stock
are examples.

Temperament: I is in the natuee of markets to be
worlatile I:""[."”'"' areks 1o "Hu_'..' loow aurwd sl ||i_l_lj|" Bt ,
often, investors become their own enemies and allow
themselves to be governed by the fear of falling prices
aor Uhee ereed of rising pIries. There s extraording Iy
discomiort in going ageinst the crowd. Yet lower stock
prices are on offer only when
the world view (even that of ex-
preeris) s megralive and vice-ver-
Rk, Tl'|:||||l:'|'i||r:||'1'.I: thiis mkees
a substantial difterence to the

||1'r|||1'||1:1:'.|'|I ol wn invesbor,

Paticnee and discipline:
Buffett believes that activity
is the enemy of good invest-
ing. He encourages investors
to moke fewer investment de-
cisions — 20 in their lifetime
] heddd om tl.l! TR !1'.' Lo i coneenbraled EHII| [uliica
orver Lhe long term. Good busimesses bought. ot a Gar
price can reward an investor substantially over the
long term. Also, one must keep in mind that markets
are frequently prone o extreme degrees of fuelua-
Linos aned unosol T wnnities mwrise feomm Gime o
time. For instance, Buffect loves to make an entry
when a good company falls in temporary trouble and
the market price declines sharply. His investments in
American Fxpress, GEICO ete are examples. Other.
wise, he is happy to sit an cash until an opportunity
arises, The greatest challenge then for investors is
Lo aweddd the short-term freney, the over stimualation
el Ll Bverid IILI'II.‘iIli1.'r' thid r"ll._ﬂll.lj.\ ivsissd iraa ket
participants.

Te ccomehude, Bulledt is wn wnmastehable investment
genius, who has contributed exceptionally 1o the field
of security analysis and investments, One can be cer
tain that Buffett and how he built Berkshive will be
studied elosely for generations to come,




