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Praise for THE SNOWBALL


“Even people who don’t care a whit about business will be intrigued by this portrait.… Schroeder, a former insurance-industry analyst, spent years interviewing Buffett, and the result is a side of the Oracle of Omaha that has rarely been seen.”

—Time




“Alice Schroeder’s accumulation of detail, her vivid, artless descriptions of people and places, and the resulting narrative fluidity make this a compelling book. It has the bouncing vitality of an early Sinclair Lewis novel.”

—The Times Literary Supplement




“The Snowball is likely to remain the most authoritative portrait of one of the most important American investors of our time.”

—Los Angeles Times




“In this startlingly frank account of Buffett’s life, Schroeder, a former managing director at Morgan Stanley—and hand picked by Buffett to be his biographer—strips away the mystery that has long cloaked the world’s richest man to reveal a life and fortune erected around lucid and inspired business vision and unimaginable personal complexity.”

—Publishers Weekly




“An instructive chronicle of financial success at a moment when financial failure is on everyone’s mind … There are lessons to be learned.… Most tellingly: The next time Warren Buffett warns of a crisis, we’d all better listen.”

—The Wall Street Journal




“[I]f the replication of any great achievement first requires knowledge of how it was done, then The Snowball, the most detailed glimpse inside Warren Buffett and his world that we likely will ever get, should become a Bible for capitalists.”

—The Washington Post




“A … penetrating and personal look at the Oracle of Omaha … [gets] deeply inside the head of the man who achieved such amazing long-term investment returns that some academics believe them to be a fluke.”

—BusinessWeek




“[Schroeder] has sought to describe Buffett’s psychological landscape as clearly as his financial one. For the reader, the results are pretty terrific.… In describing how Buffett’s mind works, and why it is so well suited to his chosen career, Schroeder is particularly good.… Schroeder’s brave book offers a close-up of [Buffett’s] cellulite, but more fairly, in the context of a genuinely delightful character.… [H]istory’s most legendary investor was not a cartoon but a real live human being. And still, somehow, deeply admirable.”

—MICHAEL LEWIS, The New Republic




“An unvarnished and well-paced biography that is essential for all public and academic business collections.”

—Library Journal




“The mandatory book to read in these treacherous times of financial crisis.”

—Forbes




“Buffett has been ahead of the curve for most of the past fifty years, making him one of the world’s richest people. Alice Schroeder’s … The Snowball provides some clues about how he’s done it.”

—Financial Times




“[Ms. Schroeder’s] real contribution is her own investment expertise which enables her to make the convoluted financing schemes over the last fifty years understandable to lay readers and truly instructive to the business information junkie.”

—The Washington Times
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To David





It is the winter of Warren’s ninth year. Outside in the yard, he and his little sister, Bertie, are playing in the snow.

Warren is catching snowflakes. One at a time at first. Then he is scooping them up by handfuls. He starts to pack them into a ball. As the snowball grows bigger, he places it on the ground. Slowly it begins to roll. He gives it a push, and it picks up more snow. He pushes the snowball across the lawn, piling snow on snow. Soon he reaches the edge of the yard. After a moment of hesitation, he heads off, rolling the snowball through the neighborhood.

And from there, Warren continues onward, casting his eye on a whole world full of snow.
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The Less Flattering Version

Omaha • June 2003

Warren Buffett rocks back in his chair, long legs crossed at the knee behind his father Howard’s plain wooden desk. His expensive Zegna suit jacket bunches around his shoulders like an untailored version bought off the rack. The jacket stays on all day, every day, no matter how casually the other fifteen employees at Berkshire Hathaway headquarters are dressed. His predictable white shirt sits low on the neck, its undersize collar bulging away from his tie, looking left over from his days as a young businessman, as if he had forgotten to check his neck size for the last forty years.

His hands lace behind his head through strands of whitening hair. One particularly large and messy finger-combed chunk takes off over his skull like a ski jump, lofting upward at the knoll of his right ear. His shaggy right eyebrow wanders toward it above the tortoiseshell glasses. At various times this eyebrow gives him a skeptical, knowing, or beguiling look. Right now he wears a subtle smile, which lends the wayward eyebrow a captivating air. Nonetheless, his pale-blue eyes are focused and intent.

He sits surrounded by icons and mementos of fifty years. In the hallways outside his office, Nebraska Cornhuskers football photographs, his paycheck from an appearance on a soap opera, the offer letter (never accepted) to buy a hedge fund called Long-Term Capital Management, and Coca-Cola memorabilia everywhere. On the coffee table inside the office, a classic Coca-Cola bottle. A baseball glove encased in Lucite. Over the sofa, a certificate that he completed Dale Carnegie’s public-speaking course in January 1952. The Wells Fargo stagecoach, westbound atop a bookcase. A Pulitzer Prize, won in 1973 by the Sun Newspapers of Omaha, which his investment partnership owned. Scattered about the room are books and newspapers. Photographs of his family and friends cover the credenza and a side table, and sit under the hutch beside his desk in place of a computer. A large portrait of his father hangs above Buffett’s head on the wall behind his desk. It faces every visitor who enters the room.

Although a late-spring Omaha morning beckons outside the windows, the brown wooden shutters are closed to block the view. The television beaming toward his desk is tuned to CNBC. The sound is muted, but the crawl at the bottom of the screen feeds him news all day long. Over the years, to his pleasure, the news has often been about him.

Only a few people, however, actually know him well. I have been acquainted with him for six years, originally as a financial analyst covering Berkshire Hathaway stock. Over time our relationship has turned friendly, and now I will get to know him better still. We are sitting in Warren’s office because he is not going to write a book. The unruly eyebrows punctuate his words as he says repeatedly, “You’ll do a better job than I would, Alice. I’m glad you’re writing this book, not me.” Why he would say that is something that will eventually become clear. In the meantime, we start with the matter closest to his heart.

“Where did it come from, Warren? Caring so much about making money?”

His eyes go distant for a few seconds, thoughts traveling inward: flip flip flip through the mental files. Warren begins to tell his story: “Balzac said that behind every great fortune lies a crime.1 That’s not true at Berkshire.”

He leaps out of his chair to bring home the thought, crossing the room in a couple of strides. Landing on a mustardy-gold brocade armchair, he leans forward, more like a teenager bragging about his first romance than a seventy-two-year-old financier. How to interpret the story, who else to interview, what to write: The book is up to me. He talks at length about human nature and memory’s frailty, then says, “Whenever my version is different from somebody else’s, Alice, use the less flattering version.”

Among the many lessons, some of the best come simply from observing him. Here is the first: Humility disarms.

In the end, there won’t be too many reasons to choose the less flattering version—but when I do, human nature, not memory’s frailty, is usually why. One of those occasions happened at Sun Valley in 1999.
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Sun Valley

Idaho • July 1999

Warren Buffett stepped out of his car and pulled his suitcase from the trunk. He walked through the gate onto the airport’s tarmac, where a gleaming white Gulfstream IV jet—the size of a regional commercial airliner and one of the largest private aircraft in the world in 1999—waited. One of the pilots grabbed the suitcase from him to stow in the cargo hold. Every new pilot who flew with Buffett was shocked to see him carrying his own luggage from a car he drove himself. He climbed the boarding stairs and headed to a seat next to a window, which he would not glance out of at any time during the flight. His mood was buoyant; he had been anticipating this trip for weeks.

Inside, his son Peter and daughter-in-law Jennifer, his daughter Susan and her boyfriend, and two of his grandchildren swiveled their seats away from the curved wall panels to give themselves more space as the flight attendant brought drinks from the galley, which was stocked with the family’s favorite snacks and beverages. A pile of magazines lay nearby on the sofa. She brought Buffett an armload of newspapers instead, along with a basket of potato chips and a Cherry Coke that matched his red Nebraska sweater. He complimented her, chatted for a few minutes to ease her nervousness at flying for the first time with her boss, and told her that she could let the copilot know that they were ready to take off. Then he buried his head in a newspaper as the plane rolled down the runway and ascended to forty thousand feet. For the next two hours, six people hummed around him, watching videos, talking, and making phone calls, while the flight attendant set out linens and bud vases filled with orchids on the bird’s-eye maple dining tables before returning to the galley to prepare lunch. Buffett never moved. He sat reading, hidden behind his newspapers, as if he were alone in his study at home.

They were flying in a $30 million airborne palace called a “fractional” jet. As many as eight owners shared it, but it served as part of a fleet, so all the owners could fly at once if they wished. The pilots in the cockpit, the crew that maintained it, the schedulers who got it to the gate on six hours’ notice, and the flight attendant who served their lunch all worked for NetJets, which belonged to Warren Buffett’s company, Berkshire Hathaway.

Sometime later, the G-IV crossed the Snake River Plain and approached the Sawtooth Mountains, baking in the summer sun. It sailed through the bright clear air into the Wood River Valley, descending to eight thousand feet, where it started to buck on the mountain wave of turbulence thrown into the sky by the brown foothills beneath. Buffett read on, unperturbed, as the plane rocked and his family jerked about in their seats. Brush dotted higher altitudes of a second ridge of hills and rows of pines began their march up the ridges between ravines on the leeward side. The family grinned with anticipation. As the aircraft descended through the narrowing slot between the rising mountain peaks ahead, the midday sun cast the plane’s lengthening shadow over the old mining town of Hailey, Idaho.

A few seconds later, the wheels touched down on the Friedman Memorial Airport runway. By the time the Buffetts had bounded down the stairs onto the tarmac, squinting in the July sunshine, two SUVs had driven through the gate and pulled up alongside the jet, driven by men and women from Hertz. They all wore the company’s gold-and-black shirts. Instead of Hertz, however, the logo said “Allen & Co.”

The grandchildren bounced on their heels as the pilots unloaded the luggage and Buffett’s red-and-white Coca-Cola golf bag. Then he and the others said good-bye and climbed into the SUVs. Bypassing Sun Valley Aviation—a pocket-size trailer at the runway’s southern end—they swung through the gate onto the road that led to the peaks beyond. About two minutes had elapsed since the plane’s wheels first touched the runway.

Right on schedule, eight minutes later, another jet followed theirs, headed to its own runway parking spot.

Throughout the golden afternoon, jet after jet cruised into Idaho from the south and east or swung around the peaks from the west and descended into Hailey. As the afternoon waned, dozens of huge, gleaming white aircraft lined the runway like a shop window full of tycoons’ toys.

The Buffetts followed the trail blazed by earlier SUVs a few miles onward from the airport to the tiny town of Ketchum, near the turnoff to the Elkhorn Pass. A few miles later, they rounded Dollar Mountain, where a green oasis appeared, nestled among the brown slopes. Here amid the lacy pines and shimmering aspens lay Sun Valley, the mountains’ most fabled resort.

The tide of families they were joining this Tuesday afternoon all had some connection to Allen & Co., a boutique investment bank that specialized in the media and communications industries. Allen & Co. had put together some of the biggest mergers in Hollywood, and for more than a decade had been hosting an annual series of discussions and seminars mingled with outdoor recreation at Sun Valley for its clients and friends. Herbert Allen, the firm’s CEO, invited only people he liked, or those with whom he was at least willing to do business.

Thus the conference was always filled with faces both famous and rich: Hollywood folk like Candice Bergen, Tom Hanks, and Ron Howard; media moguls like Barry Diller, Rupert Murdoch, Robert Iger, and Michael Eisner; pedigreed journalists like Tom Brokaw, Diane Sawyer, and Charlie Rose; and technology titans like Bill Gates, Steve Jobs, and Andy Grove. A pack of reporters lay in wait for them every year outside the Sun Valley Lodge.

The reporters had traveled a day earlier to the Newark, New Jersey, airport or some similar embarkation point to board a commercial flight to Salt Lake City, then raced to Concourse E’s bullpen to sit amid a crush of people waiting for flights to places like Sioux City, Iowa, until it was time to cram themselves into a prop plane for the one-hour bronco ride to Sun Valley. On arrival their plane was directed to the opposite end of the airport next to the tennis-court-size terminal, where they witnessed a crew of tanned young Allen & Co. employees dressed in pastel “SV99” polo shirts and white shorts welcoming the handful of Allen & Co. guests who were arriving early on commercial flights. These were instantly recognizable among the other passengers: men in Western boots and Paul Stuart shirts with jeans, women wearing goatskin-suede jackets and marble-size turquoise beads. The Allen staff had memorized the newcomers’ faces from photographs supplied in advance. They hugged people they had gotten to know in years past as if they were old friends, whisked away the guests’ bags, and led their charges off to the SUVs lined up steps away in the parking lot.

The reporters went to the rental-car desk, then drove to the Lodge, by now acutely conscious of their lowly status. For the next few days, many areas of Sun Valley would be marked as “private,” blocked from prying eyes by closed doors, omnipresent security, hanging flower baskets, and large potted plants. The reporters would lurk around the fringes, noses pressed against the bushes.1 Ever since Disney’s Michael Eisner and Capital Cities/ABC’s Tom Murphy had dreamed up a deal to merge their companies at Sun Valley ’95 (the way the conference was often referred to—as if it had engulfed the entire resort, which, in a way, it had), the press coverage had grown until it took on the artificially giddy atmosphere of a business version of Cannes. Sun Valley was about more than making deals, though the deals garnered most of the press. Every year the rumors sizzled that a deal was hatching at the mysterious conclave in the Idaho mountains. Thus, as the SUVs rolled one by one into the porte cochere, the reporters peered through the front windows to see who was inside. When someone newsworthy arrived, they chased their prey into the lodge, brandishing cameras and microphones.

The press quickly recognized Warren Buffett as he stepped out of his SUV. “The DNA of the conference had him built into it,” said his friend Don Keough, chairman of Allen & Co.2 Most of the press people liked Buffett, who went out of his way not to be disliked by anyone. He also intrigued them. His public image was that of a simple man, and he seemed genuine. Yet he lived a complicated life. He owned five homes but occupied only two of them. Somehow he had wound up having, in effect, two wives. He spoke in homely aphorisms with a kindly twinkle in his eye and had a notably loyal group of friends, yet along the way he had earned a reputation as a tough, even icy dealmaker. He seemed to shun publicity yet managed to attract more of it than almost any other businessman on earth.3 He jetted around the country in a G-IV, often attended celebrity events, and had many famous friends, yet said that he preferred Omaha, hamburgers, and thrift. He spoke of his success as being based on a few simple investing ideas and tap-dancing to work with enthusiasm every day, but if that was so, why had nobody else been able to replicate it?

Buffett, as always, gave the photographers a willing wave and a grandfatherly smile. They captured him on film, then began peering at the next car.

The Buffetts drove around to their condominium, one of the coveted Wildflower group, where Herbert Allen housed his VIPs. Inside, the usual loot awaited them: a pile of Allen & Co. SV99 logo jackets, baseball caps, zip fleeces, polo shirts—every year a different color—and a zippered notebook. Despite his fortune of more than $30 billion—enough to buy a thousand of those G-IVs parked out at the airport—Buffett liked few things more than getting a free golf shirt from a friend. He took the time to look carefully through this year’s swag. Of even more interest to him, however, was the personal note that Herbert Allen sent to each guest—and the perfectly organized conference notebook that explained what Sun Valley had in store for him this year.

Timed to the second, organized to the hilt, crisp as Herbert Allen’s French cuffs, Buffett’s schedule was laid out hour by hour, day by day. The notebook spelled out the conference speakers and topics—until now a closely guarded secret—and the luncheons and dinners that he would attend. Unlike the other guests, Buffett knew much of this in advance, but still he wanted to see what the notebook had to say.

Herbert Allen, the so-called “Lord of Sun Valley” and the conference’s quiet choreographer, set the tone of casual luxury that pervaded the event. People always cited him for high principles, brilliance, good advice, and generosity. “You’d like to die with the respect of somebody like Herbert Allen,” a guest gushed. Afraid of being disinvited to the conference, attendees rarely went beyond vague hints that Herbert was “unusual,” restless, impatient, and possessed of an oversize personality. Standing in the shadow of his tall, wiry frame, one had to strain to keep up with the words that crackled forth like machinegun fire. He barked questions, then cut off respondents midsentence, lest they waste a second of his time. He specialized in saying the unsayable. “Ultimately Wall Street will be eliminated,” he once told a reporter, although he ran a Wall Street bank. He referred to his competitors as “hot-dog vendors.”4

Allen kept his firm small, and his bankers staked their own money on their deals. This unconventional approach made the firm a partner rather than a mere servant to its clients, who were the elite of Hollywood and the media world. Thus, when he played host, his guests felt privileged, rather than like captives pitched by salesmen at every turn. Allen & Co. arranged a detailed social agenda every year built around each guest’s personal network of relationships—which the firm understood—and the new people that Allen’s majordomos felt each should meet. Unspoken hierarchies dictated the distances of the guests’ condominiums from the Inn (where meetings were held), which meals the guests were invited to attend, and with whom they would be seated.

Buffett’s friend Tom Murphy referred to this kind of event as “elephant-bumping.” “Anytime a bunch of big shots get together,” says Buffett, “you can get people to come, because it reassures them if they’re at an elephant-bumping that they’re an elephant too.”5

Sun Valley was always very reassuring, because unlike most elephant-bumps, one could not buy one’s way in. The result was a sort of faux democracy of the elite. Part of the thrill of coming was to see who was not invited, and, more thrilling still, who was disinvited. Yet within their stratum, people did develop genuine relationships. Allen & Co. fostered conviviality through lavish entertainment, beginning on the first evening, when the guests donned Western gear, climbed into old-fashioned horse-drawn wagons, and followed cowboys up a winding trail onto Trail Creek Cabin meadow. There, Herbert Allen or one of his two sons greeted the guests as the sun began to set. Cowboys entertained the children with rope tricks while the Sun Valley old guard reunited and welcomed new guests. The Buffetts usually ended the evening sitting with friends around the bonfire beneath the star-dappled western sky.

The frolicking continued on Wednesday afternoon with an optional and very mild white-water paddle down the Salmon River. Here, relationships blossomed, for Allen & Co. orchestrated who sat where on the bus to the embarkation point as well as on the rafts. The river guides steered through the mountain valley in silence, lest they interrupt conversations. Spotters hired from the local population and ambulances lined the route in case someone tumbled into the freezing water. The guests were handed warm towels as soon as they stepped out of the rafts, then served plates of barbecue.

Those not rafting could be found fly-fishing, horseback riding, shooting trap and skeet, mountain biking, playing bridge, studying nature photography, ice-skating on the outdoor rink, or golfing on immaculate greens, where they rode in carts stuffed full of Allen & Co. sunscreen, snacks, and bug spray.6 All the entertainment flowed quietly, seamlessly, whatever was needed appearing unasked, supplied by a seemingly inexhaustible staff of almost-invisible yet ever-present Allenites in SV99 polo shirts.

It was the babysitters, however, a hundred-some good-looking, mostly blond, deeply tanned teenagers in these same polo shirts and matching Allen & Co. backpacks, who were Herbert Allen’s secret weapon. As the parents and grandparents played, the sitters saw to it that each Joshua and Brittany was accompanied by his or her own playmate for whatever activity they chose—a tennis clinic, soccer, bicycling, kickball, a wagon ride, a horse show, ice-skating, relay races, rafting, fishing, an art project, or pizza and ice cream. Each babysitter was personally selected to ensure that every child always had such a wonderful time that they would beg to come back year after year—while at the same time delighting their parents with occasional glimpses of the very, very attractive young person who was allowing them to spend days of guilt-free time with other adults.

Buffett had always been one of the most appreciative of Allen’s beneficiaries. He loved Sun Valley as a family vacation, for left to his own devices at a mountain resort with his grandchildren, he would have been at a complete loss for what to do. He had no interest in outdoor activities other than golf. He never went skeet shooting or mountain biking, thought of water as “a prison of sorts,” and would rather go around handcuffed than ride on a raft. Instead, he played a standing golf game with Jack Valenti, president of the Motion Picture Association of America, for a dollar bet, and a bridge game with Meredith Brokaw, and otherwise spent his time socializing with people like Playboy CEO Christie Hefner and computer hardware CEO Michael Dell.

Often he disappeared for long periods into his condo overlooking the golf course, where he read and watched business news in the living room seated next to an enormous stone fireplace.7 He barely noticed the view of pine-covered Baldy, the mountain outside his window, or the bank of blossoms like a Persian palace rug. “The scenery is there, I guess,” he said. He came for the warm atmosphere Herbert Allen had created.8 He liked being with his closest friends: Kay Graham and her son Don; Bill and Melinda Gates; Mickie and Don Keough; Barry Diller and Diane von Furstenberg; Andy Grove and his wife, Eva.

But above all, for Buffett, Sun Valley was about reuniting with his family during one of the rare times most of the family spent together. His daughter, Susie Buffett Jr., lived in Omaha; her younger brother, Howie, and his wife, Devon—missing this year—lived in Decatur, Illinois; while their younger sibling, Peter, and his wife, Jennifer, lived in Milwaukee.

Buffett’s wife of forty-seven years, Susan, who lived apart from him, had flown in to meet them from her home in San Francisco. And Astrid Menks, his companion for more than twenty years, remained at their home in Omaha.

On Friday night, Warren donned a Hawaiian shirt and escorted his wife to the traditional Pool Party on the tennis courts. Most of the guests knew and liked Susie. Always the star of the Pool Party, she sang old-fashioned standards by the light of tiki torches in front of the illuminated Olympic pool.

This year, as the cocktails and camaraderie flowed, the babble of a barely comprehensible new language—B2B, B2C, banner ads, bandwidth, broadband—competed with the sounds of Al Oehrle’s band. All week long a vague sense of unease had drifted through the lunches and dinners and cocktails like a silent fog amid the handshakes, kisses, and hugs. A new group of recently minted technology executives, filled with an unusual swagger, introduced themselves to people who had never heard of them a year before.9 Some displayed a hubris that was at odds with Sun Valley’s usual atmosphere, where a determined informality reigned and Herbert Allen enforced a sort of unwritten rule against pomposity, on penalty of banishment.

The cloud of arrogance hung heaviest over the presentations that were the conference’s centerpiece. Heads of companies, high government officials, and other people of note gave talks unlike those they delivered anywhere else, because hardly a word of what was said was ever whispered beyond the flower boxes hanging by the doors of the Sun Valley Inn. Reporters were banned, and the celebrity journalists and the media barons sat in the audience but honored a code of silence. Thus freed to perform only for their peers, the speakers said important and often true things that could never be articulated in front of the press because they were too blunt, too nuanced, too alarming, too easily satirized, or too likely to be misinterpreted. The workaday journalists lurked outside, hoping for crumbs that were rarely thrown.

This year the new moguls of the Internet had been strutting, trumpeting their latest mergers and looking to raise cash from the money managers sitting in the audience. The money people, who stewarded other people’s pensions and savings, together commanded so much wealth that it could hardly be comprehended: more than a trillion dollars.10 With a trillion dollars in 1999, you could pay the income tax of every single individual in the United States. You could give a brand-new Bentley automobile to every household in more than nine states.11 You could buy every single piece of real estate in Chicago, New York City, and Los Angeles—combined. Some of the companies making presentations needed that money, and they wanted this audience to give it to them.

Early in the week, Tom Brokaw’s panel, called “The Internet and Our Lives,” had drum-majored a procession of presentations about how the Internet would reshape the communications business. One after another, executives laid out the glittering prospects for their companies, filling the room with the intoxicating vapor of a future unlimited by storage space and geography, so slick and visionary that while some were convinced that a whole new world was unfolding, others were reminded of snake-oil salesmen. The folks who ran technology companies saw themselves as Promethean geniuses bringing fire to lesser mortals. Other businesses that grubbed in the ashes to make the dull necessities of life—auto parts, lawn furniture—were now of interest mostly for how much technology they could buy. Some Internet stocks traded at infinite multiples of their nonexistent earnings, while “real companies” that made real things had declined in value. As technology stocks overtook the “old economy,” the Dow Jones Industrial Average* had burst through the once-distant 10,000-point barrier only four months before, doubling in less than three and a half years.

Many of the recently enriched congregated between speeches at a cordoned-off dining terrace by the Duck Pond, where a pair of captive swans paddled around a pool. There, any guest—but not a reporter—could edge through the masses of people in khaki pants and cashmere cable sweaters to ask a question of Bill Gates or Andy Grove. Meanwhile, the journalists chased after the Internet moguls as they moved between the Inn and their condos, amplifying the atmosphere of inflated self-importance that permeated Sun Valley this year.

Some of the Internet czars spent Friday afternoon lobbying Herbert Allen to get them into celebrity photographer Annie Leibovitz’s Saturday afternoon shoot of the Media All-Star Team for Vanity Fair. They had been invited to Sun Valley as the people of the moment, and they had trouble believing that Leibovitz had made her own choices about who to photograph. Why, for example, would she include Buffett? His role in media had come mostly secondhand—through board memberships, a large network of personal influence, and a history of media investments large and small. Besides, he was old media. They found it hard to believe that his face in a photograph still sold magazines.

These would-be all-stars also felt slighted because they knew perfectly well that the balance in media had shifted toward the Internet. That was so even though their banker host, Herbert Allen, thought the “new paradigm” for valuing technology stocks—based on clicks and eyeballs and projections of far-off growth rather than a company’s ability to earn cold hard cash—was bunk. “New paradigm,” he sniffed. “It’s like new sex. There just isn’t any such thing.”12

The next morning, Buffett, emblem of the old paradigm, rose early, for he would be the closing speaker of the year. Invariably, he turned down requests to speak at conferences sponsored by other companies, but when Herbert Allen asked him to speak at Sun Valley, he always said yes.13 The Saturday morning closing talk was the keynote event of the conference, so instead of heading straight to the golf course, almost everyone went to the Sun Valley Inn, then settled into a seat. Today Buffett would be talking about the stock market.

In private, he had been critical of the gunslinging, promoter-driven market that had sent technology stocks galloping toward delirious heights all year. The stock of his company, Berkshire Hathaway, languished in their dust, and his rigid rule of not buying technology stocks seemed outmoded. But the criticism had no influence on how he invested, and to date, the only public statement he had made was that he never made market predictions. So his decision to do just that at Sun Valley was unprecedented. Perhaps it was the times. Buffett had a firm conviction and an overwhelming urge to preach.14

He had spent weeks preparing for this speech. He understood that the market was not just people trading stocks as though they were chips in a casino. The chips represented businesses. Buffett thought about the total value of the chips. What were they worth? Next he reviewed history, pulling from an exhaustive mental file. This was not the first time that world-changing new technologies had come along and shaken up the stock market. Business history was replete with new technologies—railroads, telegraph, telephone, automobiles, airplanes, television: all revolutionary ways to connect things faster—but how many had made investors rich? He was about to explain.

After the breakfast buffet, Clarke Keough walked to the podium. Buffett had known the Keough family for many years; they had been neighbors back in Omaha. It was through Clarke’s father, Don, a Sioux City cattleman’s son and former altar boy, that Buffett had made the connections that led him to Sun Valley. Don Keough, former president of Coca-Cola, had met Herbert Allen when he bought Columbia Pictures from Allen & Co. for Coca-Cola in 1982. Keough and his boss, Coca-Cola’s CEO, Roberto Goizueta, had been so impressed by Herbert Allen’s unsalesmanlike approach to selling that they had convinced him to join their board.

Keough had now technically retired from Coca-Cola to become vice chairman of Allen & Co., but he still lived and breathed the Real Thing, so powerful he was sometimes called the company’s shadow chief executive.15

When the Keoughs were his neighbors in Omaha in the 1950s, Warren had asked Don how he was going to pay for his kids’ college and suggested that he invest $10,000 in Buffett’s partnership. But Don was putting six kids through parochial school on $200 a week as a Butter-Nut coffee salesman. “We didn’t have the money,” his son Clarke now told the audience. “This is part of my family’s past that we will never forget.”

Buffett joined Clarke at the podium, wearing his favorite Nebraska red sweater over a plaid shirt. He finished the story.16

“The Keoughs were wonderful neighbors,” he said. “It’s true that occasionally Don would mention that, unlike me, he had a job, but the relationship was terrific. One time my wife, Susie, went over and did the proverbial Midwestern bit of asking to borrow a cup of sugar, and Don’s wife, Mickie, gave her a whole sack. When I heard about that, I decided to go over to the Keoughs’ that night myself. I said to Don, ‘Why don’t you give me twenty-five thousand dollars for the partnership to invest?’ And the Keough family stiffened a little bit at that point, and I was rejected.

“I came back sometime later and asked for the ten thousand dollars Clarke referred to and got a similar result. But I wasn’t proud. So I returned at a later time and asked for five thousand dollars. And at that point, I got rejected again.

“So one night, in the summer of 1962, I started heading over to the Keough house. I don’t know whether I would have dropped it to twenty-five hundred dollars or not, but by the time I got to the Keough household, the whole place was dark, silent. There wasn’t a thing to see. But I knew what was going on. I knew that Don and Mickie were hiding upstairs, so I didn’t leave.

“I rang that doorbell. I knocked. Nothing happened. But Don and Mickie were upstairs, and it was pitch-black.

“Too dark to read, and too early to go to sleep. And I remember that day as if it were yesterday. That was June twenty-first, 1962.

“Clarke, when were you born?”

“March twenty-first, 1963.”

“It’s little things like that that history turns on. So you should be glad they didn’t give me the ten thousand dollars.”

Having charmed the audience with this little piece of give and take, Buffett turned to the matter at hand. “Now, I’m going to attempt to multitask today. Herb told me to include a few slides. ‘Show you’re with it,’ he said. When Herb says something, it’s practically an order in the Buffett household.” Speeding past exactly what comprised “the Buffett household”—for Buffett thought of his household as being like any other family’s—he launched into a joke about Allen. The secretary to the President of the U.S. rushed into the Oval Office, apologizing for accidentally scheduling two meetings at once. The President had to choose between seeing the Pope and seeing Herbert Allen. Buffett paused for effect. “ ‘Send in the Pope,’ said the President. ‘At least I only have to kiss his ring.’

“To all you fellow ring-kissers, I would like to talk today about the stock market,” he said. “I will be talking about pricing stocks, but I will not be talking about predicting their course of action next month or next year. Valuing is not the same as predicting.

“In the short run, the market is a voting machine. In the long run, it’s a weighing machine.

“Weight counts eventually. But votes count in the short term. And it’s a very undemocratic way of voting. Unfortunately, they have no literacy tests in terms of voting qualifications, as you’ve all learned.”

Buffett clicked a button, which illuminated a PowerPoint slide on a huge screen to his right.17 Bill Gates, sitting in the audience, caught his breath until the notoriously fumble-fingered Buffett managed to get the first slide up.18


DOW JONES
INDUSTRIAL AVERAGE

December 31, 1964   874.12

December 31, 1981   875.00



He walked over to the screen and started explaining.

“During these seventeen years, the size of the economy grew fivefold. The sales of the Fortune five hundred companies grew more than fivefold.* Yet, during these seventeen years, the stock market went exactly nowhere.”

He backed up a step or two. “What you’re doing when you invest is deferring consumption and laying money out now to get more money back at a later time. And there are really only two questions. One is how much you’re going to get back, and the other is when.

“Now, Aesop was not much of a finance major, because he said something like, ‘A bird in the hand is worth two in the bush.’ But he doesn’t say when.” Interest rates—the cost of borrowing—Buffett explained, are the price of “when.” They are to finance as gravity is to physics. As interest rates vary, the value of all financial assets—houses, stocks, bonds—changes, as if the price of birds had fluctuated. “And that’s why sometimes a bird in the hand is better than two birds in the bush and sometimes two in the bush are better than one in the hand.”

In his flat, breathy twang, the words coming so fast that they sometimes ran over one another, Buffett related Aesop to the great bull market of the 1990s, which he described as baloney. Profits had grown much less than in that previous period, but birds in the bush were expensive because interest rates were low. Fewer people wanted cash—the bird in the hand—at such low rates. So investors were paying unheard-of prices for those birds in the bush. Casually, Buffett referred to this as the “greed factor.”

The audience, full of technology gurus who were changing the world while getting rich off the great bull market, sat silent. They were perched atop portfolios that were jam-packed with stocks trading at extravagant valuations. They felt terrific about that. It was a new paradigm, this dawning of the Internet age. Their attitude was that Buffett had no right to call them greedy. Warren—who’d hoarded his money for years and given very little away, who was so cheap his license plate said “Thrifty,” who spent most of his time thinking about how to make money, who had blown the technology boom and missed the boat—was spitting in their champagne.

Buffett continued. There were only three ways the stock market could keep rising at ten percent or more a year. One was if interest rates fell and remained below historic levels. The second was if the share of the economy that went to investors, as opposed to employees and government and other things, rose above its already historically high level.19 Or, he said, the economy could start growing faster than normal.20 He called it “wishful thinking” to use optimistic assumptions like these.

Some people, he said, were not thinking that the whole market would flourish. They just believed they could pick the winners from the rest. Swinging his arms like an orchestra conductor, he succeeded in putting up another slide while explaining that, although innovation might lift the world out of poverty, people who invest in innovation historically have not been glad afterward.

“This is half of a page which comes from a list seventy pages long of all the auto companies in the United States.” He waved the complete list in the air. “There were two thousand auto companies: the most important invention, probably, of the first half of the twentieth century. It had an enormous impact on people’s lives. If you had seen at the time of the first cars how this country would develop in connection with autos, you would have said, ‘This is the place I must be.’ But of the two thousand companies, as of a few years ago, only three car companies survived.21 And, at one time or another, all three were selling for less than book value, which is the amount of money that had been put into the companies and left there. So autos had an enormous impact on America, but in the opposite direction on investors.”

He put down the list to shove his hand in his pocket. “Now, sometimes it’s much easier to figure out the losers. There was, I think, one obvious decision back then. And, of course, the thing you should have been doing was shorting horses.”* Click. A slide about horses popped up.


U.S. HORSE POPULATION

1900—17 million

1998—5 million



“Frankly, I’m kind of disappointed that the Buffett family was not shorting horses throughout this entire period. There are always losers.”

Members of the audience chuckled, albeit faintly. Their companies might be losing money, but in their hearts beat a conviction that they were winners, supernovas blazing at the cusp of a momentous shift in the heavens.

Click. Another slide appeared.

“Now, the other great invention of the first half of the century was the airplane. In this period from 1919 to 1939, there were about two hundred companies. Imagine if you could have seen the future of the airline industry back there at Kitty Hawk. You would have seen a world undreamed of. But assume you had the insight, and you saw all of these people wishing to fly and to visit their relatives or run away from their relatives or whatever you do in an airplane, and you decided this was the place to be.

“As of a couple of years ago, there had been zero money made from the aggregate of all stock investments in the airline industry in history.

“So I submit to you: I really like to think that if I had been down there at Kitty Hawk, I would have been farsighted enough and public-spirited enough to have shot Orville down. I owed it to future capitalists.”22

Another light chuckle. Some were getting tired of these musty old examples. But out of respect, they let Buffett get on with it.

Now he was talking about their businesses. “It’s wonderful to promote new industries, because they are very promotable. It’s very hard to promote investment in a mundane product. It’s much easier to promote an esoteric product, even particularly one with losses, because there’s no quantitative guideline.” This was goring the audience directly, where it hurt. “But people will keep coming back to invest, you know. It reminds me a little of that story of the oil prospector who died and went to heaven. And St. Peter said, ‘Well, I checked you out, and you meet all of the qualifications. But there’s one problem.’ He said, ‘We have some tough zoning laws up here, and we keep all of the oil prospectors over in that pen. And as you can see, it is absolutely chock-full. There is no room for you.’

“And the prospector said, ‘Do you mind if I just say four words?’

“St. Peter said, ‘No harm in that.’

“So the prospector cupped his hands and yells out, ‘Oil discovered in hell!’

“And of course, the lock comes off the cage and all of the oil prospectors start heading right straight down.

“St. Peter said, ‘That’s a pretty slick trick. So,’ he says, ‘go on in, make yourself at home. All the room in the world.’

“The prospector paused for a minute, then said, ‘No, I think I’ll go along with the rest of the boys. There might be some truth to that rumor after all.’23

“Well, that’s the way people feel with stocks. It’s very easy to believe that there’s some truth to that rumor after all.”

This got a mild laugh for a half second, which choked off as soon as the audience caught on to Buffett’s point, which was that, like the prospectors, they might be mindless enough to follow rumors and drill for oil in hell.

He closed by returning to the proverbial bird in the bush. There was no new paradigm, he said. Ultimately, the value of the stock market could only reflect the output of the economy.

He put up a slide to illustrate how, for several years, the market’s valuation had outstripped the economy’s growth by an enormous degree. This meant, Buffett said, that the next seventeen years might not look much better than that long stretch from 1964 to 1981 when the Dow had gone exactly nowhere—that is, unless the market plummeted. “If I had to pick the most probable return over that period,” he said, “it would probably be six percent.”24 Yet a recent PaineWebber-Gallup poll had shown that investors expected stocks to return thirteen to twenty-two percent.25

He walked over to the screen. Waggling his bushy eyebrows, he gestured at the cartoon of a naked man and woman, taken from a legendary book on the stock market, Where Are the Customers’ Yachts?26 “The man said to the woman, ‘There are certain things that cannot be adequately explained to a virgin either by words or pictures.’ ” The audience took his point, which was that people who bought Internet stocks were about to get screwed. They sat in stony silence. Nobody laughed. Nobody chuckled or snickered or guffawed.

Seeming not to notice, Buffett moved back to the podium and told the audience about the goody bag he had brought for them from Berkshire Hathaway. “I just bought a company that sells fractional jets, NetJets,” he said. “I thought about giving each of you a quarter share of a Gulfstream IV. But when I went to the airport, I realized that’d be a step down for most of you.” At that, they laughed. So, he continued, he was giving each of them a jeweler’s loupe instead, which he said they should use to look at one another’s wives’ rings—the third wives’ especially.

That hit its mark. The audience laughed and applauded. Then they stopped. A resentful undercurrent was washing through the room. Sermonizing on the stock market’s excesses at Sun Valley in 1999 was like preaching chastity in a house of ill repute. The speech might rivet the audience to its chairs, but that didn’t mean that they would go forth and abstain.

Yet some thought they were hearing something important. “This is great; it’s the basic tutorial on the stock market, all in one lesson,” thought Gates.27 The money managers, many of whom were hunting for cheaper stocks, found it comforting and even cathartic.

Buffett waved a book in the air. “This book was the intellectual underpinning of the 1929 stock-market mania. Edgar Lawrence Smith’s Common Stocks as Long Term Investments proved that stocks always yielded more than bonds. Smith identified five reasons, but the most novel of these was the fact that companies retained some of their earnings, which they could reinvest at the same rate of return. That was the plowback—a novel idea in 1924! But as my mentor, Ben Graham, always used to say, ‘You can get in way more trouble with a good idea than a bad idea,’ because you forget that the good idea has limits. Lord Keynes, in his preface to this book, said, ‘There is a danger of expecting the results of the future to be predicted from the past.’ ”28

He had worked his way back around to the same subject: that one couldn’t extrapolate from the past few years of accelerating stock prices. “Now, is there anyone I haven’t insulted?”29 He paused. The question was rhetorical; nobody raised a hand.

“Thank you,” he said, and ended.

“Praise by name, criticize by category” was Buffett’s rule. The speech was meant to be provocative, not off-putting—for he cared a great deal what they thought of him. He had named no culprits, and he assumed they would get over his jokes. His argument was so powerful, almost unassailable, that he thought even those who didn’t like its message must acknowledge its force. And whatever unease the audience felt was not expressed aloud. He answered questions until the session ended. People began to stand, awarding him an ovation. No matter how they saw it—a masterful exposition on how to think about investing or the last roar of an old lion—the speech was by any standard a tour de force.

Buffett had stayed on top for forty-four years in a business where five years of good performance was a meaningful accomplishment. Still, as the record lengthened, the question always loomed: When would he falter? Would he declare an end to his reign, or would some seismic shift dethrone him? Now, it seemed to some, the time had come. It may have taken an invention as significant as the personal computer, coupled with a technology as pervasive as the Internet, to topple him, but he’d apparently overlooked information that was freely available and rejected the reality of the approaching millennium. As they muttered a polite “wonderful speech, Warren,” the young lions prowled, restive. And so, even in the ladies’ room at the break, sarcastic remarks were heard from the Silicon Valley wives.30

It was not just that Buffett was wrong, as some felt, but that even if he were eventually proved right—as others suspected he would be—his dour prediction of the investing future contrasted so sharply with Buffett’s own legendary past. For in his early glory days, stocks were cheap, and Buffett had scooped them up in handfuls, almost alone in noticing the golden apples lying untouched on the path. As the years passed, barriers grew up that made it harder to invest, to get an edge, to figure out what others didn’t know. So who was Buffett to preach at them, now that it was their turn? Who was he to say that they shouldn’t make money while they could off this wonderful market?

Throughout the rest of the lazy afternoon, Herbert Allen’s guests played one last game of tennis or golf or headed to the Duck Pond Lawn for a leisurely chat. Buffett’s old friends congratulated him on his triumph of a speech. He believed he had done a convincing job of swaying the audience. He had not given a speech full of such commanding evidence simply to go on the record.

Buffett, who wanted to be liked, had registered the standing ovation, not the mutterings. But the less flattering version was how many were not convinced. They believed that Buffett was rationalizing having missed the technology boom, and they were startled to see him make such specific predictions, prophecies that surely would turn out to be wrong. Beyond his earshot, the rumbling went on: “Good ol’ Warren. He missed the boat. How could he miss the tech boat? He’s a friend of Bill Gates.”31

A few miles away at the River Run Lodge later that evening, with the guests at the closing dinner again arranged according to some invisible plan, Herbert Allen finally spoke, thanking various people and reflecting on the week. Then Susie Buffett took the stage beside the windows that overlooked the pebbly Big Wood River and once again sang the old standards. Later the guests returned to the Sun Valley Lodge terrace, where Olympic skaters axeled and arabesqued in the Saturday night ice show.

By the time fireworks exploded across the sky at evening’s end, Sun Valley ’99 had been declared another glorious five-day extravaganza. Yet what most people would remember was not the rafting or the skaters; it was Buffett’s talk about the stock market—the first forecast he had made in exactly thirty years.


*A widely quoted U.S. stock measure.

*Fortune magazine ranks the largest 500 companies based on sales and refers to them as the “Fortune 500.” This group of companies can be used as a rough proxy for U.S.-based business.

*A short-seller borrows a stock and sells it, betting it will go down. If so, the “short-seller” profits from buying the stock back cheaper. He loses if the price rises. Short-selling is normally risky: You are betting against the long-term trend of the market.
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Creatures of Habit

Pasadena • July 1999

Buffett’s partner, Charles T. Munger, was nowhere to be seen at Sun Valley. The Allen & Co. organizers had never invited him. Which was fine with Munger, for Sun Valley was the kind of event he would almost pay not to attend. Its rituals required pleasing too many people.1 Buffett was the one who enjoyed pleasing people. Even as he took his jabs at the audience, he made sure to remain personally well liked. Whereas Munger wanted only respect, and didn’t care who thought he was a son of a bitch.

Yet the two, in many people’s minds, were almost interchangeable. Buffett himself referred to them as “Siamese twins, practically.” They walked with the same lurching, awkward gait. They wore the same sort of gray suits draped stiffly over their frames, the inflexible bodies of men who have spent decades reading books and newspapers rather than playing sports or working outdoors. They arranged their graying hair in the same comb-over, they wore similar Clark Kentish glasses, and the same intensity flickered through their eyes.

They thought alike and had the same fascination with business as a puzzle worth spending a lifetime to solve. Both regarded rationality and honesty as the highest virtues. Quickened pulses and self-delusion, in their view, were the major causes of mistakes. They liked to ponder the reasons for failure as a way of deducing the rules of success. “I had long looked for insight by inversion, in the intense manner counseled by the great algebraist Carl Jacobi,” Munger said. “ ‘Invert, always invert.’ ” He illustrated this with the story of a wise peasant who said, “Tell me where I’m going to die so I won’t go there.”2 But while Munger meant this figuratively, Buffett took it more literally. He lacked Munger’s subtle sense of fatalism, particularly when it came to the subject of his own mortality.

Both men, however, were infected by the urge to preach. Munger described himself as “didactic.” He labored over occasional speeches on the art of successful living, which struck people as so insightful that they were passed from hand to hand until, finally, the Internet made them accessible to all. He grew so enthused delivering these speeches that, on a few occasions, he became “self-intoxicated,” as Buffett put it, and had to be dragged from the stage.

But while he considered himself an amateur scientist and architect and did not hesitate to expound on Einstein, Darwin, rational habits of thinking, and the ideal distance between houses in a Santa Barbara subdivision, Munger was nonetheless wary of venturing very far from what he had spent some time to learn. He dreaded falling prey to what a Harvard Law School classmate of his had called “the Shoe Button Complex.”

“His father commuted daily with the same group of men,” Munger said. “One of them had managed to corner the market in shoe buttons—a really small market, but he had it all. He pontificated on every subject, all subjects imaginable. Cornering the market on shoe buttons made him an expert on everything. Warren and I have always sensed it would be a big mistake to behave that way.”3

Buffett was in no danger of suffering from the Shoe Button Complex. He feared appearing obnoxious or, worse, sanctimonious. He believed in what he called the Circle of Competence, drew a line around himself, and stayed within the three subjects on which he would be recognized as absolutely expert: money, business, and his own life.

Yet, like Munger, he had his own form of self-intoxication. While Munger chose his speeches selectively but had trouble winding them up, Buffett could usually conclude a lecture, but found it hard not to start one.

He gave speeches; he wrote articles; he wrote editorials; he gathered people at parties and gave little lessons; he testified in lawsuits; he appeared in television documentaries and did television interviews and took journalists along with him on trips; he went around to colleges and taught classes; he got college students to come and visit him; he gave lessons at the openings of furniture stores, the inauguration of insurance telemarketing centers, and dinners for would-be customers of NetJets; he gave locker-room talks to football players; he spoke at lunches with Congressmen; he educated newspaper folk in editorial board meetings; he gave lessons to his own board of directors; and, above all, he put on the teacher’s robes in his letters to and meetings with his shareholders. Berkshire Hathaway was his “Sistine Chapel”—not just a work of art, but an illustrated text of his beliefs, which Munger referred to as Buffett’s “didactic enterprise.”

The two men had been each other’s best audience ever since they first met through mutual friends over lunch in 1959. After they talked their hosts into exhaustion, they wound up alone at the table, jabbering to each other. Since then, they had carried on an uninterrupted conversation for decades. Eventually, they could read each other’s minds, stopped talking, and carried on by telepathy. But by then their other audiences had expanded to include their friends, business partners, shareholders—indeed, the whole world. People reeled out of Buffett’s office or away from Munger’s speeches, figuratively smacking their foreheads and saying, “My God!” at some insight one of them had about a seemingly intractable problem, which now, in hindsight, seemed obvious. No matter how much either talked, demand for their words only increased. Like most things in their lives, they found this role easy and comfortable, engraved in their beings by long habit.

But, accused of being a creature of habit, Buffett responded with a wounded look. “I’m not a creature of habit,” he said. “Now, Charlie—Charlie is a creature of habit.”

Munger rose in the morning and set his quarter-inch-thick, old-fashioned cataract glasses on the bridge of his nose. He climbed into his car at precisely the same time every day, carefully placed his father’s briefcase on the seat next to him, and drove from Pasadena to downtown Los Angeles.4 He changed lanes on his left side by counting the cars in his rearview mirror, then watching them pass in the front to sense when there would be a gap.5 (For years he drove with a can of gasoline in his trunk in case he forgot to stop for gas, but was finally persuaded to give up this particular habit.) Once downtown, he often met someone for breakfast at the sandy-brick art deco California Club, one of the city’s venerable institutions, where he strode automatically to the first table in the dining room after grabbing a clutch of newspapers from the console table by the third-floor elevator. He tore through the papers like gift wrap on Christmas morning, until they lay around him in a heap.

“Good morning, Mr. Munger.” The members of the L.A. business establishment genuflected as they passed by on their way to lesser tables, pleased if he recognized them and chatted for a moment or two.

Munger regarded them through his right eye. His left had been destroyed in a failed cataract operation.6 While he spoke, his left eyelid hung at half-mast as his head swiveled back and forth across the room, taking in the scene. The rotating half-gaze gave him an aspect of eternal vigilance and permanent disdain.

After finishing his blueberries, Munger repaired to the modest, cluttered office he rented from Munger, Tolles & Olson, the law firm he had founded in 1962 and retired from just three years later. His domain was watched over by his longtime secretary, the Teutonic Dorothe Obert. There, surrounded by science and history books, biographies of Benjamin Franklin, an enormous portrait of aphorist and lexicographer Samuel Johnson, plans and models of his latest real estate deal, and a hydrocephalic bust of Franklin next to the windows, he felt at home. Munger admired Franklin for espousing Protestant bourgeois values while living as he damn well pleased. He frequently cited Franklin, and spent his days studying his works and those of other “eminent dead,” as he put it, like Cicero and Maimonides. He also administered Wesco Financial, a subsidiary of Berkshire, and the Daily Journal Corporation, a legal publishing company that he and a partner controlled. Would-be chatterers—except for family, close friends, or business associates—met with obscure ironic witticisms and discouragement from Dorothe.

Munger spent much of his time working on four causes. When he chose, he could pitch in with an almost stunning generosity. Lacking a soft spot for the people of what he called “Dregsville,” however, his charity took the form of a Darwinian quest to boost the brightest. Good Samaritan Hospital, the Harvard-Westlake School, the Huntington Library, and the Stanford Law School were the beneficiaries. These organizations knew that Munger’s money and effort would be accompanied by much lecturing and insistence that everyone do things Charlie’s way. He would gladly pay for dormitories at Stanford Law School, as long as Stanford made each room exactly so many feet wide, with a window exactly here and the bedroom so many feet from the kitchen, and provided that the university locate the parking garage where he insisted. He embodied old-fashioned noblesse oblige, with all sorts of irritating strings attached to the money for the recipients’ own good, because he knew best.

Even with all this overseeing of others’ activities, Munger often left for the day in time to play a little golf with his cronies at the Los Angeles Country Club. Then he joined his wife, Nancy, for dinner, sometimes at the Pasadena house he’d designed himself or, more likely, with a longtime group of close-knit friends, once again either at the California Club or the L.A. Country Club. He concluded his day by burying his nose in a book. He vacationed regularly with his eight children and stepchildren and assorted grandchildren, usually at his cabin on Minnesota’s Star Island, where, like his father, he was an avid fisherman. He hosted dozens of people on his enormous catamaran, the Channel Cat (described as a “floating restaurant” by one friend, and used mainly to entertain). In short, despite his idiosyncrasies, Munger was a straightforward family man who liked his friends, his clubs, and his charities.

Buffett liked his friends and his clubs, but had little to do with charities. His life was even simpler than Munger’s, despite a personality that was far more complex. He spent the vast majority of his time in Omaha, but his schedule revolved around a series of board meetings and trips to visit friends, orchestrated with an unhurried regularity, like the phases of the moon. On the days he was in town, he drove 1.5 miles from the house he’d inhabited for four decades to the office at Kiewit Plaza that he’d occupied for almost as long, where he sat down behind his father’s desk by eight-thirty a.m. There, he turned on the television to CNBC with the sound muted before picking up his pile of newspapers, keeping half an eye on the screen while plowing through a pile of publications on his desk: American Banker, Editor & Publisher, Broadcasting, Beverage Digest, Furniture Today, A.M. Best’s Property-Casualty Review, the New Yorker, Columbia Journalism Review, the New York Observer, and newsletters from writers he admired on the stock and bond market.

After that he digested the monthly, weekly, and daily reports faxed, mailed, and e-mailed by the businesses that Berkshire owned, a list that grew longer year by year, telling him how many auto policies GEICO had sold last week and how many claims it had paid; how many pounds of See’s Candies had sold yesterday; how many prison-guard uniforms had been ordered from Fechheimers; how many jet time-shares NetJets was selling in Europe and the United States; and all the rest—awnings, battery chargers, kilowatt hours, air compressors, engagement rings, leased trucks, encyclopedias, pilot training, home furnishings, cardiopulmonary equipment, pig stalls, boat loans, real estate listings, ice cream sundaes, winches and windlasses, cubic feet of gas, sump pumps, vacuum cleaners, newspaper advertising, egg counters, knives, furniture rentals, nurses’ shoes, electromechanical components. All the numbers on their costs and sales poured into his office, and he knew many of them from memory.7

In his spare time, he pored over reports from the hundreds of companies he hadn’t bought yet. Partly out of interest, and partly just in case.

If some dignitary made the pilgrimage to Omaha to meet him, he got in his steel-blue Lincoln Town Car and drove the 1.5 miles through downtown and out to the airport to pick him or her up personally. People were startled and charmed by the unaffected gesture, although he soon scraped their nerves raw by barely noticing stop signs, traffic lights, or other cars, weaving around the road while talking animatedly. He rationalized his distractedness by saying that he drove so slowly that, if he had an accident, the damage would be light.8

He always gave a tour of his office, showing off his totems, the memorabilia that told the story of his business life. Then he sat, leaning forward in a chair, hands clasped and eyebrows raised sympathetically as he listened to the visitor’s questions and requests. To each of them Buffett offered off-the-cuff wit, quick decisions on business proposals, and warm advice. As they left, he might surprise a famous politician or the CEO of some huge company by dropping in for lunch at McDonald’s before ferrying him back to the airport.

In between the reading, the research, and the occasional meetings, the phone rang all day long. First-time callers punching in Buffett’s number were shocked to hear a hearty “Hello!” and often stumbled in confusion when they realized that he answered his own phone. His secretary, the amiable Debbie Bosanek, trotted in and out of his office with messages from the overflow calls. On his credenza, another phone rang from time to time. He took these calls instantly, for they were from his trader. “Yello … mmm hmm … yep … how much … mmm hmm … go ahead,” he would say, and hang up. Then he turned back to the other calls, or to his reading or CNBC, before leaving promptly at five-thirty p.m. for home.

The woman waiting for him there was not his wife. He was perfectly open about Astrid Menks, with whom he had lived in an unusual triangular arrangement since 1978. Susie Buffett approved of and in fact had arranged the relationship; yet he and Susie both made a great point of saying how very married they were, their routine as a couple as scheduled and orchestrated as everything else in Buffett’s life. All the while, he offered no more explanation in public than “If you knew everybody well, you’d understand it quite well.”9 While this was true in its way, it did not help the curious, since almost nobody knew both Susie and Astrid well, or, for that matter, Buffett himself. He kept these relationships separate, as he kept many of his relationships separate. By all appearances, however, Astrid and Susie were friends.

Most nights, Buffett ate dinner—something like a hamburger or pork chop—at home with Astrid. After a couple of hours he turned his attention to his nightly bridge game on the Internet, to which he devoted about twelve hours a week. While he tapped away, glued to the screen with the background noise of the TV, Astrid mostly left him to his game, except when occasionally he said, “Astrid, get me a Coke!” Afterward, he usually talked to Sharon Osberg, his bridge partner and a close confidante, for a while on the phone as Astrid puttered around the house until ten, when Buffett had his nightly conference call with Ajit Jain, who ran his reinsurance business. Meanwhile, Astrid went to the market and picked up the early edition of the next day’s newspaper. While he read it, she went to bed. And that, it seemed, was the simple, ordinary life of a megabillionaire.
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Warren, What’s Wrong?

Omaha and Atlanta • August–December 1999

Nearly all of Buffett’s $30 billion plus—ninety-nine percent—was invested in the stock of Berkshire Hathaway. He had spoken at Sun Valley about how the market’s weighing machine was more important than its voting machine. But it was the voting machine’s opinion of his stock price that set the altitude from which he preached. People paid attention to him because he was rich. So when he predicted that the market could disappoint investors for seventeen years,1 he was standing on the edge of a cliff, and he knew it. If he was wrong, not only would he be the laughingstock of Sun Valley; in the record books of the world’s wealthiest men, his personal rank might drop. And Buffett paid close attention to that rank.

Through the late 1990s, BRK (Berkshire Hathaway’s stock symbol) had boosted his profile by outpacing the market, until it peaked at $80,900 per share in June 1998. That a single share of Berkshire stock cost enough to buy a small condo was unique among American businesses. To Buffett, the stock price represented an uncomplicated measure of his success. It had grown in an ascending line since the day he first bought BRK for $7.50 a share. Even though the market had rocked through the late 1990s, until 1999 an investor who bought BRK and held on to it would have been better off.
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But now, Buffett found himself standing on the sinking platform of an unloved stock, watching the “T&T” (tech and telecommunications) stocks ascend. By August 1999, BRK had slumped to $65,000. How much should someone pay for a large, established business that returned $400 million to them in profits every year? How much for a small, new business that was losing money?


	Toys “R” Us was earning $400 million a year and had sales of $11 billion.

	eToys was losing $123 million a year and had sales of $100 million.



The market’s voting machine said that eToys was worth $4.9 billion, and Toys “R” Us was worth about a billion less than that. The presumption was that eToys was going to crush Toys “R” Us through the Internet.3

The one cloud of doubt that hung over the market concerned the calendar. Experts were predicting that disaster might strike at midnight, December 31, 1999, because the world’s computers were not programmed to handle dates beginning with a “2.” Fearing panic, the Federal Reserve began to increase the supply of money rapidly to prevent cash shortages in case all the country’s ATMs froze at once. Thus turbocharged, shortly after Sun Valley the market had spiraled upward like a Fourth of July firecracker. If you had invested a dollar in January in the NASDAQ, an index full of technology stocks, your bet was now worth a buck twenty-five. The same bet in BRK was worth only eighty cents. By December, the Dow Jones Industrial Average closed the year up twenty-five percent. The NASDAQ blasted through the 4,000-point level, up an incredible eighty-six percent. BRK fell to $56,100. In just a few months BRK’s lead for the past five years had been tsunamied.

For more than a year, financial pundits had made sport of Buffett, a has-been, an emblem of the past. Now, on the eve of the millennium, Barron’s, a weekly must-read on Wall Street, put Buffett on its cover with the headline “Warren, What’s Wrong?” The accompanying article said Berkshire had “stumbled” badly. He was running a Pamplona of negative press like nothing he had ever experienced. “I know it’s going to change,” he repeated over and over, “I just don’t know when.”4 His shrilling nerves were urging him to fight back. Instead, he did nothing. He did not respond.

Near the end of 1999, even many longtime “value investors” who followed Buffett’s style had either shuttered their businesses or given in and bought technology stocks. Buffett did not. What he called his Inner Scorecard—a toughness about financial decisions that had infused him for as long as anyone could remember—kept him from wavering.

“I feel like I’m on my back, and there’s the Sistine Chapel, and I’m painting away. I like it when people say, ‘Gee, that’s a pretty good-looking painting.’ But it’s my painting, and when somebody says, ‘Why don’t you use more red instead of blue?’ Good-bye. It’s my painting. And I don’t care what they sell it for. The painting itself will never be finished. That’s one of the great things about it.5

“The big question about how people behave is whether they’ve got an Inner Scorecard or an Outer Scorecard. It helps if you can be satisfied with an Inner Scorecard. I always pose it this way. I say: ‘Lookit. Would you rather be the world’s greatest lover, but have everyone think you’re the world’s worst lover? Or would you rather be the world’s worst lover but have everyone think you’re the world’s greatest lover?’ Now, that’s an interesting question.

“Here’s another one. If the world couldn’t see your results, would you rather be thought of as the world’s greatest investor but in reality have the world’s worst record? Or be thought of as the world’s worst investor when you were actually the best?

“In teaching your kids, I think the lesson they’re learning at a very, very early age is what their parents put the emphasis on. If all the emphasis is on what the world’s going to think about you, forgetting about how you really behave, you’ll wind up with an Outer Scorecard. Now, my dad: He was a hundred percent Inner Scorecard guy.

“He was really a maverick. But he wasn’t a maverick for the sake of being a maverick. He just didn’t care what other people thought. My dad taught me how life should be lived. I’ve never seen anybody quite like him.”



PART TWO
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The Inner Scorecard

[image: ]




5

[image: ]

The Urge to Preach

Nebraska • 1869–1928

John Buffett, the first known Buffett in the New World, was a serge weaver believed to be of French Huguenot descent. He fled to America in the seventeenth century to escape religious persecution and settled in Huntington, Long Island, as a farmer.

Little else is known of the earliest Buffetts in the United States, except that they were farmers.1 It is clear, however, that Warren Buffett’s urge to preach is part of a family legacy. An early example was one of John Buffett’s sons,2 remembered for sailing north across the Long Island Sound to a coastal settlement in Connecticut, where he climbed a hill and commenced to preach religion to the heathens. But it is doubtful that the outcasts, scofflaws, and unbelievers of Greenwich repented on hearing his words, since history records that lightning promptly struck him down.

Several generations later, Zebulon Buffett, a farmer in Dix Hills, Long Island, left his trace on the family tree as the first recorded exemplar of another Buffett trait—treating one’s own relatives with extreme tightfistedness—when his grandson, Sidney Homan Buffett, quit his job working on Zebulon’s farm in disgust over the insultingly low pay.

A gangly teenager, Sidney went west to Omaha, Nebraska, to join his maternal grandfather George Homan in his livery-stable business.3 The year was 1867; Omaha a settlement consisting mainly of a collection of wooden shacks. But with the end of the Civil War, it was about to be transformed. A grand transcontinental railroad would link the coasts of the newly reunited states for the first time; Omaha would be the railroad’s headquarters. The coming of the Union Pacific filled the town with a bustling commercial spirit, as well as a sense of destiny.

Sidney left the livery stable to open the first grocery store in a town with no paved streets. In this respectable but modest business, he sold fruit, vegetables, and game until eleven every night: prairie chickens for a quarter, jackrabbits for a dime.4 His grandfather Zebulon feared for Sidney’s prospects and pelted him with letters containing advice, all rules that—with one significant exception—his descendants still heed.


“Try to be punctual in all your dealings. You will find it difficult to get along with some men, deal as little as possible with such.… Save your credit, for that is better than money.… If you go on in business, be content with moderate gains. Don’t be too hasty to get too rich.… I want you to live so as to be fit to live and fit to die.”5



Content with moderate gains in an upward-scrambling, freewheeling place, Sidney gradually built the store into a success.6 He married Evelyn Ketchum and they had six children, several of whom died young. Two sons, Ernest and Frank, were among the survivors.7

It has been said, “No man was ever better named than Ernest Buffett.”8 Born in 1877, he ended his formal schooling in the eighth grade, and joined his father behind the counter during the Panic of 1893. Far more eccentric than his businesslike brother, Frank Buffett became a large, stove-bellied man, the heathen among the Puritans of the family, who even enjoyed the occasional drink.

One day, a stunning young woman appeared at the store looking for a job. Her name was Henrietta Duvall, and she had traveled to Omaha to escape an unfriendly stepmother.9 Frank and Ernest were both immediately smitten, but it was the more handsome Ernest who won Henrietta as his wife in 1898. Ernest and Henrietta’s first child, Clarence, was born within a year of their marriage, followed by three more sons and a daughter. Shortly after the quarrel, Ernest went into a partnership with his father, Sidney; eventually he left to set up another grocery store. Frank remained single for most of his life, and for the next twenty-five years, as long as Henrietta lived, he and Ernest apparently never spoke.

At Ernest’s new store, the “hours were long, pay low, opinions cast in iron, and foolishness zero.”10 Always dressed in a dapper suit, he scowled from his desk on the mezzanine to stop his employees from idling, and penned letters demanding that suppliers “kindly speed up the celery.”11 He charmed his lady customers, but never hesitated to judge and carried a little black notebook to write down the names of people who irritated him—Democrats, and people who didn’t pay their grocery bills.12 Ernest was sure that the world needed his opinion and traveled to conferences around the country to bemoan the sorry state of the nation with like-minded businessmen.13 “Self-doubt was not his strong suit. He always spoke in exclamation points and expected you to acknowledge that he knew best,” says Buffett.

In a letter to his son and daughter-in-law advising them to always have some ready cash, Ernest described the Buffetts as bourgeois incarnate:


“I might mention that there has never been a Buffett who ever left a very large estate, but there has never been one that did not leave something. They never spent all they made, but always saved part of what they made, and it has all worked out pretty well.”14



“Spend less than you make” could, in fact, have been the Buffett family motto, if accompanied by its corollary, “Don’t go into debt.”

Henrietta, also of French Huguenot extraction, was as thrifty, iron-willed, and teetotaling as her husband. While Ernest was at the store, she would gather her children to drive in the family’s fringed surrey out into the countryside, where she knocked on farmhouse doors to hand out religious tracts.

The Buffetts were tradespeople, not members of the merchant or professional class, but as pioneer settlers of Omaha, they were exceedingly conscious of their place. Henrietta’s hope was that her children, four sons and a daughter, would become the first in the family to graduate from college. All the boys toiled at the family store when they were young. Then Clarence went into the oil business, with a graduate degree in geology.15 George, her second, got a PhD in chemistry and wound up on the East Coast. Her three youngest, Howard, Fred, and Alice, all graduated from the University of Nebraska. Fred took up duties at the family store, and Alice became a home-economics teacher.

Howard, the third son and Warren’s father, was born in 1903. He had unhappy memories of feeling like an outsider during his years at Central High School in the early 1920s. Omaha was run by a handful of families who owned the stockyards, banks, department stores, and had inherited fortunes from the breweries now closed under Prohibition. “My clothes were pretty much hand-me-downs from my two older brothers,” he said, “and I was a paperboy and the son of a grocery man. So the high school fraternities didn’t look my way, and I was just one of the boys from what approximated outside of the tracks.” He felt these snubs keenly; they marked him with a deep revulsion toward rank and privilege acquired by birth.16

At the University of Nebraska, Howard majored in journalism and worked at the college newspaper, the Daily Nebraskan, where he was able to combine the outsider’s love of reporting on the activities of the powerful with the family fascination with politics. It would not be long before he met Leila Stahl, a girl whose background mingled the same interest in newspapers with self-consciousness about social class.

Leila’s father, John Stahl, a sweet little dumpling of a man of German-American descent, had traveled Cuming County, Nebraska, in a horse and buggy with a buffalo robe on his lap as superintendent of schools.17 The family history says he adored his wife, Stella, who gave him three daughters—Edith, Leila, and Bernice—and one son, Marion. Of English descent, Stella was unhappy living in West Point, Nebraska, a town of German-American hausfraus, where she never felt at ease. In 1909, Stella suffered a mental breakdown. This must have seemed an ominous recurrence of family history, for her mother, Susan Barber, who was described as “maniacal,” had been an inmate of the Nebraska State Insane Asylum, where she died in 1899. After an incident in which, according to family lore, Stella went after Edie with the fireplace poker, John Stahl gave up his traveling job to care for their children. Increasingly, Stella retreated to her darkened room, where she sat twisting her hair, apparently depressed. This isolation was punctuated by occasional episodes of cruel behavior toward her husband and the girls.18 Stahl, realizing that he could not leave the children alone with their mother, bought a newspaper, the Cuming County Democrat, so he could make a living working from home. From the time Leila was five, she and her sisters essentially ran the household and helped their father put out the paper. She learned to spell by setting type. By age eleven she could run a jackhammer of a Linotype press, and every Friday she missed school because of the headaches she suffered after having to get out the paper on Thursday night. Living above the business in a house infested by mice, the family pinned all their hopes for the future on Marion, the brilliant brother who was studying to be a lawyer.

During World War I the Stahls’ difficulties grew. When the Cuming County Democrat came out against Germany in a German-American town, half their subscribers dropped the paper and switched to the West Point Republican—a financial catastrophe. John Stahl himself was an ardent supporter of the Democratic political giant William Jennings Bryan. At the turn of the century, Bryan had been one of the most important politicians of his era, nearly becoming President of the United States. In his heyday, he stood for a kind of “populism” that he set forth in his most famous speech:


“There are two ideas of government. There are those who believe that if you just legislate to make the well-to-do prosperous, that their prosperity will leak through on those below. The Democratic idea has been that if you legislate to make the masses prosperous their prosperity will find its way up and through every class that rests upon it.”19



The Stahls viewed themselves as part of the masses, the class that the rest rested upon. Their ability to bear that load was not increasing. By 1918, Leila’s sixteen-year-old sister, Bernice—considered the dullard of the sisters, with a tested IQ of 139—had apparently begun to give up on life. She was convinced she would end up mentally ill like her grandmother and mother, and die like her grandmother in the Nebraska State Insane Asylum.20 During this time, Leila’s educational schedule suggests a chaotic home life. She delayed going to college for two years to help her father. After a single semester at the University of Nebraska in Lincoln, she returned home for another year to help out again.21 Energetic and considered the brightest of the girls, Leila later portrayed this episode in a different light, describing her family as perfect and saying that she stayed out of college three years to earn her tuition.

When she arrived at Lincoln in 1923, she had one clear and acknowledged ambition, which was to find a husband. She headed straight to the college newspaper and asked for a job.22 A small-boned girl with a soft brown bob who bustled like the robin of spring, Leila wore a charming smile that softened the expression in her arrowhead-sharp eyes. Howard Buffett, who had started at the Daily Nebraskan as a sportswriter before rising to editor, hired her straightaway.

Good-looking in a dark-haired, professorish way, Howard was one of only thirteen in the entire student body who had been “tackled” for the Innocents, a society of outstanding men modeled after the honorary societies of Harvard and Yale. Named for the thirteen Popes Innocent of Rome, the Innocents declared themselves champions against evil. They also sponsored the prom and Home-coming.23 Presented with such a big man on campus, Leila grabbed him instantly.

Howard, who was about to graduate, went to his father to discuss his choice of career. He had no real interest in money but, at Ernest’s insistence, gave up the high-minded, low-paying business of journalism and the possibility of law school in favor of selling insurance.24

The newlyweds moved into a tiny white four-room bungalow in Omaha, which Ernest filled with groceries as their wedding gift. Leila furnished it top to bottom for $366—items bought, she noted, at “sort of wholesale prices.”25 She channeled her energy, ambition, and talent for math—which by all accounts exceeded her husband’s—into boosting Howard’s career.26

In early 1928, the Buffetts’ first child, Doris Eleanor, was born.27 Later that year, Leila’s sister Bernice suffered a mental breakdown and quit her teaching job. But Leila seemed free of the moody listlessness that oppressed her mother and sister. A whirlwind of energy, she could talk nonstop for hours (although she litanied the same stories). Howard called her the “Cyclone.”

As the Buffetts settled into the life of a young married couple, Leila got Howard to join her own First Christian Church, and noted proudly in her “day book” when he was made a deacon.28 Still avidly interested in politics, Howard began to show signs of the family urge to preach. Leila had converted to her new husband’s politics, and was now an enthusiastic Republican. The Buffetts applauded Calvin Coolidge, the man who proclaimed “The chief business of the American people is business,”29 and shared his belief in small government with minimal regulation. Coolidge had lowered taxes and granted citizenship to American Indians, but mostly he shut up and stayed out of the way. In 1928, his Secretary of Commerce, Herbert Hoover, was elected as his successor, vowing to continue pro-business policies. The stock market had prospered under Coolidge, and the Buffetts felt Hoover was the man to keep it going.

“When I was a kid,” Warren would later say, “I got all kinds of good things. I had the advantage of a home where people talked about interesting things, and I had intelligent parents and I went to decent schools. I don’t think I could have been raised with a better pair of parents. That was enormously important. I didn’t get money from my parents, and I really didn’t want it. But I was born at the right time and place. I won the ‘Ovarian Lottery.’ ”

Buffett always credited most of his success to luck. When it came to his recollections of his family, however, he was creating some of his own reality. Few would agree he couldn’t have been raised with a better set of parents. When he talked about how important it is for parents to have an Inner Scorecard when raising their kids, he always used his father’s Inner Scorecard as an example. He never mentioned his mother.
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The Bathtub Steeplechase

Omaha • 1930s

In the 1920s, the champagne bubbles of a frothy stock market led ordinary people to invest for the first time.1 By 1927, Howard Buffett decided to join them and got a job as a stockbroker with the Union State Bank.

The celebration ended two years later. On “Black Tuesday,” October 29, 1929, the market dropped $14 billion in a single day.2 Wealth worth four times the budget of the United States government evaporated in a few hours.3

Amid the bankruptcies and suicides that followed, people began to hoard money, and nobody wanted stocks.4

“It was four months before my dad made his next sale. His first commission was five bucks. My mother used to go out with him at night on the streetcar, waiting outside when he would call on somebody, just so he wouldn’t feel so depressed when he came home.”

Ten months after the crash, on August 30, 1930, the Buffetts’ second child, Warren Edward, was born, five weeks before his due date.

An anxious Howard went to see his father, hoping to be hired on at the family grocery store. All the Buffetts, even those with other jobs, put in a stint at the store every week, but only his brother Fred worked there full-time, and that for meager pay. Now Ernest told Howard that he had no money to pay another son.5

In one sense, Howard felt relief. He’d “escaped” from working at the store and never wanted to go back.6 But he worried that his family would starve. “Don’t worry about food, Howard,” Ernest told him. “I’ll just let your bill run.”

“That was my grandfather,” Warren says. “ ‘I’ll just let the bill run.’ ” It wasn’t that Ernest didn’t love his family, “you just wished he showed it a little more often.”

“I guess you’d better go back on home to West Point,” Howard told his wife. “At least you’ll have three meals a day.” But Leila stayed. She walked to Robert’s Dairy to pay the bill rather than pay a streetcar fare. She started skipping her church circle because she couldn’t afford the twenty-nine cents for her turn at bringing coffee.7 Rather than run up a tab at the family store, she sometimes went without to make sure Howard was fed.8

One Saturday, two weeks before Warren’s first birthday, people stood on line downtown, dripping with sweat in the hundred-degree heat, waiting to reclaim their cash from the shaky custody of the local banks. They shuffled forward from early morning until ten p.m. and counted and recounted the people ahead in line, silently repeating a financial rosary: Please, God, let there be money left when it’s my turn.9

Not every prayer was heard. Four state banks closed their doors that month, leaving their depositors unpaid. One of them was Howard Buffett’s employer, the Union State Bank.10 Warren repeats the family legend: “On August 15, 1931, he went down to the bank. It was two days after his birthday, and the bank was closed. He had no job, and his money was in the bank. He had two little kids to feed.11 He didn’t know what to do. There was not another job to find.”

But within two weeks Howard and two partners, Carl Falk and George Sklenicka, filed the papers to start a stockbrokerage firm, Buffett, Sklenicka & Co.12 It was a maverick decision—to open a stockbroking business at a time when no one wanted to buy stocks.

Three weeks later, England went off the “gold standard.”* This meant that, to avoid bankruptcy, the country—which was deep in debt—would simply print more money to pay off its loans. It was as if the country with the most widely trusted and accepted currency of the age announced: “We are going to write bad checks, and you can take them or else.” The announcement instantly exploded trust in formerly gilt-edged institutions. All over the world, financial markets plunged.

The already sputtering United States economy plummeted into free fall. A rush of banks was sucked into its trailing vacuum and collapsed.13 But in the middle of this maelstrom, Howard’s business was succeeding. His clients at first were mostly family friends. He sold them safe securities like utility stocks and municipal bonds. In the firm’s first month of operation, as financial panic spread around the world, he produced $400 of commissions and the firm was profitable.14 Through the ensuing months, even as people’s savings evaporated and faith in banks disappeared, Howard stuck to the same kind of conservative investments that had gotten him started, steadily adding customers and growing his business.15

The family’s fortunes had turned around. Then, shortly before Warren’s second birthday, twenty-month-old Charles Lindbergh Jr. was kidnapped and murdered in March 1932. The snatching of the “Lone Eagle’s” baby was “the biggest story since the Resurrection,” according to pundit H. L. Mencken. The country flew into a kidnapping paranoia in which parents conveyed their terror of abduction to their children, the Buffetts being no exception.16 Around then, Howard suffered some kind of attack serious enough for Leila to call an ambulance. The Mayo Clinic eventually diagnosed him with a heart condition.17 From that time on, he lived with restrictions: He wasn’t supposed to lift things, run, swim. Leila, whose life now revolved entirely around Howard, the Prince Charming who had rescued her from the miserable fate of running a Linotype press, must have been terrified at the thought of anything happening to him.

Warren was already a cautious child, who had kept his knees bent and stayed close to the ground when he learned to walk. Now, when his mother took him to her church circle meetings, he was content to sit placidly at her feet. She diverted him with an improvised toy—a toothbrush. Warren gazed quietly at the toothbrush for two hours at a stretch.18 What could he have been thinking as he stared at its columns and rows of bristles?

That November, with the country in crisis, Franklin Delano Roosevelt was elected President. Howard was certain this man of privilege who knew nothing of the common people would pollute the country’s currency and drive it to ruination.19 He stuck a big sack of sugar in the attic to prepare for the worst. By this time, Howard looked like a boyish Clark Kent in a business suit, nearsighted behind his wire-rimmed glasses, with receding dark hair, an earnest smile, and a genial manner. But he turned thunderous when it came to politics, reviewing the news of the day at top volume over dinner. After dinner, Doris and Warren watched their awe-inspiring father retire to his red leather armchair in the living room next to the radio and disappear for hours behind his nightly newspaper and magazines.

Politics, money, and philosophy were acceptable topics for dinner-table discussion at the Buffett house, but feelings were not.20 Even in an era of undemonstrative parents, Howard and Leila were notable for their lack of warmth. Nobody in the Buffett household said “I love you,” and nobody tucked the children into bed with a kiss.

But to everyone outside the family, Leila appeared the perfect mother and wife. People called her peppy, upbeat, motherly, sweet, even “a gusher.”21 In repeating her history, as she was fond of doing, she painted out the awkward bits, describing herself as a fortunate person brought up by wonderful Christian parents. Her favorite stories told of her and Howard’s sacrifices—the three years of school she had missed to earn her college money, the four months Howard had gone without making a sale when he first started his business. Leila referred often to bouts of “neuralgia” (sometimes mistaken for migraines), which she attributed to the childhood years spent alongside the pounding Linotype.22 Nevertheless, she acted as though she must do everything and drove herself hard. She paid more visits, baked more cookies, and wrote more notes than anyone. When pregnant, she once cooked dinner by herself for the family while trying to quell her morning sickness by smelling a bar of soap.23 Above all her attitude was: anything for Howard. “She crucified herself,” said her sister-in-law Katie Buffett.24

But Leila’s attitude of duty and sacrifice had another, darker, side: blame and shame. After Howard left on the streetcar for work in the morning, Doris and Warren would be playing or getting dressed and suddenly Leila might explode at them. Something in the tone of her voice might give a clue that the fuse was lit, but most of the time there was no warning.

“It was always something that we did or said, and there would be this flash, and then it didn’t subside. All your past sins would be brought up. It was just endless. And my mother attributed it sometimes to having neuralgia, but she never showed that outwardly.”

When in a rage, Leila would verbally lash the children over and over again, always the same: Their lives were easy compared to her sacrifices; they were worthless, ungrateful, and selfish, and should feel ashamed. She would pick at every real and imagined flaw; she nearly always aimed the tirade at Doris, and carried on saying the same things for at least an hour, sometimes as long as two. She never stopped until both children “just folded,” says Warren, weeping helplessly. “She was not content until she reduced you to tears,” says Doris. Warren was forced to watch her explosions, unable to protect his sister and desperate to avoid being targeted himself. While it was apparent that her attacks were deliberate and she had some degree of control over them, it isn’t at all clear how she perceived her behavior as a parent. But no matter what she thought she was doing, by the time Warren was three years old and their sister Roberta, known as Bertie, was born, “it couldn’t be put back together,” he says, for him or for Doris. The damage to their souls was done.

The children never asked for help from their father, even though they knew that he was aware of Leila’s eruptions. Howard might say to them, “Mom’s on the warpath,” a tipoff that a rage was coming, but he didn’t intervene. Usually, Leila’s explosions took place out of Howard’s earshot, and they were never aimed at him. Even though he did not save them, Howard meant security, because when he was around, they were safe.

Outside the tidy white bungalow on Barker Avenue, Nebraska was sliding into lawlessness. Bootlegging flourished in Omaha until Warren was three years old.25 Out in the countryside, farmers faced with foreclosure on mortgages backed by nearly worthless farmland rose up in civil disobedience.26 Five thousand farmers marched on the state capitol in Lincoln until panicked lawmakers hastily passed a mortgage moratorium bill.27

As the cold winds scoured the parched western sand hills in November of 1933, they kicked up vast swirls of topsoil in towering black clouds that swept eastward as far as New York City at a clipper speed of sixty miles per hour. The New York Times compared it to the volcanic eruption of Krakatoa. The dust-storm years had begun.28

In the middle of the worst drought of the twentieth century, Leila swept red dust off the porch every morning. On Warren’s fourth birthday, a cloud of ruddy dust buried the Buffetts’ front porch and the wind blew the paper plates and napkins off the party table.29

Along with the dust came years of extraordinary heat. In summertime 1934 the thermometer in Omaha hit 118 degrees. After searching for days, a Nebraska farmer found his cow down a crack in a remote stubble field, trapped when the parched earth split apart.30 People slept in their backyards, camped on the grounds of Central High School, and on the grassy lawn of Omaha’s Joslyn Art Museum, so as not to roast in the ovens of their own homes. Warren tried in vain to sleep covered in bedsheets soaked with water, but nothing could cool the baked air that steamed up to his second-story room.

With the record drought and heat of 1934,31 millions of grasshoppers arrived to devour the parched corn and wheat down to stubble.32 Leila’s father, John Stahl, suffered a stroke that year, and while visiting his grandfather in West Point, Warren could hear the background drone of the ravenous hoppers. At their worst, they consumed fence posts, the laundry on the clothesline, and finally one another, gumming up tractor engines and clouding the air, thick enough to obscure a car.33

In truth, the early 1930s brought many other things to fear than fear itself.34 The economy worsened. Imitators of the era’s most notorious gangsters—Al Capone, John Dillinger, and Baby Face Nelson—roamed the Midwest, pillaging the already vulnerable banks.35 Parents worried about the dust-bowl drifters and gypsies who passed through town. Occasional “mad dog” rabies scares quarantined children at home. The public swimming pools closed in the summer out of fear of “infantile paralysis”—polio.36 Yet Nebraskans were trained from birth to respond to calamity with teeth-gritted optimism. The three little Buffetts went to school, played with friends, and ran around with a dozen kids in hundred-degree weather at neighborhood potluck picnics, their fathers in suits and their mothers in dresses and stockings.

Many of their neighbors may have suffered, their standard of living in decline, but Howard, son of a grocery man, had elevated his family into the more comfortable half of the middle class. “We made steady progress even in those tough times,” he was to recall, “in an extremely modest sort of way.” He was being modest about the family’s modesty. While fifty men stood in line for a $17-a-week job driving the orange Buffett & Son grocery trucks, Howard’s persistence in knocking on doors had made his stockbroking business, now called Buffett & Co., a success.37 Omaha was briefly under martial law during violent streetcar strikes and rioting in 1935, but Howard bought a brand-new Buick. He became active in local Republican politics. At age seven Doris, who had always worshipped her father, contemplated his future biography and wrote in the front of one of her notebooks, Howard Buffett, A Statesman.38 A year later, still in the shadow of the Great Depression, Howard built the family a much larger two-story red-brick Tudor-revival house in Dundee, a suburb of Omaha.39

As the family prepared to move, Leila got word that her brother, Marion, now a successful lawyer in New York, had been stricken with incurable cancer at age thirty-seven. “My uncle Marion was the pride and joy of my mother’s family,” says Buffett, as well as their principal hope to carry on the family name, unsullied by insanity.40 His death that November, childless, devastated his family. The next piece of bad news arrived when Leila’s father, John Stahl, suffered another stroke that year, this one debilitating. Her sister Bernice, who cared for him at home, seemed increasingly sunk in depression. Her other sister, Edie, a schoolteacher, the prettiest and most adventurous of the girls, had vowed to stay single until either her thirties or until Bernice wed, but Leila, sharp and aware, refused to be trapped by her family’s woes. She was going to make it, no matter what; she was going to create a normal life with a normal family.41 She planned the move and bought new furniture. In a major step up in the world, Leila could afford to hire a part-time housekeeper, Ethel Crump.

Now a more experienced mother of a more prosperous family, Leila formed a much healthier relationship with her youngest child, Bertie, as the intervals between her rages lessened. Bertie knew her mother had a temper but says she always felt loved. Warren and Doris never did. And Leila’s obvious affection for Bertie did not help their sense of worthlessness.42

While the Buffetts’ new house reflected their upward progress, Leila always bought her children thrifty, practical, forgettable gifts, clothing bought on sale that couldn’t be returned, and necessities—nothing that answered a child’s fantasies. Warren had a little single-oval HO-gauge train set and coveted a more elaborate version, the kind he saw at the Brandeis department store downtown, which had multiple engines twisting and turning past flashing lights and signals, rising over snow-covered hills and dropping into tunnels, racing past tiny villages and disappearing into pine forests. But the closest he came to owning it was buying the catalog that depicted it.

“If you were a little kid with one little oval track, looking at this thing, it was completely unbelievable. You’d gladly pay a dime for the model-train catalog and just sit there and fantasize.”

An introverted child, Warren could lose himself for hours in a model-train catalog. Sometimes, however, as a preschooler, he “hid,” as he put it, at his friend Jack Frost’s house, developing a babyish “crush” on Jack’s kindhearted mother, Hazel. As time passed, his habit grew of spending much time at neighbors’ and relatives’ houses.43 His favorite relative was his father’s sister Alice, a tall woman who had remained unmarried, lived at home with her father, and taught home economics. Surrounding Warren with warmth, she showed interest in everything he did and was thoughtful about how to motivate him.

By the time Warren entered kindergarten,44 his hobbies and interests revolved around numbers. Around age six, he became fascinated by the precision of measuring time in seconds, and desperately wanted a stopwatch. Alice knew better than to offer such an important gift with no strings. “She was nuts about me,” Buffett says, “but she still would attach a condition or two. I had to eat asparagus or something like that. That was what motivated me. But I got a stopwatch in the end.”

Warren would pick up his stopwatch and summon his sisters to join him in the bathroom they shared to watch the new game he had invented.45 He filled the bathtub with water and picked up his marbles. Each had a name. He lined them up on the flat edge at the back of the tub. Then he clicked the stopwatch just as he swept the marbles into the water. They raced down the porcelain slope, clicking and rattling, jumping as they hit the waterline. The marbles chased each other toward the stopper. When the first one hit, Warren punched the stopwatch and declared the winner. His sisters watched him race the marbles over and over, trying to improve their times. The marbles never tired, the stopwatch never erred, and—unlike his audience—Warren never seemed bored by the repetition.

Warren thought about numbers all the time and everywhere, even in church. He liked the sermons, he was bored by the rest of the service; he passed the time by calculating the life span of hymn composers from their birth and death dates in the hymnals. In his mind, the religious should reap some reward for their faith. He assumed that hymn composers would live longer than average. Living longer than average seemed to him an important goal. But piety, he found, did nothing to improve longevity. Lacking any personal sense of grace, he began to feel skeptical about religion.

The bathtub steeplechase and the information he had collected about the hymn composers had taught him something else, however, something valuable. He was learning to calculate odds. Warren looked around him. There were opportunities to calculate odds everywhere. The key was to collect information, as much information as you could find.


*In those days, the amount of gold held by government treasuries fixed the amount of dollars in circulation. The “gold standard” stopped the government from provoking inflation simply by printing money.
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