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Few Wal| Streeters have been nore observant nor nore influential than Benjamn
Graham Perhaps the greatest tribute to Ben G aham cones from | egendary Omaha
i nvestor and busi nessman, Warren E. Buffett. According to Forbes magazi ne's
|atest tally, Buffett, our richest Anerican and arguably the world' s greatest
investor, is worth $8.3 billion. Buffett, says Forbes, credits his father, a
stock broker and former congressnman, with influencing himnost, and next he
credits Benjamin G aham As a young man, Buffett was Ben G aham s student at
Col unbi a University, and he was so i npressed by Gahamthat he offered to work
for himfor nothing. But the great man turned hi mdown! \Which suggests that
i nvestment genius isn't always apparent at an early age. Buffett later did
work for Graham and he devel oped a trenendous respect for him

Benj ami n Graham was born in London in 1894 of jew sh parents, and his
famly em grated to Anerica when he was a year old. Wen he was nine years
old, his father died. The father's death was apparently not only an enotiona
loss for the famly but caused financial hardship as well, and this scarring
experience at a young, inpressionable age surely left a lasting inprint on
hi m Graham was attracted to beautiful wonen, and they to him One can only
surm se whether this mutual attraction was the source of much pain and sorrow
or much happiness. Gahamdied in 1976, but had he |ived he woul d have been
100 years old on May 9th. Moreover, 1994 year is the 60th anniversary of the

publication of his great work, Security Analysis: Principles and Techni que,




of which he was the | ead author and which was coauthored by David L. Dodd.
(MG awHi || published the 5th and latest edition of this work in 1988 with
new aut hors Sidney Cottle, Roger F. Murray, and Frank E. Block, and with the
col | aboration of Martin L. Leibowitz.) G aham and Dodd was the "bible" for
serious students of investnments for decades--and for many it still is.

Ben began his career on Wall Street in June, 1914, and near the end of
his life, when he published the fourth revision of his investnment phil osophy

in The Intelligent Investor: A Book of Practical Counsel, he had conpl eted 57

years' experience on Wall Street. (Harper & Row, the publisher of The

Intelligent Investor, has reissued this work with a new Preface and Appendi x

by Warren Buffett.) Ben G ahamtaught investnments for 28 years at Col unbia
Uni versity, and perhaps his success as a professional investor is matched by
his success as an acadenmic, which is nost unusual --nost finance acadeni ci ans
are not noted investors. H s published works have instructed many thousands
of students and, indeed, his strength as an acadenmic is derived fromhis many
years experience on Wall Street.

W cel ebrate Benjam n Grahamis 100th birthday--and the 60th anniversary

of the publication of Security Anal ysis--by exam ning his investnent

phil osophy. For this purpose, we rely heavily on The Intelligent |nvestor

whi ch he consi dered nore useful than Security Analysis to a young security

anal yst .

Father of Value Investing
Ben Grahamis the Father of Value Investing. The essence of val ue investing
is that any investnent should be worth substantially nore than an investor has
to pay for it. This investnent philosophy may seem | i ke common sense, but
strangel y enough--as Ben m ght have put it--many investors are not careful to

see that they receive good value for their nmoney. Ben wasn't the first val ue



i nvestor. Bernard Baruch and ot her value investors predate him |In fact, the
first value investor probably was a cave person. But G aham anong early \Wal
Streeters, did the nost to invent a systenm zed body of investnent know edge.
He built this body of know edge through research and practice, and he

di ssem nated it through his teaching and witings. Wereas, Ben G ahamis
consi dered the Father of Value Investing, he actually fathered the nodern

study of investments.

Margin of Safety Concept
Graham was nost insistent that any security purchased shoul d represent good
value. He felt stocks should be bought |ike groceries, not |ike perfune, and
he distilled his investnent philosophy down to just three words, "MARG N OF
SAFETY".' By nargin of safety, he meant that any stock bought should be worth
considerably nore than it costs. He sometines suggested at |east 50 percent
nmore. Stocks bought with a nmargin of safety give sone assurance that one has
i nvested wisely. And stocks bought with a margin of safety should be | ow
risk, high return investnments--the kind we all want.

How do you find stocks with a margin of safety? |In part, they are found
by avoi di ng stocks which are unlikely to possess this margin. Popul ar stocks
are avoided since they are likely to be fully priced, and growh stocks are
avoi ded since they tend to be popular and since they tend to performpoorly in
bad markets. And you follow rules pertaining to | ow price/earnings rati os,
| ow price/ book value ratios, etc., which are designed to exclude stocks
wi thout a margin of safety.

Graham s advice to avoid growh stocks may be surprising. The reason is

that great wealth is seldom achi eved without growth stock investnent, and

'Benjamin Graham The Intelligent Investor: A Book of Practical Counsel
4th revised edition, with new Preface and Appendi x by Warren E. Buffett (New
York: Harper & Row Publishers, 1973), p. 277




G aham hi nsel f apparently amassed much of his fortune, while considerably
enhancing his reputation, froma single growh stock. However, when G aham
and his investnent partners violated this principle, they controlled the firm
and t hus possessed inside know edge of its affairs. Gahamand partners held
on to this stocks, too, because it had becone "fanily business."? In this
case, they also violated Grahanis often-stated adnonition to be well
diversified; 20 percent of their funds initially went into this one stock
Still, Grahanmis disdain for growth stocks--because they are often popul ar
tend to become overpriced in good markets, and tend to perform poorly in bad

mar kets--is well founded.

Investment Performance Depends on Intelligent Effort
Graham di sagreed with the usual postulated risk-return relationship, that is,
to earn a higher return an investor nust accept higher risk. To the contrary,
he felt that the nore intelligent effort one put into investing, the better
t he bargai ns bought. And the better the bargains, the lower the risk. Thus
intelligent investing provides high yields and I ow risk. Finance academni ci ans

often fail to appreciate this point.

Investment Versus Speculation
The distinction between investnment and specul ation is central to Gaham s
i nvest ment phil osophy. He defined these terns thusly: "An investnent
operation i s one which, upon thorough analysis prom ses safety of principa
and adequate return. Operations not neeting these requirenents are

n3

specul ati ve. Based on this distinction, a speculator is either taking

’lbid., p. 289.

bid., p. 1.



substantial risk or is not know edgeable. Wile "speculation is always

fascinating,” Graham believed that for nost speculators it is not "fattening

)

to the pocket book. Specul ation is akin to ganbling, and G aham warned t hat

one nust be vigilant so as not to unconsciously slip into this node.

Defensive Versus Enterprising Investors

Anot her distinction Gaham nmakes is the difference between a defensive and an
enterprising (aggressive) investor. A defensive investor is one who hasn't
the tine, know edge or tenperanent to realistically seek superior investnent
returns. Since nost investors do not possess these requirenents, it is

| ogi cal that nost investors should be defensive investors. The defensive

i nvestor should follow sinple, nechanistic rules, such as selecting a
diversified portfolio of low price/earnings ratio stocks which are designed to
produce a conservative portfolio with average or a little better performance
Conversely, the enterprising investor has a great deal of tinme and know edge
to devote to investing, and he or she possesses the requisite tenperanent.
The enterprising investor is seeking superior performance, although G aham
enphasi zed that it is difficult for even professionals to achi eve superior
results. The enterprising investor seeks superior performance through the
application of rules simlar to those applied by the defensive investor, but
with greater flexibility in their application, through applying greater effort

and know edge, and perhaps through being nore venturesone.

Bond Versus Stock Investment
G aham bel i eved that the division of one's portfolio between stock and bonds
is a basic policy decision. He advised the defensive investor always to have

at least 25 percent of his or her assets in bonds and at |east 25 percent in

“Ibid., pp. 3-4.



stock. But he obviously felt it preferable for defensive investors to shoot
for a fifty-fifty split of their assets between high grade stock and high
grade bonds.

Wiy al ways sone stock and sonme bonds? G aham believed that stock cannot
al ways offer better value than bonds. Especially when the stock market is
dangerously high, bonds will offer better value than stock. Conversely, bonds
cannot always offer better value than stock. 1In particular, G aham believed
that stock offers better inflation protection than bonds. Inplicit in these
recommendations is Graham s belief that investors really don't have good
ability at any given tinme to tell whether stocks or bonds are the better
investrment. So the intelligent thing to do is to be well represented in both
types of investments.

Suppose that an investor wi shes to add to bonds and reduce stocks as the
stock market becones overpriced, and to reverse these operations as the market
beconmes underpriced. As one consideration in naking these decisions, Gaham
cautiously suggested conparing the earnings/price ratio for stock with the
interest yield on high grade bonds. For exanple, if the earnings/price ratio
for stock is about the same as the yield for bonds, then the stock market is
probably high, and the enterprising investor mght consider selling sone stock
and buyi ng some bonds. But any investor should be cautious thinking he or she
knows the market is high or |ow.

How | ong should the bond maturities be? Gahamfelt that this decision
is largely a personal one. Longer maturity bonds tend to yield nore than
shorter maturity bonds. But if an investor does not wi sh the value of his or
her bond portfolio to fluctuate much with interest rate changes, then he or

she shoul d sel ect bonds with a maturity of seven years or |ess.

Famous Mr. Market Parable



Stocks will fluctuate substantially in value. For a true investor, the only

significant nmeaning of price fluctuations is that they offer an
opportunity to buy wisely when prices fall sharply and to sell wisely when
they advance a great deal."®

Using his fanous M. Market parable, G aham suggests the attitude one
shoul d adopt toward fluctuations in prices. |nmagine owing a $1,000 interest
in a business along with a partner, M. Mirket. Every day the accommopdati ng
M. Market offers either to buy your interest or to sell you a |arger
interest. Sonetimes his price is ridiculously high, allow ng you a good
opportunity to sell. At other tinmes his price is ridiculously low, allow ng
you a good opportunity to buy. Still at other times, his quotes are roughly
justified by the business outl ook, and you can ignore them

The point is that the market is there for your convenience and profit.
And mar ket valuations are often wong. Price fluctuations, G aham believes "

bear no relationship to underlying conditions and values."® It is a

m st ake, he argued, to let the nmarket determ ne what stocks are worth. "In an

astoni shingly |l arge proportion of the trading in conmmon stocks,” G aham

stated, "those engaged therein don't appear to know-in polite terns--one part

of their anatony from another."’

Cenerally an investor will be wiser to form
i ndependent stock valuations, and then to exploit divergences between those
val uati ons and the market's prices.

Grahamis M. Market parable is related to his view of technica
anal ysis. According to G aham nearly all of technical analysis is based on

buyi ng stock when prices have risen and selling when they have fallen. Based

on over 50 years' experience, he had ". . . not known a single person who had

°bid., p. 1009.
®bid., p. 110.

I'bid., p. 13.



consistently or lastingly made noney by thus 'following the market.'"® This

approach, he decl ared, is as fallacious as it is popular."®

Graham Declines to Predict Earnings

In The Intelligent Investor, Graham evaluated the investnment nmerit of severa

stocks, but not once did he predict earnings for those stocks. (On other
occasi ons, however, he did venture to predict earnings.) For instance, at the

concl usion of his analyses of ELTRA and Enmhart stocks, he concluded, "W mnake

no predictions about the future earnings performance. 1o

That Graham an em nent security analyst, should decline to predict
earnings is intriguing. He obviously did not have nuch confidence in his
ability to predict earnings--nor in others' predictions, especially long-term
predi ctions. Sophisticated investors have al ways been aware of this
difficulty. For instance, John Maynard Keynes, the brilliant British
econom st, nore than a half-century ago enphasi zed the great difficulty
i nvolved in forecasting investment returns. In regard to this difficulty,
Keynes sai d:

The outstanding fact is the extreme precariousness of the basis of
know edge on which our estinmates of prospective yield have to be
made. Qur know edge of the factors which will govern the yield of
an investnent sonme years hence is usually very slight and often
negligible. If we speak frankly, we have to admt that our basis
of know edge for estimating the yield ten years hence of a
railway, a copper mne, atextile factory, the goodwill of a
patent nedicine, an Atlantic liner, a building in the Gty of
London ampunts to little and sonetinmes to nothing; or even five
years hence. 1In fact, those who seriously attenpt to nmake such
estimates are often so much in the mnority that their behavior
does not govern the market.

8 bid., p. x.
°| bi d.
Y pid., p. 182.

"John Maynard Keynes, The General Theory of Enploynent, Interest and
Money, (New York: Harcourt, Brace & Wrld, Inc., 1935), pp. 149-150.




G aham apparently felt that earnings forecasting is too inaccurate to be
useful, given that the nmarket already incorporates the consensus estimate.
There al so i s danger of double counting for good earnings prospects. Wen
this occurs, the market price allows for the good prospects but the investor
counts t hem agai n.

Apparently because of such problens, G aham believed that the security
val uation process is not very reliable. After discussing sone problens
val uing ALCOA, Graham said, "ALCOA is surely a representative industri al
conpany of huge size. . .[it] supports to sonme degree, the doubts we expressed
[earlier] as to the dependability of the appraisal process when applied to the
typical industrial conpany."'? Because the appraisal process is unreliable,
it is prudent to diversify one's investnents. Perhaps it is enough, G aham
t hought, for an investor to be assured that he or she is getting good val ue,
even if an accurate valuation is inpossible.

Finally, the inherent inaccuracy of this valuation process may explain

G aham s observation that he had never seen dependabl e cal cul ati ons

made about common-stock values . . . that went beyond sinple arithmetic or the

n 13

nost el enentary al gebra. In val uing stock, crude, sinple calculations

often are as good as you can do.

The Prevalent Approach to Investing Often Does Not Work
The preval ent approach to investing is first to choose the best industry, and
then to invest in the best conpany in that industry, regardless of the stock's
price. Gahamdid not think well of this approach because he believed it was

too unreliable. Good business does not always translate into good investnment

G aham The Intelligent Investor, op. cit., p. 174.

By pid., p. 321.



returns, and even the experts have difficulty selecting and concentrating on
t hose issues which will become winners. Finally, the application of this

met hod may pl ace an investor in popular, overval ued stocks.

Select Low Price/Book Value Stocks
Graham felt rather strongly that an investor should not pay nmuch nore than
book value for a stock. 1In his word, "Strangely enough we shall suggest as
one of our chief requirements . . . that our readers limt thenselves to
i ssues selling not far above their tangible-asset value."' He advised
conservative (defensive) investors not to pay above one-third nore than book
val ue, and aggressive (enterprising) investors not to pay above 20 percent
nore than book val ue.

Graham s bias against high price-to-book value stocks is sinply
expl ai ned: These stocks tend to be popul ar, specul ative, overpriced and nore
risky. Oten, popular growth stocks fall into this category and shoul d be
avoided. It is paradoxical, Gahamthought, that our npbst successfu

conpani es shoul d be avoi ded for investnent purposes.

Selecting Unpopular Stocks
If an investor is to do better than average, G aham argued that his or her
i nvestment policies should not be popular. He believed that nost Wall Street
professionals tend to seek out stocks with the best growh prospects and to
i gnore other stocks. This bias causes unpopul ar stocks to beconme underval ued
and good buys. "It would be rather strange", G aham suggested, "if--with al
the brains at work professionally in the stock market--there could be

approaches which are both sound and rel atively unpopul ar. Yet our career and

Y pid., p. xvi.
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"5 An investor who follows

reputati on have been based on this unlikely fact.
the crowd is unlikely to experience even average results, if for no other
reason because of transactions costs.

Still, profiting by buying an unpopul ar or neglected stock, or selling
short a popul ar, overval ued stock is no easy road to riches.® "Buying a
negl ected and therefore underval ued issue for profit,"” G aham cauti oned
"generally proves a protracted and patience-trying experience. And selling
(short) a too popular and therefore overvalued issue is apt to be a test not
only of one's courage and stami na but also of the depth of one's

n 17

pocket book. Graham s thoughts here are rem ni scent of the faned Gerald

Loeb's view that "Successful investment is a battle for financial survival."?!?®

Investment in Secondary Stocks
I nvestors have a distinct preference for the nore successful, large (primary)
firmstocks. Therefore, G ahamreasoned, bargains are nore likely to be
di scovered anong the conparatively unpopul ar, neglected smaller (secondary)
firmstocks. Today, a rather arbitrary dividing |line between |arge and smal
firnms is $400 million of outstanding common stock value. Oten the |arge
conpany stocks are referred to as large capitalization ("cap" for short)

stocks and the small conpany stocks as small cap stocks. A carefully

“Ibid., pp. 204-5.

%Selling short is a method for profiting in a situation where the

i nvestor believes that a stock will decline in price. The stock is borrowed
from anot her investor and sold on the open narket. Later the stock must be
bought back, hopefully at a lower price, and returned to the party from whom
it was borrowed. Selling short is wusually risky and only perfornmed by

pr of essi onal s.

G aham The Intelligent Investor, op. cit., p. 13.

BGerald M Loeb, The Battle for Investnment Survival, rev. ed., (New York
Si mon and Schuster, 1965), p. 19.
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sel ected, diversified portfolio of secondary stocks is safe enough for an
aggressive (enterprising) investor, but G aham suggested that these stocks are
too risky for the conservative (defensive) investor. Graham s rational e can
be sunmarized as follows: secondary stocks sell for less than primary stocks
except during the later stages of a bull market. |If bought at a bargain

price, they often later can be sold at or near their full market val ue.

Net Current Asset Bargain Stocks

Net current assets as defined by Gahamare current assets less all the firnis
debt (both long-termand short-term divided by the nunber of shares
outstanding. This net current asset figure assunes zero value to long-term
assets (plant and equi pnent, etc.) and goodw ||, such as val uabl e brand nanes.

No sensi bl e busi ness owner would sell his or her business so cheaply, G aham
decl ared, and yet historically these investnents were plentiful. Gahams
experience with these investnents was al nost universally good. "Can one
really make noney in (these issues) w thout taking a serious risk?", Gaham
asked. "Yes indeed", he replied, "if you can find enough of themto nake a
diversified group, and if you don't |ose patience if they fail to advance soon

after you buy them"?®

VWil e Gaham prized a diversified group of these

i nvestnments, the patience required can be considerable, he warned, in one case
for himtaking three and one-half years to work well. Furthernore, in nodern
mar kets, apparently only in the | ower reaches of a protracted bear market can

enough of these investnents be found for proper diversification

Did Graham Insist on a Sure Thing?

“Gaham The Intelligent Investor, op. cit., p. 216. (Enphasis in the
original).
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It is too strong to say that Grahaminsisted on a sure thing, but he clearly
wasn't rmuch of a risk taker. In his owm words, "Fromthe first we wanted to
make sure that we were getting anple value for our noney in concrete,
denonstrable ternms. W were unwilling to accept the prospects and proni ses of

n 20

the future as conpensation for a |l ack of sufficient value in hand. G aham

is proof that successful investnent need not be risky investnent

Enthusiasm on Wall Street Is Dangerous

G aham war ned that while enthusiasm may be necessary for great

acconpl i shments el sewhere, in Wall Street it alnost invariable leads to

di saster."?!

He didn't explain his rationale for this view, but enthusiasm
destroys our critical faculties and | eads us to believe we have a "sure
thing". Coupled with greed, thinking an investnment is a sure thing i s nost
dangerous. W tend to bet heavily on the stock, forgetting the | egendary
Bernard Baruch's warning that every investment is sonething of a ganble.?

Mor eover, enthusiasm | eads a person into specul ation, which Gahamgreatly

depl or ed.

Investment Experience and Stock Market History Are Important
Ben Grahami s 57 years on Wall Street were npst instructive, and he expressed
his appreciation to themwhen he alluded to his "old ally, experience". To an
i nportant extent, you learn to invest by investing. Too often we have to make

the sane m stake as others before the lesson is instructive. Al of us, it

D pid., p. 199.
A pid., p. xii.

ZBernard Baruch, My Om Story, (New York: Holt, Rinehart and Wnston
Publ i shing Co., 1957), p. 247.
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seens, must | earn through the school of hard knocks. W would do better to
learn fromthe |ikes of Ben G aham

Graham was a careful student of stock market history, and he pl aced
great enphasis on it. He thought that "No statenent is nore true and better
applicable to Wall Street than the fanmous warning of Santayana: "~ Those who do

'"22 Gahamcould ridicule

not remenber the past are condemmed to repeat it.
i nvestors grasp of stock market history, referring to their "proverbial short
menori es". %

It was G aham s knowl edge of the |long sweep of stock market history that

pronmpted his view that the investor may as well resign hinself. . .to
the probability . . . that nost of his holdings will advance, say, 50% or nore
fromtheir | ow point and decline the equivalent one-third or nore fromtheir

hi gh point at various periods in the next 5 years."?

Hi storical insight is
critical to successful investing. It is only through know edge of the past

that we can tell anything about the future.

Using an Investment Advisor
A great mpjority of investors are amateurs, and naturally many of these
i nvestors turn to professionals for advice. Yet there is sonething naive,
G aham cauti oned, about asking others how to make noney. Unless an investor
has an intimate and favorabl e know edge of the advi sor, G aham suggested the
investor limt his or her investnents to "conservative and even uni magi native

26

forns". The main benefit of a professional advisor, Gahamargued, is to

protect the investor fromcostly m stakes, not to beat the averages.

G aham The Intelligent Investor, op. cit., p. ix

#pbid., p. 87.
B pid., p. 101.

%1 pid., p. 132.
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VWal | street historically has prospered from specul ati on, according to
Graham but he believed that specul ators thensel ves on the whol e | ose noney.
"Hence," he stated, "it has been logically inpossible for brokerage houses to
operate on a thoroughly professional basis."?Wat is in the best interests of
brokers--that is, maximzing conm ssions--is not in the best interests of

i nvestors.

Mutual Fund Investment
Despite mutual funds on average not performng as well as the popul ar stock
i ndi ces, Ben G aham believed nost individuals who have invested in nutua
funds have fared better than they otherwi se would have fared. |If an investor
does not opt for a mutual fund, G aham thought that "untoward influences”
often incline himor her in the direction of specul ation. ?®

For those interested in mutual funds, G aham reconmended buying a group
of closed-end i nvestnent conpany shares selling at a discount to their net
asset values. These funds, he argued, have an advantage over even no-| oad
funds because the investor purchases themfor |ess than what the funds
underlying stock is worth in the nmarket.

But bonds shoul d be bought directly and not through a fund, according to
Graham Presumably he felt that nost investors can obtain satisfactory bond
di versification without paying a fee to the mutual fund nmanagenent firm
Furthernore, diversification, while still inportant, may be less critical in
t he case of high grade bonds, which is the type he generally recomended.
Nevert hel ess, many financial advisors will argue that for |ess know edgeabl e,
smal l er investors, no-load, |owfee high grade bond funds offer sound

diversification for a reasonable fee.

Ipid., p. 135.

B bid, p.118
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Sampling Ben Graham"s Writing
Ben Grahamwote well. The follow ng quotes are suggestive of his witing and

further reveal his investnent phil osophy.

In regard to market fluctuations: "Everyone knows that specul ative stock

novenments are carried too far in both directions, frequently in the genera

market and at all tines in at |east sone of the individual issues."?®

Wiy bargains occur: "The market is fond of naking nountains of nolehills and

exaggerating ordinary vicissitudes into major setbacks. Even a nere |ack of

interest or enthusiasmmay inpel a price decline to absurdly low | evels."*°

On stock market forecasts: "(I)t is absurd to think that the general public

can ever make noney out of nmarket forecasts."

A classic definition of a shrewd investor: "(One who bought in a bear market

when everyone el se was selling and sold out in a bull market when everyone

el se was buyi ng. "3

The powerful pull of the crowd: "(E)ven the intelligent investor is likely to

need considerable willpower to keep fromfollow ng the crowd.: 3

®lbid., p. 13.
®Ibid., p. 83.
¥lbid., p. 96.
2| bid., p. 98.

B pid., p. 101.
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Difficulty predicting security price novenents: "If it is virtually

i npossi ble to make worthwhil e predictions about the price novenents of stocks,

it is conpletely inpossible to do so for bonds. "3

The rationale for diversification: "It appears to be al nost inpossible to

di stingui sh in advance between those individual [stock] forecasts which can be
relied upon and those which are subject to a |arge chance of error. At

bottom this is the reason for . . . diversification . 3

Long-term forecasts are unreliable: "No one really knows anythi ng about what

wi Il happen in the distant future, but analysts and investors have strong

feelings on the subject just the same."?®

Difficulty eval uati ng managenent: "Until objective, quantifiable, and

reasonably reliable tests of managerial conpetence are devi sed and appli ed,

this factor will continue to be |ooked at through a fog."?¥

Money managers pronmising mracles: "Bright, energetic people--usually quite

young- - have prom sed to performmracles with 'other people' s noney' since
time inmenorial . . . they have inevitably brought | osses to their public in

the end. "%

¥l bid., p. 110.
®lbid., p. 154.
36@_

¥Ibid., p. 155.

B pid., p. 124.
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Safety with a security residing in earnings--not collateral: "Experience has

shown that in nost cases safety resides in the earning power, and if this is

deficient the assets |ose nost of their reputed val ue. "%

Will Graham Make You Rich?

Few i nvestors--except in old age--will get rich adhering strictly to Graham s
i nvest ment phil osophy. H's conservative, diversified approach for nost
practitioners is likely to yield investnent results only a little better than
average. His aimis to assist investors to obtain good value for their noney-
-not to make themrich quick. G ahambelieved that this is the only
legitimate function for an investnent advisor. Mst investors would do well
to achi eve such results because professional investors on average do not fare
so well. Still, it would be good to renmenber Graham s caution that:

(A)ny approach to noneynaking in the stock market which can be

easily described and followed by a |lot of people is by its terns

too sinple and too easy to last. Spinoza s concluding renark

applies to Wall Street as well as to philosoPny: "Al'l things

excellent are as difficult as they are rare.

Ben Graham of fers a keen insight into noneymaki ng and a wi se phil osophy.
The investnment principles he enunciated are tinmeless. The seeker of
investrment truth will discover in the old sage a gold m ne of wi sdom one who
creditably promises a "fattening of the pocketbook”, and a fine conpanion as

well. We would do well before we nake our next commtnent to think his notto,

MARG N OF SAFETY.

¥ bpid., p. 149.

1 pid., p. 100.
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