




emphasis he tends to put on the PMI, Purchasing Manager Index, which has been weak recently.
Chornous probably raised his outlook because of the importance he attaches to the long-term
trend in corporate profits versus the sharp decline in stock prices that occurred in April and May.
Like a brother advised me some 30 years ago, if you’re going to predict, predict often. One of
them will be right.

Getting back to the 2011 Berkshire Annual Report, if you could only read one thing about
investing every year, you could do far worse. This year I would especially urge you to read pages
6-7 and pages 17-19. But I also want to quote one passage directly. Buffett, unlike most money
managers, doesn’t usually talk up his investment selections. This year, after detailing the effect
of stock buybacks, he explained why not:

“The logic is simple: If you are going to be a net buyer of stocks in the future,
either directly with your own money or indirectly (through your ownership of a
company that is repurchasing shares), you are hurt when stocks rise. You
benefit when stocks swoon. Emotions, however, too often complicate the
matter: Most people, including those who will be net buyers in the future, take
comfort in seeing stock prices advance. These shareholders resemble a
commuter who rejoices after the price of gas increases, simply because his tank
contains a day’s supply.

Charlie and I don’t expect to win many of you over to our way of thinking –
we’ve observed enough human behaviour to know the futility of that – but we
do want you to be aware of our personal calculus. And here a confession is in
order: In my early days I, too, rejoiced when the market rose. Then I read
Chapter Eight of Ben Graham’s The Intelligent Investor, the chapter dealing
with how investors should view fluctuations in stock prices. Immediately the
scales fell from my eyes, and low prices became my friend. Picking up that
book was one of the luckiest moments in my life”

Have a great summer.

Sincerely,

George Stedman, CFA
Portfolio Manager

Please visit us at www.georgestedman.com


