11 Warren Buffett quotes that'll make you a smarter investor

The world’s third-richest person and Berkshire Hathaway (BRK-A, BRK-B) chairman and

CEO Warren Buffett is known for his folksiness, pith, and ability to distill complex investing
and economic concepts into super simple ideas.

His annual letter to shareholders is often the forum Buffett uses to not only explain
Berkshire’s wins and losses over the previous year, but also to espouse certain lessons
the most novice investor can heed.

Ahead of the annual Berkshire Hathaway shareholder meeting on May 5, which_Yahoo
Finance is livestreaming from Omaha, we've collected a few of his notable quotes (as

we've done before). Many touch on themes and ideas that he comes back to again and
again; they all speak to his broad ideas about investing, money, and life in general.

You don't have to understand advanced investment theory to be a good
investor

“To invest successfully, you need not understand beta, efficient markets, modern portfolio
theory, option pricing or emerging markets. You may, in fact, be better off knowing
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nothing of these. That, of course, is not the prevailing view at most business schools,
whose finance curriculum tends to be dominated by such subjects. In our view, though,
investment students need only two well-taught courses — How to Value a Business, and
How to Think About Market Prices.”

-1996 shareholder letter

“...an investor needs some general understanding of business economics as well as the
ability to think independently to reach a well-founded positive conclusion. But the investor
does not need brilliance nor blinding insights.”

-2000 shareholder letter

Invest for the long term and don't stray

“Your goal as an investor should simply be to purchase, at a rational price, a part interest
in an easily-understandable business whose earnings are virtually certain to be materially
higher five, ten and twenty years from now. Over time, you will find only a few companies
that meet these standards — so when you see one that qualifies, you should buy a
meaningful amount of stock. You must also resist the temptation to stray from your
guidelines: If you aren’t willing to own a stock for ten years, don’t even think about owning
it for ten minutes.”

-1996 shareholder letter

Know what you know and what you don’t know

“Defining your circle of competence is the most important aspect of investing. It's not
important how large your circle is; you don’t have to be an expert on everything. But
knowing where the perimeter of that circle of what you know and what you don’t know
and staying inside of it is all important.”

-Talk with to UGA-Terry College of Business students, 2001

“It's vital, however, that we recognize the perimeter of our ‘circle of competence’ and stay
well inside of it. Even then, we will make some mistakes, both with stocks and businesses.
But they will not be the disasters that occur, for example, when a long-rising market
induces purchases that are based on anticipated price behavior and a desire to be where
the action is.”

-2013 shareholder letter
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Put your money in index funds

"If a statue is ever erected to honor the person who has done the most for American
investors, the handsdown choice should be [Vanguard founder] Jack Bogle. For decades,
Jack has urged investors to invest in ultra-low-cost index funds. In his crusade, he
amassed only a tiny percentage of the wealth that has typically flowed to managers who
have promised their investors large rewards while delivering them nothing — or, as in our
bet, less than nothing — of added value.”

-2016 shareholder letter

A image of Warren Buffett towers over Berkshire Hathaway shareholders as they visit and shop at company
subsidiaries in Omaha, Neb., Friday, May 5, 2017, at the Berkshire Hathaway shareholders meeting. (AP Photo/Nati
Harnik)

More

Resist stock market FOMO

“The line separating investment and speculation, which is never bright and clear,
becomes blurred still further when most market participants have recently enjoyed
triumphs. Nothing sedates rationality like large doses of effortless money. After a heady
experience of that kind, normally sensible people drift into behavior akin to that of
Cinderella at the ball. They know that overstaying the festivities— that is, continuing to
speculate in companies that have gigantic valuations relative to the cash they are likely to
generate in the future — will eventually bring on pumpkins and mice. But they nevertheless
hate to miss a single minute of what is one helluva party. Therefore, the giddy participants
all plan to leave just seconds before midnight. There's a problem, though: They are
dancing in a room in which the clocks have no hands.”

Story Continues

-2000 shareholder letter

How to value a business

“The formula for value was handed down from 600 BC by a guy named Aesop. A bird in
the hand is worth two in the bush. Investing is about laying out a bird now to get two or
more out of the bush. The keys are to only look at the bushes you like and identify how
long it will take to get them out. When interest rates are 20%, you need to get it out right
now. When rates are 1%, you have 10 years. Think about what the asset will produce. Look
at the asset, not the beta. | don't really care about volatility. Stock price is not that


http://www.berkshirehathaway.com/letters/2016ltr.pdf
http://www.berkshirehathaway.com/letters/2000pdf.pdf

important to me, it just gives you the opportunity to buy at a great price. | don't care if
they close the NYSE for 5 years. | care more about the business than | do about events. |
care about if there’s price flexibility and whether the company can gain more market
share. | care about people drinking more Coke.”

-Q&A with students from Emory University and other business schools in Omaha, 2009

The average investor can often outperform the pros

“The goal of the non-professional should not be to pick winners — neither he nor his
'helpers’ can do that — but should rather be to own a cross-section of businesses that in
aggregate are bound to do well. A low-cost S&P 500 index fund will achieve this
goal....The main danger is that the timid or beginning investor will enter the market at a
time of extreme exuberance and then become disillusioned when paper losses occur. The
antidote to that kind of mistiming is for an investor to accumulate shares over a long
period and never to sell when the news is bad and stocks are well off their highs.
Following those rules, the 'know-nothing’ investor who both diversifies and keeps his
costs minimal is virtually certain to get satisfactory results. Indeed, the unsophisticated
investor who is realistic about his shortcomings is likely to obtain better long-term results
than the knowledgeable professional who is blind to even a single weakness.”

-2013 shareholder letter

Better information doesn’t mean better investing

“There is no doubt that there are far more ‘investment professionals’ and way more IQ in
the field, as it didn’t use to look that promising. Investment data are available more
conveniently and faster today. But the behavior of investors will not be more intelligent
than in the past, despite all this. How people react will not change — their psychological
makeup stays constant. You need to divorce your mind from the crowd. The herd
mentality causes all these 1Q’s to become paralyzed. | don’t think investors are now acting
more intelligently, despite the intelligence. Smart doesn’t always equal rational. To be a
successful investor you must divorce yourself from the fears and greed of the people
around you, although it is almost impossible.”

-2005 Q&A with students at University of Kansas

Have people in your life who would hide you

“..Why am | frugal? You can't buy health and you can’t buy love. I'm a member of every
golf club that | want to be a member of. I'm the highest handicap member of Augusta
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National. I'd rather play golf here with people I like than at the fanciest golf course in the
world. | can do anything that | want, and | do. | buy everything | want to have. I'm not
interested in cars and my goal is not to make people envious. Don’t confuse the cost of
living with the standard of living. Bella Eidenberg was a Polish Jew who was at Auschwitz
and some of her family didn’t make it. Twenty years ago she said she was slow to make
friends, and that the real question in her mind was always, ‘Would they hide me?’ If you
have a lot of people that would hide you, you've had a very successful life. That can’t be
bought. | know people that have billions of dollars and their children would say, ‘he’s in the
attic.”

-Talk with Emory business students, 2009

Watch Warren Buffett LIVE at the 2018 Berkshire Hathaway Annual Shareholders
Meeting exclusively on the Yahoo Finance app and desktop.Coverage beginsMay 5
at 9:45am ET. Set a reminder now!
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