
Warren Buffet & Gold 

 

As many readers know, I often post from DFA VP, Wes Wellington's blog, 
because not only does he write both interestingly and informatively, but also 
provides very timely insights into whatever happens to be the current investment 
du jour. 
 
While some may find fault with some of Warren Buffet's political 
pronouncements, very few would criticize his and his partner, Charley Munger's 
running of Berkshire Hathaway (I've written plenty on how they're no longer, in 
reality, a stock picking operation, ad nauseum, so no need to discuss this issue any 
further at this time).  
 
I've also written, on occasion, about the folly of owning Gold on a long-term basis 
as an "investment." Good friend, Mark Matson has similarly spoken both publicly 
and in the media, on numerous occasions, regarding gold. I consider it to be a bet 
or speculation on an outcome -- more than likely a near-term one -- not far 
removed from the roll of the dice, turn of a card or spin of a roulette wheel. Gold 
creates nothing, makes nothing and earns nothing, yet here we are receiving an 
ongoing barrage from both the media and their advertisers as to how gold is "THE 
WAY" to protect your future. When you hear or see the ads to roll your 401(k) or 
IRA totally over to a gold bullion portfolio, these charlatans are not just asking 
you to invest a portion as a hedge, but they're providing you with not only a 
roadmap but the means of taking your hard earned retirement dollars down the 
road to disaster. I don't make these charges lightly nor often regarding any 
particular investment item or product, but I am in this instance because history 
provides an excellent guide to exactly how gold has performed -- not only as a 
supposed creator of wealth, but mostly a destroyer of it! If ever there is or was a 
better example of the "bigger fool theory," this is and has certainly been it (for the 
uninitiated, the bigger fool theory postulates that, despite a ridiculously high price, 
you can speculate and invest in an item on the theory that there will always be a 
bigger fool than you to come along and pay a higher price than you paid.). 
 
Those of us who have been around the business for a while certainly know and 
understand the fallacy of this currently resurfaced con. However, while I have, I 
think with intelligence and facts, in my own way, explored the subject, I think that 
Wes' current blog, where he researches Warren Buffet for his wise counsel 
regarding gold, is certainly more than worthy of your attention.  
 
Accordingly, without any further words on my part, here are Wes’ and Buffet’s 
opinions on gold as an "investment!" 
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Over the course of a lengthy and illustrious business career, Warren Buffett has 
offered thoughtful opinions on a wide variety of investment-related issues—
executive compensation, accounting standards, high-yield bonds, derivatives, 
stock options, and so on. 

In regard to gold and its investment merits, however, Buffett has had little to say—
at least in the pages of his annual shareholder letter. We searched through 34 
years' worth of Berkshire Hathaway annual reports and were hard-pressed to find 
any mention of the subject whatsoever. The closest we came was a rueful 
acknowledgement from Buffett in early 1980 that Berkshire's book value, when 
expressed in gold bullion terms, had shown no increase from year-end 1964 to 
year-end 1979.  

Buffett appeared vexed that his diligent efforts to grow Berkshire's business value 
over a fifteen-year period had been matched stride for stride by a lump of shiny 
metal requiring no business acumen at all. He promised his shareholders he would 
continue to do his best but warned, "You should understand that external 
conditions affecting the stability of currency may very well be the most important 
factor in determining whether there are any real rewards from your investment in 
Berkshire Hathaway." 

As it turned out, the ink was barely dry on this gloomy assessment when gold 
began a lengthy period of decline that tested the conviction of even its most 
fervent devotees. Fifteen years later, gold prices were 25% lower, and even after 
twenty-one years (1980–2010), had failed to keep pace with rising consumer 
prices. By year-end 2011, gold's appreciation over twenty-two years finally 
exceeded the rate of inflation (205% vs. 195%) but still trailed well behind the 
total return on one-month Treasury bills (398%).  

Perhaps to compensate for his past reticence on the subject, Buffett has devoted a 
considerable portion of his forthcoming shareholder letter (usually released in 
mid-March) to the merits of gold.  



With his customary gift for explaining complex issues in the simplest manner, 
Buffett deftly presents a two-pronged argument. Like a sympathetic talk show 
host, he quickly acknowledges the darkest fears among gold enthusiasts—the 
prospect of currency manipulation and persistent inflation. He points out that the 
US dollar has lost 86% of its value since he took control of Berkshire Hathaway in 
1965 and states unequivocally, "I do not like currency-based investments." 

But where gold advocates see a safe harbor, Buffett sees just a different set of 
rocks to crash into. Since gold generates no return, the only source of appreciation 
for today's anxious purchaser is the buyer of tomorrow who is even more fearful. 

Buffett completes the argument by asking the reader to compare the long-run 
potential of two portfolios. The first holds all the gold in the world (worth roughly 
$9.6 trillion) while the second owns all the cropland in America plus the 
equivalent of sixteen ExxonMobils plus $1 trillion for "walking around money." 
Brushing aside the squabbles over monetary theory, Buffett calmly points out that 
the first portfolio will produce absolutely nothing over the next century while the 
second will generate a river of corn, cotton, and petroleum products. People will 
exchange their labor for these goods regardless of whether the currency is "gold, 
seashells, or shark's teeth." (Nobel laureate Milton Friedman has pointed out that 
Yap Islanders got along very well with a currency consisting of enormous stone 
wheels that were rarely moved.)  

When Buffett assumed control of Berkshire Hathaway in 1965, the book value 
was $19 per share, or roughly half an ounce of gold. Using the cash flow from 
existing businesses and reinvesting in new ones, Berkshire has grown into a 
substantial enterprise with a book value at year-end 2010 of $95,453 per share. 
The half-ounce of gold is still a half-ounce and has never generated a dime that 
could have been invested in more gold. 

Few of us can hope to duplicate Buffett's record of business success, but the 
underlying principles of reinvestment and compound interest require no special 
knowledge. Every financial professional can point to individuals who have 
accumulated substantial real wealth from investment in farms, businesses, or real 
estate, and sometimes the success stories turn up in unlikely places. (See "The 
Millionaire Next Door.")  

Where are the fortunes created from gold? 
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