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et 3k ok, KIBRER RIE , KIGFIETTRA—FR .

2t R A KU A B, AR S TR R T IR B ok tH 48 . AR O ?
FEHANEER BB AREERG? EILAURIAEITREERN X
ME” IR E LR BRERE, BB RELAENARRBIE.”

THEEEEEFRFECRS, X =B RESEN, REAMT— 1
FhE,

BERKSHIRE HATHAWAY INC. Annual report 1993

Of course, some investment strategies - for instance, our efforts in
arbitrage over the years - require wide diversification. If significant
risk exists in a single transaction, overall risk should be reduced by
making that purchase one of many mutually-independent commitments.
Thus, you may consciously purchase a risky investment - one that in-
deed has a significant possibility of causing loss or injury - if you believe
that your gain, weighted for probabilities, considerably exceeds your
loss, comparably weighted, and if you can commit to a number of simi-
lar, but unrelated opportunities. Most venture capitalists employ this
strategy. Should you choose to pursue this course, you should

adopt the outlook of the casino that owns a roulette wheel, which
will want to see lots of action because it is favored by probabilities, but
will refuse to accept a single, huge bet.

Another situation requiring wide diversification occurs when an in-
vestor who does not understand the economics of specific businesses
nevertheless believes it in his interest to be a long-term owner of Amer-
ican industry. That investor should both own a large number of equities
and space out his purchases. By periodically investing in an index fund,
for example, the know-nothing investor can actually out-perform

most investment
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professionals. Paradoxically, when “dumb” money acknowledges
its limitations, it ceases to be dumb.

On the other hand, if you are a know-something investor, able to
understand business economics and to find five to ten sensibly-priced
companies that possess important long-term competitive advantages,
conventional diversification makes no sense for you.

It is apt simply to hurt your results and increase your risk. I cannot
understand why an investor of that sort elects to put money into a busi-
ness that is his 20th favorite rather than simply adding that money to
his top choices - the businesses he understands best and that present the

least risk, along with the greatest profit potential.

/3.
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— AR B E B AN R A T LU E . X R ESRERE
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