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How They Did It 
Tales of the Greatest Investors of All Time 

 
Benjamin Graham 

Part II 
 
The following analysis is purely hypothetical, but is nevertheless interesting with regard to 
Benjamin Graham. He began his investment career in 1914 and ended it in 1956. If 
Benjamin Graham had commenced his investment career with $1,000 and it had 
compounded at 20% per annum for 42 years, ignoring taxes and transaction costs, at the 
end of 1956 he would have accumulated $2,116,471. Of course, that’s nothing other than 
an abstraction, since he could not possibly have begun his career in 1914 with $1,000, 
because that was a fantastic sum of money in the New York City of that year. Similarly, as 
can be readily visualized from the tax tables on the preceding page, no one could possibly 
have compounded tax-free. In point of fact, Benjamin Graham did not earn a 20% rate of 
return per annum, though he certainly earned a very high rate of return. 
 
The reader will find appended to this essay various of the Graham-Newman Corporation 
shareholder letters for the period from 1946 to 1956, the last year in which the company 
was in existence.1 It was in 1956 that the company voted its own liquidation. It is notable 
in these letters that Benjamin Graham derived a salary from the Graham-Newman 
Corporation. That firm was a regulated investment company under the then applicable 
laws, and it charged what are now called performance fees. As anyone can readily see by 
reading the footnotes of these reports, the performance fees embraced income and capital 
appreciation, both realized and unrealized. There was a very high concentration on 
preferred stocks that had fairly substantial yields. One can therefore calculate that 
Benjamin Graham earned a very considerable income, even in the absence of any capital 
appreciation.  
 
Of course, during the years in question, the Graham-Newman Fund was usually 
appreciating, and it happened to be a fairly robust time for the securities markets as well. In 
1946, the portfolio structure of the Graham-Newman Fund was 10.7% cash and 
government securities, 36.1% arbitrage, 12.2% liquidations, 20% hedges and convertible 
issues, 13% financial companies, and 8% what Graham describes in the report as “general 
portfolio.” Most of those investments would have been taxable had they produced returns, 
and they did indeed earn returns that were taxed as income, not capital gains. To the extent 

                                                 
1 Graham-Newman Corp. Stockholders Letter Feb. 28, 1946 
Graham-Newman Corp. Stockholders Letter Aug. 28, 1947 
Graham-Newman Corp. Stockholders Letter Feb. 25, 1949 
Graham-Newman Corp. Stockholders Letter Feb. 27, 1950 
Graham-Newman Corp. Special Meeting of Stockholders Aug. 20, 1956 
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that capital gains rates applied, they would have affected the returns as well. Therefore, 
there is a vast dichotomy between the rate of return Benjamin Graham earned on his own 
investment in Graham-Newman, combined with his performance participation, and the rate 
of return that the shareholders of Graham-Newman received. 
 
None of these observations detract at all from the accomplishments of Benjamin Graham, 
who was clearly an outstanding intellect and an outstanding investor. Security Analysis, as 
written by Graham and Dodd in its various editions, must remain the foundation, indeed 
the touchstone, of anyone interested in value oriented investing. Nevertheless, if one loses 
sight of the tax ramifications of the investments, one can clearly see that one could have 
done well being a shareholder in the Graham-Newman Corporation. However, there’s a 
very big difference between being a passive investor as a shareholder in such an enterprise 
and being the active investor. The common denominator between all of the great 
investment talents is that they weren’t merely able to earn a very high rate of return on 
their own capital; they were also able to mobilize the capital of others and earn a rate of 
return on that as well. That is why the whole field of free enterprise is not necessarily 
referred to as entrepreneurialism, but more properly as capitalism, because it embraces the 
mobilization of capital. That’s the lesson that I think will be learned as one progresses 
through this series of essays. 
 
A very interesting point, though it’s actually very minor, with regard to the Graham-
Newman shareholder letters, is that if one reads them very carefully, they have little, if 
any, commentary about the investments. They’re merely short, declarative statements 
about the rate of return, the unit value, and how much dividend distribution there was. 
Though there are some exceptions, they’re very brief. As a generalization, the letters are 
nothing if not laconic. It’s very difficult to have any insight into what the managers were 
thinking by reading the letters. In that sense, they read very differently than a Berkshire-
Hathaway annual letter, and I think readers may find that surprising. Another interesting 
point is that the fiscal years, as reported in these documents, are not uniform, which makes 
it difficult to recast the numbers and compare them on a calendar year basis with relevant 
indices, as we would like to do. It is, however, fairly easy to reach a determination that the 
performance of these funds far outdistanced the relevant indices as they then existed.  
 
Another minor point is turnover. Laying the various shareholder letters against one another 
and comparing the holdings year-by-year, allowing for the fact that the fiscal years aren’t 
uniform, one can easily observe that the holding statements are different, and one can 
conclude that there was a fair quantity of turnover in these portfolios. Therefore, we can 
reasonably assert that the funds themselves were regularly exposed to taxation, and that’s 
interesting to observe. One final point regarding turnover is that in 1947, the Graham-
Newman Corporation bought 500 shares of Boeing Corporation, which appreciated enough 
so that it was sold no later than January 1949. We don’t know if it was sold in January 
1949 or at some previous time, because the report doesn’t specify in what month it was 
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sold. We only know that it was not present in the January 1949 statement. Boeing is one of 
the great stock investments of all time, possibly ranking with Philip Morris and, had that 
investment been held to the current day, the annualized total return would have been 
15.33%.2 
 
None of these comments are meant to be in any way disparaging about the Graham-
Newman Corporation, or about Benjamin Graham. They merely serve to illustrate the 
powerful compounding effects of great long-term investments, and that they might be even 
greater than a truly outstanding rate of return on a portfolio that trades with some degree of 
regularity. I think that’s a worthwhile comparison to make. In view of the permanence of 
the capital gains advantage from 1916 to the present, it is astonishing that more focus is not 
placed upon tax-adjusted, or after-tax, investment performance. 
 
 
 
 

                                                 
2 Source: www.CRSP.com 




































































































































































