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Introduction



 



If you’re dabbling in the world of finance and the circulation of large sums of money in the name of business, there’s little chance that you haven’t heard of the name Charlie Munger. 



Closely associated with Warren Buffet, this billionaire stands atop that coveted handful of the super-rich in the world. He is a standing testament to the power of hard work and some well-spent money.



It goes without saying that many of us would like to be as wealthy as Charlie Munger, sitting atop their millions and enjoying the rest of their days while their money does all the hard work for them.



In order to get there, it’s important to look at their lives in perspective and see what values and strategies they implemented in leading themselves to lives that they enjoy so much today.



This book will walk you through that task. Here, you’ll see life through the eyes of Charlie Munger.



From his childhood to his money-making days, you’ll have everything you need to create another winning formula of your own. What better way to become a billionaire than to learn from one?










Chapter 1 The Early Years and the Value of Hard Work




 



Born as Charles Thomas Munger, the soon-to-be billionaire spent his childhood learning the right values. He wasn’t born into wealth but that did not stop him from seeing the value in money spent wisely.



Charlie’s mother, Toody, came from a family of intellectuals. This gifted the young Charlie with an ever-growing desire to learn new things. With this natural-born curiosity, Charlie had the makings of an inquisitor that would later help him develop even better skills to get him through life.



In contrast to other millionaires that inherited businesses and money from another source, Munger’s story starts off as a humble child in Oklahoma. He would later spend his childhood developing a love for hard work and other valuable life lessons along the way.



Gifted with an intense desire to learn, Charlie would take up reading on his own, becoming a big fan of the biographies of other people over the years. His speeches at various institutions and universities show his fondness of the lessons of other great thinkers and their stories.



Early Work



A young Charlie Munger spent his teenage years working at a grocery store owned by Warren Buffet’s grandfather. This name will later become synonymous with Charlie’s success but not until his older years.



Charlie’s father was a respected lawyer during his time, bringing in Charlie into well means. Despite that, his parents knew better than to give the boy everything he wanted. Charlie’s parents were examples of the fruit of hard work, and they had every intention in the world to make sure their son would grow up in the same manner.



From here, you can see that despite being born into a family of means, he was raised to appreciate hard work. He started at the bottom with little to nothing to his name. He didn’t get help from his parents which taught him to make ways for himself when he needed something.



Another striking thing about this is the fact that Charlie didn’t have a special salary. He was paid just as much as anyone else that was working at the store. He didn’t want any special treatments. He had to earn his keep.



But it was after his teenage years that he started learning some real life skills. Charlie left Oklahoma to pursue his college education at the University of Michigan. Interestingly, Charlie spent a measly two years there, spanning from 1941 to 1943. After dropping out, Charlie enlisted for the army, specifically with the Air Corps.



Despite not having seen the horrors of combat, Charlie still managed to walk away with learnings that could last him a lifetime. One of these things was how to have fun with a deck of cards.



The aspiring Charlie was fond of applying himself to games of wit and luck when he was playing with his peers. He was known to rake in quite the amount of winnings when it came to poker.



Charlie claimed that this past-time taught him a very important lesson when dealing with money. According to Charlie, folding is just as good as a win. When the stakes are against you and you’re poised to lose, it’s better to pull out and reduce your losses.



On the other hand, when luck is in your hand, backing it up and investing heavily on your streak is the only way to maximize your opportunity. Given the statistical chances of getting a lucky hand at poker, opportunities were scarce and Charlie knew better than anyone that when opportunity strikes, it has to be seized.



But that wasn’t where his learning ended. Upon joining the army, he was sent to be trained as a meteorologist. He was sent to Caltech to learn the science and contribute his knowledge to the army. And even if his expertise never saw the foot of battle, his education served him well in his later years.



From these experiences, it can be said that Charlie Munger did not take the straight and narrow road to success. His journey was full of turns at the very beginning.



Despite that, few things could be made of mention. First among those things is the thirst for knowledge. In spite of dropping out of college, the young Charlie still pursued education to enrich his mind. Take note that it wasn’t the pursuit of the diploma, but the pursuit of skills and learnings that drove Charlie in his younger years.



 



 









Later Education



Taking advantage of his military background and the GI Bill, Charlie Munger seized the chance to learn from many institutes after his time in the army, arming himself with various ideas and principles before finally settling for a law degree at Harvard.



Despite not having an undergraduate degree, Munger still managed to finish suma cum laude. This is a feat not usually achievable for someone that didn’t take up a pre-law course before entering Harvard.



There, Munger grew in the ways of the best mind of the country, learning from mean both alive and dead, absorbing their principles and creating a mental framework of his own that will soon lead him to become one of the biggest people in the world of finance.



Besides his academic pursuits, Munger was also a part of the Harvard Legal Aid Bureau. This organization was known as a legal service office. That meant it practiced law using only students of law. There, Munger honed his skills as a lawyer while delivering community service in the form of legal aid.



 



 










Chapter 2 Early Career




 



One other milestone that occurred at Harvard was Munger meeting his first wife Nancy. Later on, they had two children who would both become successful individuals.



After Harvard, Munger moved his family to California where he took his first step into the corporate world. As a lawyer, this would be at the law firm known as Wright & Garrett. This took place in 1948, the same year that Charlie finished law. It could be seen here that he already had plans to explore new areas and start earning money as soon as he was allowed to practice law.



There, he trained himself in handling clients and taking care of various cases. Later on, the firm experienced a shift in management and was renamed to Musick, Peeler & Garrett.



He stuck to his guns until 1962, where he left the firm and took all his experience with him to found his own firm, known as Munger, Tolles & Olson. There, his efforts focused on becoming a real-estate attorney. This caused him to deal with high-profile clients and the movements of large sums of money all in the sake of property.



There, he soaked up more experience and saved up, in preparation for the next portion of his life. Off the books, Munger was also known to have run his own investment-partnership which ran from 1962 all the way to 1975. Despite being a lawyer at the time, Munger was already meddling in investments and other forms of business. He already believed that multiple disciplines from different fields would empower him, increasing his earning potential.



His experiences and savings eventually led him to leave the world of law and hang his coat as a lawyer. He entered the world of investment management with a colleague, Jack Wheeler. Together, they set up an investment firm which was called Wheeler, Munger and Co.



Sadly, this firm was closed in 1974. It can be said that Charlie had a lot of ventures during time. He was a fan of trying his luck in different areas so that he had multiple buffers just in case some of his investments did not pan out. This notion would soon become one of his most famous points in his speeches.



 










Chapter 3 Munger and Buffet




 



Any finance story about Charlie Munger would not be complete without any mention of the great Warren Buffet. These two intellectual titans put together some of the best business practices together and created one of the most successful organizations in the world of finance.



Despite having worked for Buffet’s grandfather when he was young, Charlie Munger wouldn’t formally meet Buffet until 1959, right smack in the middle of his Munger’s investment efforts and a little late into how law career. It was when Munger came home to help his family after the passing of his father that his path with Warren Buffett would cross. They were introduced to each other by a mutual friend, which began a friendship that would last for years.



This meeting would spark the beginning of one of the wealthiest partnerships in human history. The similarities in their line of thinking and philosophies caused the two to immediately “click”, making them comfortable talking about investment ideas as well as business options without reservations. In interviews, Munger and Buffett fondly recall their younger years in business as a fun experience.



They generally liked the same ideas and abhorred the same things as well. Since both were intellectuals that knew all too well how to resolve conflict, disagreements between them were settled properly. Their mutual respect for each other made communication easy and transparent; a requirement for a successful partnership.



Both being voracious intellectuals, they fed off each other’s energy and ideas, pushing each other together and learning a tremendous amount of wisdom along the way.



At the time of their meeting, Berkshire and Hathaway was still a different company. In fact, it was a textile company that was undergoing rough times. It caught the attention of Warren Buffett as an investor when he noticed the prices of the stock when they would close down a mill.



Seeing the interest of Warren, the former head of Berkshire and Hathaway made an oral offer for Buffett to buyout the rest of the company which was about to collapse.



Interestingly, Warren agreed but was outraged when the paper version of this offer showed a different value, savoring of dishonesty. Warren still bought the company out and fired the former head, Seabury Stanton. Later on, Buffett would declare that his acquisition of Berkshire Hathaway was one of the biggest mistakes he made out of anger.



Now stuck with ownership of a failing company, Warren had to work harder to make his investment worth the trouble. Although he was satisfied with firing the former head, he now had a large textile company in a market that was finding lesser of a need for one.



Sticking to his guns, Warren used the company to venture into other businesses. This expansion helped keep Berkshire and Hathaway afloat while keeping its original business core at the center.



However, as the years passed, Buffett closed down mill after mill as his other ventures expanded. In the year 1985, Warren closed down the last mill, thus declaring Berkshire and Hathaway a private holdings company instead of a textile mill.



It was only when Buffett took in Munger as his advisor at Berkshire Hathaway that Munger started to really take off. Their friendship and respect for each other allowed them to tackle business choices and directions in such an open manner. They trusted each other’s opinions and believed they were both working towards the general growth of the company.









The Blue Chip Chapter



During the time of the late 1970’s, Munger and Buffett’s partnership came across the ownership of an interesting portion of Blue Chip Stamps. This was a company that held a loyalty program along the line of participating stores and business establishments.



The premise was simple. Purchases at participating stores would entitle the customer to a certain number of stamps. In turn, these stamps were saved in a book which could then be redeemed for other merchandise.



In that system, Warren Buffett and Charlie Munger found something that could actually make a lot of money once they learned about the kinds of stores that were part of the program.



Through Blue Chip Stamps, Berkshire and Hathaway, Buffett’s holdings company acquired other businesses, most notable of which were Wesco Financial as well as GEICO and even Lubrizol.



These acquisitions were all made with advice from Munger, who was more than happy to sit as Warren’s advisor. Munger was then later on named vice chairman of the board at Berkshire and Hathaway. After countless acquisitions and decisions later, Charlie Munger stands as one of the few billionaires in the world.



He’s also part of one of the largest companies in the world based on revenue. As of this writing, he is already 93 years old, enjoying his wealth and status as one of the most respected minds in business.



His regular meetings with Warren Buffett in Nebraska are a sight to behold to both employees, clients as prospective investors. More than 10,000 people attend these meetings just to hear Munger and Buffett share their industry knowledge.



 










Chapter 4 Munger’s Struggles
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Although most of Charlie Munger’s story is a classic American dream, it wasn’t full of success and happiness. He, too, had his share of misfortunes which tested his principles in life.



Business Failure



One of his biggest setbacks occurred during his years as a lawyer, still inexperienced with stocks and investments.



He took an offer to buy stocks from a troubled company from a client he had. It was a transformer company that was already in the red. It was owned by a legal client. It happened to be his first investment in a business.



Just like any other poorly-decided first, it hurt Charlie in the financial sense. There, he picked up a valuable lesson on human misjudgment which would later become one of his biggest talking points.



First Divorce



It would be foolish to think that Charlie didn’t have personal problems as well. Charlie was barely 29 years old and had already been married for 8 years when he and his wife divorced. That happened in 1953, long before Munger encountered Buffett.



As a result of the divorce, Charlie was left with nothing but a horrendously yellow Pontiac and lived at the University Club. There was nothing to his name. Even his car left very little to be desired. It was so bad that even Charlie’s children, who were still close to him despite the divorce, would call the car a mess and question their father’s wisdom for driving such a vehicle.



But this wasn’t the end of his woes. A little after the said divorce, something more devastating came along; the death of his 9-year old son.



Teddy, as Charlie would fondly call him, was diagnosed with leukemia. During those years, advancements in the field of medicine were scarce. There was very little that doctors could do if someone was suffering from leukemia.



To top all that off, there wasn’t any health insurance at the time. If it had already existed, Charlie would have been one of the first customers to see the value in such a system.



Close friends of Munger would talk about the sadness he felt as his son fought a battle Charlie could not fight for him. Munger would visit the hospital and pretend to be strong for his son, only to leave the hospital in tears, where his son wouldn’t see.



Approximately one year after Teddy’s diagnosis, his body gave in to disease and he passed. Warren was already 31 years old, a bit passed his prime and still not where he wanted to be.



It takes a certain kind of strength to bury one’s own offspring. That’s what Charlie had to deal with. On top of that, he didn’t have his wife, nor did he have any money. He was broke and bereft.









One-Eyed Charlie



If that wasn’t enough, Charlie went through some health concerns of his own. A worsening cataract in one of his eyes forced Charlie to seek medical help a few years after the death of his son.



Sadly, the procedure to deal with the cataract took an unexpected turn and ended up in Charlie losing the whole eye in the process. What people see when Charlie appears in public is a fake eye underneath his glasses.



Despite these setbacks, Charlie Munger rose to the occasion and worked towards his goals. If he had slumped in a corner and withered away, he would have never met Warren Buffett and start his investment journey once again.



It was through these trials that Munger discovered one of the most important points in many of his talks, staying away from self-pity.



A quick look at Munger’s misfortunes would have been enough to warrant wallowing and self-pity. Even Munger himself that those times were the most painful he had to endure. He claimed that the leukemia was “taking away his son inch by inch.”.



But Munger did not give in to self-pity. Taking from his family’s roots, he picked himself up and continued looking for opportunity. He was past his prime and disgraced because of his earlier divorce.



Many other millionaires have jumped off a building for less than what Charlie experienced. His upbringing and love for family allowed him to look past his misfortunes and cherish what family he had left.



Now, he’s a father of 8 intelligent adults that have their own successes and is also grandfather to countless lucky grandchildren whom he cherishes more than anything.










Chapter 5 How to Live a Life of Misery
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Besides being one of the most successful investors and philanthropists, Charlie Munger was a charming personality. His years of wisdom are very evident in his speeches and appearances. Having been deeply embedded in such a successful network, it’s no surprise that he would have many interesting bits and pieces to share.



Many universities and establishments value his input, inviting him to do talks and deliver speeches meant to inspire and push people forward towards their goals. This chapter contains some his best content, summarized for yet-to-be-successful and happy.









MUNGER’S TIPS FOR BEING MISERABLE



This talk was given as an address to the students of Harvard University, where Munger claimed his title as a lawyer despite having no pre-law prerequisite course. His interesting take on how to be miserable has a better effect than any talk on how to be happy.



Addiction



Charlie Munger begins by talking about four of his closest friends from his younger days. Two of them have died and were known to be alcoholics. One other is still alive, but deeply entrenched in the shackles of alcoholism.



What’s surprising about this is the fact that these people were close friends of an intellectual such as Charlie. They were equally competent, intelligent as well as charming. Thus, pointing out his core message: addiction can happen to anyone.



An education and a lavish lifestyle are no safety nets when it comes to alcohol, drugs or any other debilitating substance for that matter. Charlie considers himself lucky that he found his discipline and control at a very young age, lest he be among those that waste their lives away with their addictions.



Resentment



Here, Charlie recants part of the story of one of the greatest prime ministers of England, Benjamin Disraeli. His was a story of numerous wronging as he strove to mold the parliament to what it has become today. Back when backwards thinking and corruption were rampant, Disraeli paved the way to a more modern approach.



Being a political figure, Disraeli had opponents that went to great lengths to see his demise; both in the figurative and literal sense of the word. One of his staunchest rivals was an opposition leader by the name of William Ewart Gladstone. Their exchanges, insults and discussions have led to their pairing becoming one of the most heated and controversial topics on political governance.



In spite of what has happened, Disraeli still managed to lead the United Kingdom as prime minister for two terms; a feat that very few have managed to accomplish. At the apex of his career, Disraeli set aside his resent and thirst for vengeance towards those that have wronged him.



His compromise was capsulated in a book known as “The Rebel”. There, it describes Disraeli’s compromise as a way to look at the world. For there is no such thing as security. We all live in a world full of uncertainty but it should not make us afraid.



It is only through grace and acceptance that we can weather through what comes our way and end up on top of things. When we let our petty emotions get the better of us, we become consumed by our feelings and we begin to stagnate while others grow.



This is what Charles points to as Disraeli’s compromise. In order to become a great prime minister, he had to set aside his desire for getting even against those that have done him wrong. It wasn’t because he forgave them, but because he was aware that his resentment will only bring him down and affect him in the long run.



For one to be truly miserable, they have to hold on to a seeming justice towards an infraction on which they cling; and they hold on to that for as long as they can.



Envy



If a deep hatred can bring about a lifetime of misery, then so can jealousy. Charlie Munger points out that constantly comparing yourself to other people is only going to magnify your insecurities and distract you from reaching your true potential.



The only one you should compete against is your former self. Charlie best explains this point by talking about Samuel Johnson, one of the biggest influences on the English language.



Having been a poet, novelist, playwright and even a translator while struggling with the symptoms of Tourette’s, Samuel Johnson’s life was a shining example of humility and the absence of envy.



Samuel was born from a distinguished family of intellectuals. Sadly, his mother had the habit of bragging about their son’s achievements in school. Samuel had shown early promise in terms of language during his earlier years and had received many commendations and accolades at a mere 9 years old. Sadly, his father turned to alcoholism and fell into debt. This later hurt Samuel’s education and forced him to stop school and seemingly postpone his desire for a degree.



It was then Samuel went from friend to friend and relative to relative, living with them as he wrote and rendered his literary services. For Samuel, it was always a problem with money that hindered him from achieving his potential.



In spite of all that, he was undeterred to practice his craft and better himself. He borrowed books and read them to mastery. He befriended other scholars and learned from them. In turn, he earned the respect of many influential people that recognized his talents.



These talents of his enabled him to work on one of the most comprehensive and most-quoted dictionaries of the English language which is now fondly named after him.



There is no space for envy for the man that knows where he’s going. Despite not having a degree, Samuel’s efforts far outshone that of his better-esteemed colleagues that have higher accreditations than he. For him, money was just another obstacle that made his life journey all the more interesting.



Getting stuck in a loop of self-pity and finger pointing at those “who have” and calling yourself a “have not” will only cement your stance on life and hold you to wherever you are right now.



Self-Centeredness



Recanting the history of one of the greatest proponents of physics, Charlie displays his vast knowledge and wisdom not just within the financial world. Relaying a little bit about the great Isaac Newton, Charlie Munger said that the best way to be miserable is to only learn from your own experiences.



We now live in a world of stories. With social media and the internet, information is now very accessible to almost anyone. We are submerged in a plethora of experiences that teach us valuable things. The worst you could do to yourself is not to learn from these stories.



For Munger, the truly miserable only need but their stories to tell. For them, the experiences of others does not matter. Had Isaac Newton ignored the work and principles established by the minds that came before him, he would not have been able to learn his discoveries and laws that are now considered as the cornerstone of one of the largest branches of science.



In fact, it was Isaac Newton himself that said that he couldn’t have extended his vision for science far beyond the reaches of man if he hadn’t been perched upon the sights of “giants”. There, he was referring to the hard work and principles founded by those before him.



It is important to us to learn from those that are both living and no longer here. Their stories show us how to become better people. And you reading this book is a perfect example of this virtue.









Incompetency



Charlie Munger mentions the need to fail other people if you really want to live a life of misery. Nothing hurts your personal happiness better than letting other people down. There’s a certain sting against you as a person when you commit to something and fail spectacularly.



When you become undependable and unreliable, your network becomes smaller. Fewer people trust you and you have to win their trust and complacency with you right from the start.



To demonstrate this point, Charlie talked about an old college dorm mate that was suffering from dyslexia. This disability makes it hard for people to focus and read properly. You could imagine the kind of difficulty this person had when it comes to the simplest tasks.



Despite that disability, this college acquaintance happened to be the most reliable person for Charlie Munger. At the time of Charlie’s speech in 1986, this man was the head of a big corporation and enjoying a good career and a loving family. You cannot depend on your disability to make things easier for you.



If a dyslexic worker can manage to rise above normal men, you do not have an excuse not to be reliable. In fact, this story just proves that being unreliable is just as intentional as being reliable. You have to work for it.



Wallowing



For those that are intent on being miserable, plenty of chances to find the perfect condition will arise. Charlie Munger states that life is full of strife, no matter how lucky or blessed you are. We all have just as much opportunity to be happy as we have to be miserable.



The trick to being miserable is to stay in one place when adversity strikes. Ignore the need to rise to the occasion and overcome challenges. When we only focus on where we are and not on where we want to go, we successfully chain ourselves to our demise.



To prove his point, Munger recalls the story of an old Greek favorite, Epictetus. He was known as one of the most sought-after philosophers during his time.



Being born a slave, Epictetus lived a life of want, but never ran after it. He clung to his virtues despite his status in life. He was a strong proponent of stoicism during ancient Greek times and his philosophies became widely-adopted all over Rome.



In addition to that, Epictetus had a bad leg and could not walk at all. His status of poverty persisted throughout his life but his knowledge lasted even longer. Even during a banishment wherein he and more than 80 other old philosophers were kicked out of their homeland, Epictetus still held his virtues and set up his own school in a Roman province.



There, he would meet a talented scholar who would later become his student and the key to his rise. This student documented his works and published them, cementing his name in history as one of the greatest thinkers of his time.



His legend of overcoming life was remarkable. He didn’t even marry nor enjoy the thralls of being a parent. He had his passion and he died with it. Because of that, he was thought to be favored by the Roman gods of that time. His epitaph declares him the ultimate in poverty but favored by the divine.



Reluctance to Retrospection



Finally, Munger’s final tip for a life of misery is simply failing to look back. Most of us don’t want to relive our past shames and mistakes with only positive thoughts for the future. This is a fool’s errand.



Einstein, Darwin and many other great minds place emphasis on looking back at themselves. Instead of loving what they have already created, they look back and try to disprove themselves, further increasing the quality of their work.



One can never negate the value of looking at things in reverse. Sometimes, a different perspective is all that is needed to overcome a tough situation. Here, Munger talks about how Einstein used this principle to discover his theory of relativity.



During Einstein’s time, physicists were struggling with a contrasting set of principles that both made sense with the current intellectual framework. These were the electromagnetic laws of Maxwell and the classic principles of Newton.



The general trend among these scientists was to modify the younger laws of Maxwell in order to create harmony with the older and more accepted laws of Newton.



Einstein put the principle of backwards thinking into practice. Instead of finding flaws in the younger framework of Maxwell, he tried modifying Newton’s laws to fit Maxwell’s.



In that seemingly unorthodox approach, Einstein made the discovery that cemented his name in history; his theory of relativity. If it wasn’t for his unique approach, he wouldn’t have had the foresight to try something different.



It was Munger himself that said a number of seemingly impossible problems are surprisingly easy when solved in reverse fashion. Continuing this thought, Charlie further quotes Einstein who said that his most innovative thoughts were a product of natural curiosity and a desire to criticize oneself.



Do not be afraid to look at what you already have and challenge it. That is the only way you can better yourself. Self-criticism is not an act of lunacy but an act of pride. Those that fail to scrutinize themselves and their work are doomed to make the same mistakes everyone else does.




Chapter 6 The Psychology of Human Misjudgment
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Considered one of his most iconic discussions, Charlie Munger shares what the world has taught him outside of Harvard and Caltech. Here, he talks about the things that causes people to misinterpret, miscalculate and midjudge the various factors in our lives. This speech was given at the Harvard University sometime in 1995.



This is his attempt at explaining the rationale for poor choices, something we make on almost a daily basis. Interestingly, Munger refers to these reasons as various biases. According to Charlie, his research and personal experience.



Bias from Reinforcement/Incentives



Munger starts this point by stating that we underestimate the power of these interchangeable terms. When you look at it, they pretty much mean the same thing, it’s just that different professions have different names for it.



Psychologists use the term reinforcement while economists and managers use the term incentives. Most people would just think that they’re just part of the negotiation process and nothing more. In the right hands, this has more power to motivate compared to any other set of policies a business can offer. 



Charlie demonstrates the power of these tools by discussing the case of Federal Express, now popularly known as FedEx.



Known for its shipping and logistics services, FedEx now enjoys a seat as one of the top providers in the industry. However, the story that cemented their success rested on this very interesting principle.



As they were beginning their journey, management proposed a vision of a uniform approach when it came to their shipments. At the end of the shift, all packages should arrive at a central warehouse. This seemingly simple task created a myriad of performance issues for the company. It was a good plan to deliver consistent service, but one that took some time to perfect.



The problem lay with the people making deliveries. Delays, theft, and other complications plagued their efforts to rise above the market. It took them years of study and experimentation to figure out the root of the problem.



It came in the form of a thoughtful idea. It was learned that the people at the night shift were paid on an hourly basis compared to other employees within the organization. Believing it would be in the best interest of these night workers to change their scheme, FedEx moved them to a scheme wherein they were paid per shift.



Motivated, the workers found new love for the company and started completing their tasks as agreed. Their system soon proved to be effective and their efficiency went through the roof, making them the golden standard. The rest is history.



Munger also recalls the case of Xerox, a name which is now synonymous with photocopying machines. Their presence in the market is undeniable as now most people mistake the act of photocopying as “Xeroxing”.



Munger’s review looks at the situation of Joe Wilson, founder of Xerox. Unknown to many, Wilson left Xerox at a certain point in his career to work in the government. There, he had the idea of competing with Xerox by manufacturing a superior machine, hoping to shake the market and shift interest towards his product.



Despite his machine being superior in many aspects, Joe was surprised to find his product paling in comparison when it came to sales. He knew he had something better and he had the money and the manpower to back his claim. Something was amiss and he didn’t know what it was.



He found out when he came back to work for Xerox. There, he learned that Xerox’s inferior machine was selling better not because it was improved. In fact, it had nothing to do with the technical aspect of the machines. It was with the people selling the machines.



Compared to his compensation scheme, Xerox had a more aggressive and more rewarding program for their sales agents. Determined to obtain these incentives, the Xerox sales team developed their own strategies to close more deals and nullify the presence of the competition.



This could have happened to you already. You could have had a better product or idea by far, but still can’t get your feet off the ground. If the technical aspect of your business seems sound, look at the human aspect. To be specific, look at your incentive/reinforcement mechanisms. Someone else might have a better program than you.



The same thing also works if you’re an employee. It is important to work for someone that knows the value of what you can bring to the company. Incentives have an untapped power when it comes to motivating people and producing results. This should not be overlooked.









Psychological Denial



Sometimes, we fail to accept things just because we can’t imagine them to be true at all, despite the overwhelming evidence pointing in the opposite direction. Munger simply calls this psychological denial. This usually happens with people that are very close to us.



Munger points that out that mothers of criminals usually can’t believe that their children would be capable of breaking the law. That’s the usual story.



This happens when the truth is too painful to admit. When our minds cannot comprehend the pain, humiliation and adjustments that come with the truth, our first act of self-defense is to simply deny the truth, like a calculator or computer that says “does not compute”.



Our minds are quite adept at that. We can feed ourselves all manners of counter-arguments and ideas just to validate a distorted notion that can comfort us. Think of it as a stress-response that’s been empowered by either love or fear. We humans are simply prone to that. That’s how we are wired.



Incentive-Caused Bias



In line with the power of incentives, Charlie outlines another important yet ignored notion when it comes to the relationship between incentives and human behavior.



The notion of incentive-caused bias rotates around the idea that if someone, let’s say a car salesman, has interested vested towards something, like his commission incentive, his natural tendency is to guide the people he encounters towards this commission as well. It’s a simple direct proportionality that can have the worst effects over the long run.



Here, Munger talks about the power of this incentive when used in a twisted manner. Charlie recalls the story of a talented doctor that was removed from one of the best hospitals in Nebraska on account of having the wrong incentives in mind.



As per incident reports, the doctor was on a gallbladder removing spree, believing that this particular organ was the “root of all medical evil”. He was operating under the notion that if a doctor truly cared for his patients and wanted them to be healthy, his first priority would be to remove this organ.



And that’s just what the doctor did. Using his knowledge and influence, he convinced his patients of the evils of the gallbladder, getting their consent to allow him to remove their gallbladders.



Believing he was operating under righteous terms, his schemes were soon discovered by the pathology department that experienced a rather large influx of incoming gallbladders for inspection, later to be found healthy.



Driven by incentives, people can do almost anything. This is why business owners have to be careful when it comes to choosing an incentive scheme for its front liners.



Bias from Consistency



The human mind is a very creative manipulator that specializes in shortcuts. One of the biggest shortcuts it can make is to suspend personal research on account of public opinion or long-established principles.



Just because you already have a winning idea or notion in your head, that doesn’t mean you should shut out everything else. That’s a sure way to live in the dark ages.



Charlie points to the story of Max Planck, the renowned Nobel Prize winner of 1918 for his discovery of the quantum theory of energy.



During Planck’s time, human innovation and new ideas were considered as scary things that challenged the status quo. Interestingly, Charlie likens the human mind to the human egg cell. When the egg cell has already accepted a singular sperm cell, it shuts down, barring entry from other sperm cells.



On the same note, the human minds at that worked the same way. Once they have accepted something as true and uncontestable, they shut out everything that could possible contradict this notion. It was difficult even for someone like Max Planck to introduce his ideas to the community.



It was then that Charlie points out to old Chinese brainwashing methods used on prisoners of war. These people understood the human mind to certain extent. Instead of torturing their prisoners, they implemented a more subtle approach, slowly planting ideas into the heads of their captives, including them in a cult-like adoration.



Over the months, the slow, repetitive and un-intrusive methods of the Chinese captured the minds of their captives. They slowly pounded their ideologies into the minds of their foes, turning them into valuable sources of information. It worked because they understood the bias of consistency.



Pavlovian Association Bias



To start his point, Charlie claims that almost 75% of advertising efforts are based on principles proposed by Pavlov. For the unfamiliar, Ivan Pavlov was a Russian physiologist that helped produced the first ever model of acquiring new skills; it was called Classical Conditioning.



Pavlov discovered this model as he was observing the behavior of his dogs. He noted that they started to salivate whenever he entered the room, even if he wasn’t going to feed them. His dogs had associated Pavlov with their meals, so upon seeing him, they would assume that a feeding would take place.



We humans also have a tendency to make these unrealistic connections that, in turn, influence our behavior. The success of Coca-Cola can be purely attributed to this bias.



Take a look at any Coca-Cola advertisement. You’ll find certain elements repeat themselves over and over, perhaps expressed in different creative manners; but the gist remains the same. Good times are had with Coca-Cola.



A family get-together over a warm dinner is served with Coke. The winning basketball team enjoys a liter of Coke, poured in individual glasses. Various holidays and festivities are celebrated with a serving of Coke.



The pattern may not have been announced specifically, but the intent was there, bright as rain. When you’re having a good time, there’s always a coke. So, the rest of the normal and impressionable consumer population bought into that association.



You have people choosing to order Coca-Cola at restaurants when they eat out.  Sales increases sprouted all over the world reflecting the association people made between positive imagery and the seemingly unrelated carbonated drink. The rest is history. All that was built on the basis of salivating dogs.



The Bias of Reciprocation Tendency



Another powerful psychological driving force, Munger fondly talked about two research attempts to demonstrate the capacity of this bias.



The first one was about a researcher that asked students in a campus to take juvenile delinquents to the zoo as a form of public service. Interestingly, this survey generated one yes and six no’s. A very powerful statement.



On a second run of the survey, the researcher changed his approach. Instead of asking the participants if they would take a juvenile to the zoo directly, he conditioned them by asking a different question. He asked them if they were willing to send two days a week doing recreational activities with the delinquents.



Upon rejection, the researcher would then ask the original question if they would just take a delinquent to the zoo. Astonishingly, the researcher garnered more positive answers to the same question on the second run compared to the first.



The second experiment was a popular subject among psychologists. It was the prison experiment conducted by a psychological researcher known as Dr. Zimbardo.



The premise was simple. Get research volunteers to play the parts of prisoners and guards. Treat the prisoners like real criminals. Place them in a seemingly real prison. Give the guards power and influence over the lives of the prisoners.



The research initially set out an ad asking for volunteers for a prison experiment. However, the volunteers were not aware that they were to be the prisoners. With that in mind, the research team along with the police arrested the volunteers from their homes and drove them to a makeshift prison.



The results of the experiment were staggering. Barely a week had passed and the volunteers had mostly complied to the social cues of prison life. They would gossip among each other about prison life. They would befriend the guards for special privileges. They even plotted prison breaks and created their own prison riot well within a week. Even the researcher himself claimed that he began to think as a warden and not as a researcher, given the stereotyped cues of the prison.



Take note that these were all regular male students that have never committed a crime in their lives. For them to comply to prison life within a matter of days was shocking proof of the power of social expectations and reciprocation to these expectations.



Bias from Social Proof



You’ve learned about social proof in a previous section of this book and how it affects the choices we make. Munger believes this also leads us to misjudgments every now and then as well.



To illustrate the harrowing influence of such a phenomenon, Munger calls to mind the chilling murder of Kitty Genovese.



Working as a bar manager, Kitty went home in the wee hours of the morning one day in 1964. She parked her red Fiat near her apartment and alighted from her car, ready to call it a day.



It was then that Winston Moseley left his parked car after following Kitty, coming at her with a hunting knife. When he reached her, he stabbed her two times in the back. Kitty let out a scream, alerting one of the neighbors who called off the assailant.



Alarmed, Winston fled the scene, leaving Kitty to her wounds. Surprisingly, in the following ten minutes it took for Winston to come back, no one else came to the aid of the bleeding Kitty. She crawled her way into the apartment complex and lay there helpless. Police reports claimed 38 people were aware that there was an ongoing crime but no one came to help her.



When Winston came back after ten minutes, he had a large hat to mask his face. He went into the apartment complex and stabbed Kitty a few more times. Not yet being satisfied, he proceeded to rape the dying Kitty and robbed her of 49$ after finishing.



Many psychologists use this case to empower arguments about the influence of social proof. Since no one was coming to her aid, everyone else thought that they shouldn’t meddle in the affair as well. This extreme act of apathy cost the life of a striving individual.



Beware of how this phenomenon affects your decisions. Just because everyone is doing it, it doesn’t mean it’s good. Popular choice is only popular. Inherent good always deserves its own research and proof.



Bias from Distortions of Contrast



Here, Munger talks about how easy it is for us to assign values to things based on how they compare to others. It’s a common slip that most of us make, but fail to identify until it is too late.



Charlie recalls a strategy that real-estate brokers use to close deals. They take their client first to two ugly properties that are over-priced. They don’t try to close these properties. They use them as a point of contrast.



Later on, they take the client to an average house that’s still overpriced. By falling victim to the illusion of contrast, the broker successfully lulls the client into thinking they got a really good deal because the contrast of the average house from the awful houses was striking.



It’s at that property that the broker closes the deal. It’s a tried and tested approach that has inspired many jokes. If you want to look slim, hang out with fat people.



If you want to sound smarter, begin talking to stupid people. When presented with a contrast, our mind tend to narrow down and enter tunnel vision, only seeing and appreciating the contrast. Because of this contrast, Prospective house buyers end up with only average properties paid for with a premium based on perceived worth through contrast.



Bias from Authority



This one is quite difficult to ignore. We are all too familiar with how influential someone in power can be. Munger states in other discussions that you should be careful when it comes to choosing your boss.



Here, Charlie recalls the Milgram experiment on human authority. Proposed by researcher Stanley Milgram, the experiment was conducted at Yale. The purpose was to gauge the influence of an authority figure to a test subject.



The premise of the experiment was straightforward. The test subject, under the notion that he was chosen for a test, will play the role of a teacher. The teacher has to “teach” a set of word pairs to a student.



The teacher will perform this task under the supervision of an authority figure, who will give additional instructions and prompting to the teacher should they have questions.



On the other hand, the student will be wired to a device that will administer electric shocks to the student should they make a mistake while learning the word pairs. The teacher will be given a sample shock so that the teacher knows what it is like to make a mistake.



Unbeknown to the teacher, the shocks are not real and the student is just an actor, who will act hurt and shocked when they make mistakes. The goal of the experiment is to make the teacher feel guilty about what they were doing and contradict the instructions of the authority figure.



The authority figure will simply prod the teacher to continue teaching if the teacher requests that they stop. They will be given commands such as “please continue.” And “you have no other choice but to continue”. Should the teacher manage to contradict the authority four consecutive times despite the prodding, the experiment stops and the teacher is informed of the situation.



Despite the apparent pain they were causing the students, a large number of teachers showed willingness to obey the authority figure. They did show hesitation and guilt, but ultimately followed instructions without complain.



Munger points out that you cannot discredit the power of an authority figure, which is why you should be careful when choosing who to work for. Their decisions and input will affect you and drive you into a certain direction, whether you want to or not.



Bias from Deprival Super-Reaction Syndrome



You can probably attest to this personally. You feel cheated and left out when something you already have is taken away from you. It makes you emotional, causing you to abandon logical reasoning.



The same thing can be said about a very nice dog, according to Charlie. If you take out something from a dogs mouth which was already there, you can expect that the dog will bite you, no matter how well-trained it is.



This tendency even shows up in large businesses. Coca-Cola shows us a good example. After working hard to trick people into associating their flavor with positive feelings and events, the company releases news that they’ve improved their flavor in preparation for the release of their biggest competitor, Pepsi.



All that work creating the perfect image and flavor went down the drain. The public was deprived the flavor they’ve come to love so much, making it a ridiculous fiasco. How do you improve a flavor? A flavor is what it is. It is impossible to improve a flavor, you can only change it. And that’s what stuck with the public. New Coke? That would have ruined them.



Bias stemming from Jealousy



Here, Charlie doesn’t go far for inspiration. Recalling the great Warren Buffet, Charlie shares a saying that Buffet had used frequently in their discussions. Greed does not drive man, it is jealousy.



The greedy don’t want to have more, they just want to have what someone else does. It sometimes consumes them so much that they work to the point that they want to be the only one who has something and everyone else has nothing. It’s completely destructive.



Keep that in mind when you look at your colleague or your co-boss at work. Each of you have your own journeys and careers. Never compare your story to that of another person. It will do bad things to your mind and your passion.



Bias from Chemical Dependency



This one doesn’t need much explanation. There are already so many toxic ideas coming from toxic people that can already degrade your intellectual structure. There are even more toxic substances that can do the same on a physical level as well.



Charlie mentions that this allows us greater skills for distorting reality because we have chemical assistance, as if distorting reality was already hard. We have to take care of our minds. That’s where our ideas and passion come from. When that is compromised, there’s nothing else that can fix it.



Bias from Mis-Gambling



Here, Charlie talks about the dangers of gambling. He points out the wel-devised machines that play on our psychological flaws and keep us hooked.



Take a look at the lottery, for instance. You getting to pick your own numbers already involves some self-commitment. You validate the seeming worth of your own numbers over anything else and you bank on irrelevant factors to play in your mind so that you win in real life. That will never happen.



Slot machines are even deadlier. Would you really bet on your chances to become rich on a man-made device that can be programmed to control outcomes? Charlie himself is amused by the notion of how well we have engineered our own destruction with these machines.



Bias from the Tendency to Like Yourself



If we have strong tendencies to like ideas that comfort us, we have an even bigger tendency to like ideas that come from us. Charlie Munger couldn’t have said it better.



When we talk about what our interests are to other people, we never notice that our language, tone, word choice and body language are all designed to guide the other person to agree with us. It’s like a built-in shortcut in our brains.



On the other hand, we are so quick to shut down anything that would challenge the notions of our own interests and ideas as if they were life-threatening. It’s more dangerous to get stuck on one idea for the rest of your life without learning anything new along the way.









Bias from our Non-Mathematical Nature



Again, Charlie reiterates another point he gives in other speeches and lectures. We have to start thinking in mathematical terms if we want to become better decision makers. This is because we already have working models that help us weigh our options better.



The problem here is that we are not designed to do that automatically. It has to be trained within us. We have to pick up the habit of thinking in terms of decision-trees and gain-loss trade-offs if we ever want to come out better from certain situations.



At the very core, we are non-mathematic, but the problems we get into can be solved by mathematics. In fact, the better minds of this generation are using math to do some of the most complex things such as landing observation gear onto moving asteroids, getting people into space, braving the deepest parts of the ocean and cleaning the ocean on a global scale. If these people can do it, so can we.



Bias from Over-Influence of Extra-Vivid Evidence



Here Charlie recalls a poor decision he made as he bought 300 shares of stock from a particular company. After that decision, got another offer from the same man to buy 1500 additional shares.



Perhaps driven by curiosity and doubt, Charlie rejected the offer. What he didn’t know was that the CEO of the said company was about to die. He could have ended up owning that company and made more money if he had bought the other 1500 shares. Now that the CEO had died, he has to buy those 1500 shares for 30 million dollars.



Sometimes, we can be misled by the clear images that come into our heads when we see patterns. We become blinded to other possibilities and ideas when we stick to the sudden influx of emotions and images.



Bias from Unorganized Information



Here’s a weakness commonly practiced by many of us. We take in fact after fact about the world and the people we work with and just pound it into our heads until we’ve memorized them. Then we just recite these things to ourselves whenever we need to comfort ourselves. That’s not how information works.



If you just take in the facts without organizing them, you’re bound to end up with a lot of useless tidbits that will do nothing for you. They have to be applied to a framework of thinking that will empower you to do more.



Charlie tells it best. These facts have to be arranged upon a frame that will allow you to answer the question “why”. When your facts and information can do that for you, then you’ve used your information properly. You’ve got it in usable form that will help you make better decisions.



Bias from Normal Limitations



Charlie doesn’t talk much about this, since this is elementary knowledge and very little can be done about them. As humans, we are all built with limitations, especially in the knowledge department. If you really want to break through those limitations, there’s only one way to go; study.



When you learn more about the world outside your degree and your circle of influence, you increase the reach of your mental frameworks and acquire new theories to challenge your perceptions. The more you do that, the less your cognitive limitations become a hindrance for you.



Bias From Stress



Stress doesn’t just stop you from learning, as Munger will later point out. It also allows you to unlearn things.



To demonstrate that, he goes back to Pavlov and his conditioned dogs. At one point in his career, a great flood known as the great Leningrad flood. The water came and ravaged almost everything, including his dogs. This subjected the animals to untold amount of pain and stress.



When the water receded, Pavlov noticed a great regression in conditioning from the dogs that had survived the flood. This lead to his fascination with stress and animals, leading him into a new direction of experimentation.



Bias from Disease



Here, Munger doesn’t say much either, with it being a non-debatable issue. When you’re afflicted with something, the best way out of it is to seek help and get better until the point that you get your sensibilities back.



Bias from Say-Something Syndrome



Finally, Munger talks about the honeybee and how some of the most hard-working species can end up so useless.



When a worker bee goes out and finds nectar, it goes back to the hive in good spirits and does a dance for the bees there to let them know of this newfound location of the nectar. The bee has specific dances for different locations.



In one experiment, the nectar was place in a high place, where bees would never usually go. But in good faith, the bee found the nectar and went back to the hive. Here, the bee had an interesting dilemma. It knew where the nectar was, but had no way of telling the bees where it was. Not that the bee was selfish or anything, but it was because nature hadn’t told the bee what to do if in case the nectar was in a high place, which it would never be unless man tampered with it.



Interestingly, the bee still tried its best, doing an “incoherent dance” that got its message nowhere. It wasn’t because the bee was irrelevant. It was because its method of communication was irrelevant. The bees didn’t know how to interpret that, so nothing happened. The nectar at the high place was never claimed and the bees went back to their work.



You, personally, may have a great idea or contribution, but you may not have the means for delivering it to the people that matter. This is what Munger refers to as “say-something” syndrome.



It’s not enough just to be good at discovering things. You also have to be good at explaining things to other people so that they understand your point. It also works the other way around. Are you well-rounded enough to understand the value in what someone else is saying?



 










Chapter 7 Mental Models and Elementary Worldly Wisdom
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This speech was given by Charlie as a lecture at the University of Southern California during the year 1994. His target audience was a league of young, eager minds that were interested in the investments and stock industry.



Here, he talked about the need for a basic education before obtaining specific education, similar to the way our grandmothers would caution us to eat our carrots first before we could have dessert.



Interestingly, Munger also states that the lessons in this lecture won’t just help with investments, but with life in general. He then begins to point out a very common thing among students all around the world:



We just jam facts and tidbits into our lives without putting them in a useful format. It’s as if we just digest these facts without really integrating their true value; similar to the way we just memorize items for an exam.



Munger says that’s one sure way to fail at life. For us to become great stock pickers (and life players), it is necessary for a “latticework of theory” on which to apply the things that we learn in life. This isn’t just a filter to determine what’s true and what’s not. It goes a lot deeper.



It’s deep enough to require us to learn different disciplines. Just because our specialization is in the realm of language, that doesn’t mean mathematical principles hold little value in our lives. The same can be said in reverse. According to Munger, it is necessary to pull from different areas because all the knowledge in the world is not concentrated in one small corner of human intelligence.



And it’s not just with the things that you learn in school. This also applies to the things that you experience; inside and outside the place of work and the classroom. Don’t just take these experiences and events for granted. Munger tells us to “hang” these learnings upon a framework to make them work for us.



Munger calls these frameworks “models”, which is a simple enough term. We are to take models from various schools of thought and apply them to our daily lives. For Charlie, life isn’t just a series of choices. It’s a collection of experiences and learnings that either fit into our mental models or not.



But what kinds of models are we supposed to learn? Where will these models come from? Fortunately, the educational system provides us with these models. We’re just stuck in the notion that we have to learn them in order to get a degree and nothing more.



In fact, Charlie mentions the age-old saying that talks about a man that only knows how to use a hammer. For him, every problem in his life is going to look like a nail that has only one firm solution.



We all know that this image savors of naiveté. We are not just people with hammers. The problem is we don’t see the world in these terms. We fail to apply these models to our decisions and only apply these frameworks in the classroom.



If the only things you know are mathematical approaches, how about taking a look at some philosophical schools? Are you deeply embedded in learning organization models? How about some algebra-inspired theories to empower your approach? It was Charlie himself that said you need inter-disciplinary models to improve your way of thinking. When that happens, a better life follows suit.



But that doesn’t mean you have to spend years of your life acquiring different degrees. It just takes a willingness to learn something new and applying those principles in a certain manner. As per the very person that delivered the speech, Munger advices several integral models to follow.









Maths – The Decision-Tree



Being an experienced stock broker and investor, it would be impossible for Charlie to not emphasize the importance of being good with numbers.



But you don’t need to be an expert. According to Munger, just a simple understanding of some basic concepts is all you need. In fact, we already have that learning. It’s not something new and difficult. It’s tried and tested. It’s the decision-tree.



Being closely related to probabilities and some algebra, the decision-tree approach is probably the most useful model for you to use. It starts off with, of course, a decision.



This could be any decision you’re making in your life. In fact, you could even look back on your past decisions and see if you’ve made the most “statistically” advantageous decision before.



It doesn’t matter if it’s an open-ended question or a close-ended choice. What matters is that the decision is there and it has to be made. Don’t be afraid to start making your decision tree without knowing all the possible outcomes. That’s what this model is for.



Write that decision in a square and place it at the very top of the tree. It will branch out from there when you head to the next step.



Now that you have your main conundrum, begin evaluating your choices. What options are realistically available to you at the moment? Consider the current amount of resources you have. How much will each option cost you? Be sure to include those details on each branch coming from your main question.



Sometimes, your options branch out into other decisions. Don’t fret. The main purpose of the decision tree is to help you map out your alternatives. The larger the tree becomes, the better-informed your decision will be.



When it comes to picking stocks, the decision-tree is a great tool to help you pick the most advantageous investment. What most people fail to see is that this system can also be used in almost any decision. It’s life-lasting mathematics that will serve anyone well.



The concept is easy enough to understand, as per Munger. The problem lies in making it a habit. When faced with a decision, our minds are programmed to just go with what we feel like doing. According to Munger, his good friend and co-billionaire Warren Buffet has completely adapted this system into his life. And if anyone wants to get ahead, they should start thinking in terms of decision trees.









Psychology – The Five W’s



Besides elementary mathematics, Munger also advises that we learn from the models of psychology. If one wants to be successful, the science of human behavior is a definite requirement.



Here, Munger talks about another successful business he studied, Braun Engineering Company. Run by none other than Carl Braun, this engineering firm rose above its competition by adopting a psychology model that increased the efficiency of communication.



It was known as the five W’s. For Carl Braun, if you want someone to do as you say, you have to make sure they understand these five things:



Who



What



Where



When



Why



Simple psychology states that the more retails someone has of an instruction, the better they will perform the said task. Someone has to know that they’re the ones expected to do something, somewhere and at a certain time.



Not only that. If you really want to get the best results, you also have to explain why they are needed. If someone understands the rationale behind their actions, they can better perform their tasks.



The concept is simple enough, but hard to put into practice, especially if you’re in a managerial position. We know what the business needs, but that may not be exactly what your people need to get the work done.



When you need to send communications, it’s imperative that you include all the important details that your sender might need. The most important piece of information, according to Munger, is the reason why.



You can probably attest to that yourself. It’s easier to do something when you know exactly why you’re doing it. The same works when learning something. It’s easier to absorb a new concept when you’re familiar with its underlying principles. Include that in your message and people will have little trouble understanding your instructions.









Psychology – Brain Limitations



Another interesting aspect that Munger points out is our brain’s tendency to make miscalculations. According to Charlie, we humans have the same genetic make-up. At some degree or level, we’re all the same and have the same propensity to make misjudgments.



Our brain makes shortcuts. Charlie said so himself. Our minds cannot afford an infinite number of connections and processing power. There’s only so much our brains can accomplish within a certain time.



This is why we are programmed to find shortcuts to make it easier for our brain to process things. It isn’t a weakness. It’s how we’re built. If you can manage to understand these shortcuts, then you’ve found your way around people. Why else do you think magicians (the good ones) manage to trick us with their illusions? It’s because they know these shortcuts in our brains and they use them to beguile and entertain us at the same time.



But don’t get Charlie wrong. The human mind has unimaginable potential. From the creation of the atom bomb to compound interest, the human mind has created the most fascinating things. It’s just that the human mind has its flaws as well. And if you’re able to understand these flaws, they become tools that you can use in your everyday dealings. One of the greatest examples of this fact was stated by Charlie during this speech: Adolf Hitler.



Not a lot of people are aware of this, but almost half of Hitlers’ army was composed of Catholics. What would cause a Catholics to participate in such a gruesome act of war against other Catholics in the name of difference? Hitler’s clever manipulation and our brain’s shortcuts are to blame for this.



Psychology – Social Proof



Charlie mentions another phenomenon that traps most of us on a daily basis. This is the model of social proof and it’s called such for very obvious and weak reasons.



By nature, we are social creatures. We need interaction and validation on a social level for us to function properly, both in our personal and business lives. Sometimes, we attribute a large amount of value to something that the masses regularly do.



If you see a lot of people buying a certain brand, you’re predisposed to think that brand is good despite not having personal proof of such a claim. The brand may or may not be inherently good, since you don’t know. And the only thing you’re running on is public opinion and behavior. That’s the magic of social proof.



As a stock picker working in a midst of other pickers, this could either be a helpful guide of where to exert your research efforts. It could also be an indicator that there is something coming along the way that could change the status quo and redirect public behavior.



As an intellectual, it’s your duty to determine if you’re going with the social proof or find something that will draw the social proof towards your product or your choices. Either way, you need to understand social proof to get your bearings.



Biology – Ecosystems



Another unlikely field of study that Munger believes is important. You’d be surprised to know how much biology and business have in common.



For starters, Charlie Munger thinks that businesses are just like ecosystems and should be run as such. If you would recall elementary lessons on how ecosystems work. Each part of the system has a specific function and each part has to perform or the whole ecosystem crumbles.



What is your role in your ecosystem? Are you a worker that’s part of a team? How well are you and your team contributing to the growth of your company? The same thing can be said if you own a business. Are the various parts of your business doing their duties well enough for your whole ecosystem to thrive?



This gives leeway into another important point that Munger shares during this discussion; specialization.



Because of this model, people that devote themselves to their corner of the ecosystem tend to become really good at what they do; given the proper amount of dedication and discipline. The better they are at what they do, the more valuable they (or you) become to your company.



This analogy also works on a larger scale. If your business performs its part as a member of a larger ecosystem, your business will become better at performing this task.



And when that happens, more and more people will respect how you do business because of how well you contribute to the ecosystem as a whole. So if you want a planned path to success, treat your position or business as part of an ecosystem. In ecosystem, there are no small roles; just small minds.



 



 









Engineering – Back-Up Systems



What better model to have than those that come from engineering principles? You’ll be surprised to know how influential engineering theories are in real life.



What Munger talks about here is the concept of back-up systems. And yes, it’s exactly what you think. This is similar to saving your work occasionally just in case of a power interruption. It goes along that line of thinking.



But this principle doesn’t just apply to work. Everything you do should be backed up. And this doesn’t just mean saving your work often. This means saving your work on a separate drive, and then backing up that drive as well.



As an adult, you already know that nothing can be more frustrating than starting at the beginning, wasting hours and hours of hard work just to watch it all vanish. This is why experts say back up your back up.



But this model isn’t just about separate servers and thumb drives. Even your life plans need backing up. If your current plan doesn’t work for you, do you have a buffer to save yourself?



What if your attempt to move to another state and find a job there doesn’t work? Do you have savings to keep you alive for a certain amount of time before you find a job? Will you set aside some funds to get you back home if that doesn’t work as well? How well are you backed-up when it comes to your life plans?



And it’s not just about money. Do you have countermeasures when you fail? Do you even consider the fact that things may not work out like you planned? We live in a world full of uncertainty, but that doesn’t mean we are excused from being caught with our pants down. As the old saying goes, if you fail to plan, you plan to fail.









Life in General – Playing to Your Strengths



This was one of the strongest points in this lecture. Here, Charlie talks about life on a general scale, likening it to the struggle of becoming a good plumbing contractor. With the right amount of discipline, will and intelligence, you’re sure to become successful.



At this points, Charlie confronts us with a very harsh but much-needed dose of reality. Not everyone was destined to become a chess grandmaster or a strong and popular tennis player. We may or we may not have been born for these things, but one thing is for sure; we were born for something.



It takes intelligence to find out what that is. It requires self-inspection and even criticism from time to time. Unfortunately, no one can tell us what we’re good at. We have to discover that ourselves. If we depend on someone else to give us that information, we’re already doing something wrong.



When we learn our strengths, we call it our “circle of competence”. Once that has been achieved, you know what you can and cannot do well. That is very powerful information.



Will you spend years upon years trying to master something you’re not good at and probably don’t like? Wouldn’t you rather spend those precious years becoming at expert at something you’re already good at and you’re sure others will recognize your competence?



When you enter a field you’re not good at and there are others far more competent than you, you’re just asking for immediate failure and wasted time. Sure, you’ll probably get better at something if you try hard enough, but do you have that kind of time?



The better investment of effort is into something you know in yourself that you can already do well. The purpose of this lecture was not to motivate you to chase your dreams. The purpose was to teach you what it takes to be successful. Playing to your strengths is one of those things.



 










Chapter 8 I Haven’t Died Yet
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This speech was given by Charlie during the graduation rites at the USC Law School. There, he led the commencement exercises by addressing a large collection of young law practitioners, eager to become successful.



To get their attention, he began the speech by stating the obvious: he was old and wise because he hasn’t died yet. He pointed out the fact that he was still breathing and enjoying his success and money even at such an age. And this speech was meant to teach this younger generation to do exactly the same thing.



Deserve What You Want



Charlie’s first point was a hard one to swallow. It’s not enough to want something in order to get it. You also have to deserve it. This doesn’t just apply to money; it applies to anything worth having.



Just because you have the talent or the competence, you’re going to get all the opportunities. You also need the right attitude and work ethic. You have to show others that you’re worth their time and money.



For Charlie, there could be no better code of honor; especially for a lawyer. When you win the respect of other people with the proper talent and attitude, everything else will follow. That includes money, honors and recognition.



Appreciating the Right People



Here, Charlie wasn’t talking about romantic love. He was talking about the kind of love that blossoms from respect and admiration of certain people. One interesting thing that Charlie points out here is that this kind of love can even be extended from the dead.



We have to learn from those that have come before us. At the same time, we also have to learn from those around us. We live in an information-rich society that makes learning so easy that it should be criminal if we cannot research something on our own.



In that sense, we have to be careful about who we idolize and admire. Do they have the right values and principles? What is it about them that we should follow? The best way to answer these questions is to learn from their life stories.



With the right people, your admiration can go a long way and can even help you develop the right attitudes for success. You can either learn from someone who’s still ticking (like Charlie) or be like Charlie who learns from those that came long before him. It works the same way.









Staying Away from Cabbage Minds and Intense Ideologies



Here, Munger warns us about the danger of strong loyalties to ideologies. Charlie says these things have a tendency of “cabbaging up” your mind, making you stagnate.



That’s the problem with intense ideas, says Charlie. They make you shout it out loud, as if making you pound yourself over and over until it becomes second nature. The next thing you know, you become obstinate. You turn into this devotee that’s unwilling to learn anything new.



When that happens, you either go down with your crew when something goes wrong or you get left behind. You end up watching everyone else get ahead of you while you’re still riding on your high horse.



To demonstrate this point, Charlie recalls a group of Scandinavian canoeists. This was by no means an unsuccessful group for they were able to brave all the dangerous rapids and lakes in Scandinavia. Their prowess was well-known and their technique was really good.



They were also composed of loyal canoeists that were so attached to the idea that they could conquer anything the world has to offer as long as they were in their canoes.



Their strength became their downfall when they decided to overestimate their skills and brave a whirlpool; the Grand Rapids. There, the group met its untimely end. None of them survived.



No matter how strong an idea can be, there will almost always be something better and stronger. It’s natural for you to prefer an idea over another. That’s your human side urging you to go somewhere that ensures your safety and comfort.



What’s bad about this is the notion of you not recognizing the fact that there could be something better, smarter, more efficient and more beneficial for you. If you’ve found a system of thoughts that already work for you, then that’s good. But don’t think that’s the only thing you need to learn in one lifetime.



When you’re young and impressionable, it’s easy to get drawn in by big ideas and charismatic leaders? Where else did you think the saying “drink the kool-aide” came from? It’s a trap that can capture anyone of any intellectual state.



Be open to new learnings and be prepared to challenge old notions with new ideas when they come along. That’s the only way to grow your mind.



Purge Yourself of Self-Pity



It’s one of the most self-damaging things you can accomplish, according to Charlie. You may have a legitimate or petty reason to pity yourself, but those reasons will never be enough to merit a lower regard for yourself.



Primarily, self-pity accomplishes nothing useful in your life. It just makes your head a breeding ground for more negative thoughts and emotions. The worst part is that self—pity comes at the very time when the thing you need the most is strength.



You could have been fired, lost a loved one, failed an exam, get thrown into prison. None of those things merits self-pity. It slows down your process of accepting what’s happened and prevents you from moving on.



But that doesn’t mean you don’t have the right to feel sad, to grieve or to recognize loss where there is loss. That’s just lunacy. As an intellectual, you have to distinguish between recognition and wallowing. Those are two very different things that spell the difference between misery and acceptance.



When you strike self-pity from your heart, you’ve already done yourself a huge favor. That’s the first step to picking yourself up and getting on with life. Everyone goes through strife. It’s a necessity for a good life, not a starting point for a miserable one.



Work for Admirable People and Not Vice-Versa



Charlie Munger could not stress enough how important it is to get the order right here. Most managers want to have admirable people work for them but could never stomach the idea of their underlings besting them.



We are so eager to prove that we are good that we forget the fact that there are people we could learn from. We desire to lead people but fail to follow the right people.



The best way to become better than someone is to learn from them. And one of the best ways to learn from someone is to work under them. That’s the only way you get to see their work ethic and their thought process.



You won’t learn anything from someone admirable when they’re working under you. The whole dynamic messes with your regard and you fail to see valuable insights. Don’t be ashamed to ask to work under someone you admire. As far as Charlie is concerned, it’s more of a self-serving experience than a complement to the person that you admire.



Stay Away from Perverse Incentives



Munger also advices to avoid systems that fail to see the value of a good hour of work. You should know the kind of quality and passion you put into a good hour. Is your company able to reasonably compensate you?



Sure, it may look like you’re hungry for money. Who isn’t? Being miserable on a payday is no way to live. You should also stay away from managers that tell you that a good job is its own reward. Those kinds of people will work you to the bone and live off the laurels of your efforts.



Work for a system that recognizes the kind of effort you put in. Charlie admits that this may take some time, effort and even intelligence, but the effort is worth the rewards. You do not want to wake up after five or six years of loyal service to discover that you’ve been underappreciated the whole time.



Be Objective



If you want to live a successful life, you’re going to have to learn to keep your emotions and personal bias in check. Those things prevent you from learning new things and enlarging your perspective on the world.



Here, Charlie talks about one of his favorite people in history, Charles Darwin. Darwin was a steadfast proponent of challenging his own ideas. Munger agrees with this approach as well.



It is only when you look at things backward that you gleam new perspectives and groundbreaking solutions. How else did Darwin revolutionize the way we looked at ourselves and other species on this planet?



Be prepared to take the ideas and principles that you love and challenge them using the new theories and approaches you learn throughout life. The more ideas you fully understand, the better judge of ideas you become.



When you retain your objectivity, you make yourself immune to loyalties and distracting bias and allow yourself to focus on your goals. You become task-oriented and more flexible.



As explained by earlier points in his speech, you can’t cling to your virtues if you haven’t challenged them yourself. That kind of blind devotion will leave you dead, both in the literal and figurative sense of the word.



Learn Where to Pour Energy and Power



There’s only one place your time, attention and effort should go; into people that love to learn. You can never go wrong with that choice.



These kinds of people will appreciate the experiences and opportunities you share with them. They’ll be the last people who will find an excuse not to do something and just grab opportunities to perform and learn by the horns.



The same thing can also be said on a personal level. Invest in things that will teach you more. Make a team that is full of people with the same passion for knowledge. Your combined drives to learn will naturally complement each other and bring about synergy in the team.









Find Your Passion



Charlie calls them the things in which you’re “intensely interested”. There’s a reason he used the word intense.”



It’s one thing to like something. It’s a completely different thing to be passionate. Although it’s possible to excel at doing something you like, it would be easier to master something that sets you aflame. When you like doing something, you don’t notice the hours. In fact, you don’t count them at all.



When this happens, you don’t notice yourself learning new skills and perfecting your craft. Soon, you’re the expert. You become the go-to guy. You’re the person for the job.



So spend the time losing yourself in something that really captures you. That’s where your time is best invested. You get the most for every hour and the fatigue won’t show. You’ll be happier and more successful.



Learn Assiduity



It’s an age-old term for a new-age set of values. Charlie states it so simply. If there’s something that needs to be done, sit down on it until it’s done.



It’s everyday common-sense. Nothing will get finished if you don’t sit on them. And it’s not just with you. If there are people working under you, make sure they understand the value of this simple notion. You can’t have people leaving work behind. When that happens, your team and your business fall behind.



Munger recalls a story about a successful design team composed of two passionate people. Their system for success was simple. They declared a partnership and split everything in the middle.



They both got equal parts of the profit and the work. And when their business was falling behind, they both made a commitment to work 14 hours a day until they got their business back on track. And that’s exactly what happened. Their partnership died rich.



Fail to Wallow



In line with never giving in to self-pity, wallowing is an equally-damaging activity according to Munger. Sure, misfortunes happen in life which will give you plenty of reason to wallow. That’s a given already.



What separates the successful from the miserable is how they look at these setbacks. Of course you can feel sad. Sure you have every right to get hurt and recognize a loss and setback when it happens. That’s all part and parcel of the process.



But that’s not where the train ends. Picking yourself up and dusting yourself off should follow as soon as possible. There will be a time to look back at what’s happened to you; and that time comes when you’re at the top. Not while you’re still working your way towards your goals.



Create a Seamless Web of Trust



The last thing Munger wants us to strive for is not the complicated ladder of processes and papers that lawyers climb all the time. It reeks of mistrust. You don’t want to mature in such an antiquated system.



According to Charlie, the highest level that civilization is composed of a seamless network between people that just implicitly trust each other. There are no red-tapes, no long processes and no judges that need to sign things. There’s just a group of dedicated individuals working together and in a deep web of trust.



It’s not just lawyers that should strive for such a system. Any workplace would benefit greatly from such an advancement. The possibilities are endless when everyone is on the same page, banking on nothing but trust.



At this point, Charlie compares lawyers to nurses. If lawyers were operating in a hospital, people would just die, waiting for this to get approved. Nurses all work on the same noble page; saving lives. This very goal is what drives them to implicitly trust each other’s judgments.



 



 










Conclusion




 



If there is one thing you need to learn from Charlie Munger’s life, it’s that learning should never stop. In fact, it should not stop with this book. Charlie is just but one man among a thousand other virtuous billionaires in the world. Each has their own stories and principles to share.



As soon as you put this book down, start looking for other sources of inspiration and knowledge. You can start close to Munger by taking a look at Warren Buffett and other business tycoons in the United States.



Fancy successes in other places? Take a look at the likes of Richard Branson and Henry Sy as well as Steve Wozniak as well as Walt Disney.



One thing that Munger understood about the world was that there was knowledge waiting to be found. The man that doesn’t run after it and use that knowledge to his advantage is, as he would fondly say…



…a one-legged man in an ass-kicking contest.
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