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			To my family and friends who believed in me, especially Celeste. 

			To entrepreneurs whose ingenuity and growth mindset enhance our standard of living and make investing rewarding. 

			To you, dear reader, with gratitude and best wishes that with these investment best practices, you can empower your financial future.
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			Introduction

			I think the best investment most people can make is in themselves.

			—WARREN BUFFETT1

			The market, like the Lord, helps those who help themselves. But, unlike the Lord, the market does not forgive those who know not what they do.

			—WARREN BUFFETT2

			If you want to learn how to complete the grueling Ironman Triathlon, would you prepare for it by reading about the theory of calorie consumption and hydration authored by professors, or would you prefer to read about it by those who have successfully completed the event—or better yet, won it convincingly? Most of us will never attempt the Ironman Triathlon, but we all have an interest in preparing ourselves as investors for the challenging journey of funding a home, an education, or a retirement. Professional investors have a duty to arm themselves with wisdom born from the experience and best practices of great investors, yet the industry offers little to no practical training. Many seasoned investors hold their cards close to the vest and ask young professionals to sink or swim on their own. What is needed is a proven investment model based on best practices of master investors in one convenient book.

			On my first day on the job as a professional investor in 1989, I was given a desk and a phone. The managing partner said, “You don’t need anything fancy like a computer, do you?” A few years later I was working as a securities analyst for another west coast investment firm, supporting a number of portfolio managers. I expressed interest, in particular, in the firm’s growth stock mutual fund. In 1993 the firm reassigned two successive portfolio managers due to poor performance as the fund was ranked one star—the lowest performing category—by the mutual fund rating agency Morningstar Inc. There were serious discussions by senior management of discarding the mutual fund. Fortunately, the Chief Investment Officer believed the firm needed to complement its flagship value-based mutual fund, and he defended the growth mutual fund. With his ringing endorsement, he looked at me and said, “Well, I guess you’re it.”

			I couldn’t have been more excited. I had the energy, enthusiasm, passion, and credentials for the job but still felt naked in my new responsibility as a portfolio manager. I had a bachelor’s degree in Accounting, an MBA in Finance, earned my Chartered Financial Analyst (CFA) designation, taught several years of evening review classes for CFA candidates, had thirteen years of experience as a financial and securities analyst, and yet I still felt unprepared because I lacked the wisdom of experience and the knowledge of best practices.

			When I was a young boy, I admired the San Francisco Giants center fielder, Willie Mays. I studied his batting stance, how he positioned himself in centerfield to anticipate the ball differently for each hitter and in different game situations. I studied how he warmed up and how he interacted with his teammates, opposing players, and umpires. I admired his love for the game and, in my own way, tried to emulate his best traits in my Little League games. In later years, I attempted to play basketball in the style of Larry Bird, while my close friend and work colleague looked and played like Magic Johnson. We played endless games at lunch and on weekends borrowing from the style of our basketball heroes. We loved how Bird and Magic elevated their teams, and we tried to model that on the court as well as in the office. Today I see adolescents wearing the team jersey of their favorite players and copying the style of their heroes in their play.

			What seems so instinctively natural for youngsters—the study of habits and skill sets of their athletic heroes—somehow is lost in the formal preparation for investing. In almost every career endeavor, including athletics, art, literature, music, and many trade professions, the traditional method to improve is to study from those who have already demonstrated success in their field.

			The CFA is analogous to the Certified Public Accountant designation for accountants. The CFA is the highest professional designation for investment professionals. It requires a minimum of three years of study covering financial statement analysis, fixed income, economics, ethics, and portfolio management. Despite over 1,000 pages of assigned reading each year, the study of successful money managers is woefully missing. Instead, the readings are extremely theoretical and are predominately written by academics. Among the worst offenders is the Financial Analysts Journal which is a publication of the CFA Institute. The CFA Institute is a global association of investment professionals that offers the CFA designation. A recent article written by four professors included this formula to measure the relative mispricing of a stock: riT = Alpha + 1MKTT + 2SMBT + 3HMLT +4UMDT + ∑T. Contrast this with the common sense advice that a stock is cheap if it is priced below its intrinsic value, where “intrinsic value” is the present value of its future cash flows.

			What is largely missing is a practical course of study of the most successful investors to arm investors with the proper mental framework, discipline, and tools to secure their financial future. Usually, these valuable lessons are learned the expensive way; with one’s own portfolio.

			Warren Buffett, quoting from Isaac Newton, said, “If I have seen further than others, it is because I have stood on the shoulders of giants.” Those successful investor giants were Benjamin Graham, Philip Fisher, Philip Carret, and Charlie Munger. Buffett acknowledged, “I have been lucky in life by having the right heroes. Tell me who your heroes are and I’ll tell you how you’ll turn out to be.” 

			In my search for best practice-based wisdom to help resurrect the mutual fund, I chose three master investors who demonstrated success over many market cycles: John Templeton, Peter Lynch, and Warren Buffett. I studied their investment process with a special emphasis on case studies of their winning stocks. After I earned my MBA, my wife embarked on her MBA at the same San Francisco university. While I waited in the library for her to finish her evening classes, I downloaded and printed old news articles using microfiche (this was long before Google) about the companies in which the three investors made their successful investments. I recreated the news context that existed at the time of their investments to better understand the investment opportunities. I then formed case studies which blended the prevailing news and popular opinion at the time with their rationale for buying stocks as they explained in subsequent interviews. After studying dozens of case studies, I discovered lasting insights and common threads of investment principles. These common threads became the fabric for my own investment process, which resurrected the bottom-ranked mutual fund in four years to earn the highest mutual fund rating of five-stars as ranked by Morningstar. Using the same process, I repeated this five-star rating with a different mutual fund years later with a team of two other portfolio managers at another investment firm. 

			These investing principles are not elusive concepts laden with complex mathematical formulas. They are grounded in practical, common-sense business principles. This book presents the personal backgrounds of each investor to better understand the motives and reasoning behind their investment process. Empower Your Investing also explores the research filters that each master investor used to select stocks, how they managed their portfolios, why they sold stocks, and how they thought about risk and prevailing academic theories. The similarities and differences between the three master investors are presented with a synthesis of their best practices. This investment process can serve as a guide to manage your own investments.

			Accumulating enough wealth to fund a college education, a dream home, or comfortable retirement can be challenging without the right guide. Entitlements such as generous pensions are relics of the past. Social Security may be rationed in the future. We are responsible for our own financial future but face a myriad of choices in 401(k)s, IRAs, Keogh plans, mutual funds, Exchange-traded funds, as well as direct investments in stocks and bonds. All too often, many delegate these important decisions to a “trusted” advisor with disastrous results.

			The first step toward setting a course for a prosperous future is to understand how prosperous investors achieved their own success. Empower Your Investing uniquely profiles three master investors—Sir John Templeton, Peter Lynch, and Warren Buffett—into one convenient and very readable book and blends their best practices into one proven investment process. This book fills a void for serious investors that want to improve their skills by studying from proven practitioners rather than from abstract theorists, and for amateur investors who want to arm themselves with a life skill for securing their own financial independence. 

			The Ironman Triathlon and a lifetime of investing can both be grueling. The journey is much more satisfying and rewarding with the right preparation. The ex-UCLA basketball Hall-of-Fame coach and Hall-of-Fame player, John Wooden, said, “Failing to prepare, is preparing to fail.” Coach Wooden was legendary for his wisdom on the basketball court and in life. His wisdom is just as applicable for a lifetime of investing. Empower Your Investing—Adopting the Best Practices of John Templeton, Peter Lynch, and Warren Buffett will help you set a course for a prosperous future by understanding how others got there. The journey is well worth it.

			
				
					
							
1	2006 Berkshire Hathaway Annual Meeting.
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			SIR JOHN M. TEMPLETON

			“The Capitalist Missionary”

			If we look to the lives of the famous as the unsung heroes of the past and present...we will find many models for useful, happy living. And, when we examine their words and deeds, we will discover the principles that inspired and sustained their benefits to future generations.

			—JOHN TEMPLETON1

			
				
					
							
1	John Templeton, Discovering the Laws of Life (Continuum, 1994), 4.

					

				

			

		


		
			CHAPTER 1

			Personal Background

			God gave every one of us some talents. And I believe the parable of the talents teaches us it’s our duty to use them as long as He allows. So, I intend to work as long as God allows trying to help people not only financially but also spiritually. 

			—JOHN TEMPLETON 2

			John Templeton’s childhood and young adult experiences shaped his personal values and heavily influenced his investment philosophy. Templeton’s moral compass was grounded in self-reliance, thrift, bargain hunting, positive thinking, stewardship, humble graciousness, worldliness, and spirituality. These guideposts helped him navigate from the small rural town of Winchester, Tennessee, in the Depression era, to become a Rhodes Scholar, a CFA charter-holder,3 and one of the most revered investors of the twentieth century. As a naturalized British citizen living in the Bahamas, he was knighted in 1987 by Queen Elizabeth II for his many philanthropic accomplishments. He was a pioneer in global investing who amassed a fortune and gave away hundreds of millions of dollars through the Templeton Foundation, which he established to foster progress in religion.

			Sir John Marks Templeton was born on November 29, 1912, the second son to Harvey and Vella Templeton. (Note that where I refer to Sir John as either John or Templeton, it is purely to fit the context or to be consistent with references to the other master investors. However, in whatever manner Sir John is referenced herein, it is meant with the utmost respect.) John Templeton’s parents naturally influenced his habits and insights. Harvey was an attorney even though he had never attended college. In a town of less than 2,000 people, he had to supplement his law profession with ventures that included operating a cotton gin and cotton storage facilities, trading cotton on the New York and New Orleans cotton exchanges, retailing fertilizer, selling insurance, as well as being a farm speculator and a landlord. Harvey’s law office overlooked the county courthouse on the town square, and he knew when farms came up for auction in the 1920s after they were foreclosed for failure to pay real estate taxes. If the auction failed to produce a bid, he would opportunistically bid on farms for pennies on the dollar. By the mid-1920s, he’d accumulated six properties upon which he built twenty-four homes as rental property.

			John observed that it was his father’s opportunistic resourcefulness and entrepreneurial ambition that allowed the Templeton family to live comfortably; they were only the second family in the county to own a telephone and an automobile. John’s aversion to debt was rooted in his early years, as he saw firsthand how many farmers lost their land in the auctions; he vowed to never become a borrower. By the time he was forty, he had still never owned a credit card or store charge card. John also observed that his father prospered at the auctions because he opportunistically bid on properties where there were no other bidders, and he was able to buy well below the farm’s inherent value.

			Not all of Harvey’s ventures were successful. He made large investments in cotton futures on the cotton exchanges, and one day he delivered the news to the family that they were ruined. The roller coaster ride from despair to paper wealth to despair without an adequate safety net of savings left John scarred and a with deep reverence for savings and thrift.

			John’s mother, Vella, was equally influential but in a different manner. She was exceptionally well educated, which was a rarity for a woman in Winchester, Tennessee, in the early 1900s. She studied mathematics, Greek, and Latin for more than seven years at Winchester Normal College. After graduating, her brother, Father John Marks—a Roman Catholic convert and Paulist priest—found her a job tutoring children at a ranch in Texas that was spread over one million acres. She would later travel alone from Winchester to Texas to tutor when John was a young boy. She also tended their two-acre garden of vegetables and flowers as well as another three acres where she raised chickens, cattle, ducks, and pigs, and grew fruit and nut trees. His mother influenced John’s thirst for knowledge and his enterprising work ethic.

			John’s appreciation of geographic and cultural diversity was also influenced by his mother. When John was twelve, Vella took him and his brother, Harvey Jr., on a two-month summer trip throughout the Northeast. Vella and her sons shared equally in planning the travel logistics. They traveled one hundred miles per day, stayed in campsites, and toured all the museums in Washington, New York, and Philadelphia. Four years later, Vella repeated the two-month car camping adventure with John, Harvey Jr., and a classmate, visiting the national parks, monuments, and historic sites from just west of the Mississippi to the Pacific Ocean.

			Vella gave John much more than an appetite for cultural diversity and a zeal for learning. She also gave John the wisdom that money, once earned, was further enriched by what it could do for others. She was an active church elder of the Cumberland Presbyterian congregation. Vella and her sister, Leila Singleton, raised money to pay the salary for the congregation’s part-time minister. She also earned money and continually raised funds to provide more than one half of the expenses for a Christian missionary in China named Gam Sin Qua. Her generosity gave John a sense of charity that knew no cultural or geographic boundaries.

			As John later recalled, “She relied on love and continual prayers and providing books and magazines of the ‘how-to-do-it’ type.”4 When John was eleven, he read about spirituality in a magazine called Weekly Unity. “It was from reading that magazine that I learned that spirituality is more important than money.”5

			Years later, John began his annual meetings with prayers to calm and clear the minds of shareholders. He also later served as a Presbyterian elder and served on the board of the American Bible Society. Vella raised John and his brother in a laissez-faire manner, believing—as a Unity thinker—that divine guidance would direct her sons in the proper way. Harvey and Vella, in John’s recollection, never spanked their boys, and their method of answering their sons’ questions was to give them one-half of the answer and then provide library books for them to discover the rest. This instilled in John a sense of self-confidence and empowerment to satisfy his endless curiosity. The only real boundary that was strictly enforced was not allowing tobacco or alcohol in their home for any reason.

			Harvey and Vella’s constructive permissiveness gave John the freedom to pursue his early enterprising ambitions.

			At age four, John grew his own beans from seeds in his mother’s garden and sold them to a local country store for a profit.

			After John’s first test in first grade, he discovered that another classmate scored higher. He surmised that he must not have tried hard enough, so he promised to get the highest grade in the class from then on. After the first semester, he had all As. Upon seeing how well John did, his father made him a deal—each time John got all As, Harvey would give John a bale of cotton. If John received any grade less than an A on a report card, John would have to give his father a bale of cotton. For the next eleven years, John earned all As, and Harvey owed John twenty-two bales of cotton.

			In second grade, at age eight, John ordered fireworks from the Brazil Novelty Company’s mail-order catalog in Cincinnati, Ohio, about one month in advance of Christmas and July 4th. Just before the holidays, he would sell his fireworks to other children at five times his cost.

			In eighth grade, John discovered an old broken Ford while he was playing with some friends in a hay barn. He bought the car from the owner for $10. He then searched the entire county and found another Ford that could be used for parts and, even though it was in worse condition, bought it for $10. After six months of work after school and on weekends, and many trips to the local Ford dealer to read car manuals, John and his friends got one of the cars to run, and they used it all through their high school years.

			John’s goals were challenged in high school when he learned that Yale College required four years of mathematics. Even before high school, John had his heart set on attending Yale when he heard of its renowned excellence from other adult conversations. The problem was that Winchester High School offered only three years of math. John devised a plan with his high school principal, Fred Knight, for the school to offer a fourth year of math and that John would be its teacher and student along with the required minimum of at least eight other students, whom John recruited. The principal devised and graded the final exam. All of the students passed. John learned early that Yale also required special entrance exams to qualify. He sent away for copies of several years of previous exams and studied them four hours daily for one month prior to his tests. John took the subject tests in stages at the end of each year in high school. His diligence and preparation were rewarded in 1930 when he was admitted into Yale.

			In the summer before John attended Yale, he sold Good Housekeeping magazines door-to-door in rural Tennessee. He hated high-pressure cold-calling, especially during the Depression era, but he persevered because he needed the money for school. John earned a base commission of one dollar on each two-dollar subscription, and he earned a bonus of $200 for lasting through the summer and selling at least two hundred subscriptions. John characteristically committed himself totally to the challenge, made the sacrifices to succeed, and saw the task through to completion.

			In his freshman year at Yale, John learned that his GPA was among the top ten of his class. His joy was short-lived after his father told John, in the heart of the Depression in 1931, that he simply couldn’t afford even one more dollar to send John to college. John helped his father by returning the twenty-two bales of cotton he had earned as a reward during his grade school and high school years. John prayed and sought advice from others. His uncle Watson Templeton loaned John $200 to return to Yale if John promised to work his way through school. Yale offered John a partial scholarship and employment on campus due to his excellent academic record. John later said that the bad news from his father was one of the best things that ever happened to him, as it taught him the meaning of hard work and thrift. “Seeming tragedy can be God’s way of educating his children.”6

			John worked on Yale’s yearbook, the Yale Banner and Pot Pourri, and sold ad space for the Yale Record but found that they simply didn’t generate sufficient income to afford tuition, room, and board. John resorted to supplementing his income by playing poker, which funded 25 percent of his college expenses. Poker was a calculated risk for John because he had played for small stakes since he was eight years old and had learned to count cards to increase his odds of winning. He also prudently safeguarded his winnings above $100 by allocating it strictly for his school expenses. John played poker with rich guys who were playing for fun while he played to win. He listened to them discussing investments and learned that none of them invested outside the U.S. “That seemed to me to be short-sighted. So, I decided as a sophomore at Yale that I would focus on being an adviser for people to invest worldwide.”7 John always believed that the greatest opportunities were the places where others weren’t looking. The notion of searching beyond the shores of the U.S. was hatched before he even earned his Yale diploma.

			After turning twenty-four, John never played poker again and even insisted in his professional investment career to never invest in shares of gambling businesses because of his distaste for the ugly addictive effects it had on others.

			Upon graduating from Yale, John accomplished his goals:

			
					He earned a degree in economics, graduated near the top of his class, and served as president of Yale’s chapter of Phi Beta Kappa fraternity.

					He committed himself to become an investment counselor, and he funded his first brokerage account with $300 from his poker winnings.

					He was awarded a Rhodes Scholarship to study law at Balliol College in Oxford where he earned a Master of Arts in Law in 1936. John chose to study law to understand the various tax and legal issues of investment counseling. With the extra money from his Rhodes Scholarship, John traveled extensively to satisfy his thirst for adventure and cultural education. In his first year, he traveled with his Rhodes Scholar friends to Spain during their Christmas break and to Italy during their Easter break. The trips were always thoroughly researched and bargain purchased with rail passes and thrifty hotels.

			

			After graduating from Oxford, John and a close friend, James Inksetter, visited twenty-seven countries in seven months on a frugal £200 budget, nearly half of which came from poker winnings left over after paying for his school expenses. Every aspect of the trip was planned in advance. They averaged $0.25 per night in lodging expenses for two hundred nights and protected themselves from overspending and theft by mailing equal parts of their money to five different locations. Their travel included Germany during the 1936 Olympics, as well as India, China, and Japan. By then, John accumulated a wealth of knowledge about political systems, lifestyles, customs, and opportunities, which cemented his conviction to search for investment bargains worldwide. This was in contrast to the conventional bias that the only relevant stocks were those based in the United States.

			Before departing on his seven-month travel adventure, John wrote letters to one hundred investment counseling firms where he thought he could learn the most about the investment business. In his letters, John detailed his background and goals, and asked for interviews after his expected date of return. Upon returning, he had twelve appointments waiting, five of which resulted in offers.

			John took the lower paying of the two job offers for $150/month at Fenner & Beane, a stock brokerage firm in New York, which had just recently established an investment counseling division that would eventually become part of Merrill Lynch. John believed that he could learn the most at this firm despite the lower pay. At this time, he studied at night school under Benjamin Graham who, according to Templeton, “did more than any man I know of to make security analysis a science.”8 Templeton later recalled that in 1937 there were only seventeen people who called themselves “security analysts,” compared to over 296,000 “financial analysts” in 2016.

			John married Judith Dudley Folk, a graduate of Wellesley College, in April 1937. She found a job as an advertising copywriter for the same salary that John was making, and they committed to put aside 50 percent of their income to save for their future. 

			After just three months, John left Fenner & Beane to join National Geophysical Company (NGC)—a seismograph exploration company in Dallas—as secretary-treasurer based on a referral from his Rhodes Scholar friend George McGhee who worked there. After discussing the $350/month offer with the owners at Fenner & Beane, they agreed that the NGC offer was too good to pass up and supported John with the move. John never lost sight of his goal to start his own investment counseling business. His sense of opportunity, his resources at NGC, and his contacts at Fenner & Beane would later converge to make his dream a reality.

			In September 1939, two years after joining NGC, John concluded that the United States would inevitably come to the aid of its allies in Europe where the war had just begun. Pessimism was pervasive. The stock market had fallen almost 50 percent in the prior year, as the consensus feared the impact of the Nazi’s power grab in Europe and that the U.S. would relapse into another depression. John reasoned that U.S. participation would resurrect many companies that were still suffering lingering effects from the Depression. He acted on his conviction by uncharacteristically borrowing $10,000 from his former manager, Dick Platt of Fenner & Beane, to invest $100 in every stock in the U.S. stock exchange that was selling for no more than $1/share. Even though John loathed borrowing money for buying personal items of declining value, he rationalized borrowing money to make money. This was the only instance where John borrowed money for any purpose.

			John believed that the risk in this business venture was manageable for several reasons. For two years, he had researched how businesses and stock prices reacted in previous calls to war, when companies supplied the government with war provisions, industrial commodities, food, and logistics. He concluded that he was unlikely to lose money and that the companies with the most to gain in earnings growth and stock price were those that were among the least efficient and had low expectations. He also learned that governments tended to tax incremental wartime boom earnings at confiscatory high rates. Companies with a history of losses, however, had tax-loss carry-forwards that could shield their earnings from such high rates. Thus, in this scenario, there was less upside in owning well-run companies.

			Second, John managed his risk by diversifying among many stocks, as he reasoned that probabilistically most but not every company would prosper. Third, the value of his personal investment portfolio had accumulated to over $30,000, which provided a cushion to cover his debt if his theory proved incorrect.

			He placed the order with Fenner & Beane, who purchased stock in over one hundred companies, thirty-seven of which were bankrupt, and only four of which turned out to be worthless. Within one year, John paid back his entire loan, and after holding the stocks for an average of four years, sold them for $40,000, quadrupling his original investment.

			Rather than paralyzing himself with fear by siding with the conventional pessimism, John gained conviction to act through clear-headed, thorough research and an opportunistic mindset for bargains. With financial resources in hand, John was ready to realize his dream of becoming an investment advisor and execute his lifelong motto: “To buy when others are despondently selling and to sell when others are avidly buying requires the greatest fortitude and pays the greatest ultimate reward.”9

			Motivations for Becoming a Professional Investor

			John Templeton decided to become a professional investor for several reasons. First, he believed that he had a keen sense of judgment. He had developed an exceptional ability to discern the relevant strengths and weaknesses of an investment and had the courage and conviction to act on his judgment. His conviction to assess the tradeoff between risk and reward was the result of his thorough research process, which we will cover shortly.

			Second, John believed that he could make more money in the investment field than in any other. John studied the biographies of Benjamin Franklin and John D. Rockefeller, and he was intrigued by Rockefeller’s observation that the path to wealth through wages was dwarfed by creating wealth through astute investments and the power of compound interest. A wise investor colleague once told me that he knew of no other field of business where the simple recognition of a great investment idea—and the conviction to act on it—could have such enormous potential for prosperity. John also felt that a byproduct of his research was accumulating a large enough body of knowledge that would serve him well if he had to change professions.

			The third, and perhaps most important, reason why John chose to become a professional investor was to help people become financially independent. He viewed himself as God’s servant, who used his gifts and developed skills to benefit those who could not financially help themselves. John was proud of his service orientation and later said, “I always tried to please everyone who I came in contact with including all clients and employees…I have never been sued by anyone, nor have I ever sued anyone.”10

			Approach to Investing

			Several admirable qualities were already evident in John’s development that would shape his approach to investing and life, such as his kindness, humility, positive attitude, discipline, and fierce commitment to accomplish his goals. Four of his perspectives are worth exploring further as they served as cornerstones for his approach to investing: setting goals, extra effort, thrift, and avoiding consumer debt.

			John was a goal-setter. Whether he was determined to earn bales of cotton by getting all As, get accepted into Yale, or fund his tuition, he lived his own credo to not just set goals, but to act on them. John offered this timeless wisdom: “The way to make conscious change, achieve new goals, and perfect our skills is through diligent practice, to study on a constant basis. This means making the commitment to develop our self-discipline and to persist and endure until the goal is met. Don’t give up easily…. Focus on where you want to go, instead of where you have been. Much valuable time can be wasted in getting bogged down in past experiences or mistakes. After learning from past experiences, continue forward optimistically toward your goals.”11

			John observed early that people of average means did almost as much as those who were dramatically more successful and wealthy. The difference in effort between the two wasn’t even the proverbial “extra mile,” but only an “extra ounce.” He coined this principle the “Doctrine of the Extra Ounce” and believed it applied universally to a variety of endeavors. John applied this throughout his life but especially in his early professional career when he moved the research division of his money management firm close to his home in Englewood, New Jersey, so he could conveniently go back to the office in the evenings and on weekends to work the “extra ounce” that would make a difference in performance. He typically worked twelve hours a day, Monday through Saturday, and often worked on Sunday after church.

			John was legendary with his thrift. The Depression and boom–bust cycle of his childhood experiences motivated John to become self-reliant. Financial security demanded a discipline of savings. As we mentioned earlier, John and his wife, in their early years of marriage in the 1930s, committed to saving 50 percent of their income. They never paid more than $100/month for rent, and John’s goal was to limit rent to less than 16 percent of income after taxes and savings. They once outfitted their five-room apartment for $25, as they were the sole bidders at a second-hand furniture auction. John instructed his secretary in 1940 to buy only used typewriters—usually at 40 percent below retail price—since new typewriters declined 30–40 percent in value right after their purchase. The goal of his thrift was to free up as much investable income as possible to allow money to make money.

			John also planned for his financial security by avoiding consumer debt. He resolved to never borrow for personal purposes. He witnessed all too often in his childhood years the enslaving effect of debt from undisciplined spending. In 1944, he bought his first home in New Jersey—which was twenty-five years old and had an estimated replacement value of $25,000—for a bargain price of $5,000 in cash. He sold it five years later for $17,000 and used the proceeds to upgrade to a larger home in a better neighborhood without needing a mortgage. John later advised others to limit their mortgages to one-half of annual income. He also purchased his first five cars for less than $200 each, in contrast to his contemporaries, who spent five to twenty-five times as much. He traveled coach when he flew and often used subways and buses rather than taxis. John believed that the benefit of peace-of-mind from having a fortress balance sheet with little to no mortgage debt outweighed the tax advantages of a mortgage. 
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			CHAPTER 2

			Investment Performance

			Sir John Marks Templeton’s investment objective was “to be much better on average than the stock market or the average results of similar funds.”1

			In 1940, Templeton bought a small investment firm for $5,000 located in midtown Manhattan that was to become a predecessor to his firm, Templeton, Dubbrow & Vance. 

			He entered the mutual fund industry in November 1954 when he established the Templeton Growth Fund in Canada to minimize the taxes of its shareholders, since at that time Canada had no capital gains tax. Investors’ gains were taxed at a 25 percent rate only when shares in the mutual fund were sold. Templeton also wanted to showcase the global reach of his investment strategy, so the Templeton Growth Fund was one of the first mutual funds to offer U.S. investors an avenue to invest in a diversified portfolio of international stocks. 

			Templeton raised $6.6 million to start the Templeton Growth Fund in November 1954 and then underperformed the S&P 500 his first three years. The fund ranked 115th out of 133 funds in a Weisenberger study of relative investment performance, and the fund ended 1957 with just $2.9 million in it. The fund did not get back to $7 million until 1969—fifteen years after its founding. Templeton’s investments had appreciated five-fold since the mutual fund initially launched, but more than 80 percent of the originally issued shares were redeemed, which is why the fund’s net assets remained frustratingly low.

			His firm did grow to $300 million in managed assets including eight mutual funds. He eventually sold the firm to Piedmont Management in the early 1960s and kept only the Templeton Growth Fund. Piedmont declined to take it because the fund was based in Canada, and a decision by the U.S. Treasury to tax purchases of foreign securities by U.S. citizens, and a new Canadian ruling required withholding taxes on non-dividend income, made it unattractive to distribute in the U.S. 

			Templeton’s move to the Bahamas in 1969 allowed him to think more independently and act more boldly, as evidenced by his prescient move into Japanese stocks before they became wildly popular. By 1974, the Templeton Growth fund had just $13 million in net assets, which meant it had merely treaded water for twenty years when adjusted for inflation. The hidden gem underlying the stagnant net assets afflicted by constant redemptions was Templeton’s record of generating 12 percent compound returns. Templeton was convinced more than ever of the importance of effective distribution and marketing in order to leverage his stock-picking ability and to allow more investors to benefit.

			Templeton partnered with Jack Galbraith who marketed the fund full-time. Galbraith ran a full-court press with a PR campaign that included many regular appearances by Templeton on Louis Rukeyser’s Wall Street Week promoting Templeton’s exemplary track record. The combination of investment success and intelligent marketing resulted in explosive growth in net assets. The Templeton Growth Fund in 1980 reached $420 million in net assets, and by 1986, it climbed another six-fold to $2.4 billion.

			By 1992, the Templeton Growth Fund had reported a 14.5 percent average annual return. A $10,000 initial investment in 1954, with dividends reinvested, would have appreciated to $1.74 million by 1992. By comparison, the S&P 500 index had a 10.9 percent average annual return over the same thirty-eight-year period and would have grown to $529,900.2 The Templeton Growth Fund had the best twenty-five-year record through 1981 of any mutual fund and had only eight negative return years out of thirty-nine years under Templeton’s management. 

			Interestingly, this stellar record was achieved despite underperforming the S&P 500 by over twenty-five percentage points in his first year and underperforming in six of his first ten years. The average annual return for the first ten years (1955–1964) of the Templeton Growth Fund was 9.5 percent compared to 12.8 percent for the S&P 500. One wonders how patient modern day mutual fund investment boards would be with a contemporary investor posting a similar performance for the first ten years. The Templeton Growth Fund, over thirty-eight years, never lost money over any five-year period, which is a tribute to Sir John Templeton’s valuation and stock selection discipline.

			[image: ]

			Source: Templeton Growth Fund performance data from Franklin Templeton Investments

			By October 1992, Templeton’s partnership, Templeton, Galbraith & Hansberger Ltd., had amassed $21.3 billion of assets under management, including $13 billion in mutual funds, and the company was sold to Franklin Resources Inc. for $913 million, of which John Templeton’s stake was valued at $440 million. 

			Franklin controlled $66.5 billion of assets primarily in U.S. fixed-income securities, and the combined company would become the fourth largest mutual fund company behind Fidelity, Merrill Lynch, and Vanguard. Templeton had purchased 126,000 shares of Franklin stock ten years prior at an average cost of $0.30/share compared to the price in 1992 of about $30/share. He originally bought Franklin stock after meeting one of Franklin’s employees and, “as with everybody I meet, I asked him a hundred questions.”3 He was impressed by the cheapness of the stock and by the company’s marketing prowess. The experience of following Franklin Resources for ten years and benefitting from the stock’s impressive rise “gave me the impression that the company was well managed.”4 

			After the merger with Franklin Resources, Sir John retired from professional investment management to spend more time devoted to philanthropy. He drove his own car, never flew first-class, and said that, apart from spiritual programs, he never watched more than eighty-four hours of television in his life.

			In 1999 Money Magazine called Sir John Templeton “arguably the greatest global stock picker of the century.”5 Succumbing to pneumonia, Sir John passed away July 8, 2008 at age 95 in Nassau, Bahamas, where he had lived for decades.
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			CHAPTER 3

			The Templeton Mental Model

			We don’t ever ask ourselves, ‘Shall we buy big companies or little ones?’ or, ‘Shall we buy American companies or Japanese?’ We just search every day by keeping in mind the simple question, ‘Where is something selling for a tiny price in relation to its true value?’ 

			—JOHN TEMPLETON 1

			The core of John Templeton’s approach to investing is to look for the most attractive bargains worldwide. This may appear deceptively simple and obvious, but it is a conclusion that recognizes that the wider we scan for unbiased investment values, the more likely we will find opportunities to increase our investments many-fold.

			Many professional investors today are constrained by an institutional mandate that limits their investment horizon by size of company (small, mid, or large), by a particular industry (software, retail), by sector (consumer durables, utilities), by style (value, growth, blend), or by geography (U.S., China). Many intermediaries that control asset allocation for large pension funds and endowment funds limit professional investor horizons based on the belief that the intermediary can select best-of-breed managers who can fill a style box. The result can be a Noah’s Ark of investment managers that often results in overall mediocre performance since the outperformance of one style that may be timely is offset by the underperformance of another style that is overpriced but still recommended to fill the style box. Individual investors have an advantage by not being so constrained.

			John Templeton was opportunistic in his search. He simply advocated buying the best bargains, which are found in areas where others are selling. He said, “Looking for a good investment is nothing more than looking for a good bargain.” Exactly how does he do this?

			There are ten pillars to John Templeton’s mental model that comprise his perspective toward investing: 

			1. Be a Bargain Hunter

			The first pillar in his mental model is to adopt a bargain-hunting mindset. Templeton said, “If you buy the same stocks that other people buy, you’ll have the same record as other people. The only way you can hope to have a record superior to other people is to buy what the other people are not buying.”2 

			Templeton famously advised to buy at the point of maximum pessimism and sell at the point of maximum optimism: 

			People are always asking me where the outlook is good, but that’s the wrong question. The right question is: Where is the outlook the most miserable? You’re trying to buy a share at the lowest price possible in relation to what that corporation is worth. And there’s only one reason a share goes to a bargain price: because other people are selling. There is no other reason. To get a bargain price, you’ve got to look for where the public is most frightened and pessimistic. The time to buy is when everyone is scared and you are a bit scared yourself.3 

			He warned against becoming too immersed into mathematical formulas and digging too deeply into the details of every corporation, especially those stocks that have been popular. Fisherman avoid overfished holes; so should investors. Templeton also believed that an investor should be able to clearly and succinctly state the strengths and weaknesses of a purchase candidate. A long-winded answer likely means that one needs to do more analysis to better understand the investment rationale.

			Sir John said, “No matter what the conditions are, (the investor) wants to have his money in those things that have the lowest price relative to long-term value. Put your investments in markets that have already gone down. Buy things that have the lowest market price relative to value.” 

			The following examples indicate the success of this approach, as Sir John invested in South Korean stocks, airlines, and short-sale tech stocks. 

			South Korean Stock Fund

			Sir John, at 85 years of age, invested in a number of Korean stock funds in late 1997, one of which was the Matthews Korea Fund, whose 65 percent decline ranked it as one of 1997’s worst-performing U.S.-based mutual funds, following a 32 percent decline in 1996. The poor performance was linked to a period of overdevelopment and a chain reaction of selling that began with Thailand’s currency devaluation in July 1997 and spread to Malaysia, the Philippines, Singapore, and South Korea. 

			Sir John was impressed with South Korea’s high domestic savings rate of over 30 percent, which encouraged project investments, high single-digit GDP growth, and the country’s strong exports. Like Japan, South Korea also had restricted foreign investment, but in 1992 they changed this to allow foreign investments in the country. South Korean price-earnings ratios (P/E ratios) were cut in half from over 20x to 10x. Lastly, Sir John was impressed that fund manager Paul Matthews’ investment strategy paralleled his own. Sir John’s investment accounted for more than 25 percent of the Korea fund’s $25 million in assets. Sir John said that Korean stocks were cheaper relative to earnings than stocks in other hard-hit Asian nations such as Thailand and Malaysia. The Matthews Korea Fund soared 96 percent in 1998 and, in 1999, was the best performing mutual fund with another leap of 108 percent.

			Airline Investments

			The tragic attacks of September 11, 2001, are seared in our memories forever. Immediately following the attacks, the U.S. and other countries were placed on high alert against potential follow-on attacks. Civilian air travel across the country was, for the first time ever, almost completely suspended for three days. To prevent panic selling, the NYSE and Nasdaq closed stock markets for trading from September 11th until September 17th. Many vowed to never fly again. Sir John, on the other hand, sensed an opportunity to capitalize on “maximum pessimism.” He developed a list of eight airline stocks that already had low P/Es, and he entered orders to buy any of these that dropped 50 percent or more once the markets reopened. He reasoned that the government would not allow the airlines to fail after the attacks. He bought three: American Airlines owner AMR, US Airways Group, and Continental Airlines. In a November 12, 2001 interview with Forbes, Sir John said that he would likely hold on to the three stocks until “gloom around the stocks lets up and investors return to them. Six months.” Even though each of the three stocks made new lows after the crisis decline, six months later, AMR gained 61 percent, Continental Airlines rose 74 percent, and US Airways climbed 24 percent.

			Technology Shorts

			In March 2000, Cisco Systems was the most valuable company in the world with a market capitalization of over $500 billion and was priced at 29x sales. The Nasdaq index was priced at over 150x earnings, and even the more conservative S&P 500 index at 30x earnings was priced at double its long-term average. Many technology company valuations were justified by new-era metrics, such as market capitalization to “reach” measured in eyeballs, rather than such mundane metrics like earnings or cash flow. Market euphoria was rampant. Sir John sensed an opportunity to capitalize on “maximum optimism.” He arranged with his broker in January 2000 to short eighty-four technology stocks eleven days before company executives were allowed to sell their stock, which was typically six months after an initial public offering (IPO). He focused on technology companies whose stock price had at least tripled from their IPO price, and where it was likely that insiders would cash out of their overpriced stock. Each investment averaged $2.2 million. “This is the only time in my 88 years when I saw technology stocks go to 100 times earnings or when there were no earnings, 20 times sales. It was insane, and I took advantage of the temporary insanity.”4 In nearly one-half of his shorts, he waited until the stock dropped 95 percent from what he paid before covering his short. In other cases, he covered when the stock dropped to 30x trailing earnings. Sir John described the frothy speculative bubble of the Nasdaq as a “once-in-a-lifetime” opportunity. The Nasdaq index peaked at 5408 on March 10, 2000, and plunged 79 percent to 1139 by late 2002. Sir John made $90 million on his short positions.

			Assessing Value

			An investment is a bargain only if its market price is below the company’s intrinsic value. We will explore specific case studies of Sir John’s investments in Chapter 6. For now, it is important to recognize that while determining “intrinsic value” is critical, the process of estimating a company’s worth eludes a simple formula. A company’s value is determined after considering a number of factors, such as the value of its assets, the impact of economic, political, and demographic forces on the company, and the future normalized earnings power of the company’s product or service. 

			Sir John also assessed the stability and competence of the company’s management and the threats that the company faced from competition. He believed the most reliable information on any company often came from competitors rather than the company itself. His approach relied on exhaustive research and sound judgment. Different companies had their own requirements for reaching an appropriate level of due diligence. He evaluated depletion rates for mining companies, cash flow for oil and gas companies, and demographics for retailers. Traditional financial metrics, such as low price/earnings ratio, price/replacement value, and price/book values, were evaluated in the context of other favorable indicators, such as a high number of corporate takeovers, high levels of corporate share buybacks, and high levels of cash available for investment by institutional investors such as pension funds, foreign investors, and insurance companies. 

			2. Diversify Investments

			The second pillar in Templeton’s mental model is to diversify investments. Templeton observed that few investors, himself included, are ever right more than two-thirds of the time. To protect against the risk of making mistakes at least one-third of the time, he recommended that individual investors diversify with at least ten stocks in a portfolio with exposure to different industries and different nations. An unrealized loss arising from a bear market in one country may be offset by a bull market in another country.

			Templeton believed that all assets are risky. He said that people can fool themselves by thinking that they will play it safe by holding cash. Cash continues to lose its purchasing power in every nation. He believed that the best approach to safety is to widely diversify by holding stocks in more than three dozen corporations in more than a dozen nations. He also believed that “income producing assets maintain their value in the long run better than cash, gold, or collectibles, or any other asset.”5

			3. Invest Overseas Only in Free Enterprise Countries

			The third pillar is to focus overseas investments in countries that encourage human freedom and free enterprise without undue restraints. He avoided socialistic countries heavily dominated by a command and control structure where the few regulate the many. He observed that Hong Kong, for example, was transformed from poverty to prosperity because it adopted free enterprise, while Calcutta remained mired in destitute poverty. Templeton explained:

			…the major difference is the difference between free enterprise and socialism. The government of India regulates nearly everything, so there’s very little progress; whereas in Hong Kong the government keeps its hands off. There are all kinds of enterprises flourishing. The standard of living in Hong Kong has multiplied more than tenfold in forty years, while the standard of living in Calcutta has improved hardly at all.6 

			Templeton also avoided foreign companies that are subject to confiscation by sovereignties and domestic companies subject to price controls.

			4. Keep an Open Mind

			The fourth pillar is to remain flexible and avoid a fixed mindset that is anchored in investing in stocks that are comfortable because they have already done well in recent years. This is the proverbial rear-view mirror approach to investing rather than looking through the windshield at more attractively priced opportunities. Templeton recommended, “Those things (companies) that helped you so much in the last two or three years can’t be the bargains they were when you first bought them. So instead of staying in those things that have treated you well in the past, you should be looking for those things that performed worst in the past—and consider buying those now.”7 

			Prospecting for stocks that have performed worst in the past may uncover bargains where the stock was unfairly punished for a temporary, non-structural reason. It is human nature to invest in what is popular, but that popularity is due to its recent outperformance. These investments will not likely be a source of depressed prices offering bargain opportunities today. Templeton did not advocate being contrarian just for the sake of being different, but he always advocated thoroughly researching before investing. Templeton’s discipline and consistent research efforts were an integral part of his success. He acknowledged that you won’t be right all the time and that success requires a time horizon of two to five years.

			Templeton also warned against fixating on only one specialized niche of the market, such as only Chinese stocks, small cap stocks, or biotech stocks. When Templeton was asked to identify the single, most important strategy that he could identify for long-term investment success, he replied, “The key to long-term success is to keep an open mind. And by that, I mean the willingness to adapt any approach, any technique suitable for the investment. And to explore any type of investment in any place in the world.”8 

			In 1991 Templeton paid $1 million for DAIS Group Inc., Drexel Burnham Lambert’s former quantitative and research division that traded baskets of stocks using computer models. “They invest without reference to basic value. Some of these quant methods do work. We’ve always thought we should develop any new method as long as its works.” Templeton wasn’t so much as abandoning his strategy of bargain hunting worldwide, but the acquisition was another prescient bet that other money managers, especially large pension funds, would rely more on computer aided quantitative research.

			5. Be Patient

			The fifth pillar of John Templeton’s mental model is to have a differentiated long-range perspective, which requires patience. Templeton emphasized that patience was a critical factor for investment success, especially when buying “at the point of maximum pessimism.” Templeton didn’t have a set time period to hold a stock, but in retrospect, he found that his average holding period was about five years. “We don’t intend to hold them (stocks) five years, but we find if you buy things when they’re terribly unpopular and depressed, they don’t suddenly come back. You have to be patient.”9

			The former professional ice hockey Hall of Famer and all-time leading scorer, Wayne Gretzky, famously advised hockey players to “skate to where the puck is going, not where it has been.” In the same way, Templeton anticipated prospects for companies well beyond the conventional crowd’s short-term fixation on recent winners. Templeton explained, “…we try to have a longer-range viewpoint—and the patience that goes along with that. So we try to buy those things that others have not yet thought about. Then we wait until the short-term prospects become good and other people start coming in and buying the stock and pushing the price up.”10

			He was asked what was it going to take for investors to recognize what Templeton believed to be impressive value. Templeton responded, “Just patience. If you buy something for as little as one quarter of what you think it’s worth, you may have to keep it a year or five years but in the long run, most of the things do go up to what they are really worth.”11

			After the stock market crash of 1987, Templeton’s advice to investors was:

			Patience. Be a long-term investor. Be prepared financially and psychologically to live through a series of bull markets and bear markets because in the long-run, common stocks will pay off enormously. The next bull market will carry prices far higher than this one because the whole nation is growing more rapidly. Gross National Product for the nation will double in at least the next ten years. We think the Gross National Product in the nation forty years from now will be sixty-four times as high as it is now. That will be reflected in sales volume and profits in share prices.12

			Templeton advised his clients to prepare for bear markets. “We know that there will be at least two bear markets every twelve years.”13 He advised them not to have too much debt so they wouldn’t be forced to sell at the wrong time and not to get frightened at the wrong time.

			In an interview one year after he sold his company to Franklin, he was asked for his best advice for investors. “Don’t try to outguess the market, and don’t move in and out of the market often…It takes patience. If you are diversified and hold shares of well-managed, established companies, the rewards will be there.”14

			6. Research Thoroughly

			The sixth pillar is to thoroughly research each investment opportunity. Today a trade to buy or sell a security can be executed with a few keystrokes, in a fraction of a second. While the barriers to execute a stock purchase are low, Templeton would say the barriers to decide to purchase are quite high. Templeton made informed decisions after many hours of reading and research. As in any endeavor, there is no substitute for hard work and building a foundation through preparation, observation, and in-depth analysis. Sir John worked seven days a week and came into work after church on Sundays. Templeton advised,

			Prepare yourself by study and observation—by watching other people, by reading, and by practice that will enable you to become a real expert…if you aren’t willing to lay that foundation—then you are likely to be one of those people who goes through life frustrated and upset and beset by feelings of inferiority. You don’t have to go through that. All you have to do is be willing to do the work. Be willing to spend the hours and the concentration to build those foundation bricks on the bottom. Then the wall of your life will stand up and be a protection and a support for you until you die.15 

			The barriers to overseas investing—including different accounting and reporting standards, withholding taxes, foreign currency risks, political risks, and foreign investor restrictions—were opportunities to be objectively evaluated with an open, inquisitive, and opportunistic mindset, not dismissed categorically for inconvenience.

			What exactly constitutes thorough and disciplined research? Templeton was one of the first security analysts to use quantitative analysis to compare one company’s productivity and profitability against another. He was interested in measuring the strength of management with quantitative yardsticks, such as a company’s growth in market share, its return on invested capital, and its profit margins. He would then combine the quantitative metrics with his estimate of the future earnings power of the company to arrive at an estimate of value. 

			I’ve made a career of quantitative analysis. We built our list of clients by showing them the advantages of quantitative analysis and explaining it to them. We showed them what we were doing that was different from other investment counselors who were using qualitative analysis. Our quantitative analysis turned out to be a good way to attract clients, and it was also a good way to produce a superior record.16

			The publications that Templeton used included Value Line, Standard & Poor’s Stock Reports, The Wall Street Journal, and research published by the more than one hundred brokerage firms that he did business with. Value Line was one of his favorite resources “because Value Line pack(s) into that page the largest amount of relevant figures and facts. Also, they arrange the information in a way that makes it easy to compare one corporation with another.” Templeton would typically scan The Wall Street Journal and other newspapers for the four or five stories worth his serious attention and avoided getting bogged down in articles of less importance. 

			Templeton also interviewed top management extensively, particularly early in his career. He was more interested in their strategic long-range plans than reviewing past records. His favorite interview question was, “If you were going to buy shares, and you couldn’t buy shares in your own company, which one of your competitors, suppliers, or customers would you buy shares in—and why?” The answers proved invaluable. He would quickly learn the relative strengths and weaknesses of individual companies, which he could validate through similar questions of other executives. A clearer picture of the competitive landscape emerged, and his conviction increased for his purchase decisions.

			7. Consult Your Network

			The seventh pillar of Templeton’s mental model was to stay connected to his network of colleagues and friends. Templeton was on a first-name basis with hundreds of people due to his genuine amiable personality. He didn’t hesitate to contact them for help regarding an investment decision if they had extensive knowledge about a particular industry. 

			8. Think and Act Productively

			The eighth pillar is thought control. Templeton explained, “If you fill up the entire capacity of your mind with thoughts that you think are good and productive, you won’t have room for the others. The ones you want to crowd out are feelings of envy, hatred, covetousness, self-centeredness, criticism, revenge—and also any time-wasting thoughts that are unproductive for your ultimate goals in life.”17 Templeton focused his energies on investments and his religious commitments. He avoided television and movies and said that he didn’t have time to read novels because he prioritized more important things in his life. 

			He was so punctual that he would set his watch ten to fifteen minutes ahead of time and arrived at meetings early. His punctuality was a reflection of his respect and courtesy for the schedules of others as well as his own efficiency. He always brought along reading material to review during his “dead time,” such as waiting for others to arrive or during plane or subway rides.

			On the television program Wall Street Week, Frank Cappiello once asked John Templeton what qualities a young professional should look for to be successful in the investment business. His answer was, “Frank, diligent work; simple-minded common sense; thrift and prayer.”18 

			9. Think Positively and Be an Optimist

			The ninth pillar is to think positively, be an optimist, and expect success. Not everything Templeton did was a success. He admitted that he counted more than a dozen business ventures that he started that were never successful. He viewed these as opportunities to learn rather than as defeats. He said, “I do believe that positive thinking is a great help—not only in spiritual growth and human relations, but a help in financial matters and every other activity in life.”19 He looked for the good in people rather than dwelling on their flaws. In almost every guest appearance on Wall Street Week with Louis Rukeyser, John Templeton’s optimism and gratefulness were refreshing antidotes to popular pessimism and worries.

			The crash on October 19, 1987, is referred to as Black Monday, when the Dow Jones Industrial Average sank 22.6 percent. A few days after that Monday, Templeton was a voice of calm reason on Wall Street Week with Louis Rukeyser. Rukeyser asked Templeton, “Have you changed that (optimistic) attitude a little?” 

			Templeton responded, 

			No, Louis. The outlook is so wonderful that none of us really understands. All the world is progressing more and more rapidly. Half of all that’s been discovered in science was in the last fifty years, half of all discovered in medicines were in the last twenty years, there are ten times as many shareholders now as there were forty years ago. The pension funds, the individual retirement accounts, are all growing so rapidly and the quantity of shares available to buy is shrinking so that in the long run, shares prices are likely to be much higher than they ever been before. There has never been a time in the last forty years when you could have invested in common stocks that you wouldn’t have made money over a five-year period. We are already now well into a bear market, but it’s possible the bear market has already ended.20 

			The bear market retested its low in early December, but one year after the crash, the S&P 500 was 23 percent higher. Templeton presciently observed that, unlike the 1929 crash, the bear market in stocks in 1987 would not spill over into a general business decline because there were economic buffers, such as unemployment insurance, guarantees of bank deposits, insurance on broker’s accounts, and social security.

			In nearly every interview, his unflinching optimism was clear, consistent, and backed with evidence. 

			From a long-range viewpoint, I believe the rate of progress is going to be greater in the next twenty years than in any previous twenty years in history. Because the two greatest worries of our lifetime have been largely removed. One was the fear of nuclear war. Up until four years ago, that was a major factor for everybody. The other one was the fear that the communists were right when they said they were going to dominate the earth. They had captured twenty-three nations. None had ever become free again up until four years ago. Those two great threats had a depressing influence. Now that they are gone, there’s going to be more investing across international boundaries, more foreign trade, less money wasted on armaments, more spread of brotherhood and religion. The whole world is coming into a peaceful, glorious, rapid growth period.

			I would go as far to say I believe the standard of living in America will double within twenty-five years, which is an enormous rate.... There are so many good things that are not publicized. For example, the number of people attending universities in America is ten times as great as it was a hundred years ago. The number of people getting doctor’s degrees in America now is ten times as great as it was just sixty years ago. …In 1800, 85 percent of the people had to live on the farms just to produce enough food. Now, with a little over 3 percent of Americans on the farms, we worry about surpluses, not shortages of food. This could go on and on.”21

			I had the pleasure of meeting Sir John Templeton at a dinner in 1998 when he was honored by the Independent Institute for outstanding global contributions in advancing business excellence, free market entrepreneurship, education, and moral principles, as well as for his role as a champion of freedom and free competition to allow people to pursue their God-given talents in every nation. His genuine optimism and humility were fully evident that evening:

			We need to recognize that we are living in the most glorious period of world history. In almost every area of life, you can see how much has been accomplished by free competition… The amount of knowledge on Earth took a thousand years to double, but now some experts in knowledge say that knowledge is doubling every three years; some say faster than that. But suppose knowledge continues to double every three years—I predict it will accelerate—but even if it just continues to double every three years, a little arithmetic will show you that, in only thirty years, you’ll have a thousand times as much information as you have today. And in sixty years, you’ll have a million times as much information as we have now.

			What has been said tonight is extremely heartwarming, of course. But it also makes me feel very, very humble. I do not deserve the wonderful things that you have said. You deserve them. It is the people here who have been tremendous leaders and innovators in bringing blessings to the world. All over this room are people who are doing things far more wonderful than I have been able to do. I do believe that you are the heroes. I believe that you are the benefactors of humanity—and I believe you are carrying out God’s purposes…. So finally, my friends, I love you, every one of you. I love you to an unlimited extent and without exception. I try my best to love every human being without any exception, and I think you share that viewpoint with me. And if you do that, all other things seem to fall in place: success comes to you, happiness comes to you, wealth comes to you, and much more, if you genuinely try your level best to love every human being to an unlimited extent without any exception.

			And so tonight, dear friends, I look forward to living enough longer after my current age of eighty-five that I can attend a great banquet to toast the wonderful things that you, all of you, will have done to help freedom and religion.22

			10. Mental Preparation 

			These pillars of Templeton’s mental model of investing are fastened together with three stages of mental preparation. They are prayer, retreat, and generous giving. 

			Prayer

			Templeton attributes prayer as the most instrumental factor in his success as an investor, giving him clarity of mind and insights he otherwise wouldn’t have had. He prayed throughout the day, often simply saying, “Thy will be done.” Templeton believed that prayer should be an appeal that “God will use you as a clear channel for His wisdom and His love.”23 With particularly difficult decisions, after Templeton gathered all the information he needed, he would petition God before going to sleep, “God, I have done the best I can—now guide me in my decision.” The next morning, very often he would have an answer that was better than he could have thought by himself the day before.

			We start all of our meetings—including our shareholders’ meetings and our directors’ meetings—with prayer. If you start meetings with prayer, the meetings are more fruitful and more productive; you reach decisions that are more likely to help everybody concerned. There is less controversy if you begin a meeting with prayer. Or, as I like to say, ‘Prayer helps you to think more clearly.’ And in selecting investments, that is the most important thing—to be able to think more clearly.24 

			Templeton’s emphasis on prayer, which was absent during the first twenty years of his career, coincided with his greatest performance success of the Templeton Growth Fund. Templeton became a self-styled capitalist missionary. He observed that “the people who have become professionals in most religions are relatively ignorant about the workaday world…they become caught up in the concept that if someone becomes rich, it’s because he stepped on someone else. That’s not true. You become rich by helping people.”25 He even advocated that the American government should make every American a shareholder. He believed it would help the sick and poor, help people understand business, and give people self-respect.

			Retreat

			The retreat principle also coincided with Sir John’s greatest performance success of the Templeton Growth Fund. In 1951, Templeton’s wife Judith died tragically when they were touring Bermuda on motorbikes. With three young children, Templeton married his neighbor Irene Reynolds Butler in December 1958, who had two children of her own. As the 1960s progressed, Templeton realized that he “had spent my early career helping people with their personal finances, but helping them to grow spiritually began to seem so much more important.” 

			He and Irene chose the Bahamas as their permanent home in 1968 where they could find time for reflection in a beautiful setting. It was conducive to religious study and work, and was detached from Wall Street’s excessive fear and enthusiasm. While New York provided access to investment information and an opportunity to build a client base early in his career, he felt it was now time to leave the hectic, high-pressure environment of Wall Street for the tranquility of the Bahamas where he could think more clearly and more creatively.

			I find it’s (the shade of a beach) an excellent place to work. You can work with greater concentration there than you can in an office or in a home. I spend, at most, an hour a day at the beach thinking and doing my work…I do it almost every day I’m not traveling, and that turns out to be about one hundred and fifty days a year. To be able to work with the sand and the ocean surrounding me seems to help me think in worldwide terms.26

			Sir John later added another benefit of a regular retreat from daily distractions: “Once we got 1,000 miles away, it was easier to do the opposite of everybody else.”27 He devoted thirty hours a week to managing his family’s investments and the Templeton Growth Fund, and another thirty hours to his religious and philanthropic work. The Bahamian location allowed him to devote more time for value-added research in his search for bargains. It limited distractions, the heavy time demands of administration and client meetings, and allowed Templeton more time to practice his strength of securities analysis.

			He built a Southern plantation-style house in the exclusive Lyford Cay Club on the main island of New Providence and became a British citizen to more fully help his adopted country. The Lyford Cay Club had about 1,000 members who were successful industrialists from more than two dozen countries. This provided Templeton with access to firsthand information from a valuable network of contacts in a relaxed setting. 

			As mentioned in Chapter 2, the performance record of the Templeton Fund dramatically improved after Sir John moved to the Bahamas. “With the advantage of hindsight now, I think there are two reasons for this success,” Templeton explained. 

			One is that if you’re going to produce a better record than other people, you must not buy the same things as the other people. If you’re going to have a superior record, you have to do something different from what the other security analysts are doing. And when you’re a thousand miles away in a different nation, it’s easier to buy the things that other people are selling, and sell the things that other people are buying. So that independence has proved to be a valuable help in our long-range performance.28 

			Templeton believed that a career as a securities analyst is a ministry comparable to ministers, lawyers, and doctors. 

			If service for others is the motive of your life, then happiness and wealth are likely to come to you. The security analysis profession helps to provide for investors the benefits of greater security, personal freedom, mobility, and self-reliance…It is well known that the rich invest in entrepreneurship, and the poor save and conserve.29

			Give Generously

			The third mental fastener to Templeton’s mental pillars was to give generously of his time, talent, and treasure. In his early years, he gave 20 percent of his earnings to charities and even more in his later years. He was most famous for his namesake Templeton Foundation program of Prizes for Progress in Religion. The cash award at its inception was larger than the Nobel Peace Prize or any other award, to reflect that progress in religion of all types is more important than progress in any other area. He believed that he would do more good with his wealth by encouraging others to use scientific methods to answer spiritual questions. As of 2013, the financial prize was £1,100,000, second only to the financial prize award by the Fundamental Physics Prize Foundation. The first recipient was Mother Teresa of Calcutta in 1973 “for her extraordinary efforts to help the homeless and neglected children of Calcutta,” six years before she received the Nobel Peace Prize. Other recipients included Aleksandr Solzhenitsyn and Billy Graham. 

			To emphasize their sense of gratitude, John and Irene traditionally sent Thanksgiving cards on Thanksgiving Day rather than Christmas cards. Templeton credited his religious convictions with influencing his investment philosophy and success: “If people will recognize the unique prosperity and blessing of modern life and give thanks for them, it will translate into a happier life and also lead to more money…If you take seriously all the tragedies in life, you are unaware of the opportunities. Everybody finds what they are looking for.”30 

			Templeton frequently reminded investors to raise their sights from everyday worries to be thankful for our economic progress: “If you do not fall down on your knees each day, with overwhelming gratitude for your blessings—your multiplying multitudes of blessings—then you just have not yet seen the big picture.”31 He observed in 1984 at a speech before the Financial Analyst Federation, that as recently as sixty-five years earlier, there was no Social Security, no unemployment insurance, no SEC, no capital gains tax, no air mail, no airlines, no antibiotics, no nylon, no frozen foods, no TV, no transistors, no lasers, no fax, no Xerox, and no nuclear energy. If he were alive today, he would also include email, the internet, Google search, biotechnology, laptops, tablet computing, and mobile phones. 

			As enthusiastic as Sir John was about the impact of investing, he was equally enthusiastic about religion:

			What we say about investments isn’t as lasting as what we say about spiritual matters. But actually, my two passions are related: economic freedom and religion go hand in hand. I’ve watched businesses for over fifty years. Those that succeed, help the customer. Those that cheat, fail. The way to be successful in financial affairs is to have an attitude of gratitude32. 

			The exceptions are publicized so much more rapidly and pervasively, and it is a media problem, according to Sir John. 

			The availability of the information (about wrongdoing) is so much more rapid and extensive than it ever was. And the fact that 999 out of 1,000 on Wall Street are straight arrows doesn’t make news. The percentage of people in trouble is no higher than it was twenty years or fifty years ago. It’s just that people hear about it more. Up until twenty years ago, there was no radio or television coverage of the subject of Wall Street.33 

			Sir John thought that the most important thing business schools can teach is ethics. Templeton believed in using his God given talent as long as he could and had no intention of retiring. 

			I have no intention of retiring, Louis. God gave every one of us some talents, not the same talents or the same quantity of talents, but some talents, and therefore, I think he expects us to use them as long as he allows. So I intend to continue to help people with investments.34 

			He added, “So I intend to work as long as God allows, trying to help people not only financially but spiritually.”35

			In summary, the ten pillars to John Templeton’s mental model that supported his attitudes toward the process of investing are:

			  1.	Be A Bargain Hunter

			  2.	Diversify Investments

			  3.	Invest Overseas Only in Free Enterprise Countries

			  4.	Keep an Open Mind

			  5.	Be Patient

			  6.	Research Thoroughly

			  7.	Consult Your Network

			  8.	Think and Act Productively

			  9.	Think Positively and Be an Optimist

			10.	Prepare Mentally

			While these ten pillars represent Templeton’s approach, it is also interesting to see how he saw his investment pillars. There is some overlap. In January 1992, Templeton penned an article for World Monitor where he offered his list of sixteen enduring principles for investment success. Some of these are repeated elsewhere, but together they are timeless principles that are worth revisiting more than once.

			  1.	Invest for maximum total real return (after taxes, inflation, trading commissions, and fees).

			  2.	Invest—don’t trade or speculate. Commissions can consume your profits if you treat the market like a casino. Momentum investing—that is, simply buying recent winners and selling recent losers—ignores valuation and risk. 

			  3.	Remain flexible and open-minded about types of investment, i.e., Blue-chip stocks, cyclical stocks, corporate bonds, convertible stocks, U.S. treasuries, and cash.

			  4.	Buy low. Simple in concept but difficult to execute. “Buy low” does not necessarily mean buy stocks that are low-priced or stocks whose price has recently declined. “Buy low” means to buy when the stock price is low relative to a company’s intrinsic value as estimated by forecasting what the company’s earnings and cash flow will be in five years. This is likely when sentiment has reached maximum pessimism but is not solely contrarian. Valuation is critical. 

			  5.	Search for bargains among quality stocks, such as a leader in sales or technology, strong management with a proven track record, low-cost producer, well-capitalized, or well-known trusted brand for a consumer product. Quality stocks, particularly those that have a predictable recurring business have staying power, and an investor has a higher conviction to forecast long-term earnings power and intrinsic value.

			  6.	Buy value, not market trends or the economic outlook. Do the right thing for clients by investing only in stocks that represent good value, and don’t be guided by index weights, popular holdings by competitors, peer pressure, or consensus macro worries.

			  7.	Diversify—by company, by industry, by risk, and by country. Templeton said, “The only investors who shouldn’t diversify are those who are right 100 percent of the time.” Diversify, but only in attractively valued stocks.

			  8.	Investigate before investing. Do your due-diligence or hire experts to help. There is no substitute for hard work.

			  9.	Aggressively monitor your investments. There are no stocks you can buy and forget because the pace of change is too great. Stocks may become too expensive or the company’s competitive advantage may have eroded.

			10.	Don’t panic. Sell when a stock is expensive or when you find a more attractive stock; otherwise don’t sell, especially after a sharp market decline.

			11.	Learn from your mistakes and the mistakes of others. Determine what went wrong and how you can avoid the same mistake again.

			12.	Begin with prayer so you can think more clearly, make fewer mistakes, and make wise decisions.

			13.	Recognize that outperforming the market is difficult. The market index doesn’t pay salaries to security analysts or portfolio managers and doesn’t hold cash to redeem shares.

			14.	Investing success is a process of continually seeking answers to new questions as the economy, political environment, and universe of investments are always changing. Securities or industries that become popular will eventually lose their luster. Don’t become complacent.

			15.	Never invest purely on sentiment, analyst’s recommendations, or tips. Conviction is built upon your own work to conclude that your facts and reasoning are right.

			16.	Don’t be fearful or misled by media pessimism. Sir John was eternally bullish on the drive, ingenuity, and resourcefulness of societies to advance living standards within a free market system. In his own words:

			Because we have free communications here, if you’re going to succeed in communications, you have to cater to the human weakness of desiring horrible things. And now communications are so much greater than it was when I became an investment counselor. At that time, there was no television. There was no program about investments on earth at that time. Now we’re just flooded with communications. As a result, we’re flooded with bad news. And this bad news is making people depressed at a time when prosperity is at its greatest ever. We should be so optimistic. We have more blessings than at any time in history. And I notice it particularly in reading the newspapers. The newspapers will interpret almost anything in bearish terms. Catastrophes, murders, and so forth that happened fifty years ago in Asia were not heard of. Now they’re on the front page of the newspaper. And this has a depressing effect. I believe though, that it will wear off. I believe that there’s only a certain amount of bad news that we can take. As we get used to it, we will gradually learn to overlook it—just as the people in the communist nations began to overlook what was in their newspapers.36 
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