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Chapter 1THE MIRACLE OF ST. AGNESAmateur stockpicking is a dying art like a baking pie that loses out of packaged goods. An extensive army of mutual fund managers paid nicely to do for the portfolios that Sarah Lee made for the cakes. I'm sorry this is happening. It bothered me when I was a fund manager, and it bothers me even more now that I have
joined the ranks of non-professionals, investing in my spare time. This decline in amateurs accelerated during the big bull market of the 1980s, after which fewer people owned shares than at the beginning. I was trying to determine why it happened. One reason is that the financial press has made us Wall Street types into celebrities, a notoriety that has been
largely undeserved. The stock stars were treated like rock stars, giving an amateur investor the false impression that he or she couldn't hope to compete with so many geniuses with M.B.A. degrees, all wearing Burberry cloaks and armed quotrons. Rather than fight these Berberryed geniuses, a large number of average investors have decided to join them by
putting their serious money into mutual funds. The fact that up to 75 percent of these mutual funds have failed to perform even, and the stock market on average proves that genius is not reliable. But the main reason for the fall of the amateur stock should be losses. It's human nature to keep doing something as long as it's nice and you can succeed in doing it,
which is why the world's population continues to grow rapidly. In addition, people continue to collect baseball cards, antique furniture, old fishing lures, coins and stamps, and they have not stopped fixing houses and reselling them, because all these activities can be profitable as well as enjoyable. So if they're out of the stock, it's because they're tired of losing
money. It is usually the richer and more successful members of society who have the money to put in stocks in the first place, and this group is used to getting into school and patting on the back at work. The stock market is one place where high achievement is regularly displayed. It's easy to get an f here. If you buy futures and options and try to sty the
market, it's easy to get all the f, which should be what happened to the multitude of people who have fled to mutual funds. This does not mean that they stop buying stocks in general. Somewhere in the future they get a tip from Uncle Harry, or they overheard a conversation on the bus, or they read something in a magazine and decide to take the pilot on a
dubious run, with their play money. This split between serious money invested in funds and playing money for individual stocks is a recent phenomenon that encourages the stockpicker's whims. it can make these unreasonable party bets on a separate account with a discount broker that the spouse should not know. How To disappears as a serious hobby,
methods like to evaluate the company, income, growth rates, etc., are being forgotten right along with the old family recipes. With fewer retail clients interested in such information, brokerage houses are less likely to volunteer it. Analysts are too busy talking to institutions to worry about educating the masses. Meanwhile, brokerage house computers are busily
collecting a wealth of useful information about companies that can be spewed in almost any form for any client who asks. About a year ago, Fidelity's director of research, Rick Spillane, interviewed several leading brokers about databases and so-called screens that are now available. A screen is a computer list of companies that have basic characteristics,
such as those that pay dividends for 20 years in a row. This is very useful for investors who want to specialize in this kind of company. At Smith Barney, Albert Bernazati notes that his firm can provide 8-10 pages of financial information about most of the 2,800 companies in the Smith Barney universe. Merrill Lynch can make screens on ten different variables,
Value Line's investment review has screen value, and Charles Schwab has an impressive data service called Equalizer. However, none of these services are used. Merrill Lynch's Tom Reilly reports that less than 5 percent of its customers use stock screens. Jonathan Smith of Lehman Brothers says the average retail investor doesn't use 90 percent of what
Lehman has to offer. In previous decades, when more and more people were buying their own shares, the stockbroker itself was a useful database. Many old-fashioned brokers have been students of a particular industry, or a particular handful of companies, and can help teach clients all and every go. Of course, you can go overboard in glorifying an old-
fashioned broker like the Wall Street equivalent doctor who made house calls. This happy notion contradicts opinion polls, which usually rank a stockbroker slightly below the politician and seller of used cars on the scale of popularity. However, the departed broker has done more independent research than today's version, which is likely to rely on information
obtained at the home of his or her own firm. Newfangled brokers have many things other than stocks for sale, including annuities, limited partnerships, tax havens, insurance policies, CDs, bond funds, and stock funds. They need to understand all these products, at least well enough to make the box. They have neither the time nor the inclination to track
utilities or retail or the automotive sector, and since few customers invest in individual stocks, there is demand for their stockpicking tips. Anyway, the largest commissions of brokers are made elsewhere, on mutual funds, funds, and in-game options. With fewer brokers offering personal guidance for fewer stock pickers, and with a climate that encourages
fractious speculation with fun money and exaggerated reverence for professional skills, it's no surprise that so many people come to the conclusion that choosing their own stocks is hopeless. But don't say that for students in St. Agnes.THE ST. AGNES PORTFOLIOThe fourteen stocks shown in the table 1-1 were the top picks of a spirited group of seventh-
grade portfolio managers who attended St. Agnes School in Arlington, Massachusetts, a suburb of Boston, in 1990. Their teacher and CEO, Joan Morrissey, was inspired to test the theory that you don't need a quotron or Wharton M.B.A., or, for that matter, even a driver's license to succeed in promotions. You won't find these results listed in the Lipper report
or in Forbes, but investments in the St. Agnes portfolio model yielded a 70 percent increase over two years by pulling out the S'P 500 composite, which gained 26 percent in the same time period, on a whopping profit. In the process, St. Agnes also outperformed 99 percent of all mutual equity funds, whose managers paid significant sums for their specialist
selection, while young people are happy to agree to a free breakfast with a teacher and a movie. Table 1-1. St. AGNES PORTFOLIOCompany 1990-91 Performance (%)Wal-Mart 164.7Nike 178.5Walt Disney 3.4Limited 68.8L.A. Gear - 64.3Pentech 53.1Gap 320.3PepsiCo 63.8Food Lion 146.9Topps 55.7Savannah Foods - 38 .5IBM 3.6NYNEX - .22Mobil
19.1Total Возврат для Портфолио 69.6S-P 500 26.08Тотал доходность 1 января, 1990 - 31 декабря, 1991Я был осведомлен об этой прекрасной производительности через большой записки послал в мой офис, в котором семиклассники не только перечислили их топ-рейтинг выбор, но обратил фотографии каждого из них. Это подводит
меня к принципу Петра: #3 никогда не инвестируйте в любую идею, которую вы не можете проиллюстрировать карандашом. Это правило должно быть принято многими взрослыми денежными менеджерами, любителями и профессиональными, которые имеют привычку игнорировать понятно прибыльное предприятие в пользу
необъяснимого предприятия, которое теряет деньги. Наверняка это держало бы инвесторов подальше от Dense-Pac Microsystems, производителя «модулей памяти» , stocks of which, alas, fell from $16 to 25 cents. Who could paint a picture of the Dense-Pac microsystem? In order to congratulate the entire department of the St. Agnes Foundation
(which doubles as Ms. Morrissey's social studies class), as well as to learn the secrets of its success, I invited the group to lunch at the Executive Dining Room of Fidelity, where, for the first time, pizza was served. There, Ms Morrissey, who has taught at St. Agnes for 25 years, explained how her class is divided each year into teams of four students each, and
how The team is funded with a theoretical $250,000 and then competes to see who can make the most of it. Each of the Teams that have taken nicknames such as Rags to Wealth, Wizards of Wall Street, Wall Street Women, Money Machines, R Us shares, and even Lynch Mob, and chooses a favorite stock to be included in the note, which is how the
portfolio model is created. Students learn to read the financial newspaper Investor's Business Daily. They come with a list of potentially attractive companies and then research each one, checking the income and relative strength. Then they sit down and review the data and decide which stocks to choose. This is a similar procedure, followed by many Wall
Street fund managers, though they are not necessarily as skilful at this as children. I'm trying to stress that a portfolio should have at least ten companies, with one or two providing pretty good dividends, says Ms Morrissey. But before my students can put any stock in the portfolio, they need to explain exactly what the company is doing. If they can't tell the
class the services it provides or the products it makes, then they can't buy it. Buying what you know about is one of our themes. Buying what you know about is a very complex strategy that many professionals neglect in practice. One of the companies the students in St. Agnes knew about was Pentech International, a manufacturer of colored pens and
markers. Their favorite Pentech product, with a marker at one end and a marker at the other, was introduced into Ms. Morrissey's classroom. This pen was very popular and some of the kids even used it to highlight their stock choices. It wasn't long before they investigated Pentech themselves. The stock was selling for $5 at the time, and students found that
the company had no long-term debt. They were also impressed by the fact that Pentech has made a superb product which, judging by its popularity in the house, is likely to be just as popular in classrooms across the country. Another positive thing, from their point of view, was that Pentech was a relatively unknown company, compared to, say, Gillette, the
creator of Paper Mate pens and the Good News razors they saw in their fathers' bathrooms. Trying to come to the aid of a colleague, the managers of the St. Agnes Foundation sent me a pen Pentech and offered me a look into this wonderful company. That's the advice I'd like to take. After I received the advice of research and neglected to act on it, the stock
almost doubled, From 5 1/8 to a maximum of 9 1/2.This same child eye approach to stockpicking led 1990 St. Agnes Fund managers to the Walt Disney Company, two sneaker manufacturers (Nike and L.A. Gear), Gap (where most of them buy their clothes), PepsiCo (which they know in four different ways through Pepsi-Cola, Pizza Hut, Kentucky Fried
Chicken, and Frito-Lay), and Topps (the manufacturer). We were very much in cards in seventh grade, Mrs. says: so there was no doubt about whether to own Topps. Again, Topps produced what kids could actually buy. At the same time, they felt that they were contributing to the income of one of their companies. They got to others like this: Wal-Mart,
because they were shown a videotaped segment of Lifestyle by the rich and famous that featured Wal-Mart founder, Sam Walton, talking about how investment benefits the economy; NYNEX and Mobil because of their excellent dividends; Food Lion, Inc., because it was a well-run company with high returns on equity, and also because it was shown in the
same segment of the video that presented them to Sam Walton. Ms. Morrissey explains: The focus was eighty-eight citizens of Salisbury, North Carolina, who each bought ten shares of Food Lion shares for a hundred dollars when the company went public back in 1957. The thousand dollars invested then became fourteen million dollars. Do you believe that?
All these eighty-eight people became millionaires. These facts impressed all the children, to say the least. By the end of the year they had forgotten a lot of things, but not the history of Food Lion. The only clunker in the model portfolio is IBM, which I don't have to tell you has been a favorite of professional adult money managers for 20 years (your really
included - adults keep buying it and keep wishing they didn't). The reason for this destructive obsession is not hard to find: IBM is an approved stock that everyone knows and a fund manager can't get into trouble for losing money on it. (1) It's not real money. True, but what? If anything, the pros should be relieved that St. Agnes doesn't work with real money -
otherwise, based on St. Agnes's performance, billions of dollars can be pulled from conventional mutual funds and handed over to children. (2) Anyone could choose these stocks. If so, why didn't anyone? (3) Kids are lucky with a bunch of their favorite choices. Perhaps, but some of the smaller portfolios selected by the four-person teams in Ms. Morrissey's
class did just as well or better than the model portfolio chosen by the class as a whole. The winning four in 1990 (Andrew Castiglioni, Greg Bialah, Paul Knissell and Matt Keating) chose the following shares for reasons noted: 100 Disney shares (Every child can explain it.) 100 shares of Kellogg (They loved the product.) 300 shares of Topps (Who doesn't sell
baseball cards?) 200 shares of McDonald's (People should eat.) 100 shares of Wal-Mart (a remarkable rise.) 100 shares of Savannah Foods (They got 100 shares of Savannah Foods(They're got. 5000 shares of Jiffy Lube (cheap on Hasbro shares (it's a toy company, isn't it?) 1000 shares of Tyco Toys (ditto.) 100 shares of Ibm (premature adulthood). 600
shares of National Pizza (No one can give up pizza.) 1000 shares of the Bank of New England (how low can it go?) is the last stock I owned myself and lost money, so I can estimate the error. It was more than anti-influenced by the boys' two best picks, National Pizza and Tyco Toys. These four bags would have done wonders for any portfolio. Andrew
Castiglioni opened the national pizza by scanning the NASDA's list, and then he followed up his discovery by singing some of the company's research - a crucial second step that many adult investors continue to drop. The winning foursome in 1991 (Kevin Spinale, Brian Hough, David Cardillo and Terence Kiernan) split their money between Philip Morris,
Coca-Cola, Texaco, Raytheon, Nike, Merck, Blockbuster Entertainment and Playboy Enterprises. Merck and Texaco got their attention because of good dividends. Playboy got their attention for reasons that had nothing to do with the company's foundations, although they noticed that the magazine had a large circulation and that Playboy owned a cable
channel. The entire class was introduced by Raytheon during the Gulf War, when Ms. Morrissey's students sent letters to troops in Saudi Arabia. They developed regular correspondence with Major Robert Swish, who described how the Scud missile hit a few miles from his camp. When portfolio managers learned that Raytheon had made a Patriot rocket, they
couldn't wait to investigate the stock. It was a good feeling, Ms. Morrissey said, knowing that we had a theoretical financial interest in the weapons that kept Major Swisher alive. St. AGNES CHORUSAfter visiting Fidelity, eating pizza in the executive dining room, and giving me Pentech advice I wish I would have taken, St. Agnes stock experts returned the
favor by inviting me to contact the school and visit their portfolio department, just as the class. In response to my visit to this 100-year-old institution, which offers classes from kindergarten to eighth grade, I received a cassette that the students recorded. This wonderful tape included some of their own stocking ideas and tricks as well as a few that I suggested
and they decided to repeat back to me, if only to make sure I didn't forget them myself. Here are some of their comments: Hi, it's Laurie. One thing I remember you tell us over the last seventy years has the market has declined forty times, so the investor should be ready to be in the market in the long run.... If I ever invest money in the market I'll be sure to
save money in hi, it's Felicity. I remember you telling us a story about Sears and how, when the first malls were built, Sears was ninety-five percent. when I invest in stocks, I will know to invest in a company that has opportunities for growth. Hey, it's Kim. I remember talking to you and you said that while K Mart went to all the big cities, Wal-Mart was doing even
better because it went to all the small cities where there was no competition and I remember you said you were a guest speaker at the Sam Walton awards ceremony, and just yesterday Wal-Mart was sixty dollars and they announced two to one split. It's Willie. I just want to say that all the kids were released when we had pizza for lunch. Hey, it's Steve. I just
want to tell you that I convinced my group to buy a lot of Nike shares. We bought fifty-six dollars per share; it is currently worth seventy-six dollars per share. I have a lot of pair of sneakers, and they are comfortable shoes. Hey, it's Kim, Maureen and Jackie. We remember you told us that Coca-Cola was OK company until five years ago when they came out
with a Diet of Coke and adults went from drinking coffee and tea to a Diet of Coke. Lately Coke just split its stock by eighty-four dollars and is doing very well. At the end of the tape, the entire seventh-grade briefcase repeated the following maxims in unison. It's a chorus that we all have to remember and repeat in the soul to save ourselves from future
mistakes: good company usually increases its dividends every year. You may lose money in a very short time, but it takes a long time to make money. The stock market really isn't a gamble, as long as you choose good companies that you think will do well, and not just because of the share price. You can make a lot of money with the stock market, but then
again you can also lose money, as we proved. You should research the company before you put your money into it. When you invest in the stock market, you should always diversify. You have to invest in a few stocks because out of every five you choose one will be very large, one will be very bad and three will be fine. Never fall in love with a stock; always
have an open mind. You don't have to just pick stocks - you have to do your homework. Buying shares in utility companies is good because it gives you higher dividends, but you will make money in rising stocks. Just because the stock is going down doesn't mean it can't go lower. In the long run, it is better to buy shares in small companies. You don't have to
buy stocks because it's cheap, but because you know a lot about it.Ms. Morrissey continues to do his best to promote amateur stockpicking, not just with students but with her fellow teachers, whom she inspired to start her own investment club, Wall Street Wonders. There are twenty-two members, including me (honorary), and Swisher.The Wall Street Miracles
had a decent record, but not as good as the students. Wait until I tell other teachers, Ms Morrissey said after we passed over the numbers, the numbers, Children's stocks have done better than ours. 10,000 INVESTMENT CLUBS may not be wrongEvidence that adults as well as children can beat the mid-market with a disciplined approach to stock collection
coming from the National Investor Association Corporation, based in Royal Oak, Michigan. This organization represents 10,000 stock clubs, and publishes a guidebook and monthly magazine to help them. NAIC also reports that in 1991 61.9 percent of its chapters were made, and also better than the S-P 500. Sixty-nine per cent again surpassed that average
in 1992. The key to the success of these investment clubs is that they invest in a regular schedule that takes guesses from whether the market is headed up or down, and does not allow the momentum of buying and impulse sales that spoil so many nest eggs. People who invest in stocks automatically, the same amount each month, through their retirement
accounts or other retirement plans, will profit from their self-discipline just like clubs. The following calculations, made at my request by Fidelity's technical department, strengthened the case for scheduling investment. If you invested $1,000 in the S'P 500 index on January 31, 1940, and left it there for 52 years, you would have $333,793.30 in your account.
This is only a theoretical exercise, as there were no index funds in 1940, but it gives an idea of the value of sticking to a wide range of stocks. If you added $1,000 to your initial expenses every January 31st for the same 52 years, your $52,000 investment would now cost $3,554,227. Finally, if you had the courage to add another $1,000 each time the market
fell by 10 percent or more (it happened 31 times in 52 years), your $83,000 investment will now cost $6,295,000. Thus, there are substantial rewards for taking a regular investment routine and following it no matter what, and additional rewards for buying more shares when most investors are afraid to sell. All 10,000 NAIC clubs kept their schedules during and
after the Great Correction in October 1987, when the end of the world and the end of the banking system were widely predicted. They ignored the terrible rhetoric and continued to buy shares. A person may be afraid of shares and then regret it, but in clubs nothing can be achieved without a majority of votes. The committee rule is not always good, but in this
case it helps to ensure that no stupid offer to sell everything will be carried out by the group. Collective decision-making is one of the main reasons that club members tend to be better off with the money they invest with the group than with the money they invest in their private accounts Side. Clubs meet once a month, either in members' homes or in rented
conference rooms at local hotels, where they trade ideas and decide what to buy next. Everyone is responsible for researching one or two companies and keeping an eye on the latest developments. This takes the whim out of stockpicking. No one is going to stand up and announce: We need to buy Home Trading Network. I overheard the taxi driver say it's a
sure thing. When you know your recommendations will affect your friends' wallets, you tend to do your homework. For the most part, naIC groups are buying shares in well-managed growth companies with a history of prosperity, and in which earnings are on the rise. This is the land of many baggers where it is not uncommon to make 10, 20, or even 30 times
your initial investment in a decade. In 40 years of experience, NAIC has learned many of the same lessons I learned at Magellan, starting with the fact that if you choose stocks in five different growth companies, you will find that three will perform as expected, one will run into unforeseen problems and will disappoint you, and the fifth will do better than you
could imagine, and will surprise you with a phenomenal comeback. Because it is impossible to predict which companies will do better than expected and which are worse, the organization advises that your portfolio should include at least five shares. NAIC calls it rule Five.The NAIC Investors Guide, which the director kindly sent to my office, contains several
important maxims that can be added to the repertoire of the St. Agnes Choir. They may be chanting as you mow the lawn, or, better yet, read just before picking up the phone to call the stockbroker: Keep no more stock than you can stay up to date. Invest regularly. You want to see, first, that sales and earnings per share are moving forward at an acceptable
rate and secondly that you can buy shares at a reasonable price. It is good to consider the financial strength and debt structure to see if a few bad years will hinder the long-term progress of the company. Buy or don't buy shares based on whether the growth meets your goals and whether the price is reasonable. Understanding the reasons for past sales
growth will help you form a good judgment about the likelihood of past growth continues. To help investors delve deeper into these issues, NAIC offers its investors a guide and home-school course that teaches them how to calculate revenue growth and sales growth; How to determine based on earnings if the shares are cheap, expensive or at a fair price;
and how to read the balance sheet to tell if the company has the means to survive difficult times. For people who enjoy working with numbers and who want to do more challenging investment homework than they do it's a good place to start. NAIC also publishes a monthly magazine, Better Investing, which recommends promotions in prospective growth
companies and provides regular updates to their status. For more information, call the organization at P.O. Box 220, Royal Oak, MI 48068, or call (313) 543-0612. This completes my unpaid and unsolicited advertising. Copyright Per copy; 1993, 1994 Peter Lynch Lynch
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