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Table I 

MCM ANNUAL INVESTMENT PERFORMANCE  

 

 

 
 
 
 

TABLE II 

MCM MULTI-YEAR COMPOUNDED INVESTMENT PERFORMANCE 

 

 

 
* Disclosure:  The MCM Equities Composite shows the performance of the equity investments in all discretionary fee-paying 
accounts managed by MCM.  Historical returns include accounts that may no longer be under our management.  The MCM 
Total Account Composite shows the performance of all assets held in fully discretionary fee-paying accounts who have given us 
authority to invest 100% of the account in equities and are managed per our model portfolio.  Because we began presenting the 
Total Account Composite in 2008, it contains only accounts that were actively managed on December 31, 2008, plus accounts 
that have since been added.  MCM believes that because the fully discretionary accounts are, and historically have been, so 
similarly managed in terms of types and proportions of securities, survivor bias—if any—is not material.  Both MCM 

Annualized Growth Rate

MCM

MCM Total S&P Relative

Year Equities * Account 500 Performance

(1) (2) (1)-(2)

2000 29.3% 21.3% -9.1% 30.4%

2001 22.7% 16.4% -11.9% 28.3%

2002 -13.6% -11.5% -22.1% 10.7%

2003 33.9% 25.1% 28.7% -3.6%

2004 4.7% 3.5% 10.9% -7.4%

2005 -0.2% -0.7% 4.9% -5.6%

2006 5.0% 0.8% 15.8% -15.1%

2007 1.5% 3.2% 5.5% -2.4%

2008 -21.5% -7.8% -37.0% 29.2%

2009 51.4% 21.6% 26.5% -4.9%

* Net of fees

MCM

Period Ending MCM Total S&P Relative

December 31, 2009 Equities * Account * 500 * Performance

(1) (2) (1)-(2)

Ten Years 9.3% 6.5% -0.9% 7.4%

Five Years 4.8% 2.9% 0.4% 2.5%

Three Years 6.4% 4.9% -5.6% 10.5%

One Year 51.4% 21.6% 26.5% -4.9%

* Compounded annually, MCM data is net of fees



composites are net of all management fees and include the reinvestment of all income but do not reflect the effect of taxes.  The 
composites are compared with the S&P 500, an unmanaged market capitalization-weighted index of 500 common stocks chosen 
for market size, liquidity, and industry group representation to represent U.S. equity performance.  S&P 500 returns do not 
include consideration for fees or taxes. 
 
Due to client nuances—including equity allocation constraints, start date, and cash-flow differentials (derivatives, constraints, tax 
issues, etc.)—an individual’s account performance may differ materially from the composite.  Past performance is no 
guarantee of future results.   

 
The difference in rate of return between MCM Equities and the Total Account depends on 

the percentage of Total Account assets committed to equities, as indicated by the vertical bars in 
Chart 1 below.  The S&P 500 market value is the irregular horizontal bold line.  Apart from 
individual client account constraints, generally the percentage of assets allocated to equities is a 
function of their availability at prices that provide an adequate risk-adjusted margin of safety. 

 
 

CHART 1 
MCM AGGREGATE ALLOCATION OF CLIENT CAPITAL 

 
 
 
 
 
 
 
 
 
 

As Chart 2 below indicates, in terms of dollars, $5 million invested with Martin Capital 
Management January 1, 2000, is now worth $9.5 million, after fees but before taxes.  The same 
amount of money hypothetically invested in the S&P 500 would be worth $4.5 million, with no fees 
and no taxes. 
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CHART 2 
TEN-YEAR $5 MILLION INVESTMENT:  MCM VS. S&P 500 

 
 
 

2009 INVESTMENT PERFORMANCE:  DISCUSSION AND ANALYSIS 

While 2009 is but the last annual leg in the worst decade, market-wise, in more than 100 
years, this report is written annually and will, therefore, review the year just past first.  In terms of 
the S&P 500 it was shaped like a “check mark”—down until March 9 and up at a decelerating rate 
thereafter.  Our total account performance was up 21.6%; the S&P 500 rose 26.5%.  The “Aggregate 
Allocation of Client Capital” table above indicates we spent most of the year with more than 60% of 
your assets in short-term U.S.  Treasury securities and the highest-quality municipal bonds, ending 
with only one-third of our typical client’s assets invested in increasingly expensive equities. 

No doubt you are wondering how we earned such Total Account returns with so few 
equities and so much of your money hunkered down in short-term, highly liquid assets yielding less 
than one-half of 1%? When the markets went into a free fall in September 2008 we had to make a 
choice about what to do with all the cash in our coffers.  How were we going to ride out what 
looked more and more like the 1991 nor’easter about which the book The Perfect Storm was written 
(and after which the featured essay in the MCM 2005 annual report was named)?  We could favor 
the traditional blue chips—that throughout the bear market never sank to anything approaching the 
fishing-a-stocked-pond valuation lows of the other major secular bear markets of the past—or we 
could safe-harbor major portions of portfolios in U.S. Treasury securities and place smaller bets on 
less-than-blue-chip companies whose market prices had been trashed and would likely spring back 
faster in the event of a contra-trend rally.  We opted for the latter—and our bet paid off:  Stocks 
that were on the bargain rack largely because of financial risks exposed by the crisis rallied by a 
factor of two or more compared with those that were conservatively capitalized.   

Our largest holding, Gannett Co., Inc., is also the biggest newspaper publisher in the United 
States, including USA TODAY.  As the recession wore on, the death knell for the Internet-ravaged 
newspaper industry was ringing ominously.  The Tribune Co. in Chicago filed bankruptcy in 
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December 2008, and others were soon to follow.  Gannett’s bond rating dropped below investment 
grade in the first quarter of 2009, raising fears as to whether the company would be among the 
casualties.  Solid research by our analysts led us to conclude that things were indeed bad but not 
nearly as desperate as the market price indicated.  From a low of less than $2 last March, the stock 
ended the year at about $15.  Gannett appreciated from a relatively modest investment to 6% of our 
portfolios.  It isn’t the kind of company on which we would want to stake our future, but it’s been a 
rewarding investment nonetheless.  By contrast, the long-term prognosis for Brown & Brown, one 
of the finest and most financially fit insurance brokers in the country (and our second-largest 
holding, which we’ve owned for a number of years), was never in doubt.  It was priced accordingly.  
From a low of just below $16 in March, it finished the year around $18.  Wonderful company but, 
thus far at least, less than a stellar investment. 

Volatility has been our friend throughout the last several years.  While modern portfolio 
theory (MPT) thinks of it as a measure of risk, we think it’s a measure of opportunity.  Although 
comprising a relatively small part of portfolios, our equities were up over 50% for the year.  Nothing 
like this sentence will appear in next year’s report. 

As to whether the financial system and the economy will follow the “V”-pattern lead of the 
financial markets, which increasingly is the consensus view, the undersigned remains doubtful. 

THE LOST DECADE 

The first decade of the new millennium will be recorded by historians as the most shocking 
and widespread reversal of fortunes since the 1930s.  It began when the giant wealth-imploding 
sound rumbled through the markets in March of 2000.  The 
technology/telecommunications/dot.com bubble burst, with the tech-laden Nasdaq composite 
plummeting nearly 80% from 5000 to 1100 by 2002.  Badly crippled, it languishes seven years later 
just above 2200.  The S&P 500, much more broadly based but still well represented with the likes of 
Microsoft and Intel, along with many highly priced, large-cap growth companies and a host of lesser 
exotica, fell nearly 50% from peak to trough.  Then, after a four-year, easy-money-driven respite 
from 2003 to 2007, the second leg of this epic saga—this time led by the financial sector that had 
grown rich and reckless exploiting financial innovations—got under way in earnest in October 2007.  
The S&P 500 surrendered 57% of its index value to fall to the prevailing low-water mark reached in 
March 2009.  Despite 2009’s impressive rally, at year end the S&P had regained only half the ground 
lost since the October 2007 peak (remember this sentence when reading Einstein below).  As for the 
decade as a whole, the benchmark S&P 500 index, including dividends, declined 1% on a 
compounded annual basis. 

During the decade the boom-bust cycle spread to residential real estate, aided and abetted by 
an easy and cheap money central bank policy and financial innovation run amok that ultimately 
brought a broad swath of American households to its metaphorical knees.  The real estate debacle 
has been the stuff of headlines since 2007 and little needs to be repeated about the Sasquatch-sized 
footprint on the homeowner’s backyard.  Suffice it to say, 1 million homes were foreclosed upon in 
the third quarter alone.  The trauma and suffering visited on families across the land, and many 
other developed nations of the world, is incalculable and ongoing. 

The most damaging blow, in terms of the breadth of its destruction, was still to come. In 
December 2007 the country haltingly entered the worst financial crisis and economic contraction 
since the Great Depression.  While there are many ways to describe the carnage, nothing reveals the 
human toll quite like the following statistics:  10% of the workforce is unemployed, with another 
7.5% “underemployed.”  Those statistics are even more unsettling when one considers that the 



average working American has less than 60 days’ savings put away for a rainy day—and one-fifth 
have no savings at all.  That’s a lot of people stretched dangerously thin. 
  In attempting to salvage the financial system and brace against the flood tide of 
unemployment, massive doses of Keynesian-style fiscal, as well as unprecedented monetary stimuli, 
were thrown willy-nilly at the crisis.  Whether they will have the desired effect has not yet been 
determined but, regardless, the future burden of trillions of dollars of fiscal stimulus debt (and other 
bubbles fermenting because of zero interest rates engineered by the Fed) are all but guaranteed. 

2000–09 INVESTMENT PERFORMANCE:  DISCUSSION AND ANALYSIS 

As for the 10 years that most everyone would like to pretend didn’t happen, and consistent 
with our annual commitment to full disclosure, we will explain how it was that we were able to 
paddle our little canoe upstream.  Illustrations and explications will be laced throughout the 
discussion that follows.  Equally, if not more important, we will expand on the various risks we took 
in eking out those returns.  We hope the explanations are enlightening. 

The Most Powerful Force in the Universe 

Let’s begin with a big, little understood idea.  Albert Einstein, the unintended father of the 
atomic bomb, gave dint of the breadth of his genius when he declared:  “The most powerful force in 
the universe is compound interest.”  While we refined our understanding of it through years of 
practice, it was apparently dismissed by most as too difficult, perhaps because the brainstorm came 
from Einstein, the man who expounded so effortlessly on the theory of relativity.  Among its 
precepts, losses have a disproportionate effect on long-term compounding.  Most people are 
generally aware that it takes a 100% gain to offset a 50% loss, but we aren’t sure everyone can 
explain why—and what its relevance is to portfolio management.  Can you, we ask delicately?  
Moving up a notch in the degree of difficulty, we pose another question while hoping not to be 
overbearing:  If the individual year data in the table of S&P returns above are arbitrarily rearranged, 
what effect will this rearrangement have on the 10-year compounded results? 

Tables 1 and 2 were given to randomly selected clients who were asked to examine the data, 
then explain how we bettered the S&P 500 by 7.5% compounded annually over 10 years.  The 
deafening silence spoke volumes about (1) how little investors really know about the mathematics of 
long-term compounding and (2) how poor we investment managers are as communicators.  Up to 
my old tricks and to make amends for imposing, $5 out of my own pocket goes to any reader who 
answers correctly the two questions at the end of the preceding paragraph.  Cheating is encouraged.  
Explain your prowess to your friends so they can collect their five spot.  Despite my parsimonious, 
penny-pinching reputation, I would pay many times that amount to eradicate (or even minimize) the 
hobbling misunderstanding of this concept that is so foundational to our investment style.  Please 
call if you need help … but don’t expect the five bucks.  The greatest value investors like Warren 
Buffett and Sir John Templeton have a little-known companion virtue:  frugality.  I’m simply trying 
to emulate them, and my friends tell me I’m quite successful (cheap, to use their word)! 

Another insight may steepen the learning curve.  Compare MCM total account returns with 
those from the S&P 500 in Tables 1 and 2 above.  People’s eyes are first drawn to the obvious:  
MCM performance trailed the S&P in every feel-good up year during the decade.  So much for making hay while 
the sun shines.  That’s six out of 10, including the ignominious five consecutive years, 2003–07.  
Despite looking like dolts for longer than necessary to test most people’s threshold for pain for not 
keeping-up-with-the-Joneses, we finished among the leaders over the most challenging investment 
decade in our lifetimes.  (Please reread the second half of that sentence!)  Sometimes it’s not how 



much you gain in the good markets but how much you don’t lose in the ugly ones that separates the 
winners from the wannabes.  As you can see, paddling upstream isn’t easy.  Going with the flow is. 

Because our overarching—and unconventional—strategy was preservation of capital in a 
decade during which common stocks were consistently more highly priced (and risk, 
correspondingly, paid far less heed) than ever before, our 10-year results eclipsed those of two of the 
most esteemed (by us and hordes of others) mutual fund giants, Sequoia and Longleaf Partners, who 
themselves finished near the top of their group rankings.  Perhaps one of the most telling stories is 
that of Bill Miller, legendary manager of Legg Mason’s Value Trust.  Miller, for whom we have the 
highest regard, became famous for besting the S&P 500 for 15 consecutive years ending in 2005.  In 
2008 Value Trust made an ill-fated bet on the financial sector, and the fund shed 55% of its value.  
Even after a solid comeback through November 30, 2009, the fund’s 10-year compounded return 
was a 15-year record-obliterating negative 3.21%. 

Value Investors:  a Rare Breed 

Value investors of our ilk (likely less than 3% of all managers) have to be willing to patiently 
defer gratification and act unconventionally.  Moreover, they are likely to underperform in rising 
markets, as noted above, demanding a higher margin of safety than their peers and forswearing the 
thrill of always chasing the latest greatest idea.  In an era of casino capitalism, a value investor is the 
ugly duckling.  While Warren Buffett legitimized our style, even he believes that the number of 
managers who practice our craft will remain comparatively small.  It simply takes too much 
discipline and patience—and is too difficult to market.  Who wants to turn over his money to what 
frequently looks like a head-in-the-sand ostrich?  We are pleased that we don’t have much 
competition … until we think about why.  ☺ 

It is our belief that outlier success in the money management business does not go to people 
who think and behave conventionally—and are therefore statistically destined to be average.  It 
comes at a cost:  by separating from the pack and not only thinking independently but by thinking 
well beyond the moment.  Short-term thinking is filled with counterproductive emotions; fear and 
greed don’t carry much weight in the long term.  The farther you can stretch out your horizon, the 
more you can engage your rational mind without emotional interference, the less competition you 
have and the more likely you are to do well.  Not coincidentally, the long-term paradigm of the great 
value investors (those who compound ideas into wisdom and money into sustainable wealth) is 
much the same as that of the great CEOs in American business and industry.  Most importantly to 
clients and prospective clients, the great value investors seem to be more capable of repeating 
outperformance than random luck would suggest.  Buffett is simply the most conspicuous example. 

Even forearmed with these presumed insights, we still found the going tough from time to 
time.  On occasion we were surveying the forest, while the eyes of most others were zeroed in on 
the trees.  The year 2006 was one of discontent for some of our clients and, therefore, for us.  The 
S&P 500 racked up its second-best year in what had been to that point a lackluster decade, rising 
15.8%, and our total account performance was conspicuous by its anemic underperformance:  a 
paltry 0.7%.  Some of our clients were wondering if we were out of touch with a new reality.  Our 
equity performance was competitive, but the undersigned was the spoiler, insisting that the equity 
securities we wanted to own have a much greater than usual margin of safety embedded in their 
purchase price, resulting at one point in equities dropping to 30% of total assets.  I had a vague but 
powerful notion of what could happen (see Perfect Storm reference on page 5), but the reality is that 
no one knows the future.  Precious compounding time is often lost when ships are berthed in a safe 
harbor, but no storm appears.  Opportunities are forgone.  It was an agonizing year and a half 



before the financial storm of our lives hit.  When it did, there was “no joy in Mudville,” even though 
Casey (aka Martin Capital) got a hit. 

Mudville, hit or no hit, is still Mudville. There’s always plenty of humble pie for everyone 
after the game, including us.  With the benefit of hindsight, if on the first day of the new decade we 
had invested the hypothetical $5 million in Chart 2 entirely in 20-year zero-coupon U.S. Treasury 
securities, it would be worth $15 million today, before taxes.  Gold did better but was a less certain 
bet.  Imagine the simplicity of making one smart decision in 2000 and then going into intellectual 
hibernation for the next 10 years.  We call this idyllic state Rip van Winkle investing.   

There’s a little problem, however, in the implementation:  Unlike Mr. Winkle, we can’t “rip” 
off to the woods to escape the nagging wife (a metaphor for the “institutional investor’s 
imperative”) who refuses to let us sleep, insisting that if we’re not doing something we’re not adding 
value.  Of course, on occasion it is the client who plays the role of the nagging wife.  ☺ 

The lost decade was a case study in the trade-offs necessary to win by not losing, and that’s 
assuming that in fact our patience and focus were eventually vindicated.  The sacrifices seem so 
manageable in theory but become much more problematic when put to the test in the real world. 

Thank you, Dr. Einstein.  The decade was what it was, and we had to adapt to the 
circumstances.  The years 2010–19 will certainly serve up their own set of unique challenges. 

Risk—Once Again a Four-Letter Word? 

In the opinion of the undersigned, we’ll know the present storm has passed only when 
investors’ aversion to risk becomes irrational and well-nigh indelible.  Imagine irrational risk 
avoidance displacing irrational exuberance.  Now that would be something new!  Parenthetically, 
imposing new regulations, what we do to atone for sins not soon to be repeated, are redundant in 
such times; they’re the equivalent of fighting the last war.  If risk truly becomes a four-letter word, 
the need for yet more measures to contain aberrant behavior will diminish under the lingering moral 
weight of the malefactors’ transgressions.  A flurry of new laws and regulations becomes a lagging 
indicator, I note sardonically.  When these new rules hit the headlines, we’ll know at that point they 
won’t be needed for a long time.  Likewise, the capital markets tend to be more judicious allocators 
of capital assets in the aftermath of episodes when they performed the job badly.  And when the cry 
for managed capitalism becomes deafening and risk taking becomes passé, logic and history would 
say it’s time to restore the system’s freedom.  Of course, when the crowd roars, nothing else really 
matters.  Don’t you just love the ironies? 

In the past decade, when risk was recklessly ignored, defense proved to be the best strategy 
even though, or perhaps because, everyone else was playing offense.  The opposite is likely to be 
true in the years ahead if and when risk aversion gets deeply embedded in the mass psyche.  Then 
risk as an investment criterion will be overrated and return underrated.  And only then an offensive 
(in just one sense of the word!) strategy should provide superior returns at minimal risk of permanent 
capital loss. 

Imagine the freedom if one believes that another similar episode is unlikely until memories 
of this one have faded.  History confirms time and again the constancy of human behavior.  Most 
people envision the future as an extension of the past.  To leave the security of the pack, to wander 
out on your own into the unfamiliar wilderness of agonizing uncertainty and isolation, without 
which independence of thought is impossible, is simply too unnatural, too frightening.  It is in 
assuming that the future will be a carbon copy of the present or near past that gets investors into 
deep water during euphoric times, and it’s what makes them oblivious to the shallow water just 
under their furiously dog-paddling feet during the desperate times when survival overrides all mental 
(and physical) faculties and processes. 



Having just reread the preceding paragraphs this writer is painfully reminded of exchanges 
between two famous pairs—the first about writing style and the second, vanity.  His prose 
manifesting meticulous attention to diction and cadence, William Faulkner wrote of Ernest 
Hemingway:  “He has never been known to use a word that might send a reader to the dictionary.”  
To which the master of understatement replied:  “Poor Faulkner.  Does he really think big emotions 
come from big words?”  Next, but no less revealing, is the reported repartee between George 
Bernard Shaw and Winston Churchill.  “I am enclosing two tickets to the first night of my new play; 
bring a friend … if you have one.”  Churchill’s deadpan response:  “Cannot possibly attend first 
night, will attend second … if there is one.”  

Risk Management and Its Trade-Offs 

Any manager who talks about returns without mentioning risk is like the magician whose 
sleight-of-hand has you believing there is only one side to the reward/risk coin.  At MCM we 
intentionally invert:  “If you manage the risks well, the returns will take care of themselves.”  As I 
hope has been evident by now, woven throughout the recap of the last 10 years have been various 
references to the many faces of risk: 

 

� Macro—the economy slumps, and your company projections are too optimistic 
� Market—along comes 2007–08, and there’s almost no place to hide 
� Valuation—the price you pay exceeds the value you get 
� Business—competitive advantages prove unsustainable 
� Management—no need to comment on the range of malfeasances possible by those intent 

on deceit 
� Financial—having too much debt chasing too little income 
� Opportunities lost—about which more is written below   

 

Although most people think about risk in terms of its most common effect, capital lost, there is 
also the risk of opportunities forgone.  Examine MCM total account performance in Table I above 
from 2004 to 2007.  Opportunities were lost.  That’s the price of cashing in chips early.  It’s a delicate 
and potentially hazardous balancing act to try to have it both ways.  In the years 2000–02 and 2007–
09, at least in a relative sense, the tables turned, and we avoided losses of capital that others didn’t.  
There is a difference between opportunities missed and capital lost, with which most investors, 
anecdotally, do not appear adequately familiar.  You can miss a million opportunities in a lifetime 
and still become very rich.  Every single asset that has risen in price that one didn’t purchase was an 
opportunity lost.  Capital losses are not so forgiving.  If you lose 100% of your capital—just once—
you’re broke. 

IT’S ALL IN YOUR HEAD 

Most people’s inner natures are inclined more toward the hyperactive hare than the plodding 
tortoise.  Can you think of anything more boring than watching turtles race?  Even the thought is 
oxymoronic.  Absent immediate emotional rewards, the time dimension in which the long-term 
value investor plies his trade is sparsely populated.  Having a front-row seat as 2008 unfolded, I 
must admit to being fascinated by the short-term orientation of market participants.  They quickly 
responded to day-by-day news and events while appearing deaf to the ever-louder rumblings of the 
onrushing avalanche, the emerging crisis behind the headlines.  The evidence suggests that most 
people actually saw Bear Stearns as a singular event, not the first domino. 

Psychologists might characterize long-term thinkers of the Buffett/Graham value camp as 
borderline “sociopaths”:  They see opportunity and danger where others don’t and actually get a 



feeling of satisfaction from knowing they’re doing the right thing while most of those around them 
are doing the wrong thing.  They turn frequently destructive emotions to their advantage:  They are 
“inversely emotional”; unlike most investors, they actually feel better the lower prices fall and worse 
the farther prices rise.  This is the ideal frame of mind, it should be noted, for those who desire to 
buy low and sell high.   

The long-running speculative contagion that likely ended with the post-October 2007 bear 
market has tested the mettle of everyone.  Even if we think long term, we live in a short-term world, 
the world of e-mails and their ubiquitous tentacles, “crackberries.”  Thought is swallowed up in a 
warp-speed existence.  Despite Martin Capital’s top-decile or better investment results, maintaining 
our composure, as well as a long-term perspective, required a tenacious (and, yes, sometimes 
agonizing) self-control.  To reprise Rudyard Kipling’s famous quote, If you keep your head when everyone 
around you is losing theirs, perhaps you’ve misunderstood the situation.  It would be inhuman, however, not to 
occasionally be beset by self-doubt.  As you’ll read later, today is no different.  Leading up to the 
bear market there were signs everywhere of impending trouble (see 2005 and 2006 MCM Annual 
Reports), and stocks in general were both popular and expensive.  The market in 2007 was in the 
process of recording the best year since 2003, and most investors, looking into the rearview mirror 
to see the future, saw nothing but clear skies. 

Analysis and Intuition:  the Yin and Yang 

A recurring theme you will encounter as you read this report about the lost decade is that 
successful investing is part science and part art; the maddening yet fascinating conundrum is 
knowing which to apply when.  It should go without saying that seeking the balanced blend between 
the analytical and the intuitive is as elusive as is scratch golf for the duffer.  With the benefit of 
hindsight, at critical inflection points over the last decade it appears that the intuitive thinker was 
better equipped as a problem solver than the analytical one.  Intuition tends to rise in relative 
importance when the environment is undergoing rapid and dynamic change, wherein present 
analytical models are suspect and, postmortem, proved obsolete. 

Many of the forces that gave rise to the financial crisis were without historical precedent, at 
least in the lifetimes of most decision makers.  The mental frameworks or models that were relied 
upon were not stress-tested under rigorous conditions that included the 1930s and post-1989 Japan.  
For example, relying on contemporary historical precedent alone it was logical to conclude that house 
prices would not experience prolonged declines.  The intuitive thinker, giving full range to his 
mental faculties in looking both backward and forward in the soaking up of all anecdotal and other 
information like a sponge, was less encumbered by the dogma of data when viscerally sizing up: 

 

� The potential consequences of shockingly relaxed mortgage underwriting standards 
� High-risk financial innovations ostensibly to facilitate homeownership for the masses (with 

misaligned incentives that promoted antisocial behavior and richly rewarded those not 
ethically encumbered) 

� The artificially low cost of money 
 

As for the extreme “tails” on financial innovations, the watchdogs of last resort—the data-
dependent analytical and sequential processing-oriented rating agencies like Moody’s and Standard & 
Poor’s—simply didn’t get it.  Friedrich von Hayek (1899–1992) summed it up succinctly:  “They are 
measuring what is measurable, not what matters.” 

As for the valuation of equity securities, the same type of dynamic tension existed between 
the analytical and intuitive.  View the Shiller/“Graham PE” chart on the next page.  Although it 
reached an all-time-record high of 45 times earnings during the tech bubble (by comparison, it 



broached a mere 30 times briefly in 1929), it ranged between 20 and 25 times throughout the rest of 
the decade, except when it briefly slumped to 13.3 times at the end of March 2009.  Many otherwise 
intelligent analysts fell victim to the various biases that shackled them to the belief that a market 
multiple much greater than the long-term average of 16.3 times was the new normal.  The free-
ranging intuitive thinker questioned the rationale of using recent historical PEs.  Given the financial 
storm clouds that were looming on the horizon, why wouldn’t the Shiller PE eventually trade below 
its average or lower—even though it hadn’t traded there since the mid-’80s?  Indeed, the fact that it 
hadn’t plumbed the depths of prior crises is, to the out-of-the-box thinker, all the more reason why 
it could.  After all, in the aftermath of all prior memorable bubbles, the Shiller PE fell below 10 and 
even reached 6.5 early in the ’20s, ’30s, and ’80s.  I suspect that no more than one person in 10 today 
believes a sub-10 Shiller PE is probable, let alone possible. 
 
 
 

 
 
 
 
 

CHART 3 
SHILLER’S ‘GRAHAM’ 10-YEAR MOVING AVERAGE PRICE EARNINGS RATIO 

 

 
 

Why do we put so much credence in the Shiller PE?  Please review the five valuation 
measures in the Appendix of the 2008 Annual Report (pages 36–38).  They all tell virtually the same 
story, but the reasoning behind the mathematical construct of the Shiller PE is simply the most 
intuitively appealing to us.   

Finally, the archaic approach to reversing the trend in unemployment may be the wrong 
remedy at the right time in that it fails to recognize subtle but significant changes in attitudes and 



expectations among consumers.  President Obama’s response to too many job seekers chasing too 
few jobs is to provide tax incentives as inducements for businesses to hire.  What may be the fly in 
the ointment is the consumer himself who forgoes spending until he gets his financial house in 
order.  This is an intuitive observation about which more is written in the final section, “2010 and 
Beyond.” 

In the future, if and when low valuations indicate that risk aversion has been priced, if not 
overpriced, into the debt and equity markets—and, because of arbitrage-induced correlation, into an 
increasing number of individual securities themselves—the intuitive thinker will take a backseat to 
the analytical one. 

 WHO’S SERVING WHOM? 

Most investment managers who must sing for their supper are constantly aware of the “risk 
of redemption.”  In order to survive what they perceive to be the arbitrary vicissitudes of a 
dangerously whimsical investor base, they often morph into what are really marketing machines 
masquerading as professional investors.  In a strange reversal of fiduciary responsibility, managers 
begin to see fickle clients as a threat to their financial stability.   

Value fund manager Jean-Marie Eveillard drew a loyalty line in the sand that few managers 
are willing to cross at the risk of putting their own income and careers in jeopardy.  Facing 
defections when his risk-averse style often resulted in relative underperformance during bull 
markets, he spoke boldly:  “I’d rather lose half my clients than half my clients’ money.”  When most 
managers’ duty to clients runs headlong into their own self-interest, it isn’t hard to imagine who gets 
the short straw. 
  Although we lost some very good clients in 2005–06 and worry that they might have 
subsequently fared less well elsewhere, at least we were able to demonstrate our inviolate 
commitment to those who remained.  As is sometimes forgotten, we are fiduciaries selling promises, 
not products. With consumer goods the gratification is instant, the product depreciates as soon as it 
leaves the retailer’s shelves or show room. With us gratification is deferred, and if all goes well client 
satisfaction actually increases over time. Further differentiating us, in our profession there is an 
asymmetry of information:  We are supposedly better informed than our clients on the subject of 
our presumed expertise.  In delivering on our pledge to always keep clients rich, we feel obligated to 
use the knowledge edge for the benefit of our clients, not ourselves.  In fulfilling that duty and in 
sticking to our guns, we must be willing to lose “half our clients” rather than half their money. 

Larceny by Any Other Name 

Fees, depending how much they are and how they’re structured, can materially impact long-
term compounded returns, to say nothing of revealing underlying incentives and motives.  We think 
no forthright discussion of long-term returns should attempt to tiptoe around this sensitive but 
critical subject. 

The fees charged by hedge funds and private equity firms (in Vegas parlance the croupier’s 
rake) are an affront to the genius of Einstein’s theory, to say nothing of raising the ire of the likes of 
a Charlie Munger or Jack Bogle.  Rephrasing the earlier quotation from Eveillard as it might apply to 
the hedge fund genre:  “I’ll make every effort to stay solvent as long as possible and in the meantime 
relieve my investors of as much of their money as I can get away with.”  Although apparently few 
bother, anyone can do the math.  The standard “2 and 20” hedge fund fee (annual ante of 2% of the 
assets, plus a performance-based fee of 20% of the gains) reduces a 10% portfolio return—the 
average multi-decade performance from equities—to 5.8%.  Of course, the hedge fund purveyors 
just may angrily retort:  “You get what you pay for.” 



Perhaps it is so in status, if not in money.  Norwegian-American Thorstein Veblen (1857–
1929), who first pointed out the concepts of conspicuous consumption and status seeking, had a 
simple insight with great commercial possibilities:  “Veblen goods” are of high status, like diamonds, 
luxury cars—and, you guessed it, hedge funds.  People’s preference for buying them increases as a 
direct function of their price (fees, in the case of hedge funds), instead of decreasing according to 
the law of demand and, conversely, if the price (fees) is reduced, demand will decline because such 
goods are no longer perceived as exclusive or high-status.  If you don’t understand compound 
interest or the Veblen effect, you probably are a good candidate for a hedge fund.  By the way, 
beyond the obvious meaning, there’s a good reason they’re called hedge funds:  It’s hard to see clearly 
through most hedges. 

According to Forbes magazine, 1,471 hedge funds, touted as hedging or protecting investors 
against market and other risks, closed up shop in 2008.  That’s about one out of every six.  A 
benefit that hedge fund investors don’t receive in exchange for the larcenous fees paid is a hedge 
against the possibility that the fund itself will disappear, along with all or part of their money.  Of 
course, investing in hedge funds is not a random walk down Wall Street.  Managers like George 
Soros and Ken Griffin are likely to be around for a long time, notwithstanding the latter’s brush 
with disaster in 2008 and the volatility of their shorter-term results.  Common hedge fund strategies, 
like currency-carry trades and fixed-income arbitrage, leveraged to the hilt, almost guarantee lots of 
ups and downs.  Some of the most successful, like Seth Klarman’s Baupost Group, grew internally 
to the size where it decided to stop taking new clients.  The best have closed their doors to new 
money, while the rest want yours … 

What, a curious fellow might ask, is so intriguing about hedge funds?  Beyond the 
aforementioned status appeal, could it be that they satisfy any innate human need for excitement and 
mystery, a contrived treasure hunt for the blasé treasure-blessed?  Hedge funds operate in the 
regulatory shadows, and their treasure maps are opaque at best.  No wonder they are lobbying so 
aggressively (and thus far quite successfully) to avoid the regulator’s thumb.  Under the light of 
regulatory oversight the mysterious becomes the mundane.  No excitement, no suspense, no mystery 
… no money.  Could it be that simple?  Suffice it to say, it’s uncharted water for would-be pirates. 

Hedging the risks inherent in investing in individual hedge funds is understandably much 
more cumbersome than diversification among stocks.  Voilà, the fund-of-funds concept was 
conceived to provide safety in numbers and to diligently prune out the likely losers.  I suppose it 
goes without saying that if it were a perfect science, Bernie Madoff’s funds would not have passed 
muster with so many fund-of-funds.  Whether they add value, we aren’t sure, but there is no 
question that they do add something else:  another layer of fees.  The Eurekahedge Fund of Funds 
Index (1,049 constituents) reports 10-year performance of its fund-of-funds universe of 5.1%.   

If we had charged hedge fund fees over the last 10 years, the hypothetical $5 million account 
would be worth $7.5 million instead of $9.5 million.  The $2 million difference would have ended up 
in our pockets, not yours.  It’s not a bad charade if one is ethically agnostic and can make enough 
money before someone discovers just how punitive high fees are to long-term compounding. 
 

* * * 
By this point you must be wondering, how does an investor avoid all the potholes, not to 

mention land mines?  There are no simple answers—and no guarantees.  Challenges will present 
themselves every day, but often they’re just variations on old themes:  Because financial knowledge 
is not cumulative, the history of finance tends to be cyclical.  We’ve become so accustomed to 
thinking in the long-term space that fear and greed no longer pack an emotional wallop!  As a 
“client” too (we eat the same fare served you), I don’t lose sleep at night so long as I believe in the 
integrity of our investment management process. 



In contrast to hedge funds, plain-vanilla registered investment advisors like MCM are heavily 
regulated by the SEC; we are an investment firm where open-book transparency is both a matter of 
procedure and practice.  A third-party custodian holds and safeguards client securities and makes a 
monthly report—directly to you, the client.  This gives you a chance to look over our shoulders, to 
second-guess us, which we welcome but don’t encourage!  Hedge fund investors sometimes don’t 
get a second … chance.  Pick your poison. 

2010 AND BEYOND 

At Martin Capital we don’t do forecasts, nor do we spend much time listening to folks 
dressed in gypsy garb, rubbing little glass spheres in carnival tents.  All kidding aside, forecasting is a 
legitimate profession as long as one understands the mandate.  That we even have forecasters is 
proof positive that they are paid to make elegant prognostications, not necessarily accurate ones.  
The job is beyond human analytical capacity:  There are simply too many idiosyncratically moving 
parts.  We leave it to others to engage in an activity, the end result of which is either looking stupid 
or lucky.  As alluded to elsewhere in the report, we have only (1) vague notions that are the 
byproducts of many hundreds of hours of reading, watching, and listening (and almost embarrassing 
amounts of time simply thinking about it all and asking ourselves questions like “Why”? and “Does 
this really make sense”?) and (2) a deep aversion to losing money.  That’s “all” we’ve needed to get 
us through the last decade, and we trust that will be sufficient during the next.  We might go so far 
to say that a detailed economic forecast in hand is not only unnecessary but potentially 
counterproductive.  Such feckless specificity might lead to false confidence if upbeat or to cold feet 
if bleak. 

Please turn back to page 13 and study the Shiller PE chart.  Based on valuation alone, 
investors had one thing that should have been very reassuring going for them whenever the PE was 
in single digits—limited risk of permanent capital loss, at the very time, ironically, when further 
capital losses were the most widely feared outcome.  We use the S&P 500 as a convenient proxy for 
shorter-term price movements for stocks in general.  Without dragging you through the mathematical 
muck of MPT (modern portfolio theory), suffice it to say that there are varying degrees of 
correlation between and among individual stocks in the S&P 500.  Some are more volatile, some less 
so, and some are even negatively correlated; they go up when the market goes down, like gold 
stocks, generally. ☺  The Shiller PE is relevant to us.  Not surprisingly, when it’s high (like now) 
attractively priced companies are as scarce as hen’s teeth.  When it’s desperately low—which last 
occurred from the mid-’70s to the early ’80s—you find yourself in the happy state of running out of 
money before you run out of ideas.  Of course, in the vast expanses of time in between, when 
financial and economic conditions are comparatively stable, the cost is simply a higher ante to be in 
the game.  You can’t change the market, but it is worthwhile not forgetting that the beam you’re 
walking is most often more than 2 inches above the ground.  In the long run, nothing beats great 
businesses, and nothing beats the satisfaction of ownership if those businesses are purchased 
sensibly. 

Given the widespread belief that the next economic expansion is under way, that we have 
passed the low point in the financial crisis and economic contraction, we read of no pundits 
suggesting that a Shiller PE of 10 or less is even remotely possible.  Apart from the questionable 
credibility of economic forecasts, particularly those where a blatantly optimistic bias is rationalized as 
a necessary evil, we have a vague and nagging notion that all is not well.  If one takes a gander at the 
MCM asset allocation graphic, Chart 1 on page 4, it is clear that we are anything but sanguine.  The 
widespread financial and economic uncertainty and despair that we consider necessary in order to 



justify committing large percentages of capital to equities in general is simply not there at an average 
Shiller PE of 16.3, let alone at the lofty 20 

It may be easier to reconcile that disparate view with the presumed wisdom of the market if 
the reader accepts that most of the professional investor army goose
cadence and we, though not out of 
difference is one of perspective.  In 2008 MCM’s return of a 
about, even though the S&P 500 was down 37%.  Quite the opposite, the relativists might strut 
around the barnyard a bit if their portfolios were down 
in a hoping-no-one-noticed sort of way, our conspicuous, barely in the black, relative
in 2006, an outcome that would have caused apoplexy among the
white-knuckle, roller-coaster rides, the relativists have much more to offer.  Besides, both groups 
may start and end at the same place
point of maximum pessimism. 

Having declared my conviction, and therefore likely appearing disingenuous, might it be that 
the relativists are dangerously overplaying their hand 
After the 2008 bloodletting, the risk of falling behind
temporarily blind the relativists to our implicit Hippocratic (fiduciary in our parlance) duty.  If the 
unthinkable happens, the relativists and, more importantly, their clients, might capitulate to the most 
destructive emotions—fear of total loss, the ultimate and decisive defeat.  As one astute fellow 
observed:  “When you’re dead, you’re dead for a long time”
would suggest, the wrong time to forswear common stocks, as so many

An ounce of prevention … requires a pound of independence.  The homemade 
below had its debut in the 2001 annual report and reappeared in the ’06 report for those who 
couldn’t stomach 60 pages of prose.  It is with 

counterbalance what may be a yet unnoticed sea change in people

justify committing large percentages of capital to equities in general is simply not there at an average 
Shiller PE of 16.3, let alone at the lofty 20 where the market is now valued. 

It may be easier to reconcile that disparate view with the presumed wisdom of the market if 
the reader accepts that most of the professional investor army goose-steps to the relative
cadence and we, though not out of unthinking conformity, to the absolute-return one.  The 
difference is one of perspective.  In 2008 MCM’s return of a -7% was certainly nothing to crow 
about, even though the S&P 500 was down 37%.  Quite the opposite, the relativists might strut 

barnyard a bit if their portfolios were down only 32%.  On the flip side, we can tolerate, 
noticed sort of way, our conspicuous, barely in the black, relative

in 2006, an outcome that would have caused apoplexy among the relativists.  But if one prefers 
coaster rides, the relativists have much more to offer.  Besides, both groups 

may start and end at the same place—if the relativists don’t disembark, as sometimes happens, at the 

Having declared my conviction, and therefore likely appearing disingenuous, might it be that 
the relativists are dangerously overplaying their hand in this increasingly valuation-rich 
After the 2008 bloodletting, the risk of falling behind in what could be a free-lunch rally
temporarily blind the relativists to our implicit Hippocratic (fiduciary in our parlance) duty.  If the 
unthinkable happens, the relativists and, more importantly, their clients, might capitulate to the most 

fear of total loss, the ultimate and decisive defeat.  As one astute fellow 
observed:  “When you’re dead, you’re dead for a long time”—precisely, as the history of the 1930s 
would suggest, the wrong time to forswear common stocks, as so many did, for the rest of one’s life.

An ounce of prevention … requires a pound of independence.  The homemade 
had its debut in the 2001 annual report and reappeared in the ’06 report for those who 

couldn’t stomach 60 pages of prose.  It is with the trepidation, much the same as I experienced 
during the earlier showings, that I 
unveil it once again—
the last time.   

One foggy notion we have, 
possible cog in the forecasting
could be a modeling
to that which gave rise to the 
collapse of the subprime 
market and all the other dominoes 
that followed.  The 
assumption then was,
backward-looking data and not 
forward-looking thinking
housing prices would
a pronounced and sustained slump
Today’s possible mistake just could 
be that consumers and lenders will 
not respond, Skinnerian
have in the past, like the human 
equivalents of brainwashed rats in a 
maze.  That fiscal and monetary
palliatives being applied to 
ameliorate the current crisis

counterbalance what may be a yet unnoticed sea change in people’s attitudes and expectations
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“dollars from helicopters” monetary policy response, employing doctrines of the past instead of 
relying on intuition in the present, has been geared more toward recent economic contractions:  the 
“typical” post-war inventory recession.  In a cyclical recession, private-sector balance sheets are not 
badly affected and people, on the most fundamental level, are still optimistic.  Assets exceed 
liabilities by a comfortable margin.  So when the Fed drives interest rates down, and people are still 
trying to maximize profits, there will be some response to those lower interest rates.  People borrow 
money, they purchase goods and services, and the next expansion begins.  In a balance sheet 
recession, which is what I believe this to be, people behave differently. 

As was the case in Japan in the 1990s and the U.S. in the 1930s, the first priority of people in 
the private sector who feel acute financial stress (because asset prices have fallen and debts haven’t) 
becomes to reduce debts instead of maximizing profits or spending.  It’s important to remember that 
the private sector cannot legally print money nor can it haphazardly and irresponsibly run deficits 
like Uncle Sam.  Their bankers might have accommodated them a few years ago, but not now, for 
they have their own asset problems.  If we zero in on the housing segment, the point hits close to 
home.  Over recent years the value of the median homeowners’ most important assets, their houses 
and financial assets, has declined whereas their debts have not.  Their net-worth cushion has become 
dangerously thin.  The balance sheet squeeze is occurring at a time when the other source of 
household financial security, disposable income, also is under duress.  When people are worried 
about keeping their noses above water, even zero interest rates will not evoke the conditioned or 
heretofore predictable response:  borrow and spend.  Instead, they defer consumption to pay down 
debts.  Needless to say, this phenomenon can feed on itself.  Debt reduction asset sales (think 
foreclosures) drive asset prices lower, while debt obligations do not shrink accordingly.  The cycle 
can become vicious.  It’s a case of actions that are perfectly rational at the micro level turning 
disastrous when engaged at the macro level.  In earlier writings we have referred to it as the “thrift 
paradox.” 

In theory, with the private sector pulling back its spending horns, the public sector must 
engage in deficit spending to take up the slack to offset the drag on GDP.  The private sector 
savings will finance the government’s largess.  Intended or not, that is precisely what is happening—
and what is necessary in the short run to shore up the economy.  The Keynesian prescription is 
being widely embraced, but political and ideological partisanship will likely roadblock the effort.  
Something to think about … 

As the cartoon suggests, for the moment we have cast our lot with the doubting Thomases.  
It is not coincidental that the December 2009 Fireside Chat was titled “Among the Last Skeptics 
Standing.”  With our high cash ratios, we’re positioned to protect your capital from near-term loss. 
Longer term, cash may not insulate you from the following types of hazards: 

 

� Degradation of the credit worthiness of our sovereign debt 
� Devaluation of the dollar opens a Pandora’s box of risks  
� The possibility that hyperinflation will undermine the purchasing power of the dollar faster 

than rising yields on short-term U.S. Treasury securities will compensate 
� Punitive tax increases on the wealthy 

 

We think constantly about those “not included” risks.  As for the equity markets, we believe it likely 
that the current advance will prove nothing more than a major rally in a yet incomplete cathartic 
bear market.  Without the purgation of the excesses built up over several decades, a solid 
foundation, where risk is once again relegated to a four-letter-word status, cannot be sustained.   

As noted earlier, by our unconventional choices we have exposed you to loss of opportunity.  
If the market knows no rational bounds—not uncommon during speculative flights of fancy, 



occasionally for uncomfortably long intervals—and marches onward and upward from here, we will 
leave you standing at the gate.  This is why so few investment managers step back during the 
“glorious process of enrichment.”  It’s potentially dangerous to the manager’s financial and career 
well-being.  If, on the other hand, one holds firm to the educated belief that the market’s reach for 
the stars will be truncated by the nagging realities that wishful thinking will not make go away, then 
it’s easier to go against the grain of popular sentiment and feel good about what one’s carefully 
reasoned, albeit vague, notion suggests is the right thing to do.  If you were managing our money, 
that’s how we hope you would behave. 

We must confess to possessing one huge advantage over many of our fellow investment 
managers.  It stems from serving a unique group of clients.  Many own or owned their businesses 
and brought their long-term business perspective to the much less deliberate and focused world of 
investment in marketable securities.  Sometimes we forget to mention that we also have been the 
students, learning patience and process from them. 

Looking forward as a boutique investment advisory firm, we are encouraged by what we 
think may be in store for our clients.  If yesterday’s record is an indication of a sustainable 
competitive advantage in the form of a carefully calibrated, disciplined, and necessarily 
unconventional investment process, then we hope that, no matter what the challenges, the decade to 
come will be fruitful.  We believe it likely that sooner or later a BusinessWeek cover story will 
proclaim the “Death of Equities,” as it did in 1979.  Looking backwards from the dregs in 1979 to 
the peak in 1966, most investors agreed that equities were dead.  For the value-hungry firms like 
MCM, headlines like that will drive us to the fields to sow—and to sow abundantly.  We have both 
seed and patience to wait for the eventual harvest, whenever it comes.  

Since the late 1990s it has proven prudent for value investors to focus on managing risk, to 
win by not losing.  When investors become irrational about risk (see “Risk—Once Again a Four-
Letter Word?” on page 9), it will then be the season for judicious value investors to take the 
opposite tack, to shift their focus away from risk and more toward calculated return, to accept 
quotation losses with equanimity, because of the greatly reduced likelihood that they will become 
permanent losses.  As noted elsewhere, once investors come to irrationally fear risk (with the same 
intensity with which they were irrationally exuberant), they are not soon dissuaded.  The defining 
characteristic of the next decade for value investors may be the once-in-a-generation opportunity to 
play offense.  From 1975 through 1998, a 14-year stretch that began with risk being scorned, 
Berkshire Hathaway’s annual increase in per-share book value outpaced the appreciation of the S&P 
500, including dividends, in all but two years, or about 15% of the time.  Value investors normally 
assume that over long stretches they will underperform the benchmark indices 30–40% of the time. 
Of course, we are no Warren Buffett!  Still, we get tingly when imagining the possibility that just 
maybe during the next decade we’ll trail only in three or four years instead of six or seven! 

In what would be value investors’ nirvana, those who won by not losing in the last decade 
and those who believe that successful long-term investing goes to those who prudently and patiently 
purchase superior businesses (and are willing to accept the concomitant volatility in market prices) 
will be one and the same. 

So long as it doesn’t diminish our service to the clients we’ve come to know and admire or 
detract from our time-intensive investment management process, we think we have the capacity to 
welcome 25 additional clients over the next several years.  We will likely close our doors at $1 billion 
in assets so, like Seth Klarman, mentioned above, we can focus exclusively on what we do best:  
investing and not marketing.  We are paid primarily on how productively we manage client assets.  
Our clients like that and, yes, they like our fees.  Taking a page out of Wal-Mart’s pricing book, our 
performance-based fees would make a hedge fund manager blush.  For us, enough is a finite 



amount.  The headlines tell us that compensation envy is a big part of life on Wall Street.  Elkhart, 
Indiana, is a very different kind of place. 

FINAL THOUGHTS 

As I contemplate the meaning of the certainty that the end of my existence on this mortal 
coil is much nearer than the beginning—a life experience, incidentally, that I would trade with no 
one—it is not fear but rather gratitude that sweeps over me. Relationships, not circumstances, have 
been the heart and soul of my life. Such friendships are the markers that have brought me 
immeasurable joy and happiness.  

Confining myself to those thoughts relevant to readers with regard to the career that has 
defined me professionally, I cannot even imagine what my journey thus far might have been had a 
few men not showered their remarkable favors on one so undeserving as the undersigned.  Among 
them was my dear friend Ted Levitt (1925–2006), the economist and Harvard professor who coined 
the phrase “globalization,” and Peter Bernstein, who died last year at the age of 90, known by most 
readers of this report as author of Against the Gods: The Remarkable Story of Risk.  Jack Bogle, the 80-
year-old founder of the $1.2 billion Vanguard Group, reigns supreme as “Mr. Integrity” in the 
financial services world. He is the living epitome of much that is good in our industry and a fearless 
critic of that which isn’t.  Few realize that Jack made a choice in the 1970s between putting the 
customer first and a personal fortune that likely would have put him on Fortune’s list.  Instinctively, 
he took the high road.  Most readers have received two of Bogle’s increasingly relevant books:  Battle 
for the Soul of Capitalism and Enough!  Warren Buffett, 79, least known to me of the four on the 
personal level but most emulated, has cast the longest shadow of anyone in my professional 
development.  Buffett is a testament to my inveterate laziness—wishing to shortcut the arduous “I 
can do it on my own” path toward wisdom that most people take.  Once I realized the extent and 
durability of Buffett’s genius, as both investor and thinker, I studied him with such singular focus 
that some have called me a sycophant.  I could have been called worse!  

All four men share similar traits, including: 
 

� Intellectual brilliance 
� Irrepressible drive and focus (65 was less a speed limit than a speed bump that they hardly 

noticed) 
� Exemplary honesty, integrity, and a lifelong passion for learning 
� An amazing approachability and likability 

 

They were or still are humble giants.  I believe I inherited at least two traits from them:  I didn’t even 
feel it when I blew by 65, and if my appetite for food were the equal of that for learning, I’d be 400 
pounds and counting.  My debt to these masters of my universe knows no bounds. 

Closer to home, “my” Kitchen Cabinet, introduced in the 2008 report, really stepped up to 
the plate in 2009.  Everyone reports to someone and I can’t imagine being held accountable by any 
finer group of men.  Because of their diverse experiences and thoughtful, collegial demeanors, they 
have brought a stability to the firm that would not otherwise exist.  The ongoing influence of John 
Dille, Elkhart’s own media mogul who gently but persistently cajoles me to make my writing more 
readable, is indelible.  A rather exacting fellow, he encourages as only he can:  a slap on the back 
punctuated by a not-so-subtle reminder:  “Rome was not built in a day”!  Lifelong learning—
whether from reading countless hours each day, sitting at the feet of the “giants,” or learning to 
write to communicate for the first time in my life—is a humbling process.  The more you know, the 
more you know that you don’t know. 



For the record, the MCM Kitchen Cabinet members are John Collins, former CEO and 
founder of Leer; Bob Deputy, former CEO of Godfrey Marine; John Dille, president of Federated 
Media; Andy Frech, chairman of the board of Ancon Construction Co.; Scott Welch, chairman and 
CEO of Welch Packaging; and Wally Wells, former president and CEO of Schult Homes. 

Offering transparency in an industry where opaqueness is the standard, internally the 
partners of Martin Capital are undergoing “growing pains.”  All organizations have them; few air 
what for us is laundry with a slight smudge.  The generational age gap between the undersigned and 
his younger partners, to say nothing of ideological differences, is partially explained by “Relational 
Dialectics (root:  dialect).”  Put simply, sometimes we speak different variations of the same 
language.  See Yin and Yang (page 11).  In plain talk about the future, making such differences 
accretive and not depletive is what separates those who thrive from those who don’t.  We owe you 
no less than to be among the former.   

This report and all that preceded it, as well as other communiqués you receive throughout 
the year, is an open window into the mind and thoughts of the undersigned.  The policy of eating 
our own cooking, revealing how we think, what we value, and how we manage your assets in 
aspiring to earn well-above-average compounded returns—all real-time, never with the benefit of 
hindsight—is, we are told, as important as any quantitative performance history.  Moreover, such 
transparency allows the observer to reconcile thoughts with results, to evaluate investment 
performance in the context of risks taken.  Although such disclosures are rare in our industry (as a 
cartoon on page 17 makes clear), we are not your average sheep, nor are we inclined toward 
sheepishness.  Besides, we prefer the clear air and unobstructed view that independence offers.  If 
one’s worldview doesn’t extend beyond the behind of the sheep immediately ahead, one is destined 
to be average if not in arrears.  To be sure, there is safety in numbers—if one doesn’t mind the 
stench of mediocrity! 

My wife, Marsha, who is the best student I’ve ever had, quickly segued this year to 
taskmaster and compassionate critic throughout the project.  My able assistant, Kristen Smith-
Myers, adeptly mixes disparate elements like the late Julia Child would whip up a soufflé.  Dan 
Shenk of CopyProof shows up each year to prove once again that he is infuriatingly indispensable. 

This final section of reflections began with the end in mind.  It should therefore rightfully 
close by candidly addressing the provisions for continuity of best-in-class investment management 
service to you for years to come.  While it is my intention to continue to put my shoulder to the 
wheel as long as I am able or forever, whichever occurs first, I do read the obituaries. ☺  In most 
respects our house is in impeccable order.  General management of the firm is superb under Todd’s 
capable leadership. Apart from the "growing pains" alluded to above, if indeed the proof of the 
pudding is in the eating, the investment results served up over last several years as well as the decade 
should leave little doubt that our investment management process is pretty tasty puddin’! Our 
operations team is conspicuous by an inconspicuousness that only excellence makes possible. 

 
Frank K.  Martin, CFA, Senior Partner 
 


