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Please be aware that views and opinions expressed are based on Ralph Acampora’s technical analysis and constitute opinions which are subject to change. Technical analysis researches the demand and supply for securities based on trading volume and historical price studies. The information in this book can and will differ from research provided by Prudential Securities’ fundamental analysts. When used in conjunction with other factors, technical analysis could aid your investment process. Contact your financial advisor before making any investment-related decisions. Past performance is not a guarantee of future results and there is no assurance that forecasts will be obtained.














“AMO LA STORIA. LEGGI LA TUTTA.
IMPARERAI DELLA STORIA.”


—Teresa Fusco Acampora


[image: ]


These are the words I heard
over and over again as a young boy.
It was my dear mother
who taught me to love history;
to read all of it; and to learn from it.







FOREWORD


IN THE LAST FEW YEARS countless newspaper articles, magazine pieces, and even books have celebrated the long-term bull market that began in the mid-1990s. So much has been published that the genre has become a cottage industry.


While each book and article may be slightly different, they all follow the same basic format. The author begins by offering explanations for the market’s remarkable rise, and then he gets to the main point. The party has only begun, he declares. Then he goes on to predict extremely optimistic upside targets for the Dow Jones Industrial average.


Not surprisingly, each writer tries to outdo the last when it comes to predicting how high the market could go. We have been told that the Dow will hit 36,000, 40,000, and even the 100,000 level within the next two decades.


I confess that I enjoy reading these predictions. After all, for those of us who invest in stocks, they offer wonderful news. Our equity holdings are going to be worth a lot more if these forecasters are right. And I honestly hope that they do turn out to be correct, especially for my friends in the business who have gone out of their way to predict the Dow will hit a certain number by a certain time.


I won’t do it. (Though I admit Dow 1,024,683 has a nice ring to it.) This is not because I am not bullish. I am. But I am a prudent bull. I know bear markets. I know that there are bear markets, and we must always be on guard because they are very painful. And I also know that pegging the exact peak of a bull market is one thing, finding out why it could get there is another. Knowing the why and how is a far more important thing for me.


In fact, while we make predictions, no one can guarantee the immediate future of the market. This is why I have to offer you a very serious and prudent warning, right up front. All bull markets, including the mega-markets I am writing about, undergo sharp drops along their way to a peak. Such periodic washouts are common and are necessary for a mega-market to be sustainable over the long term. Bear markets help undo the excesses — a time to prune the tree, so to speak. Knowing that these interruptions or nasty corrections or even bear markets occur allows an investor to be better prepared.


Indeed, understanding the market is far more important than the predictions that can be bought for the price of a magazine or newspaper. So instead of throwing out Kreskin-like statements about the future, I will share my vision of how the market works, so that you can understand the extraordinary times we live in and make your own assessment.


I will explain the primary reasons why many stocks have climbed so dramatically in recent years. And I’ll explain, in detail, why I believe stocks still have a long way to run.


This second point is extremely important. As the market has continued its relentless drive upward during the last five years or so, too many have gotten out too early. When the market hit 5,000 or 8,000, they were convinced that stocks could not go any higher, and they sold.


I began researching the market’s unusual strength in early 1995, when the Dow was still in the low 4,000s. At that time I realized that several key economic and political factors were coming together in such a way that could create an environment that would support a multiyear stock market rise. After checking my facts, and checking them again, I predicted that the Dow would hit 7,000.


Dow 7,000 may not sound like the stratosphere today, but it was 60 percent above the market’s level at that time. And I said it would make the jump within the coming three years.


Not surprisingly, my analysis met with a lot of skepticism. People who were trying to be kind said I was being overly optimistic. Those who were not so kind simply said I was nuts.


Just about the only thing everyone agreed on was that my career was balanced on that bold prediction. If I was right, and my company invested accordingly, I would be a hero. If I turned out to be wrong, my career would be over. Thirty years on Wall Street, thirty years of building a reputation, would be squandered.


In the seasons that followed my initial analysis — the famous Dow 7,000 call—I had to write several reports to our clients defending my forecast. These were especially important whenever the market stopped its steady rise and suffered a reversal. I had to reassure people that while there would be corrections along the way, the bull market would continue. In the summer of 1998, for example, the Dow Jones Industrial average fell 19.5 percent. It was 21.5 percent if you included intra-day highs and lows, and that meant we were officially in a cyclical bear market, something that happens if stock prices fall 20 percent or more in a few months. But in special bulletins to our clients, I urged them to stay the course and explained why. Most did.


At other points, drops of 2 percent, 3 percent, and even 4 percent in a single day seemed to become commonplace. I argued then that if you hung in there, you would be rewarded. The overall direction would be dramatically higher. For those with long-term views of the market, this meant the good times should continue.


As time, hard work, and a little luck would have it, my prediction of Dow 7,000 came true in February 1997. In subsequent letters to our clients I explained in detail why I thought that stocks would continue their climb. Of course, naysayers still challenged me, and at that point I spent a long time wrestling with the data to be sure that conditions had not changed. It was no surprise to me and to our clients when the Dow hit the 10,000 mark in March 1999.


The market was being driven upward by a somewhat narrower group of industries and this would present a problem later on. But there were powerful positive forces in place, and it seemed clear to me that stocks wanted to move higher — a lot higher.


I could be somewhat certain of what the data said, but I wanted to understand better what was happening on a human level. The market is, after all, driven by human beings, and that is what makes it endlessly fascinating.


I dug deeper and deeper into history for the answers. This research, which became the foundation for this book, has taken me into areas I never explored before, such as defense spending and the biological sciences, to name just two. But these subjects are vitally important, if you truly want to understand why the market will be heading substantially higher.


The single most important new fact I came to understand is that, contrary to what everyone seems to believe, the current bull market is not “unprecedented.” In fact, what we are living through has occurred three times before in our history, and each time stocks have climbed dramatically. We are right in the middle of what I have come to call the fourth great mega-market.


If history holds — and I am convinced it will — stocks will continue to climb higher during what is now the fourth mega-market. I am coining the phrase “mega-market” to describe a bull market that runs about a decade or more. During mega-markets we can expect to see gains of at least 400 percent to 500 percent over a period that can last anywhere from ten to seventeen years. But remember there will be corrections and these are an integral part of a mega-market.


The world doesn’t need another book by some guy yelling about how he made a million dollars — and you can too. I prefer to explain, to teach. And, if I do my job right, three things will happen as you read this book. (Don’t worry, all of them are good.)




	First, you will learn that technical analysis — the method I use to examine the stock market — is not for traders only. You can use it for making your own long-term forecasts. (I’ll show you how.) And you’ll see that true research should incorporate all the disciplines of analysis: economic, fundamental, quantitative, and technical. Used together, they will increase the odds that you will be a successful investor.



	Second, you’ll come to understand the effect that history has on our stock market and see that the world in which we are living is not unprecedented — as many people have argued.



	Third, you will recognize that we are right in the middle of the fourth great bull market in American history. Armed with a thorough understanding of what drives markets — including emotional and technical causes — you should be able to chart your own course to the future. You will be prepared to spot the signs of corrections and bear markets, and you will know the steps you can take to avoid them.






Though many are reluctant to declare it, we are once again living in a golden age. America in the early 2000s is ascendant. The advances we see in medicine and information technology are astonishing. It’s no wonder that the stock market is as volatile as it is. This is an inflection point in history, a time of major changes in the way we live and the way we conduct business; hence stock prices will gyrate in response to wild expectations and inevitable failures.


The market is a roller coaster, both terrifying and exhilarating. Buckle up, it’s going to be an exciting and breath-taking ride.


RALPH J. ACAMPORA
NEW YORK             
SUMMER 2001        




CHAPTER 1


OUT OF THE BOX


YOU KNOW, you should write this down.”


It was October 2, 1997, and I was having breakfast with my boss, Hardwick “Wick” Simmons, chairman of Prudential Securities. Our conversation meandered around many topics but it always returned to the stock market. We marveled at how rewarding the previous couple of years had been for all those who were willing to take a risk in equities. The Dow had gone from 3,600 to 8,300 over that time. Wick kept talking about risk and what it meant to the firm’s clients. Those who had been willing to go along with the firm’s recommendations, and assumed a modicum of risk, had made a lot of money.


This reminded me that Prudential had taken risks too, on me. I thanked Wick for being willing to stake the firm’s reputation on my research. I reminded him of how proud I was when our firm allowed me to publish what appeared to be an outrageous report (forecasting Dow 7,000) back in June 1995. Prudential and its clients had depended on my risk assessment to invest enormous sums of money. They had been rewarded with a doubling in the market.


This was the point at which Wick told me I should “write this down.” At first I didn’t quite understand what he was saying. He explained himself bluntly.


“I think you should write a book.”


I was flabbergasted. “Why in the world would anyone want that?” I asked.


“Well, all of us are curious about what made you ‘step out of the box’ and write that bullish report. Some of us still don’t know what made you do it. I think a lot of people would want to know what you were thinking about. What did you see that nobody else did?”


I hesitated for a moment. While I had thought about writing a book, I had never let myself say it out loud. “Well,” I said, “there really is a story behind this story. It’s got something to do with me personally — the books I like to read and the intellectual discipline I developed during my years in a Catholic seminary. But mostly it’s about history and about technical analysis.”


“Then do it,” Wick told me.


TIMING


I can honestly say that I have dedicated most of my professional career to proselytizing for technical analysis. For example, this Monday night, just like on every other Monday night for the last three decades, you will be able to find me in classroom 8 at the New York Institute of Finance teaching the basic course in technical analysis. That doesn’t surprise anyone who knows me even casually. I have a mission. I will convince the financial community that technical research is a legitimate form of stock market analysis.


This fire in my belly was ignited in the mid-1960s when I was first introduced to charting, something that we will explore in detail in later chapters. Once I truly understood how to use the charts that are the core of technical analysis, I realized my career in investment research was not doomed because of a lack of education in fundamental analysis and traditional economic theories. (My college degree was in history and political science. In the seminary I had worked toward a Master’s in theology.) I began to think that I might be able to make a living on Wall Street after all.


Don’t get me wrong. All forms of research are needed to do a credible job of determining how individual stocks should be valued. But technical analysis provides a critical element — timing. We technicians are market timers. We try to determine when to get into (buy) and out of (sell) a stock.


Fundamental analysts research and create important numbers (earnings, revenues, price/earnings multiples, etc.) and then tell you where they think the stock should go based on their findings. They compare a company to its competitors and try to gauge whether its price is a good value. The idea, to oversimplify, is to buy a good stock, at let’s say $20 a share, and hold on to it for a while and presumably sell it years later for $60.


Now, in the process of climbing to $60, that stock may go to $40, then back down to $25, before it eventually rises to $60. But by the time you sell, the proponents of this approach argue, you will have a nice $40 profit.


Market timers don’t have any quarrel with making $40 on a $20 stock. But we try to do better. Our goal, again to oversimplify, is to buy that stock at $20, and then sell it when it is rising, say, at $37.


Now wait, you might say. You missed the run-up to $40. That’s true. But we also missed the drop back down. If fact, we might take our profits and reinvest in the same issue at $27, during its fall to $25. If our technical analysis is correct, we’ll ride up again to say $57. Yes, we might not ride the stock all the way up. But the important thing is we don’t ride it all the way back down.


This approach takes a bit more work on our part, and it’s not for people who can’t pay constant attention to their portfolios. But in our fictional example we end with a $47 gain, instead of $40. That’s a 17.5 percent greater return (before factoring in commissions).


As I’ve said, I don’t think there is anything wrong with fundamental analysis. In fact, if I could do my formal education over, I would love to be an economist — one trained in the fundamentals — with a technical bias. Unfortunately, many economists and fundamental analysts do not recognize the value of technical analysis.


Traditionally most people in academia and on Wall Street were never taught technical analysis. The reason is that very few colleges or universities actually offer the subject to their students. This is because most academics believe in the efficient market hypothesis — that is, they believe that all information that could move a stock price is known to just about everyone simultaneously. They argue that since news about a company’s sales, earnings, marketing efforts, or technical snafus is communicated just about instantly to everyone, it is impossible for one person to see a trend earlier than anyone else. To them, it’s impossible to anticipate a market turn, and technical analysis is useless.


Historically, the academy has attacked the notion of anyone being able successfully to time the market with any regularity. But the success of many market timers has caught the attention of more open-minded professors and investors. Our reputation is improving rapidly, and credible research is being done that shows you can successfully use price momentum to time the market.


As I write, a historic alliance is being formed by the Market Technicians Association, the official organization for technicians, and a very highly respected business school on the East Coast. (I’ll give you a hint. It’s a member of the Ivy League.) Together they are in the early stages of setting up a center for research into technical analysis. Great news indeed, not only for technicians but for all serious students and investors alike.


But, in the words of one of the professors at that prestigious school: “There is one problem. The word ‘technical’ has a black eye!” This is true. Too many tenured professors will not accept the word “technical,” but they are now willing to research the concept, convinced that the underlying ideas have validity. These newly enlightened professors feel more comfortable with the phrase “behavioral analysis.”


My guess is whatever we end up calling the center it will have “behavioral analysis” in the official name. As far as I am concerned, you can call it what you want. What is important is that more and more people will get to understand the technical factors that govern the market’s performance. This is a breakthrough that I would have had trouble imagining back in the early years of my career, when I began to believe what history and data were telling me.


THE MOST DIFFICULT MARKET


The year was 1970, and I was part of a scorned breed, scorned at least on Wall Street. People who did what I did — recommending stocks based on historical price patterns — were literally laughed at by many of the Street’s citizens. I couldn’t accept this. I talked this over with two new friends, John Brooks and John Greeley at the brokerage firm of Francis I. Dupont and Co., who like me were succeeding with technical analysis. We knew it worked and, in an effort to improve the credibility of our methods, we started talking about creating a trade association for technicians. It would be a way for us to meet, share thoughts, and compare ideas, the way other Wall Street professionals did.


To raise our profile, we enlisted the help of the two top names in our field, Robert “Bob” Farrell at Merrill Lynch, Pierce, Fenner & Smith and my boss, Alan R. Shaw of Harris Upham and Co., which is now part of what is known as Salomon Smith Barney. After much debate over whether or not we would actually get taken seriously enough to create what would be the first national organization of technicians, we decided to give it a try. And then Alan suggested something that was as daunting to me as starting the association itself.


“You know, of course, you’ll have to get the blessing of the Old Man.”


I didn’t need to ask whom he meant. The Old Man was Ken Ward of Hayden Stone and Co. At the time, he was one of the oldest living technicians. Mr. Ward was close to seventy years old. He had seen it all, from the Roaring 1920s and the Crash of 1929 to the Great Depression, World War II, and the long bull market of the 1960s.


Alan was right, of course; we would need Ken Ward’s support. So after working up my nerve, I called him on the phone. At first he told me in a clipped, serious voice, that any campaign to improve the image of technicians would fail. He called me “young man,” and said we would never be taken seriously. There were too many obstacles. It was too soon. People weren’t ready to believe that you could actually determine how the market and individual stocks would behave in the future based on stock charts and analysis of their past performance.


But of course I was young and wouldn’t take no for an answer. Both John Brooks and I kept pushing and finally Ken did agree to participate. But he required two things in trade. First, every member would have to be a technical analyst who followed equities — corporate stocks — not commodities. Second, he or she had to be the author of a technical market letter sent to clients or be the writer of technical reports that were sent to portfolio managers at an investment management firm.


Ken Ward was determined that our members be working for either an established Wall Street brokerage firm or an investment company where the firm had to be taking them seriously enough to let them make recommendations to clients. In the end, we could find only eighteen people who met those requirements at the time. Together we became the Market Technicians Association (MTA).


At our first meeting, I finally got to meet Ken Ward in person. This, for me, was the equivalent of meeting my childhood baseball idol, Joe DiMaggio. Ken Ward had lived through most of the bull and bear markets of the century. I wanted to know everything he had learned from this experience.


I asked him, “Mr. Ward, what was the most difficult market you ever experienced?” And as I asked the question I remember feeling really stupid. I anticipated his response and said, “Of course, it was the Crash of 1929.” Then he surprised me with his answer.


“No, kid. That was a layup. The toughest market I ever saw, by far, was the one from 1962 to 1966. If you go through something like that, it will be the roughest thing you’ll ever experience.”


I did a double take.


“But the market went up during that time” I blurted out. “It was a steep bull market that went on for several years. In fact, between 1962 and 1966 didn’t the Dow go up about 75 percent?”


“That’s right, kid,” Ken Ward replied. “It went up and up and up, and rolled right over all of us, bulls and bears alike. Nobody believed it. And it made us look like fools.”


As he talked I realized just how remarkable that climb had been. That bull market continued, on and on, despite events that could have crippled it, including: the Cuban Missile Crisis, President Kennedy’s assassination, and President Johnson’s heart attack.


THE SECULAR BULL MARKET IN THE EARLY 1960s
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“The biggest mistake we all made was that we sold the good-looking stocks too early,” Ken Ward continued. “It was a time of vicious rotation [when investors move out of one sector and into another], very vicious rotation, and a time when one really had to believe that we were in a secular bull market to benefit, and very few of us were able to understand that we were, in fact, in a secular bull market.”


Ken Ward was absolutely right. The market he was describing had gone way up and rolled over everyone. From June 1962 through January 1966, a period of three and a half years, the Dow Jones Industrials climbed 75 percent. Impressive indeed.


But the increase of that market, from 1962 to 1966, was only a tiny fraction of the bull market we’ve seen recently. Between November 1994 and today, in early 2000, the Dow rose more than 200 percent. Unfortunately for many, many people on Wall Street, and even for many technical analysts, this bull market did the same thing that the bull market of the 1960s did to Ken Ward and his colleagues. It has rolled over all the bears and even the bulls. The market made the careers of those who chose not to fight the trend, but it destroyed the reputations of those on Wall Street who chose to fight it.


As a technical analyst I watch the market. The entire market. And by tracking individual stocks (the bottom up approach) I can assess the direction of not only groups, but of the market as a whole. Why do I devote this much attention to such details? Because the most important thing to an individual investor is his or her specific portfolio.


I know from my many years of experience that you also have to take a top-down approach (study overall indicators and indices). Once you have established to your satisfaction that you are either in a bull or bear market, then you can trade accordingly. Deciding where you think the market is going to go is an important first step because you need to think and act differently in a bull market than you do when you expect the market to be bearish.


Naturally, every type of analyst tries to predict the future. Fundamentalists focus on the earnings of companies within specific sectors. Quantitative analysts (a.k.a. the quants) take the numbers generated by all the fundamentalists and back test them for all sectors and all companies. They try to explain whether a company is overvalued or undervalued relative to itself, to its peers, and to the overall market.


In contrast, we technicians plot and study a different set of numbers — price and volume — and read the resulting charts in light of important historical factors. We watch trends in actual trading: Has a stock been steadily rising or falling in price? And then we look for the exceptions and ask ourselves: Is the trend changing? We search for recurring price patterns, and increases or decreases in volume. We respect market psychology and live by the dictum that buyers (demand) push stock prices up while sellers (supply) force stock prices lower.


This dictum is absolute. It implies that someone out there knows more about the company in question than we do. And if enough of these “informed investors” decide to buy or sell on information that we do not have, then we must respect their action.


This bias — that the marketplace includes wise buyers and sellers — results in the old adage: “Don’t fight the tape.” If enough investors want a specific stock, or the market in general, to go higher, it will, regardless of what any one individual thinks is right. In this situation, technicians believe it is better to get on the moving train than to stand in front of it.


We technicians also look at recurring factors such as presidential cycles, and seasonal events such as year-end rallies. I personally take one more giant step and ask “why?” I accept without questioning that a certain trend is unfolding — I have no intention of getting in front of a moving train — but I insist on finding out what is causing prices to move.


Understanding the cause will help me anticipate how long a trend may last. It’s hard to overemphasize how different this approach is from the typical Wall Street bias. The “establishment” on the Street actually does the opposite of what I do. They predict where the market should go based on their estimates of value, earnings per share, and the like, and then complain when the market doesn’t respond the way they think it should or does something that they can’t explain. Quite often they wind up fighting the tape, or to use another image, they get trampled by a rampaging bull.


A MARKET THAT WANTS TO GO UP


Let’s examine a specific case. Back in March 1995, when this wild ride started, the market was showing me something I had never seen before. The Dow was at 4,200, after having climbed 500 points — or nearly 17 percent — in the previous three months.


Though a 17 percent rise in three months may not startle anyone today, it was only the second time in the thirty years I’d been in the business that I’d seen the Dow gain 500 points in such a short period of time. (The first time was during the Persian Gulf War when the Dow Industrials went from 2,470.30 on January 9, 1991, to 2,972.50 on March 5, 1991: a 20.3 percent gain.)


But here we had a situation that showed all the signs of topping that gain by a wide margin. The market had already gone up 17 percent and showed no sign of slowing down.


What made the advance in 1995 even more surprising was that it was being done against a backdrop of news that normally would have been considered devastating. We had just gone through the Orange County, California, bond crisis in 1994, in which the once-wealthy county had defaulted on its bonds. Defaults on municipal bonds are incredibly rare and this one, because of its size, sent shock waves across the country. At the same time the Mexican economy was going bankrupt, and as a direct result of our country’s effort to help, the U.S. dollar collapsed. And, finally, we had the Barings Securities scandal in Singapore and London, where a major international banking firm was brought to its knees.


And yet, despite all of this, the market kept going up. And I could not forget the old technician’s refrain: “When bad news can’t take the market down, it is good news.”


Clearly in the early spring of 1995 the market was demonstrating to me that it was strong, very strong, in spite of all these negative factors, any one of which normally would have been enough to send the market lower. Here we had three potentially disastrous events, and not only didn’t the market fall, it kept climbing.


Other analysts, who considered only the macro, or big picture, indicators, were all predicting a quick end to the rally. Macro indicators provide a top-down view of the world of Wall Street. And in 1995 they were not indicating that anything out of the ordinary was going on.


But there is a second way to scrutinize the scene — the bottom-up, or micro, approach, which deals solely with the movement of individual stock prices. In my micro analysis I uncovered a bevy of technically attractive stocks to recommend — name brands like Coca- Cola, GE, and McDonald’s — even though the Dow had already gained 500 quick points, a remarkable move back then. (One company, Vitesse Semiconductors, was a mere $7 stock; it looked like it could at least triple.)


Confronted with some negative macro indicators and highly positive micro indicators, I was faced with a dilemma. Should I believe my market data — the macro indicators — or should I accept as true what certainly appeared to be a rising tide of demand for stocks?


I thought about this for a long time. Everyone else was saying that the run we had had in stocks was over. If I said it wasn’t, I certainly would get attention. But if I were wrong I would have damaged my credibility.


As part of my soul-searching I recalled my first conversation with Ken Ward in 1970. Back then he had said that the biggest mistake you can make in a powerful bull market is to sell good-looking stocks too early. And he was certainly right about that. But he also said something else. He told me “rotation is the lifeline of a bull market.”


And it was clear that the market in mid-1995 was undergoing massive rotation, with people riding one sector up for a while, and then switching into another and driving that sector higher as well. The more I thought about it, the more I was convinced that the micro approach — the technical factors that show how individual stocks are doing, as opposed to the macro-indicators that govern the entire market —were right.


Then and there I adopted the following credo that I have embraced ever since: “As long as I can identify a majority of stocks that look attractive technically, I’ll remain bullish on the overall market.”


I came to this conclusion because my work was telling me that this was simply a market that wanted to go up. It was the most powerful thing I had seen in my career — and back then, at age fifty-four with nearly thirty years experience, I was an old man on Wall Street, where the average portfolio manager is thirty and wasn’t even around to see the crash of 1987. Few of the thirty-year-olds, or forty-year- olds, or fifty-year-olds understood what was happening.


Once I was convinced of what was happening, the technician in me still screamed out: “Why? What’s making this market move higher and faster than any I had seen in over thirty years?”


The answer was that a great many investors were remarkably confident about the future. As we all learned in school, the stock market is a leading economic indicator. That means it moves in anticipation of events. In 1995 the market was telling me — and anyone else who would listen — that we were just entering an extended period of growth. But on the surface, there didn’t seem to be any pending news that would cause it to explode upward. I was stumped.


Conventional wisdom on Wall Street says that the market and individual stock prices discount future news events by as much as six months in advance. That’s a fancy way of saying that the market and stock prices move long before news is announced. The ability for prices to discount good and bad news is a given. But we now live in an era of heightened public interest in the stock market. Business news has proliferated and is now instantly available to everyone. The tide of data swells bigger every day. Popular TV shows, newspapers, magazines, radio, and the Internet are overflowing with the stuff. This means, I believe, that the normal discounting function in the market has sped up quite a bit. Prices swing more abruptly and more steeply.


But knowing that the market had speeded up, that it was more volatile, didn’t tell me what all the optimism was about. Just what was the good news that so many investors seemed to anticipate?


In Catholic school, and in the seminary I attended for two years, I was taught to chase a question until I caught the answer. Baffled by the market, I began to look for historical precedents. A technician must be a market historian. And if the stock market reflects the country and its people, then history probably can help explain events that are out of the ordinary. While individuals are unique, human nature is remarkably consistent. Given the same set of circumstances, we tend to act the same way.


The immediate past didn’t help me understand the 1995 market. After the Persian Gulf War rise, the market flattened out and stayed in a very narrow trading range for the next nine months. But now, in 1995, the market was saying that it had no intention of being stuck in idle.


I kept hearing people use the word “unprecedented” to describe what was going on in early 1995, but I knew that couldn’t be the case. Almost nothing on Wall Street is unprecedented. In fact, the word should be removed from analysts’ dictionaries. Saying something is “unprecedented” is just an excuse for sloppy thinking. I have yet to discover something unique.


So, even though I couldn’t initially explain what was going on in the market, I knew there had to be an answer. We must have seen these conditions before. And after a bit of digging, I found that we had. In going back through history, I realized back in the early 1960s, the very market Ken Ward said he found to be the most difficult of his career to call (a conversation I had forgotten about in the intervening thirty years), we had a stock market that kept climbing, despite, as noted before, the Cuban Missile Crisis, the assassination of President John F. Kennedy, and President Johnson’s heart attack. That remarkable bull market went on for three years, during which time the Dow gained 75 percent. When you understand that historically stocks “only” increase 11 percent a year on average, you can grasp just how dramatic the gains during the early 1960s were.


So the performance of the market in the early 1960s and the one we were experiencing thirty years later seemed to track fairly closely. And that got me wondering about what else they might have in common.


The answer? Quite a lot.


In the 1960s we had low inflation and a low interest rate environment in the United States. Thinking about what was going on in the market in 1995, I saw that things were remarkably similar. We were at peace in 1995 and we were at peace in the early ′60s (Vietnam was just a police action then). In both periods, inflation was low and so were interest rates.
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And when I analyzed the market back in the early 1960s, took in all the details, and translated it for the market I was looking at in 1995, the conclusion was clear. We were in another “secular” bull market, one that would last for several years. A typical bull market, for the generation that was used to the 1970s and ’80s, doesn’t last as long.


In 1995, just about everyone on Wall Street was convinced not only was the run-up over, but that we were headed for a severe bear market.
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