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Prologue
THE NEW SCIENCE



How Simple, Predictable Principles
Drive Complex Change



WE ARE ALL REACTING to the “great bubble” in the stock market and business and its collapse in the early 2000s, wondering why we could have been so stupid to have believed in it and if we will see growth like this again for many decades. The common wisdom is that once you’ve seen a “bubble” it’s all over for many years or decades. But the economic and stock market recovery from late 2002 into early 2004 has caused more people to wonder if this bull market is not going to continue.

We have a clear answer: There will be another great bull market into the end of this decade that is likely to be even stronger than the 1990s bull market.

In this book we will explain why the current perception that “we’ve seen a bubble burst and it’s over” is not true when it comes to technology bubbles, why technology bubbles are different from other bubbles in history—and why such bubbles as well as strong consolidations and “tech wrecks” like those we have recently seen are necessary to major advances in human progress throughout history.

The truth is that there are at least two bubbles before a final peak in a major new technology expansion cycle is reached. We are forecasting the least suspected but greatest bull market in history—similar to the greatest bull market in U.S. history that occurred from 1922 to 1929 (the Roaring Twenties) after a very similar “technology” bubble and crash from late 1919 into early 1922. We have always compared this decade to the Roaring Twenties, and the truth is that decade started off almost exactly like this one.

Scientists and economists are experts in looking at a very complex world and coming up with complex explanations for it. But we often know different from our common-sense experience. Human beings have their own individual strengths and weaknesses and use them to survive as best they can. The people we know more often than not do predictable things most of the time, just like the planets predictably revolve around the sun, and the sun comes up every morning and the tides come and go, and so on. When many human beings do such predictable things in large numbers we can predict events such as when they will die on average—as life insurance actuaries have been doing for many decades.

But now for the first time since the early 1980s, when the first annual Consumer Expenditure Surveys were conducted by the U.S. Bureau of Labor Statistics, we can increasingly predict when people will do all types of things from growing up (at great expense to parents, the government, and busi-nesses) to workforce entry (where they finally become productive) to earning to spending to borrowing to saving to retirement, as well as when they spend money on all types of things from cradle to grave. It simply wasn’t possible to know these statistics before the recent information age began.

But in broader terms, in recent decades information technologies have allowed us to analyze all types of phenomena from the “big bang” and the evolution of our universe to the evolution of our planet and all of the flora and fauna that have developed over millions of years to the DNA code and how humans have developed and migrated around the earth over the last 80,000 years. Although we have always wanted to believe what we wanted to about the past to fit our personal, ethnic, and religious ideologies, we can increasingly see the greater reality of evolution and economic progress over long periods of time today. We have, predictably, fought most new scientific insights throughout history, such as the earth being round and revolving around the sun, but that hasn’t changed reality. The people that have most understood reality throughout history have progressed the most, and even more so in recent decades! For the first time in history, from many angles,we can see where we have come from, how we have evolved, and where we are likely going—from the longest- to the shortest-term cycles. For a more in-depth analysis of human evolutionary cycles, you can download a free special report on our website at www.hsdent.com at “The Long View” under “Key Concepts.”

THE ATTITUDE THAT “NO ONE
CAN FORECAST THE FUTURE”

Today in economics and in many fields of politics, sociology, and science, there is an attitude that “nobody can predict the future past a certain point”—there are too many complex variables that could impact it—hence we can only learn from the past. But this is obviously nonsense as more and more fields of science have become capable of predicting more phenomena for centuries as our knowledge of the universe has grown exponentially. We have been saying something very different in economics for more than two decades with greater degrees of long-term predictability than other economists. Increasing advances in many fields of science are only validating this concept. There are more and more simple cause-and-effect factors that we can identify from evolutionary stages to planetary cycles to genes to early-life character developments in psychology to predictable life cycles in humans, natural systems, and technologies. And the most fundamental factors we have found to be critical in economics are so large that they overwhelm smaller factors and more random events.

No matter what we learn, there will always be factors that we don’t understand yet, seemingly random factors—such as the September 11, 2001, terrorist attacks. But the truth is that even such factors may not be as random as we think. Our research has shown that incidents such as 9/11 are much more likely to occur when other factors, such as the economy, are weak or in down cycles—much like Hitler and World War II, which followed the Great Depression. Even the weather has become more predictable, both short term and long term, in recent decades. We can now track the climate and the movement of the continents over millions of years through drilling into glacial ice formations and many other means. And climate has been the greatest single factor driving the rise and fall of species over time.

But scientists, political scientists, and sociologists would ask, “How can you account for the great variability of events that have occurred in modern times?” The truth is that we can’t be 100 percent certain, but we can better approximate the most fundamental trends that have driven past changes and will very likely drive our future. The two trends beyond climate that are most applicable to human and economic progress in the last 10,000 years are demographic trends in population and aging, and technological innovation. We have been predicting the most basic trends in economics since the late 1980s with greater and greater accuracy, just like weather trends. And we keep learning more and predicting more long term and short term, and again we will never get it totally right. But the people who have listened to us have made much better decisions than others over the last fifteen to twenty years.

Some of the greatest insights into predictability recently have come from DNA research. Despite our different environments growing up, we can more closely predict our personalities and characteristics from our DNA—and we will be able to change them in the future if we choose. We can now track the migrations of past ethnic groups around the world with much greater accuracy than through anthropological finds—through DNA tracing. But perhaps the greatest insight comes from Stephen Wolfram, author of A New Kind of Science. He has shown that the most complex patterns and cycles in nature actually evolve from very simple formulas or patterns that repeat and evolve over long periods of time.

Complexity evolves from simple factors through growth and replication over increasing periods of time, not complex causes or factors. The truth is that life is complex but evolution and human nature over time are simple. Progress is also very clearly exponential, not linear. And we don’t think that way.

More progress has been made in our relative standard of living in the past 200 years than in the 10,000 years previously, and more progress was made in the past 10,000 years than millions of years before. Hence, the history of progress is clearly exponential beyond our present conceptions. In this book, as in many past books, we look at more and more trends that we can predict (despite seemingly random short-term events) well into the future that will affect our economy, our investments, our lives, our businesses, our children’s educations and careers, our real estate and living circumstances—as well as many other aspects of our lives. And we use very commonsense indicators like when the average family spends the most money in their lifetime, which any of us can readily understand as we do similar things in our lives.

Imagine living in the Stone Age and not understanding how and why our seasons of weather change every year and being shocked by the advent of winter. We are charting the seasons of our economy in a way that has never been done before but is proving to be increasingly accurate. Many of the same types of things that occurred eighty years ago are recurring today—including the recent tech crash and terrorist strikes. All of our books have emphasized an approximate two-generation or eighty-year cycle in the emergence of radical new technologies and new economies and ways of living and doing business. The tech wreck and terrorist crisis of the early 1920s was followed by the greatest bull market in history and advances in our standard of living to follow from the late 1930s into the 1970s that literally no one would have forecasted back then. For the first time in history, we don’t have to be “surprised” when spring or summer turns to fall or winter in our economy!

These seasons in our economy, as well as longer-term advances in technologies and our standard of living, are largely predictable. In this book we will look at how our economy and stock market will very likely evolve over the coming decade—when we will see the greatest bull market in history—and over the decades to follow, when we will see one of the greatest downturns in history in the United States and the Western world. These trends have already been set into motion by the massive baby-boom generation’s spending and productivity cycle and the information revolution since the advent of microchips in 1971. All we have to do is understand how our consumer and technology life cycles coincide. And if we understand such trends and life cycles we should be preparing for the last great bull market in U.S. history (not the last bull market) and a downturn to follow that will compare to the Great Depression-in some ways worse, in some ways perhaps better.

WHY WE WILL SEE THE DOW AT 40,000
BY THE END OF THIS DECADE

Since the early 1980s, we have been conducting increasing research into demographic, generational, and technology cycles that are the fundamental generators of economic growth and stock market advances, despite and beyond political and random events such as 9/11, or short-term over- and undervaluation cycles in the stock market as we have recently seen and as we saw in 1987. People who are born into a highly productive economy, such as that of the United States and most developed countries around the world, do fairly predictable things as they age. Once radical new technologies emerge in clusters they grow in a four-stage life cycle, creating new growth industries and the reengineering of older industries much like the seasons of our own lives (youth, adulthood, midlife crisis, and late adulthood).

The most important premise of this book is that despite the crash of 2000-2002, the greatest economic boom and bull market is not over! The demographic wave of earning and spending of the largest generation in history, the baby boomers, never stopped during the downturn of 2000-2002 and will continue until 2009 or 2010. The greatest technology revolution since electricity, the automobile, and the telephone—and perhaps since the printing press in the late 1400s—will not see its first major peak until late in this decade as well and will resurge surprisingly in the second half of this decade into another strong growth boom in productivity and another bubble in the stock markets. It just had to go through a consolidation phase after the first rapid growth stage of the late 1990s.

It’s not that we’ve seen a bubble burst, but that we are in an extended “bubble boom.” We will show in Chapter 1 how this bubble boom has been evolving since the early 1980s, and in Chapter 2 how a greater bubble boom has been evolving since the steam engine and Industrial Revolution of the late 1700s. The first bubble in this boom occurred into 1987, the second into early 2000. The third and last is just ahead. This decade will resemble the Roaring Twenties as we have always been forecasting. That decade started out with a “tech wreck” that followed an initial tech bubble, as we will document in detail in Chapters 1 and 2 of this book. But after the stock crash in the early 1920s a greater bubble and expansion period followed into late 1929, the greatest eight-year bull market in U.S. history-“the buy opportunity of a lifetime” back then and the best of the entire last century. The Roaring Twenties bull market was the least anticipated in history due to the devastating technology bubble and crash that preceded it.

But that great bull market was finally followed by the Great Depression, the worst economic period in U.S. history. We continue to see a similar downturn from 2010 to 2022 or so. These predictable and tumultuous cycles will affect your investments, your business, and your life more than any other events in our lifetimes. We will present a much more comprehensive analysis of demographic, technology, and cyclical trends to allow you to prosper and adapt over the next two decades, which will continue to defy economic forecasts and normality as we have known it. But, more importantly, we will outline the most comprehensive forecasts and long-term systems for investment, business, and life planning ever offered. It’s up to you to spend the time to examine our new logic and determine if it’s worth applying to your life, career, and investments.

In The Roaring 2000s, published in early 1998, we followed our demographic analysis in The Great Boom Ahead (published in late 1992) and forecasted that the Dow Jones Industrial Average could reach as high as 35,000 or 40,000 by late 2008 or 2009. There is not an economist or analyst anywhere that we are aware of who thinks that is remotely possible today. This continues to be our forecast, and it bodes well for a very strong economy and returns for investors similar to or better than in the second half of the 1990s. Most investors and businesspeople were very skeptical of our forecasts in the late 1980s that the Dow would reach 10, 000 or higher, especially after the early 1990s recession, S&L crisis, stock crash, and Iraqi war. But we have found through studying very long-term trends that the fundamental ones we identify win out over time and are clearly the best way to invest and make plans for the future.

The recent great stock crash bottomed in early October 2002, when we gave the strongest buy signal in the history of our newsletter, The H. S. Dent Forecast. The recovery in the stock market and economy since then has been persistent, although it stalled a bit, as we forecasted from early to late 2004. That was just the first wave in the last great bull market we will see for the rest of this decade. The greatest part of this bull market is still ahead, between late 2004 and late 2009 or early 2010. This is the last chance you have as an investor or businessperson to take advantage of the greatest boom in history. From 2010 on, we will see a long-term economic downturn, as Japan saw from 1990 to 2003 and more similar to what the United States saw from 1930 to 1942. Why? Trends in spending and technology cycles will turn down. And if you thought political problems and terrorist threats were scary in the early 2000s—they will only intensify in such a prolonged downturn.

A NEW SCIENCE: DEMOGRAPHICS

Most people are not clearly aware of the full range of breakthroughs that have occurred in all types of sciences in the last two or three decades with the advent of the recent information and computer revolution that still has many more decades to deliver advances and results beyond most of our imaginations. This Information Revolution, which began with the first computer in 1946 and extended into microchips in 1971, personal computers by 1976, advanced software operating systems by 1981, then the Internet by 1993 and broadband in recent years—represents the capacity for communications, collaboration, and access to research that is spawning major advances in all of science, business, sociology, and personal lifestyles. Demographics represents just one new science that first emerged in the 1970s with demographic and lifestyle models such as PRIZM (from Claritas) and TAPESTRY (from ESRI) that could project consumer spending propensities down to counties and then zip codes and now neighborhood blocks.

We followed with macroeconomic models starting in the late 1980s, showing that incomes, spending, borrowing, investing, innovation, productivity (and inflation), and power shifts (business model and political changes) were predictably generated by demographic and generational cycles. William Strauss and Neal Howe documented these generation cycles since the late 1400s in great detail in Generations (1991) and other books. Strauss and Howe showed that there is a four-stage generation cycle that corresponds to the evolution of political, social, and economic cycles in our economy over approximately two generations, or eighty years or so.

The point is that there is a new information-based science built on predictable cause-and-effect impacts of how we change as we age that is just as predictable on average as life insurance actuarial tables for when we will die. That represents a major breakthrough, especially as computer and information technologies now allow us to analyze and project such predictable impacts decades in advance and down to zip codes and neighborhood blocks! Economists, business forecasters, and stock market analysts are still unaware of this new, simple science. Hence, they have been wrong about most fundamental trends for decades and will continue to be wrong about the prognosis for the rest of this very bullish decade and the very difficult decade to follow.

You as an investor, businessperson, or individual cannot afford to wait for the economic elite to recognize this new science or wait to see the results and scenario we have been and are continuing to successfully forecast. Your life may very well depend on understanding why we are in the most volatile period of expansion in history and how it will unfold on both the upside and downside in the next two decades and beyond. You are in a position to understand the simple, commonsense, and profound implications of some fundamental principles that most experts have not grasped and will not grasp as they continue to defend the economic principles of the past.

Demographics as a new science is the greatest breakthrough we have seen in economics. It is inherently very simple and understandable in principle as we all do these predictable things to some degree or another as we age. But these simple principles, when analyzed and projected in greater depth, allow us to see not just the simple trends, but the more complex unfolding of our economy and lives over time. Hence, our economy is far more predictable than we have been led to believe by economists.

A NEW KIND OF SCIENCE ALTOGETHER

In A New Kind of Science, Stephen Wolfram proposes the same principle we are proposing—that simple factors drive predictable long-term and complex trends, but on a much broader and more sophisticated level. Wolfram has used high-powered computers to demonstrate a new principle of science and evolution. He shows that very complex patterns of nature from snowflakes to seashells to zebra coats to coastlines to mountain ranges can be generated from very simple mathematical formulas that are repeated over long periods of time. They start out very simple but end up very complex in appearance. They seem unpredictable and random at first glance, but they end up highly predictable from such simple formulas if understood and applied rigorously over time.

Our evolution started out at the simplest level with the big bang and has expanded into an ever-growing and complex universe ever since. Life has emanated from very basic quarks, atoms, and molecules that evolved into very simple single-cell organisms (which are all still the building blocks of life today). These simple forms have evolved over time into very complex natural systems, reptiles, mammals, and human beings as the seemingly highest form of evolution to date. And our evolution as humans has evolved from very small populations at simple survival levels of existence, from migrating hunting tribes to small agricultural towns and into very complex societies, economies, and cultures. So, from a long-term point of view this should be obvious. Simple forms or formulas evolve into complex forms and manifestations through predictable cycles of growth and evolution over time. The key to understanding change and forecasting future trends is not to understand their apparent complexity but the inherently simple principles and formulas driving such change. The truth is that you can’t understand the “whole” by merely analyzing all of the parts. “The whole is greater than the sum of the parts.”

This may sound preposterous, but both Wolfram’s new research and ours strongly suggest that nothing is random if you fully understand the simple factors driving growth and evolution and how they combine and evolve over time. We can get better at doing that but will likely never get it 100 percent right! But there have been major breakthroughs in the last few decades in many sciences, including research in economics.

It’s just that we haven’t begun to understand that this is the case until now, and of course, we still haven’t fully understood how to determine them, combine them, and project them into the future. And again, we probably never will altogether. But we are beginning to, and in our long-term forecasts we have already made many major successful projections against the grain of opinion in the last two decades! Even Stephen Hawking, author of A Brief History of Time, stated that the future is inherently a mirrorlike projection from the past. Our research continues to confirm that point of view.

After forecasting the incredible bull market of the 1990s in the late 1980s and early 1990s, we also forecasted a correction in 2000, but at first we missed the severity of the 2000-2002 crash in the stock markets. But ours was the first research, using the same simple fundamental demographic and technological cycles, to explain by mid-2001 why the tech wreck of 2000-2002 was predictable and why it would lead to the last great bull market and bubble in our lifetimes in the United States. That will be covered in detail in Chapter 1. We had to learn from changes in events in order to refine the simple models we already had, in this case not the demographic model of consumer spending, but the four-stage technological life cycle model we have featured in our past books.

THERE IS NO END TO FORECASTING CAPACITIES,
AND THAT IS THE KEY TO OUR EVOLUTION
AND STANDARD OF LIVING

The truth is that what we are saying here is not new at all. From the measurable levels of human history we have advanced by learning more about our environment, developing new technologies, and forecasting more of what will come and how to better adapt to change. How long did it take us to discover fire, the wheel, or metal tools and weapons? How long did it take us to realize that there were predictable tides down to the minute every day and seasons every year? Now spring, summer, fall, and winter are totally obvious and predictable, although each season brings some new nuances. But even short-term weather patterns and hurricane probabilities and patterns are now becoming highly discernable.

How long did it take us to realize that the earth revolves around the sun and then the planetary motions of our solar system? Now we can launch spaceships to the moon or Mars with high precision! We have shown that the economy and the stock markets follow predictable economic seasons every eighty years and that long-term economic booms and busts follow projectable generational spending waves about every forty years. And we are now becoming increasingly capable of measuring when our stock markets are overvalued or undervalued in shorter-term cycles and when during each year and each Presidential Cycle and in each decade the stock markets will perform better or worse (Chapter 3).

What Stephen Wolfram is doing on a much broader basis is what we are now doing with economic trends and basic human evolution. We start this book with the very simple basics of natural and human evolution, starting in Chapter 1 by explaining why the tech wreck of 2000-2002 was a natural and inevitable part of the evolution of the baby-boom generation’s economic and technological cycle and why we have a great bull market and bubble still ahead before we collapse into the most severe downturn since the Great Depression, and in some ways it could be more severe and longer in scope.

Our research increasingly shows that we may not see new highs after 2009 or 2010 in the broad stock markets for the rest of our lifetimes, although we will see another substantial boom from 2023 or so into the early 2040s after the great crash from 2010 to 2022. Similarly, after the peak in late 1989 Japan is not likely to see new highs for several decades—and we were one of the few forecasters to predict that Japan would decline in the 1990s and early 2000s, when it appeared to be on top of the world in the late 1980s.

In this book we will show not only where the best business and investment sectors will be in the great boom and bust ahead, but how to determine by using demographics in your local areas where the best areas for home appreciation or business opportunities will be. It is the most comprehensive guide to financial and life planning ever presented. Demographics (and technology life cycles) are destiny, and we take demographic models and logic and go beyond the most fundamental trends in spending, productivity, and inflation that we have been forecasting for decades now and apply them right down to the dynamics of your local economy and home market. We will give you more tools than you have dreamed of for seeing future trends and successfully adapting in good times and bad if you will take the time to read this book and apply it to your life—or find a financial adviser who understands our tools and logic.

We will show that we as humans have a profound and persistent tendency to view the world and progress in a linear fashion, whereas it actually occurs in clear cyclical and exponential growth trends until new limits are hit—and then, of course, progressive contractions follow. We are in denial about life and death, growth and progress—and that represents our greatest liability in planning for the future and making effective decisions.

We have been in a “bubble boom” since the big bang. The human bubble in population accelerated with the Agricultural Revolution 10,000 years ago, and has been accelerating even more since the Industrial Revolution in the late 1700s and the Information Revolution in the last century. We are at a very auspicious and potentially ominous time in human history now that birth and demographic trends are slowing for the first time in modern history.

Understanding the most fundamental cycles driving our growth will be key to surviving in a more volatile up-and-down future—for the next two decades in particular. The future is not going to be what you expect it to be. We can help you anticipate and adapt with simple indicators of future growth you can readily understand!

In Chapters 1 to 3 we will look at why the tech wreck occurred in the early 2000s, why the fundamental trends we projected in the past are still in force, and why the “investment opportunity of a lifetime” that we first called in late 2002 will still be very advantageous into late 2004. In Chapters 4 and 5, we will look at the trends in real estate and how to plan your entire life cycle and decisions around the predictable trends we can project in many areas for decades to come. In Chapters 6 and 7, we will take the most in-depth look at risks and returns in different investment sectors and show how to build portfolio strategies for the very different seasons of our economy. There will be the most significant season change since the late 1920s and early 1930s around the end of this decade and your investment strategies will have to change big time now and then. In Chapter 8 we will look at the business opportunities in the “new millionaire economy.” We may see the highs for the Dow for many decades to come by 2010, just as we saw for the Nikkei in Japan by late 1989.

If you can find a book more important to your long-term success and survival, we would like to see it! Give yourself the time to read this entire book, not just the first chapter or the headings. You will see that the future is much more projectable than economists have led us to believe, now that we have clear demographic information comparable to learning that the earth revolves around the sun.

Our promise: If you study this book and apply its principles, you will make different decisions in the future than you have in the past. You will be able to create a more predictable and a better future for yourself in good times and bad—and we will certainly see both in the next two decades!

But it is also time for traditional economists and forecasters to start taking this new science of demographics and technology life cycles more seriously. If we are right about the next two decades, as we have been about the past two decades, then they will no longer be able to discount these new theories as overly simplistic. We continue to believe and prove that the complex changes in our economy and lifestyles are a result of simple and forecastable cause-and-effect factors. We urge you to consider this reality before the experts finally catch on.

We urge you to begin to accept the reality of exponential growth and cyclical change versus your preference for a linear world where we get better and better over time and then go to Heaven and stay there! Living in reality may be difficult at times, given what actually occurs in this world, but it makes you more responsible and more effective in all aspects of life. That is what this book is all about.



Chapter 1
THE INVESTMENT OPPORTUNITY
OF A LIFETIME



Uncanny Parallels with the “Tech Wreck”
of 1919-1922 and the Roaring Twenties
“Bubble Boom” That Followed



THE INITIAL REBOUND in the stock market in 2003-2004 after the crash in October 2002 is a harbinger of the next great bull market in stocks and the last stage of the greatest boom in history. This should not be a surprising forecast to our past readers, given our long-standing forecasts that the massive baby-boom generation would drive an unprecedented boom into 2008 or 2009 with their predictable spending and productivity trends. But it is crucial to understand that this is your last chance to profit from this extraordinary bull market that has raised more people than ever into the status of millionaire and affluent households. And the extreme crash of 2000-2002 makes the next stage of investment opportunities even more compelling! We are predicting that from the lows in late 2002 into around late 2009, you as an investor are likely to achieve as high or higher average annual compound returns than you did in the unprecedented bull market of the 1990s. How many experts, economists, and investment strategists are predicting that?

This may sound astounding in light of the incredible crash in technology stocks and the terrorist attacks on September 11, 2001. You might ask, “After this incredible bubble and crash, how could we even think of seeing such returns in the coming decade?” Even Warren Buffett and Sir John Templeton, two of the most successful long-term investment gurus, are predicting much slower growth in the economy and in stock returns for many years to come! Buffett claims that you will, at best, see low-single-digit returns for this decade, and Templeton claims you would be lucky to break even in stocks during this time period.

But first remember that we stood almost alone in predicting the incredible boom of the 1990s in The Great Boom Ahead, published in late 1992—when most people were nearly as pessimistic as now. After all, Bankruptcy 1995 was at the top of the best-seller lists at the time. We had just seen the extreme 1987 crash, collapsing housing prices, the S&L crisis, the Persian GulfWar, the collapse of Japan’s economic, stock, and real estate bubble, the greatest government deficit ever, and a similar recession from late 1990 into mid-1991. Who would have thought that the 1990s could have seen greater stock returns and economic growth than in the 1980s? The truth is that every decade of this unprecedented boom has started out weak. Remember the early 1980s? The early 1990s? Most decades start by consolidating the strong gains from the previous decade before moving on again, due to a recurring corporate planning cycle that we will cover in Chapter 3.

We forecasted then that the decline in Japan, of which we were warning in the late 1980s, would continue and that America would see the greatest boom in history. We forecasted that inflation would fall to near zero and that we would balance the government deficit by 1998 to 2000. We said to “get ready”! But most people didn’t realize the significance of the 1990s boom until the latter 1990s, just as that incredible expansion was increasingly due for a necessary consolidation to prepare for the next and greatest decade to come, just as occurred in the early 1990s, after the great 1980s expansion. The good news is that the fundamental trends we track and forecast have not changed despite the crash of 2000-2002.

We didn’t title our early 1998 book The Roaring 2000s for nothing.We have been and are continuing to predict that this coming decade will be the greatest in history and will closely parallel the Roaring Twenties—the last time a major technology revolution moved fully mainstream while a new generation hit the peak of its spending and productivity cycle. That decade determined the leaders in most industries and technologies for many decades, into the 1970s and beyond! This time the generation is much larger and the technologies are even more powerful. So we are saying “get ready” again, as we did in late 1992 in The Great Boom Ahead, and we have much more evidence for why the economy and the technology revolution will continue to boom, including why we saw such a dramatic technology crash in 2000-2002. That was just the end of the first phase of the acceleration of new technologies into the mainstream of our economy. And the 1990s boom created the second bubble in stocks, concentrating largely in Internet and technology stocks, to follow the first bubble, which peaked in 1987.

The second stage of the technology revolution is coming. The same “tech wreck” scenario occurred eighty years ago, between late 1919 and early 1922, when automobiles and many other new technologies were growing rapidly and hit the same 50% penetration point of adoption by consumers. The incredible boom that followed that extreme and extended crash were indeed the infamous Roaring Twenties! In fact, we have identified a four-year cycle and a decade pattern of stock movements that have recurred regularly for more than fifty years. After another key four-year cycle hit in late 2002, there is only one more cycle due in mid- to late 2006. Otherwise, the coast appears to be clear for another strong decade of expansion.

Did you realize that almost every decade sees recessions, consolidations, and stock declines in its first few years and that most of the gains are made in the second half of the decade? In the next chapter we will look at why we are still predicting a Dow as high as 38,000 to 40,000. We will give you a more detailed road map for how the bull market will unfold over the rest of this decade, in large-cap stocks, small-cap stocks, bonds, real estate, and international markets. We will look at the sectors of the stock market that are being driven by the demographic trends and technology revolution. But expect the technology sectors to accelerate strongly again and lead the stock markets from late 2004 or 2005 into 2009 or early 2010, just as they did from 1995 through 1999 and early 2000. Hence, even if you missed the great buying opportunity in late 2002, the best of the bull market is still ahead!

If you had bought stocks, and in particular auto and new technology stocks, at the bottom of the “tech wreck” in late 1921-early 1922, you would have seen gains of six times in the Dow, twelve times in the auto index, and twenty-two times in General Motors in just eight years. That was after a 45% crash in the Dow, a 70% crash in the auto index, and a 75% crash in General Motors that closely paralleled the crash of early 2000-late 2002. In fact, we will show that Intel’s stock chart from 1992 to 2000 looked almost identical to General Motors’ from 1912 to 1919. In late 1921-early 1922 it looked just like the beginning of the Great Depression. Unemployment hit 12% in the United States and 18% in Great Britain. There was deflation in prices for the first time in decades. Germany was about to collapse even further from hyperinflation in 1922 and 1923.

There was even the first modern terrorist strike: a bomb exploded on Wall Street in late 1920. There was an incredible reaction to new immigrant and ethnic groups, including the explosion of the Ku Klux Klan’s membership to 5 million, or almost 23% of households, by 1924. The 1920s became the anti-immigration decade. But despite such extreme economic, political, international, and social conflicts, the Roaring Twenties saw the greatest bull market and decade of economic productivity and progress in U.S. history—that is, prior to the 1990s and until now!

Economists now say, despite the initial rebound of the markets in 2003, that we have seen a bubble in the stock market and that the markets, especially technology stocks, won’t see new highs for perhaps decades. We couldn’t disagree more. This boom has been a bubble boom due to the extreme demographic, globalization, and technological advances driving it. The first bubble occurred from 1985 to 1987, but that was not a technology bubble. The recent one was even greater, from 1995 to 1999, and concentrated largely in the Internet and technology sectors. We see the next and final bubble accelerating from 2005 into 2009 or early 2010. And it is likely to become the greatest intermediate bull market and technology bubble in the last two centuries. This final bubble will likely be followed by the greatest depression in history—at a minimum, the greatest downturn since the Great Depression.

We’ve been the most bullish forecasters and investment strategists since the late 1980s when we discovered some very simple, but potent new tools for predicting economic trends—tools that economists largely reject because they are too simple and everyday people can understand them. We deal in the basic fundamentals of when we earn and spend money, are most productive as workers, borrow the most, invest the most, and even create inflation due to the expense of raising and educating our youth until their entry into the workforce. These are new statistics that have emerged from the Information Revolution which are highly quantifiable and widely used in consumer marketing—but not in economics. What could be more fundamental to our economy than these basic, easy to understand, highly projectable trends? We find consistently that people readily understand this human, demographic approach to forecasting. Why? Because we all experience similar life cycles as we age!

We’re not bullish just because we are optimists by nature. My mother would never tell you that I am an optimistic person! In 1989, we forecasted that the United States would enter a two-year slowdown in 1990 and 1991. We forecasted Japan would then decline versus the United States and Europe for more than a decade. In fact, we thought the stock crash of late 1990 would be worse than what actually occurred. We were also initially forecasting a Dow of 10,000 by the early 2000s, and that was an understatement—although everyone thought we were crazy at the time! In The Roaring 2000s, released in April 1998 with final edits in late 1997, we forecasted that the Dow would correct to 7200-7600 by mid- to late 1998 (page 292). The intraday bottom was right in the middle, at 7400. And that’s the area we gave for our strongest buy signal again in late September-early October 2002.

In The Roaring 2000s Investor, released in October 1999, we forecasted that the Dow was about to hit the top end of our valuation channel by late 1999 to early 2000 and that a sharp correction was due (page 26). On February 1, 2000, we warned in our newsletter that the Internet stocks were approaching a major top. In the April 1, 2000, edition of our newsletter we advised subscribers to start allocating portfolios out of technology and Asia (ex-Japan), more into health care and financial services. Despite the extreme correction that followed, the Dow on September 21, 2001, tested the bottom of our valuation channel and rallied modestly into mid-2002. We gave our first strong buy signal there at 8000-8200 on the Dow. But the Dow Channel was later broken in early July 2002, which gave us targets back to the 1998 lows of around 7400. The Dow finally bottomed at 7286 on October 9. Similarly, we forecasted in late 2000 that the Nasdaq could test its long-term trend line around 2100, and if that broke the next target was the 1998 lows of 1350-1400. That level was also finally broken and we were similarly projecting lows in the 1100 to 1150 range, which occurred at 1114 on October 9, 2002. Hence, we aren’t averse to being bearish when called for.

But in our October 1, 2002, newsletter we gave our strongest buy signal ever! The reason we are projecting continued economic and stock advances into 2009 or early 2010 is that our forecasts are based on highly quantifiable demographic and technology trends and they are still pointing very strongly upward. Given the extreme stock crash and political events of 2000-2002, it is amazing that the economy stayed as strong as it did. That was due to continued strong consumer spending while businesses cut back sharply, which only proves how strong demographic trends affect our economy. As Warren Buffett has said, “Markets go up, and they go down.” We agree in the short term, and the recent bubble and crash prove that. But we have found that the markets move in very predictable ways over the long term because of these fundamental trends.

Since the beginning we have been forecasting that this great boom would be followed by an extended decline from around 2009 or 2010 into 2022 to 2023, like past bear markets following the peaks in past-generation spending cycles. This occurred from 1930 to 1942 and from 1969 to 1982 in the United States. In the short term, we fully recognize that the stock markets and economy can take strong swings, even in bull markets. Hence, we clearly aren’t always bullish! In fact, in Chapter 3 we will demonstrate some cycles that have explained every substantial stock correction over the last four to five decades. And three cycles converged between 2000 and 2002.

The good news again is that the path is clear for stronger advances until mid- to late 2006 before the next minor cycle hits. We then will very likely see a peak in this bull market between late 2009 and early 2010. By 2010, all of our critical analysis suggests that we will almost certainly see the beginning of a serious, long-term economic and stock decline that will be worse than the 1970s in the United States or the 1990s in Japan and could rival or exceed the Great Depression in the 1930s. That is the bad news. It is perhaps the most important insight we can give you in this book. There are investing and living strategies that will allow you not only to largely avoid this inevitable calamity, but also to profit from it.

Today we have a very different forecast from Warren Buffett and most experts, as we have since the late 1980s. By the end of this decade we still see the Dow hitting 35,000 to 40,000 and the Nasdaq advancing to around 13,000, and potentially as high as 20,000. Despite the initial strong recovery in late 2003 and early 2004, we see the strongest gains coming between late 2004 and 2009, especially from late 2004 into mid-2006 and from late 2006 into late 2009. It’s clearly not too late to fully participate in the next and greatest bull market in history!

Why do we call this time the investment opportunity of a lifetime? Because the crash and slowdown of 2000-2002 represented an extreme correction and a natural stage in the rapid emergence of new technologies during an ongoing economic boom, much like the extreme 1987 crash and the aftershock in 1990. But this most recent correction was much more like the crash of late 1919 to early 1922 that led into the Roaring Twenties boom and bull market. And that was the greatest investment opportunity of the last century.

Here is an important point we have always stressed for investors. Not every major crash in the stock market is a great buying opportunity, and holding stocks for the long run doesn’t always work out in real life. If you had bought the most prominent blue-chip stocks in late 1929, you would have suffered an 87% loss in just three years, still been down 80% thirteen years later, and have just broken even in 1953—twenty-four years later! Even if, much more intelligently, you had bought the Dow right at the bottom of the greatest crash in U.S. history in 1932, you would have seen lower than average returns of about 8% annually into 1942. Only then did the next great bull market start.

If in the next great bull market cycle you had bought the Dow in late 1965, you would have been down 70%, adjusted for inflation, in late 1982, seventeen years later. It would have taken until 1993, twenty-eight years later, to break even. Conversely, if you had waited and bought the Dow right at the bottom of the crash in late 1974, you would have still been down, adjusted for inflation, eight years later in late 1982. That is the harsh reality of real-life investing. Although stock returns average 10% to 11% over most longer-term time horizons, the performance can be very dismal for a decade or more. And these cycles could hit right when you need retirement money the most! Ask the typical couple approaching retirement in Japan in the last decade.

In fact, if you had bought the Nikkei in Japan at the very bottom of the first extended crash in 1992, that would have seemed to be a brilliant move at the time. But you would have been down by another 45%, and more adjusted for inflation, at the recent lows in early 2003, eleven years later. The Nikkei was down by 80% from its top in early 2003, thirteen years later. Why did this occur? Japan did not have a baby boom in the 1950s and early 1960s like most of the major developed countries around the world but had a brief one in the early 1960s to early 1970s instead. So there isn’t a new generation to earn and spend more money—until around 2009 to 2020. Then Japan should be growing again while we are busting. In the meantime, Japan’s downward slide in demographic spending is coming to an end and there will be modest growth for the rest of this decade.

Only highly predictable demographic trends and technology cycles can tell you whether a major stock crash is just an extreme correction at the worst of overvaluation cycles and short-term political events or the beginning of a long-term decline in the economy and an extended bear market in stocks.

It was the peak in spending and new technology penetration cycles in the late 1920s, the late 1960s, and as we forecast to occur again around 2009-2010, that foreboded the extended economic declines and bear markets in stocks to follow. The Japanese economy hit such a peak, off cycle from the rest of the world, in the late 1980s. That is why Japan has seen a continued decline in the 1990s and early 2000s. We were one of the only forecasters who saw a long-term slide in the Japanese economy when it looked so strong in the late 1980s.

Just as we did in the early 1990s, we offer a unique perspective when the future doesn’t look so great. First note that every decade of this boom and most decades in the last century have started off with a slowdown in response to the incredible expansion that occurred in the previous decade. We call this the “Decade Hangover Cycle,” and it occurs due to ten-year planning and expansion cycles in large corporations. This cycle is one of many we will present in Chapter 3 in forecasting key turning points within this boom and in the bust to follow.

FIGURE 1.1 Standard & Poor’s Home-Building Index, 1989-1991
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It is only human nature to overexpand when growth sets in and then have to cut back and recalibrate for continued growth in the future. We saw the 1980s begin with a slowdown and then likewise the 1990s. In the early 1990s contraction it was the home-building stocks and S&Ls that were hit the worst (Figure 1.1). They represented one of the strongest sectors in the 1980s, as the baby boomers were peaking in their starter-home buying. Despite not seeing a bubble anywhere near the degree of the tech stocks, home-building stocks crashed 60% in the early 1990s.

In the 1990s it was the technology sector that expanded the most rapidly and was due for a major short-term slowdown and consolidation. Were the early 1990s the end of the boom or simply the end of the housing boom? We are saying that the early 2000s are clearly not the end of the technology boom, nor of the broader economic boom that has been generated by the spending cycle of the massive baby-boom generation. We will tell you how to prepare for that in the coming chapters as well.

The most important points to understand are two, and we explained these concepts in detail in The Roaring 2000s. First, since the early 1980s, it has been the rising earning, spending, and productivity cycle of the massive baby-boom generation, here and around most of the world, that has driven this unprecedented economic boom. The Spending Wave in Figure 1.2 is simply a lag on the birth index in the United States (adjusted for immigration) for the quantifiable peak in spending of the average household at between age 46 to 50 today, moving forward 1 year every decade. Our recent analysis of the Consumer Expenditure Survey from the U.S. Department of Labor, Bureau of Labor Statistics, shows a double peak in spending at ages 46 and 50. Then spending declines for the rest of the average family’s life. Since 1988, when we discovered this indicator, we have been forecasting that this generation would continue spending until 2007 to 2009 and that this boom and bull market in stocks would be much greater than forecast.

FIGURE 1.2 The Spending Wave: Births Lagged for Peak in Family Spending,
1954-2050
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As you can see in Figure 1.2, the correlation between the broader stock market and the economy has been very strong, despite major short-term political and economic shocks. Hence, as in the early 1990s, we see a very strong recovery in consumer spending and economic growth with a very strong rebound in the stock markets into at least 2009, and likely into 2010. And then we will see another major long-term decline in our economy set in as there are fewer baby busters to spend money on housing, cars, computers, and so on. New generations create very predictable boom-and-bust cycles in our economy and they occur about every forty years, as we can see by looking at the Dow adjusted for inflation in Figure 1.3.

FIGURE 1.3 The Dow Jones Industrial Average, 1900-2025
The Forty-Year Generation Cycle*
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* Adjusted for inflation using 1998 dollars.

The first important insight we can give you after the crash of 2000-2002 is that this economic boom is not over. It will be over only after the baby boom finishes its spending and productivity cycles around late 2009-mid-2010.

Another key point made in The Roaring 2000s was that every second generation, or about every eighty years, radical new technologies and a new economy emerge, as you can see in Figure 1.4. Since the invention of electricity, cars, telephones, and many other crucial new technologies in the late 1800s, a new economy emerged around the assembly line and the modern corporation, which brought standardized products increasingly into the mass-market price range, along with factory and office jobs and suburban living. The new economy is bringing greater customization of products and services to consumers who increasingly drive a highly bottom-up, network model of more direct marketing and produce-to-order systems that will evolve from real-time production to real-time personalized service in the coming decade and beyond. This new economy will continue to enable a growing shift toward “exurban living” in high-quality smaller towns such as Aspen, Martha’s Vineyard, and Hilton Head, and in the outer rings surrounding most urban areas.

At first these new technologies and companies move slowly into niche markets; then, once they hit about 10% adoption by consumers and households, they accelerate rapidly into the mainstream. This is the S-curve principle that we have so consistently stressed in our past books. Figure 1.5 shows that progression of new technologies and products. Cars were adopted by 10% of urban households in 1914, and then suddenly accelerated to 90% by 1928. Cars were invented back in 1886 and took another fourteen years after initial commercialization around 1900 just to penetrate the upscale niche markets. Twenty-eight years after their invention, they suddenly exploded into the mainstream in just fourteen years! We as consumers and experts alike tend to project trends in straight lines into the future. That is not how reality works, any more than average 10% stock returns! And that is why the S-curve is such a powerful forecasting tool.

FIGURE 1.4 The Eighty-Year New Economy Cycle
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The Internet, along with cellular phones and home computing, hit 10% between 1994 and early 1996, after the microchip emerged between 1968 and 1971, twenty-eight years earlier. Now these critical technologies are accelerating toward 90% adoption by 2007 to 2009. Just as cars hit 50% penetration in 1921, the Internet and cellular phones hit 50% exactly eighty years later, in 2001. In 1920-1921, as in 2000-2001, we saw a massive consolidation and correction in tech companies and stocks. But this is the critical insight: We still have the 50% to 90% rapid growth and penetration to follow, just as automobiles and other key new consumer technologies did from 1922 to 1928. Hence, the technology sector will continue to lead this advance, adding continued productivity surges and advances in living standards and lifestyles into the top of this boom around 2008-2009—just as occurred from 1922 to 1929.

FIGURE 1.5 The S-Curve
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The second major insight we can bring you after the crash of 2000-2002 is that this technology revolution is not over. It will peak between late 2008 and 2009, when most key new consumer technologies have penetrated 90% of their potential markets. Hence, we predict the great boom will resurge into its final and strongest stage, accelerating more fully again by mid- to late 2005. This final stage of the boom will last into late 2009 or early 2010. The winners of the race for leadership in most of the emerging new industries will be established in the coming decade, not the last decade. The greatest opportunities for investments, business, and career advancement will therefore come in this decade. This is not only the investment opportunity of a lifetime, but the best time to reposition your business and career—including how and where you live—not only for the great boom ahead but for the great bust to follow.

We will examine all of the opportunities for you to personally leverage this last stage of the great boom in the many chapters to come. But first let’s look more closely at the crash of late 1919-early 1922 and see why it so closely parallels the crash of 2000-2002. The more critical insight is why we are going to see the greatest bull market in history from late 2002 into at least 2009 and the greatest economic boom in history from late 2003 into 2010. Naturally, you will need some very good reasons for investing aggressively again after the shocking events of the past few years. We will give you those reasons and some very sound strategies for doing so.

THE CRASH OF 1919-1921 AND THE ROARING TWENTIES:
UNCANNY PARALLELS TO THE EARLY-2000S CRASH
AND THE ROARING 2000S TO FOLLOW

A closer look at the tech wreck of late 1919-early 1922 will give great insights into the incredible tech correction in 2000-2002 and the unprecedented investment opportunity it has created. First let’s take a look at another dimension of how the business cycle changes as new technologies or industries emerge on an S-curve progression in Figure 1.6. There are four stages that occur. First there is an Innovation Stage, where many of the new companies emerge as start-ups from a period of radical innovation. Then there is a Growth Boom, wherein those new companies grow rapidly into the mainstream for the first time. That stage is followed by a Shakeout or consolidation as overexpansion meets the first slowing in growth rates as the industry approaches the 50% point in the middle of the acceleration cycle from 10% to 90%. Then fewer surviving companies compete for the final 50% to 90% growth phase in a Maturity Boom. This final boom establishes the leaders for many decades ahead as the industry starts to mature for the first time.

FIGURE 1.6 Four-Stage Industry S-Curve Cycle
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FIGURE 1.7 The Automobile S-Curve
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After the invention of the automobile in 1886, car companies first started to commercialize around 1900 (Figure 1.7). There was a start-up boom between 1904 and 1908 that saw the peak of the Innovation Stage. Then the industry started to grow rapidly with many new companies and brands entering, marking the beginning of the Growth Boom. But the biggest breakthrough for accelerating the growth came just as cars were approaching 10% penetration in 1914: the moving assembly line by Henry Ford. With the dramatic drop in prices that resulted, cars suddenly moved to 90% of urban households by 1928. However, the Growth Boom reached its peak in late 1919 and was followed by a very severe Shakeout into early 1922, before the Maturity Boom continued into 1929, spurred on by many further innovations in cars and roads, including installment financing, starting in 1921.

Note that the boom in the stock market during this time of technology acceleration continued up despite World War I and up very strongly for auto stocks (Figure 1.8). In fact, the valuation levels on the Dow and the broader stock indices hit price/earnings (P/E) ratio levels of 26 in late 1919, almost as high as the most extreme P/Es of 28 in the 1929 bubble. We don’t have P/E measures for the Auto Index, but I am sure they were much higher than on the Dow, as occurred for the Nasdaq in 1999. From the beginning of 1912 (as far back as we can measure) to the peak of the auto bubble in late 1919, the S&P Auto Index went up about fourteen times. As spectacular as the Nasdaq bubble of the 1990s may seem, it grew only ten times from mid 1992 into the peak—during the same time horizon as the S&P Auto Index in years.

FIGURE 1.8 Standard & Poor’s Auto Index, 1912-1919
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Here is an even more startling correlation: Figure 1.9 shows Intel from mid-1992 versus General Motors from early 1912. The charts are too close for comfort! We saw a similar boom in both leading stocks—and a similar correction to follow. The cycles are almost exactly eighty years apart in line with our New Economy Cycle, which comes every other generation (Figure 1.3). Just ahead we will show how General Motors and the tech indices of the day saw a second great boom and bubble that corresponded with the Maturity Boom stage of the S-curve. But first let’s more closely examine the Shakeout Cycle and correction.

Just as the auto and tech bubble looked as irresistible as the Nasdaq market in 1999 and early 2000, a funny thing happened. From late 1919 into 1921 there was an incredible “tech wreck” and shakeout in auto and many other key new-technology industries. As we showed in Figure 1.6, a shakeout occurs as new technologies or industries approach the 50% penetration level. Why? There is an incredible reaction to such rapid growth resulting in overexpansion just as growth rates start to slow at the 50% inflection point. The technologies continue to grow rapidly into mass markets; it’s just that the actual rate of growth slows down increasingly. This causes a temporary slowdown and consolidation in the industry to shake out the overexpan-sion and to create greater efficiencies for further expansion.
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