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Introduction: The Secret to Building Wealth . . . and Lifestyle

 

 

IT IS COMMON WISDOM today that the key to building wealth is taking risks. People who take higher risks get the higher returns and wealth. There are risk/return graphs in investment and business that prove this. Most of us by now have heard that stocks have higher risk and volatility but higher returns over time than investments like bonds. New entrepreneurial ventures have higher risk and failure rates than established businesses and tend to create greater fortunes. And this is definitely true. But here is the paradox I have learned through many years of hands-on business experience with successful people: 

The best entrepreneurs, executives, and investors I have worked with who actually achieve the highest returns and build the most wealth don’t see it that way! Despite often being involved in unproven ventures and changing management or investments, they don’t perceive that they are taking big risks at all. They are simply doing the obvious. They are very definite that what they are doing or investing in must and will succeed. They have a clear understanding of change and fundamental trends that seem all but inevitable to them. They appear risky and unclear only to people who don’t understand such changes and naturally cling to familiar patterns that are more comfortable. 

Was Lee Iacocca unclear about the changes that were necessary to save a dying Chrysler Corporation in the mid-1980s? It was obvious to anyone who didn’t have a stake in the old ways of doing business. How long did it take Gerstner to figure out as an outside manager what it would take to turn around IBM in the mid-1990s? Haven’t much of the public and outside analysts been clear that Apple needed radical changes before its near demise in the mid-1990s? Was Steve Jobs unclear about the potential of personal computers in the late 1970s? Or Bill Gates about the need for a software operating system standard in the mid-1980s? Or Gordon Moore about the doubling of semiconductor power every 18 months since the mid-1960s? Was Michael Milken unclear about the need to finance such new emerging companies through nontraditional means in the 1980s? 

The many failures among the high-risk ventures come from naïve people who are hoping to make an easy killing, such as winning the lottery or getting instant salvation or overnight success in business. It is not that new directions or investments are proven or that it will be easy or that there won’t be challenges. That’s the hard part. These successful people have the clarity and conviction to push through such challenges. They foresee the need for a new product or service or the viability of a new technology or investment. Why? They have a unique history of experience that has already validated it for them. They have done their homework and know it is possible. They understand the fundamental trends driving the changes they are investing in. And their experience and homework has also taught them that it won’t necessarily happen overnight or be easy. Therefore they usually don’t expect it to be. But if it is much harder than they thought, it’s their belief in the feasibility and inevitability of what they are doing that keeps them moving ahead until their vision becomes a reality. It’s the strength and attraction of their vision that allows these people to overcome the obstacles that appear as risk, uncertainty, and volatility to others. 

Clarity about long-term fundamental trends is the key to dealing with the random and uncertain short-term events that inevitably come in the path of any goal. A clear vision of future change and the discipline to stay the course are the keys to building wealth and success, whether in business or investments. Setbacks are only opportunities to learn, adapt, or invest more. It isn’t a matter of chance to these successful people. In this incredible era of change and progress, the lion’s share of wealth is going to the top half of 1 percent of the population — those with this understanding of change and a systematic approach to taking so-called risks. Eighty percent of today’s millionaires are self-made, not through inheritances. 

In The Millionaire Next Door, the authors’ surveys of wealthy people have found that the typical millionaire achieved such status by systematically underspending and oversaving from modestly above-average incomes. The law of compounding interest and investment returns built wealth over time, not overnight successes or excessive risk-taking. And a high percentage was self-employed, from successful small business owners in mostly nonglamour industries to big-time entrepreneurs. 

I watched one small business owner establish a simple business that sold a narrow line of shorts to Wal-Mart. He managed a $5 million business with two small factories in towns far away from his home office in Paradise Valley, Arizona. No management complexity, no bureaucracy! Roy focused on one simple concept that he could master and control without a bureaucracy while still maintaining quality. Though he had many opportunities, he adamantly refused to let his business grow beyond his ability to maintain his personal knowledge, control, and, most important, his beloved casual and family-devoted lifestyle. His profits were high, his business consistent, and his lifestyle almost perfect . . . without the stress of international competition and a workaholic lifestyle that would have eclipsed his family values. He achieved wealth and the ultimate lifestyle! 

I worked with another entrepreneur and investor, a penniless immigrant, who consistently bought raw land around two of the fastest growing cities outside of L.A. Where was he buying? In a seemingly unattractive area compared to other booming suburbs closer to downtown. The results: he turned a $7,000 original investment into $50 million in less than a decade. This was worthless land in the desert that his analysis of the consistently expanding sprawl indicated would almost certainly be in demand within 5 to 10 years. He had documented exactly how this had happened in similarly unattractive areas within the same radius in other growth cities. It was a certainty for him. He bought in a circle around these two new growth cities and had the patience to wait for the development to approach in whatever direction it chose. And he had the conviction to convince other investors to leverage his investment and join in the inevitable profits with him. 

Scott McNealy of Sun Microsystems started saying in 1986, “The network is the computer.” This was something that almost no one in the highly innovative computer and software industries even remotely understood at the time. It wasn’t until 1995 when the Internet suddenly emerged into the mainstream of this country that this vision became one of the greatest trends of all time. Sun is now positioned at the center of this revolution. The stock market and the press have rewarded him enormously. He had the staying power to stick with his conviction until it became the reality he foresaw. He didn’t give up or change strategies simply because the industry didn’t acknowledge it yet. 

Anita Roddick built the Body Shop, a worldwide franchise of personal-care stores, out of a conviction that there were more natural and healthy ways of caring for ourselves. She also assumed that people would be moved by the impact of such natural consumption habits on the benefits to traditional industries of third world countries and the resultant preservation of rain forests versus clearing for cattle production and urban development. This message and cause allowed her to attract motivated employees and eliminate traditional advertising expenditures that many baby boomers considered offensive. She simply assumed that many other people shared her values. And many did indeed! Her personal experience and that of many people she associated with made this a near certainty for her. She understood and invested in one of the most fundamental trends of the new generation: environmental and health concerns. 

Peter Lynch, one of the best investment managers of all time, had an intuitive sense of the new retail and business formats that could bring a better level of service at radically lower prices to the consumer. He was not only a great stock and technical analyst by training and experience, he was also an adamant and early consumer of such concepts. These were the very types of consumer trends he was drawn to through his own personal experience. He saw the value of long-term trends before most of us did. He could spot a Wal-Mart or Home Depot or PetSmart right from the beginning. It was a near certainty to him that such concepts would succeed. And he had the professional experience to evaluate whether such companies were financially sound and undervalued. 

He helped lead the explosive trend in mutual funds by proving that a focused, professional investment manager who technically and intuitively understood a sector of change in our economy could create incredible wealth for everyday investors who didn’t have such skills — all in an easy-to-track “packaged” investment program. Peter Lynch never pretended to be able to predict the economy or fortunes of such companies in the short term. He bet on the long-term fundamentals. He experienced many short-term setbacks and failures. But the 10 to 30 times returns he experienced over time on the best calls made him a legendary fund manager, more than making up for the bad calls. 

Warren Buffet did the same thing for the incredible surge in successful brand names in mature industrialized countries like ours around the world. You know . . . companies like Coca-Cola, GE, Gillette, and McDonald’s. He has been accumulating large positions in such companies since the early 1980s. He bought when most investors considered these to be relatively mature companies with slower growth ahead and high valuations from historical performance. He wasn’t focusing on the past trends in countries like the United States but in the emerging third world countries where 5 billion new consumers were absolutely destined to follow the same buying trends we had already established and realized in the past century. Talk about long-term fundamental trends! And these emerging consumers didn’t need to go through the brand wars that occurred in the United States. They already knew through international television and communications which brands were the top ones here. As long as such leading companies had sound management, financial structures, and clear strategies of investing heavily in these new markets with dominant market shares, he was patient enough to wait for the inevitable growth and profits. 

He buys value waiting to happen on the basis of projectable long-term fundamental trends. He has patience. He buys when he sees such value and holds for the long term. He doesn’t try to anticipate short-term trends in the economy or in such companies any more than Peter Lynch did. By 1997 he had stopped buying heavily in Coca-Cola while accumulating shares of McDonald’s. Why? The stock markets had seen his vision of companies like Coca-Cola and driven valuations too high, at 46 times earnings in mid-1997. He didn’t sell Coca-Cola as it was still likely to grow at its earnings rate of 18 percent a year with less than 2 percent volatility well into the future, which is still a great return with low risk. But he bought McDonald’s because the short-term nature of the markets was overstressing the obvious maturing of the burger market in the United States versus the much greater long term potential overseas. 

He is a long-term investor just like many of the very elite households in this country that are building wealth in this unprecedented boom. Meanwhile, most of us make more modest gains. And a significant minority is falling behind as the rapid pace of change makes obsolete our past businesses, jobs, and investment strategies. 

Investment is actually very simple. It is just like diet and exercise. I don’t know about you, but I don’t need to hear many more statistics about diet and exercise. It is pretty straightforward. It comes down to broccoli and chocolate cake. We all know that broccoli is better for us but we tend to choose the chocolate cake when we actually sit down to eat. The chocolate cake is simply irresistible, it tastes better, and it even feels better in the moment. But it isn’t the best for our long-term health, or even for our energy and mood later in the day. 

A clear vision of fundamental change and a persistent and disciplined strategy of investment in time and money: those are the keys to building wealth, especially in a time of sweeping change that threatens old ways of thinking and doing business. But most investors think about timing the markets, picking the hottest stocks and funds, trying to beat the odds instead of the simpler, clearer long-term approach of a Warren Buffet. The purpose of this book is equally simple: 

To help you understand the fundamental trends that can be reliably projected into the future to allow you to build the wealth and lifestyle you desire in the greatest boom in history. 

I have spent 25 years analyzing such trends, beginning with an undergraduate education in economics, accounting and finance, followed by an M.B.A. at Harvard Business School in business management, marketing, and strategy. I have worked at the highest levels of business strategy with Fortune 100 companies at Bain & Company. I then worked in strategy and turnaround management with many entrepreneurial growth companies. I have been the CEO or CAO of several such companies, dealing with real human and business change at the extreme. 

Unlike an academic or an armchair economist, I have been directly involved in the dramatic changes occurring in our largest multinational companies and, more important, our vibrant emerging companies that are creating almost all of the growth and jobs in our economy. I was paid for forecasting fundamental changes in old and new industries: changes that companies had to invest their entire assets and strategies in. I had to be right or suffer the consequences. I have been an entrepreneur, having conducted research that has spawned my own business, which is not only succeeding beyond my original vision but may allow me to prosper while living on a Caribbean island. I have achieved the lifestyle I wanted, not from daydreams but from vision, patience, and understanding long-term trends that I determined were inevitable. 

Over my unique life and business experience, I learned how projectable such fundamental changes were. I simply adapted the proven tools in my profession of business and industry forecasting to the broader economy. I didn’t consider this a risky proposition, although it took many years and much more struggle than I anticipated for such forecasting tools to be recognized. I also learned through entrepreneurial ventures, crisis management, and short-term investment trading how random and unpredictable short-term changes, events, and setbacks can be. How many experts have consistently predicted short-term events and market movements? Elaine Garzarelli was the last such expert timer to live and die by “the sword.” And she was really good. Nobody has ever proven the ability to predict the short term over time. 

Instead I developed an intuitive sense of the sweeping but simple trends that were changing our lives, businesses, and investments. And very simple quantitative measures to verify and project such trends. That is where the real payoff is, just as the greatest entrepreneurs, business managers, and investors have proven throughout history. I have conducted extensive research, in many cases going back hundreds of years and even thousands of years of history, to validate these changes and develop a clear and understandable vision of where we are headed in this incredible boom . . . and even the inevitable downturn that will follow. 

This book is about bringing my proven tools of forecasting to people like you who may not have the time or interest to go through my experience in business, research, and forecasting. You can absolutely have a vision of the future because it is the predictable human and economic behavior of people like you and me that actually drives change in our society and economy. Therefore, you can understand these changes in very commonsense terms. Economists who have failed to forecast the most important changes of this era have missed the most fundamental insights, despite their obvious intelligence and meticulous analysis. They have missed the forest for the trees. 

The predictable impacts of the birth and aging of new generations drive economic, technological, and social changes that influence our lives, jobs, businesses, and investments over time. The impacts range from innovation to spending to borrowing to saving and even to the purchase of everyday items like potato chips or motorcycles. Consumer marketers have used age, income, and lifestyle demographics very successfully as a “snapshot” to determine how to best exploit trends in consumer behavior today. This book is about seeing such demographic and generation shifts as a “moving picture” to see the changes that will inevitably occur in the future to change our lives, career, business, and investment opportunities. You can understand and invest in the future just as the most successful people have in the past. History is all about raising our standard of living through innovation and learning. It has also been about bringing a high standard of living to more and more people. The rich don’t just get richer over time. Every day people move to higher standards of living and actually reduce the gap between the rich and the poor over time. 

Yes, history proves that the gap between rich and poor has narrowed dramatically over the long term, despite volatile periods of change that temporarily tend to benefit the rich. The average person was a serf or slave for most of history versus very few nobles, knights, or information-elite. This also happened in the last economic revolution from the late 1800s into the Roaring Twenties. But that innovation cycle and the new emerging economy created an unprecedented new prospering middle class in the 1950s and 1960s. The innovation of such entrepreneurial people is necessary to create new revolutions that “trickle down” over many decades to more and more people. It doesn’t just happen overnight, like the secrets to building wealth I have already described. The S-curve principle described in this book is one of the many simple tools that will make change more obvious to you. It will show how most new products, technologies, and social trends move into our economy and create change and opportunities predictably . . . but not in the straight line that most experts forecast. 

I have been projecting the most fundamental changes in our economy, business, and investments since the mid-to-late 1980s with the simple tools I will present in this book. I am not someone who has become suddenly bullish with the incredible stock rises between 1995 and 1997. In 1988 I began speaking to business CEOs on my research predicting the greatest boom in history and unprecedented changes in business and management — despite the infamous 1987 crash. I published my first book Our Power to Predict in 1989, in which I forecast an incredible boom to around 2010, with a Dow of 10,000, falling inflation and interest rates, and the resurgence of America in world markets. In this book I have updated my forecasts to a Dow of at least 21,500 and likely higher by including the massive wave of immigrants into our country since then. In late 1992 I published my best-known book, The Great Boom Ahead, which reiterated and expanded on these forecasts just as depression and debt crisis books were all hitting the bestseller lists and negative views of the future were widespread. That book has become the bible of many financial advisors and investors over the past years because the forecasts have proven to be largely on the mark. It’s not that I predicted everything right in the short term. I overforecast the severity of the recession of the early nineties after predicting it in 1989. I underforecast the stock boom to follow despite being wildly bullish at the time. I assumed that my prediction of the collapse of Japan’s economic miracle and the fall in suburban real estate prices would have a greater impact on the fundamentals of growth of U.S. consumer trends in the short term. But consumers spent as the reliable statistics I will reveal in this book would have suggested despite these setbacks. That was part of my lesson in focusing too much on near-term trends. I wish I had had Warren Buffet or Peter Lynch as a mentor at that time. 

The Roaring 2000s is about projecting the inevitable trends that have already been established by the massive baby boom generation that will impact our economy and our lives as it predictably ages. I will bring a much updated view of the Internet and information revolution and the massive changes that will result in the coming decade in our work and business structures as they are finally moving into the mainstream of our economy. This will create a surge in productivity, wealth, lifestyle opportunities, and conveniences in our lives — just as automobiles, electricity and motors, phones, and new consumer products such as Coca-Cola did dramatically beginning in the Roaring Twenties and expanding into the early 1970s. I will look at the predictable trends in the stock markets, business and entrepreneurial opportunities, jobs and careers, lifestyles, and real estate investing that can allow you to achieve your dreams in the greatest boom in history. And lifestyle is what it’s all about, not merely achieving wealth. Although anyone who is wealthy would quickly agree that it is better than being poor. Surveys of happiness in this country have shown that wealth affects the sense of well-being by a factor of only 2 percent. Happiness is more about relationships, friends, family, and community . . . and a balanced life. It’s more fundamentally about living, learning, experiencing, and growing as a human being. It’s ultimately about evolution. It’s what you do with your life that counts, and wealth can be a critical tool for achieving the freedom to maximize your experience and your impact on others. 

Money or economic wealth is ultimately about giving yourself the freedom to choose the lifestyle that you want and to champion the causes you believe in. That is the new ethic in this era of prosperity when many of us have already achieved the fundamentals of survival, security, and living. 

This book is more about how you can achieve the lifestyle you really want. Not just wealth . . . but the satisfying career, the opportunity to start your own business, the ability to innovate and establish your own business unit within your present corporation, the ability to live where you want to and still maintain or advance your standard of living, the ability to better manage change as an executive or professional within your company, the ability to manage your life to spend more time with the people you love rather than commuting and becoming a workaholic in today’s stressful society of two-worker couples and downsizing of jobs. 

The ability to greatly evolve and advance one’s standard of living has not always been possible for many people throughout history. We are living in the greatest period of change and progress since the printing press revolution and the discovery of America and the rest of the world after the late 1400s. Such times create the greatest opportunities for advancement of people from all socioeconomic sectors. The greatest advances in such times have often come from the drive and motivation of lower-class people and penniless immigrants. As I stated earlier, 80 percent of the millionaires today were self-made through either systematic investment from above average, not extreme, incomes or from entrepreneurial businesses. 

I will show how these revolutions are predictable and how they create changes in our economy and society. This will allow you, if you are open to change, to take advantage of these anticipated trends using your own unique experiences and insights. But it is up to you to apply these insights creatively to your own business and living circumstances to redesign how you work and where and how you live. We are in the midst of the greatest economic boom and technological revolution in history. And it hasn’t occurred yet. It is about to emerge: just as cars, electricity, and phones did in the Roaring Twenties. The Roaring 2000s will come with the aging of the massive baby boom generation into its peak productivity, earning, and spending years and the emergence of their radical information revolution into the mainstream of our economy. 

Tighten your seatbelts and prepare for the greatest boom in history: from 1998 to 2008! 

I said this in late 1992 in The Great Boom Ahead and I will say it again: Stay invested and take any short-term setbacks in the stock market or in your career as an opportunity to invest more in change and growth. And when the next long-term downturn in the economy eventually occurs, I have advice for prospering in that stage as well. 

Best of success to you in the Roaring 2000s! 








PART 1

 

 

The Roaring 2000s 








CHAPTER 1

The Greatest Boom in History: 1998 to 2009 

WITH THE DOW ROARING from under 4000 in late 1994 to near 9000 recently, most people can’t imagine a brighter investment picture. However, this follows the rampant debt-and-depression psychology of the early 1990s. Is this just a market gone wild, with an equally harrowing crash to come, or the sign of a new era of prosperity? The brief crash in October 1987 caused many experts to wonder if this bull market was over as did the Asian meltdown in late 1997. 

In 1997, Byron Wien of Morgan Stanley commented that he had studied trends back to Babylonian times, and things “have never been this good!” My long-term studies more than confirm this statement. I have been forecasting an unprecedented bull market in the economy and stocks since 1988. But, for now, let’s just put this bull market in the perspective of the past two centuries. 

There have never been two consecutive decades of high, sustained stock performance like the 1980s and 1990s. Average returns approaching well over 10 percent have only occurred in three decades over the past two centuries prior to the 1980s and 1990s: the 1860s, the 1920s and the 1950s (Figure 1.1). When adjusted for inflation, the 1920s and 1950s were the most stellar decades for stocks. Here’s the even better news: It’s almost certain that we will see another decade of strong stock growth of 10 percent or higher annually. 

[image: Image]

Figure 1.1: Stock Returns from 1802 on, by Decades. 

Figure 1.1 shows the decade averages in stock returns back to the 1802s. Inflation rates are also included, which puts the real stock returns in better perspective. The only decades with stock returns higher than 10 percent were the 1860s, 1920s, 1950s, 1980s, and 1990s. Adjusted for inflation, the 1920s and 1950s were the best decades, but never have we seen real returns higher than 10 percent for two decades in a row. 

That means three decades of stellar growth: the greatest boom in history! 

In fact, we are on the brink of the most exciting boom period since the Roaring Twenties. I call it the Roaring 2000s, because it will usher in the kind of sweeping economic and social changes that turned post-World War I America upside down. This book is about understanding these changes for personal and business opportunities. These opportunities will be enormous for those that understand such changes, and threatening for those that don’t, despite the boom ahead. 

During the Roaring Twenties, new technologies, industries, products and services seemed to burst forth virtually overnight. Lindbergh’s first flight across the Atlantic epitomized the soaring possibilities of the new technology, and the new spirit of optimism that accompanied it. Cars, phones, radios, electrical home appliances, movies, Coca-Cola, and so much more became affordable, mainstream, consumer items. At the same time, the entrepreneurial Henry Ford generation moved into their peak years of earning, spending and productivity. Like the baby-boom population today, the Henry Ford generation swelled to an unprecedented size, due to a massive wave of immigrants that only accelerated the boom. The Roaring Twenties saw high economic growth, a huge 5 percent gain in business productivity (on average), a zero rate of inflation, rising savings rates, and falling debt ratios. Sound like a great economy? It was! The Roaring 2000s will be even greater. 

Now, new technologies, industries, products and services are again about to burst forth. This will mark the real beginning of the information revolution — but it hasn’t really happened yet! Sure, a great many businesses have been leveraging the power of the Internet for the last few years, but we won’t see the new era of network-based commerce and living until consumers move online in huge numbers, and use the Internet for more than casual information and entertainment. 

Consider the recent explosion in Internet use, which has astonished almost everyone. What most of us don’t realize is that this information revolution will not only change how we communicate, it will fundamentally alter how and where we live and work. It will create a new economic boom featuring a huge array of customized goods and services at increasingly affordable prices. It will create consumer conveniences that will begin to relieve the incredible time burdens of our careers, commuting, and the congestion of suburban living. As this unprecedented technological revolution emerges, the huge baby-boom generation (the largest in history) will reach its peak earning, spending, and productivity years. The confluence of these two highly predictable trends is about to ignite the Roaring 2000s. This boom will be even greater than the Roaring Twenties as it will be driven by a much larger generation and more powerful technologies. . . . the most powerful trends since the printing press and population explosion of the 1400s and 1500s! 

The simple but powerful truth is that we can easily project long-term economic trends. Our economy is fundamentally driven by the predictable family spending cycles of each new generation and the predictable movement of new technologies and industries into the mainstream of our society. 



40-YEAR GENERATION CYCLES

Ken Dychtwald, in Age Wave (Jeremy Tarcher, 1989), was the first author to show the profound effects of the baby boom generation as they aged. Every forty years, a new generation is formed through birth and immigration. This has been tracked as far back as the 1400s in extensive academic detail in two books: Generations (Morrow, 1992) and The Fourth Turning (Broadway, 1997), both written by William Strauss and Neil Howe. I will show how these new generations move through very predictable personal and family spending cycles that peak, on average, at around age 46 to 47 for the head of the household. This causes boom periods that last 26 to 29 years, followed by bust periods after the generation has peaked in its spending, that last 12 to 14 years. 

The Henry Ford generation drove an economic and stock-market boom from 1900 to 1929 — the Era of Good Feelings to the Roaring Twenties. The extraordinary climax of that boom in 1929 was followed by the Great Depression. The Bob Hope generation drove up stocks and our economy from 1942 through 1968. Rising inflation and a series of recessions in 1970, 1974–75, 1980 and 1982 caused stocks to move into a 14-year bear market into late 1982. Now, the massive baby-boom generation is driving a bull market and economic boom that started in late 1982, which will last into 2008–9. 

It is the enormous size of the baby-boom generation, augmented by a large immigration wave in the 1980s, which is driving the greatest boom in history and the unprecedented stock boom that almost none of our economists forecast. The best news: It will continue until about mid-2009, and the Dow will reach at least 21,500 and likely higher. 



80-YEAR ECONOMIC REVOLUTIONS

Every eighty years, or every two generations, we see an economic revolution. This occurs because generations swing back and forth between being more individualistic or being more conformist, as Strauss and Howe have also documented. The individualistic generations are entrepreneurial and bring in radical new social trends and technologies, challenging the old status quo just as it is maturing and losing productivity. The conformist generation that follows, being more systematic and managerial, builds the new emerging companies and technologies into mass-market institutions. The last economic revolution revolved around cars, electricity, phones, and most of today’s Fortune 500 industries. Although most of these technologies were invented in the late 1800s, it was the assembly-line revolution in mass manufacturing that launched the new industries rapidly into mainstream markets after 1914. 

The Roaring Twenties represented the most exciting period of change and growth of the last revolution, as new technologies and industries suddenly moved mainstream while the Henry Ford generation that introduced them was moving into its peak spending years. The more conformist and civic-minded Bob Hope generation ushered in pervasive incremental technological innovations that extended such industries further into mainstream markets as they generated a boom into the 1950s and 1960s. They built the massive Fortune 500 and public institutions that rule today, and perfected the products and technologies of the last century. That’s why we are being forced to usher in new technologies and trends — and the baby boomers have been doing that in spades. 

Every 500 years, unusually large population explosions over the course of a century set off a tidal wave of change and progress. We are now undergoing the greatest economic revolution since the invention of the printing press, gunpowder and the tall ship, fifteenth-century technologies that inaugurated the Age of Science and Discovery. 

The sudden emergence of information technologies, along with the peak spending years of the baby-boom generation, will usher in a new era of prosperity and sweeping changes. What was entirely predictable in the Roaring Twenties will happen on a much broader scale in the Roaring 2000s. We are almost certain to see the greatest economic boom in our country’s history. 

I’ll show clearly and factually why these trends are inevitable, and why their convergence will have such an enormous impact. It would be naive to assume that what we’re about to see happen will be easy on everyone. On the contrary: Just as in the 1920s, enormous gains mean tumultuous times. The Roaring 2000s, like the Roaring Twenties, will reward the people and companies that change, and change will only accelerate dramatically in the coming decades. 



THE SIMPLE SECRET OF PREDICTING OUR ECONOMY

Let me introduce a simple principle that should change your outlook on the future. As complex as our economy is in its day-to-day workings, over the long term it is remarkably predictable. It is predictable for one simple reason: Our economy is driven by the family spending cycles of each new generation of consumers and workers. 

It’s that simple. In the short term, there are many factors that affect our economy: Interest rates rise and fall. Trade deficits expand and contract. The yen gets stronger, then the dollar gets stronger, affecting the competitiveness of our multinational companies in foreign markets. The one fundamental factor that drives the boom-and-bust cycles of our economy over time in a predictable manner isn’t a matter of politics, interest rates, trade deficits or the strength of the dollar. It’s consumption: how the average family spends money in predictable patterns over time. As a result, you and I can see the direction of our economy and the stock market over the next five decades with one simple indicator that plays on our own predictable spending habits. 
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Figure 1.2: U.S. birth rates in the twentieth century. 

Figure 1.2 shows birth patterns since 1909, which is when birth data began being collected on a yearly basis. We can see that new generations emerge about every 40 years. For example, notice the size of the massive baby boom generation. The peak in the birth cycle of the baby-boom generation occurred in 1961, whereas the peak of the Bob Hope generation occurred in 1921. These two peaks are exactly forty years apart. 



THE BEST LEADING INDICATOR: BIRTH RATES

The best leading indicator for our economy is birth rates. That’s how we form new generations. Simply put, people who consume in a predictable manner over the course of their lifetimes drive our economy. It expands as new generations of consumers and workers move through a predictable earning and spending cycle. It reaches its height when the greatest numbers of consumers reach their peak spending years. The economy will then decline until the next generation moves through its spending cycle. It is that simple! 

Birth charts tell us decades in advance when new generations of consumers will move through predictable spending cycles. I prefer to call the birth index “sexual activity on a nine-month lag!” If you remember nothing else, remember this: sex drives our economy — and that’s precisely why economists have never figured it out, and probably never will! 
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Figure 1.3: United States Immigration, 1820–1995. 

Figure 1.3 shows immigration rates back to the early 1800s. Immigration was the driving factor behind growth and generation cycles before the early 1900s. The steepest spike from 1898 to 1914 caused the Roaring Twenties on a lag. The next large surge in immigration occurred from 1978 to 1991. These new consumers will contribute to the boom in the Roaring 2000s. 

The consumers driving the American economy include those born in this country and those who have immigrated to America. If we look at the immigration trends since the early 1820s in Figure 1.3, we can see how great an influence immigration has been in America’s growth and generation cycles. Until the early 1900s, immigration had a greater impact than birth cycles, and immigration waves peaked about every 40 years, similar to birth cycles. 
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Figure 1.4: Immigration-Adjusted Birth Index. 

Figure 1.4 shows the immigration-adjusted birth index for the U.S. The average immigrant enters this country around age 30. There was a peak in immigration rates, and a dramatic surge, into 1991. The average peak immigrant in 1991 would have been born in 1961, which coincides with the peak in the baby-boom births. Therefore, this recent immigration wave has even further exaggerated the enormous size of the baby-boom generation, making it more than four times the magnitude of a birth wave compared with the generation before it. 

Let’s look at the impact of the largest immigration wave in United States history, which occurred from 1898 to 1914, right in the middle of the chart. This population surge was the biggest cause of the Roaring Twenties. Age statistics back to the early 1900s show that the average age of immigrants entering our country has been pretty stable — around age 30. These immigrants will peak in their spending in their mid-forties, much like the rest of us. There is a pretty clear correlation between economic booms and immigration rates on a 15-to 16-year lag back in the 1800s before birth cycles started to dominate more. The massive wave of immigration from 1898 to 1914 was dramatically curtailed in 1914 by World War I. After the war and the recovery period, this wave of new immigrants fueled the Roaring Twenties boom, along with the peak spending years of the maturing Henry Ford generation. That unprecedented boom climaxed dramatically 16 years after the peak immigration rates were reached in 1914. The economy plummeted from 1930 on, as that wave of immigrants didn’t need to spend more money, as I will document. Immigration largely explains the Roaring Twenties and the Great Depression. As I have stated, immigration waves dovetail with birth trends in line with the 40-year generation cycles. Notice the peak of the most recent dramatic wave of immigration, from 1978 to 1991. If the average age of those immigrants was 30, then the average immigrant in 1991 would have been born in 1961: the same peak year of births for the baby boomers, as shown in Figure 1.2. Therefore, we have to adjust our generational birth cycles for immigration. 

I calculated when these immigrants were born with a simple computer model and factored them into the birth statistics shown in Figure 1.4. The baby boom generation even more dramatically dwarfs the generations before it when immigration is factored in. 



PREDICTABLE SPENDING CYCLES FOR THE AVERAGE FAMILY

The average American family goes through very predictable spending cycles as shown in Figure 1.5. How do we know this? The U.S. Bureau of Labor conducts surveys of consumer expenditures annually. We enter the work force, on average, at about age 19, get married, on average, at age 25.5 (age 27 for men and 24 for women). We buy our first car, move into apartments, and furnish them. This period of household formation represents the fastest rate in earnings and spending growth in the entire family life cycle. I will refer to this later when projecting economic-growth cycles. Two years later, at age 27.5, we have our average kid. The average person then buys a starter home around age 33 to 34, getting the first mortgage, and purchases all of the furnishings to go with it. By age 43, we trade up to the largest home we’ll own, and fully furnish it by age 46.5, when most of our children leave the nest at age 19, making 46.5 the peak spending age today. 
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Figure 1.5: Average Family Spending. 

Figure 1.5 shows the predictable spending cycles of the average American family. This data is taken from annual Consumer Expenditure Surveys conducted by the U.S. Bureau of Labor. 

After age 46, average family spending decreases sharply. After children leave home, parents don’t need a bigger house, more furnishings and appliances, more cars, or more car insurance. They don’t need the refrigerator crammed with food, or the trendy tennis shoes and designer clothes. Parents typically mourn the loss of their kids, until they realize “Holy smokes, we’ve got it made!” These people are at the top of their earnings cycle, with a massive drop in financial obligations. They have the fixed costs of a home and furnishings for a lifetime, and their variable costs have suddenly dropped by as much as half! This is the beginning of high discretionary spending for the parents, but it is the end of the dramatic family spending that drives our economy. 

Since there is a peak in birth rates about every 40 years, we see long-term economic expansions or bull markets lasting about 26 to 29 years, followed by economic contractions lasting 12 to 14 years, as mentioned earlier. The Henry Ford generation drove a bull market from 1900 to 1929. An economic collapse then followed, from 1930 into World War II. The Bob Hope generation drove the economy from World War II into the late 1960s. Fourteen years of inflation and worsening recessions followed. Now, the baby boomers are driving the economy, but the majority of baby boomers haven’t entered their peak spending years yet. When they do, they will drive the economy into an extended and dramatic expansion that will take most people by surprise. 



THE SPENDING WAVE

We can predict the health of our economy and stock markets over many decades to come simply by lagging the birth index forward 46.5 years. This tells us when a whole generation of consumers will reach its predictable spending peak, as shown in Figure 1.6. 

I first used this simple forecasting tool in 1988, long before this raging bull market became obvious. At that time, in my first book, Our Power to Predict (self-published), I predicted a Dow of 10,000, and a boom that would last until about 2010, with falling inflation rates and a resurgence of America in world competitiveness. Adding immigration data to the original model has raised my forecasts much higher, but I was still forecasting the same basic scenario with one simple indicator. This proves that economics doesn’t have to be complicated, if we focus on the long-term trends, not all the complex short-term workings of our economy. Let me explain a few refinements. 
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Figure 1.6: The Spending Wave. 

Figure 1.6 illustrates the spending wave, which shows how our economy correlates very closely with the birth index adjusted for inflation, moved forward 46.5 years for peak spending of the average family in the U.S. It allows us to see when the economy and stock market will grow and decline almost five decades in advance. 


	The Bob Hope generation got married and peaked in its spending earlier than will later generations. Therefore, the birth lag starts at age 43 in the 1950s, and moves up about one year every decade, to reach 46.5 in the mid-1990s. This lag is projected to continue to move forward at the same rate, which means that the peak spending age for the top of the baby-boom spending cycle, in 2009, will be at about 47.5. 

	I have also factored in, on a 25 percent weighting, the impact of new household formation and marriage into age 25.5 (starting at age 22 in the 1950s and rising toward 26.5 over the next decade) due to the strong initial surge in buying by these new sectors. This acts as a mild accelerator when household formation is rising and a decelerator when it is falling, but does not add to the long term trends set by the overall spending of new generations. 



 

The spending wave begins with birth data from 1909, and shows how that data affects the economy from the early 1950s on. We can see the effect of peak spending by the Bob Hope generation into late 1968. After that, the S&P 500 (adjusted for inflation) went into a 14-year decline, losing over 50 percent of its value between late 1968 and late 1982 (the Dow lost almost 70 percent). We saw four back-to-back recessions (1970, 1974–75, 1980 and 1982) with ever higher rates of inflation and unemployment. Unemployment peaked at 10 percent in late 1982 and early 1983, the highest levels since the Great Depression. At that same time, however, the baby boom generation began to move through its predictable spending cycle, beginning in late 1982. Spending will continue to grow until around mid-2009, which is when the majority of this massive generation will reach the peak of their spending. 



A PIG MOVING THROUGH A PYTHON

Here’s how to understand our economy today, as well as all the extremes it is experiencing. Take a look at Figure 1.1 again. It shows you that the baby-boom generation is three times the size of previous birth waves. Now, factor in the high levels of immigration reflected in Figure 1.3, and you will see why the baby-boom generation has been called “a pig moving through a python.” It is over four times the size of the previous generation — so massive that everything it does as it ages will stretch our society and economy to extremes. 

This generation stretched the public-school system in the 1960s. Then it stretched inflation rates to extremes into the late 1970s. It elevated housing prices to extreme levels in the late 1980s. Debt levels then hit an extreme high in the early 1990s. The next surprise was a booming economy and an accelerated bull market in stocks between 1994 and 1997. How many forecasters predicted that? What many of them don’t know and aren’t predicting is the greatest wave of economic expansion still ahead of us. 

This huge generation of consumers will drive the greatest economic boom in our history, with increased productivity, real-wage gains, rising savings and falling debt ratios. We should see a Dow of at least 21,500 and as high as 35,000, as the baby boomers and the recent wave of immigrants move into their peak spending years around the year 2009. 

The baby-boom generation will continue to cause extremes in our economy. Baby boomers will eventually threaten to bankrupt the social security system during the 2020s and 2030s — after allowing the Bob Hope generation to be the only group in history to retire comfortably. So let’s see these extremes for what they are and not view the debt ratio, for example, as a sign that our country is going to hell in a handbasket. 



Three Waves of Expansion

If we look at Figure 1.5 a little more closely, we will see that the bull market economy caused by the baby boomers has and will continue to occur in three waves because there were three waves of baby boomers. The first wave (not officially classified as baby boomers) was born before World War II, the second just after the soldiers returned home, and the third wave was born in the glorious 1950s and early 1960s when the future looked so rosy — and before the pill was invented. 

The first wave of baby boomers bought their houses, furnishings, and cars in growing numbers from late 1982 into mid-1990. Then, a sudden recession started in late 1990. The Federal Reserve did not cause this recession, nor did George Bush, although the brief Gulf War contributed a bit. It coincided with the peak spending of the first wave of baby boomers — and the sharp drop afterwards — when they no longer needed to buy durable goods. 

The second wave of baby boomers drove our economy to higher growth rates from mid-1991 into late 1994. Growth rates slowed into mid-1997 with the tapering off of the second wave’s spending. 

From late 1997 on, the economy should again begin to grow more rapidly. This is when the third wave of the baby-boom generation begins to move into its peak spending years. Remember that the highest rates of spending growth occur between age 19 and 25–26 in the household-formation cycle? The third wave of baby boomers will be joined by the strong acceleration from the next generation’s household-formation cycle around 2002 on. As a result, we should see an explosion in economic growth at around 2002 to 2003, leading us into the greatest boom in history, which won’t reach its peak until almost mid-2009. This would correspond to the growth surge in the Roaring Twenties that lasted from 1922 into 1929, on an 80-year lag or two-generation economic revolution cycle. 
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Figure 1.7: Average Family Savings. 

Figure 1.7 shows that it is only after age 34 that people start to save significantly, and savings continue to grow until the late 60s or early 70s. Baby boomers will be moving into the first accelerated stage of their savings cycle in the coming decade in massive numbers. 

For an in-depth look at the demographic and S-curve trends driving our new economy, read my first book, The Great Boom Ahead. 



A Shift in Savings and Debt Trends

There were other consumer trends driving the Roaring Twenties, including rising savings rates and falling debt ratios. Let’s take a look at the simple demographic logic behind these phenomena. 

There is a predictable dynamic hidden in the average family spending cycle. At age 34, the average person buys his or her first home, and suddenly assumes a huge mortgage. Debt grows faster than spending and spending grows faster than savings, up to age 34. Age 34 also represents the peak debt-to-income ratios for the average family. After that, saving grows faster than spending and spending grows faster than borrowing. Saving begins to accelerate for the first time in the mid-thirties as we can see in Figure 1.7. 

Let’s look at one example to check our current assumptions about the danger of debt trends in our economy today — and see just how wrong they are. Approximately 80 million baby boomers, as they reached age 34 or so, bought starter homes in the suburbs in the 1970s and 1980s. What did this massive demand do to housing prices? They skyrocketed, of course. In fact, the price of housing went up at twice the rate of inflation in the 1970s and 1980s. In others words, we could have seen that incredible boom coming. 

Who were the biggest beneficiaries of the real-estate boom? Members of the Bob Hope generation, who owned most of the real estate. Who were the biggest losers? Members of the baby-boom generation, who were forced to pay more than double the price for housing, even when adjusted for inflation, than the Bob Hope generation paid when they bought starter homes in the 1940s and early 1950s. 

Housing, whether owned or rented, is the single largest cost of raising a family. But the biggest cost of housing is not the house, it’s the mortgage interest. While the Bob Hope generation paid mortgage rates at around 4 percent, the baby boomers paid as high as 12 to 16 percent in the late 1970s and early 1980s, and still pay 7 to 9 percent today on 30-year mortgages — double to triple what their parents paid. 

So, yes, the baby boomers went into more debt than any generation in history, individually to raise our families in an era very different from the 1950s, and collectively because we did so in much greater numbers. But the highest debt ratios in our country’s history were caused by innocent parents simply buying homes for their families, not by a decline in moral values! In the coming decade, as baby boomers move into their forties and pass their peak years of debt assumption, debt ratios will plateau and fall while savings ratios will rise. 

In the years ahead, savings rates for baby boomers will grow faster than their strong spending. As this money is fed into mutual funds and the stock market, it will only strengthen the bull-market economy. We will see less dependence on other countries for capital in the coming decades, and a lower cost of capital for our companies. In fact, we will soon become an exporter of capital to industrializing third-world countries. Eventually, economists will begin to complain that the baby boomers are saving too much and not spending sufficiently. 
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Figure 1.8: The S-curve for Radial Tires. 

Figure 1.8 shows that it took seven years for radial tires to capture 10 percent of the market, yet within the next seven years, they had captured 90 percent of the market. The so-called sudden popularity of radial tires exemplifies how a new technology, product, or service explodes into the mainstream after a slow initial acceptance within niche markets. 



PREDICTING THE IMPACT OF NEW TECHNOLOGIES WITH THE S-CURVE

Why do new technologies never live up to their promise in the early stages, and then surprise everyone by becoming suddenly indispensable? This was true with the automobile in the Roaring Twenties just as it’s true today for the Internet. The biggest forecasting error people make is very simple. We think growth and change occurs in a linear fashion. The truth is, it’s curvilinear. 

I first came across the curvilinear model in the late 1970s, when I was given the task of predicting the growth rate of radial tires in U. S. markets. I looked at the data for Europe, where the transition from bias to radial tires had already occurred. The S-curve pattern was obvious. 

Figure 1.8 shows what actually happened in the U. S. market for radial tires. Again, the S-curve pattern is unmistakable. 

As I looked back, I saw that the S-curve has typically been the principle driving the emergence of new products, services, and technologies into the mainstream. It even predicts social trends! For example, hippies, environmentalists, and upscale baby boomers in California were trumpeting environmental issues in the 1960s and 1970s, but the green movement didn’t go mainstream until the late 1980s. It’s now so popular that recycling has become law in many cities. 

Figure 1.9 shows the intuitive simplicity of the S-curve. New products and technologies move very slowly into niche markets as these products tend to be expensive, unfamiliar, and sometimes downright user-unfriendly, at first. Typically, younger, urban, and affluent sectors experiment first. The product gets tested and refined in this innovation stage. But then the growth stage suddenly hits. Once the product hits a critical mass of 10 percent of the potential consumers, it tends to explode into the mainstream at an accelerated rate until it penetrates 90 percent of the market. After that point, there is strong resistance by the most conservative sectors and marketing efforts hit increasing diminishing returns. The maturity stage, again, proceeds very slowly. 
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