How to Make a Fortune in the Stock Market By Watching Me and Then Doing the Opposite

    In 1969, my wife and I invested $3,000 in three mutual funds, the Investment Company of America (which was hot In the late 80’s!), the Eberhardt Fund, and a third fund whose name I’ve mercifully forgotten. Mutual funds had become awesome during the 60’s, not to mention cool as the latest big thing. Our funds promptly tanked. The Investment Company of America, that we had purchased for $15 a share dropped to $8 a share the next year during the recessionary debacle of 1970. It came back to $15 a share in January of 1973, when the stock market peaked again right after the Presidential election.

    In the meantime, Ruth had continued to invest 2,500 additional dollars in our mutual funds even though they were falling. I thought to myself that that was pretty stupid of her, pouring good money after bad, but of course, I didn’t say that. (I hadn’t heard of dollar-cost averaging in those days, although I ought to have been smart enough to figure out that you’re better off buying a stock when it’s cheap than you are when it’s expensive.)

    I reviewed our investments in January of 1973.  The Investment Company of America had managed to creep back up to its $15 price, same as ‘69, but the other two hadn’t been as lucky. In the meantime, ramping inflation had eaten into the purchasing power of our investments. But the stock market was still rising, so I let our investments ride.

    They didn’t ride much higher before plunging down into the stock market chasm of 1974, just after President Nixon resigned. Once again, the Investment Company of America fell back to $8 a share, while the other two wandered off into a limbo from which they were never to return (at least during my watch). 

    In January of 1977, I again reviewed our fund portfolio, and this time, I took control and sold them all. With the proceeds, plus, maybe, a little more, I bought seven individual stocks: IBM, Exxon, Intel, Advanced Micro Devices, National Semiconductor, Radio Shack, and Prime Computer.  I invested $1,000 in each of them. Somehow, I had found $7,000. (I wanted to invest in Commodore, but its price had just quadrupled. Commodore’s stock hundred-folded between March, 1977, and June, 1981, but at the time, I didn’t dream that Commodore’s stock price had that much upside potential.) I tried to follow the stock market for a couple of months, but it was confusing, and I had other fish to fry. I forgot all about our investments for several years.

    One day in June of 1980, I sat down at the dining room table and reviewed the performances of our 7 stocks.  IBM was up 10%. Exxon was up 20%. Prime Computer, Intel, Advanced Micro Devices, Radio Shack, and National Semiconductor had gained 150%! I was a stock market genius! My original $7,000 investment had more than doubled! I immediately cashed in our insurance policy, and tried to add our savings account to our stock market investments. But Ruth with that typical feminine put-the-money-in-a-sock-under-your-pillow attitude that women have toward fantastic money making sure things, insisted that we hold back $8,000 in savings. $8,000! There was no way we needed $8,000 (equivalent to $20,000 today).in the bank! (I didn’t know that Radio Shack stock prices had been depressed in 1977 because Charles Tandy had just had a heart attack. I didn’t know that Prime Computer was on the ropes in 1977 and was expected to go under. I didn’t know that the Japanese were taking over the dynamic RAM market, and that Intel, National Semiconductor, and Advanced Micro Devices were perceived to have dim futures. I didn’t know that the 1974 bear market had enormously depressed small, fast-growing companies until they were selling at fire sale prices. I learned all of that later… the hard way.) 
    In the end, I acquiesced. I added what money I could to our stocks and let them ride.
    The stock market peaked the following June, and by the time it did, our five computer stocks had doubled again. IBM was up 20%, Exxon was up 40%, and the five computer stocks were up 400%. Our portfolio, including what little I had added to it, now totaled more than $30,000. What a whiz of a wizard I was! More to the point, I now knew what to do.
    During the period from 1972 through 1980, I had been reading some of the many paperbacks that lined the financial racks of the bookstores, explaining how the government was creating inflation, and was manipulating the economy so that it looked good around election time each election year. Beginning right after each Presidential election (said the books), the Federal Reserve would raise interest rates to fight the inflation that was already programmed into the economy… inflation that would become apparent to the gullible public only in the year after the election. By the midterm year between Presidential elections, we would go into a slowdown or a recession. Then during that midterm recession, when inflation had died down, and unemployment had replaced inflation as the leading topic of conversation, the Federal Reserve would lower interest rates again. Since it takes two years for these changes by the Federal Reserve to show their effects, the economy would be thriving again as the Presidential election approached. Unemployment would be low and inflation would still be low (although the seeds of future inflation would already have been sown by the Federal Reserve before the election). 

    So I knew what to expect. The next stock market bottom and the accompanying recession should come sometime in 1982. Then the Federal Reserve Board would lower interest rates again, and the stock market would surge upward again. Also, I knew that the stock market was close to the bottom of its historical range, and it had a lot of headroom for a long expansion. All I had to do was bide my time, and jump back into the stock market when it hit bottom in 1982.

    One afternoon, in October of 1981, I realized that there was a way to enhance the gain in a rising stock market. If I were to borrow on margin an amount equal to the value of the stocks I owned, and if I were to continue to expand the margin, keeping as much in borrowed stocks as I had in owned stocks, then as my stocks rose in value, this expanding margin concept would square the gain. If my stocks five-folded as they had between 1977 and 1981, the total value of my portfolio would rise by a factor of 25, minus whatever margin interest I had to pay to cover the margin loan! Wow! So that’s what I would do. Now all I had to do was to wait for the next market bottom, and choose the proper electronic stocks to make my big run for big money.

    It was as good as in the bank. I ought to be able to retire by 1984.

(To be continued)

