Chasing the Golden Bull

    My challenge was, first, to identify the optimum stocks for my portfolio, and second, to recognize the bottom, or approximate bottom of the stock market when it occurred. I think I had a little over $30,000 to invest. None of the money was essential to our needs. I certainly didn’t want to lose it, but Rome would not in Tiber melt if I did. My goal was to parlay that into $400,000 by late-1984-to-mid-1985. In order to reach this goal, I would borrow an amount of margin money equal to the value of the stocks I owned, and would keep expanding the margin loan as the value of my stocks rose, so that it was always equal to the value of the stocks I actually owned. At the end of 1984, and of its bull market run-up, I would pay off the margin loan and retire from the field of honor with my $400,000 in cash until the next leg of the bull market began in 1986. Assuming a 5% rate of return on my $400,000 (these were days of double-digit inflation), I could draw $20,000 a year from my $400,000. This $20,000 a year (in 1982 dollars), combined with my Civil Service retirement income, would allow me to retire permanently, with the hope of boosting my nest egg during the 1986-1988 up-leg of the next 4-year market cycle.
    Early in 1982, I invested my money in four or five stocks. 

    Within a week or two, one of them plummeted sickeningly. At Dean Witter Reynolds, I read the analysts’ reports, and the future outlook for the company appeared grim. I sold it at a loss. A week or two later, the same thing happened to another of my choices. This time, I stayed the course, and the stock bounced back in a few days. It was a false alarm. However, at that point, I sold all of my stocks (at a slight loss), and resolved to wait until a clear-cut market bottom appeared. I also decided to buy more than four or five stocks when the time came, so that I wouldn’t be so dependent upon the fortunes of any one of them. I discussed this strategy with my broker at Dean Witter Reynolds. He advised me that perhaps I might want to educate myself just a little into the companies in which I planned to invest. He suggested that perhaps it might not be entirely wise to invest my family’s life savings using a blindfolded, pin-the-tail-on-the-donkey investment plan. That sounded reasonable, so I attempted to learn more about investing. And the fact is that learning more about investing did absolutely no good whatsoever. The critical information is so closely held that, like Enron, shareholders haven’t the first hint of trouble until the sheriff locks their doors. One of the lessons I learned was that the bear market of 1974, hard as it had been on blue-chip stocks, had absolutely flattened small company stocks.  Small-company stocks overreact to market trends. The reason I had been able to do so well with technology stocks during 1977 to 1981 was because they were only rebounding from a severe overreaction. There was no guarantee that they would do this again.

    Have I mentioned that my grandfather is the nearsighted Mr. Magoo?

    For the next six months, I bided my time. I haunted Dean Witter Reynolds as much as any gainfully employed physicist might dare, visiting it at lunchtime and immediately after work. I bought a few well-chosen stocks as time went on. I tried setting stop-loss limits so that my stocks would automatically be sold if their price dropped below a pre-set limit. It wasn’t long before one of my stop-loss limits was triggered. Later that afternoon, after I had automatically sold at a loss, the price of the stock rose nicely again, leaving me stranded at the station, watching my train pull out without me. I began to wonder if maybe The Big Guys float rumors so that they can spook us little guys into selling.

    In August, we were to leave for a week to attend our niece’ wedding in Philadelphia. The Monday before we left, I decided that the stock market was low enough, and that I’d better declare a market bottom and do all my purchasing. I checked inn at work that morning, and then went off to Dean Witter Reynolds (making up my time by staying late that night at work). As luck would have it, the stock market was plunging to its lowest value of the year so far. I waited until it hit bottom and then started to rebound, and then I plunged. I put everything I could beg, borrow, or steal into the stock market. I returned to work, and saw the stock market rise a little later in the day.

    On Wednesday, we left for Philadelphia. When we got there, the subject of the stock market arose with my brother-in-law and his father. “You’d have to be crazy to invest in the stock market now,” one of them opined. “Absolutely!” agreed the other. “This market is getting ready to tank!’ Then they proceeded to talk about how much money they’d made in the stock market over the years. Obviously, these guys were professionals. These guys really knew what was going on. And me? What had I done? What did I know about the stock market? We couldn’t both be right. These guys were probably on the money, and here I had just poured all of our savings, including tens of thousands of dollars of borrowed money, into stocks. I felt like Dorothy in the presence of the Great and Omniscient Wizard of Oz

    The next week, on our way back to Huntsville, Federal Reserve Chairman Paul Volcker announced from the White House that he had cut the discount rate, and the stock market rocketed upward, starting a climb from 776, where I had bought in, to 11,500 on the Dow in the year 2000. The Great Bull Market of the 80’s and 90’s was underway! 
    And I was vindicated! I was so happy that I floated all the way home. 

    After that, I was kept busy monitoring our portfolio and trimming it, as it worked its way upward. There were plenty of thrills, chills, and spills. It was a full-time job, and terribly nerve-wracking, but by June 25, 1983, when the stock market temporarily peaked, I had six-and-a-half-folded our initial investment, and was well on my way toward my $400,000 goal. 

    By working frantically and incessantly, I had kept up with the Fidelity Magellan Fund over the past nine months, but I hadn’t surpassed it. It was possible to buy the Magellan Fund on margin, and I could have done equally well, and with a lot less toil, trouble, and tears had I margined the Magellan Fund instead of running my own stock portfolio. I began to switch to mutual funds. (One day, in the lunchroom at Dean Witter Reynolds, I mentioned to a stockbroker whom I didn’t know my intention to switch to mutual funds. He told me, with refreshing candor, that if I really wanted to make money in the stock market, mutual funds were the only way to go.)

(To be continued)

