Investing in the 21st Century Super-Bear Market


    I’m most assuredly no expert on investment strategies. However, there’s some information that I might be able to pass along, in keeping with my 33 years of painful experience in the stock market. Money Magazine has recently observed that most economic downturns and upticks are heralded six months to a year in advance by the stock market, which serves as a leading indicator. Lately, they note, the stock market isn’t indicating an upturn in the economy. Of course, it’s still overpriced by historical standards. Also, it’s only now that investors will be coming out of bonds and into stocks, fueling a rise in the stock market.

    In 1998, the stock market was due for a major change in direction as it shifted from a super-bull market to a super-bear market. That didn’t happen. It continued to rise through 1999 to record levels of price inflation. It looked as though, maybe, the dot.com boom and the automatic, payroll-deducted flow of money into self-directed retirement accounts really were going to change the ground rules of investment. Then early in 2000, the day of reckoning arrived. I now believe that the old super-cycle is still in force. The multitude will think that this bull market will eventually get rolling again. I believe that it may rise somewhat between now and 2004, and perhaps enough to nearly recover its early-2000 values, but then it will drift lower during the next two years, reverting to the four-year cycles and higher inflation that characterized the 1970’s. By 2014, it will probably be considerably lower than it is today, after correcting for 14 years of inflation.

    The way to play such a market will be to wait until it rises in, probably, 2004, and then sell, buying into bonds when they reach their peak as interest rates peak. Then you’ll hold bonds until the Fed quits lowering interest rates in 2005 or 2006. At that point, it will be time to ride stocks up again to their next peak in 2008. However, over the next 12 to 14 years, stock prices may deflate, with each inflation-adjusted peak lower than the preceding peak, until, in terms of price-to-earnings, price-to-dividends, and price-to-book-value ratios, they cost about a third what they do today. (In the meantime, these values will continue to slowly rise as the U. S. economy continues to grow.)

    In or around 2014, there will be some main-steam stocks with dividend yields of 6% to 7%, and these would be excellent long-term investments.

