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ot topetber under the

Butomood Tree 24 years

ap. Yoo ae o be
congganlaied forthe progress you have
made in professioralizng the an of
techaical anabysis. By the way, do you
know bow o0 recogaize 3 good
technican? Wil be has two important
atrbutes. e usually bus gray air
which makes him look like be knows
what he i doing. The second is  lite
Rarder o discoves, but e usualy also
Tas ermorshoids. This makes him look
comcemed. By these stadanls, | can
assure you 1 am a “Good” technician.
My ik today, bowever is mare about
what 1 lave Jesred over the past 36
sears a5 a technician and + market
Peychologist What 1 hav leamed i 50

Basically, one conclusion
I have come 1o is that
sector analysis is more
useful and rewarding than

top down overall market
analysis.

Basicaly, one
conclusion 1 have come o is Uat
sector_analysis s more usefol and
rewarding than top down overal market
analysis. This may be more a persoral
expericace than something 1 can pove
a5 uiabl for everyore, but | bave my

“To make  poist, 1 woukd lke (0 begin
by descobing an ol stdy that
compared perfoct maket timing resuls
overa 33 yea: perod from 1940 10 1973
wih perect goup or stock selcton
over the same period, but saying flly
invested tall times. You probably bave
heardofthis stdy done by Clases Ellis
of Geemwich Associates and may
disagros with s metbods. Neverheks,
e rsults wer stiking,  He used the
DIIA s his vebicle for market iming
nd assumed you bought the DIIA at

T

cvery botom and sold acvery et ep
Over te span of 33 yers sing this
petettming n rigid imesmentof
$1,000 increasod 0 585000, Obviosy,
i e had alowed us (0 go shot it
down markes, te resuls would fave
bcen mch beter Eiler way, it was
mch betr than buy and bld in wich
$1.000 becane approsimatly 10,00
But_the alcrmaine of being fully
ivested and siways in the best goup
wis more stanling by fo Making 28
roup changes inthe 33 yeas, 51000
tamed iso'$4.2 billon Cerainly, it
would be jut s impossbie 0 aheys e
in thebes group as it wouldbe 1o be 3.
petect maket imer, but the ot 15
el made st sdying the maket's
el roup et ad eaders s
ane o i ot the et imporiant
contibition we can mke 2 maket
anaysis.

Every -4 years there i e ced fora
big or meanngl makel tming
decision. Once every 2025 years there
s need for 4 secular market tiing
decision th could mean I o desh
francaly. Whie these s erbly
impertat, there s a gratr need e st
of the ime when he trend s e 0
dentity where o be for e mon
e use of capial. The decade of
e 1970 is 3 great exampie of the
contast between market tining, and
Sock slection. Sice the. merge
ol raeof et o soeks was e
lowest in the past 60 yesrs Qs than
%) including_dividends, it was
cbviously a decade wher marke iming
Selped improve peformance aver the
buy and bokd sppmach. There wer, in
e ubstantal dow yeas
5737477 and some smporint
intenmediae eacion of 10% or more
(9707835) Tt ws te mew e of
the market timer The ket ming
cntegor or e intuional st al
sarteam wasintined i 1976 becwse
of the demise of the “s0 calied” e
decision (buy and bold) ivesing. 1
beleve this eavironment also belped
e MTA flourish,because suddely it
was irporant to consult 2 tmer or
ke anyst wit Wil ovrvien




[image: image2.png]Ve, remermber being asked o speak st
e Firancial Aalyst Spring Confereace in
1976 in New York on the subject of Masket
Timing and suggested that he real focus
‘oow tat the major bear marketof 197374
Bad ended, should be on stock picking
Wonying about the next debacle a 3 time
the lastdebocle b o recently occurred, 1
sated, was closiag the bam door afe the
borse had taken a powder. This is why the
curen emphasis n institutional circes is
on “stock picking”, because the market is
“sot imporant” i S0 worrisome.

Vet evea though market timing came:
into s own in the 1970's and vaslly
improved resuls over 2 buy and hod
srategy, te ral key 10 making money in
e 1970' was getting the theme right and
recogaizing where (o be invesied. Inflation
beneiciares such s oif and gold siocks
eajoyed major bull markets despite the
ovel lack of masket suength  These
inflation_sectors were _recogaizable
iative streagth and leadership areas.
For perspectve, the prce of oil rose 11
times inthe 1970's and gold B times. Other
commodities had similar major advances
Inadkditon, anyone aware of the small cap
yces would have concentrated on owning.
undervalusd small cap growth stocks
which gve a huge techmical rebtive
strength buy signal in 1977-78.

So what was viewed as ket timer's
decade was also @ reat decade for sector
ortbeme imvesting. By conurst the 1980's
was 5o favorable for investors that by
and hold beat most managers that ried 1o
e, This is pobably because of the okd
s “bere are some briliant people who
55t you ou at the (0p of a cycle and some
very smart people who get you in at the
bortomof a cyce bt they ae usually not
e same peopie”. 1 is basicaly true hat
ost tmers do o it every cycle right. 1
was always bt a tops than ot bottoms.
Very few Bt every tum which i why the
academics say nobody can time the
market. But cven being late at some.
bortoms ortops should,on angverall basis,
beat buy and bold. The problem is that
being inthe right sectorbeats all. Usaally,
he pew leadership sector gocs dawn less
2 bear market 304 p a bt more in  bull
ket

Asotberstody tha makes a sl poict
s the one shoving tat a dollarimvestod in
Tl in 1946 was worth 36 in 1985, By
conrast, a dollar isvested in equites in
1946 was wonh $42 in 1985, But f an
investor missed the 15 best months in this
period of $80 morths, his etum dropped
back to $156.  Mising just a few key
momks can really hun upside
performance just a o being out in a few
key down moots can ealy hur s well
Vie tend 1o emphasiae beig out of the
market in bearish peiods, but, pot being
in,in some blsh periods,can be just a6
costly. InJamasy, 1975, 3 te seculac bull
market began, for example, te average
stock on the NYSE was up 26% 28% is
almost 3 umes the performance in an
avege year

You may arpe tat these stisical
studies ar bizsed or (at a good maket
asalyst ges most of the moves up and
dow; but 0 e, the rality s bece Ut
setor or thems invesing b been most
ewarding, Since the market goes up e
a5 many years in bistory a5 it has gone
down, maybe the compromise s (0 spend
twice as much aalytical ime on where to
be (botomp analyss) a5 00 overall ke
tining (op-dow). | would vestr Ut ot
of 15 spend our e in a2 opposte rat.

e even made a carcer changs i the
past two years tat exsbles me o focus on
longes term theme ivesting, Now, onee
quarer, [ publish a theme and profle
imvesting eport. Wha s somewhat uaique
s that it 3 combiation of fundamertal
ooty and techeucal verfcation and trcking
of the theorythrough rpeesergative ndexes.

The risk in puruing the teme
leaderstip spprosch is that we are
approaching a secula pesk in stocks and
fuancial assets in genenl | am
Gonvinced we are in the very lte sages
of the second bull market since WWIL
“The fint began i the late 1940's with
‘socks undervaled and underowoed 20
ended in the Iate 1960's with siocks
‘ovenvalued andoverowaed. Thea followed.
the second worst bear market i this
ccatury from 1968 10 1974, The average
siock lost 75% of is valve and the
pendalum swng back o undervalustion
and underowoership.

The second secula bull masket really
bepn i 1975 amidst te gloom,
underownership (mutual funds were in
et redemptions for much of the 1970°%9)
o undervahuation generted by the beas
‘market. 1 has progresscd over the last 20
years ia steps tat have ke stocks back
o overvaluation, and is
overmwnership as idividuwal ar sifling
recond fund flows ito mutual fund. The.
ow risk cash asses hal hey overowoed i
the 1980's ae being swapped fo high ik,
overpriced ong-term asets typical of the
latestages of a cycie. Whik  do ot think
hissecula b ket il end s v, |
ik it s a igh probabilty of ending in
the et few years. | have 10 ask mysell
theme imvesting will work if we enter &
secular bear market or low rtum
enviroument. | am inclioed 1o think 0
because cven in the worst decade (o own
socks inthe st 0 years (B 1970 it was
Possible o get far above average resuls by
cognizing e _dominant underlying
inflation tbeme. The undertying theme in
the 1990 s not kel 10 be so dominart
and morolithic because we cannot be sure
‘whetber deflation of eflaon will wia cut,
but we can use themes [0 search forgrowh
in a slow growth eovirorment and
recogaiat bow 10 hedge ourbets

Over the last 35 years that | Bave been
analyzing markets and tying 10 iderity
secoror theme changes, by biggest ot s
e being 100 carty Whike thre is a loc
line betwen being carty and being wiong.
my general assumption is tht all markets
10 extremes and extremes in one
dirction ar followed by extemes in the
otber_direction. The trouble is Dt
extrtmes often go further than you tink.
Nevertheles, 1 have found ha sticking 10
your guns whea you sec extreme behavior,
even though you appear 0 be wrong for 3
while, pays of. If you thick you see an
exteme and it koeps geting more exrene,
the st thing you want s to cooclude “tis
time i’ diffeear”. 1 an extrane gets more
exrenc, it only means the ultimate
reacton will be greater, All tose who
thought the Tokyo market wasoverdore &t
25,000 10 30,000 and s it g0 0 40,00
were fewarded in spades when it weat 10
14,000,
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“The same can be said of themes and  bad big lop, fallring rlative streagth  on-techaically-orented clents. Alpost
sectorJeadership. Bvery docade s been and overownership i consumer gowth  cveryone I have spoken o i y carer s
iferent and some sector (et hus gotien  siocks ad big bass improving relaive  responded best 0 logical sor behind the
overowned and overvalued has yelded 03 strngth and upderowoership in capial  techaicalpictre.

now sector et is undeowed and  goods/techmology, [slsokoow fomoycle  Some of the thermes are overapping
undervalued. I fict, sector leadership has stdies that cvery S or 10 yeasthere i3 Capital goods can alo be smallcap goods
shifted at the beginning of cach of he last * shift from consumer (o capial goods o foriga small cap goods. Low cost
four decades. The most ntewortly shifls — sicks o vieshersa, The lechnical pcure producers can be. (n many. industres
were out of the ity fify in te caty  led me o the fundamental conclusion.  because 50 many company ManAgEeets
1970' no theindstial capial goods,out  What i cfecive aboutthis pproach is  have discoversd that being & low cost
ofhe energy and capial goods it carly  that i engbles me o communicat with  produce in 8 skow growth cconomy i 3
1980' ino consumer grosth, and out of Decessary prerequisit 1o profabily
0 corsumer growth in the carly 1990's Many of these themes can siso be pplied
int te capitl goods techalogy arcas o foreign markets and conparics n fct,

T a0 1y 10 spply technical anmlysis to ntemationa imvesting can be theme
fdamersal phecomera.For exampl, | oriented raber Gan e tadtional
ove been reling e long-term post counry onemation,

WL inflaon/defation cyce o market

leaeatip for the last 20 year
Baically, rather an being 8 pure
echocal, 1 have tied to mlaie
fundamerial chasge 1o tochnical
change. This worked wel i e 1980's
when disinflation o rolling sector
deflston led 15 o consumer and
financial ladership.

Inorder o ety theme leadership
inthe 19901 began withtwo lss. 1
i docided ot the 1980s was
decad o generational excesses and in
mid 1990, wrote down s of what |
bought wasexteme about the 1980,
Tiben listed he cppesite cxtemes and
concluded this was what the 1990's
was kel 10 b like. Then [ rlated
these kel canges to otberchangg,
economic and fundamertal tends
amd developed the coclosed list of
weive themes likely to chaacterize
e 1990

Whilethey sound more economic:
and polical, each one s had to
have techaical substantition. My
theme dpprosch basically has been
10 theoriz sbout leadership themes
and e comsiruct siock ndexcs
ihat represea them. Origioation

of e themes also b 4 techaeal
background. Just ook at the st basic
theme premise a5 an dlusiion. It
basically says he oid comsumer gowth
socks e ot and capial goods
echnology is in. Techalcaly, it
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Ou cmphasis o the sl ap teme
s worked well v 1990, We beeve
e sl cp cle which akes smal cap
from underabuaion o overvaiion s
kel 1o it sbout © years 5 two pror
ke dd Curaty, the haive PE
ot his soce i has o s back 25
he ket mmliple

T, ot s ooe reason 1 do mt
e the souar bl ket b e
sl e kel 0 e it thee will e
e phseof seculaiv ehsta
199535 ot caries e sl cg scior 10
overvalution trilr o e e cip
messre. Bu, bascaly, sl cape should
conine 1o be o heme e ey
Show grester downde volaly . by
mafet Studis by TR prce show that
ven in major 6 o 7 year periods where
small socks have T apertonned
ovell, ey temporaiy sndererformec
o comcine sage ordown markes.

The el question for the maory of
e themes s how much ar they
aflerced by purly cyclcal tors and
o mach i sl Th is cleay 3

il isicion o pake wih cpial
oo compunies bcae they ke i be
e ccl eders Yot ey s aepried
techically ad fedamentlly fo secua
or muti<yce moves.

Sice eadrsip sifs oftn ke plce
in bear makes, we uay eve fo deee
some themes b 199 i over or
Some e s But what we vt &
wly ot sightof n il mches e
e 0 ocus o o msortrod esing.
Using e o profie e ight scks o
mouor aal (e scumiae & they
Valdt your suptons echrically i st
et s iporta s eting ovenll ket
timing tige. For iitsionl imestors
who st be imested 4 & 3 cmeial
e

o concesion opes teme esersip
enicaion shoud overiore impetet
oveall maket tining ©ea in e lie
sages of  socua bl ket Over
sy, most of o hencs e
cuperorned the ket with sevesl
g 1 gt spide excssves
il Rave 1 b sty comcied. In

i, wherever e most money s,
kS are ighes. So we bave cve been
‘suggesing cuting back on posins st
our December eport in more exinded
e aeas sch 25 emergng ke,
‘elcom malimedi, ong et cae.
sevkes od, more recenly, i capsl
oo, But even piven 3 bear markt o
1996, e xpect a retur o ot of o
theme Jeaderhp aras i the middecace
perod Ve supest Ust e bigee
Chalnge on 8 skt ting ad e
s will b bow o handle ey i
e f the decade.

Thanks for the apporniy 1 s some
thonghs wih .

Robert J. Famel is Seior Vice
President,  Sesior  Iovestment
Advisor, Memill Lynch Global
Research and was the first President
of the Maket Technicians
Associstion.




