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Investment Policy
b The Ozzie and Harrlet Market
The "“Big Shift” turns fo equities
Highlights W In 1990, as in 1950s, individual investors will be big buyers of stacks because

equity offers better retuens chan bank savings, bonds or real estate. Ove time, the
‘percencage of household assets in scocks could rise from ics current level of 15% to
the 1960s average of 22%.

1 19905, U.S. personal saving rate should cise from current 5,3% to its long-
term average of 6.8% as baby boomers move into their forties and fifties and begin
o focus on etizement. This is & normal demographic pattern. (Japan and
Germany, with significantly lacger shate of populations over age of 45, also have
higher saving rates than U.S.)

™ ‘The largest beneficiacy of this trend should be growth stocks. “Ozzie and
Harciet” are investors, not traders. Rather than try to cacch cyclical and / ot value
swings they will focus on stocks chey can stick with for the long term and win.

B This could represent $2 trillion dollars flowing into stacks, truly “big bucks™
when you consider that the market value of U.S. stocks is about $4 crillion today.

‘To understand the American stock market in che 1990s,
switch on the coble TV channel that carries TV te-runs and
wacch a couple of episodes of “The Adventures of Ozzie and
Harriet.” This immensely popular show abour a suburban
American couple, Ozzie and Harriet Nelson, and cheir two
sons, David and Ricky, tan from 1952 to 1966. Pechaps no
coincidentally, these were peecisely the years of the grcat
Pose-World War I bull matket. At the beginning of 1952
the Dow Industrials stood at 269; in Rebruaty 1966, it hit
1000—s level that wonld not be substantially exceeded until
1983

Tor the stock market, the 19905 will resemble the 19505
because baby boormers who ace now ia their forties will save
and invest pretcy muuch as cheir parents dil in the 1950s and
eatly 19605. They will buy stocks. After living it up in the
805 and saving barely a penny, 40-something Ricky Nelson®

o Wiy Nelso died i rgic il fie s 1975 fer s sccesolccsee
v singer. The Rcky Neho rfsac t o s sccle 5 3. ragioary
ehetype o ypical il chss Aerican mal b ight s Woekd War I

will be stuffing cash inco his mucual funds every monch, juse
a8 his dad Ozzie did back in the 1950s. The enormous buy-
ing power—more properly, investing power—of baby
boomers should drive the Dow Industrials pase 5000 by
1996, To see why, lee's take a look a che evolucion of ewo
generations of the Nelsons —as consomers, savers and
Invescors —from 1952 co 1998,

Why Ozzie and Harriet bought stocks

Subtbis.as we know it wss built in the 19505, Young fami-
s that were re-united afeer World War 11 quickly had 2
couple of children and—if they could afford o—bought
new car and moved out to a splic-level in the subutbs, Aca
cime when ance-prosperous tradingg pareners in Europe and
‘Asia were scruggling to rebuild theie shattered economies
after World Wat II, these young farilies represented the key
source of demand for U.S. corporations, Hlousing scarts were
esvice as high in the 19505 a5 the 19405; nuto oucput sias
579 higher. Sales of air conditioners bonmed 45 housing
craces sprouced in the deseres of California and Arizons.
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In the 19505 Americans spent heavily on cars, housig and appliances.

| Rebounding Builders
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the best eating from town and
yours with a new
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FILA Ruiing Helps Jovan:
£ i Al Calfornian

Adverdisements urged Amecicans o make the move from a
cramped drab kicchen with antiquated apphiances {like bus
driver Ralph Cramden's kicchen i che TV show “The Hon-
eymooners”) o the up-to-date kicchen saitable for a modern
American housewife. T fice, che original sponsor of “The
Adventares of Ozzie and Hasriet” was Hotpoint Appliances,
which urged viewets to purchase all the applisnces in Harri-
e's “wonderful HotPoine All-eleccric Kitchen.” These
included the Hotpoint electric range with “push-buccon
controls, king-size oven and auomatic electric cimer;” "The
‘modern worksaving HotPoint Automatic Home Lundry
with amazing wonder-dil concrol;” the “Dispose-ALl gar-
bage disposal wnit;” and, of course, che Hotpoint
Dishwasher thac “cost less than ten cents per day more than
hand washing." (See Figure 1.)

Even affluent suburban American families like the Nelsons
could ot afford to buy all these new sppliances withau bor-
rowing. S0 consumer credit grew faitly rapidly in che 1950s,
especially the firsc half of the decade. From 1950 to 1955,
inseallment credic grew ac a 14, 3% annuval rate and more-
gage credicaca 14,79 rate, In fact, the 19505 was the
decade when the budgets of middle-class families fiest
became a sries of payments” —a "car payment,” & “mort-
gage payment,” a “payment on the new refrigercor,” ete.
This matked & depattate from the hardscrabble yeaes of che
Great Depression and World War IT when families—afraid

€ put their money in the bank and having lictle borrowing
posver—led a primarily cash existence, with envelopes of
cash sec aside for che rent, the Yood and the urilicy payments.

Aside from buying snd furnishing eheir home, che Nelsons
lived pretcy sicaply in the 1950, Mosc recseation involved
family outings. Fine dining meant bakiog fresh Toll House
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cookies in the Hotpoint all-electric range or maybe splurg-
ing on a turkey dinner ac Hovacd Johnsons. Conspicuots
consumption amounted to buying s second-hand billiard
cable from  neighbor to pur in the den, Ozzie and Hartiec
never drank Perrier. Ozzie and Harriet never went to Club.
Med. Ozzie and Hartier didn'e drive 4 Porsche, Ifasked,
chey would cell you chac & Porsche is where you sit on & warm
summer night, Club Med is probably where theis physician
belongs and Perrier, while they're not quite sare, sounds like
the name of France's Prime Minister

A shortage of foreign competition

‘Today Americans look back on the 1950s as though it s
‘golden age of prosperity, when Americans had few economic
worries. Actually, Ozzie, Harrier and other Americans had.
much lower living standards thap we do today. Real dispos-
abie income per adult in 1935 was 41% below coday’s levels
and the gap i even wider if one incldes food stamps, Medi-
care, Medicaid, etc. Not was America's manufaceuring base
doing bester in the S05; manufictaring productivity geew
2.1% annuaily in the 1950s and 3.0% in the 19605, versus.
3.6% in the 1980s.

‘What made America appear richer in the 505 was that Futope
and Japan were recovering from World War IT and swere not
serious competitors for U.S. firms, U.S. imports s a percent
of GNP was 39%, versus 99% coday. Back in che 50's, G. M.,
Tord, and Cheyslee seally were che “big three.” Bu this was
tad s —not good news —for U.S. consumers because the
shorcage of oreign competition led to cost-push inflacion.
‘With Japan and Germany exporting patey favors and toys
racher than cass and steel, U'5. fiems had extensive power to
aise prices in ordet ¢ cover ising costs, And costs were
climbing rapidly because powerful U.S. labor unions were
constantly demanding higher wages. (See Figure 2.)
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Figin 2

By the mid-50s, accelerating inflation—pushed
higher by rising wages—was becoming a major
problem ¢hat would lead to stower growth in the
second half of the decade.

Prices Start Thrusting
Upward

A Year of Cost Inflation

T e propat ncw. Lber dorarcs o |
pard o mone

Tn the early 19505, economic growsh sias secong because of
the stimulus of the Korean war and che pent-up demand for
consumer goods following World War II. Industrial produc-
tion rose 50% from 1949 to 1955, prompting che chairmen
of Ford to proclaim, “The big boom e have all been antici-
pacing for the early 1960s is no longer s distanc dream. We
have no choice but co prepare for 2 major breakehrough ino
2 new and much higher plateau of producion and consump-
tion." Auto stocks were so strong chat GM split dhree for
ane

But, a5 noted, this economic boom plus a shortage of foreign
competition led to cost-push inflation, svith the CPI cising
3.49% in 1957—a high rate when banks were paying 2.5-3.5%
on savings. 1t 5o happened that presiden Biscnhower was the
last President before Ronald Reagan who really cared sbout
inflasion. To keep the dollar “sound,” Tke induced a shaliow
recession in 1954, a severe downturn in 1958, and a shallow
onein 1960 chat probably cost Richard Nixon the presiden-
tial elecrion. Industrial production gresv a measly 14% from
1953 0 1961, a slowes pace than in che 1980s.
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So the 50 were not the economic nirvana we foadly and
inaccusately remember today, That's one resson why Ozie,
Harriet and cheir friends spent their money prodently and
were steady, faithful savers. In the 505 and 60s, the petsonal
savings rate held seeady at 6.8%, way above the 4.99% of the
19805 (Chart 1). As Ozie and Hatriet sat in cheit “rumpus
taom”™ den in 1953 and though aboue shere to put theie
savings, most of the investment olcenatives were uninspis-
ing, to say the least. Banks and S&Ls were pecmitted to pay
savers 0 more than 2.5% uncil 1957, shen the rate was
jacked way up t0 3.5%. With inflation tunning around
1.4%, chis provided a real, pre-tax retun of 1.1-2. 19 see
Figare 3). Real T-bill yields in che 19505 averaged juse
0.5% (Chare 4). As for bonds, they were only sfightly more
encicing; the yield on 30-year bonds crept up from 2.3% in
1953 0 4.8% in 1966, But real returns were palery. Over
the years 1952-1966, real bond yields—based oo CPI infla-
tion over the nexc five yeats—averaged just 1.39%, register-
ing 2 high of 2.9% in 1959 (Charc 4).

How aboue real estace? Ir was sill considered risky; people
remembered that its price dropped like a rock during the
1930s. Furthermore, housing prices weren'e rising rapidly in
the 19505 and 1960s because, while demand was rising tap-
idly, 5o was supply. A glance at che real estate ads lls the
story. In 1958, a modern 3-bedroom colonial home in
Bronxville, New York was offered at $50,000 and a racher
Tavish home on five acres in Nesr Cangan, Cr. was offered ac
$79,000. Six prosperous years later, in 1964, a nice four-
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In the 1950, short-term Interest rates were in the
2-4% range, much as they are today.

Discount Rate.Cut to 234 ¢ by Reserve Bank]
Chase Manhattan Frims Prime Rate to 4%

SAVE }é

by Mail

~wsamié-doy, vervice

£oeh ace oy
mm-L THIGEA TEAR
pyeat o

%% Akl

g rondy seve by

-lu‘.

ol et
E"ﬁ Ao
i

‘ ENGLEWOOD, 5, COWORMDD

bedroom house in Summie, New Jersey was being offered
“in the fifcies” and an 11-toom cudor in Greeeawich, Ct.

was on che market for $74,500. S0 alchough fand prices were
creeping upwards in the 1950s and 19605, real estate was
nota grear vehicle for saving,
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That lefe stocks s the best invescment —a frightening
chough for maoy inveseors in the aly 1950, in che ives of
‘most aduls, the 1929 stock maket crash and ensuing
depression were a momencous landmerk haviag roughly the
Same proporcions s the Grand Canyon, only larger. As more
than one ecoromic pundic weraed, there was & real zisk chat
America would plunge beck into depression once th “artifi-
i sritulus” of World War il and the Korean War sas
over, Tt was chis lingeting fear of Deptession, plus the
doubte-digie nflation of the lae forcies, chac caused inves-
tors to sceer clear of stocks bersveen 1945 and 1952 even
thovsh the economy was growing rapidly. In 1954—when
the ball market was accually under svay —Fortune magazine
procisimed thas the seock market was “obsolece” and a0
Tongera very relisble baromeser of business conditions’”
becuuse, hetween 1946 and 1953, stock prices rose only
25% while GNP rose 75% and corporace profis rose 0%

Despite che trepidation, Ozzie and Harcies and many of
cheie neighbors did put their money into stocks duting che
19505 heceuse chere wese no good alternatives. Neithe bank
savings accounts nor Goverament bonds nor real state were
Stcractive. The Ozzie and Harciet market was en extremely
“autious bull marker. Everyone except the sbore-sellers
Seared a ceplay of 1920-33. The scock market was heavily
rogulated by the Fed and the SEC und mergin requitements
et kepe well bove 50%, sometimes as high as 90%-
Unlike the 19205, the lace 1960s or the 19803, very few nest
Ssues were floated. There wes also a notable deazch of other
types of sazle-dazzle corporare finsace such o5 the leveraged

PaineWebber

closed-end mutwal funds and gisnt ucility holding compa-
s that flourished in the 19205, the conglomerate mergers
‘of the 1960 or the LBOs, hostile takeovers and leveraged
recapitalizations of the 1980s.

So non-speculacive wos this bull maket chac when, i Janu-
acy 1955, the DJ1A begaa (o hit nese highs above 400, che
Senate Commitsee on Banking and Currency thought it pru-
“dent to hold hearings on the dangers of Wall Strest specule-
Cion. Some Democrats believed that the stock matke's ebul-
Yionee, i ot quice a replay of 1929, at least smacked of
1927 or 1928, When Harvard economise John Kennech
Galbraich suggested ss much, seock prices took » dive,
fnspicing the newspaper headline “EGG-HEAD SCRAM-
BLES MARKET."

A hedge against inflation

Ina similarly cautious vein, most individual investors did
o by stocks in onder to mske & Kiling. Rather they owned
Stocks as—and chis phease appeared again and again
Soroughout che Opie and Hactier markec—a “hedge against
inflarion.” The following quotations ace represeataive:

A in Chicagas 1 just go martied lasc June and
T rying t0 think of the future by putcing 10% of my
‘weekly salary inco an invescment crust, Ifthe inflacion-
ary trend contiaues, and i¢ looks like it going 1o, i)
e secuicy for my wife and children in 25 yeass.”

A Boston cab driver: "IE money is going co depreciate
in value, I chink ic wise to oW stocks in a mucual fund
‘on che theory the stocks will ise sad offsec cheapet
money.”

Chant3

Dow Jones Industrial Average
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In the 19505, mutual funds were 3 popular means
of investing in the stock market.

A waitress in New York: "This friend of mine kept
elling me [ was nuts to get only 4% interest in a sav-
ings and loan association and talked me inco buying
shates i che Massachusetts Investment Trast.”

80 closely were "stocks” and “inflacion” linked i che public

mind by the late 19505 tha stocks traded up afrer the Dem-

ocratic Parey did well in the Congressional elections of 1958,
on the theory that their inflationary economic policies would
be bullish for stocks.

PainéWebber

To bear inflacion, some investors boughe stocks ditectly. In
1960, the New York Stock Exchange estimated char
850,000 new investors were becoming stockholders each
yeas. The client list of one major brokerage firm grese from
125,000 €0 450,000 duting the 1950s. Fartune wrote, "In
1957, according to &...survey of active customers, a typical
investor was between thizty-one and forty, was o salacied
employee arning about $10,000 annually, had beea baying
securities for six to cen years, and had  porcfolio of secutiries
valued a under $3,000, {In 1959} the eypical investor, nos
slighdy older, had an income ranging from 87,000 o
$20,000 and his security portfalio had been buile up o over
$10,000."

One of the most popular vehicles for buying stocks were
mutual funds (Figure 4). In 1960, Fortane noted chet,
"Today there ate over 200 funds, more than doable the
‘numbec in 1945, assets have multiplied chirteen cimes, to
$16 billion: shareholder accounts have increased nearly ten-
fold. Already more chan ewo million investors, one sixth of
all shareholders in American industey, own shates of mutual
fands, often of more than one fund. " The average mutual
furd rose 283% during the decade, including dividends.
Alehough chis lagged che stock markes slighely, ic scill
implied annual appreciation of betcet than 145 —not bad in
comparison to the 2-47% available from banks,

Wall Street sold mucual fands in &n excremely low-key way.
Such words as “performance,” “shore-term trading,”

ing," "hot stocks™ and “high tech” were seldom
utered. Even “growth stock” was a bit risque. The emphasis
was on using stocks es 2 disciplined, diversified, long-teem
“hedge against inflation. (In fact, observers considered the
low inflation of 1960 to be bearish for the mutual fund
industry because i robbed it of is raiton detre.) The mencal-
ity of the mutual fund buyer was caprured in chese com-
ments:

“The typical muueaal fund buyer, brokers believe, is
concerned peimarily with the long haul. Shore-term
ups and downs of the market have rw real impact on
his iavescment decisions.”

“I'm not concerned sbout the decline of the market and
here's why. With increasing population and far
formations, continual inflacion and a 39 growth care
in the gross national product, he stock mackee, in the
long tun, has nowhere t go but up.”
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“contractual fund"” ot the “accumulation plan’” of murual
fund purchasing. The salesman would sign up a client to buy
fand shates wworch, say, $3,000 t be pucchased with pay-
ments of $139 cach monch for three years. Because che same
amount of money wes spent each month, this led to “dollar
cost sveraging” —buying more shaces of a fund when its.
price was depressed, fewer when it was expensive. One pro-
‘ponent of the plans claimed, I¢is a cliche of our indusery
that a well-sold accumulacion plan investor s happy when
the macket goes up—bur happier when the market goes
down, since his regulac payments in that event will buy
mote shates for him.” For investors, the catch was that the
investor paid an 8% sales load up front, So if the investor
scapped his monthly purchases after a year and a half, he or
she ended up paying a gargencuan sales fee of 16%

The Ozzie and Harriet market: A recap

These, then, were the characceristics of the Ozzie and Har-
tiec market lasting from 1952 to 1966. While the young-
sters, Ricky and David, wete growing up, the overall U.S.

Ghant 6
Equities as percent of total assets in houschold sector
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economy was fanctioning fairly well but ioflation was a nag-
‘ging problem, especially in the mid-50s. Although con-
sumer credic became more widely available, consumers' buy-
ing habis were rescenined and the personal savings rate was
temarkably stable at abous 79 (Chate 1). Intetest rates, both
nominal and resl, were quite low, meking banks and bonds
unappeling vehicles for long-term investment (Chart 3, 4).
Consequently, individuals inceeasingly invested in stacks,
whose prices trended upward ac a 10% race.

Despite speculative outburses from cime to cime (notably 8
high-tech boorm in 1961 thac was ended by che 1962 cortec-
tion), che investment ethic of Ozzie and his friends was con-
servative and otiented toward the long cerm. Stocks were not
2 way to make a quick killing but rathec were a “hedge
againit {aflation.” Because of sising stock prices and increas-
ing consumet acceprance of them, equities as o share of total
ousehold assets increased from 13% in 1950 to 25% in
1966 {Chart ). On the other hand, houses were no7 regarded
as 2 fmily’s primery vehicle for saving for reirement, Afier
rising somewhat duriag the housing boom of the early 1950s,
housing as a pezcen of total household assers declined from
16% to 14% between 1956 and 1967 (Chart 9).

%%

%

%

1%

-

L L L e
B 82 8 5 50 60 62 84 6 08 70 72 T4 76 73 %0 2 B4 86 80 00 92

Chant7

Mortgage debt as percent of valuc of owner-occupied housing in houschold seccor

%

§ 8888

® 52 % W 8 & 62 8

T e ]
6 T 72 74 T8 78 G0 B2 %4 % @ 0 B2




[image: image9.png]C

5 PainéWebber

Chns
Installament credit as percent of total assets in household sector

™
=
=
"

% 62 8 56 5 60 G2 &4 65 6 0 7Z 74 76 78 %0 62 B4 86 ¥ D0 92

Charr9
Owner-occupied housing as percent of total assets in houschold sector

0%
5%
%

TR
W 62 % % B G0 82 M6 8 O T2 AT TR B2 oo W @

Chan 10
Money fund asscts a5 pereent of stocks in houschold sector
2%

1%
8%
un
- bbb bbbttt —ied

50 52 54 56 55 60 62 64 68 63 T) T2 74 78 73 60 f2 84 2 0 % 92

EEERNE T




[image: image10.png]10

PainéWebber

Ricky grows up and (wisely) ignores dad's advice

Ricky Nelson, Ozzie and Hasriec's younger son, reached the
age of 21 in 196G, just as che Ozzie and Harrier market svas.
coming to an end. Most of what his parencs had lenrned
abouc investing swould not apply to him —at least, not for
the nexc 25 years. in face, che less advice on money marters
thac he ook from mom and dad, the betcer, Ricky Nelson's
financial experience over the next 23 yeats fell into thice
clearly-demarcaced periods.

1966-72: The pseuda bull matket

When Ricky was in his ewenties, he did not have much capi-
tal and was €00 caught up in the biceer national concroversy
about the Vieenam Was, Civil Rights, the war on poverey
and the drug-Jaden “counter-culture” to invest in stocks.
This was just 2s well because the great bulk matke was over
even though very few iavestors (including Ozzie and Harriet)
tecogaized this at che time. Tn face, these were che "30-g0
yeats” masked by rabid speculation in small-cap stocks and
conglomerates {which reached  peak in 1968) and then,

Chan 11

after the recession of 1970, the speculation by institutions in
the “nifty-fifty groweh stocks.” Trading accivity was brisk
nd public interest in the scock marke was sti il intense, but
the broad marke was churning racher chan rising.

The bull maker was killed by che secutar inflacion engen-
dered by the twin wats against poverty and Ho Chi Mink
The crowning irony of the Post-World War Il stock matkee
s that seacks are no, in fact, a good "hedge against
Inflation” —ac least not rapid inflation. Rising inflarion pro-
duces higher inceeest raés, which lowers PE ratios; carpora-
ions' financial retasns cannot keep up with the comperition
creaced by high bond yields and reaf corporace carmings
growth is penlized s the government caxes both e/ and
nflation profics equally. While bond yields rose from 4.2%
in 1964 10 9. 3% in 1979, companies’ ROEs did noc double
(Chate )1, for several reasons: Their own costs increased
along with che prices chey charge so margins did not rise
sharplys inflation boosted the replacement cost of plant so
there was uader-depreciation for tax purposes (i., che
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confidence in stocks and bonds.
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Inflation, the dominant economic trend of the years 1973-81, undermined investors'
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qualicy of earnings dropped) and higher inflacion bure earn-
ings because it led to credic crunches (1966), price controls
(197 1) and eecessions (1970, 1974, 1980, 1981). Scocks
were no macch for old master paintings and drilling rigs as
an inflation hedge —particularly if you could buy these assets
with borrowed money, the interese expense was tax deduce.
ible and interesc cates wete frequendly lower than the infla-
don zate.

1973-1981: America's stacure slips

Inflation soared above 10% in 1973, and stock prices col-
lopsed 40% from cheir 1973 peak (o their 1974 low.
Adjasted for inflacion, the decline was an even-more-dismal
509%, & steeper renl decline chan during the Great Depres-
sion. This was not jus another "bear matker” buc a vetitable
financial revolution, While stock prices were collapsing, the
prices of everyching else sanred. Therefote, stocks as a pee-
centage of household assets plunged from 219% in 1972 o
10% in 1974 (Chare 6). They stayed near thac level for che
next ewd decades,

Ricky Nelson was delighted cha he had ignored Ozie's
advice and avoided seorks in the early 1970s. When he came
home ac Christmas time with his wife and baby daughter in
1974 and sat around the all-electric Hotpoinc kirchen chat-
cing with his parencs, his facher confessed tha the McDon-
al’s stock he bad been urging Ricky to buy at 59 was now
cracling ac 29. Xerax had dropped from 155 to 5 1.

Inscead of buying stocks in the spting of 1975, Ricky
bought a nice five-bedsoom colonial home for $105,000
with 4 2095 down payment and 2 9% 30-year morgage. It
was & smart investment. Over che next five years the house

rose 1295 annually —aboue average for the U.S. housiog
enacket—which meanc thet the price appreciation was nearly
four cimes the money put into his down payment. The mort-
gage payments were noc onerous bécause chey were fixed
‘while his salaty rose ac a 9% cli lictle faster than inflacion
duriog the late 19705, The family income was further
boosted by his wife's parc-time job.

Alchough his house was rising in value and his salary was
climbing steadily, che 705 were basically a downer for Ricky
Nelson and most of his friends. He felt insecure and saved a
big chunk of his salary because the country seemed to be
going down the drain. Firse the U.S. lost che Vietnam War
back in the lace sixties~chough it seemed 10 take Nixon and
Kissinger forever to extcact all che American troops from che
jungle. Then, Presideat Nixon was chased out of office 2s &
result of Watesgate. Food prices soared during 1973 and, in
the wincer of 1973-74, OPEC quadrapled the price of gaso-
line; Ricky had to join  car pool for three months because of
the gas shortages. After the 1975 recession, inflation never
<ame down s Washingon economists optimistically pre-
diceeds instead it got worse and worse. From 1977 chrough
1980, the newspapers were full of stories about the foilures of
the Carcer Administration's various schemes for conea
inflacion, and gloormy news about their lack of success
(Figure 5).

‘Washingcon seemed to come up with & new “energy plan™
every year, while economists predicted chat enecgy prices
swould rise inexorably. Meanwhile, Americo's diplomatic
seacare continved co slide, what with OPEC calling the shots
on energy prices, the Soviets pulling ahead of the U.S. on
defense spending, Iranian revolutionarics geubbing Ameri-
ca's embassy personnel in Tehiran in 1979 and the Soviets
invading Afghanistan in 1980
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Figunes

The prefersed investments during the 1973-81 were not stocks but real estate, “hard assets,” and money
market mutual funds Gwhich offered returns in the high-tecns by 1981).
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Al this bad news made it cough to inest for che long term.
Ricky Nelson thoughe tha something was fondamentally
wrong with the economy when the best investments wese
diamonds, co-op apactments, and money marke funds (Fig-
ure 6). Stocks obviously were not the place ta invest; in
1978, the DJIA was o higher chan in 1966, even though
che cost of Living had doubled (Chare 5). So, alchough he
boughe a couple of small il seocks that did very well in
1979 and 1980 (00 bad he dida'c sel them uacil 19831,
Ricky put most of his money in 2 new investment vehicle
called a Money Marker Mutusl Fund. Ic was safe, it was lig-
uid, the races kept going bigher as inflation got worst (t0.
yield of mote then 17% in 1981), and you could make
deposits through the mail instead of waiting in line at che
baak. In 1979, Ricky Nelson also boaghe two acees of land
with 2 nice view of the ocean for $20,000,

The cighties: The DJIA is soaring but why bocher with
stocks?

Despite the severe recession of 1981-82, condirions began to
improve in 1981 shen Ricky ruened 36 years old. The press
might make fun of him and he ofeen stumbled at press con-
ferences, buc Ronald Reagan seemed like the frst strong
leader in che White House since JFK. Tn his firse week i
office, Reagan got the hostages back from Iren and smashed
the i exaffic conerollers union. The new President was not
sfteid o stand wp o the Soviets and saise defense spending as
necessary. Inflation came way down in 1982 and Federol
income taxes were cut in 1983 just as che economy began to
recover. Things were definitely improving,

Te was not just the economy that becarme more agreeable in
che 1980s. Ricky and his friends began to “live a liccle.” Life
became more fun and luxurious, With Reagan in the White
House, preaching che vircues of enteprencurship and free
encerprise, you didn have co feel guilty about spending
youe money.

‘This new social code dil not evole over & long period of
cime. I¢ was set on a specific day aod & specific place: Wash-
ingeon's Kennedy Genter on January 21, 1981, ac the Inau-
gural Ball (Figure 7). The New York Times wroe, "When
Nancy Reagan came gliteering down che stsitcase 10 the
bejesveled, waiting throng end waved, it sas almost as if &
signal had been given to the assembled partisans that a new
e ofstyle had begun, one chat promised to be more repre-
sentative of their values.” Those values were hunie bonrgeoi,
with the accent on che haue. The ball svas dominaced not by
0ld, sedate maney from the East, but rachec —Like the
Reagans themselves —upwardiy mobile, entreptencurial
money from California and Texss. These people did not hide
their wealth. On che contrasy, as ane party-goer remarked,
“We've worked for this for @ long time, we're proud, and
we're not aftaid to show it.” Ong woman ware an "Vves
Sainc Laurent dress and an overscale chinchilla coat, orchids
in hes hait and diamond earrings. " Another wore "a satin
evening ball gown wich lnsge, rucked sleeves and elaborace
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Figun 7

Ronald Reagan's inauguration in 1981 shered
ina “new opulence” and 1 new materialism
epitomized by the acquisitive, entreprencurial
yuppie.
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jewelry—in her case, an emerald and dismond aecklace with
‘matching earings.  Creations of Halstan, Bill Blass, Oscar
de la Renta and Yves St. Laurent wete much in evidence.

Ricky Nelson and his wife did not go in for designer gowns
ac $20,000 8 pop, but they found their own ways to get out
from under the gloom of the 19705, When interest ratcs
dropped in 1983, they bought a newer and nicer car—and o
foreign one at chat. They mace the most of Jower mortgage
faces by puechasing s becter house. bn 1983, they took
acvancege of the scrong dollac by taking an extended trip to
Eurape. They were not alone, (o say che leasc. Between Janu-
ary snd May, 1985, over two million Americans obtgined
possports, a 269 increase from the year before. Sales of
American Express vacation packages were up 43% from the
previous year.

“The Nelsons aiso developed a toste for fine dining during the
1980s. They subscribed to the magazine Bor Appaite (whose
cisculation teipled between 1975 and 1985) and, every cou-
e of weeks, chey wenr to one of several pricey local restau-
rants where they sampled such dishes as “mesquite-geilled
e snapper and undercooked baby vegecables,” “sugac-
dusted troutlings with sweet pepper and horseradish sauce
accompanied by banana-stuffed pheasant and Yucatan pud-
ding" and “spicy crawiish ecoufce ringed with seafood-
flavored rice.” Definicely a cut sbove the Howard Johnson
cuskey dinnes Ricky had earen as a kid.

The new American ethic of conspicoous consumption was
cvidene everywhere, paciculacly in advercisements. Money
Mogazine's ads beagged about “The Rewards of Money” and
showed & facher smug 30-something couple, loaded down
seich shopping begs, sitting in an elegant outdoor cafe in an
exotic locale. General Motors' pitch for car leasing showed an
intcase man in his thirties announcing, “Town a PC, &
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VCR, « condo on the heach, and my own company. Buc I
don't own a car.” (See Figute 7.) But che advercisements chac
were che apocheasis of excess in the 19805 were chose for
‘Manhatean condominiums. No superlative was too absutd,
a0 luxury £00 preposterous & real estate dealers made cheir
pitch for condos at $250,000 per coom. One s claimed.
“What the Leacjec does fof communicy... Cisispire does for
living” —see Figure 8. Another ad reminded readers, “The
issue is not affording che best. The issue is finding the bese.”
The ad wenc on to define “the best” in Manhattan condos as
follows:

“The apactments have been designed and finished with
the most painstaking attention co detail. Public aceas
are also perfecely executed. Both atcended lobbies are
beautifully lit. Rich with precious wood and polished
masble, There are fresh flowers everywhere, {Its} spe-
cial featutes include 1 private dining club. Privace fic-
ness club with pool. A wine cella. Communicaions
center. [A phone booth?]. Two level packing garage
with chaoffeurs' waiting to0m and an experienced and
cancerned seaff thac atcends to every need.”

Savings shrink

What with the BMW, a bigger hovse, the erip co Burope, 2
few wintetime cruises in che Caribbean and che fancy restau-
rane dinners, the Nelsoos did not save as much a5 they had in
the 19705, Their savings rate dropped from 7% to just

36 —but it was higher if you included the appreciacion of
ehei resl estate. Such cash as Ricky Nelson and his wife did
accumulate was kepe in money markes fnds and a bond
fund, just asit bad been in the 19705, Ricky's 401K plan
swas invesced in a GIC (Guaranceed Income Congraco) paying
9%—not bad for a safe, “gunanteed,” ax-free return.
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Why bother with stocks?

Unlike Ozzfe back in the 1950s, Ricky felc liele urge to buy
seocks 158 "hedge againse inflation.” He targely ignored
stocks even though the market cripled in the 19805, just as
it did in the 1950s. Why setcle for =109 when stocks
rerucned 13.89% per yeat in 1981-907 There wete several
seasons. Most important, you didrc need stocks to beat
inflation because money market funds and bonds did the
rick with much less risk and hussle (Figuce 9). A money
fund beac inflacion over dhe next five yeats by 350 basis
points; a bond fund did s0 by a whopping 570 basis points.

Figan9
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Anothier reason e secer clear of stocks was that they were jusc
<00 risky (Figure 10). Ricky had gotcen badly burned in
1983 when he bought a couple of hor scocks—a robotics
firm and an aeificial incelligence company —and losc half his
moncy ina year. And to judge from the newspapers, Wall
Sereee was rifc with insider trading. The small invescor
didn't have a good chance of playing the cakeover game
sehen Wall Street arbitrageurs had the inside scoop on who
would be “taken out” next.

of about 10% in 1984.

The most popular investments in the 19805 were real estate and bonds—even tax free munis offered returas
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Figare 19

Ben though i offered an annual total retuen of 18.8% from 1982 theough 1989, che stock market was
shunned by most individual investors, The reason: it seemed inordinately risky because of insider trading,
program trading, and the 1987 Crash.
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Worse still ws progeam trading. You never knew when the
stock market would dive 50 points, costing a small investor
teal money. For example, an Sepr. 12, 1986, the Dow
dropped 87 points, a breathtaking decline at the time. On
January 23, 1987, the D14 dropped 114 poines in 71 min-
ures and closed down 44 points. The matke's gymtions
might be incerescing to read about in the papers but chey
seemed 10 make stocks riskier. A friend of Ricky's had
boughe IBM ac 120 and & two days Later it was down o 105.
Was this Wall Street casino an appropriace place to invest for
rerirement? No way.

Occasionally, Ozzie asgued with Ricky and told him he
should asn an equity mutual fand as a “hedge against infla-
cion.” But Ricky was vindicated by the 1987 Crash, when
the Dow dove 209 in one day and 30% in three months.
After thac, Ozzie~~who was 69 yeats old and geccing teady
for cetirement —sold ous half of his own equity mutual fund,
just in case the crash i sigafy chat a new Depression was.
starcing. (Ozzie was not alane; individual investors were net
sellers of matual funds in 1988, which rurned oue to be the
best year of the decade for corporate profics.)

A finat reason sehy Ricky Nelson avoided stocks is thas he
owned a much safer inlacion hedge: real estate. The house he
boughe in 1983 had doubled in value by 1988 and the w0
scres with a view of the ocean chat he bought for $20,000
back in 1979 was now wosth $180,000. In 1988, Ricky
boreowed $200,000 to construct a weekend house on the
fand. Judging from che trend in real estate, the hoose and
Jand would be worch more than a million dollars in a few
years.

PaineWebber

Actaally, Ricky Nelson's fisancial behavior in che 19805 was
precey ypical of Americans generally. In the period 1983-91,
the personal savings rate averaged fust 5.6% vs. 7.8% in the
1970 (Chate 1). Installmen credi as a share of assees clirmbed
o new highs in che 80 (Chate 8), Despite the bl macker,
che Ametican public generally avoided equities in the 19805
and their shere of cotal household assecs did not rise much.

Ac s highest point in the 19805, the figure was 13% vs.
25% in 1968 (Chare 6). Hoascholds' investments in money
funds geew faster chan theic holdings of stocks (Chare 10).

To the extent that individusl investors were willing to invest
i long-term assets, chey preferred bonds to stocks. No less
than 11 new categories of bond mutual funds— global bond
funds, Ginnie Mae funds, junk bond finds, etc. —were
devised by the murval fund industry in the 19805, At the
start of the 19805, Amesica’s bond Rands had 59% fover
assecs than stock fands; by the end, they had 529 more
assers. In che period 1982-89, mutual funds’ net purchases
of bonds were nearly five cimes bigger than net purchases of
stocks.

Ricky Nelson's willingness—despite the real estate disasters
in Texas and che farm belt—20 borrow in order to buy real

estate was another characteristic of che 805. Mortgage debeas

a peccen of owner-occupied housing rose to 79% by 1990

versus an average of 499 in the 1970s. Indeed, a fundamental
diffevence io saving behavior becseen the 1960 and 19805

was Americans’ octachment co real estate. According o Fed- |
eral Reserve surveys of household wealch, che shace of toral
housetiold assets comprised of real estate rose by cen percent-

age points between 1963 and 1986, mosely because of big-

ger holdings of vacation homes and investment propercies.

The return of the Ozzle and Harriet market

Tn che fall of 1991, Ricky Nelson, aged 46, reviewed his
financial posicion and ceme o the realization thar what had
worked in che 80 was not working in che 90s. For one
ching, he wasn's saving enough. With his daugheer about co
encer college, he had ¢o dip into his reticement savings t0
Pay cuition. His son was & sophomore in high school so
Ricky would be raiding his recirement funds for a least
anocher seven anaual tuitions, which would severely deplete
s pecitement savings unless he saved more and eatned a
higher cate of return.

Actually, che prospect of spending less on loxuries was ot
all ehat cronbling. Ricky bad grown tired of “crawfish etou-
fec” and “trourlings dusted with sugar” and he had to burn
off calories in che gym for cwo months afer a one-week Car-

ibbean cruise. Not a great trade-of, especially when you
‘paid $2,000 for che privilege. As for his BMWY, it was
always in the shop and the insutance costs were ridiculous,

Ricky’s second financial problem was how to improve the
setucn on bis invescments, which bad been lousy lately. His
money market fund yielded a measly 4%, hacdly more chon
inflacion. His bond fund was yielding just 8% and seemed o
be headed lower snd real escate, the can'e miss investment of
che 19705 and 19805, had become  financial albatross
(Figure 11). The marker value of his own house had dropped
about 20% while property taxes were up 30% in the pasc
ehree years. It was 00 longer o reasonably liquid asset; one of
Ricky's friends had taken two years to unlond n house—a.
painfully long time co keep & house next for the benefit of
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Fignr 11
‘ Real estate, the “can’t miss” investment of the 19705 and 1980s, turacd sour after 1988,
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pocential buers. The value of Ricky's beach-front loc had
also plunged and the bank had pulled the construcrion loan
on a cechnicality aftec he had already prid ehe architect
$2,500. Hle was wortied aboue the safecy of the money in his
401K plan, which was “guasanteed” by an insursnce com-
pany whose credit rating bad been cus because of shaky real
estate loans.

Meanwhile, the priccs of stocks—of which Ricky Nelson did
not owna share —were tising steadily. So Ricky Nelson
decided ac long last co follow his father's advice and buy
some stocks. So, afcer spesking to t financial advisor he did
four chings:

1. Shifced half the money in his 40 LK plan to stocks, keep-
ing the rest in rhe gusranteed income fund.

2. Moved thece-quarcess of the assecs in his money fond into
a groweh-oriented equity mutual fund. However, he
didn't touch his bond fund, which was still offering a
precey good recurn

3. Decided to forget about building a beach house and to
inscead sell off his two acres as saon os the real estate mar-
Kee strengehencd. The proceeds frorm that would also be
put ingo stacks.

4. Resolved rocue back on Luturies and incecase bis anausl
saviags by 259%, from 69% to 7.5% of bis pretax income.

Over the next chee or foie years, millions of baby boomers
il make coughly the same decisions that Ricky Nelson did.
“The U.S. savings rate will rise as boomers reach middle age

Chow 12
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and confront the financial challenges of college twitions and
secitement. One of che reasons why Japan and Germany have
higher savings sates than che ULS. is that a much lacger shore
of their populations is over the age of 43 (Chart 12). Their
igh propensicy co save, which often hus been waved in the
face of Americans 2s an unflattering contrast, svas ot based
on vireue so much a5 the age of the population.

This expanded stream of savings will increasingly be fun-
eled inco stocks racher than fixed income inseruments and
real escate. The geeat irony in this rerurn of the Ozzie and
Hacrioe Macket is chat stocks will 7o be bought as a “hedge
against inflation” tas they were in the 19508) but rather for
the opposice resson: Inflation sill be low aad, therefore,
interest rates will be low shile real estate and other hard
assets provide paltry retusns (Figure 12). By conceast, stocks
will benefic from che powerful combination of ising earn-
ings and rising PEs.

Inflation will stay low

The 90s will prove t0 be an excellent environmenc for stocks,
pacticalsrly high-quality grosth stocks chac can sell ineo
fasc-growing overseas markets. Such stocks may be one of the
fiew invescments providing double-digit retucns in a world of
3% inflacion, 4-3% T-bill yields, and 696 bond yields. If
President Bush s successful in cutcing che capical gains tox,
that, too, will enhance the relative retuen of groweh stocks.
The five key forces thac will keep inflation low are:

1. Wesk domestic econornic growch because of a destimula-
cive fiscal policy and less robust consumer spending.

Japan and Geemany save more than the U.S. because cheir Population is older

Percent of of population aged 45+
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Figrs 12

In the 1990s low inflation and declining yiclds on CDs will encourage individuals to invest in stocks and
‘bonds, either directly or via mutuai funds.
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2. Ample domestic economic capacicy, parely because of
continued rapid gains in manufictoring productivity.
(Recall that manufscrting productiviey fose 3.6% per
year in che 1980s, faster than in che S0's, 60's, of 70's.)
The contraction of Ametica's defense induscry will also
free up chowsands of highly talenced workers and engi-
neers to work in ocher U.S induseries.

3. Ample foreign capacicy because of the capid growel of
the NICs (Taiwan, South Korea, Hong Kong, and Sin-
gapore); strong growth in the “new NICs” (Thailand,
Malaysia, Indonesia, Southern Chin); an economic
renaissance in Latin America and sotid growth in
Eutope's periphery (Spain, Porcugal, eascern Europe).
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The breakup of the Soviet Union and seo-political hege-
mony of the U.S. is also boosting produccion of oil, mec-
als, etc. For cxample, rising exports of aluminum and
sceel by cash-bungey Russia are depressing world prices.

4. Scrongerfstable dollar, as che U5, current account deficit
contimues to shrink because of both restrained domestic
consumption and strong exports o fst-growing coun-
cties in Asia, Latin America and Burope.

5. Restructuring of the U.S. secvice sectar. Althovgh it is
tough on the peaple who lose dheir jobs, layoffs in reail
fiems, the real escate industry, financial insticurions,
seacc and locsl government and corporate headquarers
will enable the service secor to produce mote wich fever
workers. Rapid advances in computer cechnology and
telecommunications will increase the productivicy of
Americx's much maligned service seccar. In 1996, pun-
dics will be dissecting the surge in U.S. service sector
produccivity.

The “Big Shif

The “Big Shift” from spending (0 sevings and from CDs and
‘Money Market Funds (o stocks is fr from over. In fact, it
bas juse begun. Just as it took investors a good seven years
(1967-73) to recognize that we were moving into a high-
inflation environment, it could well take another five years
for investors co unlearn the lessons of the 19705 and 1980
and to ecognize thac stocks are the best vehice 10 build
wealth in a low- inflation eavironment.

Asin the 19505—and in conteast €o che 1980s—chis will be
a relatively sedace matkee, While some fasc-money players
will be looking to make a quick killing in hor stocks (usually
gerting killed inscead), mose investors will be looking to
baild wealth steadily and patiently, over  period of years, by
owaing the shares of high-quatity companies.

s far from over

The lagest beneficiaty of this trend should be groweh
stocks, The new “Ozie and Harriet” are invescors, fot exad-
ers. Racher then try to cacch cyclical and/or vabue swings
chey will focus o scocks they can stick with for the long
term and win.

Big Bucks

‘How smuch money could the new "Ozzic and Harriet” puc
into ¢he stock macker? Cursently toral U.S. houscholds
Binancial assets in stocks amounts o $2.23 rrillion. Assum-
ing household assets grow at & modest 595 nominal sate over
the next five years, and that stocks rise co the 19605 average
of 2295 of amncial assers, then chis would represent §2 tril-
Tion of new money flowing into stocks. This is truly “big
bucks™ when you consider that the matket value of the stocks
chat make up the Wilshire 5000 —essentially the toral -
ket value of U.S. equities—is about $4 twillion today!
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Additional information is available upon request.





