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the defense area, whereas the typical institution might look at the stan-
dard names followed on its approved list, such as Boeing, Raytheon,
United Technologies, and two or three other big, well-known names.

With 120 comparable variables on each of the 225 companies stretch-
ing back for a number of years, as well as the ability to display these vari-
ables quickly on identical graphic displays, it is possible, in 20 minutes,
to determine the five or ten companies in the entire group that possess
outstanding characteristics worthy of more detailed research.

The remaining companies, because they showed deficiencies on
many vital variables, need not even be researched because of the sub-
standard characteristics uncovered in the initial screening. In other
words, you can generally help tell an institution's analysts where they
should spend their time more productively. Yet, few research depart-
ments are organized to take advantage of such advanced and disci-
plined procedures.

How well has this approach worked? In 1977, we introduced an insti-
tutional service called New Stock Market Ideas and Past Leaders to
Avoid. It is published every week, and its documented 16-year perfor-
mance record is shown on the following page (+ 7126%).

Buy selections outperformed avoid suggestions more than 20 to 1,
and buy picks outran the S&P 500 stocks over tenfold. The compound-
ing over the 16 years' time helps make a record like this possible.

We provide institutional investors with computerized quarterly
reports showing the performance of every buy and avoid recommenda-
tion made in the New Stock Market Ideas service.

In our organization, all analysts are young MBAs who have had a few
years of varied business experience before coming to us.

We like to send two analysts on all company visits. However, we do
not call on many companies. Having a massive amount of factual data
on every firm, we are able to discover a corporation beginning to
improve or to get into trouble much earlier.

Also, this method has the advantage of not being gullibly dependent
on whatever the company happens to tell analysts. We have no invest-
ment banking clients or market-making activities, and we do not man-
age money for others, so those areas of potential bias are nonexistent.

Between June 1983 and June 1984 we gave 385 sell recommendations
to institutional investors who subscribed to our consulting service. In no
case was it necessary for us to have inside information or talk to the
company or its officers before providing sell suggestions.

It is naive to believe companies are going to tell you when they are start-
ing to have problems. By using our own data and research, we also thor-
oughly discourage any reliance on tips, rumors, and inside information.
Wr ilist Hon'f neerl want or hHif»vp in the IISP nf insirlp infnrm^tirin
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Is In-House Pension Fund
Management the Answer?
A few corporations that become disillusioned with their pension fund
performance decide to move their money in-house. I doubt that going
in-house provides any serious advantage because the problem is still the
same. How do you find those few experienced people who know what
they are doing and are able to produce excellent performance?

Another growing trend is the number of new investment counseling
groups formed by standout people that left major institutions. Below is
only a small list of a few of these enterprising organizations.

Clement Capital, Inc.—New York, NY
Essex Investment Management Co., Inc.—Boston, MA
Friess Associates, Inc.—Greenville, DE

Hellman, Jordan Management Co., Inc.—Boston, MA
Husic Capital Management—San Francisco, CA
INVESCO Capital Management, Inc.—Atlanta, GA
Jundt/Capen Associates—Minneapolis, MN
Railing Capital Management—Chicago, IL
Kunath, Karren, Rinne & Atkin, Inc.—Seattle, WA
Nelson, Benson & Zellmer, Inc.—Denver, CO
Nicholas-Applegate Capital Mgmt., Inc.—San Diego, CA
Northern Capital Management, Inc.—Madison, WI
Sirach/Flinn, Elvins Capital Mgmt.—Seattle, WA
Southeastern Asset Management, Inc.—Memphis, TN

On a different subject, certain institutions may allow some of their
important investment policies to be overly dictated by their attorneys.
For example, attorneys may say an institution should not pay up for
research or they should pay cash for research. My experience is that
some attorneys are so cautious or adamant they may prevent realistic
and sound business decisions.

There are a few institutional investors that dictate they will only pay 6
or 7 cents a share for any order executions. These restrictive internal
policies are sometimes set up by their attorney. They can always find
some brokerage firms that will execute at the very cheapest prices, but
they will probably lose access to the best research organizations. Once
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again, always buying the cheapest execution and the cheapest available
research can substantially hurt your long-term performance.

On still another subject, many large money-management groups deal
with entirely too many research firms. For one thing, there aren't that
many strong research inputs, and dealing with 30 or 40 different firms
dilutes the real value and impact of those few good ones. The confu-
sion, doubt, and fear created by the conflicting advice given by several
firms at critical junctures can be exceptionally expensive.

The 1982 and 1978 Full-
Page Bullish Ads
Let me provide you with an example. We placed a full-page ad in The
Wall Street Journal early in 1982 stating that the back of inflation had
been broken and we believed the important stocks had already made
their lows. In May 1982, we mailed out wall charts showing 20 consumer
growth stocks and another wall chart on defense electronic issues we
believed might be attractive for the bull market ahead.

In May 1982, we made a special point to go to New York and Chicago
and contact several large institutions. In these meetings we stated a bull-
ish posture and provided a list of names that should be purchased.

The stance we took was diametrically opposed to the position of most
institutional research firms at that point and to the negative flood of
news appearing daily in the national media.

Most firms were outright bearish, predicting another big down leg in
the market and projecting that interest rates and inflation were going to
soar back into new high ground under pressure of massive government
borrowing that would crowd the private sector out of the marketplace.

The ill-founded fear and confusion created by these questionable
judgments frightened large institutional investors so much they hesitat-
ed and could not fully capitalize on the fact that the two leading groups
for the newly evolving bull market that was quickly to follow had already
surfaced and had been identified.

It appeared professional managers had been bombarded with so
much "expert" negative Wall Street input that they found it hard to
believe these positive findings. By investing fully on margin in the sum-
mer of 1982, we internally produced the largest performance in the
firm investment account in any year since the beginning of the firm.
This account had a twenty-fold increase in profits from 1978 to 1991.
Events such as this make us believe it is an advantage not to be head-
quartered in rumor-filled and emotion-packed Wall Street.
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The savvy individual investor has a gigantic advantage in not having
to listen to 50 different strongly held opinions. Perhaps the common-
sense lesson you, the private investor, can learn from this example is
that majority opinions seldom work in the stock market and stocks seem
to require a wall of worry, doubt, and disbelief to climb. Fear is proba-
bly the strongest emotion in most of us.

We generally do not attempt to call every short-term or intermediate
correction, as sometimes this could be a little foolish and shortsighted
for the institutional investor. Primary concentration is on recognizing
and acting upon the early stage of a new bull market and on the early
beginning phase of each hew bear market. This focus includes search-
ing for the market sectors and groups that should be bought and those
that should be avoided.

In March 1978, we entered our first full-page ad in The Wall Street
Journal predicting a new bull market in small- to medium-sized growth
stocks. This ad was written weeks ahead of time and we waited to run it
until we felt the time was right. This "just right" time happened to be
when the market was making new lows and caught investors by surprise.

Our only reason for placing the ad was to document in print exactly
what our position was at that juncture so there could be no question
with institutional investors later on.

The time when an institutional research firm can be of inestimable
value is at these extremely difficult turning points, where many people
are petrified with fears or carried away with excessive fundamental sto-
ries, information, and overconfidence.

If you don't think fear and emotion can ride high among profession-
al investors, it can. I remember meeting with a group of the top three
or four money managers of one important bank at the bottom of the
market in 1974. They were about as totally shell-shocked, demoralized,
and confused as anyone could possibly be. (They deserved to be; the
ordinary stock in the market was off 75%.)

I recall seeing another prime manager about that same time who was
thoroughly worn out and actually suffering from market sickness, judg-
ing from the peculiar color of his face.

In that period, one of the top mutual fund managers in Boston
looked as if he had been run over by a freight train! Of course, all of
that is preferable to what happened in 1929, when a few people jumped
out of office buildings.

While we no longer place full-page ads in the Journal or Barron's for
obvious reasons, we do have more than 600 of the leading institutional
accounts in the United States and around the world that receive our
confidential market memos when we feel a major market change could
be in process.
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The following is verbatim the last memo written before the current
edition of this book was published. It projects a moderately bearish
1994 with most growth stocks topping. Sometimes these memos are
right and sometimes they are not. This one gave institutions ten weeks
of rally to sell into before the market topped in late January 1994. Of
course, almost all institutions either were unsure, argued with the con-
clusions, or just found it impossible to reduce commitments and hold
cash when the market was strong and going up. Institutions had less
cash in April 1994 than they had in November 1993.

TO: Institutional Clients
FR: William O'Neil
RE: November 19, 1993 Market Memo

For the past four weeks, we have continued to add a large number of this
year's growth leaders to the sell/avoid side in our New Stock Market Ideas
and Big Cap service. We believe a bear market has started in these stocks.
Examples included companies like Best Buy, Promus, In t ' l Game
Technology, Cabletron, Countrywide Credit, Dial Page, Glenayre,
Newbridge, Nextel, Qualcomm, Tellabs, etc. These stocks are different
from the Philip Morris, Novell, Nike, and Waste Management names
added to the avoid category earlier this year. The recent changes cover a
broad area in the high tech and gambling sectors, the two leading groups
of the year. If you combine this with noticeable weakness in the banks,
insurance and utilities stocks, the breadth of the distribution that has
taken place is significant.

Here are a few other pertinent facts: the general market (S&P arid
DJIA) on Tuesday, Wednesday, and Thursday, November 2-4, came
under abnormal liquidation on heavy volume. Likewise, the daily breadth
suffered its sharpest two-day drop in two years and was unable to rally
back. The IBD Mutual Fund Index also had its sharpest two-day break, as
did the NASDAQ average. We believe that the NASDAQ and AMEX aver-
age had a speculative price climax on heavy volume four weeks earlier
and has since been in a topping process. On Wednesday, November 17,
the relative price strength line on the NASDAQ Composite shown in
Investor's Business Daily broke below its support low of four weeks ago on
360 million shares.

Laggard stocks have been up in recent weeks and the bond market has
been down. Last month was an all-time record for new issues and both
Zacks and Value Line introduced major new investment services for the
public. Both the DJIA and the S&P 500 have shown wedging patterns with
no ability to follow through. Interest has revived in gold as a place to
hide, even though the fundamentals are not powerful. Finally, the market
on a yield and PE basis has been in overvalued territory for some time
now. On a worldwide perspective, Europe and Japan still do not have
strong economies.

We do not believe this is just another short-term correction and do not
believe a stock like Intel is a value simply because it sells for nine times
earnings. We expect an earnings slow-down over the next several quarters
for Intel. Furthermore, we see a number of market leaders that are top-
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ping and expect the next three months and much of 1994 to be a some-
what more difficult year.

Many of President Clinton's proposals appear to us to be unsound, par-
ticularly in the healthcare area. Our estimate is that 10 years from now,
more than $1 trillion in new taxes will be needed to fund his enormous
new program. Price controls along with government management could
lead to other difficulties. There also seems to be a credibility problem
with the President. The Administration says they've decided against price
controls, eveiyone will get to choose his or her own doctor, the system
will be better and we'll save more money. Most of his statements are mis-
representations of the facts contained in his plan submitted to Congress.

Our suggestion is to reduce your portfolio volatility and reduce portfo-
lio concentration in aggressive stocks and groups. We do not, however,
expect any bear market correction that might occur to be of a substantial
nature (when compared to historical bear markets). Perhaps 15% might
be a reasonable guesstimate, because America is in an entrepreneurial
phase with hundreds of emerging new companies and new technologies
that will cushion any adjustment. We are also in a low interest rate, low
inflationary environment with the economy showing a degree of pick-up.

How High-Techs Topped
At the opposite end of the pole. I remember a high-tech seminar given
in 1983 in San Francisco that was attended by a crowd of 2000 highly
educated, ebullient, and self-confident analysts and portfolio managers.
Everyone was there. That marked the exact top for high-tech stocks.

Over the years there have also been some funny situations. We gave a
presentation to a bank in another large city. The bank brought in all of its
analysts. Close to 20 people were sitting around an impressive table in the
board room. Not one analyst or portfolio manager asked any questions
during or after the entire presentation. It was the strangest situation I've
ever seen, and I've never seen it since. Needless to say, this institution con-
sistently performed in the lower quartiles when compared to its more alive
and venturesome competitors. It's important to communicate.

Years ago, one medium-sized bank for which we did consulting work
insisted we give them recommendations only from the stocks they car-
ried on their limited approved list. After consulting with them each
month for three months and telling them that there was nothing on
their approved list which met our qualifications for buying, we had to
honorably part company. A few months later we learned that key offi-
cials in that trust department were relieved of their jobs due to their
laggard performance for the past several years.

A poor practice followed by some large money-management organiza-
tions with relatively unrewarding performance is to fire the head of the
investment department and trot outside for a successor who invests in pretty
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much the same way. Naturally, this does not solve the problem of deficient
investment methods and philosophy that continues to be perpetuated.

Security Pacific Bank in Los Angeles was an exception to this rule. In
July 1981, it made a change in its top investment management, but it
brought in an individual with a completely different approach and
superior investment philosophy, as well as an outstanding performance
record. The results were dramatic and were accomplished almost
overnight. In 1982, Security Pacific's Fund G was ranked number one in
the country.

At still another midwestern institution we provided consulting recom-
mendations but they were of doubtful value because the institution was
wedded to the cast-in-concrete belief that any potential investment must
be screened to see if it passed an undervalued model.

Clearly the best investments rarely show up on any undervalued
model. There is no way this institution will ever produce a first-rate
result until it changes its philosophy and throws out its undervalued
model. This is exceedingly hard for large organizations to do. It's per-
haps like attacking deep-seated religious habits and asking a Baptist to
become a Catholic or vice-versa.

Penny Wise and Performance
Foolish
Some corporations place entirely too much emphasis on saving manage-
ment fees, particularly when they have giant funds to be managed.
Usually an actuary convinces them of the tremendous dollars their pen-
sion fund can save by shaving the management fee just one-eighth of 1%.

If companies have billions of dollars to be managed, they should
increase the management fees and incentives so the money managers
can hire the best money-makers available in the marketplace. The bet-
ter money managers will earn the extra one-quarter or one-half of 1%,
10 or 20 times over. The last thing you ever want is cheap advice in the
slock market. If you were going to have open heart surgery, would you
select the doctor who would do it for the absolutely cheapest fee?

Modern Portfolio Theory Not
Recommended
As discussed earlier, modern portfolio theory, a strictly theoretical
approach that emanated from statisticians in the academic world,
acquired a following with a number of institutions in the 1970s.
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This effort has proven to be almost a complete waste of time, since its
theories were built on assumptions that were not true. One of the rea-
sons that it gained acceptance was many institutions did not understand
the market as well as they should have and were, therefore, susceptible
to the seemingly plausible application of statistical formulas by college
professors.

Of course, most of the university professors who devised these new
answers to the stock market had very limited understanding of, or real
success with, the stock market. Every study we have conducted and virtu-
ally every organization utilizing these statistical methods has shown the
concept to be inferior to that used by today's more successful money-
management organizations.

All the random-walk theories, to me, are like the experts who years
ago claimed a baseball didn't curve, that it was just an optical illusion.

The only thing that can be said about these overeducated, sheltered
experts is that they certainly never had to stand at home plate and have
a pitcher fire a pitch right at their head before curving a foot and a half
over the outside edge of the plate where it was impossible to hit. Actual
experience quickly unravels a lot of academic theories.

A few of these academicians have taken jobs on Wall Street. Coming
from a world of poorly conceived dividend discount models, it will be
interesting to observe how they fare in the real world.

Modern portfolio theory should not be used by institutional investors;
it should not be taught in business schools, and it should not be forced
upon young analysts studying to pass CFA examinations. It is, in my
view, a tremendous misuse of valuable time.

How to Select and Measure
Money Managers Properly
Here are a few tips for corporations and organizations that want to farm
out their funds to money managers.

In general, managers should be given a complete cycle before you
compare and evaluate their performance for purposes of changing
managers—from the peak of one bull market period to the peak of
another cycle or the trough of one cycle to the trough of another. This
will usually cover a three- or four-year period and will allow all man-
agers to go through both an up market and a down market.

At the end of this period, the bottom 20% or so of the managers in
total overall performance should then be replaced. Thereafter, every
year or two the bottom 5% or 10% of managers over the immediately
prior three- or four-year period should be eliminated.
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This avoids hasty decisions based on disappointing performance over
a short period of a few quarters or in any one year. Given time, this
process will automatically lead to a positively outstanding group of
proven money managers. And it should stay that way, because you'll
have a sound, longer-term, self-correcting mechanism, and you won't
need to pay outside consultants to tell you when they think you should
suddenly replace managers.

In your selection of managers, consideration could be given to their
latest three- to five-year performance statistics as well as to a more
recent period. Diversification should be considered among the types,
styles, and locations of managers. The search should be widespread and
not limited to one consultant's narrow, captive universe or stable of
managers.

The corporate or pension fund client with money to be managed has
to also be especially careful not to interfere at critical junctures—for
example, deciding at some time that a greater proportion of their hired
managers' portfolios should be either in stocks or bonds or that under-
valued stocks should be emphasized.

Clients can intercede by attempting to direct where commissions
should go or by directing that executions be given to whoever will pro-
vide the cheapest executions. The latter, while a well-meaning attempt
to save money, commonly results in forcing upon a money manager
someone that provides poorer executions or no research input of real
value. This handicap costs the portfolio money as it pays l/s, V4, or /£
point or more on trades being executed by more inexperienced people.
Meddling corporate sponsors usually think they are saving money.

Another practice that should be seriously curtailed is that of a corpo-
rate plan sponsor dictating that portions of the commissions from exe-
cution of fund orders be directed to a third party who will then largely
rebate them to the corporation. This siphons off incentive dollars that
should be used to pay for the best research, execution, and market
ideas available to the fund's money manager. A fund will positively
never be able to buy the "best market brains" at the cheapest price.

State and Educational Funds
Could Do Better
The investment methods used by some state and educational funds
could be improved. Some employ fairly deficient methods of stock
selection. Once these so-so investment decisions are made, the decision
makers tend to ride through the years with losing investments.
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Taxpayers normally have to ante up when these funds have mediocre
performance. In some cases, states might be better off turning their
investment portfolio over to several professional money managers
rather than having it run by state employees.

Is an Index Fund the Way to
Go?
One last thought about the indexing of equity portfolios. A key fallacy
of index funds is the bold assumption that a pension fund's basic objec-
tive should be to match some general market index. This is a dangerous
and false conclusion.

For example, if we were to go through another 1929, and the general
market indexes were to decline 90% in value, no intelligent trustee
could possibly believe his or her fund's objective should be to lose 90%
of its value. Positively no one would be happy just because they achieved
their target of matching the market indexes' disastrous performance.

I actually saw a version of this happen in 1974. I was called in to eval-
uate a fund that lost exactly 50% of its assets because it was managed by
an organization that specialized in. and promoted index funds. The
irony of the situation was that the corporation was furious at such hor-
rendous losses, but of course this sort of bad performance by an index
fund was hushed up and never allowed to be publicized in the press. It
was an embarrassment to the company.

I have also seen several index funds that failed to keep up with the
index they were supposed to match. Once this occurred, the master
planners went back to the drawing board and came up with new ver-
sions of indexing which injected more human judgment into formulas.
This human analysis and personal analytical opinion contradicted the
broad assumption that index funds began with in the first place.

My answer to the whole thing is simple. Why should anyone expect
the majority of thousands of money managers to do any better than an
average or mediocre job, any more than the majority of musicians, ball
players, doctors, teachers, artists, or carpenters perform better than
average? The truth of the matter is that the typical person in many
fields might be a slightly subpar performer.

The answer in money management is the same as in other occupa-
tions—to get above-average results, you have to go out of your way to find
the small minority of managers who are above average in their profession.

To say this is impossible and just can't be done is narrow-minded and
foolhardy. To say that stocks are a random walk and you can't select
securities successfully because all information is already known and
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Value Line's rating system since 1965 is ample evidence that stocks
can be selected which materially outperform the market. Our top
Datagraph-rated stocks have substantially outperformed market aver-
ages over the 30 years from 1964 through 1993.

Professor Marc Reinganum of the University of Iowa, during a
University of Chicago sabbatical produced an independent research study
entitled "Selecting Superior Securities." He selected nine variables compa-
rable to those discussed in this book and achieved a 1984-1985 research
result 36.7 percentage points greater than the S&P 500.

The stock market is neither efficient nor a random walk simply
because there are too many poorly conceived opinions, too many incor-
rect interpretations, and too many emotions such as pride, doubt, fear,
and hope. Sometimes there are just shallow or bad judgments, numer-
ous complex variables, and fast-changing events which analysts do not
properly weight even when they possess all relevant information, which
is the exception rather than the rule. And finally, there are just too
many poor fundamental and technical research reports always recom-
mending mediocre-acting stocks or stocks off in price. Sell recommen-
dations are few and far between at the beginning of each bear market
because everything is always a buy on the way down.

One of the nation's largest retailers indexed part of its pension fund,
because its fund was so huge and unwieldy to manage. The other part
they managed internally. I'll end this chapter with a fascinating story
about this retailer that illustrates how large older companies react to
new opportunities compared to how fast-growing entrepreneurially-
managed companies react.

The head of investments for this large retailer was visiting with me in
Los Angeles. 1 took him out to Colton, California and showed him the
first Price Club warehouse store that had just opened in the Los
Angeles area. I said, "Dave, this is what your company should be doing."
He replied that it looked a little like one of their warehouses in
Chicago. At a later board meeting, I'm told he presented the idea to
top management and was laughed out of the place.

Several months later, Sam Walton flew out to San Diego, talked to
Saul Price and went through one of their stores. That night when he
returned to Bentonville, Arkansas, his architects were up all night draw-
ing plans for the first SAM's warehouse stores for Wal-Mart.

I know we were pleased with Price Co. since we discovered it early on
and held their stock for S'/g years while it was performing well during
the early 1980s. Institutional investors might do well to emphasize
entrepreneurially-run companies that are in business less than 15 years.
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18 Common Mistakes
Most Investors Make

Rnute Rockne, the famous Notre Dame football coach, used to say,
"The way to succeed is to build up your weaknesses until they become
your strengths." The reason the rank and file either lose money or achieve
embarrassing results is because they simply make too many mistakes.

Over a period of 35 years, I have dealt with or known thousands of
individual risk takers, all the way from green beginners and amateurs to
the most knowledgeable and successful professionals. Following are the
mistakes I have noticed made most frequently by individual investors
who were not too successful.

1. Most investors never get past the starting gate because they do
not use good selection criteria. They do not know what to look for to
find a successful stock. Therefore, they buy fourth-rate "nothing-to-
write-home-about" stocks that are riot acting particularly well in the
marketplace and are not real market leaders.

2. A good way to ensure miserable results is to buy on the way down
in price; a declining stock seems a real bargain because it's cheaper
than it was a few months earlier. For example, an acquaintance of mine
bought International Harvester at $19 in March 1981 because it was
down in price sharply and seemed a great bargain. This was his first
investment, and he made the classic tyro's mistake. He bought a stock
near its low for the year. As it turned out, the company was in serious
trouble and was headed, at the time, for possible bankruptcy.

3. An even worse habit is to average down in your buying, rather
than up. If you buy a stock at $40 and then buy more at $30 and average
out your cost at $35, you are following up your losers and mistakes by
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putting good money after bad. This amateur strategy can produce seri-
ous losses and weigh you down with a few big losers.

4. The public loves to buy cheap stocks selling at low prices per
share. They incorrectly feel it's wiser to buy more shares of stock in
round lots of 100 or 1000 shares, and this makes them feel better, per-
haps more important. You would be better off buying 30 or 50 shares of
higher-priced, sounder companies. You must think in terms of the num-
ber of dollars you are investing, not the number of shares you can buy.
By the best merchandise available, not the poorest. The appeal of a $2,
$5, or $10 stock seems irresistible. But most stocks selling for $10 or
lower are there because the companies have either been inferior in the
past or have had something wrong with them recently. Stocks are like
anything else. You can't buy the best quality at the cheapest price!

It usually costs more in commissions and markups to buy low-priced
stock, and your risk is greater, since cheap stocks can drop 15% to 20%
faster than most higher-priced stocks. Professionals and institutions will
not normally buy the $5 and $10 stocks, so you have a much poorer-
grade following and support for these low-quality securities. As dis-
cussed earlier, institutional sponsorship is one of the ingredients need-
ed to help propel a stock higher in price.

5. First-time speculators want to make a killing in the market. They
want too much, too fast, without doing the necessary study and prepara-
tion or acquiring the essential methods and skills. They are looking for
an easy way to make a quick buck without spending any time or effort
really learning what they are doing.

6. Mainstream America delights in buying on tips, rumors, stories,
and advisory service recommendations. In other words, they are willing
to risk their hard earned money on what someone else says, rather than
on knowing for sure what they are doing themselves. Most rumors are
false, and even if a tip is correct, the stock ironically will, in many cases,
go down in price.

7. Investors buy second-rate stocks because of dividends or low
price-earnings ratios. Dividends are not as important as earnings per
share; in fact the more a company pays in dividends, the weaker the
company may be because it may have to pay high interest rates to
replenish internally needed funds that were paid out in the form of div-
idends. An investor can lose the amount of a dividend in one or two
days' fluctuation in the price of the stock. A low P/E, of course, is prob-
ably low because the company's past record is inferior.

8. People buy company names they are familiar with, names they
know. Just because you used to work for General Motors doesn't make
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General Motors necessarily a good stock to buy. Many of the best invest-
ments will be newer names you won't know very well but could and
should know if you would do a little studying and research.

9. Most investors are not able to find good information and advice.
Many, if they had sound advice, would not recognize or follow it. The
average friend, stockbroker, or advisory service could be a source of los-
ing advice. It is always the exceedingly small minority of your friends,
brokers, or advisory services that are successful enough in the market
themselves to merit your consideration. Outstanding stockbrokers or
advisory services are no more frequent than are outstanding doctors,
lawyers, or baseball players. Only one out of nine baseball players that
sign professional contracts ever make it to the big leagues. And, of
course, the majority of ball players that graduate from college are not
even good enough to sign a professional contract.

10. Over 98% of the masses are afraid to buy a stock that is beginning
to go into new high ground, pricewise. It just seems too high to them.
Personal feelings and opinions are far less accurate than markets.

11. The majority of unskilled investors stubbornly hold onto their
losses when the losses are small and reasonable. They could get out
cheaply, but being emotionally involved and human, they keep waiting
and hoping until their loss gets much bigger and costs them dearly.

12. In a similar vein, investors cash in small, easy-to-take profits and
hold their losers. This tactic is exactly the opposite of correct invest-
ment procedure. Investors will sell a stock with a profit before they will
sell one with a loss.

13. Individual investors worry too much about taxes and commis-
sions. Your key objective should be to first make a net profit. Excessive
worrying about taxes usually leads to unsound investments in the hope
of achieving a tax shelter. At other times in the past, investors lost a
good profit by holding on too long, trying to get a long-term capital
gain. Some investors, even erroneously, convince themselves they can't
sell because of taxes—strong ego, weak judgment.

Commission costs of buying or selling stocks, especially through a dis-
count broker, are a relatively minor factor, compared to more important
aspects such as making the right decisions in the first place and taking
action when needed. One of the great advantages of owning stock over real
estate is the substantially lower commission and instant marketability and
liquidity. This enables you to protect yourself quickly at a low cost or to
take advantage of highly profitable new trends as they continually evolve.

14. The multitude speculates in options too much because they think
it is a way to get rich quick. When they buy options, they incorrectly
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concentrate entirely in shorter-term, lower-priced options that involve
greater volatility and risk rather than in longer-term options. The limit-
ed time period works against short-term option holders. Many options
speculators also write what is referred to as "naked options," which are
nothing but taking a great risk for a potentially small reward and, there-
fore, a relatively unsound investment procedure.

15. Novice investors like to put price limits on their buy-and-sell
orders. They rarely place market orders. This procedure is poor
because the investor is quibbling for eighths and quarters of a point,
rather than emphasizing the more important and larger overall move-
ment. Limit orders eventually result in your completely missing the
market and not getting out of stocks that should be sold to avoid sub-
stantial losses.

16. Some investors have trouble making decisions to buy or sell. In
other words, they vacillate and can't make up their minds. They are
unsure because they really don't know what they are doing. They do not
have a plan, a set of principles, or rules, to guide them and, therefore,
are uncertain of what they should be doing.

17. Most investors cannot look at stocks objectively. They are always
hoping and having favorites, and they rely on their hopes and personal
opinions rather than paying attention to the opinion of the market-
place, which is more frequently right.

18. Investors are usually influenced by things that are not really cru-
cial, such as stock splits, increased dividends, news announcements, and
brokerage firm or advisory recommendations.

If you hunger to become a winning investor, read the above items
over very carefully several times and be totally honest with yourself.
How many of the habits mentioned above describe your investment
beliefs and practices? As Rockne would say, "These are the weaknesses
which you must systematically work on until you can change and build
them up into your strong points."

Poor principles and poor methods will yield poor results. Sound prin-
ciples and sound methods will, in time, create sound results.

My parting advice to you is: Have courage, be positive, and don't ever
give up. Great opportunities occur every year in America. Get yourself
prepared and go for it. You'll find that little acorns can grow into giant
oaks. Anything is possible with persistence and hard work. It can be done,
and your own determination to succeed is the most important element.
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