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Market Psychology and Economic Facts 
 
 
Alfred Hitchcock once said that the best way to strike fear into the heart of his audience was to not show 
a horrible scene.  He would simply let the audience’s imagination – a more potent force – do the work for 
him.   
 
Stock investing is similar in this respect.  Stock prices reflect our collective views about what we can’t see 
– the future.  When the public believes there is something bad behind the veil of the future, their 
imagination often takes over and they overreact by selling in a panic or refusing to buy.  They do the 
converse when they think the future is unusually good.  This psychological phenomenon has been playing 
out ever since the first security traded on an organized exchange. 
 
The good news, as it regards the stock market, is that we do know more of what’s behind the veil than we 
think.  Let us begin with some basic economic logic.  The United States has maintained a viable capitalist 
system for many years.  A viable capitalist system contains corporations which produce net income.  
Ownership in these corporations entitles you to this net income, and this net income establishes the value 
of what you own.  As long as the economy is around, and as long as you own sound income-producing 
companies, you will own a valuable resource on which you can rely on for dividends and long run capital 
appreciation. 
 
 
The chart below supports this view. 
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The Big Picture

1930s
1930 Great Depression
1930 Golden Age of Radio
1930 Passenger Airlines
1930 Spanish Civil War
1933 Hitler Comes to Power
1934 Nylon Invented
1939 Germany Invades Poland

1940s
1941 Pearl Harbor
1941 Penicillin 
1942 New Cars Banned
1942 Food Rationing
1944 D-Day
1945 Hiroshima 
1947 Int'l Flights Offerred
1948 "Cold War" Begins

1950s
1950 Troops to S. Korea
1951 Price Controls
1953 DNA Discovered
1953 Korean War Ends
1953 Rosa Parks
1954 TV in 54% of Homes
1958 1st US Satellite
1959 Microchip Invented

1960s
1960 Xerox Copier
1960 IBM 7030 Mainframe
1961 1st Air Raid Shelter
1961 Bay of Pigs
1963 Viet Nam Begins
1963 JFK Assasinated
1964 Civil Rights Act
1969 Man Lands on Moon

1970s
1970 Kent State
1971 Pocket Calculator
1973 Watergate
1973 Energy Crisis 
1974 Viet Nam War Ends
1974 Nixon Resigns
1974 Microsoft Founded
1977 1st MRI

1980s
1980 12% Inflation
1980 CNN 
1981 IBM PC
1983 Cellular Networks
1986 US Bombs Libya
1989 Berlin Wall Falls

1990s
1990 Kuwait Invasion
1991 Desert Storm
1993 WTC Bombing
1995 Internet Popularized
1995 Oklahoma City 
1997 Sheep Cloned

2000s
2001 9/11

 
 
It contains three series of data spanning from 1929 to 2002.  The first is Gross Domestic Product (GDP), 
which is a proxy for economic and corporate values.  The second is the Standard & Poor’s 500 Price Index, 
which is both a proxy for corporate values, as well as a barometer for the fear and greed of market 
participants.  Lastly, a number of major historical events are included to show how the economy and the 
stock market respond to them.   
 
A few observations.  First, GDP shows a rather steady and even rise (except for the Great Depression).  
Second, it appears virtually impervious to historical events.  Third, stock prices fluctuate in a zigzag fashion 
compared to GDP, supporting the theory that market participants over-react based on fear and greed.  
Fourth, the jagged movements in the stock market are typically short-term.  Rising prices usually offset 
declining prices within a 2-5 year period.  Fifth, we have had two protracted periods of poor stock market 
performance.  I would like to spend more time on this point, since it is on the surface most disconcerting.  
Furthermore, by taking a peak behind the veil of “how bad it could get”, we have the opportunity to face 
our worst fears.  (Sneak preview – it’s not that bad.) 
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The first period is during the Great Depression.  Stocks did not surpass their 1929 highs until 1951 – a 22 
year period!  But what about dividends?  The yield earned on dividends over the period (based on the 
1929 close) was 3.5%.  Not great, but positive.  Furthermore, dividend reinvestment resulted in a total 
return of 6.4%.  This compares to a return of 3.5% for long-term treasury bonds and 0.6% for cash.  Similar 
conclusions may be derived from examining the second period, from the mid-60’s to the early 80’s.  The 
moral of the story is as follows.  First, the income-oriented investor may largely ignore stock market 
declines in the short run (less than 10 years) provided a simple but critical rule is followed:  Structure the 
stock and bond portfolio to provide a satisfactory income primarily from dividends and interest, and to a 
much lesser extent, from bond maturities.  Additionally, certain stocks are bound to perform better than 
the average during difficult times.  Timely sales of such issues may provide a third source of funds until 
general market conditions improve.  Second, the growth-oriented investor with a long-term time horizon 
(10-20 years) will welcome a protracted period of market weakness because it allows for dividend 
reinvestment and additional purchases at bargain prices.  
 
Perhaps the most important observation from our examination is that the paltry returns earned during 
such periods may be greatly improved by avoiding speculative prices in the first place.  Alpine clients do 
not own the stock market – we own a limited group of stocks purchased at reasonable prices.  At the 
market top, the average Alpine stock portfolio was selling at a price 11-13 times higher than its earnings 
versus 30 times for the overall market.  The current Alpine portfolio is selling for a price only 12 times 
higher than its earnings versus 21 times for the market.  Avoiding speculative prices may not protect us 
from short-term declines, but it bodes well for our long run performance.   
 
So when stock prices decline, including those in your portfolio, it remains ever important to stay the 
course.  The record shows that (a) stock price declines usually prove transitory, and (b) the rewards of 
stock investing accrue to those who remain committed to a sound long-term strategy based on economic 
fundamentals.  Those same fundamentals, in my opinion, suggest an intrinsic value for the average Alpine-
selected stock account that is roughly one-fourth higher than is currently being reflected.  The only 
guaranteed way to lose that value is to sell at the wrong time.   
 
Nick Tompras  
January 2003 
 
 
 
 

IMPORTANT DISCLOSURES 

ACR Alpine Capital Research LLC is an SEC registered investment adviser. For more information please refer to 
Form ADV on file with the SEC at www.adviserinfo.sec.gov. Registration with the SEC does not imply any 
particular level of skill or training. 

All statistics highlighted in this research note are sourced from ACR’s analysis unless otherwise noted. 

As of November 4, 2022, we have provided this supplement to accompany the commentary and satisfy changing regulations: 
https://acr-invest.com/commentary-supplement/ 
 

http://www.adviserinfo.sec.gov/
https://acr-invest.com/commentary-supplement/
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It should not be assumed that recommendations made in the future will be profitable or will equal the 
performance of the examples discussed. You should consider any strategy’s investment objectives, risks, and 
charges and expenses carefully before you invest. 

This information should not be used as a general guide to investing or as a source of any specific investment 
recommendations, and makes no implied or expressed recommendations concerning the manner in which an 
account should or would be handled, as appropriate investment strategies depend upon specific investment 
guidelines and objectives. This is not an offer to sell or a solicitation to invest. 

This information is intended solely to report on investment strategies implemented by Alpine Capital Research 
(“ACR”). Opinions and estimates offered constitute our judgment as of the date set forth above and are subject 
to change without notice, as are statements of financial market trends, which are based on current market 
conditions. There are risks associated with purchasing and selling securities and options thereon, including the 
risk that you could lose money. All material presented is compiled from sources believed to be reliable, but no 
guarantee is given as to its accuracy. 

The Equity Quality Return (EQR) Advised / SMA Composite consists of equity portfolios managed for non-wrap 
fee and wrap fee clients according to the Firm's published investment policy. The composite investment policy 
includes the objective of providing satisfactory absolute and relative results in the long run, and to preserve 
capital from permanent loss during periods of economic decline. EQR invests only in publicly traded 
marketable common stocks. Total Return performance includes unrealized gains, realized gains, dividends, 
interest, and the re-investment of all income. Please refer to our full composite performance presentation with 
disclosures published under the performance section of our web site at www.acr-invest.com. 

The S&P 500 TR Index is a broad-based stock index including reinvestment of dividends and has been presented 
as an indication of domestic stock market performance. The S&P 500 TR index is unmanaged and cannot be 
purchased by investors. 
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