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Dow 20,000: The Triumph of Optimism 

 
In this issue of Investment Insights, we discuss the 

importance of the Dow Jones Industrial Average 

reaching 20,000, and the most important lessons in-

vestors can learn from this remarkable achievement.   

 

Key Points 

 Important investment decisions should always be 
based on investment principles, not predictions. 

 The three most important principles are: invest for 
the long term, own quality investments, and 
properly diversify your portfolio.  

 There are always reasons not to invest.  The econ-
omy has and will continue to face challenges and 
short-term setbacks, but over the long term, our 
markets and our economy have proven to be very 
resilient.   

 The time to invest is when you have the appropri-
ate funds available, defined long-term goals, and a 
specific plan of action for your portfolio.   

 I strongly believe investors need a professionally-
managed portfolio and the calm voice and steady 
hand of a seasoned professional to stay on track. 

  1 Yr 3 Yr 5 Yr 10 Yr 

U.S. Large Stocks 23.27 9.53 14.31 6.99 

U.S. Small Stocks 36.24 6.47 13.63 7.01 

U.S. Bonds 2.35 2.97 2.28 4.42 

Intl Developed Mkts Stocks 18.36 -0.72 4.97 1.27 

Intl Emerging Mkts Stocks 29.21 -0.33 0.82 2.42 

U.S. Inflation (CPI) 2.12 1.20 1.37 1.81 

Source: Morningstar.  Annualized returns for periods ended January 
18, 2016. U.S. large stocks is the S&P 500 Index, U.S. small stocks is 
the Russell 2000 Index, U.S. Bonds is the Barclays US Aggregate Bond 
Index, Intl Developed Markets is the MSCI All Country World Index Ex-
US, International Emerging Markets is the MSCI Emerging Markets 
Index.  Returns include dividends and interest. Investing involves risk 
including the potential loss of principal.  No strategy assures success 
or protects against loss. Past performance is not an indication of fu-
ture results.   

The Dow Surpasses 20,000 

I started investing my own money and working in 
the investment industry on June 1st,1982.  On that 
day, the Dow Jones Industrial Average closed at a 
mere 815.  The staggering rise in the stock market  
from that day in 1982 to 2017 was rarely smooth. 
Over those 35 years, I have witnessed a tremen-
dous amount of success and failure. Therefore, this 
month, I would like to share with you what I believe 
are the most important lessons I’ve learned from my 
own journey that commenced at 812, and continues 
onward at 20,000.      



Principles NOT Predictions 

Over the years, I have read thousands of predic-

tions. A few turned out to be prescient, but the vast 

majority of market and economic forecasts were not 

at all helpful.  For example, in late 2007 one month 

before the greatest decline in the economy since the 

Great Depression, not one out of more than 50 

economists polled by Blue Chip Economic Indicators 

forecasted a recession.  Scenarios like these make it 

hard for me to understand why a large portion of the  

investing public continue to believe that economists 

can accurately predict the short-term direction of the 

economy and financial markets.  The track record 

simply does not warrant this level of trust.     

On the other hand, I was extremely fortunate.  I had 
the benefit of learning from some very intelligent, 
capable people early on in my career.  None of them 
relied on, or really paid any attention to, short-term 
market forecasts.  Instead, they taught me that im-
portant investment decisions should always be 
based on investment principles, with no exceptions. 
If I had to choose only three of the most important 
principles, they would certainly be: 

 Invest for the long term  

 Own quality investments 

 Properly diversify your portfolio 

Invest for the Long Term 

The reason why it’s so difficult to learn from the les-
sons of history is simple: you already know what 
happened!  Looking back, it’s very easy for people to 
say, “1982 was a great time to invest – the market 
was so low!”  But those observations are made with 
20-20 hindsight – you already know how it turned 
out.  Actually, there were not many who wanted to 
invest in the stock or bond markets in 1982.  The 
stock market had basically gone nowhere since 
1966, and many bonds bought in the1960s were 
trading at 50 cents on the dollar in 1982.  The econ-
omy remained flat on its back,  with unemployment, 
inflation, and interest rates at sky-high levels.  The 
way I remember it, no one really thought it was a 
great time to invest in anything other than gold, oil or 
real estate. 

As the 1990’s rolled around, investors were anything 
but enthusiastic about the stock market.  Sure, the 
market had recovered from its lows in the 1980s, but 
the Gulf War had triggered high oil prices and eco-
nomic recession.  Stocks were considered 
“overvalued” by many of the experts.  As it turned 
out, the 1990s became one of the best decades ever 
for the stock and bond markets alike.   

 

 

 

Then came the year 2000, a new millennium.  Shortly 
after the madness of the infamous Y2k crisis, optimism 
returned in a big way.  Many novice investors had dis-
covered the stock market for the first time.  The Inter-
net was changing the world and new technology com-
panies were making people a lot of money.  Then the 
technology bubble burst and the stock market dropped 
in half.  Interest rates fell dramatically and helped cre-
ate yet another bubble, this time in housing. Ultimately, 
the result was another big drop in stock prices and the 
worst economic downturn since the Great Depression.   

With the arrival of 2010, few people thought the stock 
market was a good place to invest.  People referred to 
the previous decade as the “lost decade.”  The Great 
Recession and the sub-prime loan crisis were still 
fresh on investor’s minds and full recovery seemed 
unlikely.  Many investors who were in the market in the 
2000s never returned and missed out on the massive 
rally that followed. 

The Triumph of Optimism 

I have friends and acquaintances who confidently tell 
me how bad things are today.  They ask, “when have 
things ever been this bad?” I just smile and think to 
myself, “when have things ever been this good?”  Was 
our country better in the 1930s (Great Depression) or 
1940s (World War II)?  Were things so much better in 
the 1950s (Korea, the Cold War) or in the 1960s 
(social unrest, Cuban Missile Crisis)?  What about the 
1970s (rising inflation, OPEC energy crisis, Watergate, 
Vietnam War) or the 1980s (21 ½% prime interest rate, 
double-dip recessions)?   

There are always reasons not to invest.  Of course, we 
have many challenges today and problems that need 
to be solved.  But the truth is, our economy has always 
faced challenges and short-term setbacks.  Despite 
this, over the long term, our economy has proven to be 
very  resilient.  In fact, since the end of World War II, 
our economy has been growing 85% of the time 
(Source: St. Louis Federal Reserve).  Economic ex-
pansions have historically been much longer than eco-
nomic recessions (Source: JP Morgan)  which is why 
time in the market has been more important than tim-
ing the market. 

Pessimists are almost always wrong in the long run.  
Over the last 65 years, the stock market rose on 54% 
of trading days (about half the time).  But successful 
investors need to think in terms of years, not days.  
Since 1926, the stock market has risen in 73% of the 1
-year periods, 83% of the 3-year periods, 86% of the 5
-year periods, and 95% of the 10-year periods 
(Source: Crestmont Research, Morningstar). 



The question I get a lot is, “with the market at all-time 
highs, don’t you think we’re due for a correction?”  Of 
course we’ll have another correction!  Corrections 
happen all the time.  Corrections are normal, frequent, 
and not a reason to sell quality investments.  They’re 
also not a reason to be out of the market if you have 
long-term goals like saving for retirement.   

Here’s another lesson I’ve learned: the apparent rea-
sons not to invest are often actually reasons to con-
sider investing more.   Market declines can be the in-
vestor’s best friend, because they offer the opportuni-
ty to invest more money at lower prices.  Many people 
like to buy when they feel good and the news is good.  
Then, the news turns bad, negative emotions kick in 
and they sell.  This simply equates to buying high and 
selling low.  If your gut is telling you where the market 
is headed, your gut is probably wrong.  

Your success as an investor depends on your own 
ability to maintain perspective in times of uncertainty.  
Successful long-term investing requires discipline and 
patience.  Having discipline means staying the course 
and sticking to your financial plan, especially when 
short-term events create large declines in the stock or 
bond markets.  Discipline requires an understanding 
that short-term stock market declines, sometimes 
large ones, are inevitable and a normal part of the 
investing process.  Patience means giving quality   
investments time to work. 

It’s very easy to “stick to the plan” when markets are 
calm, but the sometimes violent, volatile nature of 
markets makes it difficult for many investors to stay 
the course.  Thirty-five years ago, I believed most 
people could invest on their own.  

Today, after seeing many individual investors lose out, I 
strongly believe most people need a professionally-
managed portfolio along with the calm voice and steady 
hand of a seasoned professional to stay on track.   

Own Quality Investments 

Investors don’t need to make big bets or expose them-
selves to unnecessary risks to do well long-term.  In 
fact, I believe investors often do much better when they 
do the opposite.  In the early 1980s, as I mentioned ear-
lier, many investors poured money into oil & gas, gold 
and real estate.  When inflation came down and the tax 
laws changed, many of these investments became 
worthless.  In the 1990s, people began to realize that 
the Internet was the “Next Big Thing”.  People threw 
their money at stocks that traded at huge prices relative 
to earnings or unproven start-ups like Pets.com that 
quickly went bust.  In the 2000s, people loved “safe” 
dividend-paying financial stocks that were later crushed 
by bad loans when the housing market collapsed.    

Working in the Research Department of a large invest-
ment firm gave me a tremendous advantage.  It gave 
me the opportunity to learn from other people’s mis-
takes.  I earned a graduate degree from the “School of 
Hard Knocks” without having to risk my own capital.  
Watching others, I learned how important it was to think 
independently, to not “follow the herd” and to not chase 
after the most popular investments.  Losers make big 
mistakes.  Winners make small mistakes.  In my opin-
ion, most people don’t have the time, willingness, expe-
rience, expertise or resources to properly select and 
manage a portfolio of individual stocks and bonds.  

The Dow Jones Industrial Average is comprised of 30 stocks that are major factors in their industries and widely held by individuals and institutional investors. 

Today, with the Dow at 20,000, there are probably two kinds of investors: those who say “I wish I had” and 
those who say “I’m glad I did”. 



: 
The Standard & Poor’s 500 Index is a capitalization weighted index of 500 
stocks designed to measure performance of the broad domestic economy 
through changes in the aggregate market value of 500 stocks representing all 
major industries. The Bloomberg Barclays U.S. Aggregate Bond Index is an 
index of the U.S. investment-grade fixed-rate bond market, including both 
government and corporate bonds. 

The information contained in this report is as of January 18, 2016 and was 
taken from sources believed to be reliable.  It is intended only for personal 
usage.  To obtain additional information, contact Cornerstone Wealth Manage-
ment.  The Indices mentioned in this report are unmanaged, may not be in-
vested into directly and do not reflect expenses or fees.  This report was 
prepared by Cornerstone Wealth Management. The opinions voiced in this 
material are for general information only and are not intended to provide spe-
cific advice or recommendations for any individual.  To determine which in-
vestment(s) may be appropriate for you, consult your financial advisor prior to 
investing.  All performance referenced is historical and is no guarantee of 
future results.   

No strategy, including asset allocation, assures success or protects against 
loss.   

There is no guarantee that a diversified portfolio will enhance overall return or 
outperform a non-diversified portfolio.  

Diversification does not protect against market risk.    

Stock investing involves risk, fluctuating prices and loss of principal.  There is 
no guarantee that stock prices will return to higher level prices after decreases 
in value.  

The payment of dividends is not guaranteed.  Companies may reduce or 
eliminate the payment of dividends at any given time.  Bonds are subject to 
market and interest rate risk if sold prior to maturity.  Bond values will decline 

as interest rates rise and bonds are subject to availability and change in 
price. 

Securities offered through LPL Financial, Member 
FINRA/SIPC. 

www.mycwmusa.com     

Properly Diversify 

While the stock market offers higher potential long-
term returns than safer, less volatile investments, I 
don’t believe anyone should invest all of their money 
in the stock market.  How you allocate your assets is 
one of the most important investment decisions you 
will make.  Research shows that asset allocation, for 
well-diversified investors, may account for 90% or 
more of an investor's total return over long periods of 
time. (Source: "Determinants of Portfolio Perfor-
mance," Brinson, Hood, Beebower, Financial Ana-
lysts Journal July/August 1986).   

A balanced portfolio includes bonds as well.  Yet 
many investors today are straying away from bonds 
because they believe interest rates are poised to 
rise. Let me tell you a little story.  My first investment 
was a 5-year bond yielding 15.8% in 1982.  At the 
time, two economists, Al Wojnilower at First Boston 
and Henry Kaufman at Salomon Brothers, – aptly 
dubbed the “Bad News Bears” - were telling every-
one that interest rates were headed sharply higher 
because inflation was out-of-control.  Consequently 
most people did not want their money locked up.  
That was a big mistake.  It’s true that the stock mar-
ket has performed well over the years, but let’s not 
lose sight of the fact that the bond market has per-
formed spectacularly well too.  In fact, the bond mar-
ket has returned 8.0% annually over the 35 years 
ending in 2015.  This has been the greatest bull mar-
ket in bonds in U.S. history. (Source: Morningstar, 
Bloomberg Barclay’s US Aggregate Bond Index)  
Unfortunately, many investors have missed out on it.   

Investment Insights is emailed monthly to our clients and friends.  
Reproduction or distribution of this material is prohibited and all 
rights are reserved.   

Alan F. Skrainka, CFA 

Chief Investment Officer 

 

Nearly every year for the past 35 years, I remember 
experts forecasting higher rates, and nearly every 
year for the past 35 years, interest rates fell. That 
experience taught me that predicting the bond mar-
ket and interest rates is just as difficult as predicting 
the stock market.   

Is It a Good Time to Invest? 

With the Dow at 20,000, is it a good time to invest?  
Absolutely.  The best time to invest is when you have 
money available and you have long-term goals you 
are trying to achieve.  For those who think the stock 
market is too high, here’s some math I’d ask you to 
consider. 

Since 1926, the stock market has grown about 6% 
per year.  Including dividends, the annual return is 
closer to 10% (Source: Morningstar, Ibbotson SBBI 
US large Stock Index).  If the stock market continues 
to grow 6% per year, it should roughly double every 
12 years.  That would put the Dow Jones Industrial 
Average at some pretty amazing levels in the years 
ahead: 

2017       20,000 

2029       40,000 

2041       80,000 

2052     160,000 

2064     320,000 

2076     640,000 

2088  1,280,000 

Example above is hypothetical for illustrative purposes only. 

How do I know for certain that things will turn out 
okay?  I don’t.  The future is uncertain.  The future 
has always been uncertain.  I invest because I have 
faith in two things: capitalism and the spirit of the 
American people.  For those of you who still think it’s 
a good time to wait, I’ll offer this wisdom from legend-
ary investor John Templeton: the four most danger-
ous words in investing are, “this time is different.” 


