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Nasdaq: What Goes Up. ..

By Hunron (G MALKIEL

At least tempararily, the phiestof Lzaar
Kewion nas revisited the Nasdag Siock
Markoel.

Tl imles stands moee than 5% below
sts recent hiphs. And shose highs wene
truly extropdinary, Froan October 1985 1o
#ireh of this vear, the performance of e
Masdmg was nothing short of speciLenlir,
From o low of just over 1500, the index
sparel o aboye BHIO. Valeatlons of e
jechmalngy and growlh stoecks thal dani-
pale e Masdayg ceached anprecedented
premiums. [nlernel stcks donbled an
phier ubled agaln, Conpanies mifae-
wirlng the infeastrucsure of e Med, such
as Clsen Systens and San MloTosyslins,
zalif al well aver §H times chimbigs.

Tor unlerstand this moath's sharp sl
off, we need first b consider (his sharp
rise (i prices, Wikt eoull explain suek i
metearic rize in the share prices of oes-
| ecememy S10CKST

The rise can be linked Lo three unpar-
ant Facters: the informatkan revolution
seanalorming our economy; (e kind ol
peyehological contagian degcrined in Rl
er Sniller's Teeenl Doak, “Irrationad Exu-
berance” and the increased practios of mo-
mentum investing sod tee seli-fufilling ef-
fect il such peactices can engender.

Tirst, there is no question Dt we e
Jiving through o peried of lechnalogical
clinge Uiak 3 ol least ns importinl &s the
custrind revoiution a8 e end of te 15t
ceplury, The infuroatlon cevolutlon 15
irenslorming e woy we communicate,
tie way coasEmEss A businesses mako
prigchnzes el O wiy wee Lear. Use of
thie Interned doubles every several months
aml the process is probably in i nfancy,
There is oo doubl it Qe secoess of ihe
tech-hiravy Nisdig in part ceflects the real
transfacniatisn of aur bl soonamy.

Seceald, Uie initial rise in the valie of
Mastag stocks  umdonbiedly  peoerivded
what Mr. Smller calks & *positivi-leetback
Joep that publed lecger aned [argeT Froups
af investors into the stock markel, The
prices of tech siocks aFe now discigsaed
witl a8 much fiervar a8 sports scuees. Ordi-
mary individials rushesd ta bay these
sincks simply becanse (hey were gEnE ap
and becatise feiends oned nelghbors falked
of hawing “made i kK0lng™ in tech stocks.

Tl thind point hos fo de with e rise
i e nam nyvesting aned thie selffatfi-
ing elieet of hiege mutesl-fud feecs o
fiigebi- ety Lunels, Fos vears, financlal el
piilsls  hove lsoluied visrious  regulart-
{ies —or predietatilities — o e stock mar-
ket. Retums, for exomple, hove been

claimed o bi predictble an the busks o
periain  wabeation  melrics such as
price/earaings muliiples and i ook
yolite ratios, or ether charcberistic such
a5 sige. But the only prediclable patiem
Uzar s worked degendadly over 1he past
fow weirs has been misentum ibvist
b —the practce of Byl slocks oF mar-
ket Indices on the basis of their recent
perfermance,

The markel ks nol i perfect @obam
wali, mril thete is some tendency for shori:
ferrn positivie relurns b peesist im e livte
1A0s, tiss tendency towarl short-nun me
jEnARm Wils FEr e pronounesd Hean
iy previus poricd ol the centry.

Erurinois pross civerage is glven o
] Tumids that cutperform during o
guirter or vear, anid siecessiul atusl-
[umd manapers are revered like pock stars,

The puhlic joing the porty aead fows of
funlds inte equity mutual funds ecame
averwlelmingly influencel by pecent per-
forminee, Bt as lobpecforming Dinds
amd Tued ecmplexes, such as the Jans
Group, receive the fon's share of mute:ad
Fandl iovestoms' dollars, ey Een by the
wery lech slovks thal have Been pesaos-
ple for their excellent performunee, s
creating a selbqulfilling prophecy.

Fur o wiile the Nasdan pacly wenl oo
will umrestrained exuberance, bt history
tedls uis tht eventundly all excessively exo-
herant markels seecumb to the lows of
gruvity. The ‘tronics” boom of the 12805,
Uite “Hifey Fifty™ foom of Oue 15705 sol the
bictech speculation of e 13805 all ended
badly for ipvestors, Investments i trans:
furiming technologies [vivee alten provel un.
rewarding for investoes, We luave seen elec-
tric power, rablepls, aiclines, sutome
Pt sniel elevision anid radio manalfacr
wrs transform ear eonniry, Bt moest of the
carly bvestars lost el slirts: as Warten
Rullett recently pual i, e Rey Lo invest-
ing is nob how much an industry will affect

aociEly or grow, bt enther it competitive
noviLitagse mnd the ducability of that advan
L,

Moreover, there §s one  inelactable
irulh absal moinentom vesting—ii al-
waps misses e turming pants, And Just
s o sel-[ulfilling prophecy cin SuppEs
the prices of tech stocks when fupds are
flawing inte gupielar mutual funds, s
can Whrk [ reverse when ol meney seeks
ather putleEts.

wWhnt 1 rhink las happensd 10 mew-eon
mny stecks in genecal—and to Niuslan 13-
varites in particalar=is it sty
eventuilly recognized the hagh valuamnons
cauld ot be supposted. As Jeremmd Slefel
argied an this page lasi montl, history
his shiven thint wherever compankes, 1o
matter now sreat, gel priced il exerbitan
enrnings mulliples, hayers shoald bewars
Ar Siepel shaws thint fec many of the Inter
et favorites, even if (e fantstc leog:
tepm growth rates projected by anolysts
are achbeved aver the next decabe, thelr
IVE multiples would =0l pemain in teiple
digits. But there is shinply no way i@ veTy
lerge-cap slock (= likely o support BYE
muiliiples in the Wrijke digils.

Cansider, alzo, the follewing exper-
ment, Suppose, oo s bigh price eaeler
ks amanth, Cisen Syslema produces o
“milest™ 5% rate of returm for investors
aver the pext 20 venrs, This would suggest
the imprabable implication that the mas
kol capltalization of Cisco wanld becanie
Purger tham e curecnt grosg ilomesac
pradict, Wit T Uiok bis sappened te e
Musding ks pal any pacticular piecs of bad
ivws f=nicly ns Marrosaft's allure 10 sl
with the povernmentl, bt catler the reak
Fentian i valntions kad sinply become
ERCEEEIYE,

S0 Wit haappens next? 15 this e eol
al the & uy's blg rlse for tie foreseenbbe
Tigture S o Koo, 1 binve Bllow el oar-
kels for a lifetime and Enoy [ (AT P T
unsderstaml thil wiile valuations of Nas-
i stncks are sl far from cheop, Stack
pelees are esenlially unpretieinie.

But 1 ai ilso perswaded by the wisdoin
of Blenfamin Grodee, suner of “Seeuriy
Anadysis,” sl wrobe thidt B e ol -
VEig The sck marked is net a wvaking wiech-
anisae, bt o woeiphing merehanism. Yahm
tinn mjetries have wor elianged, Eventiably,
every a1k can only be worth the value of
the caesly ow it is able o enrm for L
benefil of ineestors, In thie finnd sniysis,
irist wn e Wil wiin oul,

A Mok fs the auifor of “4 fnmr.l-.i.m
Wtk DR Ml Sfveed,” Bie seoonil el
o o aefoeh s prdifishod fasr fear




