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“Nothing is new, it is just forgotten.” 

— Coco Chanel 
 
Well, it is a new year, so that means it is time for a 
prediction about where the stock market is headed. 
The short answer is, I don’t know. Instead, the topic 
of this newsletter is about proceeding with caution. 
 
As many clients know, I am fond of reciting John 
Templeton’s quote “Bull markets are born on 
pessimism, grow on skepticism, mature on optimism 
and die on euphoria.” Most investors I have asked 
over the past year are feeling good about the stock 
market but thankfully are not yet “euphoric.” While I 
believe not being “euphoric” is a good thing for the 
near future of the stock market, many investors may 
eventually forget Templeton’s admonition and 
become euphoric. That will turn into a bad thing for 
the stock market. As Templeton tells us, bull markets 
“die on euphoria.” Warning! In my opinion, the 
increasing stock market volatility is evidence that 
the seeds of euphoria have already been planted 
and are indeed starting to sprout. 
 
“Belief is when someone else does the thinking.” 

— Buckminster Fuller 
 
The Templeton quote normally playing in my head 
has been replaced by Humphrey Neill’s admonition, 
“Don’t confuse brains with a bull market.” In short, 
with many stocks and stock market indices hitting 
new highs, I believe investors should be careful 
about believing they possess the Midas touch, as 

opposed to accepting that they are the beneficiary  of a 
bull market. Like the end of the real estate craze 
in 2007, the tech craze in 1999, or the end of any of 
the many investment “euphorias” over the millennia, 
today’s diverse investments and investment 
schemes may lead some investors (and/or their 
advisors) to believe they have an almost magical 
ability to make wise investment decisions. 
 
“Too often we enjoy the comfort of opinion without 
the discomfort of thought.” 

— John F. Kennedy 
 
In a humorous article in the December 31, 2014 Wall 
Street Journal, author Robert Sapolsky advises, 
“Think critically about whether you’re only 
intermittently thinking critically.” In the article, 
Sapolsky described how a magician performed a 
demonstration of psychological manipulation on his 
son and himself. The magician gave the boy a dime 
to hide in one of his hands while holding them behind 
his back. After many unsuccessful attempts to guess 
which of the boy’s hands held the dime, the 
seemingly frustrated magician took the dime back 
and reversed the roles. He now asked the boy to do 
the guessing while he hid the dime behind his back. 
The boy had almost magical powers as time after 
time he correctly guessed which hand held the dime. 
The magician reinforced the boy’s (and the father’s) 
belief in the boy’s “skill” with multiple well chosen 
compliments. Then the magician revealed that he 
had a dime in both hands! It seems the boy had no 
magical powers after all. 
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Alas, a bull market can play similar tricks on investors. 
 
Rather than sharing credit for investment success 
with the bull market, as may be justified today, it can 
make investors think they are investment geniuses. 
Compliments about their investment prowess from 
family and friends may add to the trick. The longer 
the winning streak, the more confident investors 
become. Bull markets may also cause investors to 
relax their discipline regarding investment choices 
or believe their investment skills may be far more 
extensive than they actually are. If you know what 
hedge funds you own but not what specific 
investments they actually contain, you may be guilty. 
According to a recent Barron’s article by Sarah Max, 
“Double-digit returns for the S&P (for 2014) were 
driven by its largest components, such as Apple, 
which makes up about 3.5% of the index, and which 
rose 40%.” Should investors count on the same 
performance by Apple this year and therefore expect 
a similar return by the S&P? I believe a bull market 
also causes some investors to start taking bigger 
investment risks, especially if they are trying to 
“catch up” from a lack of saving and investing in the 
past or from a fear of “missing out.” Large investment 
risks, when/if they turn negative can wipe out much 
past success. A 95% loss requires a subsequent 
1900% gain to get back to breakeven. 
 
“Every bad idea starts out as a good idea.” 

— Old Wall Street saying 
 
I believe another danger of a bull market is that it 
may spawn investment schemes that start out 
looking like great ideas but eventually, for many 
reasons, end as bad ideas. These ideas are often 
supported by “backtesting”, a technique whereby 
future success is confirmed by historical data*. 
Backtesting is a term to be skeptical about. The 
future will contain events that backtesting is unable 
to predict. Thus, backtesting should not be the basis 
for making investment decisions. 
 
 

“If everyone is thinking alike then somebody isn’t 
thinking.” 

— General George S. Patton 
 

In my experience, the most insidious danger of a bull 
market is when it causes investors to lose their ability 
to think critically. It is a danger that I must guard 
against in myself. Bull markets can weaken critical 
thinking while strengthening “confirmation bias”, 
which is the tendency to search for, interpret, or 
simply remember information in ways that confirm 
one’s beliefs. It is like blocking out unwanted 
thoughts or whistling past the graveyard. That is why 
I believe what I call the “Cardinal Rule of Investing” is 
the most important tool for critical thinking and the 
cornerstone of my Investment Process. The Cardinal 
Rule states that for every buyer there must be a 
seller, and for every seller there must be a buyer, and 
they both think they are right. Just remember, when 
you are buying a great investment, you are doing so 
from a seller who, correctly or not, may think 
otherwise. Before we buy or sell, I ask myself what 
the other side of the trade is thinking. It may not 
always be possible to get an answer, but it is critical 
to go through the exercise of asking. I believe it is 
during bull markets, not bear markets as is commonly 
thought, that critical thinking is more important yet 
less likely to be used. Sapolsky learned that during 
the magician’s trick. He said, “If my son had had a 
string of failures, with the hand containing no dime, 
we would have instantly used Critical Thinking 101, 
saying to the magician: ‘Hey, open your other hand, 
let’s make sure both hands aren’t empty.’” Alas, 
neither Sapolsky nor his son used critical thinking 
during his son’s successful run and the ruse was on. 
As John Templeton pointed out, “The time to reflect 
on your investing methods is when you are most 
successful, not when you are making the most 
mistakes.” Like Templeton, I believe that a bull 
market is a more optimal time for reflection. As I 
outlined in a past newsletter on the Investment 
Process**, if your process is sound, trust it in bear 
markets. Wait for a bull market to reexamine and 
“Don’t Confuse Brains with a Bull Market” 2 
refine it if need be because as Templeton also says, 
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“Policies profitable for the last 10 years will not be 
the best in the next 10.” Unfortunately, bull markets 
may give us all a good feeling. That, combined with 
our new-found “magical” investing talents, may lull 
us into complacency at precisely the wrong time. 
 
“Successful investing is anticipating the 
anticipations of others.” 

— John Maynard Keynes 
 
In summary, even as the acknowledged creative and 
innovative genius Coco Chanel understood, new 
really is rare, especially, I would suggest, when it 
comes to investing. We must not forget that bull 
markets may be more dangerous than bear markets. 
It is my belief that bear markets keep us on guard 
and vigilant while bull markets lull us into 
complacency until we let our guard down. Bull 
markets may cause us to forget what we learned 
from the past about questionable investments or 
investment schemes. On the other hand, the key to 
long term investment success, in my opinion, is 
heavily dependent on how we act during bull 
markets. Are we thinking critically today and, as I 
outlined in the last newsletter, using good judgment? 
If investors understand the importance of these, 
they should use the time during this current bull 
market to reexamine and refine their Investment 
Process. So repeat after me, “Don’t confuse brains 
with a bull market.” 
 
“Wall Street has a few prudent principles; the 
trouble is that they are always forgotten when they 
are needed most.” 

— Benjamin Graham 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Thoughts for Investors 
 

 
 

 
 
 

 
 
 
 
 
 

Hear the Other Side 

 
 
 
 
 

 

The Boris-Kaplan Group // 1735 Market Street, Suite 1400 // Philadelphia, PA 19103 // T 215.563.2300 
www.alexbrown.com/boriskaplan 

 

If you would like to discuss the topic of this newsletter, or our team’s approach to investing, please feel free to contact us by 
email at al.boris@alexbrown.com. 

 
Thoughts for Investors is a quarterly newsletter written for clients since 1997 by this author. The purpose is two-fold. First, it is meant to help 
explain the investment philosophy that guides the author’s approach to portfolio management. Second, it is meant to remind readers of 
important behavioral skills that the author believes are necessary to help them become successful investors. The author welcomes comments 
and criticisms, especially if they can be shared for the betterment of all investors. Quotation is permitted with full attribution. 
 
The information contained in this report does not purport to be a complete description of the securities, markets, or developments referred to in this 
material. The information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoing material is accurate or 
complete. Any opinions are those of the author, and not necessarily those of Raymond James. Expressions of opinion are as of this date and are 
subject to change without notice. There is no guarantee that these statements, opinions or forecasts provided herein will prove to be correct. Investing 
involves risk and you may incur a profit or loss regardless of strategy selected. The forgoing is not a recommendation to buy or sell any individual 
security or any combination of securities. Be sure to contact a qualified professional regarding your particular situation before making any investment or 
withdrawal decision. The S&P 500 is an unmanaged index of 500 widely held stocks that is generally considered representative of the U.S. stock 
market. Keep in mind that individuals cannot invest directly in any index. Index returns do not reflect the deductions of fees, trading costs or other 
expenses. The Index is referred to for informational purposes only: the composition of each Index is different from the composition of the accounts 
managed by the investment manager.  Individual investor's results will vary. Past performance does not guarantee future results. Future investment 
performance cannot be guaranteed, investment yields will fluctuate with market conditions. This information is not intended as a solicitation or an offer 
to buy or sell any security referred to herein. Keep in mind that there is no assurance that our strategies will ultimately be successful or profitable nor 
protect against a loss. There may also be the potential for missed growth opportunities that may occur after the sale of an investment. Investments or 
strategies discussed may not be suitable for all investors. ETF shareholders should be aware that the general level of stock or bond prices may decline, 
thus affecting the value of an exchange-traded fund. Although exchange-traded funds are designed to provide investment results that generally 
correspond to the price and yield performance of their respective underlying indexes, the funds may not be able to exactly replicate the performance of 
the indexes because of fund expenses and other factors.  Investors should consider the investment objectives, risks, charges and expenses of 
an exchange traded product carefully before investing. The prospectus contains this and other information and should be read carefully 
before investing. The prospectus is available from your investment professional. Every type of investment, including mutual funds, involves risk. 
Changing market conditions can create fluctuations in the value of a mutual fund investment. In addition, there are fees and expenses associated with 
investing in mutual funds that do not usually occur when purchasing individual securities directly.  Investors should carefully consider the 
investment objectives, risks, charges and expenses of mutual funds. The prospectus contains this and other information about mutual 
funds. The prospectus is available from our office [or from the fund company] and should be read carefully. There can be no assurance that 
any investment will meet its performance objectives or that substantial losses will be avoided. Every investor's situation is unique and you should 
consider your investment goals, risk tolerance and time horizon before making any investment. Investors should also consider their personal 
investment horizon and income tax brackets, both current and anticipated, when making an investment decision, as these may further impact the 
results of the comparisons. Rebalancing a non-retirement account could be a taxable event that may increase your tax liability. Raymond James does 
not provide tax or legal services.  Please discuss these matters with the appropriate professional.  

 
To subscribe, unsubscribe or to request back issues mentioned in this newsletter simply send an email to al.boris@alexbrown.com 

 
Raymond James & Associates, Inc., Member New York Stock Exchange/SIPC. Raymond James is not affiliated with any companies mentioned. Opinions expressed in the attached article 
are those of the author and are not necessarily those of Raymond James. All opinions are as of this date and are subject to change without notice. Keep in mind that there is no assurance 
that any strategy will ultimately be successful or profitable nor protect against a loss. Investing involves risk and you may incur a profit or loss regardless of strategy selected. 
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