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We've Seen This Act Before 

August 24, 2020  by David Walter    

 

As mentioned many times in previous letters, the FAANG stocks 

(Facebook, Apple, Amazon, Netflix, and Google), through their sheer size of 

market capitalization, have been carrying the markets since the low in 

March.   

If you're asking if this is a real financial bubble similar to 1999-2000, 

look no further than the stock of Apple Computer.  Loved by all, it can do no 

wrong.  In the meantime, well known and reasonable value blue chip stocks 

go begging.  In the last week, Apple stock alone contributed 56% of total 

S&P500 performance.  The Dow Jones Industrials, which were up 250 

points for the week, would have been down 250 points instead if Apple had 

been breakeven.  The company's stock is up 350% since the bottom in late 

2018 and 135% up from five months ago.   

How can this be? It's very easy.  Combine passive computerized index 

funds that are forced to buy stocks like Apple the higher their market 

capitalization goes, add in algorithms trading the markets on behalf of 

institutions, the Robinhood retail trading platform, other robotic trading 

systems used by hedge funds and institutions, and we get a perpetual 

motion machine.  To sweeten the pot, add trillions and trillions of dollars 

and other currencies printed out of thin air by Central Banks.  

Nobody can say when it all ends, and Apple can certainly go up 

another 100 points before it rolls over.  It currently represents seven 

percent of the whole S&P500 market, and 14% of the whole Nasdaq market.  

One clue will come on August 31 when Apple splits four-to-one.  

Shareholders will get four shares of Apple stock for every one they now own 

and the price will be one quarter of current price.  Therefore, the Dow Jones 

Industrials Index, which is price-weighted and has been greatly influenced 

to the upside by Apple, will no longer be affected the same way. 

Furthermore, the passive Dow Jones Index Funds will be forced to sell 

many millions of shares of Apple, putting further pressure on Apple going 

forward. 
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Much like Cisco, Microsoft, Dell Computer, and Intel in 1999 (aka the 

Four Horsemen at that time), Apple and the other FAANG stocks are riding 

on borrowed time.  The Four Horsemen of 1999 fell anywhere from 80-95% 

in the subsequent bear market of 2000-2003.  In March of 2000, Cisco 

Systems was the highest-valued company on Earth.  Today, its earnings 

and revenues are up more than 300% from year 2000.  In the meantime, its 

share price is down 50% from $82 in year 2000 to $42 today.  So here’s the 

dilemma: Be a Greater Fool and play musical chairs or sell off in tranches 

before reversion to the mean kicks in.  It’s for each investor to determine 

that on their own.  It was finally the front cover of Businessweek magazine, 

predicting Cisco would be the first trillion-dollar company that marked the 

end. The Theory of Contrary Opinion does not usually fail at the extremes.  

Cisco proceeded to drop 90% over the next two years.  During those two 

years, small cap stocks had gains while the Nasdaq 100 Technology index 

was down 85% from peak to trough. We don’t know how things will work 

out this time around, but it will be no surprise if things are different over 

the next ten years, especially if inflation rears its head.  Blue chip small, 

mid-sized, and large reasonably valued stocks will eventually revert to the 

mean on the upside.  

Keep one thing in mind: Central Banks usually cause financial bubbles 

and they eventually prick them when these bubbles endanger the whole 

economic system.  Do not underestimate the power of speculation and 

gambling in investment markets.  Financial bubbles often go beyond any 

logic that can be imagined before they come back to earth. It appears we’re 

in one of those times right now. 

 


