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KATE WELLING INTERVIEW 
 
 In case you missed it, the latest issue of Welling on Wall Street featured an interview 
with me.  While I was in the process of plugging “Deemer On Technical Analysis” Kate 
managed to extract quite a few market comments from me, and I think you’ll find it very 
interesting reading.  It’s attached, with permission, to this memo. 
 
 (“Welling on Wall Street?  I thought it was Welling@Weeden.”  No; after 13 years 
Kate’s entrepreneurial urge took over and she set sail on her own at the beginning of the 
month.  Institutional investors who knew her at Weeden and want to find out about her 
new venture – the publication looks exactly the same as it did at Weeden -- can contact Pete 
Arnold at (646) 998-6496 or e-mail him at Pete@WellingonWallSt.com... and if you’ve never 
seen Kate’s publication Pete’ll send you the next two issues for free so you can take a look.)  
 
 
        -- Walter Deemer 
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With the market’s underlying bipolar tenden-
cies, which had been blessedly sublimated dur-
ing the first quarter’s
bracing rally showing
themselves more and
more often of late, I
placed a call earlier
this week to Port St.
Lucie, FL. That is
where Walter Deemer,
long the technical ana-
lyst of choice for the
often-secretive institu-
tional mega-portfolio
set, these days chooses
to pass his days not
only market watching,
but in more bucolic
riverfront pursuits, like
bird watching. When,
that is, he isn’t engaged
in public service:
Promoting the book on
technical analysis for
the 401-K investor
crowd that he and co-author Susan Cragin pub-
lished earlier this year. 
It’s a task, Walt grumbles, not made easy by his
publishing company’s insistence on titling the
volume, “Deemer on Technical Analysis.” His
working title, Walt avers, would have caught a
lot more eyes on Amazon, and even in book
stores: “Kinky Sex, Graphic Violence and
Technical Analysis, Buy This Book and You’ll
Be Batting .333”
Under either name, it’s a great read, as fascinat-
ing for its priceless collection of anecdotes about
crucial junctures in investment history as it is

clear and straightforward about the technical
analysis tools and insights it shares. I am

delighted that Walt is
allowing me to present
a sample chapter at the
end of this interview. 
First, though, to the
nitty gritty. What Walt
is seeing, here and
now, in this market.
Listen in.
KMW

What’s going on? Is
there a dominant
technical theme in
this market, Walt? 
Well, very long term,
it’s that, according to
the Kondratieff cycle,
we’ve just worked our
way through an
extended period of
global euphoria, and
turned the corner onto

the cycle’s downswing when the U.S. peaked in
2007. It sure looks to me like what we are in is
the inevitable period of cooling off and debt
contraction that old Nikolai theorized must fol-
low every 54 years or so — to set the stage for
another great upswing in the markets and glob-
al economies — one that perhaps your grand-
children will enjoy. 

You know of course where his theory took
Kondratieff —
Sure. To Siberia, for glorifying capitalism. But
he was right in the sense that there are long-
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term swings in social psychology and sentiment
from euphoria to despair and back again. One
big problem people have with Kondratieff
cycles is that their length can’t be precisely
defined. But that’s because, I think, they are a
multi-generational phenomenon, and folks are
living longer nowadays. It takes about two gen-
erations for people to forget the mistakes of the
past, and massively repeat them — and that very
human proclivity produces very real long-term
swings in economic
activity and investor
enthusiasm. As Bob
Farrell has famously
said, “History doesn’t
repeat itself exactly,
but human behavior
does.” 

You’re not implying
though, that the
markets and global
economies are now
trapped on a one-
way street: Down? 
Not at all, that’s the
very long-term secular
trend, but markets
always fluctuate and
there’s another cycle
that’s posing the most
interesting questions
today. It’s the Kitchin, or four-year cycle, which
basically says the market makes a major bottom
every four years or so. 

“Or so”?
Every once in awhile, and this data goes back to
World War II, the four-year cycle gets a little bit
out of whack but it gets back on track soon
afterwards.  So for example, there was a low in
1957.  That was one your grandfather may have
told you about.  Then, according to the cycle,
there was supposed to be a next low in late
1961; there wasn’t. The DJIA made a high that
December instead. But the market paid the
price for that bull market extension the next
spring in what became known as the “crash of
1962,” plunging from 725 in March to a bottom
of 520 in June. It was an intense, emotional
selloff that those of us who lived through it will
never forget. On May 29, 1962, the NYSE ticker
ran so late it didn’t finish printing the day’s
transactions until after 8 pm. But after that
nasty 1962 low, the cycle started clicking off
every four years, again, like clockwork: 1966,

1970, 1974, 1978, 1982, 1986 — oops, the mar-
ket kept rising in ’86, and that was the second
extension of the four-year cycle. Which was fol-
lowed by the low in 1987. 

Also a rather memorable one if you lived
through it, the crash of 1987. Complete
with Black Monday’s 22%-plus swan dive. 
Memorable, yes. But then after that one, the
market reverted to its previous four-year pat-

tern. The next low in
the progression hap-
pened when it was sup-
posed to, in 1990,
even though the previ-
ous one had come a
year late, in ’87.  So we
were back on track
again. And we had
four-year cycle lows in
1990, 1994, 1998,
2002, 2006 — oops,
that was late, too, giv-
ing us a third exten-
sion of the four-year
bull cycle. We didn’t
have our low until
2008.  

“Our low” is such a
mild way to describe

a credit crisis that seemingly took not
just the stock markets but the entire
financial system to the edge of the abyss. 
Exactly. The interesting thing about all three of
these bull market extensions we have seen since
WWII is that they were all followed by a much-
nastier-than-usual-decline.  In other words, the
excesses apparently had more time to build up.
So there were more excesses to correct.
Certainly that was the case in 2006 and 2007.
We were supposed to have a normal correction;
instead, the market and the economy kept get-
ting stimulated and that created a lot more
excesses to work off.  

So the message of a bull market that
extends for more than four years is “look
out below!”? 
Yes, rather than a sign of strength, it’s a warn-
ing that structural excesses are being built up
that will have to be dealt with in the not-too-dis-
tant future.   I mean, a bear market corrects the
excesses of the prior bull market. A bull market
corrects the excesses of the prior bear market.
It’s that simple.  That’s why God made bull and
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bear markets – whoever the God of Wall Street
is.  

Now there’s a question! One thing we
know is that the market isn’t reverting to
its old four-year schedule; we didn’t set
any lows in 2010, or 2011, for that matter. 
Right, but based on the fact that the market’s
last low was either in the fourth quarter 2008
or the first quarter 2009, depending on what
index you use, adding four years to that brings
us to conclude that a low is supposed to come in
the fourth quarter of this year or the first or
second quarters of next year — unless we get
another extension because of QE3 — or whatev-
er QE we’re up to — or something like that. In
which case, the subsequent correction would be
expected to be that much nastier.  

But doesn’t that fly in the face of the
widely held expectation that the stock
markets will be just fine this year, because
the powers that be have every incentive
to keep the party going at least through
November’s presidential election? 
Yes, but given a choice  between the four-year
cycle and the presidential cycle, I go with the
four-year cycle. I suspect the presidential cycle
worked as well as it did for as long as it did
because it was lined up pretty well with the
four-year cycle. But the four year cycles can
adjust, as we’ve been describing, and presiden-
tial elections cannot. That’s why, in my opin-
ion, the presidential cycle has recently gotten
screwed up, and 2009 and 2010 were not the
cruddy years in the market that the  followers of
the presidential cycle predicted. The Fed was
stimulating like crazy during those years, which
is not what the Machiavellian principles under-
lying the presidential cycle called for. So now
the question is if it’ll continue doing so to keep
the electorate happy all through 2012. 

That seems to be a favorite wager these
days.
Well, the Fed can goose markets, no question,
for a while. But it just seems far-fetched to me
to assume that the Fed has always, historically,
pulled strings — and succeeded in boosting the
market — to get the party in power reelected.
And, now that the presidential cycle is no
longer neatly aligned with the four-year cycle, I
don’t put much stock in it. 

It sometimes seems the field of technical
analysis is strewn with the carcasses of

indicators that worked great for a while —
until they didn’t. Why should anybody pay
attention to the cycles or other technical
tools?
Because technical analysis is analyzing the
prices of stocks — and that’s what people buy.
If you buy a stock, you own a piece of paper. If
you buy a mutual fund, you own a bunch of
these pieces of paper.  You don’t own part of the
economy. You own bunches of pieces of paper
that represent part ownership of companies.
But it’s not a one-to-one correlation.

Not by a long shot.
So technical analysis analyzes those pieces of
paper, the stocks that you buy, rather than the
companies that issue the stocks, which are not
what you actually buy. You buy pieces of paper;
stocks. 

You’re saying the prices of stocks only
occasionally — at best — reflect the issu-
ing companies’ fundamentals? 
Yes. This goes to my favorite chart of all time,
which is in my book — the chart of McDonald’s
(MCD) during the 1970s.

Back when the fast food behemoth made
hamburger out of bulls on the Nifty Fifty? 
The stock went from trading at 75 times earn-
ings to 7½ times earnings over that span, and
I’m talking about earnings, not estimates. Its
earnings growth rate was 25% compounded
throughout the decade — and they never missed
a quarter.  So if I had been a fundamental ana-
lyst with perfect foresight and said, in the year
of our Lord, 1973, with McDonald’s trading at
75 times earnings, that the company’s earnings
were going to grow at 25% compounded for the
next seven years, you would have said that the
stock was a screaming buy.  If I then would have
added, and of course, they won’t even miss a
quarter during that time, you would have said,
oh, this is a cinch.  
Yet the stock didn’t go anywhere and the multiple
contracted all the way down to 7½ times earn-
ings. So McDonald’s, the company, did exactly
what a bullish analyst would have forecast.  It did
wonderfully. But McDonald’s, the stock, did not.
And you, as the investor, owned the stock, which
was not doing well, rather than the company,
which was doing wonderfully.  

What you’re pointing out is that entry price
matters, a lot, in successful investing —
Yes, here’s what happened. In 1973, McDonald’s
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stock price had been driven, by Nifty Fifty eupho-
ria over its future earnings prospects, to an
extreme valuation. But once that emotional peak
was reached, the stock was finished and stopped
going up; it’s future earnings prospects had been
more than adequately discounted at 75 times
earnings. And McDonald’s was luckier than most
companies in that position. Because its earnings
actually did keep growing as the stock had antici-
pated in 1973, its price went more sideways in
subsequent years than down. 
Granted, if I had worked for Warren Buffett, who
buys companies, my attitude would be completely
different. But I didn’t work for Warren Buffett, I
worked for investment managers and they bought
stocks. I perceived that my duty was to analyze
stocks and, lumping all the stocks together, the
stock market.  So I used technical analysis to ana-
lyze the stocks which they bought, rather than
companies which they didn’t, and technical
analysis to analyze the stock market which they
could buy, and not the economy which they can-
not buy.

Okay, I just glanced at my TV screen and
Apple (AAPL) is up 30 bucks. What does

that tell you? 
It must have had a good earnings report.

That sounds like an awfully fundamental
explanation — and I was just about to
observe that Mickey D’s was pretty much
the Apple of its day, at least at the start of
the period shown in your favorite chart. 
Pretty much.  It could do no wrong.  None of the
Nifty Fifty could.  It was very strange.  They were
the “one decision” stocks.  People fell in love.
The only way that you could get anybody at
Putnam [where Walt spent many years as head of
market analysis] to sell McDonald’s when it was
trading at 75 times earnings, was to pry the cer-
tificates out of the money manager’s cold dead
hands.

And then it turned around and made the
others wish they were dead, right?
Right. It came back and it killed the people who
had bought it at those extreme multiples — even-
tually.  But at first, circa 1973, money came pour-
ing  into the Nifty Fifty growth shops. They were
the only game in town. Carl Hathaway at J.P.
Morgan got all of the media attention back then,
but Putnam was no slouch in that category,
either. And then, it went the other way. 

With a vengeance. It took growth portfolios
a long time to recover from that little mis-
adventure.
That reminds me of an anecdote in the book, the
story of Baxter, U.S. Steel (X) and John Maurice.
[See below.] The problem was that Putnam was a
growth stock shop and not designed, not setup,
to be where the best action was. It was designed
to be in growth stocks, do or die. So they went
into growth stocks — and then they died. That
story is about how one day at the height of the
Nifty Fifty madness, Maurice, who was one of the
most astute money managers I have ever worked
with, and contrarian if there ever was one, asked
a young PM if he ever wondered if U.S. Steel, then
selling at 5 times, might not be a better buy than
Baxter, which the youngster was buying at 50
times. Of course the younger man was incredu-
lous at the suggestion. And of course, Maurice
was right. 

U.S. Steel wasn’t nifty, but it was a better
stock to buy in 1973?
Exactly.  U.S. Steel, made a low in 1973, but then
it didn’t make a new low when the market tanked
in 1974. 

To subscribe to
WellingonWallSt.
please contact:

Peter R. Arnold
(646) 998-6496

WELLINGONWALLST. APRIL 27, 2012 PAGE 6

Apple: A Possible Sucessor To McDonald’s?

Reprinted With Permission



Implying that it was likely to be a market
leader in the next bull cycle? 
Exactly.  As Bob Farrell has said, leadership in a
bull market usually telegraphs its intentions dur-
ing the preceding bear market. And U.S. Steel
was an absolutely classic case.  U.S. Steel had
been washed out ever since its little run-in with
President Kennedy precipitated the crash in
1962.  It was thoroughly washed out, thoroughly
under-owned, thoroughly unloved and it wasn’t
going down anymore.  It was selling at only five
times earnings. But that young manager wouldn’t
listen to Maurice, and certainly not to me. That’s
why I tried to sprinkle anecdotes throughout the
book. They’re about things I actually wrote, back
in the day, or things I personally experienced, to
make my points with real people and real situa-
tions in the market. Which is why so many are set
at Putnam. 

Okay, but what about Apple?
Again, I have worked for some real geniuses and I
will quote from my No. 1 mentor: Mr. Farrell says
that parabolic advances usually go further than
generally expected — but they do not correct by
going sideways. I’ve certainly watched that hap-
pen a number of times. And I’m usually early.
Sometimes crazy early.
It’s like the tech thing in 2000. I mean we all
knew it was getting overdone and we were all too
early – well, at least I was. I just didn’t expect it to
go quite as far as it did. But ultimately when it
corrected it made up for lost time.

There’s another story in your book I got a
particular kick out of — something about a
fishing expedition?
The fable of the fishing boat. 

How about retelling it?
I can’t add anything to what I wrote.  I really
can’t.  I happen to think it’s the best thing I ever
wrote. It was as subtle as a brick but nobody really
got it. I think it made my point as caustically as a
point can be made — even to its ultimate subtlety
about the story being found washed up on Bear
Island.  “The manuscript...was originally discov-
ered washed up on a desolate island above the
north coast of Norway, about halfway to
Spitsbergen.” 

That’s an actual place?
Yes, you can look it up in an Atlas.  There is a
Bear Island, that’s exactly where it is; it is barren
and it’s not hospitable. I thought that was the
ultimate irony in the story and it was right under

the money managers’ noses, but they never
looked it up. 

And the fable is essentially about fishermen
(PMs) who keep fishing despite considerable
and mounting evidence that a storm (bear
market) they’ve encountered will get worse.
Sure, the money managers I worked with at
Putnam were fundamentally oriented; they
thought their job was to buy the stocks with the
best fundamentals, and not to worry about mar-
ket conditions, while it was my job, as head of
Putnam’s market analysis department, to worry
about them. During the later stages of a bear
market, though, even the best stocks fall day after
day — and fund managers get tired of hearing that
even their most beloved darlings are going to stay
under pressure. During the late 1970s bear mar-
ket, I got frustrated trying to make them under-
stand that bear markets trump even the best fun-
damentals, so I wrote the fable about the fisher-
men not understanding that their skills were no
match for Mother Nature. See, my problem at
Putnam and my challenge until I retired, was try-
ing to say the same thing in different ways to try
to make my point and to keep people interested
and to try to make them think it was their deci-
sion rather than my decision.  I kept trying differ-
ent ways to say the same thing and get the mes-
sage across — and I always tried to do it with a
sense of humor. I figured my job at Putnam was to
send the money managers into the trading room
with the right tickets, either buy tickets or sell
tickets. But that if I could send them in with a
smile on their faces, so much the better.  So I
would attempt to make my point with a little levi-
ty where it was possible. And, even if I couldn’t
make them smile, at least I’d be smiling. 

Switching back to the here and now, what
do you think of the technical analysis you
see being done today?
My own opinion is that it’s often too short- term
oriented.  It’s used as a trading device for trading
purposes rather than long-term investing, the
way that Bob Farrell used it, for instance. He
never came in and said what the market was likely
to do over the next week and a half or so.  He was
doing the broad themes and, I think, for institu-
tional investors that’s the best way to do it. One
needs to look at charts — but one doesn’t need to
look at intraday charts. 

Yet there’s an army of quants looking at
intra-minute movements now, playing
stocks like so many spins in a casino. 
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And as you know, the casino always wins. The
casino has really nice, flashy slot machines, that
light up and twinkle and everything. People come
in and play them and watch their money get gob-
bled up.  Well, some of the trading platforms are
same way.

They dazzle you while they rob you blind.
Well, you said it. Ultimately, everything shows up
in the chart.  If you try to make sense out of intra-
day moves, God bless you, have fun.  If you try to
step back and look at the longer term, you can
make sense out of it once you get rid of the
noise — which, to me, is what investors should be
doing — as opposed to traders. That is why I wrote
the book for a typical 401-K owner; to tell them
they should follow their investments using techni-
cal analysis — which is to say, look at a chart every
once in awhile.  They are available for free on the
internet.  
Then, when something is going wrong with the
chart, they have to question why and see whether
they want to stay with their investment, go to
another investment or perhaps sidestep the mar-
ket for a little while.  And the 401-K owner has to
do it because his broker probably won’t do it for
him.

You also make it pretty clear that you don’t
need a Ph.D. in physics to read a stock
chart. 
Absolutely not. No stock in an uptrend has ever
gone bankrupt. My point is that if you own stocks
that are in up trends and you own no stocks in
down trends you’ll probably do well.
I was very lucky in my career. I owe Bob Farrell
more than anybody else, because he was nice
enough to put up with me when I was a young kid
and knew everything — until I grew older and real-
ized that I did not know everything. Then he
helped me learn. Then there were others like Stan
Berge and Tony Tabell — I was lucky to have some of
the best teachers in the world. But I was also lucky
to be in the right place at the right time: Working
for Jerry Tsai during the go-go years and seeing it
from very much the inside, and then working at
Putnam during the exploitation of the Nifty-Fifty
and seeing that from the very inside; seeing how a
major investment operation works, and being
part of it from the inside. So I was lucky. 
And now you’re lucky that I just thought of some-
thing else. About the four-year cycle. 

What about the four-year cycle?
It’s more apparent in Europe right now than it is
in the United States.  In other words, you had a
low in Europe in 2008, early 2009 and it looks
like right now you’re heading into another four
year cycle low in most of the major European mar-
kets, certainly the peripherals. So the four year
cycle is alive and well in Europe. The question is
whether it comes and bites you from across the
Atlantic. 

What’s your bet?
I was reminded of the old line from a Sherlock
Holmes movie and book where Sherlock Holmes
says something to the effect that “there’s a wind
coming out of the east”. This is set in 1914.  And
Watson replies, “Oh, but it looks like it’s a fair
day.” Sherlock says, “Well, that may be very true,
Watson, but there is an ill wind coming from the
east nonetheless, and the world is going to be dif-
ferent until it dies down again.”  
So the question today is whether there’s an east
wind coming for us or not. But there are certainly
signs. The Spanish market has been within a cou-
ple of percentage points of its 2009 and low and
the European banking stocks are virtually at their
2009 lows.

Let’s hope they are lows, and not just way-
points as they sink lower. 
Well, one would suspect they’re waypoints on the
way down — and the question is how much they
will affect our markets.

Wow, Walter, thanks for the warning.

Welling ON Wall St. LLC believes that its
reputation for journalistic enterprise,
intellectual independence and absolute
integrity are essential to its mission. Our
readers must be able to assume that we
have no hidden agendas; that our facts are
thoroughly researched and fairly present-
ed and that when published our analyses
and opinions reflect our best judgments —
and not the vested pocketbook interests of
our sources, our colleagues, our clients or
ourselves. 
WOWS’ mission is to provide our readers
with thoroughly independent research,
trenchant analysis and opinions that are as
considered as they are provocative. We
work tirelessly to fulfill that mission. That
said, you must also consider that no one,
and no organization is perfect, and be
assured that our lawyers advise that we
tell you so. So here it is, in plain language,
not the usual lawyer-ese.
All the material in this publication is based
on data from sources that we have every
reason to believe are accurate and reli-
able. But we can’t (nor can anyone else)
guarantee it to be utterly accurate. And
there’s always a chance, though we strive
to avoid it, that we’ve missed something.
So we make no claim that it is complete;
the end-all and be-all. Opinions and projec-
tions found in this report reflect either our
opinion or that of our interviewees or
guest authors (all of whom are clearly
identified) as of the original
interview/publication date and are subject
to change without notice. When an unaffil-
iated interviewee’s opinions and projec-
tions are reported, WellingONWallSt. is
relying on the accuracy and completeness
of that individual/firm’s own research dis-
closures and assumes no liability for those
disclosures, beyond reprinting them in an
adjacent box. 
This report is the product of journalistic
enterprise and research. It is NOT a sales
tool. It is not intended to be — and should
NOT be mistaken for — an offer to sell any-
thing. It is NOT  a solicitation for any sort
of Investment or speculation. It should NOT
form the basis for any decision to enter
into any contract or to purchase any secu-
rity or financial product. It is entirely
beyond the scope and, bluntly, compe-
tence of this publication to determine if
any particular security is suitable for any
specific subscriber. In other words, we
don’t give investment advice. Don't mis-
take anything you read in WOWS for invest-
ment advice. This publication does not pro-
vide sufficient information upon which to
base an investment decision. WOWS does
advise all readers to consult their brokers
or other financial advisors or professionals
as appropriate to verify pricing and other
information. WellingONWallSt., its affili-
ates, officers, shareholders and associates
do not assume any liability for losses that
may result if anyone, despite our warnings,
relys on any information, analysis, or opin-
ions in the publication. And, of course, past
performance of securities or any financial
instruments is not indicative of future per-
formance. All information gathered by
WellingonWallSt. staff or affiliates in con-
nection with her/his job is strictly the
property of WellingonWallSt. It is never to
be disclosed prior to publication to anyone
outside of WellingonWallSt. and is never
to be used, prior to publication—and for
two week thereafter—as the basis for any
personal investment decision by staff,
affiliates and/or members of their immedi-
ate households. All staff and affiliates of
WellingonWallSt. will avoid not only spec-
ulation but the appearance of speculation
and may not engage in short-term trading,
the short selling of securities, or the pur-
chase or sale of options, futures, or other
derivatives, including ETFs reliant on deriv-
atives. Any equity or fixed-income invest-
ments entered into by WellingonWallSt.
staff or affiliates will be held for a mini-
mum of six months unless dispensation is
received, under extraordinary circum-
stances, from Welling on Wall St. LLC’s
legal counsel. Any pre-existing direct
investment interest in any stock, mutual
fund, ETF or partnership portfolio covered
in an issue of Welling on Wall St. will be
specifically disclosed in that edition and
that position will be frozen for at least a
month. 
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