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Praise for Active Value Investing

“Reads like a conversation with Vitaliy: deep, insightful,
inquisitive, and civilized.”
—Nassim Nicholas Taleb, author of The Black Swan



More Praise for The Little Book of
Sideways Markets

“The Perma Bears, like Dr. Nouriel Roubini, are always
looking down as they wait for the Apocalypse and a
collapse in stock prices. The Perma Bulls, like most Wall
Street strategists, are always looking up as they wait for
the next New Paradigm and Long Boom. By contrast,
Vitaliy Katsenelson lies on his side and sees a sideways
market. With lively anecdotes and substantive evidence,
Vitaliy teaches investors how to navigate and profit from
a ‘do nothing’ market. Run, don’t walk, to read Vitaliy’s
pearls of analytical wisdom!”

—Doug Kass, Seabreeze Partners Management Inc.

“Vitaliy Katsenelson has combined analytical rigor,
market history, and common sense to produce a
valuable, highly readable guide for investors seeking to
navigate the investing environment of today and the
years to come.”

—Michael Santoli, columnist, Barron’s

“And to think we thought sideways markets were
impossible for investors. Vitaliy convinces us otherwise,
with the most important lesson ever: Know when to sell!”

—Herb Greenberg, Senior Stocks Commentator, CNBC

“There is a lot of practical wisdom in this book for every
investor. My personal favorite is ‘Marry your stocks, but
with a prenuptial agreement,” which is not only great
advice but also sums up Vitaliy’s own brand of intelligent
investing. His is a style that has been informed not just
by mathematical analysis, but also his practical
experience—of which there are many useful examples—
and especially his unique personal history, which informs



every page. A worthwhile addition to every bookshelf,
both physical and virtual!”

—Jeff Matthews Hedge Fund Manager and Author,
Pilgrimage to Warren Buffett’'s Omaha

“Expresses clearly the simple truths of successful
investing today. Katsenelson has written the best book
on understanding the dynamics of sideways or range-
bound markets.”

—Kim Shannon, CFA President and CIO, Sionna Investment
Managers

“This book convincingly reinforces the timeless advice of
contrarian value investing. Vitaliy Katsenelson concisely
articulates how an investor may better weather the
potentially difficult markets that lie ahead.”

—Rob Arnott, Chairman, Founder, Research Affiliates
“The bad news is a go nowhere market. The good news is

that this Little Book will show you in a big way how to
take advantage to achieve market beating returns.”

—Robert P. Miles, author, The Warren Buffett CEO



Foreword

The End of the Debt Supercycle
and Sideways Markets

It is common among market analysts to talk of secular
(long-term) bull and bear markets, but back in the late
1990s | began to notice that markets didn’t necessarily
march to a neat and tidy bull or bear tune. In my book,
Bull’s Eye Investing, | explained that investors should focus
on valuation instead of price, particularly when markets
seem to tread water (lots of action, no prolonged movement
up or down) for an extended period of time. In other words,
there was a third type of secular market: the trendless
market.

A few years later, Vitaliy Katsenelson came along and
started talking about sideways (Cowardly Lion) markets.
What a clever way to describe these trendless, whipsaw
markets that are terribly maddening to investors. This book
is a helpful and easy-to-understand guide to navigating
these frustrating periods. You need this guidance here and
now, because markets are going to go nowhere for some
time.

What is a secular sideways market and why do | say it will
continue? To see tomorrow, let’s take a look back in time. In
doing so we’ll be able to readily see how valuable this book
will be for your portfolio.

A Little Perspective on Time
and Behavior



Markets go from long periods of appreciation to long periods
of stagnation. These cycles last on average 17 years. If you
bought an index in the United States in 1966, it was 1982
before you saw a new high—that was the last secular
sideways market in the United States (until the current one).
Investing in that market was difficult, to say the least. But
buying in the beginning of the next secular bull market in
1982 and holding until 1999 saw an almost 13 times return.
Investing was simple and the rising markets made geniuses
out of many investors and investment professionals. Since
early 2000, markets in much of the developed world have
basically been down to flat. Once again, we are in a difficult
period. Genius is in short supply.

“But why?” | am often asked. Why don’t markets just
continue to go up as so many pundits say that “over the
long term” they do? | agree that over the very long term,
markets do go up. And therein is the problem: Most people
are not in the market for that long—40 to 90 years. Maybe
it’s the human desire to live forever that has many focused
on that super long-term market performance that looks so
good. Or perhaps it is the habit people have of taking their
most recent experience and projecting it into the future. As
the previous century closed, a good many investors queried
in surveys indicated that they thought they would make a
compound 15 percent a year from their investments in the
stock market. And that expectation was still there a few
years later even after a brutal bear market. Research shows
that it takes at least three negative events to persuade
people that things have changed. This is usually just about
the time that things are indeed getting ready to change for
the better!

History, as Mark Twain said, does not repeat, but it does
rhyme. In the 1930s and 1940s we had the Great
Depression, a series of policy mistakes, and a war. Stock
returns ended up in single digits as the second half of the



century dawned. Then we had the boom of the 1950s and
on into the 1960s, then a war, a series of policy mistakes,
and the tumultuous 1970s with inflation and high interest
rates. Then Paul Volcker wrenched the economy into two
recessions, bringing stock market returns back to single
digits (!). The next 18 years saw a perfect environment for a
bull market: falling interest rates and inflation, new
technologies, and a demographic bulge designed to create
bull markets and foster optimism—even if punctuated by a
recession and several market crashes. As positive year after
positive year passed, many assumed that things would be
even better the next year. Trees really would grow to the
sky.

Then came the bursting of the bubble and the Tech Wreck,
a recession, and a vicious short-term bear market in stock
prices, especially in the beloved tech sector. But things soon
got rolling again and the pundits were proclaiming the
return of the bull market. Artificially low rates from the
Federal Reserve, tax cuts, and what we now know was a
bubble in housing jet-fueled an economic rise around the
world. Indeed, a study (co-authored by Alan Greenspan)
showed that better than 2 percent (and sometimes almost 3
percent!) of gross domestic product (GDP) growth per year
from 2002 to 2006 was basically from people taking out
credit against their houses. Without this line of credit, the
recession would have lasted over two full years and the next
two would have seen GDP growth in the range of a puny 1
percent.

And that brings us to the current environment. Households
in the United States and throughout the developing world
are beginning to cut back on debt, paying down old bills and
taking out less in new debt. But governments in many
countries are borrowing ever more money to fund their
deficits.



