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  Praise for


  Shut Up and Keep Talking


  “I could tell right away when I met Bob Pisani as a guest on CNBC over 30 years ago that he was one of the sharpest observers of the markets. And that’s still true today! Shut Up and Keep Talking gives a fascinating look into the history of trading, Bob’s personal investing tips and great stories about the unique people he met on the NYSE floor. It’s investing made fun!”


  —Barbara Corcoran, Founder of The Corcoran Group and Shark on Shark Tank


  “Bob Pisani has seen it all, said it all, and met them all. Shut Up and Keep Talking is his fun, breezy and irreverent look inside the famed New York Stock Exchange. Bob’s book is a joy to read, and you walk away with insights on managing your own money from the titans of Wall Street. Whether you want a leisurely stroll through the Street’s past three decades, or an in-depth meeting of the people behind the scenes and away from the camera, Bob is your best guide.”


  —Ric Edelman, Ranked the #1 Financial Advisor in the nation three times by Barron’s; bestselling author, The Truth About Your Future


  “Every investor will benefit from this engaging survey of what works on Wall Street, along with an irreverent and humorous rendering of the mistakes that can ruin any investment plan.”


  —Burton G. Malkiel, #1 bestselling author of A Random Walk Down Wall Street


  “Bob Pisani has been embedded inside the NYSE for over 25 years. From his unique perch he has seen it all and does a masterful job of chronicling events in a way that makes you his partner on the journey. This is a must-read for anyone interested in the markets, money and what makes the world go round.”


  —Kevin O’Leary, Shark Tank’s Mr. Wonderful and Chairman of O’Leary Ventures


  “Bob Pisani has been covering the markets for more than 25 years. This well-researched book has perceptive insights into how markets operate, peppered with amusing anecdotes about the many celebrities who have rung the opening and closing bell at the NYSE. This book is at its best when Pisani gets personal, particularly when he examines his own investment failures and successes and the role that behavioral economics and bad thinking play in determining investing success.”


  —Larry Swedroe, Chief Research Officer for Buckingham Strategic Wealth; author of Your Essential Guide to Sustainable Investing
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  Bob Pisani is the Senior Markets Correspondent for CNBC. A CNBC reporter since 1990, Bob Pisani has covered Wall Street and the stock market from the floor of the New York Stock Exchange for 25 years. In addition to covering the global stock market, he also covers initial public offerings (IPOs), exchange-traded funds (ETFs) and financial market structure for CNBC.


  Foreword by

  Burton G. Malkiel
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  Bob Pisani has been a wise and perceptive observer of financial markets for over 30 years, most of it as CNBC’s Stocks Correspondent at the New York Stock Exchange. He has enjoyed an inside view of what really matters on Wall Street. Distilled from that experience is a discerning set of lessons learned that provides insightful guidance for newbie as well as experienced investors. Every investor will benefit from this engaging survey of what works on Wall Street, along with an irreverent and humorous rendering of the mistakes that can ruin any investment plan.


  The book is part memoir, part financial history, part inside look at CNBC and the perils of an interviewer, and part explanation of what we know about financial markets and what we can never know. We learn about the immense changes in how our stock markets operate and the new instruments available to ordinary investors enabling them to participate efficiently in the growth of our economy. Pisani accomplishes this not by writing a text or an historical essay, but by teasing insights and investment lessons from his years of interviewing Wall Street professionals and cultural celebrities.


  The book presents a good summary of the financial history of the past 30 years as well as the monumental changes in how stocks are traded and packaged for investment. There is also easily accessible material on the academic theories of efficient markets and the evidence in favor of passive investing. Considerable attention is given to the emotional side of investing and the importance of understanding our behavioral biases.


  We learn how the NYSE lost its dominant share of stock trading. The birth of electronic trading created a regime change that fundamentally altered how our financial institutions operate. Jack Bogle and several academic scribblers eventually convinced investors about the wisdom of indexing. ETFs and indexed mutual funds created a revolution in how investors bought and held stocks in their retirement accounts.


  There are wonderful stories of vivid characters such as the legendary raconteur and grizzled trader Art Cashin, whose homey wisdom is both delightful to read and wise to remember. We are also introduced to mountebanks like Bernie Madoff and Black Jack Bouvier (Jackie Kennedy’s father, described as “drunkard” and “s.o.b.”) and the misguided professionals who mistakenly think they have found the keys to market success. Meeting Walter Cronkite, with his steady voice and refusal to editorialize, provided a template for Pisani’s TV journalism career.


  The stories of cultural celebrities that Pisani had the pleasure of interviewing are generally told with the lessons learned from their illustrious careers. Barry Manilow’s career began with a string of big hits (26 Top 100 hits between 1974 and 1983). While he kept churning out albums and performing, the hits stopped coming. But Manilow refused to believe that the well had run dry, and he kept plugging along. He had to wait until 2002 when his album Ultimate Manilow went double platinum. In life there is a reward for sticking to something long term. There is no better rule for investing and building wealth. Save regularly, keep investing, take advantage of dollar cost averaging, and stay the course no matter how many people are assuring you that the world is falling apart.


  A story about Mike Wallace illuminates the importance of decency. One about Norman Mailer reminds us that some people are devoid of civility. From Pisani’s interview with the cultural icon Aretha Franklin we learn that if we want to get people to talk, find out what motivates them. All the interviews with famous people are described with humor and an appreciation of the broader lessons that can be learned from successful people. Sometimes interviews can go awry—while Pisani was interviewing Fidel Castro, he scratched an itch on his head and was immediately thrown against the wall with his cameraman as security guards mistook his gesture as an impending attack on the Cuban leader.


  Much of the book centers on the (fruitless) search for the unique individuals and institutions who may be better able to select stocks that beat the market or make superior forecasts of economic conditions and market returns. Can we determine in advance whether stocks will go up or down? Can anyone predict the future? Can we find the perfect investor with the keenest market insights who can see what will happen before anyone else? The sad conclusion is that this is an impossible quest. There are no consistent superior stock pickers, and everyone (even the Federal Reserve, who controls monetary policy) is bad at predicting the future. When it appears that some person or institution has found the key to predicting the stock market, the market invariably changes the locks.


  So what should a wise investor do? Pisani’s answers are clear. Diversify broadly with low-cost index funds and ETFs. Buy and hold. Market timing does not work. Pay more attention to how your brain chemistry can lead you to stupid decisions than trying to outsmart the market. Avoiding mistakes—not brilliant insights—is the key to investment success.


  In a charming section, written with abundant humor and humility, Pisani tells of his own investing mistakes. Two of the doozers involved underdiversification and overexuberance. Believing that Jack Welch was a true genius and that General Electric would continue to be the preeminent company in the United States, he put almost 50 percent of his 401(k) portfolio in GE stock and held it through most of the stock’s precipitous decline. The overexuberant error came from being swept up in the excitement of an auction. As a collector of 1960s rock music posters, he paid almost 10 times the price of an equivalent poster for Black Sabbath (and he never even liked the group and its turgid style).


  While certainly not a “how to” book, there are many important investment lessons in these pages that can help readers become better investors. While certainly not a history of the stock market over the past few decades, there are extremely lucid descriptions of how the market and the instruments available to investors changed for the better. While not a memoir of a successful financial reporter, the fascinating stories and vivid characters come to life with humanity and humor. Anyone interested in investing will find this love letter to the stock market a delightful read.


  Burton G. Malkiel


  Chemical Bank Chairman’s Professor of Economics, Princeton, and Author, A Random Walk Down Wall Street
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  What would you do if you could meet all your heroes—all the people you ever admired?


  What would you say to them?


  What if you could meet all the CEOs, politicians, kings and queens, movie stars and rock stars you ever wanted to meet?


  Would you be amazed? Would you be impressed? Or would it be like that old saw, “Never meet your heroes, because you’ll be disappointed.”


  I’ve met most of my heroes. For 32 years, I’ve been a financial correspondent for CNBC, and for 25 of those years I’ve covered the stock market on the floor of the New York Stock Exchange.


  Every day, trading commences with an opening bell ceremony at both the NYSE and NASDAQ that is viewed by millions around the world. It’s one of the grand traditions of the NYSE: a bell has been rung to start the day since continuous trading began in the 1860s. And every day, trading ends with the same ceremony.


  A different person, or company, or charity, rings the bell each time.


  In 25 years, that amounts to over 10,000 bell ringings.


  Some of these bell ringers appeared on air in interviews with me or my colleagues. The majority did not, but they were available before and after the bell ringings, as they usually descended from the podium and came onto the floor.


  That gave me an opportunity to meet a lot of exceptional people. CEOs. Rock stars. Government officials. Firefighters. Military heroes. Olympic athletes.


  These people had one thing in common: they were all fabulously successful. That’s how you get to ring the opening and closing bell at the NYSE.


  This is a book about some of the people I have met in those 30 years, most of them on the floor of the NYSE, and what I have learned from them. Some of those encounters—like one with Robert Downey Jr., where we discussed the history of Iron Man—were brief, one-off affairs. Others—like meetings and discussions with Vanguard’s Jack Bogle, or Yale University’s Robert Shiller (winner of the 2013 Nobel Prize in Economics), or the Wharton School’s Jeremy Siegel, author of Stocks for the Long Run, or Burton Malkiel, author of A Random Walk Down Wall Street, or UBS’s Art Cashin, the doyen of floor traders—had an impact that has lasted decades.


  Some of the discussions were with celebrities about what seems like frivolous matters: how to mount a comeback with Barry Manilow; how to ask for a favor from Mike Wallace when you’re in a desperate situation; or talking with Aretha Franklin about her musical legacy.


  Others were about profound questions on investing and decision-making in general.


  Why is everyone so bad at predicting the future—not just about stock prices, but about everything?


  Why do most stock pickers underperform the markets, and why does it appear to be getting worse?


  What works in investing, and what doesn’t? Does active investing outperform passive investing? Can you time the markets?


  Why do investors make such bad decisions? If you’re supposed to buy low and sell high, why do so many do exactly the opposite? Is there something in the structure of our brain that keeps telling us that certain actions seem right, but we know they are wrong?


  All of these encounters, all of these discussions, had one thing in common: they profoundly influenced the way that I report, what I report on, what I believe matters, and even the way that I look at the world in general.


  In writing this book, I had to make decisions every author confronts. In my case, I did not want to write a memoir. I also did not want to write a financial history of my times. Nor did I want to write a how-to investing book.


  I did want to write what it was like to witness three of the most important developments in the financial world in the last 100 years: the birth of electronic trading, the growth of passive (index) investing versus active investing, and the development of behavioral finance, which went a long way toward explaining some of the crazy behavior of investors.


  I’m going to describe what I’ve come to believe about these developments, but this isn’t an academic book. I’m not going to bore us all to tears and act as a journalistic referee between competing schools of academic thought.


  There are broader question as well: What have I learned covering financial markets for 32 years at CNBC? What do I know? How do I know what I know? Why do I believe I know these things?


  These are difficult and unsettling questions. It’s been a long journey. A difficult but rewarding journey. I learned a lot of things I didn’t know when I started in 1990, but that’s the least of it. I also learned to unlearn some things I thought I knew, particularly about the rationality of human beings.


  Along the way, I met some brilliant people. I also met some lunatics, egomaniacs, mountebanks, jokers and fraudsters. It’s all been part of the fun.


  Let me take you on this journey. You’re going to learn:


  •How I decide what I want to say every day, who I think is important, and why I don’t have a high opinion of stock analysts (Chapter 2).


  •What it’s like to go public on the floor of the New York Stock Exchange, and reveal my choice for the two biggest winners of all time in the IPO sweepstakes (Chapter 3).


  •What Wall Street legend Art Cashin of UBS taught me about the interplay between the stock market and storytelling (Chapter 4).


  •What news legend Walter Cronkite asked me during a brief meeting in 1999, the wildest year on Wall Street (Chapter 6).


  •Why it was dangerous to your health to be a stock market reporter after tech stocks collapsed in 2000 (Chapter 7).


  •Why my search for The Perfect Trader didn’t pan out, but what the best traders taught me about the perils of groupthink (Chapter 8).


  •How the birth of electronic trading destroyed the profits of the old brokerage community and gave us our modern trading system (Chapters 9 and 12).


  •The lessons on investing I learned from Vanguard founder Jack Bogle (Chapter 10).


  •The one thing I learned to do that saved me after witnessing the 9/11 disaster (Chapter 11).


  •How the Great Financial Crisis of 2008–2009 finally forced everyone to acknowledge the role that irrational behavior played in investing (Chapter 13).


  •Why I don’t believe the stock market is predictable, why you shouldn’t either, and why the future is so hard to figure out (Chapters 15–17).


  •My dumbest investing blunder, and what I own today (Chapter 20).


  •How an obsession with a Black Sabbath poster again taught me that I am not as rational as I think I am (Chapter 21).


  •What I have come to believe about stock market investing, why market timing doesn’t work, and why you shouldn’t exhaust yourself looking for outperformance (Chapter 22).


  •How to think about the future in a constantly changing world (Chapter 23).


  I’ll also share encounters with Barry Manilow, Mike Wallace, Aretha Franklin, Joey Ramone, and Fidel Castro.


  Finally, for those who like pithy observations, at the end of the book I’ll share my 58 Maxims on Television, Life, and the Stock Market.


  Shut Up and Keep Talking


  When I’m on the air, I wear a wireless microphone attached to my lapel and an earpiece. It’s called an IFB (short for “Interruptible foldback”—don’t ask) and it enables the producer in the control room to talk with me and provide cues or directions on when my hit is coming up.


  In practice, most communications between the producer and talent—particularly reporters in the field—consist of short commands. In my case, while I have many dear friends who are producers, 95 percent of the communication consists of two phrases: “Wrap”—meaning “Shut Up,” and “Keep talking,” or sometimes “Stretch,” meaning “Don’t shut up.”


  That’s the life of an on-air journalist: shut up and keep talking.


  The stuff you do in between—your reporting and how you interpret this endless cacophony of stock prices and economic data and screaming traders and panicky investors—determines whether anyone is going to give a damn about listening to you.


  If you wanted to start listening about the stock market in 1997, there was no better place to be than the New York Stock Exchange. That’s when I made my entrance.


  PART ONE


  Working at the NYSE
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  CHAPTER 1


  Welcome to the New York Stock Exchange
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  September 1997. The floor of the New York Stock Exchange. My first day as On-Air Stocks Correspondent for CNBC. My first hit.


  I’m waiting for the anchor, my friend Bill Griffeth, to toss to me. It’s shortly after the open. The floor is buzzing with the sound of 4,000 brokers screaming orders at each other.


  Bob Zito, the man in charge of communications and marketing for the NYSE and the one responsible for allowing reporters on the floor, is standing in front of me, just out of sight of the camera, which is mounted on the balcony and pointed toward me on the floor.


  He is there to observe my first hit. About 10 seconds before I appear on camera, Zito walks up to me, smiles, and hands me a note.


  It says, “YOUR FLY IS DOWN.”


  As I’m reading it, I hear in my ear, “Now let’s go down to Bob Pisani on the floor of the New York Stock Exchange. Bob?”


  That was my welcome to the New York Stock Exchange. My fly was not down, but I spent several seconds staring at the camera, frozen, trying to figure out if I should check my fly, while Zito collapsed in hysteria just off-camera.


  If that sounds like a fraternity party prank, it was appropriate. The floor of the New York Stock Exchange in 1997 was a giant fraternity (it was almost entirely male), and an elite fraternity at that.


  Now I was trying to break into it, and I was having a tough time.


  Here’s a definition of loneliness for a journalist: some 4,000 guys in a room, they all know something you want to know, and not even one will talk to you.


  That September was my first month as On-Air Stocks Editor. I had been the Real Estate Correspondent for CNBC from 1990 to 1996 and had spent the prior year doing CEO profiles (it was all the rage then: spend a few days with the CEO of Procter & Gamble to find out what kind of person they really were). Most importantly, I had spent part of 1996 and 1997 as a substitute reporter on the floor of the NYSE.


  It was a wonderful time to be at CNBC. After several years with little or no ratings, we were not only getting ratings, but they were going up—and fast. The ratings weren’t going up because I was the Real Estate Correspondent—they were going up because the investing world had discovered a shiny new toy: the internet.


  Netscape, the first browser, had gone public in August 1995, and it was a sensation. We didn’t know it then, but the next four years would form the tail end of the great stock market boom that had begun in 1982 when then-Federal Reserve Chairman Paul Volcker had broken the back of inflation.


  From the beginning of 1982 to the end of 1999, the S&P 500 would rise an astonishing 1,200 percent. It would end in March 2000, with what is now known as the “dot-com bust.”


  But that was far in the future. Right now, it was intimidating, showing up on the floor of the NYSE. My predecessor, Maria Bartiromo, had been hired by CNBC in 1995. Other reporters had reported from the balcony of the NYSE, but Maria was the first to report on the floor, and she was a sensation from the very beginning. Many floor brokers resented the presence of a reporter on their turf, but Maria was having none of it. She was tenacious. She stood her ground and reported the news surrounded by a mob of men screaming at each other and occasionally at her. She was a huge success.


  She became an anchor in 1997, and though she continued to do reports from the NYSE floor, I took over the job of doing most of the market hits.


  Reporters need sources, and in theory, the floor of the NYSE was the ultimate source for a stock reporter. At that time, about 80 percent of all the volume that went through the NYSE was done on the floor. If you had access to the people doing that trading, your reporting would be far better than just watching the tape.


  I set my sights on two groups: specialists and two-dollar brokers.


  While the floor had brokers representing the most prominent firms—Goldman Sachs, Morgan Stanley, Merrill Lynch, JP Morgan—a significant part of the trading was done by small independent shops, known as two-dollar brokers. They executed orders for other brokers’ clients, or for brokers who did not have a presence on the floor. They got their name because they were traditionally paid $2 to trade a round lot of 100 shares. Though most of the firms were small, they often had significant orders to buy and sell stocks.


  The other group, the specialists, had an equally important role. They were market makers who helped facilitate trading in stocks. They had evolved in the late 19th century when many traders began specializing in trading individual stocks exclusively. Posts were set up where each specialist traded a particular stock or group of stocks. If you wanted to trade General Electric, for example, you went to the post where General Electric was traded, where you could meet other traders who wanted to buy or sell the same stock. The specialist conducted ongoing auctions that posted the best bid (the maximum price a buyer is willing to pay) and offer (the minimum price a seller is willing to take) and kept an inventory of the stock that they could also trade if there were insufficient buyers or sellers.


  These were valuable groups of people to get to know if I wanted to have more depth to my reporting.


  The problem was most of them did not want to talk to me.


  I couldn’t blame them. There was no apparent reason why they would want to talk to a reporter, even on background. They were part of a powerful, elite organization, and most felt they didn’t need to have nosy reporters hanging around asking questions.


  But the times were changing, and even at a conservative organization like the NYSE, there were many who saw the advantages that media coverage could provide.


  Foremost was Bob Zito, Executive Vice President and a member of the Management Committee of the NYSE. Zito was essentially in charge of communications and marketing, but he was much more influential than that. It was Zito who thought the NYSE would benefit from allowing reporters on the floor as a branding effort to reach a wider, global audience. Richard Grasso, the head of the NYSE, signed off on the idea, but only if the floor broker community—the leadership of which was affectionately known as “the Animals”—signed off as well. The floor was controlled by dozens of companies independent of the NYSE; it amounted to a series of independent fiefdoms. Many of the Animals were outright hostile to the idea: “You want those media people to be down here with us while we’re trading?” Zito recalled one of them saying to him.1 He convinced the floor leadership to commit to a pilot program that became a huge success. He even began providing media training to some of the brave souls willing to speak on air.


  But in 1997, many—perhaps most—of the floor leadership were not happy with reporters showing up on the floor. They viewed it as a distraction and an invasion. Most did not trust reporters. They had stories (many true) that they had spoken with reporters with the understanding that they would not be quoted and subsequently were, which got them into trouble.


  I worked for months to win the trust of a small group of people. Unless I could convince them to trust me, I was going to be forever a stranger in a strange land, surrounded by a rich source of information with no way to access it.


  The breakthrough came gradually, with two key people: Jimmy Maguire and Art Cashin. Maguire ran Henderson Brothers and was the specialist for Warren Buffett’s firm, Berkshire Hathaway. By the time I got there in 1997, Maguire was already a legend on the floor. He had been there for more than 25 years and had been at the American Stock Exchange for decades before that. He was courtly, he was courteous, he was respected by all, including Warren Buffett, who regularly praised his ability to keep trading spreads tight. He was known as “the Chief.”


  One day Buffett came on the floor, and Maguire insisted I meet him. Buffett at that time did not give many interviews. We spoke for a few minutes, with Jimmy standing next to us. Buffett reiterated that he would keep holdings like Coca-Cola “forever.” On a later trip to the floor, I got a photo of the three of us, with me engaged in a tug of war with Warren and his wallet. It’s one of my favorite pictures.


  Art Cashin was also a legend in his own right. By 1997, he had been at the NYSE for over 30 years, managing floor operations for PaineWebber. He wrote a morning newsletter that mixed history with commentary on the trading action that was widely read on the Street. He was a drinker and a raconteur. I would go on to spend decades sitting in saloons with Art after trading hours, learning how to describe markets and tell stories.


  With those two on my side, the tide started turning. He wasn’t such a bad guy, Pisani. You could talk to him. Have a drink with him. He was trustworthy. If you told him something that was just on background, your name would stay out of it.


  The two of them controlled a very powerful tradition: every year, between Christmas and New Year’s, traders assembled on the floor and sang “Wait ’Till the Sun Shines, Nellie,” a 1905 ditty that had become a sentimental favorite ever since the Depression of the 1930s. Art and Jimmy took turns conducting.


  I knew I was making progress when I stood by them during the singing in those first years, and no one objected.


  Others, including several specialists, soon came forward and either spoke to me or let me stand by them and watch them work.


  There were characters back then on the floor—bigger-than-life personalities, men who screamed profanities at each other, drank heavily, and took shit from no one. Many were impatient with my questions, but enough let me into their world that I was able to improve my reporting dramatically.


  While orders to buy and sell stocks were fragmented among dozens of firms, if you were able to talk to a sufficiently large sample size, you could see, for example, that there were large orders coming in to buy oil stocks or large orders to sell pharmaceutical stocks.


  At the same time, a steady stream of celebrities came and rang the opening and closing bells.


  The bell was traditionally rung by an exchange official until 1956, when 10-year-old Leonard Ross became the first invited person to ring the bell after he won $100,000 on a television quiz show answering questions on the stock exchange and finance.


  President Reagan gave the bell ringing a new cachet when he visited in 1985, his first of two visits.


  Bob Zito ramped it all up. He was very conscious of the publicity value of having CEOs, rock stars, movie stars, and political figures come and ring a bell in front of cheering stockbrokers. Beginning in 1995, that’s precisely what he engineered.


  Spectacle had arrived at the NYSE.


  I met a few of those celebrities (more on that later), but more importantly, over the next few years I met and became acquainted with the work of a small group of academics and financial advisors who had published important research on the history of investing and investor psychology:


  •Jack Bogle, the founder of Vanguard, who had built an investing empire emphasizing low-cost index funds.


  •Burton Malkiel, the author of A Random Walk Down Wall Street, who had popularized the idea that you can’t beat the market, no matter how much technical or fundamental analysis you throw at it.


  •Wharton Professor Jeremy Siegel, whose book, Stocks for the Long Run had recently (1994) been published, examining stock and bond returns going back to 1802, and arguing that stocks provided superior returns of 6.5 to 7.0 percent after inflation, but only over long periods of time.


  •Yale Professor of Economics Robert Shiller, who had made groundbreaking contributions to behavioral economics and whose book, Irrational Exuberance, would be published in 2000, examining stock market bubbles and why they happen, and who would go on to win the Nobel Prize in Economics in 2013.


  These men had been asking profound questions about investing and human behavior for several decades. They had firm opinions on what worked and what didn’t, and in the case of Shiller, why people behaved in ways that seemed opposed to their own interest.


  By 2000, when Shiller’s book came out, at the very height of the stock market’s dot-com boom (March), I had already spent several years on the NYSE floor, observing trading but also watching the trading behavior of the new group of retail investors. These investors were taking advantage of the new crop of electronic brokers that enabled them to trade from home.


  It was the perfect storm for a bubble: new technology (hardware and software) that enabled investors to connect directly to their brokers without being on the phone and receive confirmation of the trade in a much shorter time, along with a stock market boom (fueled by intense interest in the internet) that moved the S&P 500 up nearly 90 percent in the three years from 1997 to the start of 2000.


  It would not end well, but in between, it was a wild ride.


  That was the environment when I arrived on the floor in 1997. I’ll tell you what happened next in Chapter 5, but first I want to give you the answer to one of the most common questions I get asked by viewers: how do I decide what is news?


  CHAPTER 2


  What’s News?
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  After “What’s going on with the markets?” the most common question I get asked is, “How do you decide what to say?”


  The short answer is, it’s a distillation of everything I think is important in the trading world, filtered through the crucible of my own experience.


  In this chapter, I’ll show you how I review the thousands of pieces of information that comprise “the markets” to obtain a view on what is going on that day. Hopefully it will help you to do likewise!


  It all starts with each day’s morning meeting.


  The morning meeting


  Want to feel like an idiot? Try calling into the morning meeting at CNBC.


  Most newsrooms have a couple of daily meetings—in the morning and in the afternoon. It’s a chance to discuss what should be covered that day. It’s where reporters pitch story ideas to the Executive Producers and the Assignment Desk.


  On busy days, there can be 100 people on the morning call, including producers, the Assignment Desk, editors for cnbc.com, the social media team, and reporters covering everything from aerospace to media, cybersecurity, real estate, biotech, retail, banking, technology, energy, bonds, personal finance, global markets, the Federal Reserve, Capitol Hill, and even Hollywood.


  The call usually starts off with an overview of the news, and what we should be emphasizing today. We go over the story pitches, and often the reporters will comment on what is happening with their beats.


  One thing’s for sure: I’m usually the oldest guy on the call. Senior Stocks Correspondent. The Last of the Mohicans. Thirty-two years at CNBC, and most days, I feel like I’m not only the oldest on the call, I’m also the dumbest.


  That’s because these are the smartest people I’ve ever worked with. They’re also what I call the glue people for the News Division: the muscle and bone of the company, the people that hold it together, make it cohesive.


  This is a crowd that knows almost everything there is to know about the business world.


  If you open your mouth in front of this crowd, you’d better be able to tell them something they don’t know—and the shortest, most effective way it can be conveyed to the audience.


  And you’d better not waste their time. Everyone is busy, everyone has a show to produce or appear on.


  I have a broad portfolio. I’m not the biotech reporter, not the aerospace reporter. I’m the 30,000-foot guy. Big picture. My job is to describe what is going on with the markets. Is the trend up or down? What’s winning, what’s losing? What is everyone worried about? What will earnings look like? How will events in Washington or overseas affect the stock market? How’s the IPO market looking? Where is the money going, and where is it leaving?


  By the time of the morning call, I’ve already been up for a few hours, so I’m not flying blind. I usually get up a little after 5 AM. For the past 20 years, the first thing I have looked at is the S&P futures and the market in Tokyo. It’s not perfect, but it gives a general sense of where things are.


  By the time I get to my office at the New York Stock Exchange, a few hours before the markets open, I have a good idea of what will matter that day.


  I’m partial to our outstanding website, CNBC.com, which is set up to give active investors a clear view of what will impact trading that day. I’ll also check the major papers like The New York Times, The Wall Street Journal, Barron’s, and Financial Times, along with Bloomberg and Axios, and a smattering of other online morning newsletters.


  I will check on what, if any, IPOs have priced the night before and look at earnings releases of major companies.


  The biggest chunk of time is spent going through my email; I get about 600 a day. Some of it is internal distribution of news stories, but most of it is from strategists and analysts at Wall Street firms, discussing everything from the big picture (the economy, earnings), to the very small picture (here’s what our housing analyst had to say about the New Home Sales report).


  Sounds like a gold mine of information, doesn’t it? Everything Wall Street is thinking that morning.


  Alas, much of the output from strategists and particularly analysts is garbage.


  Deciding what matters


  The first rule is, not all sources are equal. Some sources matter more than others.


  analysts


  Of the 600 emails I get a day, a good portion are analyst reports on every conceivable subject. Individual stocks like Apple or Caterpillar. Sectors like Technology or Industrials. Most of it—and I am talking 80 percent—is garbage.


  At one time analysts were the lifeblood of Wall Street. Not anymore.


  In 2003, then New York Attorney General Eliot Spitzer and other regulators reached an enforcement agreement between all the Wall Street brokerage firms, the SEC, the National Association of Securities Dealers (NASDA), and the NYSE. Spitzer had sued the big firms, alleging a conflict of interest between the investment banking firms and their analysis departments. The firms, it was alleged, were allowing their analysts to issue overhyped and, in some cases, fraudulent research reports in exchange for business from companies seeking to go public. As part of the settlement, known as the Global Analyst Research Settlement, the firms paid $875 million in penalties and disgorgement, and were required to erect a “Chinese Wall” to insulate their analyst departments from investment banking.1


  With the lucrative payouts from investment banking no longer available, analyst pay dropped dramatically. The best and brightest analysts decamped, some to retirement, some to hedge funds.


  Prior to 2003, I spent a lot of time with analysts, because they often had excellent insights. Since then, not so much. While there are still analysts worth reading, the majority do very little original research or thinking. They parrot companies’ financial data and often only change their forecasts when a company announces a change.


  You’d think that after the 2003 Settlement, analysts would have become more conservative and less willing to slap a “Buy” rating on a company.


  Nope. In 2002, 45 percent of all the ratings were a “Buy” or “Strong Buy.” Only nine percent were a “Sell” or “Strong Sell.”


  Today, 57 percent have a “Buy” or “Strong Buy” rating and six percent have a “Sell” or “Strong Sell” rating.”2


  The analysts are more bullish than they were 20 years ago!


  There have been attempts to set up independent research organizations, but it is difficult to accomplish because most traders don’t want to pay the real cost for research.


  All this adds up to a crisis in covering companies. Many companies—particularly small caps—have no analyst coverage at all, and so they languish because there is no one to stir up interest. We’ve gone from overhyped to neglected, in less than 20 years.


  strategists


  Strategists are the intellectuals of Wall Street. Some are macro strategists whose views can range far and wide, covering the global economy and politics, though most cover more mundane topics like equities, fixed income, currency, commodities, and the futures markets. Some, like David Kostin from Goldman Sachs, Mike Wilson from Morgan Stanley, Mohamed El-Erian from Allianz, or Savita Subramanian from Bank of America/Merrill Lynch, have become superstar commentators and appear regularly on TV and in the newspapers.


  I pay more attention to this group than analysts. I don’t think they have better predictive power than analysts, but it’s a more rarified group and the best will often have something original to say that makes it worthwhile to stop and read.


  corporations


  In theory, public relations (PR), which are set up to talk to the media, and investor relations (IR), which are set up to talk to investors, are great sources of information.


  PR is important when trying to confirm information from sources other than the company. IR can be very important for beat reporters that need to drill down into a company’s earnings or other company development.


  Most reporting on corporations relies on the company’s quarterly earnings report. In recent years, the quarterly earnings call—a telephone conference with analysts—has become more important. Twenty-five years ago, this was an exclusive event—analysts were usually the only participants present, and the media was generally excluded. That has changed in recent years because the earnings calls now provide far more color than a bland earnings press release, and there are now readily available transcripts of the calls that can be poured over.


  trading desks


  Trading desks represent the sell-side of Wall Street. They’re the brokerage firms that act as intermediaries, buying and selling stocks on behalf of clients, and sometimes for their own account. Because they see a lot of orders to buy and sell, the best ones have a good sense for the flow of the market. Often, traders at mid-size firms are less constrained by their PR and legal departments, and have better observations than their brethren at the largest firms.


  the nyse floor


  The traders on the floor—independent brokerage firms, large brokerage houses, and the Designated Market Makers (DMMs)—are also part of the sell-side. Twenty years ago, about 80 percent of all the trading done in NYSE stocks was done on the floor. Today, it’s less than 20 percent, but it’s a mistake to think there is no information. Many of the DMMs are still among the largest traders in their stocks, so if a stock is showing unusual activity, there’s a good chance the DMM knows what’s going on. I walk the floor several times a day to chat with the traders and see what is on their minds.


  mutual funds


  This is the buy-side—the people who buy, sell and manage stocks for clients, many of whom are CNBC viewers. The largest, like those run by Blackrock, Vanguard, and Fidelity, publish regular reports on trading activity, fund flows, and even 401(k) activity that can be very useful in understanding where people are putting their money. Still, most of their observations are only useful for intermediate and long-term viewpoints. Their observations also tend to be conservative because they need to appeal to the largest possible audience.


  exchange-traded funds (etfs)


  ETFs are like mutual funds in that they can hold assets like stocks, bonds, currencies, and commodities—but unlike mutual funds, they can be bought and sold during the day, have lower costs, and are more tax efficient. Most use indexes and are passively managed. While many of the big fund families also run ETFs, this universe is more dynamic than the mutual fund universe. Companies like Invesco, ProShares, WisdomTree, ARK, VanEck, Amplify, and O’Shares run innovative investment strategies. Many set up funds that invest in technology themes like clean energy, cybersecurity, 3-D printing, or blockchain. Others avoid market capitalization-weighted indices and instead invest on the basis of dividend growth or earnings growth. ETFs can be quickly created around themes that have suddenly become popular, like cannabis or work-from-home. The people who run these ETFs have strong opinions on the themes behind their funds. I run a show focusing on this area, ETF Edge, and I often consult with this group.


  hedge funds


  In the 1990s and 2000s, I spent considerable time talking to hedge fund traders of a very particular type: long/short equity funds. These funds were typically siloed by sector. A manager might be responsible for trading retail stocks. He or she might be long a basket of retail stocks, and short others. Good managers, if they were willing to talk to you, were great sources of information. Many were very innovative in gathering information outside normal channels. Traders covering retail, for example, were counting cars in parking lots at large malls around the country decades ago, as a way of gathering information about retail store flows. They were also paid to have strong opinions: a trader could give you five reasons why Home Depot might outperform Lowe’s in the next year.


  They may be great sources of information, but there’s big problems with them. First, most hedge funds will not talk to the media, and those that do will usually not disclose their current positions. Large hedge funds are required to file a quarterly report, but these reports have little value because by the time the report is filed the positions may have changed significantly.


  Another problem for long/short funds is that the relentless rise of the markets in the last decade has caused the short book to dramatically underperform, so even if someone managing a long/short book has some success picking winners, their picks for losers often do not pan out.


  Finally, hedge funds suffer from the same issue that afflicts all active managers: as a group they underperform their benchmarks. While there are indeed some outstanding hedge funds, most are poor stock pickers because market timing (deciding when to get in and out of investments) tends to underperform simple benchmarks like buying and holding the S&P 500. Most do not come anywhere near justifying their typical fee of two percent for administration and 20 percent of profits.


  commentators and bloggers


  There’s a lot of nonsense and garbage in this group, but there is also some real gold. Two of my favorites are DataTrek, a terrific quant-driven report run by Nicholas Colas, and the Morning Bullets from Greg Valliere, Chief US Policy Strategist at AGF Investments. Greg writes a succinct newsletter each morning on the intersection between Washington and Wall Street.


  Ben Carlson at Ritholtz Wealth Management writes a great blog, A Wealth of Common Sense, that focuses on wealth management and investor psychology. His colleague, Josh Brown, also runs a great blog and podcast, The Reformed Broker. Morgan Housel tweets wise and witty observations on personal finance and wrote one of my favorite books on investing, The Psychology of Money.


  Jeffrey Sonnenfeld is the Lester Crown Professor in the Practice of Management at Yale School of Management, and Senior Associate Dean for Leadership Studies. He writes insightfully on corporate governance matters and is a regular on CNBC. Much of his writing can be found on the Yale Insights page.


  Other people who cover the broad markets and investing that I follow closely include Jeff Cox and Patti Domm at CNBC.com, Christine Benz, John Rekenthaler, and Ben Johnson at Morningstar, Eric Balchunas at Bloomberg, Kathleen Smith and Matt Kennedy at Renaissance Capital, Jason Zweig and Greg Ip at The Wall Street Journal, Mark Hulbert at MarketWatch, Dave Nadig at ETF Trends, Sam Stovall and Todd Rosenbluth at CFRA Research, and Larry Swedroe, Director of Research at Buckingham Strategic Wealth.


  Matt Hougan, Chief Investment Officer at Bitwise Investments, has been a friend for many years and one of the sharpest minds in the ETF and crypto space.


  While there are many good websites for investors who want information on mutual funds and ETFs, my go-to source has always been Morningstar. ETF.com is also an outstanding resource for data and articles on ETFs.


  The American Association of Individual Investors (AAII) is an excellent resource for small investors. Their website contains a wealth of information on investing, retirement, and financial planning.


  Renaissance Capital does terrific research for investors in upcoming IPOs and maintains a calendar of events.


  social media


  Social media is a blessing and a curse. A blessing, because it’s a fast and convenient way to stay in touch with other professionals who cover the markets. I can see what topics are dominating the conversation that day. It’s also a great way to stay in touch with thoughtful viewers who have constructive observations and suggest topics they believe are worth covering.


  It’s a curse because it has become a magnet for angry people. The loudest, most vociferous people are usually associated with a brand I call “aggrievement.” They’re mad. Sometimes they’re mad at me, but usually they’re mad at something else. The Federal Reserve. The stock market. The president. Their boss. Their life. Social media has given everyone a platform to air their grievances, and while it may feel good, it doesn’t necessarily advance the conversation.


  It was a wise person who said, “In the future everyone will be anonymous for 15 minutes.”


  the viewer


  There’s another player in this game: the viewer. Most don’t work on Wall Street. Some are active traders, but most just have money in the markets and want to know what is going on.


  Thirty-two years ago, when I started at CNBC, I had a major problem: I wasn’t sure who I was talking to. I was the Real Estate Correspondent, but I had no idea what the sophistication level of the viewer was. Did they know what a mortgage was? If they did know, did they know what a mortgage-backed security was?


  It bothered me, staring into a camera not knowing who I was talking to.


  So I invented a viewer.


  She was 48 years old, lived in Minneapolis, and worked part-time as an accountant for MMM. She was married, with two boys, one of whom was 25 years old, had just gotten engaged, and was interested in buying a house.


  She had a basic knowledge of real estate—she knew what a mortgage was and a little about the process of buying and selling a home, but not much.


  She was interested in learning more.


  She was, for me, the perfect viewer. She knew a few things, but not too much. I knew at what level I could speak to her. I knew she would understand a mortgage, but I would have to explain a mortgage-backed security.


  When I developed stories I considered what interested her, and I knew what level of sophistication I needed to use.


  I still use that idea. I try talking to a viewer who may or may not be an active trader, but who is interested in broad trends in the market. I try to keep the financial terms at a consistent level. You do need to make assumptions about what the viewer knows, but I always consider what the viewer wants to know as the main question to answer.


  Different viewers want to know different things, but I’ve found that the typical viewer wants a Senior Stocks Correspondent like me to describe: 1) the main buying and selling trends at that moment, with an emphasis on sector momentum; 2) the main earnings trend in the market—is it up or down; and 3) the main risks in the intermediate term (next three to six months).


  Why intermediate term? Because I found that is the timeline most people tend to think about. Sure, there are day traders who only care what is happening that day, and there are long-term buy-and-hold investors who aren’t likely to change their portfolios no matter what happens. But I’ve found that most people who ask me, “What’s happening with the markets?” are asking about what could happen in the next several months. It’s a time horizon everyone, from day traders to long-term buy-and-hold investors, can relate to.


  What’s it all mean?


  Put it all together, and what I have is a mosaic of several hundred different facts and opinions.


  How do I make sense of it?


  I visualize this as a blank white wall. On the wall are hundreds of small, yellow Post-it notes, each with one fact or idea.


  My job is to show how they are connected; to put all the facts together and make a coherent narrative out of it.


  I don’t have to use everything. Not everything is important or worth mentioning. That’s where experience comes in.


  After the morning meeting, I’ll email and call my producer, Kirsten Chang, to chat about what I will say in my first hit, which is usually right after the market opens, about 9:40 AM.


  Kirsten has been with me for several years and she’s become a great market observer on her own. She will email her own observations and those of other sources as well.


  I’ll also usually call a few traders before the open. I’ve known most of them for many years.


  The most valuable source is a person who: 1) knows what they are talking about; and 2) can provide an honest opinion.


  They are not necessarily the same things.


  The first thing I learned covering the stock market is that Everyone Talks Their Book. Everyone has something they are selling. If it’s not stocks, it’s ideas, or it’s just the prestige of talking to a reporter.


  I have learned to filter this out. It doesn’t mean there is no value.


  Over time, I have developed sources that I can trust, that will tell me what’s going on, and whether it’s good or bad—even if it is detrimental to their stocks, or to their firm, or even to their career.


  One source like that is far more valuable than calling 10 other sources and trying to figure out whose narrative you should be following.


  Squawk on the Street: the smartest guys in the room


  By the time 9 AM comes around, we’ve already had three hours of Squawk Box, with Becky Quick, Joe Kernen, and Andrew Ross Sorkin interviewing many of the major newsmakers.


  Squawk on the Street, kicking off at 9 AM, is a different animal. The first hour revolves around three very strong personalities: Jim Cramer, David Faber, and Carl Quintanilla.


  Jim Cramer has one of the toughest jobs at CNBC. He doesn’t just comment on the markets; he gives opinions on stocks he likes and doesn’t like. I still marvel at the level of granularity on hundreds of stocks that he keeps in his head. He also gets all the important CEOs on Squawk on the Street and his evening show, Mad Money.


  Cramer’s granularity is matched only by David Faber. I have known David for more than 30 years and have watched him for just as long. He covers mergers and acquisitions, but he can, and does, talk about anything that he finds interesting: IPOs, SPACs, earnings. His real specialty—which he often covers in a brief segment called “The Faber Report”—is making observations about the news of the day from a single company. He’ll connect the dots on dozens of facts, ask questions, and draw conclusions.


  It’s masterful journalism—bringing disparate facts into a coherent narrative, adding to the story without editorializing. It’s difficult to do, even with a deep knowledge of the subject matter.


  The true star of the show is Carl Quintanilla. He is the perfect anchor.


  Cramer and Faber are two mighty planets, and Carl is the sun that the show revolves around.


  He rarely shows his hand. You would be hard-pressed to know his opinions, even on subjects that come up on a daily basis.


  Instead, he makes observations about stocks, the economy, earnings. He throws out facts from the weekly jobless claims, or an earnings report, or a comment from a hedge fund manager, and asks Jim and David what they think.


  This sounds simple, but, as the ancients used to say, the art is in the artlessness. The trick is to inform and entertain, to move from one complex subject to another, but make it seem like a conversation between friends.


  The opening bell


  The first few minutes after the open is often the busiest part of the day. Squawk on the Street is on the air with Carl, David and Jim, live from Post 9 in front of the bell podium. Gillian Austin, our Segment Producer, is planning segments, booking floor traders, executing production requests, running scripts to the set and making sure the guests are checked in and have makeup. Brad Rubin, our floor manager, is making sure the technical operations are running smoothly.


  I will usually come on shortly after the open.


  The mission is simple: in three or four minutes, explain the most important things the average viewer needs to know that day.


  Go.


  momentum: sectors


  I usually start with a look at momentum—what’re the main buying and selling trends? Absent specific company news, stocks tend to move in groups—bank stocks tend to move together, Industrials tend to move together. There are 11 sectors in the S&P 500: Financials, Industrials, Technology, Materials, Consumer Discretionary, Consumer Staples, Health Care, Energy, Communication Services, and Real Estate Investment Trusts (REITs).


  What’s the trend? What sectors have been outperforming, what sectors have been underperforming? Is there an obvious reason?


  the big theme


  What’re the main themes driving stocks? Have these themes changed in the last week, or even overnight?


  individual movers


  Jim, David and Carl will likely have covered the major stock stories of the day. Is there something I can add? Are there other stories they didn’t mention that were significant, that could shed light on the broader market? If one company reported they were having supply chain problems, or suddenly had higher raw material costs, could I extrapolate that to other companies?


  ipos


  Watching IPOs is my favorite part of the job. It’s a chance to witness the American dream: building a company, watching it grow, going public, and, yes, getting rich.


  In some cases, very rich.


  If the IPO is generating a lot of investor interest and it’s trading on the NYSE, I’ll often stand in front of the post, talking about where it priced and what the expectations might be.


  I’ll usually stick around after my first hit and chat with the people whose firm is going public. I could be talking to an oil company, insurance salespeople, scientists looking for a cure for cancer, or a waste hauling company. It’s a wonderful front-seat view of corporate America.


  For more than a decade the bulk of IPO activity has gone into two sectors: technology, particularly software, and biotechnology, a subsector of health care. Why? Because that’s where the growth is. Software to make the world run more efficiently, and cures for diseases. Every imaginable disease. I’ve had discussions about neuron excitability disorders, infectious diseases, oncology drug development, everything.


  I’ll talk more about what it is like to go public on the NYSE in the next chapter.
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  After chatting with a few of the floor traders, I go back to my office. The rest of the day is spent prepping for afternoon hits. In between, I am reading reports from analysts and strategists that I care about, making phone calls, and, most importantly, coming up with story ideas.


  The rest of the time, like everyone else, I am watching the tape.


  Reading the tape


  Tape reading is a high art on Wall Street. Of the roughly 3,000 stocks that trade on the Street, I watch about one third of that—about 1,000.


  Tape watchers can be arranged into two basic groups—the technicians and the fundamentalists.


  To a fundamentalist, the stock market is a discounting mechanism to figure out a future stream of earnings and dividends.


  It’s based on the idea that it is possible to figure out the true, intrinsic value of a stock by estimating a future flow of dividends and earnings, and then determining if the present price is trading at a premium or a discount.


  How does an analyst know how much earnings and dividends a company is going to make in the future? They don’t. They make educated guesses.


  If the stock of a company the analyst is interested in—let’s say it’s Caterpillar—might make X amount of earnings in five years and throw off Y amount of dividends, what would be the correct price to pay for Caterpillar today?


  Technicians, instead, use technical analysis. At its basic level, this is the study of crowd behavior. It’s watching price and volume trends, which reflects what the crowd is doing, and it’s also about trying to figure out how long the trend will continue.


  I have a fondness for technical analysis, because the assumptions behind it seem to make sense.


  Technicians, for example, do not worry about why a stock price is
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