Pay Close Attention to a Seemingly Irrational Market 
We have recently written two pieces, “They Don’t Ring Bells at the Bottom” and “Happy Thanksgiving” where we argued that the fundamentals, the valuation, the psychology and the timing all suggest that the stock market has begun a multi-decade bull market run.  The stock market’s apparent illogical reaction ten days ago to the extremely bearish jobs report is another indication that the market is turning.
The stock market is a discounting mechanism of the flow of economic and political news.  In either a bull or bear market, new news is met with the logical price change depending on whether the news met, exceeded or fell short of the prevailing expectations.    

But at major market turns, the news is met with the opposite reaction, an illogical reaction if you will.  Ten days ago, the new jobless report had 500,000 people being added to the unemployment roles.  This was 100,000 – 200,000 more than the expectation.  In a bear market, this negative news would clearly suggest that the market should sell off.  After an initial 250 point sell-off on Friday the 5th, the market ended the day by advancing 250 points, a 500 point turnaround.  This type of action only occurs at a major market turn when either all of the negative news has been discounted and/or the valuations are such that the ratio of buyers to sellers has turned positive.  

Separately, we were struck by a small piece in the papers where a group of Spanish doctors was celebrating six months of successfully replacing a woman’s windpipe.  The new windpipe was grown by using her stem cells as the “general contractor” and her own specific windpipe cells as the “finish carpenter.”  We admit that this has nothing directly to do with the housing and financial leverage bubbles that simultaneously popped.  However, it did strike us that, if we as a society have enough technology to replace a windpipe, we have enough knowledge and wherewithal to solve this financial crisis.  
At the current valuation levels in the stock markets across the world, the bet is extremely clear: Are we going into a worldwide depression or can we work our way through this mess over the next several years?  Since we believe the latter and since the stock market discounts in advance of the actual news, we believe that today’s markets represent one of those buying opportunities that comes along every 25 – 35 years.   
We compare today’s market to the market in 1982 or the market in the late forties at the end of World War II.  In the latter case, the fear was that, after the artificial stimulus of the war subsided, we would be heading back into a depression.  In 1982, the Misery Index was extremely high: unemployment was high and the economy was struggling with double-digit inflation and mortgage rates.  To make matters worse, there was an overall malaise that maybe the economic sun was moving to Japan.  In both time periods, the underlying growth in productivity due to free trade and the expanding base of technical knowledge drove real wealth and the stock market higher for better than two decades.  
Particularly given the increasing power of the Internet and personal computers, the outlook for productivity has never been brighter.  Notwithstanding all the angst and pain that misguided financial leverage can produce, at the end of the day productivity is the fundamental driver of all real economic growth.  To repeat, the recent actual productivity increases and the outlook for future productivity have never been brighter.  We think future investors will remember late 2008 and early 2009 with the same fondness that they now remember the late forties and 1982.
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