Bear Markets End

When Two Conditions are Fulfilled
Bear Markets end when two conditions are fulfilled: 1) the economic news stops getting worse; and 2) the valuations are compelling.  

There are many ways to show that today’s valuations are compelling, but probably the two easiest ways are:

· The stock market on March 9th was selling at 8 times the earnings power of S&P 500. This is a record low for valuation, particularly given the low levels of inflation.

· The dividend yield on the S&P 500 at one point in the first quarter was greater than the yield on the 10-year Treasury Bonds.  This has never happened in modern stock market history which we believe started in the early fifties when T. Rowe Price and David L. Babson introduced the notion that growth stocks even though their current yield was lower could actually be more attractive because of their growth prospects.  

The evidence is mounting that the economic conditions have found the bottom:

· Consumer confidence has turned up;

· Durable goods orders are increasing;

· ISM Manufacturing Index rose in March;

· Auto sales in March were better than February, albeit at a very low level;

· Existing Home Sales are increasing;

· The Income/Housing Price ratio is almost back in line with historical standards;

· The Dow Jones Transportation index, which historically is a leading indicator, is up 40% from the bottom;

· Copper prices, which have always been a good lead economic barometer because copper finds its way into both low and high tech products, are up 17%; and

· The rumor mill for impending financial bankruptcies is quiet.

I consider myself somewhat of a stock market and economic historian.  History to date, the one common element to every cycle, both good and bad, is that it ends.  Rest assured that there will still be bad news, particularly on the unemployment front but that statistic is a lagging-lagging indicator.  But just as Bull Markets end, so do Bear Markets.  There are clear signs that this Bear Market is over.  The upside from here is enormous.  
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