A Record High Target for 2011

While everybody is focusing on closing out 2009 and forecasting 2010, let's take a look at 2011.  For 2011, we think the market will be forecasting $100 of Operating Earnings for the S&P500.  If an average multiple of 16.5 is applied to these earnings, this produces an all-time record high for the S&P of 1650.  This would best the previous record of 1562, and represent a 45% gain from today.  

Normally we would show a chart of the S&P Operating Earnings, but we have just shifted over to Windows 7 and charts are not as easy to make.  But trust us that $100 operating earnings for the S&P in 2011 is well within the normal historical range.  Moreover, this should be a reasonable target as the economy and earnings have begun the normal cyclical recovery.  To be sure, moves from on high in Washington can slow-down or speed-up the recovery, but the ultimate recovery rests with the wisdom and the animal spirits of the people down below in the free market.  As the people and human nature have continually done since the beginning of this country, we trust the people and human nature will once again lead us to new highs in economic prosperity.

As any faithful reader of these pieces knows, we think that one of The Three Keys to the Investment Kingdom is that the stock market valuation does not rotate around an average multiple but rather over a Mega Cycle (30 years) travels from an extreme low to an extreme high and back again to an extreme low.  We have just come off of the extreme low in March of 2009 and we now think we are marching irregularly but inevitably to an extreme record high some 15 or 20 years out.  Think of 1929, 1972 and 2000 as the previous extreme highs; the corresponding lows were 1937, 1982 and 2009.  All of these extreme lows and highs were generated by the Fear-Greed of Human Nature believing that "This Time Will Be Different."  We think that we know two things:
  -- Human Nature Does Not Change. 
  -- And "This Time Will Not Be Different."

Rather than focusing on the Up-Leg of this Mega Cycle, let's just focus and enjoy the Intermediate Target of a 45% gain to a record high in 2011.  
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