Random Thoughts as we head towards Thanksgiving


· There is a lot of talk about tax rates: possibly renewing the Bush tax cuts; the recommendations from the Bowles-Simpson Deficit Commission; and the thoughts of Representative Dave Camp who will be the new chairman of the House Ways and Means Committee.  What seems clear to us is that marginal tax rates are coming down for both individuals and corporations.  To be sure, many of the deductions are also going away.  But increasing incentives by lowering the top marginal rates, in our opinion, would be a major victory for those of us who believe that true wealth comes from Working, Innovating and Investing.  

· Under the category of "wish we had said that" is a comment by John Bogle.  Mr. Bogle in arguing for Index Funds versus active management wisely states "That which you don't pay for you get."  In any given year, Index Funds on average beat two-thirds of the actively managed funds.  And the funds that beat the Index Funds one year are not necessarily the Funds that beat the Index the next year.  If this were not so, you would see every weekend in Barons a bunch of ads touting the statistical significance of their performance record.  

· We have a good friend who is close to the research at Johns Hopkins.  If one-tenth of what the researchers at Johns Hopkins think will occur in the next few years actually happens, we are going to see some incredible medical breakthroughs.  And this is only Johns Hopkins, as fine as it may be.

· In the last two years, new natural gas reserves have been discovered in this country that are equal to the energy reserves of two Saudi Arabias.  Fracking, which is the process to reach these Natural Gas Reserves, has some potential pitfalls -- but no new source of energy is without drawbacks.  Separately, the CEO of General Motors recently said that with some electric additions to the popular Buick LaCrosse, he thought the mileage would go from 26 mpg to 37 mpg.  The new Chevrolet Cruze, a compact with an internal combustion engine, delivers 44 mpg.  And Ford, Chrysler and every other automaker are not standing still.  For those who worried about a limited supply of energy being a hindrance to future growth, we think you can cross that off your Worry List.  And don't look now, but we are beginning to move towards a sensible nuclear energy policy.

· We appreciate that we are fortunately not one of the 10% unemployed.  But the economy feels much better than a 10% unemployment economy should feel.  Look at the consumer sales as reported by retailers; or look at the sales of the auto companies.  Or look at the restaurants where you dine; can you get a late reservation on Saturday night?  Or look at the activity in the malls or movie theaters.  And we just don't see the Price-Slashing Sales that we would expect.  It is like a lot of people have found a cash-job on the side that is eluding the government statistics.

· We have written many times that we believe the stock market is a connected series of Mega-cycles where the human investing emotion goes from Extreme Greed to Extreme Fear back again to Extreme Greed.  In our opinion, the Mega-cycle Greed Tops were 1929, 1972 and 2000; the Mega-cycle Greed Bottoms were 1938, 1982 and March 9, 2009.  We will admit to two things: 
  1) these Mega-cycle Tops and Bottoms are always easier to see in retrospect; and
  2) the Perma-Bears are better at calling the market tops and the Perma-Bulls are better at calling a market bottom.  
Nobody has ever called us a Perma-Bear and we fully admit that we did not see the magnitude of the 2007-09 crash.  But if one believes we have these long 30+ year stock market cycles with an Up-leg that lasts roughly 20 years and a Down-leg that typically lasts 10 years, and if one further believes that March 9, 2009 represents the beginning of a new Mega-cycle Up-leg, we have a long Bull Market ahead.  One can never know the future, but if the first two months of 2009 with the entire world's financial system hanging in the balance was not Extreme Fear, we do not know what Extreme Fear feels like.

It is also a sad but true comment on human nature that this stock market will look "much safer and better positioned" when it is 20-25% higher than it is today.  
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