And to Think, I Don’t Drink
The first step in successful investing is to get the Big-Big Picture right.   We believe we have just begun the 20-year bullish phase of the new Mega Market Cycle.
· We define a Mega Cycle as a connected series of normal 3-5-7 year market cycles.  A Mega Cycle typically lasts 30- 40 years with the first two-thirds being predominantly bullish and the last one-third being predominantly bearish.  

· In the last 67 years, we have had two Mega Cycles: One that began in 1942 and ended in 1982 and one that began in 1982 and ended in 2009.  The bullish phases of these two Mega Cycles were 1942 – 1969 and 1982 – 2000.  The intervening years, 1969 – 1982 and 2000 – 2009, were generally bearish years.
· The final stage of a Mega Cycles begins with Extreme Valuation and accelerates on the down side with the possibility of Armageddon.  During the Armageddon phase, valuation has no meaning. This final stage has a greater than 50% drop in the real value of the stock market.  The current Mega Cycle ends and the new Mega Cycle begins when the Armageddon trade is taken off the table.  
· In 1941, the Armageddon scenario was that we would lose World War II to either Germany or Japan.  In 1982, the great fear was that inflation was permanently out of control and moreover that the economic sun had moved from America to Japan.  The Armageddon scenario last fall was a worldwide financial collapse.
· When these Armageddon trades are taken off the table, a new Mega Cycle can begin as long as the long-term outlook for Productivity is positive.  
· All increases in real wealth are driven by increases in Productivity.  The combination of ever increasing computer power in combination with the Internet makes the outlook for Productivity extremely bright.  The growth of knowledge and Productivity are “kissin’ cousins” and The Body of Knowledge today is doubling every seven years.  
· When I was a kid, the coolest futuristic concept was Dick Tracey’s watch – essentially a two-way radio.  Today the smart cell phones are not only two-way radios but they also can access the world’s computer data base.  We believe that before this 20-year Bullish phase of this Mega Cycle ends there will be three new Dick Tracey watches: 
1. Through the technology of stem cells, medicine will grow your own replacement body parts – a heart, kidney, brain, lung, whatever.  As we have previously written, Spanish doctors successfully grew and replaced a young woman’s windpipe.  A bionic man and woman will be an everyday occurrence.
2. Solar power will be harnessed so that it is clean, cheap and readily available.  The outside of your car will be a solar transistor.  The only gas stations will be in the Smithsonian.  The energy back-up will be safe, clean nuclear power.  The demand for fossil fuels will decline as precipitously as the demand for whale oil fell when electricity became widespread.   
3. Another major discovery of equal magnitude will occur that we cannot even envision today.
These technology breakthroughs may seem like wishful thinking.  But with knowledge doubling every 10 years, the body of knowledge in general will be 4 times greater in 20 years – that is 4 times not 4% or 40% but 400%.  And the technical knowledge for specific things which will command special attention like solar power and replacement body parts will be many-fold greater than four times.
In twenty years or so, we will again say in the stock market that “this time is different.”  It won’t be.  There will be too much greed and over-confidence which will again bring the stock market down.  But for the next 20 years, it sure is going to look different.
The counter argument that we hear most often is that this stock market has come too-far, too-fast.  We would offer two rebuttals:

First, forecasting the stock market over the short term is unknowable.  Neither we nor anybody else we know can successfully forecast short-term market movements.  If anybody could, he would either have all of the money and/or all the money under management.  Over the medium term, the stock market regresses to its fundamental value which is the market’s earning power times a multiple whose best statistical fit is the inverse of the current 10-year Treasury bill.  This math works out to an S&P of 1600 which is 20 times the current earnings power of $80.  Even if we just use a historical multiple of 16.5, the fundamental value of today’s market is 1,300 which is a 30% gain from today’s prices.  These prices may seem like a stretch, but we were near 1600 in October 2007 and we were at 1,300 one year ago.  
Second, if we are going to live in an economy that has an abundance of virtually free and clean power, and an economy that also can provide its citizens with their own replacement body parts, do you think the S&P at 800, 1000 or 1200 will have been a good investment?
Rest assured that there will be plenty of bumps in the road as we go through the normal 3-5-7 year market cycles.  But we believe that the number one job in successful investing is to get the Big-Big Picture right.  We think that we have just begun the 20-year bullish phase of a new Mega Cycle and that the future is glorious.
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