“This Time Will Not Be Different”
Rising productivity, improving confidence and a low historical valuation are always the ingredients for an explosive upside move in the stock market.   This time will not be any different.  

The six most dangerous words in the stock market are:  “Things will be different this time.”  Normally this phrase is associated with the tops of markets.  However, we are seeing this phrase over and over again by bears this time as this market takes off.  The “different” this time is the amount of consumer debt and a popular president who is taking us down an irreversible road to socialism and high deficits.  

First, let us put our political cards on the table.  We are a card-carrying compassionate- capitalist.  We believe in the power of the individual.  If in doubt, we believe in limited government.  However, we think the stock market is agnostic.  The stock market does equally well under both the Democrats and the Republicans.  And for those of us who worry about socialism, the markets in Europe and Asia have recently done very well.  
Moreover, the center piece in this country of the fear of socialism is a One-Payer Health Care System.  As the details of the proposed health care system are revealed, it is becoming increasingly clear to those who are already insured that their quality will go down and their cost will go up.  It is simply impossible to add 50 million people to the system on day one before there are any more doctors, nurses, medical equipment or hospital rooms and not have the quality go down.  The Congressional Budget Office, no bastion of conservatives, has said over and over again that the total cost will go up – in fact by a trillion dollars over the next decade.  We think the push back is very evident and that the number one fear in the country is now the deficit not health care.  Health Care Reform needs to be sold on the basis of social justice and not on the basis that we will never again have economic prosperity until we reform health care.  
Second, we say “bunk” to the notion that this time will be different because the consumer has to de-leverage and thus there will be no growth in consumer spending and thus no growth in profits or the stock market.  Productivity not Consumer Spending is the key to recovery/prosperity.  Productivity is the key to generating real financial wealth, in general, and in the stock market, in particular.  With the exception of productivity, every economic variable is two-sided: your import is my export; your interest expense is my interest income.  Your increase in consumer spending reduces the investment pool which means higher interest rates.  Similarly, the other side of the coin is also true of smaller consumer spending – the investment pool goes up and interest rates go down.
The one variable that an economy can never have enough of is productivity.  Productivity drives wealth, investment and jobs.   In addition to driving wealth, investment and jobs, productivity is also the best predictor of the long-term health and the short-term direction of the economy.  

This Time Will Not Be Different.

According to the Labor Department, below is the list of the gains in annual non-farm productivity at turning points in the economy for the last five recessions.  
1975 Q2:  +6.5%

1980 Q4:  +4.4%

1983 Q1:  +5.1%

1991 Q2:  +5.9%

2002 Q1:  +7.2%

The Labor Department just reported this morning that productivity rose at an annual rate of 6.4% in the second quarter.  
In addition to productivity being an excellent short-term economic predictor, it also defines the long-term return in the stock market.  The annual long-term stock market return is the rate of productivity + inflation + yield which is heavily influenced by productivity.
However, as anyone knows who has even just dabbled in the stock market, psychological factors such as fear and greed, and too-much or too-little confidence can have a huge impact on five-ten year returns.  Despite good gains in productivity, the end of 2008 marked the worst ten-year period in the stock market in the last 100 years.  Other years which had low ten-year points were 1921, 1941, and 1975.   

In 2008, the market was clobbered by the fear of world-wide financial collapse.  Last fall and this winter, the market wrestled with and then took the Armageddon trade of world financial collapse off the table.  Any time there is an Armageddon trade on the table, it is safe to say that fear and lack of confidence rule the day.  But as our mother was fond of saying, “This too shall change.”

But what has not changed and what is not different this time is the explosive stock-market combination of improving confidence and rising productivity from a very compelling valuation.  
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P.S.  We apologize with cluttering your email box twice in one week, but we find the current investment opportunity extraordinary.
