Setting Aside the Analysis of the Elections and QE II

While everybody is trying to analyze the numbers behind the elections and Quantitative Easing II, let us offer one simple number -- the Operating Earnings of the S&P 500 will be close to $84 this year in a sub-par economy.  The S&P today is selling at 14 times earnings; the market is selling at 12.5 times for near-normal earnings next year.  This valuation seems eminently reasonable relative to the historic average stock-market multiple of 16.6.  Given that the current inflation is well below average, we could make the case that the market should carry a higher than normal multiple.  But we will save that argument for another day.    Unless there is a disaster scenario on the horizon, which we do not foresee, this market is extremely attractive.
 
Next month I am speaking to a distinguished group of senior citizens regarding Productivity and its Impact on the Stock Market.  My opening question is to see if any of them have real memories of 1938.  We were still in the grips of the Depression and signs for World War II abounded.  We can't think of a worse backdrop for equities.  Yet, this was the buying opportunity of the twentieth century.  In the future, we think people will look back on March 9, 2009 with similar thoughts.  Throughout history, Human Nature has always been able to find positive solutions to our problems.   And our problems today are nowhere near as great as they were in 1938.
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