Good News Abounds
One way to determine the amount of confidence in the market is to keep a simple Plus-Minus Index of the major news events in the Wall Street Journal.  Such an index would have had six big boosts in the last three days:

· Productivity jumped 9.5% in the third quarter.  This number will undoubtedly be revised somewhat downward, but it is a record gain in productivity.  With this type of gain in productivity, hiring cannot be far behind.

· Berkshire Hathaway announced its biggest acquisition, Burlington Northern. Mr. Buffett opined, “This is an all-in wager on the future of the American economy.”

· Ford Motor announced a third quarter profit of $1 billion.  Moreover, CEO Alan Mulally said, “We believe that the world is starting to recover.  Over time, with fundamentals getting better, the economy and automobile industry will recover.”

· According to the Wall Street Journal, “Manufacturing activity around the world rose in October, signaling a global rebound in economic growth.”
· Total cash on the balance sheets of the non-financial companies at the end of the third quarter was nearly $1 trillion.  This amounts to 9.8% of assets and is up almost two points from a year ago and almost double the amount typically carried by non-financial corporations.  This cash will be used for expansion and/or acquisitions.
· John Chambers, the CEO of Cisco and easily the most personable CEO I have ever met, said the economic recovery was clearly on its way.  He further said the economy was in the middle of the first stage of a four-stage recovery.
As we argued in “Dow 50,000” the market is driven by earnings power and a price-earnings multiple that reflects the amount of confidence or lack thereof.  Whereas the earnings power grows at relatively steady rate of 6% and regresses to the mean, we believe that the confidence factor does not regress to a mean but Regresses to the Extremes.  Moreover, we further argued that a Mega Cycle in the stock market has two legs: an Up-leg which lasts 20 years or so and generates a 13% annual rate of return, and a Down-leg which last 10 years or so and has generally a flat or zero rate of return.  
The good news above is part and parcel of what drives confidence higher which, in turn, increases leverage, which generates better earnings, which slowly but surely drives the valuation to extreme levels.  In our opinion, we are 40% below normal valuation levels and nowhere near where this market is headed over the next 15-25 years.  This Time Will Not Be Different.  As we will discuss in a forthcoming piece, Human Nature will once again take us from extreme under-valuation to extreme over-valuation.  Human Nature will unfortunately take us back again, but for now – Enjoy the Ride.
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