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Are the facts on the ground weak or strong?  The market gets it right. 
  

“Americans’ Savings Rate Hits 12-Year Low as Stocks Soar!”  That was this afternoon’s headline 
in the Wall Street Journal.  It reminds us of something profound about people—journalists, economists, 
investment managers—and what we might call “the nature of reality.”  Even though the Journal didn’t 
think so, the information about the savings rate is trivial by comparison.  Let’s take a deeper (but still 
quick) look. 
  
After a few decades of reading history, we might have noticed something about historians which we really 
could not see without first enduring the decades and poring over hundreds of books . . . many on the same 
subject.  What we noticed—and of course it’s only an opinion—is that the vast majority of people writing 
histories decide, first, what the heart of the story is . . . and then do the often-prodigious volume of 
historical research supporting that story.  If that sounds like what some say about journalists 
and the media . . . well, yes.  The result—precisely as in journalism—are uncountable numbers of histories 
which tell us “what really happened,” supported by sky-high stacks of evidence, and which we hapless 
readers find nearly impossible to disbelieve . . . unless we’ve been around long enough to encounter 
“the other side of the story,” written by a different historian whose analysis of the same stacks of 
evidence pointed to a startlingly different picture of “what really happened.”  
  
So, for example, the history of the Great Depression of the 1930’s will never be settled.  The most basic 
of questions about it—namely, “Why did it happen?”—turns out to have one answer to political 
conservatives, and a completely different answer to political liberals . . . and the thousands of historians 
and professors who’ve ever written about it come to whichever answer is defined by their political 
beliefs.  Kind of discouraging, isn’t it? 
  
So, when the Journal blared out its headline today, Outlook’s reaction was to think, “I wonder 
if the reporters and editors at the Journal have already decided “what the story really is” concerning the 
stock market?”  Of course they have.  Their opinion of “the real story” has been clear throughout this long 
economic expansion and bull market, and it’s been crystal clear over the last year or so, as that market 
accelerated into its 9th year of life.  For them (and 95% of the media, would be Outlook’s guess) the stock 
market is fundamentally a thing deserving suspicion and doubt . . . a creation of human weaknesses like 
greed, the urge to gamble, or to fantasize about happy (wealthy) endings, and so on.  If they were assigned 
John Kenneth Galbraith’s “The Great Crash of 1929” in college (and you couldn’t take an economics course 
without it, for a few decades) the images of shoe-polish boys speculating for fortunes, and fraudulent 
companies bilking thousands of unsophisticated investors, were burned into their brains and stayed there 
for life, like most things we all hear when we’re young.  
  
So when the latest statistic on consumer savings came out today (only 2.6%, lowest since 2006), it 
genuinely seemed to the Journal’s staff like the kind of telltale sign of market fragility that deserved a 
headline.  Of course, the meaning under that 10-word headline is, “Stocks Are Ignoring Grim Realities!” 
which probably described Mr. Galbraith’s opinion about the market for 60 years or so. 
  
It is no surprise that Outlook disagrees.  Let us borrow a table created by Seeking Alpha writer Brian 
Gilmartin, just last Friday: 
  

5 Weeks’ Changes in Profit Forecasts for the S&P 500 (read right to left) 



 
Only the top few lines matter.  One month ago, on December 29th, analysts’ consensus for next year’s 
profits (for the S&P 500 companies) was $143 per unit of market index:  which meant 11.5% profit growth 
ahead, for those 500 giant companies as a whole.  5 weeks later, they think it’s $153: which 
means 15.6% profit growth ahead.  Now, 11.5% profit growth would be pretty good 
performance.  But 15.6% profit growth would be something along the lines of “Damned good!”  So it looks 
a little less delusional, a bit less detached from grim reality, to see the market rise by exactly the degree 
of the profit expectations.  We see that by reading line 3:  December 29th price/earnings ratio for 
“the market:”  18.7 times.  January 26th price/earnings ratio for the market:  18.7 times.  
  
This same afternoon, economist Brian Wesbury weighed in on the array of “Yes, but . . .” perspectives on 
that supposedly dismal savings rate.  (Fast reflexes, there.)  No doubt the Journal staff would argue his 
points . . . but it would have been nice if they had even mentioned their existence, under that headline—
because they are valid points, not trivial ones.  But Mr. Gilmartin got to the heart of “what is really going 
on,” as far as Outlook is concerned.  Corporate America is charging forward, for the first time since 
2009.  In all those years, the leaders of American companies have been cautious.  They built historically 
remarkable financial strength during and after the Calamity, and they feared a return 
of the nightmare.  They would not have been human, if they’d acted any other way.  But 
today, the combination of all that financial strength and a reborn optimism about the next few years have 
changed things:  in the U.S. economy and in the stock market 
which usually reflects the economy.  Business is running, not walking—and the stock market is simply 
keeping up. 
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The remarks above aren’t a general recommendation to buy or sell particular securities.  Such decisions 
should only be made in the context of an investor’s own circumstances.  Stocks and bonds carry the risk 
of loss. 
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