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     Stock Market Forecast and  

Investment Strategies for 2010 

 
 

 
 
 
 

 
 
 
 

 
 
 
 

 
Our End of Year S&P 500 Target: 779 (worst) — 1050 (best)  
Our S&P 500 EPS Est:  $51.94— $65.00  

Our GDP Growth Est. for 2010:  0% +/- 1.0% (2% Growth in 1H and –2% in 2H) 

Summary:    

Both the Stock Markets and the Economy are on a “sugar high” mainly due to one time 

Government and Fed stimulus and other short term interventions.                            

    Personal Income is being propped up through Government handouts.  

Corporate Profits as a percent of GDP are reaching back high end of historical range and 

should reverse to the mean in the coming years. 

Stock Valuations face regression to the mean both in price (The P) and in earnings (The E). 

Negative Real Rates of Return on short term investments likely given policy. 

January 8th, 2009 
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Since around the middle of 2008, the US economy has lost nearly 5.5% of its workforce or a little 
more than 8 million jobs.  This is economic disintegration.  The latest figures of job losses shows 

589,000 less jobs in the US in December Vs. November.  I donôt see any signs of recovery yet on 

the jobs front.   

Despite the loss in Jobs, Personal Income has managed to increase nearly every month since 
March of 2009.   Iôll be very curious to see if Personal Income rises in December yet again when 

that report comes out in a few weeks.  Below is a chart showing Personal Income. 
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How can Personal Income be rising when less and less people are working you might ask? 

The answer is government handouts.  Social Security and Unemployment benefits are skyrocketing. 

Analyst David Rosenberg of Gluskin Sheff provides us with this chart showing the % of Personal In-

come that comes from Government handouts.   

 

 

 

 

 

 

 

      Source: http://
www.zerohedge.com/article/rosenberg-points-out-stock-market-now-lagging-indicator-discusses-byron-wiens-beliefs-tooth- 

Month over month, the increase in Social Security and Unemployment benefits has skyrocketed. 
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  Now, this should not come as too much of a surprise.  I wrote  about a speech given by our current 

Fed Chairman, Ben Bernanke from November of 2002.  This is known as his Helicopter Speech.  I 

wrote this article in October of 2008.   

  Integrity is all about keeping ones word.  I have to hand it to Ben for keeping his word..except for 

the willy-nilly part.  Here is my article: http://seekingalpha.com/article/100689-what-s-it-going-to-be-inflation-or-

deflation    

  Key part of the speech is:  

ñThe U.S. government has a technology, called a printing press (or, today, its electronic equivalent), that 

allows it to produce as many U.S. dollars as it wishes at essentially no cost. By increasing the number 

of U.S. dollars in circulation, or even by credibly threatening to do so, the U.S. government can 

also reduce the value of a dollar in terms of goods and services, which is equivalent to raising the 

prices in dollars of those goods and services.  We conclude that, under a paper-money system, a de-

termined government can always generate higher spending and hence positive inflation. ñ 

What is deflationary is a contraction in credit.  To prevent a contraction of credit from causing defla-

tion, Ben has chosen to use the U.S. treasuryôs credit card to increase the number of dollars in circula-

tion and make up for the lack of new dollars consumers have been borrowing. 

 

 

http://seekingalpha.com/article/100689-what-s-it-going-to-be-inflation-or-deflation
http://seekingalpha.com/article/100689-what-s-it-going-to-be-inflation-or-deflation
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  So the American consumer is certainly not borrowing any more money these days.  That leads to 

having less money to spend.   

  Since jobs are contracting as well, money is becoming harder and harder to come by.  No income 

from work and no borrowing of new money from the bank.  The ―determined‖ government can al-

ways call upon the printing press. 

  Extended unemployment benefits: Get paid for 73 weeks without having to lift a finger is the plan. 

  Thatôs a great way to get money spent directly into the economy.  Iôm not being sarcastic.  But it is 

also a great way to devalue the currency.  To rob savers of their hard earned money. 

 Dare I say, in 1792, we had a coinage act and in section 19 of that coinage act, the person who dared 
to debase the currency would be punished by death.  ñ...every such officer or person who shall      

commit any or either of the said offenses, shall be deemed guilty of felony, and shall suffer death.ò 

http://www.constitution.org/uslaw/coinage1792.txt   

 Today, the debasement of currency gets you ñMan of the Yearò award from Time Magazine. 

  The current policy of using the printing press, handing out money willy-nilly,  I believe is com-
pletely short term, instant gratification disaster.  The consequences of such shall prove far more pain-
ful than may have otherwise have been in the years to come.  Pain being the cost of food and energy 

takes a larger and larger share of total income. 

  Weôre already seeing higher gas prices again despite less miles being driven.  This is the conse-

quence of handing out money willy-nilly.  It devalues the purchasing power of our earnings.  Itôs the 

hidden tax of inflation. 

 

    

   

 

http://www.constitution.org/uslaw/coinage1792.txt
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The most important metric in what gives stocks value are earnings or profits.  

Since 1947, corporate profits as a percent of GDP has averaged 6%.  In the recent decade, corporate 

profits soared to as high as over 10% of GDP.  As of the 3rd Quarter of 2009, corporate profits to 

GDP were 8.2%. 

S&P 500 is estimated to have final 2009 earnings per share of 55.91.  From the 1st page of this report, 

of the 9 Wall Street firms listed, the average EPS est. of the S&P 500 for 2010 is 76.00  That is an 
increase of almost 36% from 2009!  GDP they estimate will grow 3.1%.  If that is the case, then GDP 
will grow to $14.683 Trillion.  I calculate corporate profits in 2009 will have averaged $1.095 Tril-
lion.  If Wall Street believes the S&P 500 earnings will rise 36%, then overall corporate profits should 

also rise 36%.           

That would put corporate profits at $1.489 Trillion which would be approx. 10.2% of GDP!!!       

If earnings do reach such a level, and who knows, they may, the prospect for higher earnings post 
2010 will be very difficult to grow without maintaining 10% corporate profits to GDP.   Math says 

very difficult.  I believe math. 
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Wicked drop in profit as a % of 

GDP from 9% in 2nd Qtr. Of 48ô - 

4.7% in 3rd Qtr. Of 53ô.  

Iôm looking for same to happen 

here. 
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These high corporate profits are contributed today to cost cutting and elimination of payroll costs 

from layoffs, record low interest rates courtesy of the Fed also contributed to the rise in earnings.   

I expect by 2012—2015, the percent of corporate profits to GDP are to revert back to the mean 

of 6%.  Let’s assume 6% is reached by 2012. The chance this plays out is at least 20% in my 

opinion.   

I donôt see growth in GDP for the next 3 years due to continued deleveraging and increase savings 
from the American people, chronic high unemployment, and a reduction in Government stimulus.  
However, I will use 2% growth in GDP as my best case scenario (In the event the Fed continues to 

hand out more money willy-nilly) for my forecasts for corporate profits. 

(Estimates are mine and I consider this having a 20% of happening and worst case) 

 

 

 
 

Source: St. Louis Fed and Standard and Poors (Raw Data) 

As you can see, if corporate profits as a percent of GPD simply revert back to the mean, 

profits will decline substantially. 

I put in P/E ratios of 15 for 2010, 12 for 2011 and 9 for 2012.  If earnings are to fall, as I expect 
them to, then much pressure will likely be put on stocks and this should help to reduce the P/E 

ratio. 

In the past market bottoms, the P/E ratios were always in the single digits.  Doug Short of 
www.dshort.com, is a retired Ph. D who created a website of stock market charts that I find valu-

able.   

 

DATE GDP Corp Profits  % Corp. Profits S&P 500 P/E S&P 500  

       

2012 estimate  15113.83 906.83 6.0% $46.33 9 417.01 

2011 estimate  14817.48 963.14 6.5% $49.19 12 590.25 

2010 estimate  14526.94 1016.89 7.0% $51.94 15 779.11 
2009 estimate  14242.1 1095.00 7.7% $55.91   

2008 14441.1 1170.80 8.1% $49.51   

2007 14077.7 1322.9 9.4% $82.54   
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If we take the average of the last 10 years earnings and divide by the average monthly close of 

the S&P 500 for the past 12 months, we get whatôs called the P/E10. 

What this chart shows us is the P/E10 since 1871.  Today, it stands at 20.5.  The average is be-

tween 14.1 and 17.   

If over the next 10 years, corp. profits as a % of GDP revert to the mean of 6% and even drop 
below 6% which is also probable when you consider basic math, earnings will decline and that 

should prove to put much pressure on stock prices, especially if interest rates rise! 

This gives reason to want to be out of stocks now and wait for the onslaught of price de-

struction before gearing up to buy aggressively.   
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So where than shall we invest in 2010?  

Individual Stock selection will be key.  So will the timing of entry and exit.  One of my 

most widely held stocks is American Oriental Bioengineering.  I will be writing about 

this stock next.   

Physical gold and silver to protect against  debasement of fiat currencies as it seems every 
country is trying to print its way back to full employment.  Money does not grow on trees 
for if it did, it would become as leaves do: Either as mulch or bagged and picked up by the 
garbage man.  Iôm afraid our Congress thinks money does grow on trees so I want to have 

something to hedge against our money turning into leaves.  ( Silver should prove to way 

out perform Gold) 

Selling short stocks that are doomed to fall in price to profit from the decline.    

Cash or other short term instruments.  Despite low rates of return or even negative real 

rates of return, it should prove prudent to preserve capital in the event of opportunities that 

come along throughout 2010. 

Thatôs really it for now.  2010 is a good year to simply do best to save money and increase 
ones own earnings power if you are still in working years.  

 
 
 
Sincerely, 

 
Jason Tillberg 
 

President 

 

 

Disclosure:   This newsletter is not a means to solicit any of the securities mentioned nor does it recommend it for any person 
before they speak with a licensed professional investment advisor for their own suitability.   Investing in Equities bears risk o f 

capital loss.   This newsletter is strictly the opinion of Jason Tillberg, President and founder of Tillberg Capital Management, Inc. 

and shall not be held responsible for investment loss from this newsletter.   
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