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 Dow 10,000 – Again! 
What Does it Mean this Time?
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On Wednesday Oct. 14, 2009, the Dow industrials closed again above the key psychological milestone of 10,000 - ten years since its first close above 10,000, and only seven months since recent low. Like the first time, traders cheered, confetti fell and CNBC anchors giggled. However, this time is was more from relief than exuberance. 

There Dow’s climbing a wall of worry out there regarding it’s the ability to sustain the current rally without supporting fundamentals. Repeated calls for a correction of 10% to 15% have gone unmet. Investors can profit from this rally, but right now it may be more important to protect your gains. Tom Paradis of the Associated Press offered these words of wisdom two months ago; “Long-term investors shouldn't react to day-to-day moves in the market, but it could be a good time to prune portfolios. Most financial advisers say it's wise to pull money from the strongest performers and funnel some of it to other investments. That helps guard against letting one part of a portfolio carry too much weight.”  Too true! Diversification is an effective tool in protecting your portfolio.  
A short history lesson may put Dow 10,000 in perspective. The Dow first finished above 10,000 on March 29, 1999, in the midst of a powerful market rally that would peak at 11,722 in January of 2000. Investors well remember the dot-com bubble that burst that March, ending this rally. The Dow bottomed two years later, in September of 2002 at 7701. Fast forward five years. This time the market peaked higher, at 14,164 in October of 2007 on the back of easy credit, booming real estate prices, and leveraged derivatives. When the real estate and credit bubble burst, the Dow shriveled to 6547 in March 2009 under the weight of massive deleveraging resulting from a financial crisis sparked by mortgage-based derivatives. Now that we have reached Dow 10,000 again, what will be the driver of the next bubble, or, have we entered an era of new stable growth? The general public has been exposed to a variety of views.
National Public Radio gave Dow 10,000 one of the few positive interpretations advocating that there is a growing sense among economists and U.S. companies that a real recovery may finally be under way. "We are in an economic recovery," declared John Silvia, the chief economist at Wells Fargo Securities LLC in Charlotte, N.C. "Stocks are rallying because they do sense it's a recovery, and corporate profits will be strong for the next year or two." Fed Chairman Ben Bernanke added to this outlook, recently commenting that the recession “is very likely over at this point” though he quickly added a warning, “It’s still going to feel like a very weak economy for some time.”
While 10,000 is significant on a psychological level, it is not especially meaningful on a technical level. Year to date, the Dow is only up about 15% and still down 40 percent from its all-time high. Although they may be materially irrelevant, psychological barriers often get the average investor riled up. It can be a reminder that equities have achieved big gains since the market lows of seven months ago. Bruce Bittles, chief strategist at Robert W. Baird says “It might also lure skeptical investors hiding in safe fixed-income investments such as money market funds and certificates of deposit, which are yielding close to zero, to move cash back into stocks.” 
Wall Street veterans have stronger reservations. Bill Smith, CEO and president at SAM Advisors, said on CNBC's "Squawk Box Asia" recently that the move did not have much significance.  “I really don’t think the Dow 10,000 mark means a great deal unless you are a technician”. Pat Adams, portfolio manager at Choice funds, adds that Dow 10,000 might be a "magical number," but if the "economy doesn't have enough power behind it, the Dow can't keep going up," He says the economy is on a "sugar high" from all the money the government has thrown at the problem and when the sugar rush wears off, he argues, the rally will, too. Another market expert, David Rosenberg, chief economist and strategist at Gluskin Sheff (and formerly of Merrill Lynch) warns that stocks are overpriced to the point of tech-bubble levels.
The strongest negative view comes from journalist Michael Lewis writing in the April 2009 issue of Vanity Fair: “It’s a meaningless number, without any impact technically or quantitatively. It’s no surprise that the Dow did not hold over 10k for very long. It’s been over 26 times, starting in 1999. And here it is, 10 years later — zero progress.”
 
Bubbles are full of “something”, hot air, water, whatever - but they are not permanent. They do not reflect earned prosperity and they are not linked to stable growth. Irresponsible leverage inflates these financial bubbles. Mr. Lewis of Vanity Fair concisely puts it: “When you borrow a lot of money to create a false prosperity, you import the future into the present. It isn’t the actual future so much as some grotesque silicon version of it. Leverage buys you a glimpse of a prosperity you haven’t really earned.”

What does Dow 10,000 means this time?  If history has set a precedent, it means investors should be very careful and make sure they have appropriate protection against market declines and bursting bubbles.
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