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In a spooky display of similarity on Friday, the market opened higher, the VIX 

fell to that 16.50 support level for the fifth time in the past six days, and then 

the major averages proceeded to decline into the close from that early 

overbought level. And as George Tenet, the C.I.A. director, who told President 

Bush about how well the Iraq War was going by saying  “You can take it to the 

bank”, one could have taken real money to the bank by taking a short-term 

bearish position when the VIX got down to 16.50 for five out of the past six 

days as opposed to what turned out to be the phony assertion from Mr. Tenet 

to the President.  

  

The Dow opened with a hard to believe gain of 49 points early based on this 

vague optimism about the earnings season for the first-quarter, which is now 

upon us and for assumptions of the ongoing economic recovery, never mind 

crude oil prices which are digging into consumer’s wallets and other extremely 

high commodity prices like gold, silver, cotton and other agricultural products. 

The bond market is starting to take notice of this inflationary situation by 

raising yields on the 10-year Treasury Note to 3.58%, which is the highest in a 

month. The dollar is collapsing, which of course is the main reason for the 

higher commodity prices as the E.C.B. raised interest rates last week for the 

first time in over two years. Yet the Fed thinks that it is wonderful that all asset 

prices are rising as a result of their completely misplaced fear of deflation. Of 

course, this is the reason they instituted the Q.E.2 program in the first place, 

despite the fact that these high commodity prices are coming back to bite the 

public and companies that need them for raw materials as well.  

  

It was really ridiculous for investors to think that stocks were going to be able 

to maintain early gains with crude oil close to $113 a barrel and gold at record 

high levels. One could see the effect of this as the Dow Jones Transports got 

whacked big-time to the downside, and the Dow turned that opening 49 point 

gain into a loss of as much as 88 points at 3pm, before rallying back to end 

with a closing loss of 29. And breadth numbers were poor as well, with a 

negative ratio of 1 to 2, as the broader market did worse than the major   
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Market Update: 

 

DJIA:               12387 

S&P 500:         1325 

Nasdaq:           2769 

 

10YR T-Note:     3.57% 

 

VIX:                  16.89 

 

EUR/USD:        1.444 

 

Gold                  1468 

Crude Oil:      110.35 

 

Prices Current as of 

1:14 PM 

Source: Bloomberg 
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averages. The VIX rose from that 16.50 level once again and closed with a gain 

of .76 to 17.87, which was more than it should have relative to the Dow’s 

decline.  

  

It was notable that the two best performing Dow stocks were the type that are 

helped by these higher prices for materials and resources, namely the its two 

energy components. But this is not the best type of leadership one wants to 

see for the overall market being able to maintain steady advances.  

  

In fact, one Fed President addressed this issue by saying that the Fed faces a 

“significant” risk of providing record stimulus for too long and should 

consider curtailing its $600 billion Q.E.2 program. He said that “we at the Fed 

are near a tipping point” by noting that “Having done our job, I see many risks 

in overstaying the welcome”, which is another way of saying the classic line 

delivered by Fed Chairman William McChesney Martin back in 1965. He 

famously uttered that it is the responsibility of the Fed to “take away the punch 

bowl if the party” gets too raucous. So by misjudging what the Fed saw as 

deflation, which resulted in this record stimulus, the Fed is now saying that 

they are concerned about inflation, so in a sense one can ask – what do they 

know? 

  

Most market experts will tell you that the “market is higher today”, or that 

“stocks are rising”, which is not really the case, because despite the Dow and 

S&P being up, the Nasdaq and Russell 2000 Indexes are both lower, which 

means that there are more stocks down than up, so I am not sure that this is 

the definition of a better day for stocks. As this is being written, the Dow is 

ahead by only 10 points after having been as much as 64 at its best level. The 

S&P is down now, as are both the Nasdaq and Russell,  which is why breadth 

numbers are negative by an 11/18 ratio. In fact, the Russell 2000 Index is now 

lower for the third day in a row after reaching a new all-time intraday high of 

859.08 on Wednesday, so these smaller stocks are taking a rest after a 

tremendous recent run in which they outpaced the larger averages to the   
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upside. The Dow is being distorted by a few gains in some its heavier weighted 

members and does not really reflect the overall market situation today. 

  

And the VIX is not helping either by declining by much more than it should be 

relative to  the Dow’s advance, as it is down by a large 1.13, to 16.74 against 

that Dow gain of 10. In fact, it had gotten as low as 16.22, which meant that it 

was lower by 1.65 when the Dow was up by only 64. This is not a good sign 

going into earnings, because unless the VIX is going to break below the 16.50 

and then the ultimate 15.35 downside support levels, the market might do what 

is has done recently, namely end lower than it was relative to its best morning 

highs.  

  

Tonight the first Dow company reports, namely AA, and later this week we hear 

from two more components, JPM and BAC, in addition to the always important 

GOOG on Thursday evening. In addition, there will be reports about how 

inflation is rising, and this will be evident in the March import price index 

(tomorrow), March P.P.I (Thursday) and March C.P.I. (Friday).  

  

At least those ridiculous crude oil and gold prices are taking the day off, which 

should hopefully ease some of the recent panic about them, but this does not 

mean that the trend has turned to the downside for either of them yet.  

  

  

The S&P trades at 13.8 times forward earnings, and 15.8 times current 

earnings, as 2010 earnings are going to be $85 for the S&P and $99 for 2011, 

according to the analysts who follow these companies. The average P/E 

multiple for the S&P going back to 1954 has been 16.2. 

  

For all of 2010, earnings increased by +30%, which was the most since 1995. 

For 2011 the analysts are forecasting increases of +12% for the first-quarter of 

2011 and +16% for the entire year, as reported by Bloomberg Financial and this 

would be the largest two-year advance since the period ended in 1995. This 
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means that S&P earnings for 2010 were $85 and projected to be $98 in 2011. 

This would equate to around a 17% gain this year. The highest ever earnings 

for the S&P in one year took place in 2006, at $88. 

  

After four consecutive quarters of negative G.D.P. growth, we now have six 

consecutive quarters of positive growth, starting with the third-quarter of 2009 

and continuing with every quarter in 2010 according to the Commerce 

Department.  For all of 2010, G.D.P. rose at a 2.9% rate, which was the highest 

since 2006 after a decline of 2.6% in 2009. For 2011, the prediction is G.D.P. 

growth of 3.5% and it is 3.9% in 2012. 
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Don Selkin is the Chief Market Strategist at National Securities Corporation, member FINRA/SIPC, (NSC) 

and provides the Fair Value analysis for CNBC each morning.  The commentary provided in this Market 

Letter is intended to provide our customers with timely market analysis and should not be considered a 

research report.  This Market Letter may contain, and is limited to: Discussions of broad based indices; 

Commentaries on economic, political or market conditions; Technical analyses concerning the demand and 

supply for a sector, index or industry based in trading volume and price; Statistical summaries of multiple 

companies’ financial data, including listings of current ratings; and, Recommendations regarding increasing 

or decreasing holdings in particular industries or securities.  This Market Letter does not make a financial 

or investment recommendation or otherwise promotes a product or service of the firm.   This Market Letter 

contains only news, facts, and commentary on information previously reported from a news source 

believed to be accurate and reliable by the author.  These news sources include the following:  {Bloomberg 

Financial, Reuters, Associated Press}. It is possible that at any given point in time, the author, NSC, or one 

or more of its employees or registered individuals associated with NSC, may hold a position, either long, or 

short, as well as options, bonds, or other instruments in the companies noted in this report.  This Market 

Letter is intended strictly for current National Securities Corporation customers only.  
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