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After the pre-Easter gains of last week, the market took a bit of a breather 

yesterday, but it did manage to finish off of its worst levels. For instance, the 

Dow hit its low for the day at 11:15, with a loss of 60 points when crude oil, 

gold, silver and the Euro were also negative, after briefly declining from new 

highs for their respective moves, with crude oil at $113.50 a barrel, gold at 

$1,517 an ounce, silver at $49.85 an ounce and the Euro at 1.463. Heaven forbid 

that they went below these prices, because let us remember the symbiotic 

relationship that has existed between stocks and commodities, as both have 

been on an upward path since the implementation of the Fed’s Q.E.2 program 

in late August, whose goal was to raise all asset prices because of their 

misplaced fear of deflation, and let the consumer be damned if we all have to 

pay these ridiculous prices for gasoline, heating oil and food products.  

  

So when these aforementioned items came off those lows and rallied back, all 

ending higher but below their highs of the early overnight session, which 

perhaps looked like a temporary blow off in the precious metals, particularly 

silver and to a lesser extent in gold, stocks also decided that the rise in these 

outside markets was good and ended with a Dow loss of 26 points with 

breadth numbers at a negative ratio of 14/16. The Nasdaq actually gained 5 

points on strength in some of the perennially weak has-been stocks of the 

1990’s, otherwise known as the largest maker of internet switchers and routers 

and the largest semiconductor stock, plus ongoing gains in the largest mobile 

telecom company after its good earnings report and new highs in those 

Chinese Internet type stocks, after one of them produced a strong earnings 

report. The stocks that did the worst yesterday were the ones that had done 

the best so far this year, and this group included the materials and energy 

stocks for whatever reason, and they decided to take the day off, so to speak. 

  

The main reason that the market has been grinding higher lately is that the 

first-quarter earnings are coming in better than expected, with 81% of the 124 

S&P companies to have reported beating their estimates, and this is above the 

60-70% number that has been in existence for the past 20 years or so.  
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Market Update: 

 

DJIA:               12599 

S&P 500:          1348 

Nasdaq:            2850 

 

10YR T-Note:     3.32% 

 

VIX:                   15.39 

 

EUR/USD:        1.463 

 

Gold                  1501 

Crude Oil:      112.09 

 

Prices Current as of 

2:52 PM 

Source: Bloomberg 
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And how about that volume, which was the lowest of the year so far, and this 

was nothing to be proud of because this year’s volume has been lagging last 

year’s, but it also takes away the argument that when stocks rise on low 

volume it is bearish because it means that buyers are becoming scarcer at the 

higher levels. Yesterday’s lower session on the lightest volume of the year 

does away with that line of reasoning for sure, and we probably have to get 

used to the fact that these new lower volume levels are going to perhaps 

become the “new norm”, and it is probably a function of the fact that so many 

investors are still spooked out by what occurred last year during the infamous 

“flash crash” of May 6, 2010. 

  

And we will repeat that stocks have been ignoring the various supposed 

trouble spots currently on the horizon, such as the sustainability of European 

debt levels and whether countries like Greece will soon default; rising inflation 

in many parts of the world, the weaker dollar, continued unrest in North Africa 

and the Middle East with its pushing up of oil prices, and concern over the U.S. 

budget, which certainly took the markets sharply lower a week ago after the 

downgrade of U.S. debt by Standard & Poor’s. 

  

Despite all of these supposed troubles in the world, stocks today are saying – 

never mind – as the S&P finally joined the Dow to reach its highest level since 

June 2008 and the Nasdaq has now attained its best level since late 2007, as if 

the financial crisis of late 2009-early 2009 was just a bad dream, and despite 

the February Case/Shiller home price index declining by the most since 

November 2009. On the other hand, April Consumer Confidence did rise by 

more than expected, ostensibly on the back of an improving labor market and 

rising stock prices, which are supposedly offsetting higher gasoline costs, 

although one would like to believe that more people drive cars than invest in 

stocks. 

  

The Dow opened higher and never looked back, reaching a gain of as much as 

126 points at its best level at 12:15pm. The market has been helped by another 
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string of good earnings, as a Dow diversified component stock is rising on its 

report, as are the second largest U.S. auto manufacturer, a major Swiss bank 

and a large package and delivery service company. On the other hand, the Dow 

soft-drink component is selling off on its results, as are the high-flying Internet 

movie rental company, in addition to an integrated steel producer. 

Interestingly, the one group that is doing the worst are the other high-fliers on 

the Nasdaq that have done so well this year, perhaps influenced by the selloff 

in the movie rental stock. This would include the largest e-commerce stock, 

which reports tonight, in addition to some of the high-flying Chinese Internet 

stocks that are now lower after having made new all-time highs earlier in the 

session and the mobile telecom stock is also selling off for whatever reason, 

but let us remember that it had risen for six straight days both before and after 

its earnings.  

  

And how about the VIX, which has been declining by less than it should have 

all day relative to the Dow’s gains, as for instance when the Dow was on its 

best level of being up by those 126 points, the VIX was down by “only” .70 to 

15.07. The VIX is lower by only .22 to 15.55 as the Dow is currently ahead by 

105. The reason for the VIX not going down as much as it should be is because 

at these low levels, the downside going starts to become more labored, as 

there are limits as to how much it can decline from this low 15 territory.  

  

And of course the equities markets continue once again to ignore  the 

supposed troubles in the Eurozone, as credit-default swaps on Greek 

government bonds rose to records as did the yields on the bond themselves, 

and yields in Ireland and Portugal also rose to record highs.  But the Euro 

keeps climbing on its own merry upward path, reaching its best level against 

the dollar since late 2009.  

  

At least gold and silver prices declined from their almost parabolic increases 

of late and crude oil prices actually have the nerve to have not risen either, 

actually declining by a whopping .40 cents to under $112 despite the stronger 
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Euro, so perhaps even these never-never land prices are starting to come 

closer down to planet Earth, so to speak. Perhaps they were listening to the 

President’s empty threats to “investigate price gouging by gas stations and to 

release oil from the Strategic Energy Reserve, neither of which event is going 

to take place. 

  

This continues to be the main week for earnings, as no less than 180 S&P 

companies report. In addition, we will get a number of important economic 

reports, and the most prominent of them will be the F.O.M.C. interest rate 

statement tomorrow afternoon at 2:15pm, and this time we actually have to 

suffer through a press conference by the Chainman, who will be asked 

questions similar to a Presidential press conference. In addition, we will get 

the initial estimate of first-quarter G.D.P. on Thursday, which is expected to 

decline to a growth rate of 1.9% compared to the fourth-quarter of 2010 rate of 

3.1%.  

  

As mentioned above, in addition to the large number of earnings reports this 

week, we get more economic reports, such as: Wednesday: March durable 

goods orders and the Fed interest rate statement and press conference; 

Thursday: initial estimate of 1Q G.D.P., weekly jobless claims, March pending 

home sales; Friday: March PCE inflation numbers, March personal income and 

spending, April Chicago Purchasing Managers, April Milwaukee NAPM Survey, 

and the final April U. of Michigan Consumer Sentiment Survey. So these are 

items that could move the market as well as the large number of earnings 

reports that we will see this week.  

  

  

Some of the more important companies to report this week include: tonight – 

AMZN; Wednesday: BIDU, COP, EBAY and ROK; Thursday: Dow components 

MSFT, PG and XOM, plus AET, CL, OXY and PEP; Friday: Dow components 

CAT and CVX. 
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The S&P trades at 13.3 times forward earnings, and 15.3 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 

means that S&P earnings for 2010 were $85 and projected to be $97 in 2011. 

This would equate to around a 14% 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. 

  

  

Donald M. Selkin 
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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.  

Disclosures 


