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In a day that had something for every market expert something to pontificate 

about, stocks started out lower yesterday after the March ISM Non-

Manufacturing survey failed to rise as much as projected, even though it is at 

its highest level in six years. This was in addition to China raising interest rates 

for the fourth time in the past five months, and Moody’s downgrade of 

Portuguese debt, heaven forbid. As a result, the Dow hit its low of the day right 

after the 10am release of the ISM report, down by 45 points. 

  

After satisfying the sellers at those lows, things began an upward push, and as 

a result the Dow reached its best level of the day, ahead by 38 at 1:15pm. It was 

still ahead by 35 points at the 2pm release of the minutes of last month’s 

F.O.M.C. meeting. Shortly after that, the President spoke about the pending 

government shutdown over the budget stalemate. This was not a good 

combination for stocks, as there has been a tendency for things to sell off 

when these two factors (i.e. Bernanke and Obama) are present. But by 3pm, the 

Dow was still ahead by 20 points. 

  

In the last hour of trading, things started another one of their late downward 

tendencies, as stocks started chopping irregularly lower, and the Dow ended 

with a 6 point closing loss. The Nasdaq closed higher again, supported by 

gains in the high-priced high-fliers which have been reaching best ever levels 

on an almost daily basis recently, in addition to a very rare event, namely gains 

by three of the 1990’s has-beens, all of which are lower this year despite both 

the Dow and the Nasdaq, to which they belong being higher. This sorry bunch 

– the largest Internet switching and routing company, the largest 

semiconductor firm and the largest software company – all gained on the 

rebalancing of the Nasdaq 100 and the QQQQ to reduce what was the 20% 

influence of the large mobile telecom company down to 12%. This perhaps 

explains why the stock has been declining for the past week even though the 

fundamentals of the company do not appear to have changed. The Russell 

2000 Index also ended higher, at 852.74, and this keeps getting it closer to its 

all-time high at 856.48 reached on July 13, 2007.  
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Market Update: 

 

DJIA:               12422 

S&P 500:         1333 

Nasdaq:           2794 

 

10YR T-Note:     3.53% 

 

VIX:                  16.88 

 

EUR/USD:        1.433 

 

Gold                  1458 

Crude Oil:      108.16 

 

Prices Current as of 

1:43 PM 

Source: Bloomberg 
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Breadth numbers remained positive despite the Dow and S&P ending slightly 

lower, and this was due to the influence of the Nasdaq and Russell 2000 doing 

better and they obviously contain more stocks than do the former two. But two 

Dow stocks did reach their best-ever level, one of them a large oil stock and 

the other a chemical company, and these are in the resource and materials 

area, and this group has certainly been the market leader this year due to the 

rising prices of the underlying commodities themselves.  

  

So why has this pattern of the market consistently ending off of its best 

intraday levels  continue? The most accurate one is that the VIX seems to have 

trouble breaking a new support level in the mid 16 level. For instance, during 

Friday’s post jobs-report euphoria, it got as low as 16.44 when the major 

averages were on their highs and as a result these averages could not hold 

those best intraday levels. Yesterday it got down to 16.50, which was a decline 

of 1.00, much more than it should have been relative to the Dow’s best gain of 

38 points. This meant that the VIX was indicating things were overbought at 

those levels and needed to cool off a bit. So the VIX ended with a loss, but not 

as much as it was on its lowest level, ending down .25 to 17.25.  

  

So what did the Fed say in those minutes,  which were then used as an excuse 

to sell things off later in the day? They did raise concerns that a big jump in 

energy prices could weaken the economy and unleash inflation, prompting a 

few members to suggest the possibility of tightening credit later this year. But 

the majority still appears to believe that the Fed might need to keep holding 

interest rates at record low levels for the rest of the year. They all did agree 

that the recovery was finally on “firmer footing”, which was their most 

optimistic assessment of the economy since the end of the recession. But they 

also noted possible pitfalls, such as higher prices for oil, food and other 

commodities, in addition to unrest in the Middle East and uncertainties 

stemming from the nuclear and economic crisis in Japan.  
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So it was the supposed division within the Fed that was offered as an 

“explanation” as to why the market ended worse than its best level, but let it be 

pointed out that this has been a regular pattern recently, as pointed out above. 

Another potential explanation for this pattern was explained by an organization 

that compiles all sorts of historical market statistics, and they said that 

individual investors enter most transactions at the start of the trading day, 

while institutional investors trade at the end of the day. Since the recent 

market low on March 16th, the S&P has posted its largest gains in the first half-

hour of trading while declining the most during the final hour. Buyer beware, 

as the old saying goes. 

  

And as Jay Leno is fond of saying – “Well, you can knock me over with a 

feather”, as once again the Dow and the other major averages made their highs 

today around 11am, and then proceeded to come off of their best levels from 

there. And guess what –at the time that the Dow was at its high, up 57 points, 

the VIX reached the same downside level from where it has not been able to go 

lower recently, as pointed out above. It hit 16.59 at the time of the Dow high, 

lower by .66, and again this was more than it should have been relative to the 

Dow’s advance, so this put the market in danger of coming down.  

  

What was disturbing about the early advance were the reasons put forward by 

market experts to “explain” it, and the main “explanation” was that the shares 

of resource and materials stocks were doing better because underlying 

commodity prices are once again exploding to the upside, with gold at a new 

record high price, silver at a 31 year high and crude oil reaching $109 a barrel. 

And tell me something – is this supposed to be good for stocks?  

  

In addition, there was a strong German industrial orders report from February, 

which came in four times as strong as predicted, and in addition there were 

plans to raise capital by some European banks. This had the effect of 

strengthening the Euro to a one-year high against the dollar, and is a 

collapsing currency supposed to be good for the U.S. market, with all of its 
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inflationary implications? So when one reads about the Greek, Irish and 

Portuguese issues, the market is basically telling us that they are a bunch of 

nonsense because look at the strength of the Euro despite all of these 

supposedly negatives.  

  

So after the VIX got down to the lows, once again indicating an overbought 

situation, the Dow declined to a gain of only 3 points before stabilizing and 

moving somewhat higher. Most importantly, what we are seeing today is a 

classic case of the “revenge of the nerds”, as those horribly underperforming 

bank stocks are doing better, in addition to the three has-been technology 

underperformers as mentioned above, and the stocks that are lower are the 

ones that have been the best performers so far this year in the Dow, in addition 

to the high-flyers in the Nasdaq, all of which are also lower, in addition to the 

Chinese issues that have done so well. And even the mighty Russell 2000 is 

slightly lower as well, which definitely confirms the fact that at least for today, 

there is rotation out of the winners into the laggards, and the question going 

forward is, will this continue?   

  

  

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 +17%, 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 $99 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. 
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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.  
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