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For the fourth time in the past five days yesterday, the market got stopped in 

its upside tracks by the continued inability of the VIX to break below the 16.50 

support level, which has prevented equities from gaining any further during 

this time despite the ongoing bullish pronouncements of the majority of 

market experts. After opening with a gain of 14 Dow points by 10am, and with 

the VIX at that support area once again, things took a decidedly negative 

journey southward in a hurry, this time courtesy of a 7.4 magnitude earthquake 

off of the coast of northern Japan. By 10:45am the Dow had turned that initial 

14 point gain into a loss of as much as 98 points. At that low of the day, the VIX 

got all excited to the upside, and reached as high as 17.77, which turned its 

initial loss of .40 at 16.50 into a gain of .87 at that high. Then when the tsunami 

warning was lifted, the market battled its way back for the rest of the session 

to a closing loss of 17 points while the VIX ended .21 higher to 17.11.  

  

Why the market started out higher in the first place was the result of weekly 

jobless claims falling to their lowest levels since the end of February, which 

combined with last week’s good jobs report, was additional evidence that the 

labor market was showing signs of a slow improvement. But tsunamis aside, 

the outside events were certainly not conducive to stock market advances, and 

I do not understand the perennial optimism evidenced by the overwhelming 

majority of these experts. In fact, I had written that special report on March 12th 

which concluded that the market is “not going to be able to overcome the 

February 18th S&P high of 1344 until the start of the earnings season.” So the 

earnings season for the first-quarter begins in earnest next week and we still 

have not overcome the highs.  

  

One of the negatives was that the E.C.B. raised interest rates as predicted for 

the first time since 2008 from 1% to 1 ¼%, and from the statements issued with 

the rate decision, they indicated that any further increases would be gradual 

and not necessarily the “first of a series.”. However, the perception of further 

rate increases there has resulted in the Euro’s strongest start to a year ever. It 

has reached a 15-month high against the dollar, and the reason this is not 
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Market Update: 

 

DJIA:               12397 

S&P 500:         1333 

Nasdaq:           2793 

 

10YR T-Note:     3.57% 

 

VIX:                  17.07 

 

EUR/USD:        1.442 

 

Gold                  1474 

Crude Oil:      111.97 

 

Prices Current as of 

12:48 PM 

Source: Bloomberg 
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good is something that I wrote in yesterday’s notes and will repeat again 

today, and here it is -  

  

“It is astounding that the stock market can continue to advance with the prices 

of commodities continuing to explode to the upside as they did yesterday, with 

gold reaching a record high, silver at a 31 year high, cotton at a record high, 

crude oil at its highest level since the bubble prices of mid-2008 and so on. In 

the old days, the mantra was that one should diversify their investment 

portfolio with commodities because they acted as a hedge against stocks 

because they moved opposite to equities. The reason was that if commodity 

prices rise, this is a reflection of inflation and therefore it is negative for 

equities because higher inflation means that interest rates have to rise. This 

was true in the 1970’s when stocks did poorly and commodities exploded at 

that time because of record-high inflation. This worked until 1982, when stocks 

finally broke out of their long slumber and commodity prices started to decline. 

This continued into the 1990’s as stocks did well and commodity prices fell at 

the same time, and let us remember that after gold hit its then record price of 

$860 in 1980, it collapsed to $250 by 2000, and this twenty-year period from 

1980 to 2000 was one of the best in history for the stock market. In the last year 

to so, this relationship has been completely turned on its head, as stocks and 

commodities both seem to move together, on the new way of thinking that as 

commodity prices go higher, this is perceived as good for stocks because it 

illustrates that the worldwide economic recovery is ongoing. For instance, 

even this morning when weekly jobless claims came in lower than 

expectations, this was perceived as bullish for crude oil prices, already at 

higher than fundamentally justified levels, because it shows that more people 

are working and therefore can afford to pay the outrageous prices currently in 

effect at the gasoline pumps.” 

  

And of course, crude oil rose to its highest level in 30 months, at $110.30 on 

the usual Libyan concerns, but if one reads what I wrote in the April 4th bi-

weekly commodity comments, there are more sinister forces at work to 
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account for this price rise as well. Naturally, with the weaker dollar, gold hit a 

new record high price and other metals like silver and copper exploded to the 

upside as well.  

  

Raise your hand if you thought that today’s early advances could sustain 

themselves with the VIX once again at that magic 16.50 level as a result of the 

Dow’s early rise of 41 points. And speaking of market advances, what were 

stock prices doing by being up in the first place, with the dollar weakening 

once again and interest rates continuing to go higher for the third straight 

week as the bond market is starting to take more account of inflation 

expectations. Despite Chainman Bernanke’s refusal to acknowledge it, higher 

commodity prices do result in these higher inflation expectations and this is 

what the Fed has engineered through its Q.E.2 program of wanting all asset 

prices higher because of their now misplaced fears that deflation was the 

major problem because of the ongoing decline in housing prices and the lack 

of wage pressures in the economy because of the weak job market and still 

high unemployment rate.  

  

With crude oil rising to ever more ridiculous levels, reaching $111.90 and gold 

at another new all-time high and silver over $40, does anyone think that this is 

the best backdrop for higher equity prices? So after a knee-jerk higher start 

because of misplaced optimism that high commodity prices are wonderful for 

stocks, the Dow turned that early 41 point gain into a loss of as much as 27 

points at 11am, from which level it has been able to battle back to cut that loss 

to a very small one as this is being written. Breadth numbers are negative at a 

12/16 ratio and the two best performers in the Dow are the two that have been 

the big winners of 2011, namely the machinery and construction stock and the 

highest price energy company on the higher resource and commodity prices, 

and I do not believe that this is the best kind of leadership that one wants to 

see. And as the major averages have come down from their best levels, the VIX 

has risen once again to around 17, so this little ballet between 16.50 and the 

low 17’s continues, and it really cannot continue like this forever, which means 
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that either stocks are going to do much better once the earnings season 

begins and the VIX will finally get below 16.50, or we are in for more serious 

declines because of these first-quarter earnings, or that the outside markets 

and trouble spots in the world lead to continued higher interest rates that will 

pull stocks down in any event. Stay tuned.  

  

  

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 +17% 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 $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. 

  

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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