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Whew! – thanks goodness that the commodity markets, which have been 

controlling the movements in stocks for the longest time now, got their upside 

act together yesterday after last week’s downside meltdown, as let us all 

remember the new mantra of investing, namely that higher commodity prices 

are constructive for stocks because they represent an “expanding global 

economy”.  

  

The Dow started out in a choppy fashion, trading between a 30 point gain and 

an 18 point loss early, and was ahead by 15 points at 11:45am, when crude oil 

decided that it was embarrassed being below $100 a barrel and made a further 

upside acceleration after breaking back above this level after falling below it 

last week. When stocks saw this, they decided that if crude oil prices are 

rising, putting further inflationary pressure on the consumer, then this must be 

wonderful, and they also accelerated to the upside as well. For instance, the 

Dow attained an 84 point gain at its best level at 2:45pm before ending with a 

46 point gain at the close. In the meantime, crude oil ended higher by more 

than $5 a barrel, to around $102.50. At the same time, the Euro also rose from 

its early low of being lower, at 1.425, and ended with a small gain, at 1.436. In 

addition, all of the other commodities like the various metals, particularly 

silver, in addition to grains and other agricultural areas, also made strong 

upside comebacks as well, and why not?  

  

There was all of this handwringing on Friday because of a story that Greece 

was about to bail from the E.U., and this led to a strange very late selloff in the 

various stock index futures, which got corrected to the upside yesterday 

despite the credit rating of that country being lowered by Standard & Poor’s 

two levels to B from BB-, which also said that future additional rate cuts were 

possible. And unlike last year, when the start of the so-called European 

sovereign debt crisis caused markets here to undergo their worst correction 

since the start of the bull market in March 2009, this time the news was greeted 

with a yawn by equities, similar to all of these Eurozone difficulties that we 

have been subjected to for the past several months.  
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Market Update: 

 

DJIA:               12734 

S&P 500:          1353 

Nasdaq:            2860 

 

S&P VIX:          16.39 

 

10YR T-Note:     3.17% 

EUR/USD:        1.435 

 

Gold                  1515 

Crude Oil:      102.71 

 

Prices Current as of 

12:30 PM 

Source: Bloomberg 
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Breadth numbers were very positive with a 21/9 upside ratio and the stocks 

that led the upside, to no one’s surprise, were the same ones in the industrial 

and energy fields that got blasted to the downside last week. In addition, there 

were strong upside gains in some of the Nasdaq high-fliers. This resulted in a 

strong Nasdaq/Dow ratio throughout the entire session, which also allowed 

stocks to go the distance, as the former rose by 16 points relative to the Dow’s 

closing gain of 46, and was one of the reasons for the favorable 

advance/decline ratio as well. Also helping was that as the earnings season 

draws to a close, of the 421 S&P companies that have reported, 72% of them 

have beaten the estimates.  

  

The VIX, which had strangely rose even as stocks finally had their first up-day 

of the week on Friday after the jobs report, got blasted to the downside once 

again, with a larger than it should have loss of 1.24 to 17.16. But this also can 

be viewed as an adjustment to its bizarre upside move that day when stocks 

were higher all session, even if they did come off of their best morning post-

jobs report levels. 

  

All of this was accomplished on the second lightest volume day of the year, 

the slowest since the session after Easter Sunday, and part of this was due to 

the fact that one of the more prominent bank stocks is now trading with a 1 to 

10 reverse split, which means that it will now have to get back to almost 600 a 

share for those who bought it at its highs in late 2006-early 2007. And when is 

that supposed to happen? The reason that the reverse split for this stock 

affected the volume was that at its lower price range of the past two years, 

namely between 3 to 5, it attracted huge volume with an average daily turnover 

of an astounding 465 million shares a day, which by itself accounted for 6% of 

the entire market’s volume. Now with a “higher” price, it will never attract that 

kind of daily volume again because at the lower price, it was obviously a 

vehicle for huge amounts of day-trading because of the low price for what was 

once among the bluest of the blue-chip stocks. It made an extremely 

inauspicious debut yesterday at its new higher split price by declining on a 
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percentage basis by the largest amount in almost two months, and this was 

also part of the weak performance by those awful financial stocks, which could 

have been negatively influenced by the credit downgrade of Greece because of 

their potential exposure to the situation.  

  

And once again we should all cheer the fact that commodities are up today as 

well,  because according to the new world in which we live, this is bullish for 

stocks. The Dow raced out to a gain of as much as 70 points at its 11am high. It 

has since retreated to a gain of 50 as this is being written. Apparently the 

market also took as positive the fact that the Chinese April trade balance 

showed an $11.4 billion surplus as exports hit a record high, four times the 

amount that the experts had predicted. This ostensibly shows that worldwide 

economic strength is present. In addition, there was further “good news” as 

Greek bond yields declined sharply and this is supposed to illustrate greater 

confidence in that country’s messed-up economic situation.  

  

Never mind that crude oil reached its best level of the day at the same time that 

the Dow reached its high as well, with a gain to $103.50 but is now below that 

level, which has caused stocks to retreat from their best levels as well, 

resulting in that current Dow gain of 50 points. At least for today, the Euro has 

not been a factor, trading around unchanged. 

  

The VIX once again for the second time this week is declining by more than the 

Dow is rising, with a loss of 1.05 to 16.11 when the Dow was on its best gain of 

70 points. These larger than normal declines could start to limit the market’s 

upside if they continue as the day moves on.  

  

Earnings season is drawing to a close, with Dow components DIS tonight and 

CSCO on Wednesday, along with many retailers who always bring the earnings 

season to a close, such as M and JWN later this week as well.  
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Economic reports this week are not as dramatic as last week, and we get: 

Wednesday – March trade deficit; Thursday – weekly jobless claims, April 

P.P.I., April retail sales; Friday – April C.P.I. and preliminary May U. of Michigan 

Consumer Sentiment Survey. 

  

  

The S&P trades at 13.5 times forward earnings, and 15.5 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 3.1% 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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