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There was a story that Osama Bin Laden was actually killed on Friday, but the 

U.S. government, out of deference to the U.K., did not release the news until 

late Sunday in order not to distract from all the attention of Friday’s royal 

wedding, which became the most widely watched event in the history of 

television, with 2 billion viewers worldwide. Instead, the administration delayed 

the announcement until 10:30pm Sunday night, just in time to interrupt, among 

other network T.V. shows, the last part of Donald Trump’s “Celebrity 

Apprentice” program, which was a classic case of ongoing political payback 

for The Donald’s questioning of the President’s birthplace and his academic 

record as well. This must have had Mr. Trump fuming, but hey, politics has 

always been a rough game! 

  

No matter what the reason for the timing of the announcement, the various 

stock index futures made a knee-jerk reaction higher to the news, with Dow 

futures up over 100 points, S&P futures ahead by 12 and the Nasdaq futures 

showing a gain of 25 at their best level. Then as Sunday night turned into 

Monday morning, the initial euphoria sort of faded and even the Pakistan stock 

market turned an initial gain into a slight closing loss, which sort of set the 

tone for what happened here.  

  

After an initial gain of 65 Dow points by 10:30am, helped by an April ISM 

Manufacturing Survey which showed ongoing expansion in that area, things 

started exhaling, as the Nasdaq, which had started to lag on the upside late 

last week, turned negative at 11:45am while the Dow was still 20 points higher. 

As an example of how the Nasdaq had recently started to fade a bit, on 

Thursday and Friday of last week, it had gained a total of only 3 points while 

the Dow roared ahead by 120 points on those two days. So it was definitely 

showing signs of tiring out, so to speak. And we all know what happens when 

the Nasdaq goes negative first while the Dow is still higher, namely that 

everything gets pushed lower.  

  

As the day wore on, the Dow declined to its low of the day, with a loss of 26 
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Market Update: 

 

DJIA:               12795 

S&P 500:          1354 

Nasdaq:            2833 

 

10YR T-Note:     3.27% 

 

VIX:                   16.76 

 

EUR/USD:        1.484 

 

Gold                  1540 

Crude Oil:      112.38 

 

Prices Current as of 

1:35 PM 

Source: Bloomberg 

 

 

mailto:dselkin@nationalsecurities.com


 

Page 2 

May 3, 2011 

     Daily Market Notes 

NATIONAL 
SECURITIES 

Established 1947, Member FINRA/SIPC 

PLEASE REFER TO IMPORTANT DISCLOSURES AT THE END OF THIS DOCUMENT 

 

National Securities Corporation 
120 Broadway, 27th Floor 

New York, NY  10271 

www.nationalsecurities.com 

points at 3:45pm before ending with a 3 point decline, and the Nasdaq ended 9 

points lower. Breadth numbers were 12/17 to the downside and the most 

unusual dynamic of the day was that the VIX sort of went a bit nuts on the 

upside, rising by much more than it should have relative to the Dow’s decline. 

Even when the major averages were on their early highs of the session, the VIX 

was always higher as well, a very unusual situation but one which we see from 

time to time. For instance, when the Dow was up by those 65 points in the 

morning, the VIX was also higher, with a gain of .45 to 15.20, once again 

proving that the 14.30 level that it reached twice last week was a bit too low. 

And by the end of the day, as the major averages continued their decline, the 

VIX ended with a large gain of 1.24 to 15.99, again much too high relative to the 

overall market losses.  

  

The stocks that have done the best this year led the declines, as three Dow 

issues accounted for 25 points of Dow losses just by themselves, and they 

were the large diversified manufacturer and the two energy components. 

These industrial, resource and energy issues fell because, heaven forbid, the 

Euro, crude oil, gold and silver all had the nerve to end lower after reaching 

new highs for their latest eight-month upward journeys at (read them and 

weep) 1.49, $114.83, $1,575 and $49.70 respectively. But what was the most 

telling aspect of the higher start and the lower close for stocks was that 

equities and these just-mentioned four other items all moved in tandem, 

namely higher to start and then lower at the end. So in other words the market 

is saying that lower prices for the Euro and these inflation-sensitive 

commodities are negative for stocks? This is the opposite dynamic of when 

stocks and commodities both rushed higher in tandem the past eight months, 

feeding off of each other’s gains.  

  

This is in line with the piece from Barron’s that we alluded to in yesterday’s 

daily market notes and which we will repeat again, because it certainly has 

relevance to what has been going on, and here it is -  “If the objectives of Q.E.2 

were to 1) raise interest rates, i.e. the yield on the 10-year Treasury Note was 
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2.6% at the start of Q.E.2 versus 3.3% currently, 2) slow economic growth i.e. 

first-quarter G.D.P was estimated to be 1.9% versus 3.1% in the fourth quarter 

of 2010, 3) encourage speculation,  and 4) eviscerate the standard of living of 

the average American family  - earning nothing on bank deposits while the 

value of their home continues to decline, their income stagnates and prices 

they pay continue to rise – then the program has been enormously 

successful.”  Amen to that, for sure.  

  

It would be consistent with market history if the highs reached early yesterday 

in the Dow and S&P at 12,876 and 1370 respectively became the highs for the 

time being, as markets often top out when the news is at its best, as for 

instance the initial euphoria to the Bin Laden capture illustrated. Let us also 

remember that of the 336 S&P companies that have reported so far, 77% of 

them have beaten their estimates and almost as many have beaten on the 

revenue line as well. In addition, merger and acquisition activity has increased 

by 25% from last year, to a total of $823 billion so far, on the perception that 

many companies offer good value to other companies at present price levels. 

So we shall see how this plays out in terms of how long it takes for the Dow 

and the S&P to overcome these yearly highs. 

  

Things started out lower today on continued selling after yesterday’s weak 

close, based on what one market expert said was supposedly an increase in 

risk aversion because of the potential for retaliatory attacks from terrorist 

organizations after the Bid Laden killing over the weekend. But aren’t gold and 

silver and crude oil supposed to go up when there is all of this “uncertainty” in 

the world? In any event, after a Dow decline of 37 points at its worst level, 

things turned around somewhat to the upside, with the Dow able to show a 

gain of 33 points at its 11:45am high. As this is being written, it is just about 

unchanged.  

  

But the Dow was flying solo in its upside effort, as both the S&P and the 

Nasdaq have stayed lower all day and breadth numbers are almost 1 to 2 on 
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the negative side. The reason for this discrepancy is that of the 30 Dow stocks, 

no less than 19 of them are higher despite the overall negative breadth 

numbers in the market. And the reasons for the discrepancy are that the 

aluminum component is jumping on takeover rumors, the financial 

components are doing well for a change, and the highest price technology 

stock is at another new high.  

  

At least crude oil and the precious metals are lower, and this is being used in 

some quarters to explain the lower market, as losses in commodity producers 

and energy stocks in particular are hurting the overall picture. But if this use of 

lower crude oil prices to “explain” why the overall stock market is lower, then 

we are in trouble, so to speak. For instance, the shares of the largest energy 

stock reached their all-time highs in late 2007 when the price of crude oil was 

still in double-digits, although high double-digits.  

  

And for the fourth day in a row, the Nasdaq is lagging, because as this is being 

written, with the Dow just about unchanged, the Nasdaq is lower by 27 points. 

Every day there is a new Nasdaq culprit, but today the large Chinese Internet 

stocks are getting sold off sharply and some of the traditional high-fliers are 

doing poorly as well, for whatever reason. The VIX continues to grind higher, 

now up to 16.55, a gain of .56 as it reflects the lower S&P and overall market 

rather than the Dow. So it now appears that those 14.30 lows reached last week 

will now be the ultimate downside support and this means that the market can 

now rally back again until those levels are reached.  

  

The March factory orders report rose for the fifth straight month, this time by 

more than projected, but there are some important companies that are selling 

off as a result of their earnings, which is hurting the overall market 

performance, and this group includes the Dow pharmaceutical company that 

reported this morning.    
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The earnings calendar starts to slow down this week, but we do hear from 

another Dow component, KFT on Thursday, in addition to some Nasdaq high-

fliers like OPEN tonight and PCLN on Thursday as well.  

  

Economic reports will be highlighted by Friday’s April non-farm payroll 

number, which is supposed to show an increase of 190,000 versus 216,000 in 

March, but more on that as the week progresses. 

     

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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