
 

Page 1 

May 6, 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 

The sick nature of the symbiotic relationship that the Fed has allowed to 

develop between stocks and commodities was on perfect and pathetic display 

yesterday, as after another weaker than expected economic report was 

released, stocks gapped down on the opening and were never able to get it 

together on the upside for the most part. The weekly jobless claims rose to an 

eight-month high, with a stunning 474,000 number against the projection by 

the experts for a 410,000 number. Now if one looks more deeply into this 

shocker as opposed to just the headlines, the two items that added around 

60,000 to the total were automobile layoffs for the makers of Japanese vehicles 

in the United States obviously due to the disruption of Japanese supply lines 

after the devastating earthquake in March, and additional layoffs as the result 

of spring break closings of schools for the Easter and Passover holidays in 

April which caused non-teaching staff to apply for benefits as well.  

  

But the suddenly negative mood that developed in the often treacherous 

month of May did not want to hear anything but bearishness and as a result, 

the Dow reached its first low at 11:15am with a loss of 124 points. It was then 

able to battle its way back to show a loss of only 20 points at 12:30pm, and 

was lower by 45 at 2:45pm.  But the Nasdaq was able to advance by 15 points 

and breadth numbers were actually positive by a small 15/14 ratio at that time, 

which meant that it was somewhat of a mixed day. In fact, the Dow was being 

restrained all day by weakness in its industrial and energy components, which 

had been the market leaders through the end of last week and last month. At 

that time the VIX was unchanged, meaning that perhaps the anxieties of earlier 

in the week were coming to an end. 

  

But alas, this was not to be, as all of a sudden stocks went into a severe 

nosedive, with the Dow plummeting to a loss of 202 points on its low at 

3:30pm. At this point the VIX also skyrocketed to a gain of 2.03 to 19.11, just 

about what it should have been relative to the Dow’s decline. From this 

somewhat of a panic low, things were able to claw their way back to a closing 

loss of 139 Dow points and the VIX ended with a closing gain of 1.12 to 18.20.  
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Market Update: 

 

DJIA:               12648 

S&P 500:          1341 

Nasdaq:            2832 

 

10YR T-Note:     3.13% 

 

VIX:                   18.44 

 

EUR/USD:        1.436 

 

Gold                  1490 

Crude Oil:      99.21 

 

Prices Current as of 

13:24 PM 

Source: Bloomberg 
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So what happened at 2:45pm to cause this sudden collapse in 45 minutes? As 

alluded to at the start of this report, it was – you guessed it – the collapse in 

commodity prices that took place at this time as well. In other words, after also 

drifting lower all day, similar to stocks, items such as crude oil, gold and silver 

all of a sudden went into an accelerated decline, not for any fundamental 

reasons, but rather because more “investors” in these items were being forced 

out because of ongoing rises in margin requirements for silver futures 

contracts that the Comex exchange had correctly instituted. So when crude oil 

plunged by an astounding $11 to what was basically a more realistic price at 

$98.25, instead of being friendly for stocks because perhaps now the 

consumer will get some relief from these absurd gasoline and home heating oil 

levels and now might have more money to spend on other items that could 

perhaps stimulate the economy – no – stocks, instead of rising on this news, 

collapsed lower as well! I have been mentioning this sick mentality for months 

now, as when commodity prices were rising to unrealistic levels, this was 

considered bullish for stocks because of the Fed’s attempts to devalue the 

dollar and therefore raise all of these asset prices because of their fear of 

deflation, which of course was only in their heads. In fact, one market expert 

had the nerve to say with a straight face that the plunge in commodities 

“forced investors out of riskier assets.” In other words, lower commodities and 

less inflationary pressures are now NEGATIVE for stocks in what I call the sick 

investing mentality that the Fed has put us in through by its Q.E.2 program. 

  

Silver declined by its largest amount in 30 years, or since it also came down 

from the absurd level of $50 an ounce, which was even more absurd at that 

time than it was last week, and so what? This is a very small market that really 

has lost its influence in today’s economy because its main usage over the 

years, namely for photographic products, has been bypassed by the new 

digital era of photography. As an example, the company that was once the 

largest user of silver for this purpose, is basically a dinosaur whose time has 

passed by, with negative earnings and a price under 3 from its glory days at 

180 and having been kicked out of the Dow long ago. So why should silver be a 
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nywhere close to $50 anymore, but when it did get there last week it was hailed 

as a wonderful development for equities, go figure. 

  

There were some beneficiaries of this commodity meltdown and stock market 

selloff, and the main one was the bond market, which had its best six-day rally 

since December 2008, another time although more severe than this one, that 

perceptions of a slowing economy were front and center on investor’s minds. 

In the process, yields on the 10-year Treasury Note declined down to 3.15%, a 

six week low. One part of the stock market did do well, namely the Dow Jones 

Transports, on the lower energy prices, and whenever someone would ask one 

of these television touts as to why lower energy prices are causing stocks to 

collapse, they would cop out of the answer and say – “see, look at the 

Transport Average – that one is going up”, yes all 20 members of it. 

  

Well, well well, how about good old ADP, whose slightly lower estimate for this 

morning’s jobs report, by coming in at 179,000 on Wednesday instead of the 

initial estimate for them to say that private payrolls advanced by 189,000 got 

investors bent out of shape and was used as an explanation for Wednesday’s 

stock market selloff, in addition to the weaker April ISM Non-Manufacturing 

Survey as well. So are they going to give back the money to those investors 

who slavishly hung to ADP’s every word as if their pronouncements are the 

second coming of Moses at Mt. Sinai with the Ten Commandments?. And it 

was noteworthy that as soon as ADP came out with their slightly lower 

estimate, all of the job report experts sheepishly lowered their predictions as 

well, down to 185,000 from the original consensus closer to 200,000. And 

surprise, surprise, ADP was off by only 89,000, as the official number for 

private payrolls came in at 268,000 and the overall number was lowered by a 

loss of 24,000 government jobs to get the final figure of 244,000. In addition, 

the February and March numbers were revised upward to show an additional 

47,000 jobs as well. The number of private payroll jobs was the highest in five 

years and the overall total was the best in 11 months. The unemployment rate 

did rise to 9% from 8.8% on an increase in the size of the labor force. 
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Today’s market action so far is a classic example of how a market reacts when 

it goes into a major number on the downswing, as stocks have certainly been 

doing this week with four straight days of losses. The initial reaction was 

obviously to the upside, as the Dow reached its best level of being ahead by 

174 points at 11:30AM and I hate to say this, but this was also at the time that 

crude oil, gold and silver also hit their best levels of the day as well. And in 

another example of that ongoing sick symbiotic relationship between stocks 

and commodities, the Dow declined to a gain of only 76 points, its low of the 

day, off 98 points from the earlier high as crude oil had the nerve to go 

negative after being ahead by over $2 a barrel. This is completely sick, but it 

appears as if this dynamic of stocks following commodities and the Euro lower 

is not going to change for a while. And to make it worse, these commodities 

have declined from their earlier highs as the Euro also sells off as well, and 

what is so terrible about that, and let us remember that it was the collapse of 

the Euro late in the day yesterday that also contributed to stock’s late plunge 

as well, adding to the surrealistic nature of these relationships.  

  

The earnings calendar continues next week with further Dow companies 

reporting, such as DIS on Tuesday and almighty CSCO on Wednesday. Next 

week’s economic numbers are not as numerous as this week’s were.  

  

  

             

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   
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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.  

Disclosures 


