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Market Update : 

 

DJIA:              12983 

S&P 500:        1380 

Nasdaq:          3019 

 

10YR T-Note:    1.96% 

 

EUR/USD:       1.31 

VIX:                 18.66 

 

Gold:              1641 

Crude Oil:      102.65 

Prices Current as of  

1:15 PM 

Source: CNBC 

After  Tuesday’s upside moonshot, the market took a bit of a downside beating 

yesterday, with the Dow reaching a loss of 88 points by 2pm before trying to 

mount a comeback as AAPL and GOOG, both of which have got beaten up 

recently, charged to the upside to get the market a little bit excited. This 

caused the Dow to regain almost half of it losses and as a result, it was “only” 

45 points lower at 3:05pm, when one of those late in the session collapses 

back to negative by these two aforementioned leaders resulted in a final Dow 

decline almost back to the lows with an 82 point ending loss.  

 

And to no one’s surprise, it was a little upside move in the Euro that got the 

market here motivated to the upside at that time, before the common currency 

decided to fall back as well, and we all know about the sycophantic 

relationship between these two items, so it was no great shock that stocks 

here eased back down as well. One could find an excuse for the Dow getting 

whacked around to the extent that it did, and it was that IBM, the highest priced 

issue in a price-weighted index, by itself accounted for 55 negative Dow points, 

and similar to GOOG and JPM last week, investors once again made the 

mistake of rallying a stock strongly into its earnings report, as if the report 

owed them a living by automatically going higher because some analysts put 

unrealistic upside price targets (850 and 55) for these two. In addition, buyers 

of near to expire calls really get taken to the cleaners when these stocks go 

lower because of the total loss of value that results when the most heavily 

bought strike prices are not reached, instead of the anticipated gains they were 

“supposed” to make because the cheerleaders for these stocks put out these 

types of upside price objectives.  

 

Breadth numbers were a poor at a negative 1 to 2 downside ratio and the VIX 

rose by only a small amount to end .18 points higher at 18.64. It had been 

higher earlier in the day to just over 19, which resulted once again in the 

largest number of expiring April options to go out worthless, to the tune of 1.4 

million calls (bearish strategy) and 550,000 puts (bullish strategy) for the 

buyers of this worthless merchandise.  
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And as I have pointed out in the past, the people who get involved with VIX 

options are considered more “sophisticated” investors because dealing with 

options on the VIX is probably a strategy that is outside the comprehension of 

the average investor. But the ongoing huge number of these options that 

expire worthless is testimony to the fact that these supposedly sophisticated 

investors don’t really know anything more than the average person.   

 

The only good thing to come out of yesterday’s downside was that crude oil 

prices continued to decline, lower by $2 a barrel to $102 and gold and other 

commodities also took it on the chin in a classic “risk-off” day. And instead of 

the traditional role that equities and commodities used to have of the latter 

being a portfolio hedge against stocks declining when economic news is bad, 

since the introduction of the various stimulus measures by the Fed in August 

2010 in response to the first of the ongoing European “debt crises”, this 

relationship has been broken for the time being, as now when stocks go higher 

because of a higher Euro, this is now supposed to indicate that when things 

are good in that part of the world, then commodities rise because of the 

perception of “worldwide economic expansion.” And in another example of 

that sycophantic pattern as well, when stocks are lower here, then bond yields 

decline as well on the supposedly slower economic scenario. 

  

Earnings season continues to move along, with 78 S&P companies having 

reported and 80% so far have beaten their numbers, which is well above the 

traditional average of the past few years, but we have seen both good and poor 

reactions to these numbers as the case may be. 

 

Today’s market is going to be a classic example of whichever way it finally 

decides to close, then the experts will have the answers as to why it went 

either up or down at their fingertips.  
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As for instance, if things end higher, then it was because of good earnings 

from important companies, such as Dow components TRV and VZ, in addition 

to EBAY, FFIV, MAR, MS and VMW, among others, although there were some 

poor reactions as well, with EMC, QCOM and YUM, among others. If things end 

lower, then the culprit will come from two sources – economic reports here and 

ongoing problems in Europe, as for instance our weekly jobless claims 

increased a bit from last week, the April Philadelphia Fed Manufacturing Index 

fell to the lowest level since January and March existing home sales declined 

for the second month in a row. 

 

Then there was Europe, as both Italian and Spanish bond yields rose a bit, with 

Italy’s 10-year notes up to 5.55% while those in all-important Spain yielded 

5.74%, which is still below the critical 6% level that they attained a few days 

ago, but higher than the last auction of this maturity back in January, a 5.40% 

yield. This  underlines the deterioration that has taken place in that country 

since that time. And heaven forbid, there were stories that France’s sovereign 

debt rating could be downgraded soon, Mon Dieu! On the other hand, doesn’t 

the fact that Moody’s raised the debt rating of mighty Azerbaijan to investment 

grade count for anything anymore?  

 

As a result of all these cross-currents, the Dow has swung between gains of as 

much as 47 points and losses of as much as 60 points, and is currently down 

by 33 as this is being written. Breadth numbers are now slightly to the negative 

side at a 14/15 downside ratio after having initially been almost 2 to 1 to the 

upside. The Nasdaq is trying to do better, currently lower by 6  points and it is 

being helped by strength in some biotech stocks on takeover stories and other 

items that are particular to this group.  

 

The VIX does not know which way to turn, and is basically unchanged at the 

present time, and obviously it will follow the market to some extent by the 

close. And to no one’s surprise, bond yields here are falling back once again 

on the perception of those difficulties in Europe,  
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with the 10-year yield down to 1.96%.  

 

Finally, there is the always insidious influence of tomorrow’s monthly options 

expiration, which could be preventing some key stocks from going over certain 

levels where there is a huge buildup of open interest in calls, and the best 

example of this is the BAC 9 strike, which obliterated its holders to the tune of 

130,000 positions for last week’s series, and since this is a monthly closeout, 

the open interest in tomorrow’s 9 strike price call alone is 240,000 and how 

about 221,000 for the 10 strike price, which is a sure goner. We will give the 

totals for some of the key individual stocks and as usual the SPY, which has 

the largest open interest of all, in tomorrow’s daily market notes.  

 

This is a huge week for earnings, with 90 or so S&P companies reporting, and 

the lineup for the rest of the week is: tonight: Dow component MSFT plus AMD, 

ALTR, high-flying CMG and SNDK; Friday: Dow components GE, MCD plus 

AEP, KMB and MAN.  

 

Once again, as the first-quarter reporting season is getting underway this 

week, the current expectation is for an overall profit gain of 3.5% but this will 

only be 2.0.% without the predicted strong results from AAPL. The current 

forecast for the entire year is for profit growth of 8.6%. The fourth-quarter of 

2011 saw a 9.2% gain. 

 

Now that we have passed the third anniversary of the bear market low earlier 

this month, there is a statistic which says that of the eight previous bull 

markets since 1928 lasting at least three years, which this one now has, seven 

rose in the fourth year (i.e. 2012), with an average gain of 14%. 

 

The S&P trades at 13.5 times the projected 2012 earnings of $101, according to 

the analysts who follow these companies, which should be a major supporter 

of stocks. Earnings were $85 in 2010 and were $93 in 2011. 
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 The estimate for 2013 is $107. The average P/E multiple for the S&P going back 

to 1954 has been 16.4.  

  

After four consecutive quarters of negative G.D.P. growth, we now have 10 

consecutive quarters of positive growth, starting with the third-quarter of 2009, 

every quarter in 2010 and every quarter in 2011 as well. For 2011, G.D.P. rose at 

a 1.7% rate, and it is projected to grow by 2.2% in 2012, although estimates for 

this number vary widely and are constantly changing. 

 

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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