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Market Update : 

 

DJIA:              13250 

S&P 500:        1401 

Nasdaq:          3054 

 

10YR T-Note:    1.93% 

 

EUR/USD:       1.31 

VIX:                 16.93 

 

Gold:              1652 

Crude Oil:      105.39 

Prices Current as of  

12:45 PM 

Source: CNBC 

After its first monthly loss since last November in the month just ended, the 

S&P along with other major market measures decided to redeem themselves 

yesterday, as the historical pattern of the market going higher on the first 

trading day of the month after declining on the last trading day of the prior 

month continued. The market ended higher for the fifth time this year on the 

first trading day of the fifth month after ending lower on three of the four last 

days of the month as mentioned in yesterday’s notes, and the latter dynamic 

has taken place in an up-year for the overall market. This is another example of 

my belief that the market is invariably manipulated lower on the last trading 

day of the month and I have discussed the reasons why this takes place many 

times in the past, and then all of a sudden on the next day, or the first trading 

day of the new month, it has a tremendous propensity to go higher, so tell me – 

what changes so much in those 24 hours? 

 

The first item that gave a good underpinning to stocks was the fact that Europe 

was closed in observance of the May Day holiday, so at least for one day we 

did not have to hear all the tales of woe that emanate from that part of the 

world.  

 

After a neutral opening and then a fast 38 point loss ahead of the 10am release 

of the April ISM Manufacturing Survey (did someone “know” that it was going 

to be bearish?), the release of that report was used as the explanation as to 

why the market made a dramatic upside turnaround, with the Dow gaining as 

much as 125 points at its best level around 12pm. At 3pm, it was still 110 points 

higher before it decided that the path of least resistance was now lower and 

basically gave back almost half of its gains to end with a 65 point advance. The 

Nasdaq did well early with a 39 point gain when the Dow was on its high, but 

then started to fade out quickly in the afternoon, which is probably the reason 

that the Dow started to decline as well. As a result, the Nasdaq ended with only 

a 4 point gain, which meant that the Nasdaq/Dow ratio was deteriorating as the 

afternoon moved on and we all know who wins that battle.  
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And for good measure the Russell 2000 Index of small stocks actually closed 

lower on the day, so the fact that headlines in all of the financial media that the 

Dow reached its best level since December 2007 was somewhat of an 

exaggeration of the market’s overall strength.  

 

And ho, hum, guess which stock led the Nasdaq and the overall market to end 

with a whimper, you know the one that has the name of a fruit, which now has 

closed lower for the 14th time in the past 16 days, and on 10 of those lower 

days it had initially traded higher intraday which means that its upward 

momentum for the time being has been lost as the mentality now has been to 

sell rallies rather than buy dips despite analyst price targets as high as the 900-

1000 price range. In addition to this stock, there were other technology 

weaklings again, primarily in the form of the former high-priced leaders such 

as GOOG and PCLN, in addition to has-beens RIMM and that perennial old 

warhorse CSCO.  

 

Breadth numbers were good at a 2 to 1 upside ratio, but they had been as high 

as 4 to 1 when the major averages were at their best mid-day levels, but on the 

Nasdaq the ratio was slightly to the downside. The VIX declined by just about 

what it should have relative to the Dow advance, with a closing loss of .55 to 

16.60 but it had gotten down to 16, which has served as a pretty solid support 

level for the past month or so.  

 

And naturally as stocks rallied, the outside sycophantic markets did what they 

are supposed to do, as bond yields rose a bit with the 10-year note at a 1.95% 

yield and crude oil, which once again is in its own upside world at a one-month 

high despite inventories that keep rising and crude has now reached its 

highest price in a month at $106 a barrel. On the other hand, gold continues to 

do nothing and appears to be locked into one of those periods where it is just 

drifting aimlessly despite the never-ending succession of touts who give a 

person all kinds of reasons to own it because it is destined to go higher, as it 

already has for the past 11 years in a row and despite it doing nothing lately,  
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gold is still up for this year as well. 

 

Leading the way higher were the shares of financial and energy components 

for whatever reason. For the second day in a row, there was merger and 

acquisition activity as well, with IPSU and PFCB the beneficiaries of this. 

 

Sure enough, after that one-day respite from the woes out of Europe, we had to 

deal with them again as unemployment in the E.U. reached a 15-year high and 

manufacturing in that part of the world declined for the ninth straight month. 

Then we had good old ADP coming out with a much lower than expected 

estimate for Friday’s jobs report, with a low 119,000 number when the official 

expectation is still in the 160,000 range. I have been mentioning that the official 

number might be too high because weekly jobless claims have risen from last 

month when the number was 120,000 new jobs created, so there is some 

danger ahead. On the other hand, let us also remember that for most of last 

year, ADP was way too pessimistic with their projections, so Friday’s number 

is most likely going to come out at some sort of surprise level. 

 

As a result, the Dow fell to a loss of as much as 87 points at its 10:30am low 

and has since recovered from those worst levels, with a recent upward spurt to 

leave it only 28 points lower as this is being written. The Nasdaq has actually 

turned a bit positive due to a comeback in some of the larger technology 

issues including the one with the fruit name, which is trying to gain after its 

recent horrendous losing streak as mentioned above. Breadth numbers are 

weak at an 11/17 negative ratio and the VIX is higher by .37 to 16.97 after being 

up over one full point on the market low this morning.  

 

Bond yields are lower on the weaker economic data, which also includes a 

1.5% decline in March factory orders. The Euro is naturally lower on the poor 

data from that part of the world, which is causing crude oil to decline by 

around only $1 down to $105 a barrel, big deal, as inventories rose to their 

highest level in 21 years and both production and imports rose.  
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So shouldn’t prices be much lower? Gold is also declining once again on its 

own momentum and also due to the weaker Euro, down to around 1.3160 but 

still within its long-standing trading range.  

 

Earnings season is coming into the home stretch, with 350 of the S&P 

companies having reported and 70% of them have beaten the estimates. And 

for the third day in arrow, merger and acquisition activity is with us, and this 

has helped the shares of CHRS and SMSC to advance on takeovers.  

 

Economic reports continue this week with the big one on Friday as the April 

jobs report could be a problem because of the consistently higher weekly 

jobless claims that were reported this month. The lineup is – Thursday: weekly 

jobless claims, April ISM Non-Manufacturing Survey; Friday: the big one, with 

the current consensus for a gain of 165,000, and we will discuss this more 

tomorrow.   

 

Earnings are going to be a less important factor, and the lineup includes: 

tonight – V, ALL,  PRU, TWC; Thursday – Dow component KFT and VIAB. 

Frist-quarter earnings are projected to be around 6%. The current forecast for 

the entire year is now for profit growth of 13%. 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 $105, 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. The estimate for 

2013 is $107. The average P/E multiple for the S&P going back to 1954 has 

been 16.4.  
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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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