
Earnings, 
Economic News keep Stock Rally Going
11:45 a.m., EST, 4/17/2009, Philadelphia PA

Weekly commentary by Professor Jeremy J. Siegel

The U.S. market has rallied about 28% from its closing low just fi ve weeks ago and the rally appears to 
have enough steam to move considerably farther.  There is no question that the economic data show a 
marked moderation in the decline of economic activity. Only the March Retail Sales disappointed, and that 
decline was not severe.  On the other hand, the NY and Philly Fed manufacturing indexes, and particularly 
the jobless claims number on Thursday, were well above expectations. Also, the just-announced Michigan 
Consumer Sentiment index for April increased to 61.9, 4.6 points above the March fi gure and well above 
expectations.

The earnings reports are perhaps the most encouraging for the equities market.  Almost all the major fi rms 
(save Southwest Airlines) have reported well above expectations.  The banks have been particularly strong 
(banks stocks are now double their March 8 panic lows), although their earnings have been boosted by 
trading profi ts, the mark-to-market accounting changes, as well as “capital gains” on the decline in the 
price of their bonds, which FASB last year allowed to be taken as a “capital gain.”

One may wonder how banks can report good profi ts while investors believe that many are near insolvency.  
Many of these bank assets are paying interest now, but they are expected to default in the near future.  This 
includes commercial lending: when rents are up for renewal at lower rates, many of these borrowers won’t 
cover their interest costs. It is the magnitude of these defaults that will ultimately determine the health of 
banks.  Banks face many diffi culties before they return to permanent profi tability.

The dollar has gained back almost all the ground that it has lost against the Euro since March 18, when the 
greenback collapsed in the wake of the vigorous expansionary policy the FOMC announced following their 
March 18 meeting.  Europe wrongly interpreted the Fed’s move as infl ationary.  In fact it was the appropri-
ate response for reviving the U.S. economy which now appears well ahead of Europe’s recovery.  Strains 
are developing within the European community between those who want to pursue an aggressive policy 
like the Fed and those, such as Germany and France, who prefer the “go slow” approach.  This is leading 
to diffi culty for the ECB because the Bank must answer to many different political centers. Yet the Euro 
will survive if only because the currencies of countries outside the euro zone have fared much worse in this 
crisis. In the future more countries will want to opt into this stable system, even if they lose their monetary 
independence.   

Professor Jeremy Siegel is a Senior Investment Strategy Advisor to WisdomTree Investments, Inc., and WisdomTree 
Asset Management, Inc. He is also a registered representative of ALPS Distributors, Inc.  This article speaks of his 
research and expresses his opinions and is not to be considered a recommendation to participate in any particular 
trading strategy, or deemed to be an offer or sale of any investment product, and it should not be relied on as such.  
The user of this information assumes the entire risk of any use made of the information provided herein.  Neither Pro-
fessor Siegel nor WisdomTree nor any other party involved in making or compiling any information makes an express 
or implied warranty or representation with respect to information in this article.  
Past performance is no guarantee of future results.


