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Like last Friday, Europe’s gloom overwhelms good economic data, with retail sales reaching or topping 
expectations and sharp upward revisions in March’s data.  From a technical sense, yesterday and today’s 
decline in equities is extremely common after a sharp run-up from the plunge last Thursday.  I would 
only be concerned if stocks broke below last week’s low.  But we are nowhere near that point. Even in 
Europe, which is absorbing heavy selling today, equity markets are still 7% above last week’s low.   

Nevertheless, there are clearly anxieties in the credit markets.  The libor-Funds rate spread rose to 22 bps 
today from as low as 6 bps in March. Still this is a far cry from the levels reached during the fi nancial crisis: 
the spread remained over 25 bps from mid 2007 until late last summer, hitting an unheard-of 364 bps after 
the Lehman bankruptcy.  The spread averaged over 100 bps during those two years, so what we see now 
is a mere blip and not enough to cause any substantial disruption to the credit markets.

Today the euro has plunged again, reaching 1.24 this morning.  As I noted last week, the European 
rescue package does not address the fundamental weaknesses in the Euro system.  At a fundamental 
level, it is easier for a country to take the pill of a depreciating currency than fi scal stringency that is 
seen as emanating from outside the country. But Greece, Portugal, and Spain do not have that option.  
Although European monetary problems have no easy solution, the depreciating euro is unambiguously 
good for European exporters, so wholesale selling of European stocks is not called for.

The implications of the European crisis for the Fed are simple.  Bernanke will put off any hint of tight-
ening for at least one meeting and maybe more.  I do like the fact that WTI oil is down to $72.95, the 
lowest since February, and the long bond is down to 3.45%.  This is an excellent backdrop for equities 
with  surging earnings estimates.  As soon as the market realizes that the European sovereign debt 
crisis will not result in a repeat world fi nancial crisis, we should see a substantial rally in equities. 
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