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PPI and CPI data came in almost exactly at expectations, but the real drama was in the commodity market. 
Brent ended the day at $114; it had fallen as low as $105 last Friday in the fi rst sell-off, recovered to $118.43, 
and the fell again. Gasoline futures ended the day at $3.08, indicating a retail price of $3.68, about 30 cents 
under current levels. Many agricultural products have broken below last week’s low and February 2012 natural 
gas, which had rallied above $5.30 per dekatherm after Japan’s nuclear disaster, is now selling at $4.89, not far 
above its multi-year low.

Although the bursting of the commodity bubble may cause some short-term pain to some segments of 
the equity market, it is ultimately a big plus for the U.S. economy and stocks. If energy prices can stabilize, 
we will see some very low, and perhaps negative month-over-month numbers for the CPI. This can boost 
consumer confidence.

Elsewhere the economic data are mixed. Jobless claims did move down last week, although the four-week 
moving average rose. With the second quarter half over, GDP growth is indicated between 3.0% and 3.5% for 
this quarter. I still expect almost 4% growth in the second half of the year. The next Fed gathering is not until 
June 22, which will be the meeting they will announce the ending of QE2. At this point, my projection is that 
the Fed will stabilize its balance sheet (reinvesting MBS coupons but engaging in no net Treasury purchases). 
Bernanke’s policies will look a lot better if commodities stabilize (or move downward), as many observers did 
not think this was possible unless the Fed raised rates.

I am continually amazed at investors’ appetite for Treasuries. Even with QE2 ending, the 10-year Treasury 
is as low as 3.17%. That is below the level that immediately followed the Japanese tsunami when the fear 
of a signifi cant nuclear meltdown was at its peak. The fact that an investor can put together a conservative 
portfolio of blue chip stocks that earns signifi cantly more than bonds reminds me of the 1950s. To be sure, 
dividend yields were higher back then (as was the payout ratio) yet the next decade was great for stocks 
and bad for bonds.
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