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Now that Egypt has officially been put to rest as having anything remotely to 

do with our stock market, investors turned to something more relevant and 

historical, namely the Super Bowl indicator. In the previous 44 years in which 

the game was played, the stock market advanced on 35 occasions and 

declined nine times when a team from the original N.F.L. won the game. In the 

prior three years when the Green Bay Packers won – 1967, 1968 and 1997 – the 

market has averaged a gain of 18% for that year. So despite the bizarre 

increase in the VIX at the same time that the market made a new high for the 

move yesterday, it appears as if the Super Bowl indicator might work again in 

2011. 

  

Stocks were motivated higher by another Merger Monday, with BEC and PDE 

making strong gains in takeovers. In addition, the President made nice to 

business with a speech to the U.S. Chamber of Commerce, which had spent 

furiously on behalf of Republican candidates in the recent mid-term elections. 

He said that he would seek their help to tackle “burdensome corporate taxes.”  

  

The Dow started out nominally higher and never looked back, reaching its high 

of the day at 11:45am with a 96 point gain. It then sort of backed and filled for 

the rest of the session before finally closing with a 69 point advance. And 

breadth numbers were strong at a better than 2 to 1 positive ratio.  

  

And what was most astounding about this and which is a strategy that is 

destined to backfire on its proponents, is that the VIX did not decline at all 

even when the Dow was ahead by those 96 points at its high! And when the 

Dow came down 27 points from the 96 point high, the VIX actually had the 

nerve to end higher, with a .35 gain to 16.28.  The reason that this strategy is 

destined to backfire is something we have discussed many times in the past, 

namely that the further away that the VIX goes from its support level of 15.35, 

then it theoretically gives the market more room to advance. In other words, 

with a VIX close at 15.93 on Friday, it was around .60 points away from 

support. So a Dow gain of 60 points should have dropped the VIX down to that 
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Market Update: 

 

DJIA:               12203 

S&P 500:          1321 

Nasdaq:           2787 

 

VIX:                  16.23 

 

10YR T-Note:     3.68% 

 

EUR/USD:        1.365 

 

Gold                  1365 

Crude Oil:        86.86 

 

Prices Current as of  
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Source: Bloomberg 
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15.35 support level. Instead, the VIX went the other way (higher) instead of 

lower, which now gives the market even more room to advance. So in a sense 

the “smart money” that was buying puts yesterday, causing the VIX to rise, 

was really doing themselves harm, because that higher VIX allows the market 

to continue to go up. Now of course this does not mean that the market cannot 

fall no matter where the VIX is, but this decoupling of the traditional 

relationship between the VIX and stocks – namely that they move opposite to 

each other – can only be interpreted to mean that the market can still go 

higher. 

  

And sure enough, this is exactly what we are seeing so far today. Despite 

some early hysterics about China raising interest rates and German Industrial 

Production declining for the second straight month, stocks have been able to 

overcome small early declines to show gains as this is being written. And once 

again, with the Dow higher by 36 points, the VIX is also up a bit as well, plus 

.04 to 16.32, as the put buying continues even as equities grind higher. And it 

is this further separation of the VIX  from its 15.35 support level that is allowing 

this to take place. 

  

China raised interest rates this morning for the third time since last October in 

order to try to contain inflation which has reached a 30 month high. They 

actually raised rates more for deposits than for lending, in order to encourage 

people to leave their money in the banks instead of using it for lending or other 

speculative purposes. In addition to the China news, there was also the decline 

in German Industrial Production as mentioned above.  

  

These actions initially had the effect of causing the prices of both crude oil and 

copper to decline, the latter from record highs, on the perception that the 

slowing of demand from China could negatively affect these items, but they 

have both recovered and are both a bit higher at the present time. This could 

be because of a sharp rise in the Euro. But stocks shook off the ostensibly 

negative effects of this and are drifting higher as mentioned above. 
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Breadth numbers went from negative to slightly positive as well, and the Dow 

is being sustained by MCD, which is still lower for the year despite a nice gain 

today on better than expected January same store sales. It alone is 

contributing 18 points to the Dow’s advance.  

  

For what it is worth, the yield curve between the 30 and 2 year Treasury 

maturities has narrowed for the second straight day, after reaching a record 

high differential of 300 basis points. This could be the perception by bond 

market experts that the Fed is going to raise rates sooner rather than later, as 

the yield on the 2-year has risen for seven straight days. And let us all 

remember that this is the maturity that is most sensitive to Fed policy. But I 

would not bet the ranch on this continuing too much more, as Chairman 

Bernanke keeps insisting that the federal funds rate will stay at these record 

low levels for “an extended period of time.” 

  

Earnings reports the next two weeks will virtually bring the earnings season to 

a close, and we do hear from the following Dow companies - tonight: DIS; 

Wednesday: CSCO, KO; Thursday: KFT, among some other important 

companies as well.    

  

The S&P trades at 13.5 times forward earnings, and 15.8 times current 

earnings, and this gets it to the highest level in the past year, if one assumes 

that this year’s earnings are going to come in at $83 for the S&P and $95 for 

2011. The average P/E multiple for the S&P going back to 1954 has been 16.2.  

  

According to the sector analysts who follow these companies individually, for 

all of 2010, earnings are projected to increase by +30%, which would be the 

most since 1995, followed by earnings increases of +15% in 2011, as reported 

by Bloomberg Financial, and this would be the largest two-year advance since 

the period ended in 1995. First quarter profits rose by +52%. Second-quarter 
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profits rose by +49%, the third-quarter rose by +28%. The fourth-quarter is 

supposed to gain by +37%.  If these numbers do come to fruition, then S&P 

earnings should be around $83 for 2010 and $95 for the S&P in 2011. This 

would equate to around a 15% gain this year. The highest ever earnings for the 

S&P in one year took place in 2006, at $88.    

  

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

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

2009 and continuing with every quarter in 2010 according to the Commerce 

Department. Economists now predict that G.D.P. expanded 3.2% in the fourth 

quarter, and for 2011, the prediction is G.D.P. growth of 3% and it is 3.2% in 

2012.      

  

  

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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