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The month of February ended with gains of around 3% for the three major 

averages, and this followed January’s gains of almost as much, which means 

that if history is going to repeat itself this year, 2011 should be another up year 

for stocks based on the historical fact that on the prior 26 occasions when the 

first two months of the year were higher, 25 of those times saw the full year 

end with gains as well. 

  

What was somewhat unusual about the day’s price action was that despite a 

poor Nasdaq/Dow ratio, the strength in the Dow versus the weakness in the 

Nasdaq actually won the day, when most of the time the opposite result 

occurs, namely that a weak Nasdaq relative to the Dow pulls the overall market 

lower. But yesterday, the Dow was the hero and it reached its best level of the 

day with a 102 point advance at 10:30am based on a strong February Chicago 

Purchasing Managers’ Survey, which reached its highest level since July 1988. 

In addition, the January personal income report showed  its best advance 

since May 2009, and this was primarily a function of the lower social security 

deductions on payroll checks that went into effect this year. Both the Dallas 

and Milwaukee Manufacturing Surveys also came in higher than expected as 

well. And no less a person than Warren Buffett chimed in that his “elephant 

gun has been reloaded and his trigger finger is itchy”, which was interpreted to 

mean that he was looking perhaps to buy some companies at the right price. 

There were also comments from St. Louis Fed President Bullard that higher oil 

prices were not a big enough shock to damage the economy and that the U.S. 

economy is in very good shape for this year. Overlooked was a poor report on 

January pending home sales and the fact that consumer spending declined to 

its lowest level since last June, obviously a result of the higher food and 

energy prices currently in effect. 

  

From those early highs, things started to deteriorate as the Nasdaq went 

negative at 12:45pm based on weakness in several of its high-priced members 

who have made spectacular gains over the past year or so. This lower Nasdaq 

had the effect of pulling the Dow to its low of the session with an advance of 
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Market Update: 

 

DJIA:               12156 

S&P 500:          1317 

Nasdaq:           2757 

 

VIX:                  19.60 

 

10YR T-Note:     3.45% 

 

EUR/USD:        1.381 

 

Gold                  1430 

Crude Oil:        98.74 

 

Prices Current as of  

12:50 PM 

Source: Bloomberg 
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only 32 points at 2pm. But from that time until the close, the Dow charged 

ahead once again and ended with a closing gain of 96 points, which actually 

pulled the Nasdaq to a nominal advance of 1 point. Breadth numbers were 

good at better than 2 to 1 to the upside. This resulted in stocks having 

advanced for three straight months, starting from December after November 

was a down month.   

  

Mr. Buffett must be onto something, as so far this year there have been 

mergers and acquisitions worth $162 billion and this compares to $97 billion 

last year, a gain of 67%. In other markets, the Euro advanced to a three week 

high against the dollar on the perception that interest rates in that part of the 

world are going to be raised ahead of any rate increases here, and the 

inflationary pressures that could result from higher commodity prices and 

potentially slow the economy will force the Fed to keep rates at their record 

low levels for an extended period of time. Yesterday’s advance also validates 

for the time being the fact that the 3.7% correction last week and the 3.7% 

November correction might be all that the market wants to give up on the 

downside, as the VIX declined by just about what it should have relative to the 

market advance, down .87 to 18.35, meaning that the selling panic which briefly 

was front and center last week has subsided to a great extent. 

  

After yesterday’s unusual situation where the Dow actually led the Nasdaq 

higher, the new month started out with that relationship working the way that it 

traditionally does. In other words, a knee-jerk first day of the month higher 

start saw an early Dow advance of 35 points disappear rapidly, courtesy of the 

Nasdaq going negative within 10 minutes after the opening bell, and the Dow 

then followed the Nasdaq lower as it usually does in these types of situations.   

  

Despite another good economic report, this time the February ISM 

Manufacturing Survey rising to its best level since May 2004, things are 

deteriorating as the price of oil is now up by $2 a barrel based on increased 

Middle East anxieties. And these anxieties are primarily based on the fact that 
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the Saudi Arabian stock market underwent its largest loss since November 

2008, with a large decline of 6.8% to the lowest level since July 2009. There was 

a report that a Shi’ite cleric was detained by authorities after he had the 

“nerve” to call for a constitutional monarchy. In addition, there were reports of 

unrest spreading in Bahrain and into Oman, another large oil producer. 

  

We also had Chairman Bernanke’s testimony to the Senate Banking Committee 

in which he said that the recent surge in oil prices is unlikely to have a large 

impact on the U.S. economy, but it could dampen growth and raise inflation if 

it is sustained. He did not give any indication that he was considering ending 

the Q.E.2 $600 billion bond buying stimulus program. He also said that the U.S. 

economic recovery was becoming self-sustaining but also warned that job 

growth remains far too anemic. Finally, he stated for the first time that the risk 

of deflation, which was the primary reason behind the Fed’s implementation of 

the Q.E.2 program, was now “negligible”, months after everyone else saw this 

as commodity prices began their inexorable steady move higher starting in 

September at the same time that stocks also began their latest phase of the 

bull market higher as well.  

  

It now appears as if that streak of the first day of the month being an up-day 

for the past seven months is now over, as the Dow has declined to a loss of as 

much as 95 points on its low and breadth numbers have deteriorated to a 

negative 10/19 ratio. As stocks are declining, the VIX is up by about what it 

should be with a gain of more than one point as this is being written.  

  

Earnings season for the fourth-quarter is virtually over, with 71% of the 460 

S&P companies that have reported so far having beaten their estimates. The 

big event of the week will be Friday’s February jobs report, and more on that as 

the week moves on.   

  

The S&P trades at 13.5 times forward earnings, and 15.7 times current 

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

This current level of the S&P could be used as the “excuse” for any market 

selloff that we see, if in fact we see one the rest of this month. 

  

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

all of 2010, earnings are projected to increase by +29%, 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 

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 $96 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 2.8% in the fourth 

quarter. For 2010, G.D.P. rose at a 2.8% rate, which was the highest since 2006 

after a decline of 2.6% in 2009. For  2011, the prediction is G.D.P. growth of 

3.5% and it is 3.9% 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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