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After two very painful downside days, the market finally found its footing 

yesterday and made a nice recovery, with the Dow gapping higher on the 

opening and basically never looking back. Of course there were gyrations 

during the course of the day, as for instance the Dow gained by 174 points by 

10:30am after the release of the February L.E.I. report which showed its eighth 

straight advance and the March Philadelphia Fed Survey which rose to its 

highest level in 27 years.  

  

But by 2pm, the Dow had given back almost half of its gains, declining to an 

advance of only 81 points as a sudden drop in the financial components for 

whatever reason caused this coming off of the best levels. Then from this 

intraday low, the Dow made a strong comeback and actually made a new 

intraday high, up 187, as the financials turned back around to the upside very 

rapidly. It finally ended with a closing gain of 161 points. But what was unusual 

was that on a day when the Dow was this strong, the Nasdaq lagged badly. For 

instance, after being higher by 44 points on the early Dow high, in line with 

what it should have been, it weakened on a relative basis to the Dow as the day 

wore on, and actually ended at the same level that it was at 2pm, when the Dow 

was on its low. So while the Dow doubled its closing gain from that 81 point 

low, the Nasdaq limped to a closing gain of only those 19 points.  

  

So what happened? The answer is that several prominent technology stocks 

actually ended slightly lower even as the major averages were higher. The 

worst example was the pathetic Internet router and switch maker, which had 

the dubious honor of stopping some people out under 17 and ended at a new 

52-week low, down more than 15% for the year. Its Dow cousin in being a 

complete has-been, otherwise known as the largest software company, also 

ended slightly lower and is down by more than 11% this year. Other large 

technology stocks that have done better this year came under pressure as 

well. So on day when the market did well, the Nasdaq/Dow ratio did poorly, and 

this was unusual. The unusual state of this relationship was illustrated by the 

advance/decline line being only positive by a 2.6/1 ratio, which is low for a   
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Market Update: 

 

DJIA:               11854 

S&P 500:         1279 

Nasdaq:           2647 

 

10YR T-Note:     3.27% 

 

VIX:                  24.23 

 

EUR/USD:        1.418 

 

Gold                  1418 

Crude Oil:      101.09 

 

Prices Current as of 

14:30 PM 

Source: Bloomberg 
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Dow advance of 161. This poor ratio was a function of the lagging Nasdaq, as 

this index contains more than 100 times the number of stocks than are in the 

Dow.  

  

On the more positive side, the leading gainers were the ones that do well on 

days when the Dow makes a strong gain, and yesterday was no exception, with 

the industrial and energy components leading the charge. Commodity markets, 

which had gotten blasted to the downside as stocks sold off on Tuesday and 

Wednesday on the Japan nuclear concerns, made a tremendously strong 

recovery and put in their best upside showing in three weeks.  

  

The VIX, which had been the object of so much buying attention by panicked 

investors earlier in the week, rising to its highest level since early July in the 

process, declined by more than it should have, falling by 3.03, to 26.37. This 

has been the pattern on both up days and down days this week, namely the 

VIX making moves that are twice as large as it should have, which I assume is 

the definition of “heightened volatility.”  

  

So from the intraday high on February 18th of 1344 to the intraday low of 1249 

on Wednesday, the S&P has now undergone a decline of 7%. 

  

The specific reason that things were able to gap higher after being lower for 

seven out of nine days was that there was some calming of the nuclear 

situation in Japan, as Tokyo Electric Power may connect a power cable to the 

Fukushima nuclear plant to try to restart the cooling system and prevent a 

meltdown. This was in addition to the better economic reports as mentioned 

above.   

  

So after the Dow was ahead by .31% in 2011, but the S&P was lower by .06% 

and the Nasdaq was behind by 1.36%, in the year that many market experts 

thought was going to be the first one since 1995 that the S&P stayed above its 

prior year’s close for the entire year and never dipped below it, the market did   
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what it also did in 1995. During that year,  the S&P also closed a fraction below 

its 1994 close one day very early in January. We gave it the benefit of the doubt 

for one more day and if history repeats itself, then yesterday’s gains, which 

now put the S&P back ahead for the year, are encouraging in that aspect.     

  

After yesterday’s nice advances, the market resumed its sort of neurotic 

behavior of reacting to each and every event, as yesterday evening, the various 

stock index futures sold off sharply when news of the U.N. approval of a no-fly 

zone against Libya was announced. A few hours later, these futures reversed 

course to the upside when the G-7 said that they were making a coordinated 

effort, led by the Bank of Japan, to weaken the yen, which had risen to a record 

high against the dollar, and the fear was that the stronger yen would make 

Japanese exports less competitive at a time when they really need them to be 

more competitive.  

  

These gains held in the overnight session held on the opening, and we got a 

very similar day today as we had yesterday, with the Dow ahead by 154 points 

at its best level around 11am, but the Nasdaq lagging once again for the 

second day in a row. This , once again is due to weakness in several prominent 

components, most notably the large mobile telecom and computer stock, in 

addition to several others.  Breadth numbers are similar to yesterday in the 

sense that they are weaker than a Dow triple-digit gain would imply, and they 

are positive by around that same 3 to 1 ratio once again. 

  

Helping to cool off energy prices, which had once again become a source of 

concern as they rose to the higher end of the recent range, with crude oil at 

$103.66, was that the Libyan government announced a cease-fire with those 

who are trying to overthrow them. Obviously this was in fear of the U.N. 

supported no-fly zone resolution which passed last night. In addition, there 

was some better news out of Japan, as Tokyo Electric Power said it will finish 

reconnecting a power line to the cooling system of the number 2 reactor today, 

where white smoke and steam was noticed. This power link could be   
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used to restart pumps needed to pour cooling water on overheating fuel rods. 

  

Also helping were some gains in the bank stocks after the Federal Reserve 

gave some of them permission to resume dividend payments, and two of them 

both made announcements to that effect, which is helping that group do 

better, and talking about the largest Internet switch and router stock, even that 

perennial underperformer got into the dividend game with its first-ever 

payment, which is allowing its stock to advance from its yearly lows, hip hip 

hooray! 

  

The VIX is once again declining by more than it should be, about twice as 

much relative to the Dow’s advance, so this is once again cooling off the panic 

situation that had existed earlier in the week, when people were paying these 

ridiculous prices for so-called “downside protection” and in the immortal 

words of my great- uncle – So, nu, what did you accomplish?’  

  

We will tally up the damage to options buyers in Monday’s notes, as today was 

an important expiration, because it is one of four quarterly ones that take place 

during the year, and as a result, there were huge positions both in calls and 

puts that are going to expire worthless, as always.  

  

No one knows what will happen with these unexpected events both in the 

Middle East and in Japan over the coming days, but at least the ability of the 

market to dig in its heels after the sickening declines earlier in the week could 

lead to a more neutral situation going into the first-quarter earnings reporting 

period starting later this month which will reach its peak in April.   

  

The S&P trades at 13 times forward earnings, and 15 times current earnings, as 

2010 earnings are going to be $85 for the S&P and $99 for 2011, according to 

the analysts who follow these companies. The average P/E multiple for the 

S&P going back to 1954 has been 16.2.  
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For all of 2010, earnings increased by +30%, which was the most since 1995. 

For 2011 the analysts are forecasting increases of +17%, as reported by 

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

period ended in 1995. This means that S&P earnings for 2010 were $85 and 

projected to be $99 in 2011. This would equate to around a 17% 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  

 



 

Page 6 

March 18, 2011 

     Daily Market Notes 

NATIONAL 
SECURITIES 

Established 1947, Member FINRA/SIPC 

PLEASE REFER TO IMPORTANT DISCLOSURES AT THE END OF THIS DOCUMENT 

 

National Securities Corporation 
120 Broadway, 27th Floor 

New York, NY  10271 

www.nationalsecurities.com 

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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