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Was yesterday an up-day or a down day? One could make good arguments for 

either outcome, as the positives of ongoing merger and acquisition activity, 

which has now reached $1.1 trillion this year worldwide, up 23% from a year-

ago, was not able to overcome the negatives against which this market has 

had to deal with these past six weeks. And those negatives have been well 

repeated, namely the downward adjustment of stock prices to the potential for 

slower worldwide economic growth and the concurrent fear that earnings 

estimates for the rest of the year are too high.  

  

As a result of these conflicting forces, the market put in a very choppy 

performance before ending just about unchanged. For instance, the Dow 

started out with an early gain of 59 points by 10:30am, which it could not 

sustain because once again the Nasdaq/Dow ratio was poor, as the former was 

not able to participate enough on the upside to sustain the advance, rising by 

around 11 points, or less than it should have relative to the gain in the Dow. 

From that high, it declined to a loss of 34 points on the low at 1pm, from which 

level it once again was able to get its act together for a gain of around 50 

points at 2pm, before fading from that secondary high into the close for a final 

settlement of a nominal 1 point advance.  

  

On the other hand, the Nasdaq was lagging all day, never able to pull its own 

weight and as a result it ended with a closing loss of 4 points, after the early 11 

point high. The S&P closed fractionally higher and the Russell 2000 Index of 

small stocks finished with a loss as well as did the Nasdaq. As a result of this 

split decision, breadth numbers were nominally negative at a 14.6/16 ratio. 

  

Energy stocks led the way lower because of a sharp decline in the price of 

crude oil, which got as low as that $96 recent support level before ending 

around $97 a barrel, which was a $2 loss. And similar to Friday, the appearance 

of lower crude oil prices, instead of being construed as positive for 

consumers, was interpreted as negative because for the second day these 

lower energy costs were not able to move stocks up  because of the sick 
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positive relationship between these two items that the QE2 program has 

brought about and which goes against all of history, which says that higher 

commodity prices are negative for stocks because of the inflationary 

implications while lower crude oil prices should be positive because of the 

beneficial effects it has on overall consumer spending and costs to 

businesses. On the other hand, those pathetic beaten-down large bank stocks 

rose for the second day in a row, and will miracles never end. 

  

In addition to weakness in energy stocks, another group that has gotten really 

sold off badly lately has been the Chinese stocks, most of which trade on the 

Nasdaq, and this is one of the reasons for this index’s weaker performance. 

Why they have sold off is a question of uncertainty as to the efficacy of their 

accounting practices, justified or not, but in some speculative cases the 

damage has been severe, as certain new issues have lost around two-thirds of 

the manic value that investors were willing to pay for them on their initial 

public trading after their IPO’s.  

  

What gave hope for some sort of relief rally was that the VIX, whose 

underperformance these past six weeks has been responsible for not creating 

enough of an oversold condition to allow stocks to find good cause to undergo 

a relief rally to the upside, finally showed that it was going to allow stocks 

some excuse to finally put in a decent performance. And this dynamic came 

about because for the first time in a long time, the VIX actually went much 

higher than it should have gone relative to the performance of the major 

averages, which probably meant that after six depressing weeks of market 

losses, some “astute” investors finally decided to throw in the towel and pay 

high prices for the supposed “privilege” of hedging their portfolios against 

further market declines. For a welcome change, the VIX closed with a gain of 

.75 to 19.61, much more than it should have especially with the Dow and the 

S&P showing virtually no change at all on the close. It also traded above 20 

during the day, which has been a resistance level for the past month, which 

also put the market into a near-term oversold condition. 
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And sure enough, we are finally seeing today the effects of this near-term 

condition, as stocks started out higher and have been able to maintain the bulk 

of their gains, with the Dow up by 148 points at its best level and breadth 

numbers are definitely cooperating with a 5 to 1 upside ratio, and how many 

times have we seen that recently? 

  

And the ostensible “reasons” for today’s advance are a little sketchy, but after 

the recent beating that the market has undergone lately, we will certainly take 

them. For instance, the first explanation for the better mood was that industrial 

production in China rose by more than expected, up 13.3%, but consumer 

prices also rose by the highest level in three years and the government raised 

the reserve requirements for banks by another 50 basis points, the ninth time 

since last October. So what is so bullish about this, as other times when the 

reserve requirements of banks was raised, our stock market sold off on the 

“China is slowing down theme” because of these higher rates. Oh, well. 

  

The second reason offered for the advance is that May retail sales declined by 

only half of what the experts said they would, a loss of -0.2%, which was the 

first loss in 11 months (what is so great about that?) and if ones excludes auto 

sales, which declined by almost 3%, the retail number was positive but at the 

slowest rate since last July. 

  

What all of this basically shows is that the market was finally in an oversold 

enough position to allow for some bounce back after the VIX finally allowed 

that oversold condition to manifest itself, because if stocks are advancing on 

these the news from China and from the retail sales numbers here, those 

supposed explanations are of the more specious variety for sure. But we 

should be happy to take what we can get after the unending declines of the last 

six weeks.  

  

And what would a gain in stocks be without an increase in the price of crude 

oil, as it has rallied to a gain of around $1, up over $98, and that $96 level 
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appears more and more as if it is going to be a near-term bottom. And in 

another knee-jerk reaction that follows the script, the bond market is selling off 

on the supposed “better” economic news, with yields on the 10-year Treasury 

Note up to 3.07%, their highest this month. And naturally, continuing to follow 

the script, the Euro is also up despite the fact that the differential between 

Greek and German bond yields apparently rose to a record wide level, which 

on a day when stocks were lower would have been used as the “explanation” 

for the decline because this shows that the European sovereign-debt issues 

are getting worse, especially after Standard & Poor’s lowered that country’s 

credit rating to the lowest one possible, increasing fears about a potential 

default. The VIX is sort of doing what it has had a tendency to do lately, namely 

decline by more than it should be relative to the Dow’s advance, currently 

lower by 1.64 relative to an advance of 146 points for the Dow as this is being 

written. .  

  

And for the first time in a long time, those recently beaten-down energy, 

industrial and mining issues, which were the darlings of the market advance 

for the first four months of the year, are doing well today as are those recently 

clobbered-down Chinese stocks as well. Whether either group has the 

consistency to maintain these advances is another question altogether 

although one would like to think that the latter group has more potential to 

recover from some of its recent beatings.  

  

Since earnings are no longer a factor as the second-quarter reporting period 

will not be with us for another three weeks, economic reports might have some 

influence and there are quite a few of them this week. The lineup is as follows: 

Wednesday – May C.P.I., June NYState Empire Manufacturing Survey, May 

Industrial Production and Capacity Utilization; Thursday – May housing starts 

and building permits, June Philadelphia Fed Manufacturing Index; Friday – 

June mid-month U. of Michigan Consumer Sentiment Survey, May L.E.I. and 

the monthly June options expiration series. 

  

 



 

Page 5 

June 14, 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 

The S&P trades at 12.1 times forward earnings, which could bring a measure of 

support to stocks. Earnings were $85 in 2010 and are projected to be $105 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. Since 2006, the average 

P/E multiple has been 14.7 

  

For all of 2010, earnings increased by +30%, which was the most since 1995. 

For 2011, first-quarter earnings gained +15% and are projected to gain +20% 

for the entire year, as reported by Bloomberg Financial and this would be the 

largest two-year advance since the period ended in 1995. These projections 

would equate to around a 14% earnings 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 six 

consecutive quarters of positive growth, starting with the third-quarter of 2009 

and continuing with every quarter in 2010 according to the Commerce 

Department.  For all of 2010, G.D.P. rose at a 2.9% 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 3.1% 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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