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Well, well, well – the bearish contingent really took it on the chin yesterday, as 

the major averages started out higher and never looked back, courtesy of a 

very strong Nasdaq/Dow ratio which enabled things to go the distance for a 

change without any of the last hour anxiety that takes place when this ratio is 

weak, which unfortunately has been the pattern lately. And that weakness 

came from the fact that the high-priced former technology leaders from earlier 

in the year had undergone very significant declines from the highs that they 

had established at that time, many of which were all-time record highs that 

ultimately were not sustainable in light of the deteriorating economic 

conditions that have manifested themselves for the past two months or so.  

  

As a result of what turned out to be one of the strongest ratios seen in many 

months, the Dow was able to achieve a gain of 137 points at its best level at 

2:40pm before easing off a bit into the close with a 110 point advance, but the 

real hero of the day for a change was the Nasdaq, which put it its best 

percentage gain since last October and its best point gain in two months, as it 

ended 57 points ahead. As a result of this very strong ratio, the 

advance/decline line was very powerful at a 6 to 1 upside showing.   

  

Now let us ask ourselves this question – did the fundamentals for any of these 

Nasdaq leaders change from Monday to yesterday? And the answer is 

certainly – no. So how come stocks such as the large mobile telecom and 

computer company, the largest Internet search engine, the online move rental 

company and the Internet site that lets consumers pick their best price, 

decided to take their revenge on their short- sellers all of a sudden? The 

answer is that if one looked at the Relative Strength Index (RSI) for these and 

other fallen heroes, it had declined to the lowest level since the dark days of 

last summer, which meant that these stocks were extremely oversold and due 

for a bounce, which is exactly what they did last year as well. Now whether the 

bounces in these stocks are sustainable is another question, as let us 

remember that last year they were the beneficiary of the QE2 stimulus 

program, which is going to be ending next week.  
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Chief Market Strategist 

(212) 417-8017 
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Market Update: 

 

DJIA:              12166 

S&P 500:          1293 

Nasdaq:            2684 

 

10YR T-Note:     2.96% 

 

VIX:                   18.13 

 

EUR/USD:        1.440 

 

Gold                  1555 

Crude Oil:        94.65 

 

Prices Current as of 

12:40 PM 

Source: CNBC 
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The market also put a positive spin on the May existing home sales number, 

which was sort of a joke because it declined to its lowest level in six months 

and 30% of the sales were of the “distressed” variety, meaning that they were 

the result of either foreclosures or short sales, the definition of which was 

given in yesterday’s notes. But the main drama was the buildup toward the 

Greek Parliament vote of confidence in the current government, which was 

sort of billed as the second coming of the vote at the Constitutional 

Convention of 1787 held in Philadelphia, which took four months and the votes 

of 55 delegates to frame the document that is the backbone of the American 

system of government. Yesterday, all of the financial programs fixated on the 

vote which was obviously going to pass by a narrow margin because it went 

on a straight party line, with the ruling party getting all of their members to 

vote for “confidence” and all of the opposition parties voting against 

confidence. The positive spin about this event was that it gave the markets 

some reason to believe that the government can now push through budget 

cuts and other austerity measures that it needs to secure more emergency 

loans. This cash will help Greece at least delay a default on its debt, an event 

that would obviously be negative for the banks that hold its paper and have 

weak implications for the other European economies as well.  

  

And in the biggest miracle of all, those awful large banks stocks actually had 

the nerve to put in a very good performance for a change, probably on 

optimism that the European financial situation could get better. The VIX 

declined by just about what it should have relative to the Dow’s advance, 

falling by 1.13 to 18.86, although earlier in the day it was actually down by more 

than it should have. Perhaps it came up a bit by traders who wanted to 

“protect” themselves against today’s new market focus.  

  

After four straight days of gains for the Dow and S&P, that focus will be on 

none other than the U.S. Fed, which will  be staging a show in three acts for the 

first time ever. And the show times are as follows – 12:30pm will see the 

interest rate decision, which will be a no-brainer as they will say that rates are 
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going to be held at all-time record lows “for an extended period of time.”, and 

so what is new? The second act will be at 2pm when they make their economic 

projections, probably the most important one of the three because they are 

going to have to lower their prior forecast for economic growth that they put 

forward at the last meeting, of around 3.2%. And unfortunately the third act will 

be Chairman Bernanke speaking at a press conference at 2:15pm, and this is 

the part that could be dicey as he has to put up with all of the reporter’s 

questions that are thrown at him. The consensus is that the Fed will affirm 

their decision to end the QE2 program and keep the fed funds rate at close to 

zero as mentioned above. 

  

After starting out lower on some obvious profit taking after these past four 

straight days of gains by the Dow and S&P, with the Dow off by a fast 55 points 

early to satisfy those who wanted to sell, things turned around very quickly 

and the market internals have  improved as well. The Dow reached its best 

level of the day so far with an advance of 17 points at 11am, from which time it 

has eased off a bit to around unchanged as this is being written. Market 

internals are much better with an advance/decline ratio that is 18/10 positive, 

certainly better than what the Dow is indicating. There were three positive 

reactions to earnings from a package and freight company, a seller of new and 

used cars and light trucks, and an electronic component maker, while the 

maker of electronic forms got sold off after its numbers. The first company’s 

results are helping the Dow Transports to show the best advance of any of the 

major indexes.  

  

The Greek drama from yesterday appears to have been pushed to the 

background at least for today, but will probably take center stage again once 

the Fed issues are made known by the end of today’s session. The one 

potential negative is that despite the overall market being neutral to up 

somewhat, the VIX is undergoing a very large loss relative to all of this, 

currently lower by 1.00, down to 17.86, which is going to start to limit the 

potential upside of the overall market as it gets closer to its ultimate downside 
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support level of 14.30. 

  

This week has seen some earnings reports that have moved the underlying 

stocks one way or the other, as we saw in the case of RIMM last week, and the 

rest of the lineup is as follows: tonight: BBBY; Thursday: ORCL. These are 

important companies and they can be included in the second-quarter overall 

numbers.   

  

  

And to repeat what was said recently, the market has now taken on a creepy 

resemblance to last year, when things reached their highs in late April, and 

then took a dive in May and June, which marked the lows for the year, and it 

was the same causes last year as well, with European sovereign-debt issues 

responsible for much of the comedown, although let us also remember that we 

started the decline this year from higher levels, which left the market more 

vulnerable to some sort of setback from the misplaced mind-set of higher 

commodity prices somehow being good for stocks. Let us hope that this year 

also sees the market low during this time period as well.  

  

Economic reports are on the lighter side this week, but we do have the major 

Fed event today, and the lineup for the rest of the week is as follows: tomorrow 

– weekly jobless claims, May new home sales; Friday – May durable goods 

orders. And of course, ongoing developments out of the Eurozone will 

command center stage as well. 

  

  

The S&P trades at 12.4 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 
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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 seven 

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

every quarter in 2010 and the first quarter of this year, 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 still for G.D.P. growth of 3.0% and it is 3.7% 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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