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Friday was the kind of day that one could see there was no hope for the market 

for two reasons, the first of which is that when the market gets clocked early to 

the downside on a summer Friday, there is virtually no chance for a recovery 

on one of the oldest wives’ tales in the business, namely that “no one wants to 

hold a position over the weekend” because of fears, founded or unfounded, 

that some disastrous event is about to take place on Monday. The second 

reason why Friday did not see any recovery for stocks is that the Nasdaq/Dow 

ratio was poor right off of the opening bell, which also meant that once the 

downside pressure started, there was very little chance for a recovery from 

that selling. As a result, the Dow ended with a loss of 115 points, near its worst 

level of the day and reflecting the poor ratio, the Nasdaq ended lower by 34 

points.  

  

Now it is true that the technology sector did stay under pressure because of 

poor results from the second largest U.S. software maker and a maker of 

various semiconductor chips, whose stock has been a perennial laggard, and 

most of the former leaders in this area, which have been under pressure lately, 

continued to stay under pressure as the day went on. Breadth numbers were 

poor at an 11/19 downside ratio and the volume was slow as usual, except for a 

huge spike on the close due to the rebalancing of the Russell 2000 Index, for 

whatever that was worth. And the VIX did its part to instill a little weekend fear 

as it rose by more than it should have relative to the Dow’s decline, up by 1.81 

to 21.10.  

  

Reflecting all of the concerns about the slower economic scenario, the bond 

market rallied again, with yields on the 10-year Treasury Note at their lows for 

the year, at 2.87%, and these yields have now declined for eight straight weeks, 

the longest such stretch in 30 years, and this lower move on yields 

corresponds to the fact that stocks have also been generally declining for the 

last eight weeks as well, as for instance both the Dow and S&P have declined 

for seven out of the past eight weeks at the same time that the bond market 

has rallied. In addition, the European STOXX 600 Index, which is sort of the 
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equivalent of the S&P and the Dow, has now declined for eight straight weeks 

on the Eurozone weakness scenario and the Italy stock market has now 

declined to its lowest level since last November, heaven forbid.  

  

Economic reports here were okay, as May durable goods orders rose by 1.9%, 

better than expected, and the final revision of other first-quarter G.D.P. rose to 

1.9%, a slight gain over the previous estimate but lower than the 3.1% gain in 

the fourth-quarter of 2010.  

  

So the rap against the market was none other than Moody’s downgrade of the 

Italian banks, go figure, and then there are always the Greek concerns, where 

the Parliament is trying to push through austerity measures by Thursday in 

order for that country to receive their $155 billion international aid package. 

Failure to pass the plan may lead to the Eurozone’s first sovereign default as 

Greece needs to cover $9.4 billion of maturing bonds in August. And then of 

course overhanging all of this is the disastrous press conference by Fed 

Chairman Bernanke last Wednesday at which he had the nerve to say that “We 

(i.e. the Fed) don’t have a precise read on why this slower pace of growth is 

persisting” and that “Some of those headwinds (against better economic 

growth) may be stronger and more persistent than we thought.” And the 

reason that this is disastrous is that when stocks were on their highs at the 

end of April, the Fed was forecasting stronger economic growth and now they 

are admitting that they have no clue as to what is going on, so how is an 

individual investor supposed to feel if the central bank of his country has no 

explanation for what is happening? 

  

And sure enough, after lower stock index futures last evening to reflect further 

gloom, things have turned around nicely to the upside today, at least for one 

day, And never mind that the economic reports released today were weaker 

than expected, with May Personal Spending coming in at unchanged, which 

was the weakest since last June and the June Dallas Fed Manufacturing 

Activity report showed a larger decline than expected. 
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The market has decided that for today the path of least resistance is higher, 

as  financial stocks of all things, are leading the upside charge after the Basel 

Committee on Banking Supervision over the weekend put in global capital 

rules that were less “onerous”, as this term is being thrown around today, than 

previously anticipated. These banks will now be required to hold the ratio of 

common equity to market-weighted assets at a ratio of 2.5%, which was less 

than the 3% that the experts had predicted. These easier standards 

theoretically give the banks more room for dividend payments and sharer- 

buybacks. In addition, apparently helping as well was a report that French 

banks will roll over Greek debt into new 30-year bonds.  

  

The market might finally be realizing that lower crude oil prices are actually 

beneficial, as oil stocks are rising despite crude oil continuing to decline a bit 

further today, closer to around $90 a barrel and most other commodities are 

falling as well despite the dollar weakening a bit as the Euro rises on optimism 

over that report of French banks accepting a debt rollover to help Greece. 

Once again, this is the way it should be, as lower commodity prices are 

historically more bullish for stocks as they lessen fears of inflation. 

  

The VIX is declining by less than it should be relative to the Dow’s advance, 

which reached 118 points at its best level. It is currently down only .35 as the 

Dow is ahead by around 100 as this is being written, so we will see what this is 

supposed to mean, and it probably means that there is still investor anxiety 

about the results of the Greek austerity plans being passed. 

  

This week sees some earnings and the calendar for this is as follows: tonight – 

NKE; Wednesday – FDO, KBH, MON; Thursday – DRI.  

  

Economic reports will see the following: Tuesday – June Consumer 

Confidence, June Richmond Fed Manufacturing Index; Wednesday – May 

pending home sales; Thursday- weekly jobless claims, June Chicago 

Purchasing Manager’s Index, Milwaukee NAPM; Friday – U of Michigan final 
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June Consumer Sentiment Survey, May construction spending, June ISM 

Manufacturing Survey. The June jobs report will be released on Friday, June 8 

because when the first Friday of the month is on the first day of the month, the 

report is released on the 8th, so we will have a one-week reprieve until the bad 

news on this one comes out. And naturally, the market will remain obsessed 

with those Eurozone difficulties as usual.      

  

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.  

  

  

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 

  

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 
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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 now for G.D.P. growth of 2.8% and it is 3.3% in 2012. 
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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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