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 The market is starting to take on the same creepy feeling that we have seen 

during other recent periods of economic slowing, but not obviously to the 

same extent. And this feeling is that when a top government official speaks, 

the market reacts negatively to what that person has to say. We saw it last 

Friday as during the middle of the selloff after that horrible jobs report, stocks 

were starting to come back off of their worst levels, and in fact the Dow had 

risen over 90 points from its worst level when the President took to the podium 

in Toledo, Ohio at an automobile plant and started talking. Even as a Democrat, 

I am getting sick of his blah, blah lately which has signified nothing. As soon 

as he started pontificating, the Dow proceeded to reverse the intraday uptrend 

it had been in and plunged once again to close near its lows of the day.  

  

Yesterday was another sickening example of this, as a good potential 

“Turnaround Tuesday” was undercut badly when Fed Chairman Bernanke also 

started talking. Let us remember that the Dow had been higher by as much as 

88 points at 2:15pm, when it started to chop irregularly lower. At 2:45pm, when 

the text of his remarks was released, the market, which had already started to 

decline as if someone “knew” that his negativity would add more downside 

pressure, basically went into an accelerated free fall. So when the market 

comments for the day were that “stocks underwent modest losses”, this 

completely missed the point. And that point is that basically the Dow 

underwent a more than 100 point downside reversal and ended with a closing 

loss of 19 after having been ahead by those 88 points with less than two hours 

to go.  

  

So what did the esteemed chairman say to cause the accelerated selling? He 

basically said that the Fed should maintain record monetary stimulus in order 

to boost an “uneven” and “frustratingly slow” economic recovery. The 

negative market reaction came from these comments and also from his 

remarks that “the economy is still producing at levels well below its potential. 

Consequently, accommodative monetary policies are still needed.” His final 

negative remarks were that “until we see a sustained period of stronger job 
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creation, we cannot consider the recovery to be truly established.” What 

probably freaked people out is that while putting forth his reasons for the 

economic weakness, which has been painfully obvious to everyone as 

witnessed by the string of slower economic reports that have been released 

these past few weeks, he gave no hint of a new round of economic stimulus 

even as the recovery remains slow. On the other hand, it was the consensus 

opinion that there would probably be no QE3 in any event, so why the big 

negative surprise. But obviously there will be no attempts to raise the federal 

funds rate from its current record low level either. 

  

And how about the fact that he blamed the slowdown on the supply 

disruptions resulting from the aftereffects of the Japanese earthquake and also 

the higher energy prices that both businesses and consumers have had to deal 

with. But wait a minute, aren’t those higher energy prices partly his fault, 

because as we all know, the purpose of the QE2 program was to raise all asset 

prices by weakening the dollar. So now he is complaining about a situation 

that he helped to create in the first place!  

  

And once again the dollar weakened as the Euro kept roaring ahead on a 

comment from E.C.B. President Trichet that a restructuring of Greek debt is 

appropriate as long as their government follows through on reforms. And this 

made some commodities go higher as well.  

  

And also once again, we did not get any help from the VIX, whose 

underperformance lately even as the market has been in this five weeks and 

counting decline does not create the oversold situation from which stocks can 

launch a decent recovery. For instance, on yesterday’s high of the Dow being 

up by those 88 points, the VIX declined by 1.10, more than it should have, and 

in the final insult to stocks, despite the lower close for the major averages, 

with the Dow losing those 19 closing points, the VIX also declined, with a loss 

of .42 to 18.07, which is the worst possible combination.  

  



 

Page 3 

June 8, 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 

Ironically, breadth numbers were actually positive despite the three major 

averages being lower, with a 17/13 ratio, and this was primarily because the 

Russell 2000 Index managed to show a gain, for whatever reason.  

  

After yesterday’s late collapse, things are mostly lower today, with the Dow 

able to stick its head into positive territory a few times from which it gets 

knocked quickly into negative territory very quickly. It has not been able to 

maintain gains of as much as 10 to 20 points primarily because the entirety of 

those gains is coming from its two energy components, which are rising 

because of an increase in oil prices due to the fact that OPEC could not reach 

an agreement on production targets and as a result, it left those targets 

unchanged. But the problem for the Dow today is that the Nasdaq/Dow ratio is 

weak, with the former staying in negative territory all session as most 

technology stocks get sold off due to a weak report from a telecom equipment 

fiber optics company, which is a member of the smaller indexes, and this is a 

sad commentary on the weak state of the market that this stock all of a sudden 

should become a technology bellwether. But this is what happens when the 

market enters a downward phase, as the month of June has come out of the 

starting gate with five consecutive losses not counting today. 

  

Because of this weak ratio, breadth numbers are poor at an almost 2 to 1 

downside reading, and once again, we are not getting any help from the VIX, 

which is down by .03 while all of the major indexes are lower as well, so once 

again the market is not creating an internally oversold condition that could 

lead to a more sustained rally. 

  

It would appear that the best we can hope for today is for the Dow at least to 

finish with some gains because it looks like the Nasdaq is too far gone to help 

with any sort of upside movement, And then at 2pm, we have to deal with the 

Fed Beige Book of economic conditions, and how good is that supposed to 

be? 
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The S&P trades at 12.2 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. 
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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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